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CHAPTER I
HISTORICAL AND INTRODUCTORY

Income-tax in its modern form was introduced in India for the
first time in 1860 to overcome· the financial difficulties which followed the events of 1857. The period between 1860 and 1886 ·saw a
series of experiments in the field of direct taxation, alternating
between income-tax proper, and a licence tax on trades and professions, akin to the indigenous Mohturfa and Veesabuddy. The final
form of the tax was settled in 1886 in favour of the former, and the
first systematic legislation on income-tax was enacted in the same
year.
2. In the last 70 years or so, the structure ofr the tax has undergone a series of changes. While the principal factor responsible for
changes has been the need for additional revenues, other factors
such as changing economic conditions, judicial decisions, and
the proposals made by a number of Enquiry Committees have also
played their part in shaping the structur.e of income-tax. It may
be added that, in the process of its assimilation to Indian conditions,
the tax acquired distinctive characteristics as evidenced by the treatment of agricultural income and of the income of the Hindu
undivided family, and by_ developments in the sphere of taxation of
corporate income.
3. Today income-tax is a major source of revenue and one in
which not only the Central Government but also the State Governments are vitally interested. Its importance is also likely to grow
in future. We propose to give in this chapter a brief review of the
historical development of its main features and its role as one of the
principal sources of revenue. This, we think, will help to provide
the necessary background for a proper appreciation of the main
problems arising from the present working of the income-tax system.
4. The following are the main heads ·under which we propose
to deal with the historical development of the various facets of
income-tax legislation and administration:(1) tpe 'base', i.e., the net taxable income to which the charge

is applied;
(2) the charge or the rate of income-tax;
(3) taxation of special entities, and corporations including

insurance concerns;
(4) special aspects of the tax:
(i) special forms of income taxation;
(ii) division of proceeds of the tax between the

Central
Government and the State Governments;
(5) administrative problems including evasion and avoidance of the tax; and
(6) statistical trends.
317 MofF-1
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5. The Income-tax Act, 1886, levied a tax on income accruing or
arising to or received by a resident in India and
income accruing to or received by a non-resident through an agent in India. The terms 'resident' and 'nonresident' were not defined in the law and were largely interpreted
on the analogy 'of the decisions of the courts of law in the United
Kingdom. The foreign income of a resident was brought to charge
on the 'remittance' basis for the first time in 1922 in respect of
income accruing and .arising outside (British) India under the head
'business'. With effect from 1st April 1933, the basis was widened
to apply to income from all sources. In 1939, as a result of the
recommendations of the' Income-tax Enquiry Committee, 1936, the
entire income of a resident, whether accruing in (British) India or
outside, became chargeable to tax. The remittance basis, therefore, faded into the background except for its applicability to
persqns 'resident·but not ordinarily resident' and to a small portion
of the foreign income of resident and ordinarily resident persons in
some instances. The liability of non-residents to tax on income
deemed to accrue or arise in India through business connection was
amplified· to· cover income arising through certain other activities
also. At the same time, resident, non-resident and not ordinarily
resident persons were, for the first time, defined in the law on the
analogy of the recommendations made by the United Kingdom
Income-tax Codification Committee presented to the British Parliament in April 1936.

B
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. . . 6: The following factors were responsible for the changes that
were introduced, from time to time, in the law relating to the basis
of liability to tax:(i) the desire to bring more income into the tax net with a
view to increasing the yield;
'(ii) considerations of. equity as affecting different persons;
(iii) preferential treatment accorded to European business
community and European civil servants; and·
(iv) the existence within the country of different governmental
units in the shape of the former Indian States.
7. The political changes in the last decade, the special problems
facing capital-importing countries and the. evolution of steeply
progressive rate structures in almost all countries leading to demands
for double 'income-tax avoidance or relief arrangements make it
necessary that the main features of the present law relating to the
basis of liability to income-tax should be reviewed. We have
attempted this review, in broad terms, in Chapter II of the . present
Volume.
8. Certain types of income are either specifically saved from or are
made chargeable to tax in th~- law itself. Agricultural income is an
example of the former type and certain forms of distribution by
companies, which the courts have declared to be of a capital nature,
but which are made chargeable under the law, are examples of the
latter type. In view of the difficulty of defining income precisely,
the determination of what constitutes income is a rich field for
controversy. We have discussed the subject at length in Chapter III
of the present Volume.

3
9. The present treatment of income from agriculture is a unique
Agricultural income
feature of the Indian income-tax system.
Agricultural income was subject to income-tax
in the legislation introduced in 1860. Since 1886, however, suc-cessive Income-tax Acts have excluded agricultural income from
their scope. The principal reason for making this distinction
.appears to have been the existence of a local rate or land revenue
whose incidence was of comparable magnitude with, or higher ~han,
that of the very low rates of income-tax levied in the beginning. A
·definition of agricultural income was inserted in the Act of 1886
which, except for minor changes, has remained substantially in the
:same form. The Government of India Act, 1935, made the taxation
-of agricultural income a provincial subject and this position has been
maintained in the Constitution of India. Taxes on agricultural,
income are now levied in several Part A and Part B States. Although
the absolute exemption of agricultural income from income taxation·
has been rescinded by the constitutional provisions referred to above,
its exclusion from the total income detracts from the operation of
the principle of ability to pay as appltcable to different classes of
income earners in the country. We have discussed the problems
:arising from this dichotomy in the chargeable income in Chapter V
-of Volume III relating to· State Taxes.
·
~
10. A commonly accepted feature of income ·is that it should be
received with. some degree of regularity. An
Concept of income
exception to this rule was, however, introduced
in India as early as in 1918. Section 3 (2) (viii) of the income-tax
Act of that year brought under charge receipts of a casual or nonrecurring nature which arose from business or ·from the exercise of a
-profession, vocation or occupation or were by way of addition to the
remuneration of an employee. Another important variation of the
-concept of regularity in this country was the taxation of capital
.gains arising between 1st April 1946 and 31st March 1948 on the
'Consideration that such receipts increase ability to pay. The treatment of what have been termed as irregular -incomes and lump sum
receipts has been discussed by us in Chapter Ill.
11. As income-tax is a recurring annual impost, an assessee has
to pay tax on the income relating to successive
Previous year'
and definite periods, usually of twelve months
-each. The criteria laid down for determining these periods have
-changed from time to time. Under the Income-tax Act of 1886,
-salaries and interest on securities were to be assessed on the basis of
the income of the year of assessment, while profits of companies and
income from other sources were to be assessed on the income of the
"previous year'. Under the Act of 1918, the year of assessment became
the basis in respect of all sources of income; a provisional assessment
bad first to be made on the income of the preceding year, and this was
-adjusted subsequently after the income of the year of assessment was
finally ascertained. This system was given up in 1922, and the pro·cedure was simplified by basing each year's assessment on the income
<Of the 'previous year'. These provisions have continued to remain in
force since then with some minor modificatjons, the ~ost important
change being that an assessee can choose different periods as his
4
previous year' for different sources of income.

4
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12. From the very beginning, income-tax in India has been aa
charge on net income. No specific provision.
existed before 1918 for computing net income~
The deductions were regulated on the basis of executive instructions_
The following criterion laid down by the Bombay Government (when.
income-tax was administered by Provincial Governments) for computing net income is of interest:;_

N ti
e
e ncom

"(Net profits are) that portion of gross earnings in the yearof assessment which remains at the disposal of the
company after paying all charges necessarily incurred
in effecting those earnings and in providing against
destruction of capital from which those earnings are~
derived".* ·
13. A specific provision was inserted in the law in 1918 to regulate the· admissibility of business deductions. After enumerating
broad items of expenses, both. as regards their nature and the·
extent to which they were admissible, the law prescribed a
general test for the admissibility of other items. It was word~
ed as "expenditure (not being in the nature of capital expenditure)··
incurred solely for the purpose of earning such profits".t This test:
continued until 1939 when it was replaced by the present clause·
(xv) of sub-section (2). of section 10 of the Income-tax Act practically in the same form as it exists today. A general test of this
~ature naturally furnishes a field for controversy and a number of
suggestions regarding the admissibility of individual items have been
made to us, which we discuss in Chapter IV of this Volume.
14. We may refer here briefly to the history of the law on depreciation in India as this item of admissible deduction is of special
: significance. There was no specific provision for deduetion on account
of depreciation in the Act of 1886. Depreciation was allowed under
executive orders issued by the Government of India or by the Local
Governments. . The following are two specimen orders of this kind:(i) a deduction o~ five. per cent. of the cost in respect of .
depreciation in the case of machinery. No separate
charges for repairs and renewals of machinery were tobe allowed;:!:
(ii) a deduction of two and a half per cent. in respect of
depreciation of buildings which housed heavy machineryinstead of the actual cost of repairs and maintenance.
The allowance was permissible in respect of the actual;
mill premises and not bungalows, chawls and other·
subsidiary premises. In the case of the latter class of
buildings, the actual amount of expenditure on repairs,.
up to a maximum of ten per cent. of the annual rental
valuation, was ·to be allowed.§
The orders issued by the Local Governments were by no means comprehensive or uniform. The Income-tax A~t of 1918 for the first
time took stock of this nebulous position and introduced in the
*G.R.F.D. No. 1796 of 24th June 1886.
tSection 9(i)(ix) of the Indian Income-tax Act, 1918.
tG. I., F. & C. No. 399 of 27th January 1887.
§G. I., No. 246-F of 18th January 1912.
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·stat~te itself p~ovision for allowal!ces for depreciation .. Accordingly,
:section 9 (2). (v1)_ of that Act provided for the depreciation allowance
-'On the straight-lme method. The rate of depreciation for any year
was not to exceed a percentage of the original cost of the asset in
-question, which was to _be fixed, subject to the approval of the
Governor-General in Council, by the Local Governments for different
;assets having regard to the estimated life thereof. The cost of current
repairs was separately allowable u:nder section 9 (2) (v) of the
Income-tax Act, 1918.
·
·
15. The rates of depreciation were laid down statutorily for th~
first time by rules made under the Income-tax Act, 1922. They were
revised in 1939 when the written down value method was substituted
for the straight-line method of charging depreciation.
16. During the last decade or so, the law in· respect of deprecia·tion has been amplified from time to time taking into consideration
the special problems facing business and industry. Special depreciation allowance was provided from 1940-41 for plant and machinery
which were used for dqvble and triple shifts. An initial allowance
'()f 20 per cent. in respect of new plant and machinery installed after
31st March 1945, and -an additional allowance equal to the normal
allowance availa,ble for a period of five years in respect of new plant
and machinery installed after 31st March 1948; were also introduced
in order• to encourage investment in fixed assets in the post-war
period. The -aggregate of all the allowances mentioned above was,
however, not to exceed 100 per cent. of the original cost of the asset.
17. Represent€ltives of the business community, who appeared
before us, have questioned the validity of determining depreciation
allowances on the basis of 'original cost', a subject which is now a
matter of world-wide controversy round which a large mass of
·special literature has grown up. In Chapter V, we have discussed briefly the various aspects of this issue, more especially in
relation to the ·practical necessities of the case. as revealed by our
·survey of the finances of the public limited companies.
18. Closely allied to the subject or" depreci~tion is the concept of
·depletion as applicable to wasting assets particularly to :=tss~ts in t?e
mineral industries. As mining is an important factor 1n mdustnal
development we have given special attention in Chapter VI of this
Volume to the problems that have been raised before us by the
various mining interests .and the Ministry of Natural Resources and
Scientific Research.
19. Before 1922 losses were not allowed as a set-off against income.
' The Income-tax Act, 1922, provided for the setLosses
off of a loss from one source against income from
other sources in the same year. The Income-tax . (Amendment)
Act, 1939, went a step further in this direction a~d permit~ed carryforward of unabsorbed business losses for a penod of SIX years.
The carried forward loss, however, could be set off only against the
profits of the same business. By an amendment made in 195~,. a
·further restriction has been imposed to the effect that l?sses ansmg
from transactions of a speculative nature can, even durmg the year
. of assessment, only be set-off against profi~s. of the ~arne business.
Losses -are an important factor for determmmg net mcome and we

6
have discussed in Chapter IV the many issues brought to our notice
in this connection. ·
20. Exemptions, credits and abatements are given to reduce tax:
, liability under special circumstances or for
.
Exempuons
special categories of assessees. They are of two.
kinds: (i) those that reduce the base of the tax to which the rateis applied and (ii) those that have the effect of moderating the rateitself. We deal with the more important exemptions of category (i)
·at this stage and those that figure at (ii) above will be discussed
in paragraphs 33-36.
21. Sub-section (3) of section 4 of the Income-tax Act details thespecific items of income that are to be excluded altogether from
'income'. The rest of the exemptions are interspersed all over the·
Act or are provided for in notifications issued under section 60. Thepower of granting exemptions by notification was taken away from
the executive in 1939 so that eac~ exemption has now to be specifically approved by the Parliament. Exemptions take many forms.
such as:(a) income which is excluded from total income altogether,.
e.g., income of certain public religious and charitableinstitutions, agricultural income, yield of Post Officecash certificates, the privy purses of the rulers of theformer Indian States;
(b) income excluded from total income for super-tax but
included for income-tax, ·e.g., the amount of incomewhich a partner of an unregistered firm or a member of
an association of persons is entitled to receive where theunregistered firm or the association of persons has paid
_ super-tax;
.
(c) income included ·in total income ·but exempt both from
incQme-tax and super-tax, e.g., the business profits of
any co-operative society or the dividends or other payments received by members of such a society out of
such profits;
(d) income included in total income but exempt from incometax though not from super-tax, e.g., the amount of
income which a partner of an unregistered firm or a.
member of an association of persons is entitled to.
receive where the unregistered firm or association of
persons has paid income-tax but not super-tax;

(e) income included in total income and subject to incometax but not to super-tax, e.g., dividend income of
investment trust companies.
22. We discuss below the evolution of the more important items.
of exemptions which are at present included in the Indian Incometax:(i) business income of co-operative societies;
(ii) income of certain public religious and charitable trusts;.
(iii) income of local authorities;
(iv) certain exemptions on political grounds.
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23. The exemption in_ favour of co-operative societies has been in
·e- existence since 1904, when the Co-operative
~~~operative Socl
Credit Societies Act was passed. At present,
the business profits of co-operative societies are
exempt from tax but are to be taken into account for determining
the rate of income-tax on their other income. For super-tax the
exclusion is complete. The rates of super-tax on co-operative
societies are .also substantially lower than those on personal incomes.
At present, co-operative societies are charged supe:r;-tax at a flat rate
of 2~ annas in the rupee plus three pies surcharge, on that portion of
their income which is in excess of Rs. 25,000. Dividends distributed by
co-operative societies out of exempt profits are not taxable in the
hands of their members, but are to be included for d~termining the
rate of tax on their income. The grant of exemption appears to have
been based partly on the principle of mutuality· and partly on the .
policy of promoting thrift and self-help. Co-operative societie..s are
likely to play a more active part than hitherto in promoting savings
in rural areas. The Five Year Plan has also drawn attention to the
various ways in which co-operative societies can be useful for
promoting economic advancement in the rural sector, particularly in
the sphere of agriculture and small-scale industries.
24. The exemption from taxation 9f income derived by religious
d h •
and charitable trusts from property held under
tab;;•:r~sst:n c arl- trust or under other legal obligation, and from
voluntary contributions is among the oldest
exemptions in the Indian tax system. The business income of such
organisations is also exempt if certain conditions are fulfilled. As the
law now stands, the benefit of exemption is subject to certain restrictions, the most important of which is that the income must be applied
to religious or charitable objects relating to anything done in the
taxable territories.
R

• •
1

25. Various suggestions, which have been put forward before us
for the modification of the exemptions in favour of these two types
of organisations, will be dealt with in Chapter VIII. .
26. Another exemption which deserves mention is that in favour
·
of local authorities. The entire income of local
Lecal authorities
authorities was being treated as exempt even
from 1886, and the Income-tax Acts of 1918 and 19Q2 placed the
exemption on a statutory footing. Pursuant to a recommendation of
the Income-tax Enquiry Committee, 1936, the scope of the exemption
was restricted by the Income-tax (Amendment) Act of 1939; as the
law now stands, income arising to a local authority from business is
liable to tax, except where the business consists of the supply of a
service or commodity within its own jurisdictional area. On its
taxable income, a local authority pays income-tax at a flat rate of
four annas in the rupee plus five per cent. surcharge,- and super-tax
at two and a half arinas in the rupee plus three pies surcharge without any exemption limits.
27, The rulers of the former. Indian States enjoyed exemption
under the Income-tax Act until 1953 from
Political exemptions
income-tax and super-tax on interest on Government securities held by them or on their behalf as their private
property. But this exemption has now been discontinued. Article
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291 (1~ (b) of the Cortstitution of India has exempted the taxation· of
tht; privy purse granted to ex-rulers of Indian States only where the
pnvy pu.rse has beep guaranteed or assured under an agreement
entered Into before the commencement of the Constitution. This
exemption ~as since been incorporated in the Indian Income-tax Act.
As further ~~stances of exemptions given on political considerations
may be mentioned the exemptions granted to diplomatic and consular
representatives and (in .certain circumstances) to members of their
staff and to employees of international organisations.
28. We shall now refer to the evolution of the rate structure
Changes in personal applicable to personal inco:mes.
Under the
rate structure
· lnc?me-ta~ Act of 1886, income-tax was being

.
levied on Income from four different 'classes' of
Income and the concept of basing liability to tax on the total income
of a tax-payer was introduced only in 1918.
29. Graduation in the rates of income-tax which existed before
Graduation
1916 was only nominal as a standard rate of five
pies on a rupee was applicable to all incomes
above Rs. 2,000. Graduation in the real sense of the term was
introduced in 1916, when eight different rates of tax were laid down
for incomes in different brackets.
30. Before 1939, iricome-tax was being levied at 'step' rates and
super-tax at 'slab' rates. A change-over for income-tax from the
'step' system to the 'slab' system was introduced in 1939, as a result
of a recommendation of the Income-tax Enquiry Committee, 1936.
In both systems, progressively increasing rates of tax are laid down
for different income brackets. Under the 'step' system, all persons
in a particular income bracket bear the same effective rate on every
rupee of their income; under the 'slab' system, however, the taxes on
each slab are calculated separately and then added up.
31. Since 1939, further graduation for income-tax has been effected by introducing a tax free slice of Rs. 1,500
The 'slabs'
.
, followed by progressively increasing rates of
income-tax and super-tax on successive slabs of income. The slabs
for income-tax have remained the same ever since 1939 and the
changes have been confined -to variations in the rates applicable to
the slabs. However, for super-tax purposes there have been changes
bot!_l in the number of slabs and the range of each slab, and the rates
of tax applicable to different slabs have also been varied.
32. The Indian tax system has always attempted to keep the
incidence of tax on the lower income groups
Exemption limits
at a relatively low leveL Persons whose total
income was below Rs. 2,000 were exempt from taxation from 1922 to
1947 (except in certain years when 'lower' incomes, e.g., exceeding
Rs. 1,000 or Rs. 1,500 were subjected to tax). Since 1947, the
exemption limit has been gradually raised, and ·is now Rs. 4,200 for
individuals and twice this amount for Hindu undivided families
satisfying certain conditions.
33. Exemptions and abatements moderate, to some extent, the
E ·
•
d •
incidence of higher progressive rates for partiab::f:tt::~ss an
cular types of assessees and may also be used
in order to encourage any desirable social and
economic objectives with which the concession is linked. Life

..
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"insurance premia paid by an assessee on policies on his own li'fe or on
that of his wife, have been exempt in India since 1886; . similar
exemption has been available since 1918, to contributions to
provident funds governed by the Provident Funds Act. The total
amount enjoying exemption in respect of these items is subject to
a maximum of one-sixth of the total income, a monetary limit of
Rs. 6,000 (Rs. 12,000 for Hindu undivided families) being added in
1939. The exemption now takes the form of a rebate of income-tax
(but not of super-tax) at the average rate of tax applicable to the
total income of an assessee.
34. · The introduction of the principle of differentiation between
earned income and unearned income is another
Differentiation
interesting development in the history of Indian
income-tax. The differentiation was effected in two different ways.
For income-tax purposes, the assessee was allowed to exclude from
his income -a fixed proportion subject to a maximum limit. This
.scheme was introduced in 1945 and has continued ever since with
changes in the amount of exep1ption granted from time to time. For
super-tax purposes, the method adopted was to levy tax on the earned
income at lower rates than on unearned income. The latter differentiation was, however, short-lived, the rates of super-tax on earned as
well as unearned incomes being uniform at present.
·
35. Another allowance, i~troduced in 1948, was an abatement in
Abatement
for respect of voluntary donations to approved
·voluntary donations
religious and charitable institutions. The abate. mentis at present at the average rate of incometax and super-tax applicable to an assessee (but not exceeding a
total of 8 annas in the rupee), and applies to donations of not less
than Rs. 250 or not more than Rs. 1 lakh in a year, and not exceeding five per cent. of. the assessee's income.
36. The present structure does not take into account fully the
.
personal circumstances of assessees. The role of
Fanuly allowances
family allowances, which is a feature of the
income-tax structure of many countries, is sought to be filled in India
by a tax-free slab available to all assessees. The slab is suppose_q.
to represent the minimum subsistence needs of an average family.
37. The exemption limits and rates of tax for Hindu undivided
.
.
families, unregistered firms and other associaJhnd;u undivided
tions of persons were the same as for individuals
family
from 1939-40 to 1948-49, the higher exemption
limit for super-tax, which was previously available for a Hindu
undivided family, having been given up, during this period. Subsequently, however, theY: were give~ a higher exemption. limit for
income-tax, in partial-ImplementatiOn of a recommendation of the
Income-tax Investigation Commission. Thus, for 1949-50 the exemption limit for a Hindu undivided family with two or more members
was fixed at Rs. 5,000 as against Rs. 3,000 for individuals, and from
1950-51 the exemption limit for a Hindu undivided famil,Y has been
twice that for individuals.
38 There have been some significant ch~nges since 1928 in the
·
rates of tax applicable to non-residents. Prior
:Non-residents
_
to that year, such rates depended only on the
income of the non-resident which was liable to tax in India. The
·law was amended in 1928 so as to withhold the grant of refund on
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company dividends and interest on securities from non-residents; this
amendment was intended to bring the law into conformity with that
prevailing in the U.K. An exception was, however, made in favourof non-residents who .were British subjects or subjects of an Indian.
State; their personal rates of tax were to be calculated as if their
income accruing in all countries arose in India and refund was to be·
allowed with reference to this rate. The principle underlying this.
differentiation was extended in 1939 to the taxation of all income of
non-residents. Non-resident British subjects and subjects of Indian.
States were to be taxed at the rates applica)Jle to their 'total world
incomes', and other non-residents were to be charged to income-tax at.
the maximum rates and to super-tax at the rates appropriate to their
total world income. After India became a Republic, the distinction
between different classes of non-residents was abolished. An amendment ~inserted by the Finance' Act of 1951 (which is still in force)
provides that all non-residents are to be charged to income-tax at.
the maximum rate, and to super-ta~ on their total income at the rateapplicable to the lowest slab for super-tax or at a rate appropriate totheir total income, whichever is higher. The assessee is, however,.
given the option of being charged to tax on his total (Indian) incomeat the rate appropriate to his total world income. The option once·
exercised is binding on hi~ for the future.
39. A numbe~ of representations have been made in regard to therate structure, some in the direction of stiffening it, others in that of
liberalising it. The considerations which arise relate not only to.
revenu~ but also to social policy, and effect on savings and investment. We have already stated our general approach to this question
in Volume I of our Report. Our detailed recommendations regarding the rate structure and the justification for them form the subject
matter of Chapter IX of this Volume.
40. Companies have all along been treated as distinct taxable
.
.
entities. In 1886, the net profits of a company
Ta~~tlon of spe~Jal were taxed. at a flat
rate· In 1916, a n e Iemen t
entitles: Corporations
.
.
. of ~raduatwn was Introduced by exempting from
tax co~pames With an Income of less than Rs. 1,000. Companies were
made liable to ~uper-tax, from 1917, on incomes exceeding Rs. 50,000.
The amount paid or declared for payment by way of dividend was:
allowed to be deducted before super-tax was charged. The' dividends.
were, however, assessed to super-tax in the hands of the shareholders.
The taxation of undistributed profits to super-tax was considered by
the Select ·Committee on the Super-tax Bill of 1917 "to operateharshly on those companies which had adopted the perfectlysound method of devoting a considerable portion of such
undivi?ed profits to creating a reserve fund ......... We agree that.
the~e Is a good deal !o be said _for this point of view, especially in
In~Ia where commercial enterpnses need careful nursing ..... ". Thepmnt was, however, not pressed as the Finance Member was willingto agree to an alternative provision allowing a deduction from
taxable in~ome of ten per cent. of the income chargeable under the·
Income-tax Act. This position was modified by the Super-tax Act
1920, under which companies were to be charged to super-tax o~·
both ~he distributed and un\~istributed profits at a flat rate of oneanna In the rup~~ on that part of their income which was in excess
of Rs. 50,000. Dividends were,to be charged to super-tax in the hands:
of the shareholders~- ·· ··· .
:·'
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41. The Inc.ome-tax Act of 1918 introdticed a new provision for
including dividends received by a shareholder in his total income for
the purposes of determining the rate of tax on his other income· the
dividends, however. continued to be exempt from tax in the shareholders' hands.
42. The Income-tax Act of 1922, which consolidated the law relating both to income-tax and-super-tax, provided for credit to the shareholders for the income-tax (but not for the super-tax) paid by the
company. The dividends were to be included in the shareholders'
total income at a 'grossed' figure whic4 included the proportionate
income-tax pai~ thereon by the company and the shareholders were
entitled to a refund on the gross dividend calculated at the difference
between the company rate of tax and the personal rate of income-tax ·
applicable to them.
43. In 1939, an important modification was introduced in the
method of taxing companies in that the exemption of the first
Rs. 50,000 of the income was given up and they were made liable
to super:-tax on every rupee of their income in the same way as for
income-tax. In 1948, however, a principle of differentiation in favour
of smaller companies by levying income-tax of only 2! annas in the
rupee on Indian companies with total income not exceeding Rs~ 25,00(}
as against five annas in the rupee on other companies was introduced.
Since 1949 this differentiation has taken the shape of an additional
rebate of one anna in super-tax to companies whos~ total income does.
not exceed Rs. 25,000.
·
·
44. The Income:...tax (Amendment) Act, 1939, also introduced a
modification in the method of taxing dividends in the assessment of
shareholders. The gross dividends were made taxable in the hands of
the shareholder at the rate applicable to his personal income. At the
same time, he was allowed a credit in his assessment equal to the
proportionate ·income-tax paid by the company on such dividends ..
45. There was a continuous rise in the rates of income-tax and
super-tax on companies until 1944-45. In 1944-45, Government felt
that some relief was necessary in order to enable companies to build
up larger resources for purposes of post-war rehabilitation and
expansion of industry. The Finance Acts of 1944 and 1945 provided
for a rebate of super-tax of one anna in the rupee on the total income
of a company as diminished by dividends declared on equity shares.
In 1946, the differentiatipn between distributed arid undistributed
profits took the shape of an additional super-tax on companies which
distributed dividen,ds exceeding both five· per cent. of the capital of
the company and 30 per cent. of the total income. This additional
super-tax was at graded rates pr~gressing from .two annas to. seven
annas in the rupee. In 1948, this method, whiCh operated m the
form of a penalty for excessive divid~nds, was replaced by a rebate
of income-tax at the rate of one anna m the rupee on the amount by
which the disposable income of a company (i.e., its ~o.tal income as_
reduced by seven annas in the rupee) exceeded the dividends declared. When profits which had been retained in one year and had
attracted rebate were distributed ·in the subsequent year additional
tax had to be paid on such distribution at a rate equal to the difference
between five annas and the rebate already granted. This method
still continues in operation. A number of questions, however, have
been raised in regard to taxation of companies by witnesses who
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.appeared before us. 'rhese and other relevant issues are dealt with
by us in Chapter X of this Volume.
46. A feature of

th~

taxation of companies is the set of provisions
prescribing compulsory distribution of a speci~orporations
tied proportion of the profits of the companies in
which the public are not substantially interested. The amending legislation was first enacted in 1930 in view of a
.series of instances that came to the notice of the Government in
wliich the distribution of profits was being withheld in order to
escape liability to super-tax. and the profits were being subsequently
withdrawn as 'loans' etc., free of interest. The provisions followed
closely the U.K. law on the subject. It was prescribed that if
a company, which _was under the control of not more than five
members, had iailed to distribute a reasonable proportion of
its profits having regard to its existing and continge~t business needs,
the Income-tax Officer was authorised, with the previous approval
of the Assistant Commissioner of Income-tax, to treat the company
.as if .it were a partnership. The additional demand raised under this
provision was, however, recoverable from the company and not from
the shareholders. As the criterion of 'reasonable needs' was found to
be difficult of application in practice, the provision was amended in
1939 on the recommendations of the Income-tax Enquiry Committee,
1936, so as to ·require companies in which the public was not substantially interested to distribute 60 per cent. of their profits less tax as
-dividends; the proportion could be raised to 100 per cent. in certain
circumstances. . If ·a company failed to distribute the necessary
portion of its profits, the Income-tax Officer could make an order
deeming the balance to have been distributed as dividends, and
recover tax thereon at the rates appropriate to the personal incomes
of the _shareholders, either from the shareholders themselves, or, if
this was not possible, from the company. The rationale and the
working of this provision are a subject of sufficient importance
to merit an exhaustive discussion of the various issues raised before
. us which we have attempted in Chapter XI of this Volume.
Closely

controlled

47. Before 1918, the income-tax law did not contain any special
provisions for the determination of the profits
lns¥rance business
of life insurance business. The procedure of
calculating these profits on the basis of the annual average of the
surplus disclosed by the actuarial valuation was evolved departmentally to suit the special features of insurance as a business. This practice was given stat_utory recognition und~r the Acts. of 1918 and 1922,
both of which empowered the rule-making authonty to make rules
laying down the method· of determining the profits of insurance business. The rules which were made, provided for the calculation of
profits on the b~sis of" the annual average of the valuation surplus,
and for the refund of tax deducted in excess from interest on investments. The profits of mutu~llife insurance _comp~ni~s. were t:e~ted
as being exempt from taxation, on the basis of JUdicial decisiOns.
The profits of other forms of insurance business were to be calculated
'On the basis of the company's accounts, and allowance was to be made
for a reserve for unexpired risks and for additional reserves made
by the company.
48. The method of "assessing the profits of life insurance companies
was completely revised by the Income-tax (Amendment) Act, 1939.
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The present method will be discussed in Chapter VIII. In the samechapter we shall also discuss the case for lower rates of taxation for
insutance companies as compared to other companies.
49. An Excess Profits Duty was levied for the first time in 1919
an~ was in for~e only for one year. ~his for~
of mcome-taxatwn was, however, explmted more
fully during the second World War. The Excess Profits Tax, which.
was introduced in 1940, applied to profits earned during the period
from 1st September 1939 to 31st March 1946 by all businesses and
professions, except (a) life insurance business, (b) professions where
the earning of profits depended mainly on personal qualifications~
(c) profits assessable only on the remittance basis and,.. (d) profits.
arising in Indian States after 31st March 1942. For each accounting
year falling within the above years, a· 'standard profit' had to be
calculated. For the profits of the period between 1st September 193g.
and 31st March 1941, excess profits tax was levied at the rate of 50
per cent. on the excess over'the standard profits while a rat,e of 66 2/3
per cent. was applied on such excess during the period 1st April 1941
to 31st March 1946. If the profits of the accounting year were less
than the standard profits, the consequential 'deficiency' of profits could
be carried backwards or forwards. The excess profits tax was to be
deducted in computing the assessee's income liable to income-tax and
super-tax.

Excess Profits Tax

50. A deposit scheme was introduced in 1942 and was made
compulsory from 1st January 1943 onwards. In addition to the
excess profits tax p·ayable by them, the assessees had to deposit an
additional amount equal to certain prescribed percentages of the
excess profits tax. These deposits were repayable after the termination of the War and one-tenth of the excess profits tax was also to be
refunded to the assessees.
51. The excess profits tax charged and collections made during
each of the years from 1940-41 to 1950-51 are shown in the following
table:--·
TABLE

1.-Demand and collection of Excess Profits Tax from
1940-41 to 1950-51
(Figures are in lakhs of Rupees)

Year ending

t1)
31-3-1941
31-3-1942
31-3-1943
31-3-1944
31-3-1945
31-3-1946
31-3-1947
31-3-1948
31-3-1949
31-3-1950
31-3-1951

Excess
Profits
Tax
charged
during
the year
(2)
56
9,22
. 26,21
68,07
1,14,00
1,01,34
94,46
37,09
35,30
13,22
13,27

Collections
made
during
the
year
(3)
54
7,85
20,78
60,30
1,02,15
88,31
75,76
21,19
28,49
7,51
8,12

1~

The tax was abolished in 1946 and there has been no attempt since
then to revive it.
.
..
52. With the discontinuance of the Excess Profits Tax in 1946,
however, a 'Business Profits Tax' calculated in
.
P fit
.B
uSJness
ro s
·
1er manner th an th e excess profi ts tax was
Tax
a s1mp
.
levied on profits earned by businesses from 1st
~pnl. 1946 to 31st March 1949. This tax was imposed as an antiIn~abonary measure. The types of business and profits subject to
this tax were the same as for the excess profits. tax, only the excess of
ihe profits over a standard figure called the 'abatement' being cha.rgeable to the tax. The abatement for companies was six per cent. of the
working capital subject to a minimum of Rs. 1 lakh per annum upto
.31st March 1~47 and Rs. 2 lakhs per annum subsequently. For
other assessees, the abatement was Rs. 1 lakh per annum* up to 31st
March 1947 and Rs. 2 Iakhs per annum subsequently. The tax was
levied at the rate of 16i per cent. of the amount of excess profits
.over the abatement up to 31st Mq,rch 1947 and ten per cent. there.after. The business profits tax, like the excess profits tax, was an
admissible deduction for determining an assessee's income chargeable to income-tax and super-tax. Th!s tax was abolished in 1949
:and there has been no proposal to revive it since then.
Our views regarding the future use of special business taxes of
the type mentioned above are contained in Chapter VIII of Volume I
of the Report.
53. Income-tax is one of the most elastic sources of revenue, and
· although the administration and collection of
Division
of
pro- the tax is now Central, a part of the proceeds go
-ceeds of tax between into a divisible pool and are made available to
"the Central Govern· 1
h
1
.ment ·and the State State Governments. Accordmg y, t e tax pays
Governments
an important role not only in the finances of the
Central Government but also of the State
Governments.
54. Before 1919, income-tax was a 'divided head' of revenue, but
the proportion of the various divided heads of revenue which was
retained by the Central Go-yernment varied from provin~e _to
province. A complete separation between Central and . provmc1al
finances followed the Montague-Chelmsford Reforms; mcome-tax
then became a part of the revenues of the Central Government. E~en
:at that stage, however, a beginning was made, thro~gh De':olutlon
Rules 14 and 15 in the direction of assigning a portion of mcometax to the provinces. Each province was to receive three pies in
the rupee of the amount by which the assessed income of any year
'eXceeded that of the year 1920-21; some ad ho~ adju~tment_:; were
made on account of the fact that certain large mdustnal umts had
their manufacturing organisations in a province different from the
lJrovince in which they were assessed.
55. This scheme of allocation continued until after the Government of India Act, 1935 came into operation. The Taxation Enquiry
*A higher abatement was admissible in some cases. as follows : To firms with three worl.Gng partners
• Rs.
To. firms with four or more working partners and to a Hindu
undivided family •
.
•
•
.
.
. Rs.

It

lakhs.

2

lakhs.
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Committee of 1924-25 had expressed the view that, if any division of
tax~s was_ to be made between. the Cen~re and the provinces, the
oeh01ce of mcome-tax as the mam balancmg factor was inevitable.
56. ~he Government of India Act, 1935, provided for -assignment
to provmces of a part of the net proceeds of central taxes on income
after excluding therefrom the proceeds of corporation tax. incometax and super-tax from Chief Commissioners' provinces and on
federal emoluments, and after deducting the cost of collection· a
surcharge could, however, be imposed wholly for federal purp~ses.
The proportion of the total yield of income-tax to be assigned to the
provmces was fixeq. at 50 per cent. on the recommendation of Sir
Otto Niemeyer; the share of each province being calculated in an
~d hoc man~er on a variety of c<;n~siderations. The perc~ntages so
nxed were given statutory recogmbon through -an Order-in-Council
.and·. distribution on this basis continued to be operative till 15th
August 1947. As a consequence of Partition, the award of Sir Otto
Niemeyer was reviewed by Shri C. D. Deshmukh and the revised
·percentages became effective from 1st April 1950..
57. The Constitution of India has, in Article· 270, prescribed the
procedure to be followed regarding the division of the revenue from
taxes on income between the Central Government and the State
-Governments. Corporation tax is, however, excluded in terms of the
·Constitution from the definition of taxes on income and is therefore
not divisible. The proportion of revenue to be assigned to the State
'Governments, and the allocation of this amount among them fs to be
·decided on the recommendations of a Finance Commission to be
:.appointed once in five years. The first Finance Commission so set up
reported in December 1952. The Commission had to consider various
-conflicting suggestions regarding the criteria to be adopted for allocation such as the collection of income-tax in each State, or the collection
adjusted with reference to the residence of the individuals paying tax
-or the origin of the income, the population of each State, the per
-capita income in each State, and the needs of each State for finances.
1'he recommendations made by the Commission were based on the
formula of distributing twenty per cent. of the States' share of the
divisible pool according to collections in each State, and 80 per cent.
.according to population. These recommendations were given effect
to by an Order of the President· and 55 per cent. of the net divisible
pool, is distributable arp.ong States in the proportions specified in the
Order with effect from 1952-53.
58. We have given these details in order to underline the impor.;
cance of income-tax from tne point of view of both the Central
Government and the State Governments. State Governments have
thus specific interest in the working of the income-tax system.
Their full co-operation is needed, especially in regard to the collec·tion of arrears. which work is entrusted to the State administrative machinery:
59. We have so far discussed the growth of the various concepts
which have been built into our income-tax
system and have gene to mould the rate structure. We shall now briefly review the growth
of the~ -administrative machinery employed for assessing and collecting the tax. In the earlier days, the assessment and collection of

Administrative
machinery
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income-tax formed only one of the multifarious duties of the lancl
revenue departments in the provinces. The need for specialised
personnel for this work. was realised only when its contribution to·
revenue became substantial; and a Central Department meant exclu-·
sively for income-tax administration was created in 1922. Since then,
the administrative 'framework of the income-tax system has not
undergone any substantial alteration. The present structure of the
Income-tax Department consists of a Central Board of Revenue at the·
top, with Commissioners of Income-tax posted on a regional basis.
who are· in turn assisted by Inspecting Assistant Commissioners of
Jncome-tax. Assessment is made .by an Income-tax . Officer whose·
work is supervised by the Inspecting Assistant Commissioner and the
Commissioner of Income-tax. The appeals from his orders are heard,.
in the first instance, by an Appellate Assistant Commissioner who,.
though he is under the administrative control of the Central Board of
Revenue, is ensured under the Act independence in regard to his.
appellate functions.
. 60. The procedure for the :r:eporting of income by assessees
has undergone a process of gradual evoluProcedure of assess- tion. The Income-tax Act of 1886 laid an
ment
obligation only on companies to file every
year statements of their net income and it was entirely within thediscretion of the Collector to devise ·means ·for finding out other
persons likely to have taxable income B.i;td to adopt the appropriate
method of determining their income. The Act of 1918 prescribed a
more elaborate form of return· to be filled in by companies, and
required the Collector to send notices calling for a return of income
to other assessees .believed to have incomes of over Rs. 2,000 per
annum. Since 1939, a statutory-obligation has been laid on assessees
having taxable income to file voluntary returns of their income
although individual notices still cqntinue to be sent.
61. The methods of determining a person's income and the tax
payable by him have gradually become more and more elaborateUnder the Act of 1886, the procedure for assessment was summary.
and the Collector could intimate the amount of income and tax
determined by him to the assessee either through a list published in
his office or through an individual notice; normally, individual
notices had to be sent to assessees whose income was over Rs. 2,QO(}
per annum, but the Collector had considerable discretion in thematter.
62. Companies and other persons could also enter into an agree..
r
ment with the Collector for composition of
tao;nposition °
the tax for a number of years at an agreed
annual amount.
63. The Act of 1918 required the Collector, when he was not satisfied that an assessee's return was correct and complete, to give him
·an opportunity to produce his accolJ,nts and evidence. With
increasing rates of tax and with successive changes in the law, an
elaborate procedure for scrutiny of· the evidence has been evolved
so as to provide adequate safeguards both for revenue and for theassessee. '

c

64. · The power to reopen assessments, where income chargeable had escaped assessment or been under-assessed, was first conferred

17
on the revenue authorities in 1918. Such re-assessments were to
be made wi thip. a period ~f one. year following the normal year of
~ssessment. S~ce 1939, thiS penod has been extended to eight years
m cases of deliberate concealment and to four years in other cases.
65. Assessees, who were aggrieved by the assessment made on
e Is
them, had the right, under the Act of 1886,
PP a
to appeal to the Collector in certain cases· and to
the Divisional Commissioner in other cases. The Act of 1918 provided
for all appeals to be filed direct before the Commissioner of Income·
tax. Discretionary power was also given to the Chief Revenue
Authority, on its own initiative or on· application by the assessee, to
refer to the High Court any points of law other than those arising
from penalty or prosecution proceedings.
.
·

A

66. In the new administrative machinery set up in 1922, assess·
ments were to be made by the Income-tax Officer, and appeals lay
to the Assistant Commissioner (except· where the assessee had
defaulted in filing a return or in producing his accounts). 'A second
appeal lay to· the Commissioner, and the Commissioner could refer
points of law to the High Court, at his own instance or on the application of the assessee. If the Commissioner declined to state a case
to the High Court (which he could do only if he considered that no
point of law was involved), the assessee could approach the High
Court for a mandamus requiring the Commissioner to state a case.
In 1926, a further right of appeal to· the Privy Council was given, in
order to resolve the situation which had been created by conflicting
decisions given by different High Courts· on the same point.
67. The machinery for appeals was completely changed in 1939,
as a result of the recommendations of the
Changes made ln
Income-tax Enquiry Committee, 1936. A separate .
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cadre of Appellate Assistant Commissioners of
Income-tax was created, whose function was exclusively to ~al with·
appeals against orders passed by Income-tax Officers. The iunction
of hearing second appeals was transferred from the Conimissioner of
Income-tax to a new authority established in 1941. The decisions of
this authority, the Income-tax Appellate Tribunal, are final on questions of fact: on questions of law, it may make a reference to the High
Court, on application either by the Commissioner of Income-tax or
the assessee. The Commissioner of Income-tax continues to have the
power of reviewing the decisions· of the lo~er authorities. It will
be seen, therefore, that with the growing complexity of income-tax
assessments and the vast increase in the amounts involved, increasing facilities are being provided to the assessee to have his point of
view adequately taken care of. Several suggestions, however, have
been made before us for improvement in this regard; and we discuss
them in detail in Chapter XIII of this Volume.
68. The principle of deduction Qf tax at the source (from salaries
and interest on securities) has been adopted in
the Indian system from the very beginning. The
,
Income-tax Act of 1886 made the paying officer
responsible for deduction from the salaries of Government servants
and of employees of local authorities. Other employees were under
an obligation to pay the tax in instalments as and when the salary
was paid btit the Collector could enter into an agreement with an
:317 MofF-2
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employer for the deduction of the tax and its payment into the
treasury, in which case the employer was entitled to payment of a
commission. Where there was no such agreement, the tax found due
on assessment was to be paid within the time specified by the Collector, and arrears of tax could be recovered as if they were arrears of
land revenue. The Income-tax Act of 1922 extended to all employers.
the obligation to deduct tax at the source on salaries. Although
assessments were now made by a department of the Central Government, the machinery of the provincial revenue departments continued
to be used for recovering arrears of tax from defaulters. Wheredefaults occurred, the Income-tax Officer could issue a certificate tO>
the Collector, and the Collector could then proceed to recover the:
amount covered by the certificate as if it were an arrear of land
revenue. The system of collection and recovery has remained substantially the same as described above.
69. An important development has been the introduction of a

scheme of payment of tax in advance, something
in the . nature of 'pay-as-you-earn' · An assessee
.
.
1s reqmred under the scheme to pay the estimated tax on the income of each year in advance,
in three or four instalments. The amount of advance tax to be paid
is determined by the Income-tax Officer on the basis of the last
completed assessment but the assessee can submit his own estimate
subject to a penalty if his estimate falls short of the actual tax by
a margin of over twenty per cent. When a return of income filed
by an assessee shows that he will have to pay some more tax in
addition to the advance tax already paid by him, the Income-tax
Officer has been given the power, since 1948, of making a provisional
assessment on the basis of the return, and of collecting the tax found
due. Another improvement which was effected in the process of
recovery was the conferment of power on the Income-tax Officer to
issue a garnishee order to any person from whom money may be
due to ,an assessee to pay over the amount towards arrears of tax
due from the assessee. Despite all these measures, the fact still
remains that there is a large volume of arrears awaiting recovery.
We deal with this problem of arrears in detail in Chapter XIII of
this Volume.
.

Pa}ment of tax 1;0
advance and prcv1sional assessments

70. Evasion and avoidance of income-tax are as old as the tax itself.
Numerous amendments have had to be made to
Evasion and avoidthe Income-tax law since 1886 for closing loopance
holes which gave room for leakage of revenue as:
and when they were discovered. The history of legislation regarding
the taxation of a firm, the evolution of the concept of receipts which
are 'deemed' as income, the invalidation for the purposes of incometax law of acts that are otherwise legal, and the regulation of distribution of profits by companies in which the public are not substantially
interested-these are only a few instances which illustrate the
vigilance with which the law has had to protect revenue against those
who use their skill to outwit its intentions.
71. The Income-tax Investigation Commission submitted in 1943
a report on the adequacy of income-tax law from the point of view
of preventing evasion and avoidance. Some of its recommendations:
were incorporated in the law by the Income-tax (Amendment) Act.,.
1953, while others still remain to be implemented. In Chapter XII
------....
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-of this Volume, we have reviewed some of the more important of
its recommendations as well as some other points that emerged
during the course of our discussions and have recorded our recommendations in respect of them.
72. We may notice one more feature of the income-tax system,
Use of income-tax
viz., inclusion of incentives for capital formation
as an incentive
and economic development. This is a recent
feature. Thus, a rebate of one anna in the rupee
is given on all undistributed profits of companies. A new section,
15C, has been introduced in 1949 under which new industrial undertakings which were not formed by the splitting up or reconstruction
of an existing business, and which began to manufacture articles on
or after 1st April 194~ are exempt from tax, for the first five years
after the commencement of the manufacturing operations, on that
part of their profits which is not in excess of six per cent. of the
capital employed. The concession was originally available to under· '
takings which employed at least 50 persons, but from 1st April 1952,
it has been made applicable to undertakings which have ten or more
workers in a manufacturing process carried on with the aid of
power, and twenty or ·more workers, without the aid of power.
The exemption from corporation tax to dividends· received by a
company on shares held by it in another company is an incentive to
investment included in the present law. Such an exemption in
respect of Investment Trust Companies fulfilling certain conditions
is as old as 1933; a new provision was introduced in 1953 whereby a
similar .concession has been extended to companies which hold shares
in an Indian company·which is wholly or mainly engaged in any one
of the ten industries specified in the section subject to the necessary
conditions being fulfilled.
73. Having surveyed briefly developments in the law and practice
of income-tax in India, we now proceed to give a
Statistics on Inbrief review of the operation of the tax in terms
come-tax
of income assessed, the number and distribution
of assessees, and the amount of revenue collected. The statistical
material that we have utilised is not, however, satisfactory for a
historical and comparative analysis. The separation of Burma, the
partition of the country in 1947 and the financial integration of Part
B States are some of the factors affecting the utility of the statistical
material. In addition, we may draw attention to the fact that incometax statistics are compiled on the basis of the number of assessments
completed and the demand raised. As arrears of assessment and
collection are included in the statistics, they vitiate comparative
analysis.
74. Net collection from income-tax rose from Rs. 1·37 crores in
·· 1886-87 to Rs. 191·3 crores in 1944-45-a significant increase judged by any standard.. The net
collection remained between Rs. 2 crores and Rs. 3 crores until
1915. With the introduction of graduation and the concept of tota]
income and of super-tax between 1916-18 the net collection rose to
Rs. 22 crores in 1919-20. The figure continued to range during 1930
to 1939 between Rs. 15 and 18 crores. After the comprehensive
amendments in the law in 1939 and the introduction ·of slab rates,
the net collection rose to Rs. 26 crores in 1940-41. Thereafter, the
net collection rose rapidly as a resul,t of the operation of various

Net collections
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factors such as thev expansion of money in :-omes during the Warp
the levy of the surcharge, which was ultimate1y amalgamated with
the normal rates, at pr.ogressively increasing rates, and the levy of
the Excess Profits· 'I' ax. The peak figure for net collection was
Rs. 191 crores in 1944-45. The Excess Profits Tax was abolished with
effect from 1st April 1946 but the disposal of arrears continued to
yield substantial revenue in the next three or four years. Net
collections stood at Rs. 163 crores in 1953-54. Annual figures for the
period 1948-49 to 1953-54 are given below:·
TABLE

2.-Net collections of income-tax and super-tax from 1948-49 to
.
1953-54

Year

Amount (in crores of
Rupees)

1948-49 •

183

1949-50 •

160

1950-51

173

1951-52 •

188

1952-53 •

ISS

1953-54 •

163

Broadly speaking, the present level of net yield is attributable to.
(i) the enlargement of the basis of liability brought about as a result
of the 1939 legislation, (ii) the introduction of slab rates in that
year, (iii) the steep rise in the rates during the Second World War
and (iv) the increase in taxable income due partly to economic
development but more particularly to the inflationary conditions of
the economy during and since the War. The increase in the yield is
thus also reflected in the number of assessees and the volume of
·taxable income, but the proportions of increase among different
income groups, sources of income and industrial groups show considerable variations.
'
75. The number of assessees in 1904-05 was 2,43,000, when· the
·exemption limit was Rs. 1,000; after the exempNumber of asses- tion limit was raised to Rs. 2,000, the number
sees
registered was 2,73,311 in 1922-23; and it was
2,85,940 in 1938-39 on the eve of the Second World War, with the
exemption limit continuing at Rs. 2,000. The increase in the tempo
of \Var activities was reflected in 1940-41 when the number of
assessees rose to 3,63,532. It was 4,47,494 in 1946-47 immediately
before the Partition of the country. There has been a considerable
increase in the number of assessees since partition, which may partly
be attributable to the inclusion of new assessees from Part B States
since 1950-51 and partly to the new assessees that have been discovered as a result of the external survey referred to in paragraphs 7-9 of
Chapter XII of·this Volume.
76. The following table shows the number of assessees on the
of the Income-tax Department as on 1st April for

Index~ Register
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each year since 1948-49 by income groups and separately for salary
earners:TABLE

3.-The number of assessees since 1948-49 according to income
groups
·•

Year

I

1948-49
1949-50
195o-51
I9SI-S2

Assessees with annual business income of
--------------More
Between Between
Less
than
Rs.
Rs.
than
Rs
xo,ooo
5,000
Rs.
25,000
and
and
5,000
Rs.
Rs.
25,000
. 10,000
2

•
•
•
•

1952-53 •

36,59&-

39,242
43,830
45,761
Sl.t795

4

3

81,229
96,173

92,130
87,832"
1,17,063
1,31,312
1,46,635

39

S9

59,352
61,090
75,526

Percentage increase
between 1948-49
and 1952-53

. Salaried
assessees,
cases involving
loss etc.

Total

5

6

7

1,42,769
1,42,500

1,90,996
2,15,852
3,06,257
3,82,297
4,44,773

5,21,845*
5A6,SI6*
1,04,23 x•
7,96,316
9,00,406

1,61,555

1,55,717
1,61,030

IJ

IJJ

•Contains assessments re-opened under section 34 for which no separate record was
·
·
kept before 1951-52.

77. The largest increase in numbers has been taken place among
salaried assessees in spite of the rise in the exemption limit from
Rs. 3,000 in 1948-49 to Rs. 3,600 in 1951-52.
- 78. The total income assessed was_ Rs. 33 crores for assessees with
income above Rs. ·2,000 in 1886-87, Rs. 53 crores
Total income
in· 1903-04; Rs. 236 crores in 1922-23 after the
assessed
. . concept of 'total income' and graduation had
found a place in the system, and it had dropped toRs. 174 crores in
1937-38, owing to the 'depression' of the 'thirties. ·It rose to Rs. 215
crores in 1940-41, to Rs. 406 crores in ·1943-44 and Rs. 483 crores in
1946-47, i.e., immediately before Partition; The table below shows
the variations in the post-partition period:TABLE

4.-Inco-m.es subjected to income-tax from 1948-49 to 1952-53
(In crores of Rupees)
Total 1n.come•

Year
1948-49
1949-SO
195o-51
1951-52
1952-53

•

511

•
•
•

587
575
783
710

• Mter deduction of earned income relief, where due.
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A portion of the increase from 1950-51 is attributable to the inclusion of figures relating to Part B States.
79. '!'he total assessed income is distributed among companies
and asscssees othC'r than companies as follows:(In crores of Rupees)
Category
Companies
. Other than companies

1940~41

1952-53

47'39

200'34

167'54

510'68

The total assessed income of companies increased by 325 per
cent. since 1940-41 while the increase for assessees other than
companies in the corresponding period was 200 per cent. The income
earned by companies in 1952-53 was roughly of the order of 30 per
cent. of. the total income earned by all assessees put together, which
shows the importance of the company form of organisation among
the income earners in India.
80. The comparative figures of total assesseGl income for assessees
other than companies with income from 'business and professions'
and companies are shown in the table below:
(In crores of Rupees)
Category

1940-41

1952-53

Business and professions

57'60

215'78

Companiest

47' 39

200' 34

t Includes income from sources other than business also.

The income from business and professions is practically of the same
as that of the income of the companies.

o~der

81. Among the companies, those with an income above Rs. 2 lakhs
accounted for Rs. 174 crores of the total assessed income out of
Rs. 200 crores in the year 1952-53; i.e., about 87 per cent. of the
total income from companies as against the corresponding figure
for 1940-41 which was 82 per <;ent. Among non-company assessees,
the distribution of total assessed income shows that the larger
proportion accrues to assessees with an income of Rs. 25,000 and
under. They accounted for Rs. 338 crores out of a total assessed
income of Rs. 510 crores in 1952-53, i.e., nearly 66 per cent. of the
total income relating to that category; the corresponding figure
for 1940-41 was nearly 80 per cent. The share of persons with
incomes below Rs. 25,000 in the total assessed income has gone down
in 1952-53 as compared to 1940-41.
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'82. The .position· regarding~ the-'. disfributiori of total income
according to various sources of income· is-' as· follows:TABLE

5.-Distribution of

inc~me

assessed according· to· sources of ·
a.ncome
(In:· crores · ·or ·Rupees)
Total 'as'sesseCi.

Sources

mccime in

194o-41 ' 1948-49
65·2o

Salaries •

6·scJ_
..

Interest on· securities ·
Property.
Business including companies
Other sources•
TOTAL

•

1952-53

130;36'

167'14

14'33
,21'45

23'5;4
32'09
416'12

13'51
. 104'99
24'46

344'67
74'13

214'75

584'94

90"71
729'60

• •Other sources' include dividends. ·

83. The income assessed under the head 'sal~ries'· has ·shown an
increase of nearly 150 per cent. over the 1940~1 level; the income .
from interest on securities has increased by 260 per cent.;- that from
•property' by 150 per cent.; that from business by 300 'per cent. and
from other sources, which include ·dividends, by 280 per cent.
84. The distribution of total assessed income according to different
types of industries is of some interest. The industries have been
classified into nine groups for purposes of income-tax statistics
and some of them consist of heterogeneous elements but the
comparative analysis is useful for understanding the relative
importance of different industries:·
TABLE

6.-Distribution of income assessed according to industries
(In crores of Rupees)

C1tegories of

- Total taxable income in

indus~ries

1941-42 1951-52

11'43
7'27
4"05
4"53
47'78
14'61
12'44

17'42
26"46
20'12
27'41
- 17'64
20"65
235'86
53'69
36"68
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455'93

7'46

Mines, quarries, etc.
Textile manufacture •
Manufacture of metal and metal goods
Food manufacture etc.
Mmufacture of chemicals, leather goods etc.
Building and miscellaneous manufacturing trade •
Distribution and communications
Finance •
Professions, i.e., doctors, lawyers, etc.

7'59

.
TOTAL

.

II7"
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85. Expansion of income has taken place almost .in every tradebut it is most marked under the classifications 'distribution and
communications'. The former includes, among others, wholesale and
retail merchants in almost every line, managing agents, road and
air transport business.
·86. The broad picture that emerges from study of figures relating
·to -the distribution of the total assessed income among the various
sectors of the economy is:- _
-(i) that the· company form of organisation is gaining
importance as a major income-earning activity;
(ii) that prop.rietary business is and continues to be an_
important factor in the economy;
; (iii) that in the business sector, trading concerns predominate.,
. thus underlining the fact that we have still a long way
to go- in productive and industrial development; and
(iv)- that. the share in the total assessed income of persons:
·with incomes above Rs. 50,000 a year has increased,.
. and of persons with incomes below Rs. 25,000 has.
declined since 1940-41. The significance of money . incomes in real terms, however, has altered greatly since.
that year.
·

87. In the succeeding chapters in this Volume, we proceed to.
discuss the income-tax system in detail, examine the various.
suggestions made for its improvement, and put forward our recom•.
mendations with a view to rationalising the system and enabling:
it to play~ _more adequate and efficient role in both the fiscal systent.
and the economy of the country. _

CHAP:T~R

II

BASIS OF LIABILITY T() TAX
We have already referred in paragraph 5 of Chapter I -'of' this=
Volt;tme to. th~. history .of the .law regarding thebasis of hab1hty to mcome-tax. The present:
provisions affecting liability to income-tax were brought into· force··
from 1st April1939 as a result of the recommendations of the Income·
tax Enquiry Committee, 1936. The basis· of. liability ls defined ili..
sections 4, 4A and 4B of the Indian Income-tax Act. Briefly stated.
the position is as shown in the table below:·
··

Present Indian law

Status of assessee.
Resident and
ordinarily
resident
I.

2..

·

Income accruing, arising or
received, or deemed to
accrue, arise or be received,
in the taxable territories.

•
Taxable

Income accruing · or arising
outside the taxable territories
(subject to a deduction of
unremitted income up · to a
maximum ofRs. 4,500).

:
Taxable

Resident but not
ordinarily
resident

•

N~n.·

resident

. t

Taxable

Taxable .

§

Taxable, if it is derived
from a business con.trolled in, or a pro·
fession or vocation set
up in India.

3· Remittances\ received out of
••
Taxable, unless already
income which accrued out- Taxable,
unless taxed in the year of
• side India after I-4-I933 and already taxed in accrual. ·
before the beginning of the the
year
of
previous year.
accrual.

Not.;
taxable-

Not
taxable '

*Section 4(I) (a) and (b) (I) ofthe Indian Income-tax Act.
tSection 4(I) (a) and (c), ibid.
:section 4(I) (b) (ia) and third proviso, ibid.
§Section 4(1) (b) (ia) and second proviso, ibid.
hSection 4(I) (b) (iii), ibid.

2. It will be observed that a 'resident and ordinarily - resident'·
person is lia~le to pay tax on:-

Taxation of residents

(i) income accruing or arising to him or received by him ordeemed to have accrued or arisen to him or to have been
received by him within the taxable territories;
(ii) income accruing or arising to him or received by h:im..
outside the taxable territories, subject ·to a deductionof Rs. 4,500; and
(iii) remittances received by him out of profits which aros~
to him outside the taxable territories from any source!
subsequent to 31st March 1933.
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.Double income-tax relief is allowed under section 49D of the Indian
::Income-tax Act on that part of- an assessee's income which accrued
·Or arose outside India, unless special arrangements exist between
. India and the country in which the income arose ·regarding the man. ner in which relief 'should be calculated.
3. A 'non:..resident' person 'pays tax· only- on income· which accrues
""'Non-r_e.ddents'
or· arises to him or is received by him in India
or which· is deemed to accrue or arise or be
.received 1n India: The rate of tax· is determined by· special provisions
contained·· in section:·17(1) of the' Indian Income-tax· Act. Briefly
·stated, he has the·choic~which~ once made,· is final~£· the rate
.of tax applicable to him being determined on the basis of the total
world income or on ·the basis of·the maximum .rater of income-tax
:plus_ _super-tax· at; the· rate applicable to the first slab above the
slab exempt from super-tax, or super-tax applicable to his income
.accruing or arising or received· in India, whichever is greater.
4. A person who is 'resident but· not ordinarily resident' is liable

.

'

to pay tax on ·all income accruing or arising or
received in India and income deemed to accrue
·
b
· d · I d'
d on sueh ~f
o~ arise. or . e receive . In n .1a, an
·
h1s foreign Income as IS attributable to- a busi_ness controlled in or a profession or vocation set up in India. In
.addition, a person who is 'resident but not ordinarily resident' is
-chargeable to income-tax on all remittances received by him from·
.outside India, in the same way as a fully resident person. The rate
-of tax is determined on the basis of his income brought to charge
·;in the taxable territories.

·•Re~Jde~t but. no~
res1dent
·.ordinardy
per5ons

5. ·Different tests of · residence apply to indivicfuals, Hindu
·undivided families, companies, firms and associations of persons.;
-these will be described in the appropriate context in- this chapter
·when issues relating to them are under discussion.
6. The important- questions affecting the basis of liability to
.
. income-tax, which arise from the various sugges::Sugg~stJons for modi- tions made to us or otherwise, are indicated
..fication
below:-

(i) foreign profits of 'residents' should be

exempted

from

tax~:

(ii) th~ category 'resident but not ordinarily resident' should

be abolished;
,
(iii) special provision should be made for foreign technicians
who are being increasingly employed by Indian industry;
·
(iv) the criterion for determining the residence of a company
by comparison of its Indian income and foreign income,
should be abandoned;
( v) the concessions recently gran ted in respect of remittances
of foreign income should be continued;
(vi) the provisions in the law relating to income deemed to
accrue or arise in India as a result of 'business connection' should be liberalised; and
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(~i) there should be a review of double income-tax relief or

avoidance arrangements.

7. One of the important suggestions made to us is that income
arising outside India to a· resident should · not
'Tax:~~~~~ of fot'eign
attract liability to Indian income-tax, though it
5
l'ro
may be taken into consideration for determining
.
the rate of tax on Indian income. It is stated· that this will facilitate
the expansion of Indian trade and· business abroad and· will also assist
them in competing, in the world. markets. It is also contended· that
risks attending the investment of Indian capital outside India are
greater than those attending its investment in India, and-the economic
justificatio!J, for taxing foreign earnings is therefore. comparatively
weaker than that for taxing income arising in India. The psy~holo
~gical effect of exempting foreign income would- be to develop Indian
trade and business abroad, with corresponding augmentation of
..invisible exports and exchange resources. Such-funds-when ternitted
io India. will also add to the capital resources of the• country. It is
.also suggested that the cost to the exchequer will not be very heavy,
.as unilateral relief in respect of double income-tax is already available
under the Indian Income-tax- Act.
·
8. Foreign income was brought to charge on the accrual basis on
.a recommendation of the Income-tax Enquiry Committee, 1936,
.and the principal reasons that influenced its views were:- .
(a) opportunity is afforded for evasion and legal avoidance
of tax, which, it stated, it had seen in several cases, if
foreign profits were exempt from Indian tax; and
(b) encouragement is afforded to investment ab.road by
wealthy persons; .There are ·thus likely to be adverse
effects on ihe supply of. capital. for Indian industry.
The Committee added that there was no reason in equity why
'investment of money abroad, as contrasted with home investment,
:should be given immunity from taxation.
9. We think that these arguments still have force though their
importance will decrease with the conclusion of double income-tax
avoidance arrangements on the· model of the Indo-Pakistan Agi_'ee·ment. Until then, remittances of foreign profits to India will bear ·a
nigher rate of tax, notwithstanding the unilateral relief arrangements, provided the Indian tax rates are higher· than those of
the country where the foreign income· arises. We, therefore, think
·that some arrangement is necessary urider which the remittances of
-foreign income are relieved of this additional burden and at the same·
time foreign income continues to be taxed on the accrual basis as
bitherto.
10. We, therefore, recommend the adoption of the following
:Scheme:(i) the foreign income of a resident should continue to be
taxed as hitherto in the year of accrual;
(ii) unilateral relief should also continue t9 be extended to
such income if it has suffered tax abroad;
(iii) in the year in which the assessee remits the earnings so
taxed to India, he should be given a refund of the
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actual tax borne by him. This will be_ .regulated as:
follows:( a) there will be no refund if the Indian and foreign tax
rates are the same;
.
.
(b) the refuiid will equal the difference between Indian.
· and foreig~ rates i.£ the former is higher; and.
(c) no refund will be involved if the Indian rate is lower·
than the· foreign rate.
·
·
'Transitional provisions would -be necessary iri respect of income
which had accrued before the system of full unilateral relief cgme·
into force, or in respect of which double income-tax relief had been.
granted on some other bas~.
11. One of the consequences. ot' accepting the recommendations:.
of . the ..Income-tax Enquiry Committee, 1936,
regarding the taxation of foreign income or
residents on the accrual basis, was that persons.
who did not habitually reside in India attracted!
the same liability to income-tax as those who had been. habitual
residents of India. This particularly affected the European official or
the trader in the early years of his stay in India, and the Indian trader·
abroad who had an ancestral house in India and who visited the
country only occasionally. The amendments carried out to the
Income-tax Act in 1939, therefore, provided for the creation of a thirdl.
category which was styled as 'resident but not ordinarily resident'Two concessions were given to them:(i) their foreign income was not taken into consideration for·
the Indian tax unless it was derived from a business:
controlled in' or a profession or vocation set up in_
India;
(ii) the rate of tax applicable to them was determinoo on the·
basis of their Indian income, unlike on the basis of"
global income for residents and non-residents.*

:Resident but
not
ordinarily resident
persons
· ~

We :qave received strong representations for the abolition of this;
category. The point was considered by the Income-tax Investigation Commission, which also suggested its abolition. We find ourselves;
in agreement with it as we think that there should be no feeling_
among tax-payers that there is a favoured class alllOng them. Secondly, it does serve as an inducement for reducing tax liability if business or other transactions could be arranged accordingly. We, however, fully appreciate that the sudden withdrawal of the category
will mean hardship to some assessees in the category 'resident, but:
not ordinarily resident'. We, therefore, recommend that, simultaneously with its withdrawal, the tests for residence should be reviewed_
12. An individual is, under the present law, resident if he satisfie~
any· of the four following conditions contaiped in section 4A of theIndian Income-tax Act:(i) he is in India for periods totalling at least 182 days in the
year;
*Subject to the provisions of section 17(1) of the Indian Income-tax Act.

Z9

(ii) a dwelling place in India is maintained by or for him for
perio_ds totalling at least 182 days in the year, and he is
physically present in India for any time in the year;
(iii) he: hasbeert in India for periods totalling atleast 365 days
m the last four years, and is in India at any time in the
year otherwise than on an occasional or casual visit;
(iv) he is in India for any time in the year, and the Income-tax
Officer is satisfied that he is likely to remain in India for
at least three years from the date of his arrival.
If the condition in the second and third clauses, of being physi-.
-cally present in India for any time, is relaxed and a specific period
fixed, several persons who are residents under the present law would
·become non-residents. The fourth clause was intended to help
:foreigners coming into India by treating them, in the year of arrival,
;as not ordinarily resident instead of non-resident; if tlie former cate.:gory is abolished, they would become fully residents, and would thus
-be at a disadvantage. This clause could, therefore, be repealed.

13. We accordingly recommend that section 4A(a)· of the Income<tax Act should be recast so as to read as follows:· "For the purposes of this Act,
(a) any individual is res.ident in the taxable territories in any
if he:_
.
·
(i) is in the taxable territories in that year for a period or
periods amounting in all to one hundred and eighty-two
days or more; or
(ii) maintains or has maintained for him a dwelling place in
the taxable territories for fl period or periods amounting·
in all to one hundred and eighty-two days or more in
that year, and is in the taxable territories for a period or
periods amounting to ninety days or more in that yea!; or

~ear

'-{iii) having within the four years preceding that year been in
the taxable territories for a period or for periods amounting in all to three hundred and sixty-five days or more,
is in the taxable territories in that year for a period or
periods amounting to ninety days 01r more:
Provided that if he has, within the seven years preceding· that
year, been in the taxable territories for: a period or for perio~s
.amounting in all to seven hund:r:_ed and thirty days or more, he will
·be deemed to be resident in the taxable territories in that year, if
be is in the taxable territories at any time in that year otherwise than
.on an occasional or casual visit."
- 14. The proviso to clause (iii) has been added to prevent the pos·sibility which 'might otherwise arise, of a person managing to spend
:nearly 'three months in. Ind~a e_v.ery year (and lon_ger periods i~ some·
:years), without attractmg hab1hty to tax as a resident at any time.
15. The criteria for determining the residence of Hindu undivided
-families, firms and .other associations of persons do not need any·
change.
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16. One of the consequences of the suggested abolition of thecate• ns
gory 'resident but not ordinarily resident' is that
F 0 re1·gn tec hn"lCla
f ore1gn
·
t ec h mc1ans
· ·
would a tt rae t 1'1ab'l't
1 1 y aS'residents' if they spent more than 182 days in India in any year. It.
has been represented to us that this would cause hardship and would.
act a~ a deterrent to the employment of foreign technicians whose
services are necessary in the present stage of India's development~
Under Section 4 (3) (xiv) of the Indian Income-tax Act, which was.
inserted in 1953, the remuneration received by an employee of a.
foreign enterprise, for services rendered during his stay in India,.
has been completely exempted from tax if the periods of his.
stay do not exceed 90 days in any yea:J# where the employer is not.
engaged in any trade or business in India. We consider that some·
concessions should also be granted to foreign technicians employed_
by concerns which carry on business in India. Any loss of revenue·
whic;h might be caused through such concessions would, in ouropinion, be more than counter-balanced by the resultant encouragement to the industrial development of the country. We would
recommend that the income of a foreign technician during the year·
in which he arrives in India should be completely exempted from.
income-tax and super-tax in this country. His income in the second
year should also be completely exempted, if the total period of his
stay in India is not more than 365 days. If, however, the period of"
· stay exceeds 365 days, ·he should be charged to tax on the income of·
the second year either as a non-resident or as a resident, according·
to the application of the normal law.
17. Our attention has been drawn to the immunity from taxation1
enjoyed under the United Nations (Immunities
Exemption of emand Privileges) Act, 1947, by certain employees.
ployees of International Organisa- _ of the United Nations and of its organisations:
who are Indian citizens. The Central Governtions
ment have the power to extend this immunity to·
employees of other international organisations also. We understand·
that, in the United States, no such immunity is available to citizens~
of the United States. We see no reason why a citizen of India working in India should be exempt from tax on the remuneration receive<i
by him. We recommend that the law should be amended so as tosubject to tax the remuneration received by Indian citizens employed'
by such organisations in India.
·
18. Under the p~sent law, a company is 'resident' in any year
either if the control and management of its.~
Criteria Cor deter- affairs is situated wholly in the taxable terri-mining residence : In- tories in that year or if its income arising in the·
come criterion for taxable territories in that year exceeds its income
Companies
arising abroad. For the application of the latter
criterion, all the income arising to the company·
in India (including agricultural income and other non-taxable income)
is compared with the income arising abroad. The effect of a company·
being resident under this criterion is that its global income is broughtto charge in India and remittances are also taxable under certain·
circumstances. Such companies are entitled to double income-tax·
relief, but certain anomalies arise. For example, no double income-tax relief is allowed on income that is brought to charge on the·
remittance basis. As most of the companies affected are incorporate<V
and controlled outside India, some witnesses have argued that this;
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criterion constitutes an. act of discrimination against foreign capital
and creates~ psych?logical atmosphere which is not conducive to the
flow ?f foreign capital. .On the other hand, some of the witnesses.
examm~d by ~s have. pomted ~mt that there are a large number of
compames which denve practically all their income in India, but
are con~rolled from a~road.. As the 'economic activities of such
compames are largely. m India, .they argue that it would be equitable·
~o .treat such .compames a.s resident companies. The present law,.
~t Is ~tated, ,gives. a~ unfair advantage to companies as compared tofirms. a~d associations of persons'. While the latter type of·
?rgam~ations are. treated as 'resident' if there is even partial control .
In India, c~mpan~es are treat~d as 'r,esident' only if they are wholly· ,
contr?lled m Indu~. As the control of the affairs of a company is:
exercised by the d~rec~ors, usually in one place, it will not be practical to apply the cntenon of partial control to them. These witnesses.
argue, ther~fore, that it is necessary to have some other criterion to.
sec~re equitable treatment which is what the income criterion·.
achieves.
19. We would like to point out, at the outset, thai the argument
regarding discrimination against foreign capital is far-fetched as~
the criterion, if it imposes additional liability on certain companies,
also secures to them certain rights regarding the treatment of foreiglli
losses. The last factor was considered so important that the Incometax Investigation Commission recommended that special safeguards ..
should be provided against the set-off of foreign losses which had ,
become a feature of the working of this criterion. There are, however,
other reasons for which we would suggest that the criterion of incomeshould be deleted from the law. Before federal financial integration
took place in 1950, companies were incorp_orated in Indian States.
which derived a substantial part of their income in the then
(British) India. They would have escaped income-tax on their foreign ..
income if the criterion of control alone was in force. This problem
no longer exists, and we are now concerned only with companies..
incorporated outside India. Income arising in India or deemed toarise in India to such a company is fully taxable, whether the~
company is treated as resident or; non-r'esident. Income arising
outside India becomes taxable only if the company is resident. Out of"
the tax so levied, a portion is refunded on account of the unilateral
relief for double income-tax or in virtue of double tax relief agree-ments, where they exist. The extra tax liability on the company is,.
therefore, not large.
20. We have noticed a trend in recent international agreements·~
to relate taxability of income mainly to its origin. If India enters.
into agreements with other countries, on the mod~l of the Indo-··
Pakistan Agreement, even the limited advantage to revenue whichL
now flows from the criterion of income will disappear.
21. Considering all these factors, we believe that there is no··
longer any justification for retaining the income criterion for deter-··
mining the residence of companies. We, therefore, recommend that ..
it should be abandoned.
22. In view of this recommendation, it is not necessary to consider
the further suggestion that has been made to . us, viz., ~o make.~
special provisions regarding the carry-forward and set-off of losses;.
sustained by sucp companies outside India.
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23. In an earlier- paragraph we have recommended that a rebate
::Remittance basis
of t~i' should b~ granted whe~ remittances ?re
.
received by residents of India out of foreign
hicome which has· already suffered tax in the year of accrual. In
. addition, there are certain items of income which are now taxed only
_·-on' remittance.
These comprise:(i) amounts -earned abroad in the previous y~ar for 1939-40
or subsequent years when the tax-payer was non-resident, and remitted to India in a subsequent year when he
is resident;
(ii) income earned abroad between 1st April 1933 and the
previous year for 1939-40 assessment, and brought
in subsequently . during a year when the tax-payer is
resident; and
(iii) remittances attributable to the deduction of Rs. 4,500 a
year allowed to residents out of income accruing abroad.
24. It has been suggested to us that there is an element of hard:-_;ship in taxing profits earned abroad in a year when the tax-payer
--was non-resident, just because he is resident when he brings them
:·into India. The remittan~e basis of taxation is likely to disappear
_.gradually from our income-tax system if, as we hope will be the
case, double income-tax avoidance agreements are concluded with
~-other countries in which Indians derive income. As long as this
-basis continues to be in force, however, some mitigation of- the con..::sequent hardship is desirable. We observe that two concessions
--h~e recently been introduced, which go a long way in this· direc·-tion. · The first, concession, which was intended to help Indian
·:nationals who return to India with their savings to settle down here
in view of changed political circumstances, is to exempt remittances
··received by a person who was non-resident in two out of the three
~receding years. The second concession, which is intended as an
·incentive to the flow of capital into the country ana is applicable
to all residents, exempts remittances received between 2nd Septemoer 1951 and 31st March 1956 on certain conditions.
25. The effect of the first concession is that a person who has
:·previously been non-resident, and comes to India to take up residence
--here, will be exempt from tax on remittances received by him with. in the first two years of his becoming 'resident'. It has been
-represented to us that this period has proved insufficient in practice
because of restrictions which are in force in various countries on
:remittances outside the country concerned. A/ suggestion has,
·therefore, been put forward that the period of two years should be
.. extended to five years, or until the embargo on remittances is
-:-removed. It does not appear that remittances abroad are completely
··barred in any country: the position is that they are subject to restrictions of varying degrees. '\Ve do not, therefore, suggest any
;general extension of the concession. At the same time, power should
-be conferred on the Central Board of Revenue to grant exemption
-in cases of hardship, where the tax-payer in spite of his best efforts,
-was not able to remit his funds to India within the period allowed
~by the existing proviso.
·
'
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26. As regards the second concession, which is useful in
encouraging repatriation of profits to India, we recommend that it
should be continued for an indefinite period beyond the 1st April
1956, when the concession would otherwise lapse.
·
27. We now turn to a problem which has attracted a good deal
o_f attention, viz., the t~a~ion of. non-residents on
Income deemed to arise In India through 'business connection'. Section 42 of the Indian Income-tax Act provides
that income arising through .a 'business connection' in India, or
through or from money lent at interest and brought into India in cash
or in kind, or through or from any property in India, or through or
from any asset or source in India, shall be deemed to accrue in the
taxable territories.
28. There are inherent difficulties in defining 'business connection'
owing to the numerous forms in which business transactions can
be arranged. Judicial decisions have, by and large-, established the
principles by which the t~rms should be interpreted, so that the
scope for uncertainty in its interpretation has been considerably
narrowed down.
29. In order to avoid the diffic;ulties in interpretation, it has been
suggested that the scope of the term 'business connection' should
be defined more clearly. Various methods have been suggested by
which such clarification may be effected-by amendment of the Act,
or by statutory rules, or by 'explanations' inserted in the Act, or by
executive instructions..
30. The main anxiety of those who advocate these methods is
that 'business connection' should be 'so defined as to make it
coterminous with 'trade exercised within India'. We are satisfied that
the scope of the transactions in respect of which a non-resident may
properly be taxed would be unduly circumscribed by such an interpretation. The import of the term 'business connection' is much
wider, and any attempt at statutory definition would lead to difficulties as it is impracticable to cover all possible transactions within
a few well-defined groups.
Business connection

31. Another method that could be adopted for securing the largest
possible measure of uniformity would be through executive instructions. We recommend that the Central Board of Revenue should
issue a comprehensive set of instructions, after taking into consideration the numerous judicial decisions on the subject and as many as
possible of the types of transactions that are likely to arise in practice.
These instructions should also be made available to the public. We
further recommend that assessees should be encouraged to bring
freely to the notice of the Central Board of Revenue any cases, which
in their opinion, are not being handled in accordance with these
instructions or where the instructions themselves operate harshly
in a particular case. It is, of course, recognised that the instru«tions of the Central Board of Revenue cannot have the force of law
and that it is the tax-payer's inherent right, if so advised, to seek
an authoritative interpretation of the law in the courts. In view,
however, of the uncertainties connected with the interpretation of
the term 'business connection' and of the fact that economic rather·
than legal questions· are mainly involved in its interpretation, we
are of the opinion that the· greatest degree of uniformity in the
317 MofF-3

34
working of this section can be secured through executive instructions rather than through legislative enactment.
32. Suggestions have been made to us for excluding certain types
of transactions from the scope of the term
Scope of the term
'business connection'. One such suggestion is
'business
connecthat profits from transactions on a principal-totion'
principal basis, where the ownership of the
goods passes from the non-resident to the resident outside the
taxable territories, should not be deemed to accrue in India. We learn
that the Central Board of Revenue has already accepted this position
and has issued executive instructions to the Income-tax Officers to
that effect. In view, however, of the importance of the matter, we
recommend that a suitable provision might be inserted in the law
itself.
33. When goods are purchased in India regularly, through an
established agency or otherwise, a portion of the profits is now
deemed to accrue in India as being attributable to the purchasing
operations. It has been represented that this imposes undue hardship. In a buyer's market, it is possible .tpat such liability has
adverse effects by reducing the price received by the Indian seller
or, in extreme cases, by partly diverting trade away from India.
In a seller's market, the incidence of the tax will no doubt be shifted
to the foreign co:qsumer. It will, however, not be possible through
the income-tax machinery to watch the wide fluctuations in market
conditions, ot to adopt a sufficiently dynamic policy which will
bring into the exchequer a reasonable proportion of profits which
may be made due to a sudden spurt in prices. We have ascertained
that the revenue from the• tax on profits deemed to arise from purchasing operations is not appreciable in magnitude. vVe recommend that the law should be amended to the effect that, when goods
are purchased in the country, whether through a regular agency or
otherwise, and are not subjected to any manufacturing or other
process befor-e export, no profit should be attributed to such purchasing operations.
34. Another suggestion that has been made to us relates to the
profits on goods manufactured outside India and purchased by a
person resident in India. It is stated that:(a) if the sale has taken place in India, only a proportion of
the profits should be held to accrue in India; and
(b) if the sale has been effected outside India, the profits
should not be taxed on the 'receipt' b_asis.
35. As regards the first point, the principle has now been established* that the profits should be allocated among the various operations leading up to their realisation and that only such portion of
the profits as is attributable to selling operations in India should be
charged to tax. The question arises as to the principles on which
such allocation should be made. In Australia, principles governing
such allocation where the sale is effected bv manufacturers or merchants find a place in the statute itself (Sections 38 and 39). Section
*Supreme Court's decisions in C. I. T. vs. Ahmedbhai Umarbhai & Co. [1950 (IS)
. I. T. R. 472] and Anglo-French Textile Co. vs. C. I. T. [1954 (25) I. T. R. 27.)
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40 of. the Commonwealth Income-tax Act provides that, where pro.fits cannot be ascertained under either section 38 or 39, the profits
.shall be deemed to be such an amount as the Commissioner determines. We recommend that similar·provisions should be incorporat.ed in the Indian income-tax law.
36. Regarding the second point, the entire profits are now taxable
on the 'receipt' basis. The taxation of profits on this basis is one
of the fundamental principles of the Indian income-tax system. In
-our opinion, no statutory relaxation of it is desirable, but in cases
of hardship where the fact of receipt is only an end incident of the
transaction, relaxation should be allowed by executive instructions.
We understand that the Central Board of Revenue has already issued·
instructions to the effect that, where the non-resident exporter makes
""Over the shipping documents to a bank in his own country, which
discounts them and arranges for collection through bankers in India,
the exporter will not be held to have received the profits in India.
We do not consider that any further relaxation is necessary in this
respect.
37. A non-resident may be assessed direct or through an authorised agent or through a person with whom he
of
has business connection and whom the Incometax Officer deems (after giving notice) as an
agent of the non-resident. The present procedure of deeming persons as agents of non-residents has been criticised as leading to
hardship. We consider that the crux of the problem is the extent of
the liability attached to the person who is deemed as an agent of
a non-resident. As such liability is limited to the extent of the tax
on income arising from transactions carried on through the particular agent and any of the further funds of the non-resident which
such an agent has with him, there can be no genuine grievance. We
would add that the law entitles any person, who apprehends that he
may be assessed as an agent, to apply to the Income-tax Officer for
a certificate showing the amount which he should retain out of the
·non-resident's moneys which may come into his hands.· Once such
a certificate is given, his liability is limited to the amount specified
therein, unless further funds of the non-resident come into his
possession. Representations have been made to us that considerable delay often occurs in issuing such certificates. We have, however, ascertained that no applications for such certificates have been
received by the Income-tax Department in Bombay in the last two
years; and there are not likely to have been many applications elsewhere. We would suggest that a freer use of the provision for
.obtaining certificates can be made by the business community, and
that the Central Board of Revenue should issue instructions to ensure that they are issued promptly, and a proper watch is kept to·
prevent delays.
38. A suggestion has been made to us that the law should be so
amended as to enable the income arising to a
Assess~ent through
non-resident from his dealings through several
:a 'principal' agent
agents to be assessed on any one of them as the
'principal' agent of the non-resident.
.

Liability
the agent

39. The argument advanced i:Q favour of this suggestion is that
the Income-tax Department finds it difficult to trace all the persons

36

through whom a non-resident may have earned income and to proceed against all of them individually. The Income-tax Investigation
Commission had recommended the introduction of such a provision
in the Act. We are unable to see how the difficulty of tracing out all
the agents could be got over by the fixing of the entire responsibility
on one of them. Every person with whom a non-resident has dealings is not likely to be aware of the complete details of the nonresident's income-earning activities in India and abroad. Nor does
he have the power to ask for detailed information on these matters,
either from the non-resident principal or from any of the other
agents. On the other hand, the Income-tax Department has ample
powers to compel the 'principal' agent to disclose whatever information he may have in his possession regarding the identity of the
other agents and details of the transactions done through them.
So long as the .liability of the 'principal' agent for the payment of tax
is limited as it is at present, we fail to see how any tangible benefit
could result by throwing on him the onus of proving certain factswhich responsibility, in the normal course of events, he cannot be
expected to be in a position to discharge.
40. Assessees have sometimes to pay tax on the same income in
more than one country, because the tax liability
Double incomemay
be attracted with reference to the 'resitax relief arrangedence'
of the assessee, or the 'origin' of the
ments
income, or both, according to the respective tax·
statutes. In extreme cases, the total tax on a given income may
exceed the income itself. The importance of providing some relief to
tax-payers in respect of double taxation is, therefore, obvious.
41. The League of Nations Expert Committee of 1923, which considered this matter, pointed out four possible alternative methods of
granting relief. These are:(1) a country may deduct from the tax due from its residents.

any tax paid by them to a foreign country on income arising in that country. This would be analogous to the
method adopted in the U.S.A., where, however, the credit
for tax paid in each country is limited to the lower of the
rates of tax in U.S.A. and in the country concerned, and
the total credit for foreign taxes is subject to a similar
overall limit;
(2) the converse

would be where the country of origin
exempts non-residents from taxation imposed on income
from sources within its borders. This would have the
effect of encouraging the inflow of capital from abroad.
On the other hand, under-developed countries rely for
their fiscal resources, to a large extent, on the revenue
from industrial enterprises set up with the aid of foreign
capital, and they cannot, therefore, afford completely to
exempt such profits;

(3) the tax payable might be divided by convention so that a
specific portion should be retained by the country of origin
and the remainder by the country of residence. The original arrangements between India and the United Kingdom, which were in force until 1947, were based on this
principle. The relief was so adjusted that the net tax
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borne by the taxpayer was at the higher of the rates appli-cable to him in the two countries. The taxpayer had to
obtain relief first from the United Kingdom whose law
.allowed refund of half the U.K. rate. If this refund
exceeded the whole of the Indian tax, no further refund
·was admi§sible. Where it was less ·than the Indian tax,
the difference was refunded by India up. to a maximum of
half the Indian rate; and
'(4) it might be possible to provide by convention for the
specific allocation of sources of income between the two
countries, each country taxing the income arising from
the source allocated to it efther wholly, or partially, as
agreed upon. The advantage of this method, which is
called the Double Taxation Avoidance Agreement Method,
is that taxation of the same income by more than one
country is avoided ab initio, and no need therefore arises
for any relief from double taxation.
42. India has bilateral agreements with Pakistan, Aden and
certain African countries in regard to double taxation. We understand that the feasibility of conclU:ding such agreements witll other
countries is under consideration. ·Pending the conclusion of such
agreements, a resident of India who has income accruing or arising
in any other country, on which he has paid that country's as well-as
Indian income-tax, is entitled to unilateral relief at the rate of the
lower of the two taxes, provided that the income is not deemed to
accrue or arise in India under the special provisions of the Indian
Act. The combined effect of these arrangements is that relief is now
available on all foreign income, except such portion of this income
as (i) is deemed to accrue in India and (ii) remittances out of such
income earned in prior years where such income has not been taxed
in those years on the accrual basis.
43. Most of the organisations which have tendered evidence before
us have suggested that India should enter into
b"l
· as ·
I a t era1 agr_eemen ts WI"th oth er
countnes
early as possible. We entirely agree with this
·suggestion, though we appreciate that, in actual practice, many
complicated issues are likely to arise which might cause delay in
the completion of the negotiations. We would, however, like to take
this opportunity of making S"eme general _observations as regards
the principles which we think ~hould govern such agreements.

·N d fi
bil
. .:agreements
ee or
atera1

44. It has been suggested in certain quarters that the Model
Bilateral Conventions drawn up by the Fiscal
Principles of the
Commission
of the League of Nations should be
Agreements
followed as a model for agreements to be enter-ed into with other countries. In particular, the suggestion has been.
made that profits of industrial or commercial 1;1_ndertakings should~·
be taxed in the State where the undertaking has a permanent estab.:..
1ishment and that, if the undertaking has a permanent establishment in each of the contracting States, each State should tax the
profits produced in its territory. Witness~s advocating this view
have also suggested t~e adoption of the pr~vis.ions of th~ ¥odel
Agreement which provide for the profits of sh1ppmg and av1atwn to.
be taxed in the State where the enterprise has its fiscal domicile.
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45. On the other hand, the view has been expressed by some
other witnesses that several articles of this Model Convention ·areunsuited for adoption by India. They have pointed out that the
definition of permanent establishment in the Model Convention
implied the existe'nce of a fixed place of business, of a productive
character. The adoption of the principle of taxing only profits.
attributable to a permanent establishment in this country would
deprive India of revenues on profits derived from 'business connection', unless 'permanent establishment' is defined so as to include
an agency.
46. Another important article in the Model Convention which, it
has been urged before us, is unsuitable for adoption in any bilateral
agreement that India may enter into is the one which stipulates that
the profits of shipping should be taxed by the country in which the
shipping company has its registered office. We agree that, until such
time as the Indian shipping industry has made substantial progress~
the adoption by us of this provision in the Model Convention would
operate unfavourably for India which would get practically nothing
in return for the large amount of tax on the profits of the carrying
trade arising from the country which we now collect.
47. A large volume of opinion favours the conclusion of agreements on the model of the Indo-Pakistan Agreement, with suitable
modifications. Both the Indo-Pakistan Agreem~nt and the Model
Convention proceed on the basis of allocation of sources of income
and we agree that this is the most satisfactory basis for such agreements. But it must be remembered that the League of Nations
Model Convention is suitable for adoption in its entirety only as:
between two fully developed countries. As between two countries.
at different stages of economic development, modifications depending on their comparative development will be necessary before it
can be adopted.
48. ·Until agreements on the lines suggested are entered into, the
present basis of unilateral relief appears to us to be quite suitable
for retention.
49. Representations have been made to us that hardship is caused
by the absence of provision for relief in respect of income deemed to.
arise in India through 'business connection'. This is a problem which.
will have to be kept in view when _agreements with individual
countries are negotiated, so that suitable provisions for relief might.
be incorporated.
50. Certain witnesses have suggested that international agreements should provide for the income to be computed on the samebasis in both the countries concerned; and that, as tax rates in theUnited Kingdom have recently been reduced and may be reduced
further, care should be taken to secure that the rates of Indian tax on.
non-Indian companies should not exceed the U.K. rates. It is not
usual for international agreements to interfere with the internal.
tax systems of the countries concerned, and any inequalities arising.
out of the differences in the legal systems cannot be helped. Nor
are we able to support the latter suggestion: the only claim which.
a tax-payer can put forward in equity is that the total demand on
him should not exceed the tax at the highest of the rates in force in
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the countries concerned. The fiXation of the rates in each country
must obviously be with reference to all relevant factors, including
its own fiscal needs, and we do not consider it reasonable to expect
that they should be li~ed in any manner with the rates prevale~l
in another country.

CHAPTER III
TAXABLE INCOME-I
We have divided the whole subject of the determination of taxable income into two chapters for facility of
discussion. In this chapter we deal with the
classification of receipts into those that attract liability to tax and
those that do not. We also refer to certain issues arising out of
special types of receipts. In the succeeding chapter we discuss certain important questions of income-tax practice-stock valuation,
·business and non-business deductions and the tr~atment of losses.
I t d cti
n ro u on

2. Income, profits and gains, from whatever source they are derived, are made chargeable ·under the Indian Income-tax Act. The
terms are not defined precisely in the law, but section 2 (6C) of the
Income-tax Act_ enumerates specific receipts which are made taxable
in addition to what is liable under the commonly understood import
of the term 'income'. The Act further describes the various sources
of income and mentions the special charges that have to be adjusted
against income ·from each source, of which 'business deductions' are
the most important. One of the provisions* lists a number of items
of receipts which are expressly excluded from the scope of chargeable income. Income from all sources is then aggregated (known as
total income) and further adjustments are carried out in respect of
certain exemptions which are available under specific conditions
applicable to each. The charge is applied to this adjusted total
income (known as taxable income) for determining the liability of an
assessee to income-tax.

·a.

Though a precise definition of inc9me is not given in· the
Income-tax Act, it is quite clear from the- Act
that the charge is to be applied only to net
income, that is, it should not fall on capital or on
any element of necessary cost. It is also specifically provided in the
Act that in arriving at the net income to be charged to tax certain
types of losses must be excluded. Nevertheless, some -witnesses have
suggested to us that a precise definition of 'income' should be introduced in the Income-tax Act in order to ensure that this important aspect
of taxation law is placed beyond the scope of controversy or litigation. While we agree that this objective is laudable, the task seems
to us to be well-nigh impossible. The concept of income is not merely a creature of judicial pronouncements but is also influenced, from
time to time, by the trend of economic thought and the evolution of
accountancy principles. We do not think it is worthwhile attempting to compress the large volume of judicial decisions and other
diverse literature on the subject of the concept of income into a
succinct and workable definition. Moreover, as regards. judicial.
decisions, it is necessary to remember that they turn on the facts of·
each case which are bound to differ. Even a small variation might
conceivably make a material difference to the determination of the

Definition of
'income'

*Sub-section (3) of section 4 of the Income-tax Act.
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question whether a particular receipt is or is not of the nature of
taxable income. It seems to us, therefore, that it will be impracticable to reduce the principles evolved by judicial decisions in the
leading cases on this subject into an exhaustive and self-contained
definition of income in our taxation Act. We are also of the· opinion
that perhaps more harm than good may result from including in the
taxation Act a rigid definition of income. We think that guidance in
this matter should continue to be drawn in the future, as heretofore
from the extensive case law on the subject.
·
'
4. Some of the important issues in connection with the concept of
income on which the courts in this country and elsewhere have pronounced their opinions over a long period have been raised before
us by certain witnesses who have suggested changes being made in
the law in regard to these. We discuss these issues below.
5. One of the principles enunciated. by the courts is that capital
.
.
receipts should be distinguished from income.
Capital recetpts .,,.
The important tests, which are illustrative and
income
not exhaustive, laid down for this purpose
are:(i) receipts which arise from the substitution or· conversion
of fixed capital in a business should be treated as capital,
while those pertaining to circulating capital such as from·
the sale of stock-in-trade should be treated as income;
(ii) receipts arising ~rom the replacement of a source of
income, by its sale, exchange or transfer, should be treated
as capital;
(iii) lump sum receipts need not always be of a capital nature,
for example, a lump sum paid to a director of a company ·
as consideration for his continuing to serve on a reduced
salary; on the other hand, recurring receipts in some
cases .may be regarded as not being income, for example,
when the stipulated purchase price of a property is paid
in instalments;
(iv) the right to receive future income may in certain circumstances be converted into a capital receipt, e.g., the outright sale of patent rights.
A number of suggestions have been made in regard to the last
test mentioned above (item iv). Certain receipts, e.g., income from
the sale of patent rights or copyrights, premium on leases, etc., which
were held to be of a capital nature are now being treated in many
income-tax systems as of a revenue nature. It has been urged before
us that this is a development on the right lines, and that it is inequitable, with the tax rates at their present pitch, that the mere arrangement of transactions in a particular manner .should lead to differences in the taxability of certain receipts as between· different taxpayers. We agree with this approach. Government would be justified in taxing such receipts on the ground that the sale of a right
to income has resulted in extinguishing future income which would
otherwise have been taxable. If there is any capital element involved
in the sale, due to the transfer of the title, it is likely to be very
small and by. suitably spreading the receipt over a long enough
period, the inequity, if any, on that account, would be eliminated.
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6. The following individual items have been suggested to us for
consideration in this connection:Suggestion
for
(i) premium on leases;
taxation of certain
(ii)
sale proceeds of patent rights and
receipts now treated
as capital
copyrights;
(iii) compensation received for termination of managing agency agreeme.o.ts
or similar business agreements; and
(iv) compensation for loss of employment.
7. We recommend that the receipts at (i)- (iii) above should be
brought to charge to the extent and in the manner indicated below.
The lump sum receipts from the sale of patent rights should, in our
opinion, be spread over a maximum period of six years; those from
premia on leases over a maximum period of twenty years; and those
from compensation for loss of managing agency commission over a
period that may be considered appropriate by the income-tax authorities, the decision depending on the nature of the agreement. We
would also recommend that the receipts should be spread backwards,
except for those arising from premia on leases which should be
spread forwards.
8. We may refer in somewhat greater detail to the taxability of
compensation for loss of employment. The position in regard to this.
item of receipt is that under Explanation (2) to section 7 of the
Income-tax Act, 1922, any payment made solely as compensation for
loss of employment, which is not by way of remuneration for past
services, is not taxable. The rule as it stands would appear to turn
on the interpretation of the word 'solely' and on the distinction that.
had been established between 'compensation for loss of office' and
'remuneration for past services'. There is obviously a possibility of
the same facts being interpreted differently by the tax-payer and the·
taxing authorities in view of the ambiguity that arises from the useof the phraseology referred to. We, therefore, agree that it is neces-sary to clarify the law.
9. We are in favour of 'compensation for loss of office' being:
brought to charge in the same manner and for the same reasons as.
compensation for loss of managing agency commission, but even sosome hard cases are likely to arise which will need special treatment.
in th~ application of this rule. Compensation for loss of office may
be made in any of the following forms: (i) damages awarded by a court for the employer's repudiation of service agreement or for wrongful discharge or·
dismissal;
(ii) amount agreed upon between the employer and the employee for the latter's going out of employment as a result.
of differences of opinion or due to other circumstances;
(iii) provisiOn made in the contract itself that compensatioii>
would be awarded in case the employee is asked to quit
service.
10. We would recommend that compensation of the nature refer-'
red to at (i) above should not be taxed. The justification for this..
exception is that such compensation is not necessarily related to the·
remuneration of the employee, and is more in the nature of an ad hoc.
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repl3:ce~ent. of the so~ce of income of the employee that is destroye~
by his dismissal or discharge. We would suggest that receipts relating to the other two forms of 'compensation for loss of employment'
should be spread backward over an appropriate number of years
the period depending on the nature of the agreement or the contract
to which they pertain.
11. Another test which the courts have laid down for distinguishing taxable income is that it should be ·received
Casual and nonwith regularity or expected regularity Econorecurriog receipts
·
·
·
' to this;
·
mists
also attach considerable
Importance
characteristic of income, but the present income-tax law departs from
it in one respect.
Casual and non-recurring receipts, which arisefrom business or from the exercise of a profession, vocation or occupation or by way of addition to the remuneration of an employeehave been specifically made taxable. It is thus possible for isolated·
receipts falling in the above categories to be subjected to tax provided certain conditions are satisfied. The courts have usually
relied upon the following criteria for this purpose:(1) the character of the articles purchased and sold; whether
they are of such a nature as would be held as investments,.
because they give pride of possession or for other reasons,.
or whether they have been bought only for disposal;
(2) the ordinary occupation of the tax-payer;
(3) the processes to which the articles are subjected and themethods of their disposaJ;
( 4) the number of operations-whether the sale is effected ill'
lump, or over a series of transactions;
(5) the period occupied; and•
(6) the nature of the organisation employed for the disposal
of the goods.
12. Opinion is. divided on the question of the taxability of casual
receipts. It has been argued by some witnesses that regularity or
expected regularity should be the proper test for the taxation of a
receipt. Any departure from this concept would bring to chargeitems of a capital nature such as accretions to the capital value of a·
security or shares the sale of which may constitute only an isolated'
transaction. It is further contended that if this is not possible, a
time-test should be evolved under which a receipt of this type accruing to an assessee other than a dealer should be brought to charge·
only if the asset had been in possession of the person concerned for
more than three months. On the other hand, a section of thewitnesses is in favour of the abolition of even the present exemption in
favour of casual receipts. These witnesses suggest that all types of
casual receipts whether arising out of business, etc., or otherwise,.
should be charged t<? tax. It is arg.u~d that such r~c~ipts ~dd to disposable income and mcrease the ability to pay. It Is meqmtable that
they should be exempt when the. rates of tax are as high as at
present.

.

13. We think that there is a great deal to be saidfor the latter
view but practical considerations would seem to rule out any modificati~n of the present law. We are impressed by the difficulty of
selecting the types of receipts to be taxed and, even more, of defining
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them or the criteria applicable for their selection in terms which will
be sufficiently precise to elude attempts at legal avoidance. It would
.also not be equitable to bring them to charge in the year of accrual;
they will have to be elther spread over a number of years or charged
.at a lower rate. The likelihood of receipts taxable at normal rates
being passed off as casual receipts chargeable at lower rates cannot
be overlooked. It would also not be easy to determine admissible
.expenses relating to r.eceipts of this type.
· · 14. We are, therefore, of the view that the present provision, which
~atisfactorily, should not be disturbed. We do not think
that the suggestion regarding a distinction based on short-term and
long-term gains is appropriate to income-tax law. It is more relevant to the taxation of capital gains which we have not recommend-ed for the reasons stated in paragraphs 56 and 57 of Chapter VIII of
·volume I of our Report.
·

is working

15. We would, however, recommend that certain types of casual
:receipts, which are obviously an addition to one's. ability to pay,
:should be charged to tax at a fiat rate but this should be done through
a separate tax levied under item 97 of the Union Legislative List in
-the Seventh Schedule to the Constitution of India. .We have in mind
:receipts from the wi~ning of cross-word puzzles, lotteries, etc.
16. It has been ·ruled by the courts that a receipt, in order to be
·
taxable, should be in money or money's worth,
:Perquisites
either actual or constructive. In actual practice,
this dictum has been applied in various forms depending upon the
:interpretation of the terms 'money's worth' or 'constructive receipt'
_in the light of the facts of each case. ·The test is not, therefore,
.capable of gen~ral application, and does not afford much guidance as
regards the taxation of benefits in kind or perquisites, a question
·that has been raised before us.
/

·17. :rhe present position in regard to the taxatfon of perquisites
is that perquisites in ·lieu of or in addition to any salary or wages
are taxable under section 7 (1) of the Income-tax Act. Under expla:nation (1) to this section, it is only the right of a person to occupy
.as a place of residence any premises provided by the employer free
-of rent that is specifically defined as a perquisite. The trend of
·thought on this subject has been influenced by a leading English
. -decision* in which it was held that the advantage acquired should
·be such that it could "be turned to pecuniary account". ·In other
·words, the acquired advantage should be considered equivalent to a
:receipt of money's worth, only if the circumstances are such that it is
-capable of being disposed of by the person receiving it.
18. Clause (vi) of sub-section (3) of section 4 of the Income-tax
Act also lays down that any special allowance, benefit or perquisite
-specifically granted to meet expenses wholly and necessarily
incurred in the performance of the duties of an office or employment
-of profit will be considered non-taxable.
19. The effect of the two provisions of the law referred to ~hove
-is that, except for the value of rent-free quarters, all other benefits
in kind are exempt from taxation.
*T~nnant

v.r. Smith (3 Tax Cases I 58).
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20. Several witnesses appearing before us have questioned th~
wisdom of exempting from taxation perquisites or benefits received
in kind. Their ar~~ent is that the ~njorment of a perquisite is i~
the nature of an mdirect advantage 1n heu of the receipt of cash.
Perquisites add to the comfort and privileges of those who receive
them. Not to tax them would, therefore, be a departure from the
fundamental principle that the -charge should be levied on the total
income of a person, and that personal expenditure should be met out
of disposable income. As the receipt of perquisites means· increase
in disposable income iD:directly, it raises questions of equity as
between tax-payers. The Importance of this has become greater in.
view of the rate structure having become steeply progressive. We
have, therefore, been asked to re-examine the whole question from
the point of view of equity rather than of the amount of additional
revenue that will be secured thereby. On the other hand, some of
the witnesses have argued that perquisites assist in attracting. personnel in out-of-the-way places; 11he additional revenue involved is;
inconsiderable; and taxation of perquisites will only result in harassing enquiries into the personal affairs of employees without any·
substantial benefit of revenue. ·.
·
21. We are in broad agreeme1t~ftli1Iiv·.t..~.-- .....:~W; and are in:
favour of the taxation of perqui iteJ on ~{d~'t;~~ons of equity
rather than on the basis of the adttitu.~...·--il~~'iue that may beobtained. We are, however, convfuced that the evaluation of perquisites received by all employees might result in harassing enquiries; hence practical considerations suggest that the number of
assessees on whom this extra liability should be imposed should be
limited. Accordingly, we reco:rnmend that the _full value of., any benefits granted to an employee by his employer and any sum paid by the·
employer in respect of any charge or other obligation which but for
such payment would ·have been paid by the employee, should be
treated as taxable income in the latter's assessment. For the present, however, the liability should be confined to employees whose.
total emoluments (including the value of the perquisites) exceed'.
Rs. 24,000 in a year, and to directors or companies in:espective of
their emoluments. ·The omission of a limit for emoluments in respect of directors is based on the consideration that, by virtue of their
power of control over a company's affairs, they would ordinarily be
able to arrange perquisites to their own advantage; their other emoluments would depend ·on the amount of time which they devote tothe company's affairs and various other factors, and it would not
be practicable to lay down a spectfic limit. We further recommend
that the Central Board of Revenue should issue executive instructions to ensure that no attempt is made to evaluate or tax pettyitems.
·

0

22. We recognise that, if provisions on the lines ~ugges~ed a~ove·
are introduced some assessees may resort to . vanous mgemous
devices for es~aping the conseque~t liability. The less. scrupulous.
among them may succee? in diverting the cost of perquisit~s to business deductions, and clarm that the expenses have been laid out for
genuine business purposes. As the State does not have the power toregulate the quantum o~ business expendi~~re, the remedy lies in a
careful scrutiny by the mco:ne-tax au~hontles of ~~e relevant facts.
Another possible method of circ_umventm~ the proVIsiO!ls W<?uld be by
invoking the provisions of section 4(3)(vi) and makmg It appear·
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'that some of the perq~isites which are a clear addition to income are
intended to meet expenses wholly and necessarily incurred in the
_performance of the duties of office of the recipient. It will, in our
.opinion, be necessary to amend section 4 (3) (vi) of the Income-tax
.Act suitably to prevent such attempts.

23.

We discuss below some miscellaneous receipts which havt'
been suggested to us for specific treatment.
The first three receipts involve modifications in
the definition of ·agriGultural income [Section 2 (1) of the Income-tax
Act], which will continue to be operative until the distinction
:between agricultural and non-agricultural incomes disappears. We
have suggested in Chapter V of Volume III that both the income
should eventually be treated as one for the purposes of taxation but
-the change should, however, be brought _about gradually.
24. 'Agricultural income' which is defined in section 2 (1) of the
. .
Income-tax Act is specified as a non-taxable
Income from forests receipt in section 4 (3) (viii). The courts have
·of non-spontaneous ruled that income from forests of spontaneous
growth ·
th ·
• It
1
h
·
~-9'~<' • "' lS .. -non-agncu ura , w ereas
mcome
•
from cultiva't[!~0~10E'f'r ~~~t\..frlr.
~)1 tich some human skill and labour
have been em~~\ e
ricil.L al. The suggestion has been made
-to us that both kin .... 3,..
""'' <:t. • come should be treated as non-agricultural in view of tlie · culties that are stated to exist in the
matter of differentiating between cultivated forests and those which
·are not. While we agree that the difficulty is there, we believe that,
as income from privately owned forests is now a rapidly decreasing
-source of revenue since the abolition of zamindaris in most States,
-a. change in the existing law is not called for at present. The rule,
as it is, seems to us to be fair enough and has worked satisfactorily.
We, therefore, do not propose any amendment to the definition of
.:agricult:uz-al income on this account.
25. One of the tests laid down by the courts is that income from
_
dairy farming is non-agricultural if the cattle
:lnco:t;ne from dairy
are stall-fed but agricultural if they are pasture:'farmtng
fed. In practice, this test creates a distinction
.between different types of dairy farms based merely on the accident
.of their location and appears to us to be inequitable. We recommend
.that income from such forms of dairy farming as are undertaken as
-a commercial venture should be regarded as non-agricultural, and
subjected to income-tax.
26. So far as poultry-raising is concerned, the vocation is somefi
times carried on- on agricultural land. It is also
Incom;e roJll pouloften an ancillary occupation to agriculture. It
try-raJSing
· however, not
· an agncu
· It ura1 ac t'IVI'ty In
· th e
Is,
proper sense, though it may be carried on by the owner of agricultural land. We, therefore, suggest that income from poultry-raising,
which is undertaken as a commercial venture, should also be brought
to charge under the Indian Income-tax Act.
27. Income from usufructuary mortgage is held by the courts to
be agricultural income as legally the assessee is
Income from usu- in possession of the land from which that
fructuary mortgage
income arises. We think that the question of taxability of such income should be decided irrespective of the nature of
Other r cei ts
·
e P

7

1
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source from which the service charges or the repayment of debt is
met. The position of the assessee is fundamentally that of any one
lending money, and we recommend that his income from that source
-should be brought to charge under the Indian Income-tax Act.
28. Debts foregone are .allowed as deductible expense in the
....,. bt ~
assessment of a creditor under certain · condi.&~e s &oregone
t'10ns, b u t they are no t ch argeable as mcome
·
·
In
the assessment of the debtor. Normally, the latter contiilgency
does _not arise as the debts are foregone only when the financial
condition of the debtor is bad and he is hardly likely to have any
taxable. income. It is, however, possible in certain circumstances to
take advantage of the present state of the law, to the detriment of
revenue.. For example, a debt may be foregone in respect of a transaction which has already been allowed as an admissible deduction
in the assessment of the debtor. We think that the position needs
·rectification in view of a decision of the Bombay High Court*. We
recommend that debts of the type referred to above, which are foregone, should be treated as income in the assessment of the debtor
but we would suggest that executive instructions should be issued
to prevent detailed enquiries in cases involving small sums.
29. Similar to foregone debts are unclaimed_ balances -in respect
of which also a suggestion· has been made to us
Unclaimed balances
that the amount of expenses which was allowed
as a deduction on the mercantile basis, but was
_not actually paid, should on the expiry of three years be treated as
taxable income. This would cover- such items · as wages which
became due and were debited in the accounts, but were not claimed
by the employees concerned. This suggestion strikes us as reasonable, and we recommend that provision should be made accordingly.
30. We now proceed to consider suggestions which have been
Suggestions for ex- made to us for excluding from tax certain
-elusion of certain receipts which are now treated as taxable.
Items of receipts

·

31. One of the grievances brought to our notice relates to the
tax treatment- of that part of the managing
Surrender of man- agency commission, ·which is surrendered by
.a~ng agency. commis- the managing agents, in order to rehabilitate
510
n
the financially weak position of a managed company. It is argued that a mere legal right to something should not
mean the actual exercise- of such a right. It is further stated that
it is an obvious hardship that the surrendered commission should be
'Qrought to charge in the assessment of the managing agents, and
that, at the same time, it should not be taken into consideration for
the purposes of admissible deduction in the assessment of the
managed company.
32. The rationale of this method of treatment of the surrendered
commission is that it constitutes an amount that has become due if
the accounts are maintained on the mercantile basis. As such, its
further disposition, howsoever laudable the object, is in the nature
of an application of income after it has been earned. These rules
are based on a long line of judicial decisions and embody, in our
opinion, a salutary principle. We are aware that a departure was
*Orient Corporation vs. C. I. T. (1950 I. T. R. 28.)
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made from this position by enacting the Voluntary Surrender of
Salaries (Ex~mption from Taxation) Act, 1950. We suggest that it
should not form a precedent -for the ·future.
33. The inadmissibility of the amount surrendered is also justified
as the actual outgo has not been in excess of that allowed and the
right to the balance has -already been waived. It is, therefore, not
in the nature of an outstanding liability. In our opinion, therefore,.
there is no case for a statutory provision of the nature suggested by
business interests.
34. We are opposed to any statutory recogniti.Qn to the surrender
of managing agency commission for another reason also. There is a
possibility of this method being used for avoiding super-tax liability
in· certain cases. We are hence in agreement with the procedure
evolved by the Central Board of Revenue recently. It prescribes,
inter alia, that where a public company has suffered a loss or will
suffer a loss if the commission is paid, no attempt should be made to
tax the surrendered amount of the commission in the assessment of
the managing agents provided (a) the managing agency is held by
a public company, or (b) the managing agency is held by a private
company or an individual or a firm and the managing agents and
their relations do not hold more than 25 per cent. of the shares of
the managed company, and (c) the managed company does not claim
the amount of commission as an expense in its C!-Ssessment. Assessing
officers have also been asked to bring other cases where special hard. ship is stated to exist, to the notice of the Central Board of Revenue,
for final orders. These instructions appear to us to be sufficient to
cover any cases of genuine hardship that may arise in this connection.
35. Another suggestion that has been made is that the excess of
the sale proceeds of a depreciable asset over its
Exclusion ofbalancwritten down value limited to the original cost
ing charge
of the asset, which is at present chargeable
under section 10 (2) (vii) of the Income-tax Act, should be exempt
from taxation or should be suital?ly spread over a number of years
for the purposes of. taxation. We have recommended in Chapter V
that this excess should not be brought to charge, but that it should
· operate to reduce the original cost of the new asset provided certain
conditions are satisfied. We consider that this meets substantially
th~ point made in the suggestion under consideration.
36. We recommend that similar treatment should be accorded to
compensation received from an insurance company on account of
the destruction or loss of a building, machinery or plant as the
principle involved is the same in both cases.
·
37. The following other receipts have also been suggested for
Oth
•
exclusion from the scope of income-tax. These
er receipts
suggestions have been dealt with in the appropriate context in other chapters of this volume:(i) foreign income of residents of India;*
/
(ii) annual value of owner-occupied property;t
(iii) profits of mutual life insurance business;t
=

*Chapter II.
fChapter VIII.
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(iv) income of charitable institutions .from business activities
of all types;*
(v) dividends received by a shareholder out of the capital
' profits of a company.t
38. The progressive rate structure ~d the present pitch of the
.
rates of tax have focussed attention on the treatIrregular and lump ment of certain types of irregular and lump sum
sum receipts
'
· t
. represent effort .over a
receip
s. They may
period of time, but are charged to income-tax in the year of accrual
or receipt. A heavy tax liability is thus placed on an assessee merely because of the accident of their receipt in a particular manner..
It is possible that a measure of inequity might result from some taxpayers getting away with a lighter charge than others who receive
the same amount of income during a given period, but the manner
()f accrual of which might attract a higher rate of tax.
39. There is no doubt that such differences in ·tax liability cannot
be avoided so long as the charge is based on annual computation of
income which. is a fundamental principle of income-tax. The possi, bility of a variation of incidence among assessees following the
:mercantile system of accounting is less than among those following
the cash system of accounting. ·Any attempt at adjusting such variations may result in the manipulation of the timing of the receipt of
income of this type in order deliberately to reduce . tax liability.
These considerations, therefore, suggest the need for caution- in making a selection of receipts for special treatment. This special treatment should consist, in our opinion, of such receipts being spread
backwards or for~ards, depending on the nature of each receipt.· It
is not possible to lay down a statutory criterion for this purpose.
Each case should be considered on its. merits in order to decide
whether it should be accorded preferential treatment and the manner
in and the extent to which the concession should operate.
40. We indicate in the following paragraphs the exact treatment
that should be accorded to each type of such receipts, the principle
being that there should be some correspondence· between the period
()Ver which income is earned and the period over which it should be
spread over for assessment.
41. Speculation is a typical instance of a business where the risks
are very much higher than in normal types of
lnc_ome !rom specu- business, but a person who indulges in speculalatton
tive transactions enters into_ them with the full
knowledge that wide fluctuations in the results are to be expect~d
.in his ventures. We do not think that we can recommend any special ·
protection to income arising from this kind of business.
42.- It has been represented to us that the results of a contract as
a whole can be ascertained only after the entire
Income
of works work is completed. In the meantime, tax is
~ontracts
charged every year on the basis of estimated
profits and if the final result is a loss or a profit less than what has
already be~n assessed, hardship J?~Y re~ult. Under t~e current procedure it is understood that it IS possible for the mcome finally
computed.to be spread backwards and the necessary adjustments are
*Chapter VIII.
tChapter X.
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allowed to be made provided the accounts maintained are accepted
as reliable. We do not think that any further concession is neces-sary, or that it should be embodied in the statute, as we are satisfied
that the condition regarding the reliability of accounts is essential
and this can be enforced only by treating each case on its merits.
43. It has been represented to us that the production of a picture
u~ually takes more than a year, but the payIncome offilm pro- mentis received by the producer in a lump sum
ducers,
etc.
· b roug ht t o ch arge In
· th e year of Its
·
an d Is
accrual or receipt. It is stated that this causes hardship and that the
receipt should be distributed suitably over the period it has taken to
produce a picture. The extent of the hardship involved will largely
depend on the manner in which the business of production is organised. If the assessee has a regular business of production, his income is likely to even out over a period of years and no particular
hardship would be caused. However, we appreciate that if a single
picture is produced by an assessee and it takes him a number of
years to do so, there will be hardship in bringing to charge the sale
proceeds in the year of accrual or receipt. We understand that a.
considerable proportion of producers are single-picture producers.
We, therefore, recommend that if the production of a picture takes
more than eighteen months the sale proceeds may be spread backwards over a period of two years.
44. The distributors have represented that the amortisation of
the payment made by them to the producers has no relation, under
the procedure in force at present, to the actual life of the picture.
The system in force is that 60 per cent. of the total cost is written off
in the first year after the picture is released, 25 per cent. during the
-second year and 15 per cent. during the third year. The whole value
of the picture is amortised during a period of 36 months. The Film
Enquiry Committee, which considered this question from the technical angle, suggested that the cost of the picture should be spread over
a period of 24 months as given below:1st four months
2nd
"
"
3rd ,,
"
4th
"
"
5th
"
"
6th

"

"

10 per cent. per month.
6
" " "
"
3
2
2
2

"

"
"
"

"
''
,,
"

"
"
"
"

"

"
"

45. Alternatively, they suggested a system of provisional assessment being made of the profits earned, subject to these being adjusted after a period of two years on the basis of actual receipts. We
prefer the former method, as the latter involves difficulties in its
practical working and might possibly involve loss of revenue. \Ve
agree to the schedule suggested by the Film Enquiry Committee for
the amortisation of the payment mad~ by the distributors to the
producers.
46. Preferential treatment has been claimed for the income of
actors and cinema artistes, on the ground that
Income of actors
and cinema artistes
their working life is relatively short, and that
during this period they have to lay by sufficient
savings for a future period of unemployment or under-employment.
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We are unable to accept the suggestion that the length of normal
working life should be treated as an appropriate criterion for
distinguishing their incomes from those of other professional people~
and therefore see no reason to recommend any special treatment tC>
them.
47. Certain banks issue cash certificates redeemable at the end
of a specified period. The interest on the certiInterest
on long .ficates is payable at the end of the period and
term cash certificates it is understood that it is charged to tax m the
Issued by banks
year of receipt. We recommend that this is ·a
deserving case in which interest should be allowed to be spread
backV4ards over the period for which cash certificate is issued or for
a period not exceeding four years, whichever is less. There should,.
however, be a stipulation that only persons who do not hold cash
certificates of a value more than Rs. 25,000 should· be eligible for this.
concession.
·
48. 'Nidhis' and 'chit funds', which are forms of institutions most• • _ly confined to South India, provide lump sum
Income f:rom nld.his payments in return for periodical payments.
and cllit funds
.
spread over a number of years. The subscnbers.
to these funds belong mostly to the lower income brackets, and may
normally pay income-tax at very low rates, or none at all. The
receipt of such incop1es in a particular year may make the recipient
taxable or may unduly increase his rate of tax. As these funds.
furnish a method of encouraging small saVings, we recommend that
interest received from the funds should be suitably spread backwards over a period of three to five years at the maximum.
49. The suggestion has been made that; where cumulative. preference dividends for two or more years are
Accumulated
fl'_,pre- · pal"d t.ogeth er m
· one year, mcome
·
f rom the
ference
dividends
dividends should be spread backWards over the·
years to which they relate. Income from such dividends is by its.
very .nature fluctuating, depen~en~ ~n the profits of. a com~ru:Y and
the discretion of the directors m bmmg the declaration of diVIdendsThe investor is well aware of this at the time he purchases shares~
There is, therefore, no case for giving preferential treatment in
respect of income from these dividends.
,

CHAPTER IV
TAXABLE INCOME-D

An assessee is· entitled, under practically all systems of incometax law, to choose his own method of accounting,
provided his income can be properly deauced
_ iroPI his accounts. It is usual, however, for assessees to follow
-the forms and procedures prescribed by accountancy practice to
.determine the gross and net profits of their. undertakings. Adjustments are then made to the net profits in conformity with the
income-tax law which lays down specific rules regarding the tax.ability of various kinds of receipts, and the admissibility of various
.:kinds of expenses. The treatment of losses, as prescribed in the
_ income-tax law, also operates as an adjustment to the net income
-so arrived at. We have already dealt with the question of the
-treatment of various kinds of receipts for taxation purposes in the
:preceding chapter.
In this chapter we deal with the other
·questions which bear on the determination of taxable income, viz.,
(i) the various methods of stock valuation as affecting the computation of gross profits,. (ii) the treatment of expenses, and ·(iii) the
treatment of losses.· · 2. The valuation of stock-in-trade has a considerable bearing on
·the determination of gross profits as these proStock valuation _
fits, being the result of trading operations, can
properly be determined only by taking into account the- terminal
~values of stock-in-trade, purchases (or manufacturing costs), sales
:and certain charges specifically relatable to these operations. · It
· -is, therefore, important from the point of view of the tax law that
-the method of stock valuatiop adopted by the taxpayer does con-form to the accepted principles of sound accountancy, and is capable
..of yielding a fair and true picture of the g_ross profits earned.
Introduction

3. The problems which arise in this connection may conveniently
~ealt with under the following three main headings:
' .
(a) relative merits of various methods of stock valuation;
(b) stock valuation during a period of inflation; and
(c) other specific issues. .
.
4. The Income-tax Act does not prescribe any specific methQd
of stock valuation. The method generally
~l~thods of valufavoured by accountants is to value terminal
.-auon of stock-in.
.
·
·
·
k et pnce,
·
-:trade
mventones
at their
cost price
or mar
whichever is lower. This method ensures that
·unrealised profit is not taken into account in determining income but
.anticipated loss is allowed for. In the long run, this method works
-~mt evenly for the assessee and the revenue. Difficulties, however,
arise if an assessee changes his method of valuation of stock-in-trade
<>r the income-tax authoriti~s require an assessee who is regularly
~mploying some other method to abandon it in favour of 'cost or
52
be

-

53.

market price, whichever is lower'. In order to meet the difficulties
created by the assessee changing over from one method to another,
the following suggestions. have been made to us for incorporation
in the Income-tax Act; it has been claimed that these suggestions
would secure the necessary measure of reguJarity and uniformity
in this matter without sacrificing elasticity:(i). that the choice regarding the method of stock valuation
should be made at the time of the first assessment;
(ii) that all subsequent accounts should be accompanied by a
certificate declaring that the method of valuation
originally adopted has been followed;
(iii) that in special circumstances, a change in the method of
valuation should be allowed only with the previous
approval of the Inspecting Assistant Commissioner and
subject to such conditions as he may impose.
5. We are of the opinion that the formula set forth above suffers
from a certain amount of rigidity without any appreciable compensating advantages either to the tax-payer or to the revenue. The
special certificate suggested- at (ii) above seems to us hardly necessary as, firstly, this will not relieve the Income-tax Officer of the ·
duty of examining the accounts with a view to ascertaining the
facts independently, and secondly, a certificate of the kind could '
be incorporated in the return of income -(Form I.T. 11) itself. We
are also not satisfied that there is sufficient justification for taking
away from the Income.;.tax Officer the discretion which he has at
present in the matter of accepting a change in the method of valuation
of stock-in-trade, and ves!ing it solely' in the Inspecting Assistant
Commissioner [vide (iii) above]. We are not generally in favour of
making in the tax law any rigid provision about the method of
accounting, of which stock valuation is only one aspect, that an··
assessee should follow.
6. Apart from the difficulty created by the assessee changing
over from one method to another, questions also'Pick-and-choose
arise as to whether some of the variations of the
method' va. 'global
method generally known as the 'cost or market
method' of stock
price, whichever is lower' method are intrinsivaluation
cally sound enough to be accepted by · the
Income-tax Department for purposes of arriving at. gross profits~
There are two such methods, viz., (i) the 'pick and choose' and (ii)
the 'global'. In both forms, each item of stock is valued separately at
market price and cost price. In the former, the lower of the .two-values is adopted for each item separately, ·and the total value arrived:
at. In the latter form, the lower of the total value on cost basis of aU
items and on mmket basis for all items is taken. Judicial decisions*'
have established that an assessee can choose either of the . two·
methods so long as he follows regularly the method that he has.
chosen
The Central Board of Revenue has, however, urged before·
us the· desirability of prohibiting the use of the . 'pick-~~d-ch~s~"
method as it is detrimental to revenue. In Its opm10n, this.
method works against the De:J?arimerit by enablin~ the ta~-payer
to get benefit in respect of the Items, the market pnce of wh1ch has
dropped down below cost, and to retain at the same time at cost
•c.r.T. vs. Chari.~d Ram [1949 (17) I:.T.R. 1].
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price the remaining items which have gone up in market value".
We are unable to agree that· this method, which has been accepted
.as a satisfactory one by legal· decisions, involves any loss of revenue.
Any changes in value are ultimately reflected in the subsequent
year's opening stock, and an automatic adjustment is secured over
.a long enough period. As a matter of fact, the 'pick-and-choose'
method strikes us as the more logical of the two methods. In this
we are in agreement with the Income-tax Investigation Co:riunission
which has rightly stated that stock is only an aggregate of individual Jtems and as each item is purchased and sold separately it has
a distinct cost or market value and is capable of being valued separately. So long as the provision of section 13 to the effect that any
method may be adopted by the assessee provided income can be
properly deduced is satisfied-which we think is the case with the
'pick-and-choose' method-we cannot find anything wrong with it.
7. Another important aspect of stock valuation methods in their
relation to taxation is that, as a continuous rise
Effect
· rise
in
·
·
· a 1arger reqwremen
·
t of
prices onofstoc:k
vatuIn
-prices
results m
ation practice
working capital for the business, the necessity
.
might arise for the adoption of methods of stock
valuation which would take into consideration the needs of a business for· the replacement of stock-in-trade at high prices. It has been
suggested that in such circ1llllstances an· appropriate method of stock
valuation would'be the 'last in, first out' method (referred to usually
as LIFO). This ·method of valuation is in vogue in U.S.A.
According to ·this method, the last article purchased is presumed
to be· cons\.uned ·first, with the result tl\lat in a period of rising
prices ·taxpayers ·are able ·to set off against their sales the high
. prices paid for the latest purchases and value the unsold stock at
. the end of the year at the lower price paid earlier. A definite tax
advantage is gained if this method is brought into use during a period
of rising prices. On the other hand, in a period of falling prices,
the use of the . LIFO method will have the. opposite effect. The
;LIFO method, once it is adopted, is, therefore, not allowed to be
changed in .U.S.A. save in exceptional circumstances. In the long
run, the old. stocks. purchased at lower prices are exhausted, and
if prices stabilise, after a period of inflation, even at a higher level
than· before, the LIFO method does not afford any particular advantage over the orthodox 'cost or market value, whichever is lower'
method. We think that the present legal provision regarding freedom of choice for the accounting method employed by an assessee
is wide enough to permit the adoption of the LIFO method if
circumstances so warrant.
· 8. Jt: has also· been suggested to us that a provision should be
made in the Income-tax Act by which, if at the
time of submitting the return or at the time of
assessment, prices are found to be substantially
lower than those at which the stocks are valued at the end of the
last accounting period, the losses arising should be taken into account
by revaluing the closing stock at rates current at the time of
assessment. It is stated that assessments on the basis of original
valuation would ·be a hardship when the actual realisable value is
known to be lower than the price at which the stock was. valued
at the close of the. accounting year. In short, the suggestion is that

Consideration of
other suggestions
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a fall in the prices during the interval between the close of the
accounting year and the filing of the returri of income or the date
of assessment should be given effect to in -the valuation· of closing
stock.
9, This suggestion runs counter to the principle that income
In ,any case, the
.should be oomputed over an .annualj period.
;advantag~ secured in one year will be neutralised by the corres.ponding-'d~crease in t~e value of the <;>pening stock in the-next year.
~A re~n~IE~~t of this character Will merely introduce ·greater
,complexity m the system than at present and will increase work
.all r~i.ul.~.' -}he suggestion is, therefore, not acceptable to us.
110. We now .come to the subject of deductible expenditure as a

factor in the computation of net taxable income.
·
Before we proceed to discuss the individual
items of .deductions in detail, it would be· as well to refer to
one suggestion that has been made to us on the subject of deductions
in general, viz., that, following the practice in U.S.A., income should
be treated collectively from whatever source it is derived, and the
expenditure should also be viewed in a collective manner, so that
'a particular class of deductible items of expenditure .is not rigidly
'linked up with a particular ·head of receipt as it is in India. The
·actual position in U.S.A. law, · however, .Is that though deductions
·relating to all sources of income are enumerated in one place, i.e.,
.in section 23 of the Internal Revenue Code, the expenses -allowed are·
·not available equally for all sources of income. ·The .content of
;each deduction is· carefully defined with reference · to the source
of income for· which it is functionally meant. In the Indian law,
~ach head of income is listed separately along with the deductions
The 1procedure for · determining the
allowable in respect of it.
admissibility of deductions churned in both the countries is the
.same, viz., to examine them on their merits in relation to the
;source of income for which they are meant. There is hardly any
·difference in actual practice between the two procedures and we
'do not think that any material advantage will accrue by simply
.'following· u.S.A. practice as regards the enumeration of admissible
;deductions in one place. The law in India is well understood and
. the co:qnotation of its language has been settled by judicial proneuncements. Any alteration in its form and language will only
create fresh controversy and litigation.
· l>eductio;s ·- '' -

1L It will be convenient to deal separately with deductions relat-

ing to business and those relating to non-busi!:!~\~~ns statutory ness incomes. The law relating to deductions
in respect of business incomes is contained in
section 10 (2) of the Income-tax Act. Clauses (i)-(xiv) enumerate
·specific types of admissible expenditure. The sche!lle.of each clause is
that it is self-sufficient as regards the nature of deduction, the purpose
for which it is allowed, and the extent of and the conditions under
which the expenditure is admissible. Clause (xv) is of the nature
.of a residuary clause and is applicable to all types of expenses
.other than those covered by clauses (i)- (xiv). -The courts have
-ruled that the expenses referred to in all the clauses [(i) to (xv)]
:should be allowed in the year in which t~ey are actually incurred.

·
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12. The tests prescribed in clause (xv) for the admissibility of
residuary expenditure are:.(a) that it should be wholly cmd exclusively laid out or
expended far the purposes of business;
(b) that it should not be of a personal nature; and
(c) that it should not he of a capital nature.
Some of the other important tests relating to the application of clause
(xv), ·which have been laid down by the courts and in regard to
which representations have been made to us, are indicated below:(a) the expenditure should be incidental to business and not
merely remotely connected with it;
(b) a sum of money expended, not of necessity and with a
view to a 4irect and immediate benefit to the trade,
but voluntarily and on the grounds of commercial
expediency, ·and in order indirectly to facilitate the
carrying on of the business, may yet be treated as.
having been expended wholly and exclusively for tne
purposes of the trade;
(c) the application of income already earned is not an expenditure and is, therefore, not allowable.
13. The test that the expenditure should be 'laid out or expended
wholly arid exclusively for the purpose or
Expenses
wholly business is a comprehensive one, and a considerand exclusively 'laid ·ble amount. of criticism has been directed to its
out or expended Cor
.
.
.
the purpose' ofbusi· scope and detailed application. It has been
ness ·
represented to us that the words.in clause (xv)
"not being an allowance of the nature described
in any of the clauses (i) to (xiv) inclusive", which were added by
.section 8 of the Indian Income-tax· (Amendment) Act, 1953, with
effect from 1st April 1952 have curtailed the scope of the clause. It.
was held by the Madras High Court* that the cost of replacement of
a boiler, though not admissible under section 10 (2) (v) as 'current
repairs' to plant or machinery, was allowable under section Hl (2)
(xv) as 'expenditure laid out or expended wholly and exclusively for·
the purposes of business'. When specific provision is made ior
particular types of expenditure, e.g., interest, rent, repairs, etc..r. under
separate clauses and the conditions under which they shoUld be
allowed are prescribed, it would nullify the effect of these clauses, if
expenditure inadmissible thereunder were to be allowed under a
• general clause. Clauses (i) to (xiv) are self-sufficient provisions and
should be treated as such. Clause (xv) should be taken as applicable
only to the 'residue' of expenditure outside the expenses covered by
clauses (i) to (xiv).
14. One of the controversial issues arising from the interpretation of clause (xv) is the extent to which the taxing authorities
possess the right to question the reasonableness of expenses claimed
as admissible deductions. It has been argued by certain witnesses
that the existing law, as interpreted by the courts, places too wide
-a discretion in the hands of the taxing authorities and that this
should be curtailed as, otherwise, it would amount to giving the
*C.I.T. vs. Sri Ram Sugar Mills, Ltd. [1952 (21) l.T.R. I9I1.
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taxing authorities the power to direct the business opera.:...
tions of· an assessee. On the other hand, it has been pointed_
out that the claiming of large amounts as deductible expenditure
might well constitute a loophole .of considerable dimensions for the
evasion of tax, particularly in view of the rates of taxation being.
as high as they are in the upper brackets. In order to close this.
loophole, it is urged, the Income-tax Offic~r should. be able· to
satisfy himself that amounts claimed as expenditure for the pur.:.
poses of the business .are of. a reasonable order _of magnitude. An.
amendment of the law has been suggested to empower the Incometax Officer to compel the assessee to establish this position to his._
satisfaction.
The sponsors of this amendment do not desire the
Income-tax Officer to be authorised to dictate to the assessee what
amount could appropriately be spent by the latter· on each particular-·
item. All th_at they want is that, if the Income-tax O~cer has.
reason to thmk that the amount stated to have been spent on a particular object is prima facie so high as to appear unreasonable, the
assessee should be called upon to prove to the satisfaction of the
Income-tax Officer that it was spent wholly and exclusively on that.
object.
15. According to present judicial rulings, the' taxing authorities
appear to , be competent to question · the ~easonableness of theremuneration paid by an assessee to his employees provided
prima facie grounds exist for the presumption that the scale of
remuneration allowed is not warranted by commercial considerations, but is fixed with the intention of distributing profits under the
guise of remuneration. In a leading English case*, it was ruled as:
follows:"the Commissioners cannot interfere with, the prerogative of
the company to pay to its directors whatever they think:
fit, but they are entitled to find in a proper case that
the sums so paid are not wholly and exclusively laid
out for the purposes of the trade and it is their duty to
direct their minds to that. question and to that question
only". ·
This shows that there are clear limitations to the extent to which
income-tax authorities have the power to question. the reasonableness of the amount of remuneration.
16. As regards business exp~nses other than remuneration, the
legal decisions do not accept the unqualified right of the incometax authorities to challenge the reasonableness of the expenditure ·
incurred generally or on specific objects, except where facts appear
to have been distorted by the assessee, in which event it is t:P.e
inherent right of income-tax authorities to query the statements.
The following quotation from a leading caset will be of interest
in this connection:1
"I wish to guard myself against being thought to hold that
the taxpayer may deduct only expenditure properly
incurred if that expression implies a right on· the part
of the taxation authorities to criticise the. manner in
*Copeman vs. William Flood & Sons, Ltd. (1941 I.T.R. Suppl. 85).
tToohey's Ltd. vs. Commiss_Joner of Taxation (1922) 22 S.R. (N.S.W.)-432. perFerguson J .• at p. 440.
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,w:~}). he carries on his business.
~be ;~9 .zuch right. A taxpayer is
:~he ~cpme he has made, not on

Obviously there can
liable to be taxed on
what he might have
-made. Jt is nothing to the point that if he has been
~.more capable, more experienced, or more prudent, he
:might have cut down his expenses.
The question is
.-what he did in fact spend on his business.
If he
chooses to employ a hundred men where twenty would
·have been ample, that is his own affair".
-17.-The -judicial rulings quoted above were, however, given many
-.::Years ago when the rates of tax were not so steeply graduated as
... now, and there was comparatively less temptation to use business
"deductions to reduce the net chargeable income or to divert personal
•. expenses to business.· The latter tendency is observable in almost
, every country where the effective rates of tax are high.
Since
-·tax is chargeable on residual income after deductions, Government
~~have, ·in the circumstances, a
greater stake than before in the
~correctness of ad~issible expenses not only from the point of vie~
of 'vouching' but also as regards their reasonableness. The burden
~of taxation. should not be capable of reduction through adjustment.
, of deductions, since, in such circumstances, apart from its effect
,on revenue, the honest man will carry a comparatively heavier
however, we are convinced that the law as it
1: burden. While,
;stands today needs to be amended so as to vest power specifically
~·in the hands of the Income-tax Officer to scrutinise this kind of
;.expenditure properly, we also think that this is peculiarly a field in
.-which it should be ensured by the issue of appropriate executive
;.instructions that the scrutiny must be conducted in such a manner
.as to cause no more than the minimum amount of irksomeness to
~?ssessees, and that no harassment is caused.
-.18. We have examined in this connection whether the addition
..of ·the word 'necessarily' to 'wholly and exclusively' in clause (xv)
would secure a better control of admissible deductions. A scrutiny
of the decisions given in other countries, where the words 'necessary'
or "necessarily' are employed, leads us to the conclusion that the
:refinement proposed may not make a material difference to the
·present state of affairs. On the other hand, it might give rise to
)lew controversies of interpretation.
We, therefore, think that it
-would be inadvisable to amend the ·clause on these lines, and that
-the balance of advantage lies in maintaining the status quo, except
that the present implicit right of the Income-tax Officer to question
the reasonableness of the remuneration paid to employees should
·be specifically provided for in the statute. We think that a pro-vision on the lines of section 16 of the Land and Income-tax Amendment Act, 1951 of New Zealand summarised* below, with such
drafting changes as may be found necessary for purposes of in.corporating into Indian law, should suffice:"Unreasonable remuneration.-Where a taxpayer employs a
relative in his business, or a company employs a relative of a director or a shareholder, or where a partnership
employs a relative of a partner, or a relative ·of a
director or shareholder of· a company which is a
f

4

*Summary as given in Income Taxes in the , Commonwealth
;t»aragraph 731A.

(Supplement)-
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member .of the partnership, the Commissioner may if
he ·is of opinion that the remuneration ·or share ' of
profits payable to the relative is unreasonable, allocate
the profits of the business before the deduction of the
amount payable to the relative, between the parties
concerned in such proportions as he considers reasonable.
·where an amount is so allocated to a company, the amount is
deemed to have been received as a ·dividend from the
company by the person to whom it was paid.
For this purpose relative includes a 'husband· or wife, a blood
relative within the fourth degree or a relative by
marriage or adoption and a trustee of such a relative."
19. We think it should be made clear in the law that the onus
~should be placed on the taxing authorities and not on the assessee
:for proving that the remuneration paid is not reasonable.
20. Suggestions· have been made in varying forms to the effect
that all expenses directly or indirectly 'connect~xpenditure
reed' with a business should be allowed as
·motely
connected . deductiQle expenditure. ~Connec;tion' is a very
·with business
ambiguous test. It is, therefore, difficult to
agree that a test of this nature shoUld be em·bodied in the statute. This can only be done in lieu of the existing
test 'expenditure wholly and ex~lusively laid out etc.'; it is obvious
that the latter wording is more precise than ~conriected with business'. The courts have held that if the expe;nditureis 'incidental to
business', it is admissible, though it may be only indirectly connect..
ed with it. On the other hand, a remote connection has not general..
ly been accepted as a qualification for an a~issible deduction. For
·example, medical expenses of a businessman are _only remotely
connected with his trade, and are, therefore, not deductible; a bad
-debt arising out of a loan to a client by a firm of lawyers is also not
deductible as it is only remotely connected with business.
It is
impracticable in our view to lay down in the law a test- for defining
proximity or remoteness of connection with business. Each case
should continue to be dealt with on its merits in the light of judicial
interpretations.
·'
21. A suggestion has been made that all expenses incurred
voluntarily but -· .out'. of 'business expediency'
Expenditure
inshould be treated as having been incurred
curred
out of busi· 1y f or the purposes
·
ness
expediency
w h olly and exc1us1ve
of t h e
business. It is obviously not possible to provide
by law that 'business expediency' should be a test for the admissibility of expenses. There will be endless difficulty in the interpretation
of such a provision; nor is it necessary since it is- possible to allow
'expedient expenditure' even under the present law provided it can
be proved. that it is wholly and exclusively laid out or expended for
the purpose of the business.
22. There is a class of expenditure which is disallowed on the
ground that it produces .an advantage of an
Admissibility - of
enduring nature, although it does not result in
certain types of
the acquisition of a capital asset. Normally, such
capital expendi~e
expenditure is treated as capital, and is therefore
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treated as inadmissible.. It has been suggested that, as such expenditure is in the nature of quasi-capital or deferred revenue expenditure,.
it should be allowed over. a number of years. The U. K. (Tucker)
Committee on the Taxation of Trading Profits recommended that
expenditure of this. nature should be allowed to be written off torevenue, pro~ded that the advantage gained was for a limited duration..We observe that the principle has already been conceded in the
Indian Income-tax.. Act by making capital expenditure on scientific
research admissible under section 10 (2) (xiv). In fact, this provision
goes even further than the recolnmendation made by the U.K.
(Tucker) Committee on Trading Profits as expenditure on scientific
research is meant to secure an advantage or benefit over an indefinite
period. While we consider that the suggestion made by the Tucker
Committee provides useful guidance, the question should not be
decided solely with. reference to the duration of the benefit resulting
froni the expenditure. We would suggest that other considerations.
of public policy should also be taken into· acc~unt.
23. Of the various items of expenditure of ·this nature which have
been brought to our notice we recommend that the· following twoshould be treated as admissible deductions : __..
(i) cost of acquisit~on of patent rights and copyrights, and
premium on leases; this is a corollary to the suggestion
which we have made in the preceding chapter .for bringing to charge the sale proceeds of patents, copyrights and.
·premium on leases in the assessment of the recipient.
We recommend that the payment made for the acquisition of patent rights should be spread over the number
of years for which the rights are acquired, up to a maximum· period of sixteen years. The period for the·
premium on leases should be a maximum of twenty years
and for copyright it should depend on the nature of. agreement under which it is acquired;.
(ii) legal costs and other expenditure in connection with the·
acquisition of a lease for a period exceeding ope year_
This is consequential• on the recommendation that we
have already made in the preceding chapter that the
premium on acquisition of a lease should be charged in
the assessment of the recipients.
24. We now proceed to discuss in detail the representations made
to us by a number of witnesses regarding the
admissibility or otherwise of certain items of
expenses.

Consideration of
individualitems of
expenditure

25. (i)_ Repairs.-Section 10 (2) (v) of the Indian Income-tax Act
permits a deduction in the computation of taxable income, in respect of the amount·paid on account of current repairs to buildings,
machinery, plant or furniture used for the purposes of business..
It has been represented to us that the word 'currerit' in the phrase
'current repairs' used in the section should be deleted and that the
allocation made between revenue and capital by the management
and the Chartered Accountants in respect of expenditure on repairs
should be accepted by the Income-tax Department. The use of theword 'current' adds precision to the ordinary connotation of the
term 'repairs' as contra-distinguished from alterations, etc., which:
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.-are chargeable to capital and on which depreciation is allowed. We
·do not think, however, that it is appropriate that the decision of the
.management and of the accountants in this respect should be made
binding on the Income-tax Department.
·
26. (ii) Expenditure on periodical renovation of studio equipment and cinema fittings.-The cinema exhibitors have represented
·to us that they have to incur periodically heavy expenditure in
. making substantial alterations in and additions to their buildings,
.fittings and equipment in order to comply with the regulations of
the licensing authorities and that it should· be allowed in full as
revenue expenditure in the year in which it is incurred, in view of
the compulsory element involved. We do not consider that the fact
-of compulsion alters in any way the capital nature of the expen.diture. The present method of amortising this expenditure by means
<Jf depreciation allowance is, in our opinion, fair enough and calls
_for no change: ·
27. (iii) Cost of income-tax appeals.-The present position is
·that, as income-tax paid by an. assessee· is not treated as .a deductible item of expense, any expenditure incurred in connection with
the determination of the tax due, whether in the initial proceedings
·Or in appeals, ~s also treated as inadmissible. It has been held by·
the courts that the cost of •tax appeals is in . the ·nature of an
.application of income after it has been earned, and is not an expense
incurred in the course of business. Notwithstanding this theoreti·Cal position, the Central Board of Revenue has issued executive
instructions, as reproduced below, allow~g certain expenses incur.xed iri connection with income-tax proceedings and appeals:
"(a) expenses of settling the income-tax liability of an assessee
before an Income-tax Officer will be ordinarily allowed,
but expenses connected with subsequent proceedings
before the higher authorities in appeal; review or reference
to the High Court will not be allowed;
(b) expenses of an appeal .to the Appellate Assistant Commissioner or to the Income-tax Appellate Tribunal against
the application of section 23A will be allowed ,if the company succeeds in establishing in appeal that the section
should not have been applied in its case."* ·
We recommend ·that this concession should be further liheralised
-by having a specific provision inserted in the law to the effect that,
in case the Appellate Assistant Commissioner or the Appellate Tribunal is satisfied that an appeal was prima facie a wholly justifiable
one or a partially justifiable one, the appellate authority could
·ord~r the payment to the assessee of an amount equivalent to the
:refund that he would be entitled to if either the whole or a portion
'(as may be decided upon by the appellate authority) of the actual
·~xpenses incurred by him on t_?.e appeal P!Ocee~ings_ is treated under
.section 10(2) (xv) as a deductible expenditure In his assessment.
28. (iv) Fines and. penalties.-lt has been sugg~ste~ that penal·ties imposed for infring·ement of. any law or regulation In the course
()f carrying on of trade, e.g., penalties imposed for violating import
•Income-tax Manual, Part III (Tenth Edition), page 454.
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and export regulations, etc., should be regarded as an addition tothe cost of purchasing goods. This seems to us to be an untenableproposition, and we are unable to support it.
29. (v) Travelling ,expenses.-The main grievance that has· been.
made be~ore us in ~on~ection wit~ the treatment of travelling
~xpenses IS t~at a portion Is a~ways disallowed as re_presenting board··
mg and lodging expenses which would have notma1ly been incurred
by the taxpayer even if he had not gone out. It is of course true ,.
strictly speaking, that a person must incur some expenditure o~
~is board. a~d lod~ng wherever he might happen to be, but it is,.
I~. our ~opiniOn, gmng ~oo ,far to .suggest that. the ~utstation ~xpen-·
diture 1ncu~ed by a person on his board and lodgmg should, therefore, be disallowed. We understand that the Central Board of
Revenue has issued a circular instructing Income-tax Officers not to·
be unduly strict regarding expenditure on travelling. We recom-·
mend that the circular should be supplemented by definite instruc~ions to. the effect ~hat the. practice of challenging travelling allowance
on the grounds referred to above should be given up.

- 30. Another suggestion that has been made in this connection
is- that expenses incurred by directors of a company or proprietors or
partners of a business on business. visits to foreign countries should
be allowed as a deduction. We understand that here also the Central Board of Revenue. has issued instructions to the effect that such
expenditure should be allowed. as long as it is incurred in theinterests of business liable to tax in India and is not in the nature or
a capital expense. We are of the opinion that no general rule can·
be laid.down on the subj¢ct and each case has-to be treated on its
merits. The instructions already issued· by the Central Board of_
Revenue seem to us to meet satisfactorily the issue raised before us._

. 31. .(vi) Ceitain ;p.ayments to non-residents.-Under the present:
law, interest and salary paid outside India and chargeable to Indian.
tax are not allowed as a deduction in the computation of business:
profits unless the .tax has been paid ·or it has been deducted at thesource. This restriction, however, does not apply to expenses other
than interest arid salary admissible under ·section 10 of the Income-tax
Act.
32. It has b~en pointed out. to us that some con~e~ns doing busi- .
ness in India make payments on account of ~ommission a?d salary
to non-residents for the services that they perform outside India
for the business concerned. Such payments are treated as admissible e~penditure in the firm's assessment but _the recipients a~e
not taxable as the income does not accrue or anse to them, and IS:
not ·received by them, in India.. The. suggestio~ that has been made.
is that such payments should be disallowed In the assessment o:t..
the business concerned.
·
33. We cannot subscribe to the principle implicit in the abov~
suggestion, vi·Z., that every admissible. de~uction in the assessment
.of a. payer should be liable. to taxation I~ the ass.e~sm~nt of therecipient. When an assessee IS charged on Income arismg m and out.
of India, it is only fair that such income should be calculated after.deducting all relevant admissible ·expenditure.
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34. (vii) Construction on lease-hold sites.-Where a tax-payer has

~onstru~ted bui~d:ings on l~ased land ~d claimed depreciation, he

Is not m a position to clarm a balancmg allowance under section·
10(2)(vii) when the lease expires, as the allowance is given only
when the building_ is "sold or discarded or destroyed or demolished".;:
It has been suggested that, in these circumstances, the assessee should
be allowed to deduct the excess of the written down value over·
any amounts recovered. The object of section 10(2)(vii) of the
Income-tax Act is to equate, to its net cost to the owner, aggregate·
depreciation allowances over the period during which an asset is
used for the business. On ~his principle, the allowance suggested
is reasonable, provided a balancing charge is made when the amount
recovered exceeds the written down value. We recommend that~
section 10(2)(vii) of the Income-tax Act be amended accor~ingly.~
35. (viii) Balancing charge under section 10 (2) (vii) arising from~
the compulsory acquisition of an asset.-Another suggestion that
has been made is that, in taxing the excess realised over the written
down value on the sale of plant and machinery, the term 'sale' should
be held to include compulsory acquisition of the asset. This is in-.
tended to get over the difficulty created by the decision of the
Calcutta High Court* to the effect that the term 'sale' does not
include compulsory acquisition. We recommend that the necessary
amendment should be made in the law to secure this object.
36. (ix) Expenditure on the training of personnel.-It has been
suggested to us that expenditure on the training of personnel, in
India, and more particularly abroad, should be allowed as a deduc..
tible item of expenditure, without imposing the. condition that the
training should be of existing employees only and not o:£ prospec..
tive candidates. The point stressed by those who. have urged this
before us is that the distinction between an existing employee and
a prospective one for the purposes of applying the criterion of the
necessity for the expenditure is very thin, and, in any case, no such.
distinction should be made. We understand from the Central Board
of .. Revenue that :the distinction . made .. is not ~~ally b~tween. _an
existing employee and a prospective one, but between, different kinds:
of training. Both existing employees ·and prospective ones may be
given training in some aspects of the assessee's existing business;:
in this case the expenditure incurred on the training of both classes:
· of employees. is. allowed as a revenue expendi.t~r_e, supject to. J?-e·
Income-tax Officer being satisfied that the tra1nmg was necessary·
and that it was meant solely and exclusively for purposes of the·
assessee's business. (Where the trainees happen to· be the assessee's~
relatives this test is applied rigorously in order to ensure that the
facts as stated are quite cmTect). There may, however, be cases
where both existing as well as prospective employees are trained,
not for the existing business o:£ the assessee, but for some· new
business he intends to set up, or for the expansion _of an _existing:
business. In such cases, even though the expenditure may have·
been genuinely incurred wholly and exclusively· for business purposes, it is treated as capital expenditure and not revenue. We are·
satisfied that in the circumstances no change in law or practice is
called for.
*Calcutta Electric Supply Corporation Ltd. vs. C.I.T. [I9SI (19), I.T.R. 406].
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37. (x), Cost of training cinema artistes.-It has been suggested
us that the expenditure incurred by cinema artistes in receiving
"the training necessary for their profession should be allowed. There
-is no difference between such expenses and those incurred by other
:tax-payers for equipping themselves for getting employment or
;practising a profession or for securing a better career and better
.remuneration. The expenditure is of a capital nature and we see
-no justification for making any special concession to cinema artistes.
~to

38•. {xi) Depreciation.-We received numerous· suggestions in
:regard to depreciation and, as the consideration of this item raises ·
several important points, apart f.rom the limited issue of deductible
.-expenditure, we have thought it necessary to devote a· separate
chapter to a discussion of the suliject.
39. (xii) Reserve for expenditure conn-ected with 'l.ay off' and
""'retrimchment'.-The provision in the Industrial Disputes Act, 1947,
for the payment of ·gratuities or compensation to the workmen on
-the occasion of 'lay off' or 'retrenchment' no doubt places a burden on
the industry. But .this burden is dependent on the occurrence o-f a
_pa~ticular co~tin~ency which may not materialise at all in many
-units. Even In circumstances where payments have to be made, it
is not possible to foresee the time· of payment or its magnitude. Any
appropriation to reserve ~or this purpose will be in the nature of
pure guesswork, and the tax element on it will amount to an
interest-free loan by Government. An alternative suggestion that
has been made is that the whole of the payment should _be treateP,
- :as a loss to be carried backwards. It is difficult to create a fiction
that 'payment' by itself is a 'loss'.
40. (xfiii) Expenditure on research in social and statistical
:s'Ciences.-A suggestion has been made that the scope of section
:!0(2)(xiii) of the Income-tax Act should be erilarged to include any
~sum· paid to a university, college or other institution, which is
;approved by the prescribed authority, to be used for research in statistical and social sciences, provided it relates to the class of. business
•carried on by the ~ssessee. We are in agreement with this proposal
-and would suggest that th~ prescribed authority for this purpose
;:should be the Planning Commission.

41. (xiv) Bad debts.-There is a distinction in law between
:irrecoverable loans and bad debts. The former relate to advances
:made by an assessee in the course of money-lending trade and the
latter are trade debts which are irrecoverable. Both are treated as
-admissible deductions under law. A long line of judicial decisions
1las laid down the circumstances in which a 'debt' should be con·sidered to be bad in order to qualify for deduction. Any recoveries made against bad debts, which have already been allowed, are
treated as income in the year in which they are effected. The
importance of bad debts in income-tax largely arises from the fact
that their 'worthlessness' is a matter of judgment and opinions in
respect of them are likely to differ as between the Income-tax
Department and the assessee. The Income-tax Department has also
to keep a watch that bad debts are not prematurely claimed merely
to avoid taxation at a high rate in the year in which the claim is
made.
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42. A number of complaints have been made to us that Income~ax. Officers a~e t~ r~gid in their approac?, and that they invariably
ms1st on the mstituti.on of legal proceedmgs before recognising the
worthlessness o:£ a debt for its admissibility as a deduction. The
Central Board of Revenue, whom we consulted, stated before us that
the institution of proceedings is only one of the criteria, but not
necessarily an indispensable condition, of accepting a debt ·as bad
·for taxation purposes. We think that a large number of legal decisions have fairly crystallised the criteria that should be employed
to determine the 'worthlessness' of a debt. Practically all of them
recognise that some discretion has to be exercised by the Incometax Department in scruti~ising the admissibility of bad delits. We
fail to see how any further legislation, which is the course recommended by many witnesses, can operate to take away this discretion from the departmental authorities. The problem is essentially one of administration, and the only recommendation that we
can make is to suggest that the Central Board of. Revenue should
take steps to satisfy itself that the departmental practice is substantially in accordance with the spirit of the judicial deCisions on
this question. We would, · therefore, recommend an analysis of a
. sample of bad debts that have not been accepted by the Income-tax
Department and the publication of the fipdings of the Central Board
of. Revenue on this analysis for general information.
43. (xv) Bad debt reserves raised by banks.-The problem of
the tax treatment of· bad debts is a matter of considerable importance in the assessment. of banks. .It has been represented that
banks should be allowed to build up a tax-free reserve for bad debts,
and that either the reserve set aside by the bank in its accounts
should be allowed as a deduction or the amount to be allowed
should be computed on the basis of a moving average as in the
United States of America, or according to a schedule to· be laid
down by law. It is suggested that a reserve of this nature will
assist banks to even out the incidence of bad debts from year to
year and also help them to tide over occasional banking crises. As
regards assistance in the event of a crisis, a res~rve built up on the
basis of 2-3 per cent. of outstanding debts could hardly be of substantial help. The allowance o:£ bad debts on the· basis of a reserve
rather than of actuals does not appear to" us likely to make any
rna terial difference to the financial strength of a bank.
·44. If the suggestion is based on the belief that the creation of
a bad debt reserve might obviate the need for scrutiny by the
Income~tax Department of each individual item of bad debt claimed, it seems necessary to point out that the mere ~a~t. that. a ~e~erve
is created will not obv1ate the need for .scrutm1smg mdiVIdual
items as the allowance will have to be adjusted from time to time
with ~eference to the bank's actual experience. The onus of proving
that a debt is bad has been placed by the courts on the assessees, and
prec4>,e criteria have been laid down as to when debts are to be .
regarded as bad for the purposes of income-tax law.
45. It has also been urged that the .scrutiny by the Income-tax
Department o:£ bad debt claims takes a long time to fi~alise. We
have had an analysis made of the assessments of banks In Bombay.
an.d found that, out of bad debt claims totalling Rs .. 65·28 lakhs in
217 MofF-5
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60 assessments (four years' assessments each for fifteen banks),
Rs. 59·18 lakhs was allowed by Income-tax Officers, and only a
further amount of, Rs. 3,048 was allowerl in appeal. From this it
would appear that most of the deductions for bad debts are allowed
in the year in which they are claimed.

46. We now proceed to discuss admissible deductions 1n respect
viz.,

Deductions In respect of of non-business incomes,
non-businesslnco~e

(i) income from salaries (sec.tion 7);.
(ii) interest on securities (section 8); and

(iii) income from 'other sources' (section 12). ~ ·
As regards income from property, the issues involved cover a wider
field than admissible deductions. We have, therefore, dealt with
this particular class of income in greater detail in Chapter VIII in
this Volume.
47. As regards income from salaries we recommend that persons
chargeable under section 7 of the Indian Income!:i:riees fro~
tax. Act should be allowed the amount actually
expended by them on the purchase of books and
periodicals upto the extent that they· are required for study and
reference in the pursuit of their vocations. We would limit this
_concession to a maximum of Rs. 500 per yeQ.r.
48. Income from interest on securities is· computed under section
- Interest on secu8 of the Income-tax Act and the following deducrities
tions are allowed:- ·
(i) commission charged by a banker realising such interest
on behalf of the tax-payer; and
(ii) interest payable on money borrowed for the purpose of
investment in securities.
The cost of collecting interest on securities by the assessee per. sonally is an inadmissible item. This rule also applies to banks,
insurance companies and proprietary concerns that make their own
arrangements for the collection of interest on securities held by
them. We understand that, though technically such expenditure is
not admissible, it is in fact being allowed. As banks, insurance
companies, etc., are likely to have a large portfolio of investments,
we think the admissibility of this expenditure should be placed
beyond doubt by a suitable amendment of section 8 of the Incometax Act.
'
49. While computing income under this head, admissible exInco~e fro~ 'other
penses are restricted to those incurred solely for
sources'
the purposes of making or earning such income,
except personal expenses and expenses of a
capital :t;_1ature. Expenses incurred on the collection of dividend
income are not covered by this formula as they are not regarded as
incurred for the purposes of earning income but for its collection
after it has been earned. The issue that arises is similar to the one
that we have dealt with in respect to income from interest on securities and we suggest that amendment to the law should be made
in this case on. the same lines.
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50. The law relating to the set-off and carry-forward of losses is
Treatment of losses contained in sec~ion 24 of the Income-tax Act.
It provides that losses arising under any head
of income can be adjusted against income from any other head in ·
the same year. The law further provides for carrying forward
losses from any business, profession or vocation if :they cannot be
wholly set off against income in the same year. The unabsorbed portion of such loss, or the whole of such loss where there was n()
income against which it could be set off, is carried forward to the
subsequent years up to a maximum of six years and set off against
income, profits and gains from the same business, profession or vocation of those years. Losses arising from speculative transactions.
of a specified character, though they are in the nature of losses from
business, are not allowed to be set off or carried forward for adjustment against income from other business. They can only be adjusted
against income arising out of other speculative transactions of the
same nature.
51. Suggestions made to us on this subject may be divided int()
two categories:( a) suggestions involving the replacement of the present
system either wholly or partially by a new system: .namely,
(i) averaging of. income and losses over a period to be specified, in preference to the system of set-off and carryforward of. losses; and . .,
(ii) introduction of the system of adjusting losses of a particular year against profits of earlier years (carry-back)
or .of a mixed system involving both carry-forward and
carry-backward of losses;
(b) suggestions for liberalising the scope and operation of the
present law: namely,
(i) removing the present restriction against the settjng off
of :carried forward' loss against profits of the same
business, profession or vocation in subsequent years;
(ii) allowing losses arising under all heads of income and
not only under the head of income 'business, profession
or vocation' to be carried forward for being set off
against profits of subsequent years;
(iii) allowing losses to be carried forward without' a time
limit; and
(iv) deletion of the special provision relating to speculation
losses.

Suggestions made

52. Of the methods available for absorbing losses in the income
stream the averaging of income and losses overAveraging
a peridd of years is a logical sol~tion but it has
practical limitations. The essence of the proposal IS that taxable
income of each of the years comprised in the 'averaging period' is
worked out every year by dividing the aggregate of profits and losses
by the number of years. A further tax demand is made or a refund
of tax already paid is given, as the case may be, as a result of such
re-assessment.
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53. The working of this system would depend upon the length
of the period that is adopted for averaging. The administrative
convenience of keeping records would suggest a short period while
·in order to be equitable a fairly long period is indicated. Wherever
this system has functioned, the period has generally been between
three and five years. The disadvantage of a short period is that,
if losses are incurred in a majority of the years comprised in
the averaging period, the assessee will be denied altogether the
'benefit of absorbing them. This will particularly affect new undertakings which usually sustain losses in the early years of existence
.and look forward to loss-offsets in. subsequent years. This is an
important factor to ·be reckoned with in this country in view of
the planned.
programme
of industrialisation.
,
.
54. The averaging system has other disadvantages also, mainly
of an administrative character. The computation of the tax will
become more complex and uncertainties will arise in estimating
refund claims which will ultimately make· it difficult to forecast
budget estimates. Appellate decisions, which take some time, will
introduce further complications. In fact, the longer the averaging
period-and it must be long enough if it has to achieve the desired
{)bjective-the greater would be the difficulties in this respect.
55. We are, therefore, of the view that averaging, as a device for
loss offsets, has serious practical limitations: it is not likely to be
-equitable as among tax-payers, apart from the administrative difficulties that it would give rise to. It may be mentioned that a threeyear average was in force in' U.K. up to 1926-27 and the evidence
led before both the Royal Commission on Income-tax, 1920, and the
(Tucker) Committee on the Taxation of Trading Profits, 1951, shows
that business interests did not favou~ a system of averaging in preference to carry-forw:ard or carry-backward of losses.
56. The second main suggestion that has been made to us is for
jntroducing the principle of carrying losses
.Carry-back .,•.
backwards
for set-off against profits of the past
carry-forward
years instead of the future year~. The precise
suggestions are (i) that an assessee should be given the choice
between the 'carry-back' and the 'carry-forward' methods and (ii)
that losses should first be carried back for a specified number of years
·.and the remaining loss, if any, should. then be carried forward.
57. 'Carry-back' implies adjustment o:£ losses against income
-earned in the past upto a prescribed number of years. The taxable
incomes, and the tax liability, for the years afiected are re-calculated,
and the consequent refund of tax is allowed to the assessee. In the
carry-forward system no refund is involved; tax relief takes the form
of a reduction in the taxable income of the future years.
58. The mairi justification of the 'carry-back' system is that adjustment o:£ losses under it is a matter of certainty. The profits of
the past years are a known quantity and the assessee gets a cash
·efund in the year in which losses occur. Under the 'carry-forward'
:System, adjustmen~ of losses is dependent on profits emerging in
future. If, however, it is assumed that profits occur more normally
than losses, the advantage of either system depends on the rates
of tax in the past and the prospective rates of tax. From this point
of view, there is hardly anything to choose between the two systems.
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59. The 'c:arry-back' system has certain drawbacks. The new
concerns, which usua~ly-sustain losses in the initial years, will have
h3:rdly any past profits for adjustment of their losses. Even if a
mixed system, based partly on 'carry-back' and partly on 'carryforward' systems· is introduced the advantage gained by older 'nd
~ell-_establi.shed concerns will be greater than by new concerns and
1t Will place the fanner in a better competitfve position in the
market. •
60. In addition to the major objection mentioned above the
•carry-back' system implies comparatively greater administ;ative
complications than the 'carry-forward' sysitem. Either claimants
of refunds will have to wait until appeals are disposed of finally or
the Income.:tax Department will have to revise the assessments every
time changes are made on appeal. The reopening of assessments
under section 34 of the Income-tax Act will further complicate
matters. Apart from this, the work in the income-tax office will
also increase as, every time a loss has to be set off backwards, the
records of at least three or four immediately preceding years will
have to be gone into and the liability to tax for some of those years
re-calculated.
61. For the reasons set forth above, we are opposed to the in- ·
Losses In the last ·
traduction of the 'carry-back' system. except in
year of business
circumstances where it may be impossible to
adjust losses against future years owing to the
cessation of business, profes~ion or vocation. As a provision of this
nature is susceptible of misuse, we would suggest that it should be
applied with certain safeguards as indicated below. It should .not
be extended to a company unless it is wound up compulsorily under
the orders of a court. Nor should it apply to a Hindu· undivided
family on partition. As regards individuals, it should apply when ·
the business, profession or vocation is permanently giscontinued
and where such discontinuance is brought about by circumstances
outside the control' of the assessee, e.g., at the time of his death.
We would not, however, recommend its extension to partnerships
as the interests of the individual partners will be looked after under
the previous suggestion.
·
We suggest that such losses should be carried backward for one
year and should be set off against profits arising from any source
in the preceding year.
62. A refinement in the 'carry-forward' system, that has been
·
suggested to us; is· that losses sustained by an
Types or losses to
assessee under any head of income, and not only
be carried forward
from 'business, profession or vocation'. should be
allowed to be carried forward and set off against future profits. The
argument is that, as income from all sources is taken into account
collectively for tax purposes, so should all losses be comput.ed and
adjusted collectively. Although the argument seems plausible on
the face of. it the benefit to the assessees from the removal ·of the
present restriction will, in p~a~tice·, be illusory. Ther~ is hardly
any possibility of a loss arismg from .salary, from Int~rest on
securities and from property excep~ when In the_ latter, two mstance~
borrowed capital' comes into the picture. A~ regards other sources
of income assessable under section 12 of the Income-tax Act, ,the
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position is practically similar. We are not, therefore, in favour of
amending the law as suggested.
63. The present provision, which restricts the adjustment of the
carried forward loss against the profits of the
i,ern~df cri.r:Jsix subsequent years, has been criticised. It is
war pe
stated that the limit placed on the period is
.arbitrary and that, if income-tax is not to fall on capital, the entire
loss arising should be absorbed by the income of the subsequent
years. We understand that the six-year period was introduced on
the recommendations of the Income-tax Enquiry Committee, 1936,
which had indicated illustratively that the period might be fixed at
six years. On the other hand, it has been- argued before us that
losses ordinarily get absorbed in six years and, if they do not,
the concerns incurring them are hardly likely to continue in business
.any longer. This seems to us to be in itself a refutation of the argument ordinarily advanced that an extension of the six-year period
will lead to a substantial loss of revenue. We are also not impressed
by the administrative objections raised against the extension of the
period, viz., that it will lead to greater burden on the Income-tax
Department by necessitating the maintenance of records for long
periods. All that is necessary in the circumstances is that the last
.assessment order should specify the amount of loss to be carried
forward to the next year.
We are, therefore, of the opinion that losses of this nature should
be allowed to be carried forward indefinitely, i.e., until they are
iully absorbed.
,

.

64. Another suggestion that has been made is that the present
cs , b in
restriction on the adjustment of the carriedame us ess
forward loss of a business against the income of
the same business should be abandoned. It is pointed out that apart
from the difficulties of interpretation of the word 'same' it is not
-equitable that the .loss offset should be restricted on arbitrary
grounds. The rates of taxes have also steeply risen since 1939 and
the situation has altered materially from the point of view of the
assessee since then. We recommend that the restriction for loss
<>ffsets against the same business should be removed, subject to the
'Safeguard that the business in which the loss is occasioned is carried
<>n by the same assessee in subsequent years. We also suggest that
the working of this recommendation should be reviewed after five
years.
65. Another · suggestion that has been made is that the carried
forward loss from a business, profession or
'Set-off
of carried- vocation should be set off against not only the
forward busibess loss inco:::ne from any other business, profession or
against non- usiness vocation but also against any non-business inincome
come, i.e., income falling under heads other than
'profits and gains of business, profession or vocation'. The argument for the acceptance of this suggestion is based on the consideration that while the tax is laid on total income, the losses from all
-sources should also be aggregated for set-off. The principle is recognised in so far as the income and profits of the same year are con<:emed. The extension of the principle to the adjustment of the
carried-forward losses in future years is not free from difficulties
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such as the possibility of creating artificial losses where business is
only a side-line. On the other hand, we think that the business
should be allowed a period of one year to recover and should not
have to face the possibility of the payment of the tax on non-business
income in the next year by drawing upon its capital. From the very
nature of the issues involved, the acceptance of the suggestion in its
original form is impracticable. We, therefore, recommend that
carried-forward loss from a business, profession or vocation may be
allowed to be set off against 'non-business' income of the year next
following the year in which the loss arises, provided that the business, profession or vocation, in respect of which the loss arises, is
carried on by the assessee in the subsequent year.
66. The differentiation made between losses from speculation and
other losses (vide the amendment made to
Losses from specusection 24 of the Inco~e-tax Act by section 2
latlon
of the Finance Act, 1953) was strongly criticised
by some of the witnesses. This amendment, it has been claimed,
was effected to co'unter the tendency of claiming speculative losses.
without bringing into account speculative profits, and of 'buying up'
of speculative losses.
67. There are three main criticisms of this enactment. Firstly,
it has been represented that it violates the basic concept of 'total
income' in the Income-tax Act by including speculative profits in the
income chargeable to tax while excluding speculative losses from
the computation of the total income chargeable, except to the extent
of any speculative profits available. Th~ second objection is that the
enactment hits not only 'bought up' losses but all speculation losses;
that it hits not only the tax-dodgers but all persons who carry on
speculation and that, in this process, it not only affects adversely
business enterprises in general but also has repercussions on the
working of stock and other exchanges. Lastly, the enactment is
criticised on the ground that with all its resulting inequalities, it is
at present of little use to the revenue authorities as it has come in
when the contingency, if any, that gave rise to it, has practically
disappeared.
68. In discussing this point it is useful to bear in mind the
fact that even under the present law in regard to which complaints have been made, the following types of transactions are
not treated as 'speculative':(a) a contract in respect of raw materials or merchandise
entered into by a person in the course of his manufacturing or merchanting business to guard against
loss through future price fluctuations in respect of his
contracts for actual delivery of goods manufactured by
him or merchandise sold by him;
(b) a contract in respect of stocks and shares entered into
by a dealer or investor therein to guard against loss in
his holdings of stocks and shares through price fluctuations; and
(c) a contract entered into by a member ot a forward market
or a stock exchange in the course of any transactions
in the nature of jobbing or arbitrage to guard against
loss which may arise in the ordinary course of his
business as such member.
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69. Genuine hedging transactions, which are undertaken in the
normal course of business, have thus been excluded from the scope
of this legislation. Departmental instructions have further been
issued to the effect that, in respect of hedging in raw materials, the
Income-tax Officers should not be too particular about the quantities and timing so· long as the transactions constitute genuine
hedging.
· .
70. The criticism of the present provisions takes two contradictory lines. It is claimed that the amendment is not effective as it
is even now possible to 'buy up' losses under the guise of hedging
and that, it is inequitable as all the genuine hedging transactions
·are not excluded. It is also argued that it is not possible for the
law to circumscribe speculative· business within a legal definition
and that the best remedy for the situation confronting the Incometax Department is to examine the accounts more diligently than at
present. We are of the .view that transactions of the nature of
'buying up' of losses or of keeping speculative profits out of books
cannot be located merely through the examination of accounts as
these are not maintained, .according to the Income-tax Investi. gation Commission which examined this matter, in a satisfactory
manner. We are, therefore, unable to agree that there is no justification for some provision to prevent the adverse effect on revenue
of such transactions escaping taxation. It appears to us that the
present provision in the law is the only way in which it can be
done, viz., to define ·speculative transactions and then to exclude
genuine hedging from its scope. We, therefore, do not agree that
the amendment inyolves any violation of the true concept of 'total
income'. So long as the transactions in question lead to loss of
revenue, and they cannot be discovered by the ordinary means at
the disposal of income-tax authorities, it is legitimate, in our
opinion, to invalidate them for income-tax purposes.
71. Some witnesses have suggested that speculative transactions
should be ignored altogether for income-tax purposes; we do not
think that. this is a f~asible proposition.
72. We have recommended elsewhere that the present time-limit
of six years for the carry-forward of losses should be removed
altogether. This will apply equally to speculative losses, except
that they would be available only for being set off against income
from speculative transactions.
73. A company has a legal status, separate from its shareholders,
which remains intact although the shareholders
.
Set-off or. .carr1ed.. may go on changing from year to year. It is
forward losses Incur·
·
red by a company
thus possible
for a f ew persons to acquire
th e
shares of companies, which have sustained losses
in earlier years, and then commence to carry on profitable business
through such companies; they will, in this way, be able to reduce
their tax liability through securing set-off of losses of earlier years
made when the shares in the comp!.ny were held by different
shareholders.- It has been suggested, in order to safeguard
revenue against loss arising from transactions of the kind mentioned above, that the set-off loss against subsequent profits of

-
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companies should be allowed only if the shareholders in the year
when income is earned are substantially the same as those in the
year when loss occurs. ,
74. We think there is justification for enacting a provision of
this nature. We, therefore, accept the suggestion, subject to the·
condition that its application should be restricted to companies 'in
which the public are not substantially interested' (according to the
definition of this term that we have _su~gested in the chapter on
"Taxation of Corporate Profits-II").

CHAPTER V
DEPR~CIATION

ALLO'VANCES

The present law on depreciation allowance is contained in
clauses (vi), (via) and (vii) of sub-section (2)
Salient features of
of section 10 of the Income-tax Act. Depreciadepreciation allowtion is allowed under these provisions only up to
ances
an amount representing the original cost of an
asset to the assessee; and it is permitted on what is known as the
'written down value' basis on all assets except ships ·(other than ships
ordinarily plying on inland waters) in respect of which it is allowed
on what is known as the 'straight-line' method. The cost of replacements is allowed as a deduction in lieu of depreciation in respect of
certain assets. Depreciation unabsorbed against profits in any year
is allowed to be carried forward indefinitely; precedence, however,
is given in the matter of set-off to losses that are carried forward.
2. As regards the assets on which depreciation is allowed, these
may be divided into three broad categories, viz., (i) plant and
machinery, (ii) buildings and (iii) furniture. Depreciation is adm;ssible for only such of the above-mentioned assets as (a) are owned
by the assessee and (b) are in use during the relevant accounting
year for the purpose of the business under assessment.
3. lhe amount of depreciation admissible in each accounting
year is a prescribed percentage of the written down value. These
percentage rates have been fixed keeping in view generally the
.estimated life of each asset. Rates have been fixed on an 'item'
basis (i.e., for individual items of plant or machinery such as motor
.cars, typewriters) as well as on a 'group' basis (i.e., overall rates
prescribed for the entire plant and machinery used in specified
types of industries such as flour mills, sugar factories) for certain
industries. The amount of depreciation allowance for any year in
respect of an asset is proportional to the number of months of its
use in the year. Extra-shift allowance is admissible for certain items
.of plant and machinery, working in double or multiple shifts.
4. Where an asset is sold or discarded or demolished or destroyed
in any year, the difference between its written down value and the
sale or scrap value is allowed as a deduction in such a year; this
is usually referred to as the 'balancing allowance'. If the sale
proceeds, etc., exceed the written down value, the excess of the
sale price over the written down value is treated as taxable profits.
'This excess is known as a 'balancing charge'; it is limited to the
.difference between the original cost and the written down value.
any part of the sale price realised over and above the original cost
·being treated as a capital receipt.
5. Provision also exists for depreciation actually allowed or
notionally allm.xred, under the taxation laws of Part B States before
their financial integration, being taken into account for depreciation
11urposes under the Indian Income-tax Act.
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6. The validity of the
"Basis of deprecla·don: original and
.replacement costs

~riginal

cost basis of depreciation has been

quesbon~d on the gro11;nd that it embodies the

assumptiOn of stable pnce levels; for, the depreciation allowance admissible at present enables
a fund to be built up, free of tax, which approximately equals the replacement cost only if the latter were equal
:to the original price. If replacements fall due in a period of extended
inflation, the normal depreciation reserves will obviously be inade.quate relatively to the requirements of replacement of assets (even
:by like assets), as prices will have· substantially risen. Unless
:the shortfall can be met by raising external finance and I or by
.diverting other reserves, it would not be possible for a business to
preserve intact its physical assets. It is argued that, if such a
,situation Were allowed to arise, production would be affected
.adversely and, therefore, in the long run, revenues also.·
7. It is further stated that prices of capital assets have actually
:risen considerably in the post-war period, but no increase beyond
tOriginal cost has been permitted in the depreciation allowance.
'The internal sources are also not sufficient to meet the reasonable
needs of industry, this being ascribed directly to the taxation _policy
.of Government during the War. The tax rates; including the
. incidence of excess profits tax, during the War, absorbed as much
.as 60 per cent. of the profits even in the case of companies and
-much higher in the case of proprietary business involving high
~incomes. At the same time, circumstances have not been favourable
-for securing funds from the capital market or from any .other ex~ernal
:source. Industry has, thus, been confronted with the grave problem
.of replacement of fixed assets; and it is suggested that special tax
:.reliefs should be provided to enable it to overcome this difficulty.
8. In this connection, theoretical support is sought to be
secured for a 'new look' at the problem of depre·Revalorisadon :
ciation allowances by invoking the doctrine of
.case for and against
revalorisation.
Revalorisation is normally
interpreted as a restatement of fixed assets in the balance sheet in
·terms of current values, though logically it ought perhaps to be
-taken to apply over the whole field of the balance sheet. Whether
,applied to fixed assets or over a wider field, revalorisation has
meaning only on two basic assumptions, viz., that the price level
~has risen very steeply and that it is likely to remain at that level
-'for a considerable length of time. Where the latter condition is
:not fulfilled, revalorisation does not solve the problem created by
. a price rise unless it is identified with the concept of continuous
:revaluation. And that is in fact what the strict application of the
-theory of revalorisation sets out to do, v~z., ~o ~eek a periodical
::.reappraisal of asset values by the use of price Indices.
9. We find it difficult to accept the validity· of the theory of
:revalorisation. To expect a stable level of prices over a continuing
period is unrealistic and not ~n accord w~th economic. histo:Y; ~nd
·the risk of gain or loss resultmg from p:rce changes IS an I?evita-ble adjunct of a monetary economy. To pick out one form of mcome
--or wealth such as fixed assets used in business and attempt to
-secure for them some kind of a stability of value in real terms is
...neither equitable nor practicable. Thus, write-up of assets would
·.tantamount to a subsidy of business income, while other incomes,
-though equally subject to the strain of rising prices, would
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be denied the subsidy. Moreover, rising prices, while increas1ng
the costs of replacement for business, also reduce the real burden
of its contractual obligations, which may, in some cases, be more
than a set-off against the former. There is also the fundamental
objection that, in an age of technological advance, it is rarely
possible even physically to repeat an equipment manufactured
many .years ago with the result that replacement, even in normal
times, almost always includes elements of improvement of varying.
degrees of magnitude. ·Nor must it be forgotten that replacement
is not necessarily occasioned by physical depreciation of an asset to
the point of exhaustion; on the contrary, it is often the result of
other factors ~uch as technological change, intensity of competition,
availability of capital, rates of corporate taxation and general
industrial outlook. Revaluation of assets with its necessary implica·
tion of depreciation allowances in excess of original· cost, benefits
established and stationary business units, especially such of them
as have delayed replacing their assets as also those which deliberately
retain obsolete plant as a stand-by for emergency use, while
new business units and old business units which have followed a
progressive policy regarding replacement or gone in for expansion
are left without ·any special favour from the exchequer. There is
also the extreme difficulty of devising a workable method of applying continuing price changes for revaluation of business assets of
various kinds and ages~ There· is the ·further fact that revaluing
assets in terms of current ~prices would prove a source of embarrassment to business interests themselves during periods of falling
prices, while during periods of rising prices, Government may well
claim some measure of detailed control in the ·matter of replacement, as they will have to bear the brunt of the extra cost of
replacement through a system of appropriate tax relief. In the
circumstances, we cannot but reject the principle of revalorisation orcontinuous revaluation not merely as defective in theory, but certainly as unworkable in l?ractice.
10. Objections of unworkability in practice though not of in-·
equity in theory, are perhaps not so strong in the case of a modified
form of revalorisatio~, where there is only a single act of revaluation of assets ·to provide a basis for tax allowance for an indefinite
period, but objections in terms of equity are so strong that they
can be set aside only on the ground of overwhelming public interest
such as exists when prices have risen so steeply and there has been S<>
large a degree of inflation that any statement of the value of assets
in terms of their original money cost ceases to have any meaning.
This was the case when· fixed assets were revalued in Austria
between 1922 and 1924, in · Germany in 1924, in France,
Germany and Belgium after World War II, and in Japan in 1950. But
that is not the case now in India where the degree of price rise is
comparatively modest in the context of inflation and where the rise
in the prices of capital assets is even less, being .of the order of about
150 per cent.
·
11. It may be conceded, however, that, while there is not such
.
a rise in prices of assets as to justify revalorisaProblem or replace-- tion of business units in India, there is a substanrnent in Indian indus. tial rise in replacement costs as compared with.
try
the original costs of the assets concerned..
Suggestions have been made that, failing revalorisation, the
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problem ~f repla,c~m~nt costs could be solved either by ad hoc
Increases m depreciat~on allowances or by treating replacement
.costs, when ac~ually mcurre~,. as a revenue expenditure either
wholly or partially or by giving tax relief on that portion of the
pro~ts as is used for financing replacement. All these are but
various ways of tax r~li~f, direct or indirect. Tax relief either by
way of larger depreciation allowances or otherwise is however
·only one of the ways of finding the additional funds ~equired fo~
replacement. Moderation in the declaration of dividends and
larger retention and reinvestment of profits is another way. Yet
another way would be the provision of loan finance· at concessional
rates by a State-sponsored financial institution.
·
. ~2. Y/ e would a.dd, .however, that, irrespective ~f • cause, any
Indicati<;m of a declm~ In the potential of industry even to continue
production at the existing level because ·of inability to replace
worn-ou~ asset~ woul~ be a .serious natio11-al problem. It would be
po~r pohcy to I~lVest m new concerns, whether in the public or the
pn~ate sector? If the productive capacity of established under~akmgs were In danger of deterioration due to difficulties of financmg replacement. Whether such a situation of the nature of a
crisis exists _or not in India· is a question of fact and. cannot be
answered Without an analysis of the post-war situation in regard
to capital formation in the corporate sector.
.
13. In this connection, we would refer to the results of the survey
carried out by us into the finances of the corporate sector in
industry (vide Chapter VIII, Vo~ume I). The survey indicates
.broadly the dimensions of the problem in regard to the replacement needs of industry. Thus, it was found that the 492 public
companies for which data were obtained by issuing a special questionnaire, required, as of 1951, an estimated amount of -Rs. 16 crores
a year on an average for a period ·of fifteen years for replacing the
assets (excluding buildings but including plant, machinery and
other assets) acquired before 1946; and this represented the requirements at their maximum. These companies had, during the period
1946-51, an average amount of Rs. 11·5 crores per year of retained
profits, and Rs. 8·8 crores a year of additional paid-up capital,
excluding capitalised reserves of Rs. 7 crores. On the whole, the
·companies were able to undertake a gross fixed assets formation
during this period at a significantly larger rate than the estimated
average rate of requirements for replacement as given above: · and
this they were able to do from funds which they obtained from
their internal reserves or from the capital market. This fixed assets
formation, of course, comprised expansion as well as replacement,
and gives the position for all industries. If past performances,_
therefore, were to be regarded as an indication of the future,
replacement has not been such an intractable problem. for corporate
industry as a whole as would appear from the demands and statements of representative business interests.

14. There is no doubt that, while part of the reason for the
satisfactory state of affairs during 1946-51 was to be found in the
trend of . profits during the period,. part also lay in the significant
tax relief that the companies obtained either directly or indirectly
during that period. Among the items of relief should be mentioned
the abolition of the excess profits tax and the business profits tax
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and the tax relief of one anna in the rupee on undistributed pro..,.
fits. Of particular significance is the contribution made by the
system of special initial and additional depreciation allowancesinstituted during the period. It is true that these allowances did
not constitute any permanent tax relief. In fact, they were of
the nature of a tax-free loan by Government, but they were helpful.
in enabling industry to find funds from internal resources for re-placement and expansion. Thus, an initial depreciation allowance
on plant and machinery at twenty per cent. which is not deducted for·
calculating the written down value has been given since 1st April
1946; the corresponding rate is fifteen per cent. on buildings theerection of which is begun and completed between 1st April 1946
and 31st Ma~ch 1956 and ten per cent. for other buildings. Addi-·
tiona! depreciation, equal to the normal rate, was allowed from 1st
April 1949. These measures were designed to stimulate replace-·
ment of old assets and to encourage investment. The statisticar
data gathered by us shows that the liquidity position of 293 com..panies included in our sample survey was assisted by faster write..offs between 1947 and 1952 to the extent of about Rs. 14·5 crores~
For the corporate sector of industry as a whole, on the basis of the
ratio of paid-up capital, this yields an approximate figure of Rs. 36
crores; this figure is broadly exclusive of the new companies started after 1946, in respect of which initial and additional allowances
would also be fairly substantial. Initial and additional depreciation allowances are based on the current replacement costs of
assets. In the past few years, the grant of these allowances has
considerably increased the proportion of total depreciation allowed
on the basis of the capital goods prices of the more recent periods.
In effect, in the case of expanding concerns, these allowances have
provided substantial financial accommodation to meet the situation
arising from higher costs of replacement. Thus, in respect of 293
manufacturing companies which were in existence in 1946, of the
total depreciation allowed by the Income-tax Department amounting to Rs. 77 crores between 1947 and 1952, as much as Rs. 55
crores was in respect of assets acquired in or after 1946. Initial
allowances amounting to Rs. 18 crores and additional depreciation
of a somewhat lower order contributed very largely to this result.
It would be, however, correct to say that the problem of replacement has not been solved either for all industries or for all units in
each industry. Thus, e.g., industries like cotton textiles, jute and
iron and steel require some special attention. There is also the
problem of the smaller concerns which perhaps have not been able
to accumulate enough of internal funds, and, at the same time, find
it very difficult to obtain finance from the open market. Under
the circumstances, it may be necessary to make some other arrangements to assist particular industries and units, though a few of
them are probably to blame for their present plight and may need
to be protected compulsorily from a recurrence of the practices
that may have led them to their present position. vVe understand
that arrangements are being made to utilise the resources of the
newly formed Industrial Development Corporation to assist cotton
and jute textile industries in their replacement programmes. For
financing the replacement programme of the Iron and Steel industry, a loan of Rs. 10 crores is to be given to the Tata Iron and Steel
Company. Also in fixing the prices of steel and cement, additional
provision for depreciation has been taken into account.
Accom-
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modatiol\ by way of loans at moderate rates of interest through·
State-sponsored financial corporations, both at the Centre and in
the S.tates, seems to be peculiarly suitable to meet the special needs
of the bulk of these concerns. In addition, we are of the opinion
that the system of initial and additional depreciation allowances
instituted in 1946 and 1949 respec~ively should be continued for
another period of five years, after which there should be a review
of the position in regard to the problem of replacement in iildustry.
15. We would suggest, however, a change in the manner of
calculating depreciation allowances. Initial depreciati-on allowance
should, in our view, be taken into account for determining the
written down value of an asset. The proviso to clause (via) of
sub-section (2) of section 10 of the Income-tax Act requires that
depreciation allowances already availed of ·should be recalculated
after five years on the basis of the market value of the asset if
it is lower than the original cost, and the di.fference between the
written down values calculated with reference to the original cost
and to the then existing market price should be allowed as a further
deduction on account of depreciation charges. We recommend that
this provision should be deleted for all kinds of assets and that the
rate of the1 initial depreciation allowance in respect of plant and
machinery should, in consequence of these changes, be increased
from 20 per cent. to 25 per cent. of the original cost of the asset.
16. For certain industries, however, for which we want to pro..
vide special inducement for capital formation, we have recommend..
ed the grant of a development rebate which should .take the place
of the initial depreciation allowance and which would partake of
the character of a straight tax relief in place of the tax-free loan
that the initial depreciation now represents. We deal wit~ this
matter in detail in Chapter VII.
17. We now proceed to an examination of some questions relating
to the method, scope and rates of the depreciation allowances.

Depreciation, in its present form, is a matter of timing of
the allocation to expenses of the original cost of
Method of deprecl- assets. Various methods are adopted for char~
ation
·
ing depreciation. Of these, the two most commonly used are .the straight-line and the diminishing balance or written down value methods. . Some witnesses
have suggested the adoption of what has been called the 'free method'.
Under this method, tax-payers have full discretion to vary, within
the overall limit of 100 per cent. of original cost, the depreciation
charged from year to year; it may be increased, for example, in
good years and reduced in· years of poor working and low profits.
The main advantage claimed for this method is the stimulus it
could afford to investment. There is, however, a clear distinction
between faster write-off or accelerated ·depreciation on a systematic
basis and the unregulated variations that are permitted under the
free method. One of the basic functions of depreciation accounting
is the orderly charging of plant costs to operating profits so as to
lead to a proper ascertainment of annual profits and tax liability.
'rhis calls for the selection of a proper method and of rates which
would lead to an equitable periodic assignment of the total depreciable amount in respect of each asset over its useful life. The
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major defect of the free method is that it gives rise to considerable
uncertainty of tax receipts. The uncertainty is liable. to be magnified owing to possibilities of changes in rates of taxation,_ which
might themselves 'lead to fluctuations in the depreciation charged
. to take advantage of tax changes. Also, as depreciation allowances
provide. ready resources immediately, there are chances that the
amount of depreciation may be varied in response to the need for
resources; under the method, business funds are liable to be misdirected. Everything considered, we do not recommend the adoption of this method.
·
18. Under .. the straight-line method, the annual provision is
given by the original cost of an asset divided by the number of
years of its estimated or assumed life, i.e., the amount is distributed
in equal instalments over the useful life of the asset. Under the
written down value- method, a fixed percentage is charged for
depreciation each ye~r. It is not a percentage of original cost, but
of what .remains of the original cost after deducting the sum of
depreciation. allowances in the preceding years. The straight-line
method was replaced by the written down value method in 1939
on the recommendation of the Income-tax Enquiry Committee,
1936. !he Committee considered that the latter method ,was simpler
to operate as, unlike, the straight-line method, it did not require
identification of each asset. The identification of the asset, however, becomes important in the written down value method also
if an asset is sold, discarded, destroyed or demolished and if a
balancing charge, or allowance, under clause (vii) of sub-section
(2) of Section 10 arises, though these cases are not of frequent
occurrence. The real merit of the written down value method is
that it tends to equate depreciation plus maintenance e~enses over
the whole life of the asset. When the asset is new, maintenance
charges will be lower and depreciation higher than in later years
of the working of the asset. The method assists in reducing risk
since the larger part of the cost is charged off in the earlier years.
19. There are certain assets, however, for which the straight-line
method of charging depreciation is· more appropriate than the
written down value method. Some exceptions to the written down
value method therefore already find a place in the .income-tax law,
as for example in the case of ships other than those plying on
inland waters.
20. Certain interests, particularly electricity undertakings, have
brought to our notice the difficulties caused to them by the adoption of the written down value method for tax purposes in that
the Electricity (Supply) Act, 1948, provides for the charging of
depreciation .for purposes of working out the cost of the service
on· the straight-line method or the compound interest method.
This divergence creates a lack of correspondence between the book
profits and assessed profits. We recommend that in instances of
this nature the method statutorily provided for in the special laws
applicable to particular industries should be adopted for income-tax
purposes also.
Apart from the suggestion made above, we recommend that
no change is necessary in the method of charging depreciation allow~nce for income-tax purposes.
-
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21. According to the second proviso to clause (VlJ ·of sub-sectio:n.
(2) of section 10 of the Income-tax Act un•
· t'Ion can b e carrie
· d forward
'
?bsorb ~d d eprecia
Indefinitely, whereas losses can, at present be
carried forward only for six years under ~ub
section (2) of section 24 of the Income-tax Act. When losses and
unabsorbed depreciation occur together in the same year, the lawproviso (b) to sub-section (2) of section 24-provides that losses
will .have prio!ity for set-off against the subsequ~nt year's income,
the mcome bemg calculated, of .course, after charging depreciation.
It has been represented to us that losses carried forward from a
previous year should be allowed to be set off against the income of
a year before depreciation for the year has been charged The carryforward of losses being subject to a time limit and of unabsorbed depreciation being allowed indefinitely, the suggestion, in effect, involves
the conversion of losses into unabsorbed depreciation with a view to
availing of the facility of indefinite carry-forward which attaches to ·
the latter. We have recommended elsewhere that losses may be
allowed to be carried forward indefinitely. If the recommendation
is accepted, the proposal under consideration will cease to be of any
significance. We are, however, opposed in principle to the suggestion
made as it would involve a fundamental change in the method of
computing taxable income.

d
U .na b sorb e d
epre..
elation
and unabsorb..
ed losses

22. The suggestions made in regard to classification of assets are
of
twofold:-

Classification
aaseta

·

(a) proposals for changes in the present classification of
assets, and
(b) proposals for addition of new items to the list of assets
entitled to depreciation.
We have received a large volume of evidence in support of the
view that the present classification of assets is satisfactory.. Some
witnesses have, however, stated that the present schedule which was
drawn up a long time ago. does. not tak~ accou~t of the more recent
advances made in the engmeermg and mdustrial fields. They have
accordingly suggested a periodical revision of the schedule by a
technical body of engineers, accountants and tax experts. The ~
Central Board of Revenue has stated that suitable changes in the
dassification are made from time to ti!Ile ~n response to the rep.resentations received. Although the' system Is reported to be· working
fairly satisfactorily, a periodical rexamination of the classification of
assets has advantages. We suggest~ that the Central Board of Reve-;
nue should undertake a comprehensive revision of the schedule
classifying the assets for depreciation with a view to taking into
account the latest technical developments.
23. Depreciation is at present, admissible in respect only of
Additions to list of pl~nt, machinery, buildings a_nd. furniture. It
.assets entitled to dep- has been suggested that depreciation allowances
rcciatlon
should be granted in respect of certain other·
capital assets also, namely:(a) tangible assets:
(i) roads and bridges; and
(ii) buildings used for housing employees of a business;
31T MofF-6
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_(b) intangible assets:
(i) premia paid on leases;
. . (ii) patents; and .
(iii) goodwill.
24. Depreciation on assets such as roads and bridges has been
Depreciation on
asked for on the ground that these assets, like
d5
d brld 1 others, are liable to wear and tear. Depreciation
11
oa an
. ge
allowance is not admitted on these assets now
as the annual deterioration, apart from being very small, is effectively
taken care of by the deduction f~om taxable income allowed for·
periodical repairs. Roads and bridges have practically unlimited lifeif normal repairs are effected regularly, and a depreciation allowancedoes not appear to be called for. The present provision in respect of
these assets, which is in accord with practice elsewhere, seems to bebased on unexcep~ionable principles and, therefore, does not, in ouropinion, require any change.
.
· 25. The Income-tax Act allows depreciation on buildings u·
·
they are used for the purposes of a business,.
Depredation on
profession or vocation carried on by a taxbuildings used for
payer. Depreciation
is thus granted in re~
housing busineS8
. .
.
employees
pect of factory buildings, godowns, office build.
·
ings, etc. It h~s been suggested by somewitnesses that depreciation should also be admissible in respect of
buildings •use~ for the purpose of housing business employees. The
departmental instructions on this point issued by the Central Board
of Revenue are as follows*:"buildings belonging to the owner of a business and used by
him in order to house his employees are buildings used
for the purpose of business where the occupation by
· the employees of property owned by the employer whocarries on a business is subservient to, and necessary for,.
.the performance of their duties. In any other event ·
such buildings would be chargeable under section 9·
irrespective of the fact whether any rent is paid by the
employees or not".
Where the occupation of the property by business employees isnot subservient to, and necessary for, the performance of their
duties~ the employer and the employees are in the same position asany.·landlord and tenants, and income from such buildings is rightly assessable under section 9 of the Income-tax Act. The demand
for depreciation allowances on such property is thus linked up with
the general demand that depreciation should be an admissible deduction under section 9 of the Income-tax Act. This question has been
examined by us in Chapter VIII of this Volume and for the reasons
stated there, we do not think that there is any case .for allowing,
depreci~tion on such buildings.

26. It has been suggestecJ.' that the law should provide for depre.
.
ciation or amortization of intangible assets used
· Depre~iation on
for the purposes of the business, e.g., premia on·
lntangtble assets
leases, cost of patent and goodwill. As regards
the first two, we have already recommended in paragraph 23 of
Chapter IV that the expenditure involved should be allowed to b~
•Income-tax Manual, Part III (Tenth
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charged to revenu~ by_ spreading it ov~r a suitable number of years.
As regards goodwill, Its benefits are mdefinable and it is an asset
that can be manipulated at will in the balance-sheets· also it should
normally not depreciate and may appreciate as a con~ern ,progresses
H it depreciates this must be due to bad management and siffiil.ar fac:
tors and there is hardly any case for depreciation on such an asset. ,
27. The present law in regard to depreciation on leased property
has be_en. critic;_ised on the ground that it allows
depreciation o:rily to the owner of an asset and
not to a lessee. · There is, however,- no case
for a general · provision to the effect. t1iat depreciation should be
admissible to lessees of assets also, because in that case depreciation
on the same asset may be claimed twice, once by the. owner and a
second time by the lessee. The lessee is allowed full deduction of
the annual lease-hire and the lessor is allowed the depreciation. In
view of this, we do not see any justification for the suggestion maae.

D~pr~c:latlon on
teased property

28. While a few witnesses have stated that the present rates of
depreciation are excessive in some specific cases,
.
qwte
a Iarge numb er of persons have expressed
the view that the. rates are generally low and
need an upward revision. ·We have not had the time or the means
of carrying out an investigation of this matter which is essentially
of a technical nature. We suggest, therefore, that the Central Board
of Revenue should make an overall examination of the rate schedule,
together with the classification of assets referred to earlier.
·
R a te 11 o fd epre cla•
don

29. Rule 8 of the Income-tax Rules prescribes the rates of ·
depreciation on plant and machinery on an
Group ••• Item
item basis as well as group basis as explained at
basis
the beginning of the chapter. Assessees, however, have the option of claiming. the special rates of depreciation
in respect of certain specified categories of assets for which special
rates have been prescribed on the item basis.
30. Another of the modifications suggested is to the effect that
depreciation should be allowed on the basis of rates fixed with
reference to the estimated life of each type of plant or machinery. On
the other hand, certain witnesses have advocated that the group
basis should be generally extended by grouping together the various
minor assets in each industry so that the entire machinery .should
be entitled to depreciation at the rate applicable to the particular
industry. The question whether the group basis or the item basis
should be generally followed involves a detailed technical examination. On the whole, however, the present system appears to us to be
satisfactory. The group basis leads to a saving both in time and work
for the Income-tax Department, secures a greater simplicity from
the point of view of the · assessees and, in the long run,
does. not affect the total quantum of depreciation allowable to
any business concern. At the same time, the option has been given
to the assessee to daim the special rates applicable to individual
assets whenever such rates are higher than the overall rate fixed
for the industry concerned; this ensures that the interests of ass~
sees do not suffer even from the short term point of view.

M
31. It has been suggested ·by some ·Witnesses that.:-the;·:present
meth<;>d of restricting the-. amount :of. de})reciatior
Depredation based allowable in a year according to the number of
on months or use , months in the year for which the asset is used
should be replaced by the method which prevailed before
1948, according to which depreciation for the whole year was
admissible in respect of any asset acquired during any part
of the accounting year. It is stated that the new method involves
greater calculation work both. for the Income-tax Department
and the. assessees without serving any real purpose since the total
amount admissible over a nmnber of years is fixed. While it is true
that, in certain cases, where unusually high profits have been earned, an asset brought into use at the fag-end of the year may make
a material difference to the tax-payer's liability if there are no prospects of the same level of income being maintained in subsequent
years, the advantage to revenues in such isolated cases does not appear
to us to justify the additional labour involved in every case in the
application of the present method. We, therefore, recommend that
this practice may be abandoned by repealing the amendment of
Rule 8 of the Income-tax Rules effected in 1948 by Notification
Nq. 31-I.T., dated 15th May 1948.

32. At present, clause (vii) of sub-section (2) of section 10 of
the Income-tax Act, under which a balancing
Mo~ificatior)
allowance representing the excess of written
10 3
aec on
down value over the sale or scrap value is given,
applies only to buildings, plant and machinery. It has been
represented that the provisions of this section should be made applicable to furniture also. We are informed that this is being done
alre.ady under executive instructions. We, however, recommend that
this should be provided for statutorily by a suitable amendment of
the law.
33. Some witnesses have suggested that the excess of sale pro<!eeds over the written down value of an asset which is now brought
to charge to the extent provided for under clause (vii)of sub-section
(2) of section 10 should be excluded for purposes of taxation, provided
the sale proceeds are utilised for financing the replacement of that
asset. We think that the suggestion is reasonable and should be
. accepted subject to:
(i) the amount saved from taxation being set off against the
original cost of the new asset before depreciation is
charged on it, and
(ii) the new asset being purchased within two years of the sale
of the old asset.

{vn{

34. Under the Indian Income-tax Act, the written down value of
any asset for depreciation purposes is computed
Depredation
on by deducting from its original cost the amount
asseta used in Part B of depreciation actually allowed in the past.
5tates
When the law was extended to Part B States on
their financial integration with India, the same provision was applied
to them. In some of the Part B States which had their.own incometax laws in force before their financial integration with India, the
law provjded that, in computing the written down value~
all depreciation notionally allowable (in respect of the past years)

8:1
would be dedueted. In the ease of these States, this provision .
was retained by suitable enaetment of an explanation in the Taxa·
tion Laws (Part B States) (Removal of Difficulties) Order, 1950•.
We understand that this was done with a view to continuing the
position as obtaining in those States before their financial integra·
tion. A distinction thus came to exist between such States and
States which had no income-tax law in force in their territories before
their financial integration with India; in the latter States, depre.
ciation was allowed on the basis of the full original value irres.
pective of the period for which assets had been in use. Some wit·
nesses have represented against this discrimination and suggested
that business concerns in the States concerned by the orders of 1950
should also be allowed to charge depreciation on the full original
cost as in the other States. A more logical way of ensuring unifor:mity would have been to provide that the assets of all old concerns
coming under assessment for the first time should be written down
to take account of the ·wear and tear which had already occurred
so as to prevent their getting in future assessments depreciation on
past wear and tear. The distinction is sought to be justified on the
ground that at the time of the financial integration, the Government
of India took up the thread only at the point at which the individual
States had left it. In the process, business concerns in the States
which had no income-tax before integration undoubtedly gained
some advantage. But this affords no justification for a general
departure from the basis of written down value in States which had
an income-tax system at the time of financial integration.

CHAPTER VI
T~TION OF MINING INDUSTRIES
The spokesmen of.. the mining industry have made the following
suggestions to us for amending the present Income-tax Act so as to
provide for the special needs of that industry:. (i) depletion of the .wasting .mineral assets should be treated
~s .a deductible cost in determining the net taxable
Income;
(ii) certain items of expenditure· which are not ·now allowed
as 'deductible' for taxation purposes but which are
peculiar to and essential for mining operations should
. be allowed; and
_ · ·
(iii) special tax concessions should be given as an incentive to
further effort in the development of this key industry•
. · 2. It has been pointed out to us that, with the exception of bedded
minerals. such as occur on or near the surface, and which can, there_'f.~re, be extr~cted withqut -any appreciable · capital outlay, the
exploitation and development of mineral resources involve, generally,
operations of a more costly, hazardous arid uncertain nature than in
other enterprises. Large-scale investment of capital is needed, and
the risk involved is appreciably greater, than in ordinary trading or
manufacturing industries. Capital has to be locked up for a relatively longer period ·owing to the delay that is necessarily involved
in the discovery of minerals. A large amount of abortive expenditure has also to be incurred before a commercially workable mine
is proved. The prices of minerals, it is stated, are governed by world
market conditions to a much ·greater degree than those of other
industrial goods; the profits, therefore, are more uncertain. It has
been represented to us that these factors have proved a serious disincentive to the development of mineral resources in this country,
particularly deep mini,ng and oil mining. On the other hand, the
importance and urgency of the dev·elopment of the country's mineral
wealth is well recognised. It has, therefore, been contended that
not only should the income-tax law provide for a- fair and just treatment of various types of expe_nditure which have to be incurred
by mining concerns. so that they, like other industrial concerns, can
recover, free of tax, the capital sunk by them in the business, but.
that special tax incentives should also be provided to stimulate the·
development of the industry.
3. We are of the view that the mineral industry in India in general is yet in an undeveloped state and requires encouragement.
Hence we accept generally the justification given above for treating
the mineral industry in India on a special basis for income-tax purposes. We recognise that the Indian mineral industry competes on
uneven terms with foreign mineral industry as the latter receives
special tax concessions in most ot the advanced countries of the
world. We briefly review in the following paragraphs the directions in which special provisions are necessary and indicate the
extent to which we recommend their adoption.
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... ' 4. Mining operations, 'Ye understand~ involve expenditure of the
. followmg types:-

"Type• or expendl"ture Incurred by
:mln.lnc concerns

(i) expenditure on the' acquisition of mineral property or th~
right to work mines;
.
'
(ii) pr~limfnary expenditure on exploration, i.e., expenditure
mcu~red for the purposes of ascertaining the existence~
. lo~abon, ex~ent an~ quality of any deposit of ore or
mmeral (this also Includes such portion of the expeniliture as proves to be abortive); ·
·
(iii) expenditure on the ·development of a mine or other
natural ·deposit after 'the existence of ores or minerals
in commercially marketable quantities has been duly
established after exploration; and
(iv) capital expenditure, on buildings, machinery 'or plant other
than that included in (ii) and (iii) above.
· ·
. The admissibility from the income-tax point' of .view of each
:type of such expenditure is examined below.
.
.
5. Expenditure on the acquisition of mhierals, . or of rights : to
work minerals, generally consists of:-

Acquisition cxpen..Uture

(i) dead rent and surface rent for the surface area used which
is usually pay~ble annually;
(ii) royalty payable periodically; and .:.
(iii) a capital ·sum in lieu of, or in addition to, royalty, in the
form of a premium on lease. or· of salami: .
. 6. (i) Dead rent and surface rent._:_Dead .rent and surface rent
.:are allowed as deductions under the present law.
·
'
7. (ii) Royalty.-Royalty may be payable on the basis ·qf production or on the basis of profits, or on the basis of a:combinatiori-of
the two. For income-tax purposes; where royalty is considered: as a
·charge on the profits of a business, it is treated as an admissible
·deduction. Where it is considered as a payment in the nature of
sharing of profits after they are earned, it is not allowed as chargeable expenditure. The true nature of the payment, and not the mode
-of its determination, is the deciding factor, and· must necessarily
depend on the facts of each. case. Where royalty is payable on the
basis of production, it is clearly admissible. Where, however, it is
payable on the basis of profits, the Income-tax Officer will have to
consider its true nature by construing properly the agreement .
.under which it is payable.
8. Royalty which is held, on the facts. of a case, to be im applica·tion of profits is, therefore, not admissible under the present law. ~s
~xpenditure wholly and exclusively laid out for the purposes of
business. Such. cases are, however, not likely to aris·e in future as
with effect from 25th October 1949 royalty is to be. calculated at
rates specified in the First Schedule to the Mineral Concession
Rules, 1949, which are based on production and not on profits. The
"treatment of royalty based on profits is, therefore, a material
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question only in respect of lease agreements entered into before25th October 1949. One way of escaping income-tax liability in.
such cases is to re-negotiate lease terms regarding royalty and to
express them in terms of production. But we realise that there
are factors which make it difficult to reach a new agreement.
Where the royalty is less than that calculated according to the·
Mineral Concession Rules, the lessee will not agree; and, where it.
is more, the lessor will object. There is, howev~, justification in·
the demand that such royalty should be treated as an admissible
expense of business. We recommend that the Central Board of
Revenue should issue executive instructions allowing this as a
special measure. The amount which is admitted should not exceed
the royalty computed in accordance with the rules laid down in the,
First Schedule to the Mineral Concession Rules, 1949.
9. (iii) Premium on mining leases.-The Mineral Concession·
Rules, 1949, prohibit any person, granting or transferring a prospecting license or a mining lease or any right, title· or interest in any
such licence or lease, from charging any premium in addition to orin lieu {)f the prospecting fee, surface rent, dead rent or royalty
specified' in such licence or lease. The question of capital expenditure. on the acquisition of mirierals, or of the right to work minerals
can arise, therefore, only in connection with leases taken out beforethe· Mineral Concession Rules, 1949, came into force, or for mineral
rights acquired outside India. We have already made recommendations in Chapter IV that such expenditure should be allowed as a.
charge against profits spread over a specified number of years.
10. It has been claimed that all expenditure incurred by a taxpayer on exploration, whetper it relates to an
Exploration e:z:penexisting undertaking or to a proposed underditure
taking, whether it is incurred before or afterthe commencement of production and whether·
it relates to the same geological '.area' or not, should be treated as.
admissible expenditure. We are of the opinion that such expenditure is an essential preliminary to establishing the occurrence of
deposits in a particular area before actual mining operations can
commence, and for maintaining production after it has ·started. No
mining business can commence without exploration, nor can it be
maintained without further exploration. We, therefore, recommend
that exploration expenditure should be treated for tax purposes as
admissible expenditure in the following manner subject to our
observations in paragraph 25:(i) expenditure which results in tangible assets should be
admissible for depreciation; and
(ii) expenditure which results in intangible advantagesshould be amortised.
11. Exploration expenditure which proves abortive (i.e., expendi-

ture by which no asset of any kind is improved,
created or acquired, and from which no advantage or benefit:i of any kind results) needs
special consideration. Such expenditure is, at
present, treated as inadmissible expenditure on the ground that it is
expenditure incurred in an attempt to create a new capital asset. It is.
urged that this practice needs modification in view of the fact that not.
Abortive
e~pendi·
ture.on e:z:ploradon
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only is exploration essential to the commencement of a mining business b}lt, ~ the very nature of things, a part of the exploratory
operations IS bound to be unsuccessful and abortive; several holes.
may ha.ve t~ be dug up and aband~:med before a commercially workable rmne Is proved. We have given careful consideration to this.
matter, ~nd we recommend that abortive· expenditure in mining
explor~t1.on should be treated as having been laid out wholly and
exclusively for the purposes o.f the business and should therefore
'!>e regarded as an admissible expenditure, subject to our observation;
m paragraph 25 below.
12. The third

main category of expenditure is· that on thedevelopment and maintenance of mines.
ReDevelopment expen- presentations have been made to us that such
cUture
expenditure is not usually allowed under the
present income-tax law. We are of the view that expenditure of
this nature is an essential requisite for the successful working of
any mineral industry and that it stands on the same footing as
exploration expenditure for the purposes of its treatment for incometax. We would, therefore, suggest that all development expenditure
should be charged to revenue in the ~allowing manner:- ·
(i) that incurred on tangible assets should be admissible for
depreciation; and
(ii) that incurred on intangible benefits should be amortised.
13. There are two methods by which expenditure of the types
B.x e dltur
mentioned above, other than that incurred on
qui~idon, e:pi!rati~; depreciable assets, should be charged off in the
and development
accounts:(i) amortisation over a period of years; and
(ii) charging it to revenue in the year in which it is incurred
which is ordinarily known as 'expensing'.
.
14. There is unanimity among the witnesses that expenditure on
acquisition of leases etc., should be amortised, but there are differences of opinion regarding the exact treatment of the other types
of expenditure.
Some of the witnesses have suggested that a distinction should
be drawn between:
(a) expenditure incurred in the pre-production period, and
(b) expenditure incurred after production starts.
The former should be amortised while the latter should be charged
to accounts as revenue expenditure in the year in which it is
incurred. For example, it has been suggested that the cost of original
shafts should be amortised but once the reserves are established,
the cost of subsequent shafts or extensions to shafts or other
development expenditure should be charged to revenue. The justification for the latter is that it pertains to the search for raw
materials of the business and is, therefore, admissible properly as a
revenue charge.
15. The suggestion for such expenses being allowed to be charged to revenue is made on the analogy of the provisions contained in
the Internal Revenue Code of the United States of America, which
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-permit exploration and development expenditure· to be 'expensed•
under certain conditions. Adoption of similar. provisions in ·the
Indian Income-tax Act does not, however, appear to us to be proper
:mainly for two reasons. First, such a provision ·will not be equally
beneficial to all assessees in the present stage of development of the
Indian mineral industry.- It will benefit only those concerns that
-are already well established and are making substantial profits
·every year which can absorb the expenditure in question. It will
be of little use to new concerns which undertake exploration and
mining of minerals ab initio, the encouragement of which is the
need of the day. Secor:tdly, the i,ntroduction- of any such provision
is likely to create difficulties, for the tax-payers as well as for the
administration, at the time of assessment in the matter of distin·guishing between such expenditure which is to be allowed as an
1)utright deduction in the year in which it is incurred and the other
expenditure which is to be amortised. These difficulties will be
-avoided if all such expenditure is grouped with the other admissible
-expenditure and allowed to _be amortised over a period of years.
16. Such expenditure is either (i) of the nature of (tangible)
-capital expenditure, e.g., on subsequent shafts or (ii) of the nature of
de,ferred revenue expenditure, ·e.g., intangible expenditure in the form
of salaries, wages, etc. It fs also dear that the benefits of such expen- ·
diture are not limited to the year in which it is incurred b\lt are available over a number of years,· and even over the entire period of the
~orking of the mine. For this reason, and in view of .the principles
determining the method of deduction of business expenditure mentioned earlier, we are of the opin~on that it will be more appropriate
if such expenditure: is ·spread over the number of years over which
its benefits are likely. to be. available. It is, therefore, recommended
that all· _(productive)- exploration and developJ;Jlent expenditure~
whether incurred in the pre-production stage or later, should be
- allowed on the· basis of amortisation.
17. Abortive expenditure on exploration, however, stands on a
different footing.
Such expenditure, while
Ab orti ve exp1ora•
· 1y 1ai'd out f or the purposes
tion expenditure
w h olly and exc1usive
·
·
· of the bus.iness, does not result in the improvement, creation or acquisition of any asset; no benefit or advantage
i>f any kind accrues from it. The allowance of such expenditure on
the basis of amortisation is not appropriate. We, therefore, recommend that such expenditure as does not result in the discovery of
any mineral may be allowed as a charge to revenue in the years in
which it is incurred.
·
18. Another important question that arises in this connection
'
relates to the basis on which various kinds of
Method of amorth·
expenditure, viz., acquisition, productive exploration: (i) on the life
ation and development expenditure should
·.~:a~e mine or the be amortised. . Since such expenditure enures
to the. benefit of the business over the
·entire period_ of the _workin~ of the mine,_ it can be amorti~ed
either over the estimated life of the mine or. over the period
of the mining lease if the mine is being wo~ked under a l_ease.
'The adoption of either ·of these me:tho~s, IS, however, hk~ly
-to lead to practical difficulties. Th~ estimatiOn ~f t~e proba~le life
-of a mine (i.e., the period over which the depos~ts m the mme are

9'1'
1ikely to last) will involve technical issues. As for a mine worked
·under a lease for a specific period, the_ calculations of the expend.i.:.
ture to be allowed from year to y~ar are likely to become unreal-·
istic in most cases where the leases are reneweg.
·
·
. 19. A more appropriate m_ethod would be that the expenditure
t
, fi
in question should be amortised on the basis of
0 11 put ormu1a
.
the 'output'. _formula, i.e., an allowance should
be given in each year which bears to the total admissible expendi~ '
ture the· same proportion as the quantity (in terms of units) of the
mineral produced during the year bears to the sum of the production
during that year and the total estimated units·of the miner~! likely to
be obtained from the mine as at the end of that year . .An example
will illustrate the. working o~ this. formula.

tt'fi) ,
"

Total admissible expenditure on acquisition, exploration,·
.
development, etc:
.
·
·
Rs. 10,oo,ooo
Production during-the year
Estimated r~serve at the
Year
·
·
end of the year
(In tons)
(In tons)
10,000
40,000
1.

n

15,000

6o,ooo

III

10,ooo
10,000

30,000
10,000

IY
.Y

Nil

. ~"~-

so,ooo

Allowances will be given as Wlder :-

.. (.

Rs.
Year · I :
Year II :

10,0~~~,ooo

x 1o,oo,ooo - · 2,oo,ooo

15' 000

x S,oo,ooo - 1,6o,ooo

1s,ooo+6o,~

Year III :

10,000
x· 6,4o,ooo ...
10,000+ 30,000

Year IV :

10 000
x
'
1o,ooo+1o,ooo

Year

V:

1,6o,~o

4,8o,ooo = 2,4o,ooo

s,ooo
s,ooo+ nil
1o,oo,ooo

20. One of the main objections to the 'output' formula is .that it
is linked only to production, . which may vary according to circumstances and has no relation to the wear and tear of assets, such as
shafts 'whose cost is also included in the expenditure that is being
amort~tsed. To avoid hardship in ·such cases,. we recommend that
the permissible allowance for any one year will be either as comput-ed. under the 'output' formula or (say) one-twentieth of the total
admissible expen'diture, whichever. is greater. The fixation of the
number of years over which the expenditu~e is to be spread. un~er
the latter.formula is, however, a matter which calls for exammatlon
from the technical angle.

..
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21. It may be added that provisions similar to the present elause
(vii) of sub-section (2) of section 10 of the Income-tax Aet will

have to be introduced into the law for regulating the quantum of
. the al!owance in the last year of the working of the mine or of the
lease.
22. Another suggestion is that in view of the violent fluctuation

,

of profits resulting from the very nature of
mining enterprises, the mining concerns should
be allowed the freedom to write off a larger
proportion of the total admissible expenditure during periods of high
profits. For reasons given in the preceding chapter, we are, however.
not in favour of the adoption of such a suggestion.

'Free ~ethod' of
amortisation

23. Some prominent business interests have also represented to
us that, as a number of existing mineral rights
were PU:Ch ased many years ago a t exc~e eling1y
low prices, they should be "regular1sed to
.
equate them with present day values" so as "to enable the industry
to accumulate funds to purchase new mineral rights". This demand
is similar to the one relating to 'revalorisation' in respect of plant
• and machinery, which we have examined in the preceding chapter
and, for the reasons mentioned therein, we are unable to accept thii
suggestion also.
'R 1 i ti ,
r
eTa or sa cost'
on o
•acquisition

24. Another suggestion that has been made to us on this subject
relates to the rates at which depreciation should
Depreciation on plant be allowed under clause (vi) of sub-section (2)
and buildings on the of section 10 of the Income-tax Act read with
basis or the ure or
.
the mine
Rule 8 of t h e Income-tax Rules m
respect of
buildings, plant and machinery used for the
business of a mining concern. At present, such depreciation
is admissible on the basis of rates laid down in Rule 8 of
the Income-tax Rules. These rates are fixed generally with reference to the estimated useful life of each asset.
It has,
however, been represented to us that in mining companies, a special
treatment of assets such as plant and machinery is called for
because their life is largely dependent on the life of the mine or the
mining lease, and not on the normal life of the plant or the
machinery itself. There appears to be considerable force in this
suggestion. We recommend, therefore, that an option may be
given to the tax-payers to claim either (i) that depreciation be
allowed on the basis of the rates laid down in Rule 8, which may be
suitably amplified and amended to meet fully .the requirements of
the mining industry, or (ii) that the original cost of such plant or
machinery and buildings, less their estimated residual value at the
time when the mine is likely to cease working, may be amortised in
the same way as the expenditure on acquisition, productive exploration and development as mentioned in paragraphs 19-20 above ..
25. Before proceeding further, it 'will be useful to summarise
the recommendations that we have made so far. These are:(i) royalty, even where it is held to be an appropriation of
profits, should be allowed to the extent of the amount
which would be admissible if it were calculated as.
prescribed in the Mineral Concession Rules, 1949;
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(ii) abortive expenditure on exploration should be allowed
as a revenue expenditure in the years in which such
· expenditure was incurred;

(iii) all other expenditure, consisting of
(a) capital acquisition expenditure,
(b) (productive) exploration expenditure,
(c) development expenditure, and
(d) at the option of the assessee, the cost of the buildings,
plant or machinery used for exploration or mining
purposes,
should be allowed to be amortised on the basis indicated
above, the allowance for the last year of the working of the
mine being subject to 'balancing' provisions similar to
clause (vii) of sub-section (2) of section 10 of the Incometax Act.
These recommendations are, however, subject to the following
-reservations which are mainly designed to prevent any possible
..ab~e of the concessions recommended by us:(i) there is no large scale development of mineral industry
in the country at present and it will not be possible for
Income-tax Officers to examine the reasonableness of
the expenditure on exploration which may be claimed
by a tax-payer. The Government of India may, in consultation with the Bureau of Mines, consider the desirability of imposing maximum limits for each industry
separately, beyond which such expenditure will not be
allowed;
(ii) abortive expenditure on exploration should only be
allowed to be set off against profits from other mineral
undertakings worked by the assessee and not against
profits from any other kind of business that may be
carried on by the assessee. The reason for this restriction is that expenditure of this type is not susceptible
of verification by Income-tax Officers and there is a
risk of the concession being misused if it is allowed to
an unlimited extent;
~iii)

the concessions which we have recommended should be
available only to undertakings which are engaged in
the exploitation of minerals (a) which are of the nonbedded variety, (b) which lie at a deep level, and (c)
the prices of which are subject to significant fiuctuations in the export market;

(iv) the concessions mentioned in the earlier paragraphs have
been recommended with the sole object of stimulating
mining industry in the country. It is, tlierefore, desirable that the continuance of these concessions should
be subject to a periodical review to determine whether
the object with wh~ch these. concessions have been
recommended is actually being fulfilled
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26. In addition to the amortisation of special types of expenses~
Other
incurred by the mining industry, the m1nmg
tou&ht concessions interests have asked for additional tax incentives in order to encourage the development of
the industry. The reasons advanced by them in favour of such con-cessions are:-

(i) the rapid development of the mineral industry is very
important from the points of view of national economic
progress and defence, and every encouragement should:
be provided for this purpose;
(ii) rnining operations are extremely costly and hazardous,
and hence special tax incentives are necessary to attract
· capital to such industries; adequate return must be·
ensured to induce the investment of such risk capital;
{iii) the existence of tax concessions to miner.al industry in·
the tax statutes of a number of other countries emphasises the necessity of providing similar incentive:. in.
India with a view to (a) creating favourable fiscal conditions to attract .foreign capital which in t~e absence·
of such incentives will have a tendency towards investment in countries which already allow such concessions.
and (b) enabling the Indian industry to ·establish itself.
on a competitive basis in the world markets.
27. We accept the justification of tax incentives for mineral
industries· but we are of the opinion that, in view of the amortisa··
tion of practically the whole of the capital expenditure invested in.
a mineral industry, the additional incentive, if any, which may beallowed, and the consequent loss of revenue, must be fully justified
on the score of being absolutely necessary in the sense that it is. expected that the exploration and production of minerals is not
likely to develop without such incentive. It follows, therefore, that
. special tax incentives should be restricted to the mining of certain .
.minerals only, the main considerations to be kept in view for this.
·_purpose being as under:(i) concessions should be given only to undevel9ped minerals.
or to those which are-in.the initial stages of development
and the development of which is considered essential for
economic or strategic reasons. No useful purpose will'
be served by sacrificing Government revenue to help thedevelopment of minerals which are already being pro-duced in sufficient quantities in the country; in fact, the
grant of any tax incentives to such minerals may have
undesirable effects on the country's economy. The
Five Year Plan has indicated the minerals the development of which is considered necessary in the national
interest; it is only from amongst such minerals that
selection should be made for special tax incentives;
(ii) even among the minerals covered by (i), there is a
stronger case for the grant of tax concessions to non-bedded minerals which lie deep under the surface o:L
the earth as their exploration involve:. much greateroutlay and risk of. capital;
-
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(iii) the ·Planning Commission has indicated that conversion:

of minerals into finished or semi-finished products fo:rpqrpost:s. of export is one of the essential features. o;f:
the pohcy to be follow_~.d. in regard to the. developmen.t
of the mineral resources of the country. To encourage
such conversion of minerals produced .m India into.
finished or semi-finished products, rather. than their
being exported to foreign countries in a crude state.
the_ concessions may be restricted to those concerns only
wh1ch undertake to convert the minerals into finished
or se~i-finished products before their export to foreign.
countnes;
4iv) the Planning Commission. has _also indicated the importance of assessment of reserves of low-grade ores. A
special tax incentive may be allowed for this purpose;.
this will serve as a stimulus. to the extraction of the ·
lower grades of ore resulting in the fuller utilisation of
national· mineral resources and lengthening the life of
the mines. The concession may take the form of a.
rebate of income-tax based on the tonnage of sub-economic grades of ore mined in any year.
It may be stated in conclusion that it is not possible to lay down

.a general- rule for the grant of incentives, if any, in respect of all

minerals. Differentiation will have to be made on the basis of the-.
special circumstances and features of each mineral.
·
28. In deciding the form that the· tax incentives should take, we
may first deal with the demand that the indusDepledoa allowance try has made for a. 'depletion allowance'. In i~
original· form, depletion allowance aimed at charging to revenue theactual cost of the· acquisition of mineral property or mineral rights.
It thus served exactly the same purpose in respect of wasting assets.
as depreciation allowance does in relation to fixed assets.
Several variants of 'depletion allowance' have developed lately
In the 'discovery ·value' method, the basis is the 'reserve ore' value of the·mineral property; while in the 'percentage' method, a proportion of
the gross profits is charged to the revenue thus reducing tax liability.
The depletion ·allowance in the latter two forms now acts more as
an incentive than as amortisation of a necessary element of cost ~
order to arrive at the true profits of a business. We have already·
conceded the grant of depletion allowance in its original form by
recommending that the actual cost of acquiring mineral property
etc., should be amortised. In addition, we have also suggested the·
amortisation of capital expenditure on exploration, development etc.
The point, therefore, is whether any further concessions should be·
.given to mining industry and if so in what form.
·
·
in which the 'actual cost' basis has been abandoned.

We are not in favour of 'depletion allowance', whether based on·
discovery value or on percentage of gross prolJ>bconf7 Yalue•
fits, for the following reasons. Under the 'discovery yalue' method, as it prevails in the U.S.A. at prese?t, instead
of the 'acquisition cost', the fair market value of the mme at the:
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~ate of its discovery, or within 30 days thereof, is allowed to be
..amortised over the life of the mine, the annual allowance being
limited to 50 per cent. of the net income from the mining property
for that year. The grant of such an allowance will reduce tax liability
·considerably, but its 'operation will be difficult as the art of estimating
the ore content and its value has not yet developed in this country;,
-and hence such a concession will be largely based on guesswork.
Under the U.S.A Internal Revenue Code, tax-payers have a
_
choice each year between (a) deducting an
allowance based upon cost depletion which permits recovery, over the useful life of the mining
_property, of its actual cost, and (b) computing the deduction on the
basis of 'percentage depletion' which is a stated percentage of gross
.annual income, varying from five per cent. for certain common
minerals like sand and gravel to 27! per cent. for oil and gas; the
·deduction is, however, not allowed to exceed 50 per cent. of the net
income of the property.

!:::entage allow-

The 'percentage method', although it is supposed to compensate
:for the gradual exhaustion, or depletion, of the minerals, works in
an entirely different way. The quantum of the percentage allowance is in no way related to the amount of capital invested. In fact,
it is admissible over the entire working period of a mining property,
·even after the capital invested has been recovered. After providing
.for allowances mentioned in the preceding paragraphs, the claim
for a percentage allowance is simply a claim for a tax incentive in
the form o:£ a direct reduction in the tax liability of a mining concern. Any such allowance will confer a special privilege on taxpayers engaged in exploiting the particular minerals in respect of
-which it is admissible. Another inequity involved in the percentage
;allowance is that one concern may get a far more liberal concession
than another. The maximum benefit of such an allowance is secured by long-lived prosperous concerns which are already making
:substantial profits and which, therefore, are least in need of any tax
incentive. On the other hand, most marginal mining concerns,
which have to struggle hard for their consolidation, will derive
little, if any, benefit from such an allowance.
We are, therefore, of the opinion that a percentage depletion
.allowance is extremely ill-suited to the present needs of Indian
mineral policy which has as its central feature 1:he exploration and
-discovery of further mineral resources.
The evaluation of tax incentives to be allowed to the mineral
industry cannot be made to depend automatically on the methods
used elsewhere. For example, the percentage depletion in the
U.S.A. is 27! per cent. of the gross income for oil and gas or 50 per
cent. of the net income, whichever is lower. No special concession
in respect of tax rates is allowed. In Canada, the percentage deple1ion for oil and gas is 33 1/3 per cent. of net profits but tax exemption is allowed for three years. Coupled ~ith the other peculiarities
-of each income-tax system, .the exact effects of the two are not on a
·comparable basis. Each country has to devise its own criterion for
incentives depending on its tax and administrative machinery as
well as in the light of the other tax provisions applicable to iuch
undertakings.
: ·

S.1
29; While we have found ourselves unable for. the reasons mentioned above to recommend the grant of a depletion allowance, we
suggest that such mineral industries, as fulfil the ~sts laid down by_
us in paragraph 27 above, should .be eligible fox: either ·the development rebate or the section 15C concessions, as the case may be, on
the lines recommended by us in Chapter VII.
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CHAPTER Vll
INCENTIVES TO DEVELOPl\IENT OF PRODUCTIVE
ENTERPRISE
One of our terms of reference requires us to examine the eff~ts
of the structure and level of taxation of income on capital formation and the maintenance and development of productive enterprise.
We have already referred to this subject in the chapter on "Outlines
of Tax Policy" in Volume I. We propose to indicate in this chapter
our general approach to and specific recommendatiorfs in respect of
the subject.
·
2. With the increase in rates of personal income-tax recommended by us, we are of the view that it would be
Approach to prob·
necessary to afford specific incentives in the tax
lem of incentives :
system to productive investment. Our review
forms
of
tax
incentives
of the problem of replacement of fixed assets in
..
industries (Chapter VII, Vol. I) brings out the
fact that the problem is one of maintaining and strengthening the
incentives for expansion, including replacement, in the industrial
sector generally rather than of replacement specifically. The problem
of replacement in fact varies from industry to industry and from
unit to unit and lends itself to solution more appropriately by way
of loan finance through the various Government and semi-Government financial organisations than through tax relief. The tax system
may more suitably be utilised for affording a general incentive,
leaving the differential needs of units and industries to be met from
other sources. The increasing intensification of competition in the
world market makes it all the more necessary that the capacity of
Indian industry to finance development should be reinforced in a
general way.
3. The expansion and development of productive enterprise may
be specifically assisted in two ways. Tax relief. may be given in
such a manner as to reduce taxable profits and hence tax liability.
Thus, for example, a proportion of new investment in fixed assets
may be allowed to be charged to current costs of production and
taxable profits may thereby be brought down. Alternatively taxable
profits may be exempted from tax or charged to a reduced rate of
tax for a specified period. For an adequate system of tax incentives
to investment, it may be necessary to combine both these forms of
relief.
4. In making specific proposals for the introduction of such relief
in our tax system, we have been influenced by the need to get the
maximum benefit for the economy from the limited funds that can
be released for this purpose. We are of the opinion that this objective cannot be secured unless the relief suggested by us is confined
to a limited sector of industry. It is also essential that it should be
linked with specific acts of investment in fixed assets. Relief is
necessary both for expansion of existing concerns and setting up of
new concerns in the selected industries. It may be necessary to
provide a somewhat greater stimulus in the case of new concerns
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-than in that of existing concerns in a few selected industries of
~ecial national importance. At the same time, we suggest the
·continuance of the tax relief which is already being given to industry
·even where this relief is applicable to all industrial concerns. and i~
not confined only to selected industries as we are recommending
in the case of the new reliefs proposed by us. We now outline the
.general scheme -of the incentives to productive enterprise and capital
'1ormation that- we recommend for adoption.
·
. 5. Our scheme deals with three categories of enterprise.. The
·first category includes all companies, whether commercial or indus- ,
·trial, irrespective of the industry they relate to. They are at present ·
given a rebate of one anna in the rupee on theit' undistributed profits. This concession has been of some use in ::.ti.rrtulating a greater
·retention of corporate profits. We therefore recommPnd that it be
-continued. The other two categories comprise selected industries of
:national importance.
·
. .. .
.6. The second category consists of .selected industries· and the
I
concession we recommend is a development
A,
development
rebate on all specific acts. of investlll:ent. in these
-rebate for industries
in fixed assets in the forin: of. plant ·
-.or national Jmpor- industries
and machinery. The development rebate should
Jtance
be available not only to companies but also to
.individuals, partnerships and other proprietary concerns engaged· in
·these industries. Our suggestion is that, in the year of installation
·of fixed assets by an assessee, a proportion of the cost of new assets
-we suggest 25 per cent.-should be charged to revenue in lieu of
·the present initial depreciation allowance. The additional deprerciation allowance:;Should, however, be continued as at present. The
·development rebate should be available for all purchases of fixed
asset§, whether intended for replacement or for expansion and to
.new as well as .exiSting concerns in the inqus!r~e~;.~l_e~~ed~.
\

.

~

.

"

.

7..To .the extent that: expansion is sti~ulated by. the~ ~e~~1;1r~,
·there will, Jn due. co1,1rse, be a larger flow of taxable profits ...~¥
;·greater receipts in_ consequence of the allowance. ·The allowance
should afford a direct stimulus to expa,nsion and quicker replace.!. ·
Jment ..ana aid the efficiency ·and competitive power, o~ .. the indus.tries assisted. Being directly linked. to the a~t ot p.xe9- mvestment,
:it provides a surer way of ·encouragmg such 1nvestment.,l?y all con'cerns, new and old, than alternative methods;
··
8. We suggest the following criteria as the basis on which
:'industries should be selected for the grant of the proposed develop. ment rebate: (1) importance of the industries concerned from the
point of view of national development, and (2) e;xtent to which they
.are unlikely to be developed-either by way qf ·expansion of existing
.concerns or establishment of new concern~if left to the voluntary
,effort of private enterprise and without a~y special stimulus by
·way of tax relief. In practice this should mean confining the con.cession we have recommended to the group of- industries that are
'broadly described as producers' goods and capital goods industries.
JFor obvious reasons, the selection of the specific industries which
·should receive the concession cannot be left to the- income-tax
;authorities. It would b~ necessary for an apJlrOJ>riate-·body constituted l?Y Gov:.emment such as the Planning CoiiUI;li.Ssion ·to draw. up
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a list of the industries which conform to, the above criteria anclc.
which should receive the cencession.
5). It is necessary to provide for adequate measures for prevent-ing any abuse o£ the tax relief that will be afforded by the proposed.
development rebate. We are of the opinion that these will have to·
be worked out by an appropriate expert comii}ittee of officials, but:
we may outline here some of the measures which we think are·
».ecessary for this purpose. Thus, the development rebate should.
•ot be given either in respect of renovated plant and machinery or
on such assets bought secondhand. Nor should it be applicable to·
assets other than plant and machinery or to. motor cars and such~
other transport as may be considered by Government to be capable·
of being used for private as well as for business purposes. Where-the development rebate is granted on new plant and machinery, it:
must be provided (i) that the sale of such plant and machinery wilL
•ot be allowed if it is made· to a person or a corporation or any
other taxable entity the major portion of whose business income
is not subject to Indi~n Income-tax; (ii) that the rebate will not be:·
allowed. if the asset is utilised for a purpose other than that forwhich it was acquired unless it would have qualified for the development rebate even for the latter purpose at the time it was.
purchased.

10. The third category. includes only a small number of indus-. tries selected from time to time by Government
A tax hoJJday ~or as of special national importance our intention_ ·
industries of speCial b ·
·
·
h
'
·
aational importance
e1ng to give a som~w at greater measure of
stimulus to this group as compared to the other
and larger group of industries which are included in the second,
category. We suggest that industries in this· category should be·
Jiven the concession o~ exemption from tax of their profits during
a specified period. It is true that even at present Section 15C of the
Income-tax Act grants a limited measure of tax: exemption to theprofits of new concerns, but it has, in practice, proved infructuous.
on account of the reasons detailed in a subsequent paragraph. Before
we outline our recommendation fo~ the tax exemption of profits of
aew industrial concerns in selected industries in: replacement of the-·
existing concession, it would be useful to set out the salient features;
of the existing concession under section 15C and review its working~
11. The salient features of this concession are as follows:-:(i) profits upto the extent of six per cent. per -annum on
capital employed in the new undertaking are exempted;
(ii) the exemption is available for five· years commencing
·
from the accounting year in which the· manufacture or
production of articles begins;
(iii) no tax is payable by a shareholder in. respect of so much
.
·- of any dividend received from such an. undertaking as
is attributable to that part of profits of the undertaking
which is exempt under section 15C;
(iv) the concession applies to all new industrial undertakings
except those which are fonned by splitting up or reconstruction of business already in existence or by transfer
to a new business of building, machinery. or·plant used
in a business which was being; caniedl o.ru befo:r~ !st..
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1948; the concession is admissible if the undertaking starts manufacture or production in any part of
India within a period of eight years from 1st April
1948;
'
(v) the section, as it was originally introduced restricted
the exemption to such undertakings as employed. more
than fifty persons and involved the use of electrical
energy or any other form of energy which was mechanically transmitted and was not directly generated by
human agency. The Income-tax (Amendment) Aci,
1953, however,. liberalised these conditions so {lS to
extend the scope of the concession to small industries.
The exemp~ion is now available if the undertaking
employs ten or more workers in a manufacturing process
carried on with the aid of power or employs twenty or
m?re workers. in a manufacturing process carried 011.
without the aid of power;
..
·
(vi) the Central Government has reserved to itself the powet"
of excluding any particular industrial undertaking from
the scope of this exemption.
12. That the actual effect of this concession has been small is
'Working of section
borne out by the statistics given below:~sc

'

'TABLE

·

I.-Exemptions granted under section l5C of the Income-'Nx
Act during the years 1950-51, 1951-52 and 1952-53
.
195o-sx

(i) Number of assessees
.(ii) Amount of income exempted
under section 15C (Rs.)

1951-52

19$2•,3

27

5)1

nl

7,55,295

3,41,666

a,s1,27o

1,44,4II

81,178

I,S8,I99

1,471

64

1,49,260

(iii) Tax involved in respect of (ii)

(a) Income-tax (Rs.J .
(b) Super-tax (Rs.)

The main reason for the ineffectiveness of section 15C is the ·grant
,of initial and additional depreciation allowances which, together with
normal depreciation allowances, make up nearly 80 to 85 per cent. of
:the cost of fixed assets in the form of plant and machinery within the
first five years of the life of the concern. ·As these depreciation allowances have to be deducted first before computing profits for purposes
of income-tax, it has been difficult for any appreciable n.umber of new
concerns to claim the benefits conferred under section 15C. Moreover, as the concession applies to all industrial concerns, it loses some
of its effectiveness as a stimulus to capital formation. At the same
time, there is no doubt that the principle embodied in section 15C
can constitute a powerful incentive for the formation of new
industrial concerns, prpvided it does lead to some actual exemption
'from tax of profits, while its effectiveness will be enhanced if it were
applied to a selected and therefore limited number of inrlustries. It
is for these reasons that we :.aake our new proposals for a reformulation of the section 15C provision of the Income-tax Act.
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13. We recommend a complete tax holiday, (i.e., exemption from.
tax) for all the new concerns in the selected.
..
Proposed revision of industries included in the third category which
sectton.ISC
· dus t nes
·
· 1 na t'wna1 Impor·
.
we t erm m
of ' specia
tance\. These industries must obviously fall within the group of producers' goods and capital goods 'industries. In addition, they must:
be· restricted to a certain small number from amongst the indus-tries which are includ,ed in the larger· list. .
l•J·.

14. The · period of tax holiday should be <six years, commencing_
from the· accdunting year in which manufacture or production begins.
... . . ·' ' •:
.-. ; ·· ' 15.; During the period· ot six years for which the concession lasts,
the calculation of profits which are exempted should be based on
normal depr.~ciation allowance. From the seventh year onward,
when the profits of a concern become subject to tax, double the
normal annual depreciation should be allowed for a (further) perio~
of five years. . .
_
16. An ind~·stry .should get tbe bet:J.eJit either: of the development
rebate or of the proposed tax exemption for a period of six years,
wh.i,chever is higher, but not of both. If, therefore, the profits during
the period of six year·s for which the con~ssion lasts, computed after
taking normal depreciatipn into account fall short of the admissible·
development rebate, the excess of the development rebate over such.
profits should be adjusted against the profits of the seventh and~
subsequent years., .until the development rebate is worked off in.
full.
'
. ··
17. The dividends received from companies falling within thiscategory to the extent they are attributable to the exempt income·
of the companies concerned should be exempt from income-tax in.
the hands of the shareholders.
18. The concerns should submit regular returns 'of. income during:
the period of the tax holiday to enable, among other things, a recordt
to be kept of the tax relief thus afforded.
19. The present concession has been criticised on the ground that~
it excludes from its scope expansion of or extensions to old estabrl' :Iished concerns and amounts to preferring untried ventures to those··
···whose ability to manu~acture is proven; therefore it deters older
concerns from expansion or induces them to start new v€ntures underdifferent names with a view to satisfying the criterion of the pre. sent section 15C. This criticism ceases to have any real validity in
·view of our recommendation regarding the development rebate. In
any case, i~ would not be practicable to isolate the profits attributable
.. to expansion from ~he total profits of these concerns.
· 20. In our opiPion, the modification of section 15C on the lines
suggested by us will make· it an effective instrument for stimulating.
the establishment of new industrial concerns in the selected indus-tries incJ~ded in the third category.
21. Th~ _;actual choice of the ..small number of selected producers~·
goads and capital goods industries .which should enjoy the ben.eP.t pf therevised section' -15C will again have to be made on the .recommenda~
tion of an appro'p:riate body constituted by Government; such as the
Planning Commission, and it should be open to this authority to·
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sug~est chan&es in t.he .list of .these selected producers' goods and
capital goods mdustnes m the light of the working of the concessions
and according to changing national requirements in the context of
planned development.
·
22. The concessions we have recommended by way of development rebate and tax holiday for stimulating. industrial development
in selected fields constitute a new and important departure 1 in tax
policy which needs to be carefully watched. in its workiil~. We
therefore recommend that a review should be made of _their ~rk
ing at the end of five years from their inception and the r~ults
placed before Parliament.
23. In ad'elition to this important recomm~ndation 'for .the pro~otion of industrial. development, we have made
Other rec:ommeoda· elsewhere in this Report a number of other
dons Cor stimulating recommendations for the stimulation of savings
productive
enter·
·
·
prise
and mvestment
and t h e growth of productive
enterprise generally. It would be useful in
concluding this chapter to summarise these recommendations. One .
of our recommendations is that the rebate in respect of insurance
and provident fund contributions should be increased. We may also
mention in this context our scheme for surcharge cum compulsory
deposit in the case of higher incomes. The readjustment of the
structure of the corporation tax which we recommend results in a
reduction in the rate of corporation tax in respect of small and
medium-sized public companies. We have . also ·suggested the
continuance of the rebate on undistributed profits. In respect of
mining industries we have recommended several specific reliefs.
There are other recommendations of value for the purpose of creating
a proper atmosphere for risk-taking enterprise, of which mention
may be made of some of the changes which we have suggested
regarding the carry-forward and set-off of losses. ·
24. We expect that the measures recommended by us will go a
long way not only in the direction of offsetting any adverse· effects
our proposals fo:r enhanced taxation may have on capital formation
and the maintenance and expansion of productive enterprise but
also in the more positive direction of stimulating capital formation
and industrial expansion particularly in fields selected in tlie context
of the .Planned economic development of the country.
·

CHAPTER VIII
'

. SPECIAL TAXABLE ENTITIES AND RECEIPTS
We have received a large number of representations urging the
necessity for revising the legal provisions relat·. Rellglous and charl· ing to the exemption from taxation of income
table
· d b y public religious
·
· bl e trusts
tuttonstrusts and lnsd· d er1ve
and ch ar1ta
· .
and institutions from property held under trust
or other legal obligation, and from voluntary donations. The law
- on the subject is contained i~ section 4 (3) of the Income-tax Act,
and was amended as recently as in 1953. The section, as it stands
now, is reproduced below:
"4 (3): Any income·, profits or gains falling ·within the following
classes shall not be included in the total income of the person receiving them:
·
(i) Subject to the provisions of clause (c)· of sub-section (1) of
section 16 any income derived from property held under trust or
other legal obligation wholly for religious or charitable purposes, in
so far as such income is applied or accumulated for application to
such religious or charitable purposes as relate to anything done
within. the taxable territories, and in the case of property so held
in part orily for such purposes, the income applied or finally set apart
for application thereto.
·
P:r:ovided that such income shall be includ_ed in the total income(a) if it is applied to religious or charitable purposes w~thout
the taxable territories, but the Central Board of Revenue
may, in the case of property held under trust or other
legal obligation created before the commencement of the
Indian Income-tax (Amendment) Act, 1953, the income
wherefrom is so applied, by geheral or special order, direct
that it shall not be included in the total income;
(b) in the case of income derived from business carried on on
behalf of a religious or charitable institution, unless. the
.income is ~pplied wholly for the purposes of the institution and either(i) the business is carried on in the course of the actual
carrying ~ut ~f a primary purpose of the institution, or
(ii) the work in connection with the business is mainly
carried on by beneficiaries of the institution;
(c) if it is applied. to purposes other than religious or charitable purposes or ceases to be accumulated or set apart for
application thereto in which case it shall be deemed to be
the income of the year in which it is so applied or ceases
to be so accumulated or set apart.
(ii) Any income of a ·religious or charitable institution derived
from voluntary contributions and applicable solely to religious or
charitable purposes.

•

•
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In this sub-section "charitable purpose" includes relief of the
1poor, education, medical relief, and the advancement of any other
·object of general public utility, but nothing contained in clause (i)
-or clause (ii) shall operate to exempt from the provisions of th~
Act that part of the income from property held under trust or other
Jegal obligation for. private religious purposes which does not enure
for the benefit of the public".
2. This concession has been a feature of the income-tax law since
1886 and is based on the principle of exempting
public charity, within reasonable limits, from
taxatio:Q. Religious and public charitable trusts
and institutions have all along been exempt from tax on income from
property held under trust or other legal obligation, and from volun·tary contributions. Where property is held under trust partly for
:religiotls or charitable purposes, exemption applies to_ the portion of
the income applied, or finally set apart for application, to those
purposes. The Income-tax Enquiry Committee, 1936, recommended
that, when business is carried on by trustees, exemption should be
granted only to those. trusts where the business activities are them·selves the primary purpose of the charity, or the work is mainly
carried on by its beneficiaries. A clause exempting such business
was inserted by the Income-tax (Amendment) Act, 1939. But the
Lahore High Court held* that the term 'property held under trust'
was wide enough to exempt business carried on .by trustees. Hence
this clause, as drafted, had failed to achieve the object of restriction.
In order to enable the law to secure what was originally intended,
under the Income-tax (Amendment) Act of 1953 the section was
·drafted so as to make it clear that the business income of such bodies
·would be taxable· unless the business satisfied either of the condi·tions mentioned above.
'

Business income of
:trusts

3. A business carried on by a charitable trust, which is granted
·tax exemption, enjoys a competitive advantage over similar private
business. In our view the amendment carried out in 1953 to clarify
the exact intention of the law embodies a sound principle and does
not stand in need of any revision.
4 Another amendment made in 1953 was to the effect that the
·
income of a charitable trust would be exempt
Application or inonly if it was applied or accumulated for appli'ColD:e In the taxable
cation to such religious or charitable purposes
terrttories
as relate to anything done within the taxable
territories. The Central Board of Revenue has been given the pow~
to relax this condition in favour of trusts created before_ 1st April
1952. This amendment was inserted on the recommendation of the
Income-tax Investigation Commission,, whi~ had .Pointed out t~at
.a corresponding restriction was recognised m certam !lther countnes
·under judicial decisions, and suggested that the Indian law sJ:lpuld
make this position clear.
5. It has been represented to us that the. <;ent!al Board of Revenue
·should be empowered to relax the condition m favour of trusts
established even after 1st April. 1952, if. the fu~ds of the tru.sts w~re
devoted to the promotion of obJects of mternabonal appeal m which
•Gadodia.Swadeshi Stores vs. C. I. T. (19441. T. R. 385).
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India is interested, e.g., approved schemes of medical and human.· itarian research which cannot be carried out without international.
co-operation but which are conceived in the general interests of the
country. We think' that this is a sound principle and that it shouldbe embodied in the law.
6. Apprehensions nave been expressed in the evidence before us.
that the restriction referred to above may have the effect of denying.
exemption to institutions granting scholarships to Indian students.
undergoing training abroad. We observe that this matter was alsoraised in Parliament when the Income-tax (Amendment) Bill, 1953,.
was under discussion, and the Finance Minister gave the assurance·
that "so long as this is proved to have been done for the benefit of
the country, exemption will be available in respect of the amounts.
spent on such scholarships". · In view of this assurance, which we·
have no doubt will be honoured in a liberal spirit, we believe that
there is no need for any special legal provision being made in this.
behalf.
7. The exempti~n from income-tax of the income of charitable·
·
· trusts provides opportunities for tax avoidance,.
Greater control of the scope for which becomes wider with the
d~':,.~table lnsdtu· levy of the estate duty. It has been represented.
to us that the present law places certain restrictions on chari~ble trusts, but it does not provide for any
suitable machinery for the Income-tax Department to
see·
that the restrictions are not violated~ In view of the public·
interest involv&d in the proper functioning of charitable trusts,.
and of the fact that some of them are utilised for the purpose of evasion or avoidance of tax, we are of the view that a more·
permanent machinery than ·occasional scrutiny by the Incometax Department is necessary for the control and supervision of·
charitable trusts. We have been impressed, in this connection, by the
provisions of the legislation regarding the control of public charities:
now in operation in Bombay State. The Bombay Public Trusts ACt,.
1950, provides for the registration of trusts, the audit of their·
accounts by Chartered Accountants, and control and inspection by the·
Charity Commissioner appointed under the Act. The Commissioner
has power to levy surcharge on any person liable for any loss caused
to a trust. We would recommend the enactment of similar legisla-tion in other States. We would also recommend that the. Charity·
Commissioner appointed under .such legislation should be statutori-·
ly required to issue an annual report containing, among other things,.
the names of the institutions with the amount of income exempted·
from tax in each case. In addition to this, we recommend that
charitab.le and religious trusts should be required to send returns:
of income to the Income-tax authorities once in three years. The·
accounts of such trusts should be examined by the Income-tax DepartiQent, and the income that has been exempted subjected to·
scrutiny. This will ensure the implementation of the present
restrictions placed on charitable trusts in the Income-tax Act.
8. A change has been suggested in the method of taxing estates
and trusts with a view to relieving the burden
of the maximum rate of tax being levied on:
them. The maximum rate of tax is leviable
under the present law on the income of trusts where any part of
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the income is not specifically receivable on behalf of any person or
where the individual shares of the persons on whose behalf they ar~
receivable are indeterminate or unknown. It has however been
provided that the maximum rate will not be applied if the total in-·
come of each of the beneficiaries is below the taxable minimum and.
none. of them is an artificia~ juridical person, i.e., a corporation etc.
The mcome ~f such a trust. Is charged on the basis of an.,association
of persons at the rate applicable to its total income.
·
Where beneficiaries and their shares are known the income of
the trust is allocated. am~ng the various beneficiari~ pro rata andi
the tax on each portion IS calculated at the rate applicable to the
total income of the beneficiary. The assessment may ·be made on.
the beneficiaries themselves or on the trustees.
9. The fundaJ?ental basi~ of. the procedure governing. the assess-ment of trusts m the Indian Income-tax Act is that the charge·
should be on the person who benefits at the rates applicable to his
total income, i.~., according to his ability to pay. The recovery·
may be made e1 ther from the trust or from the beneficiary whichever is feasible.. The ~aximum rate. becomes chargeable oniy when
an element of mdefiniteness ·enters Into the calculation.
10. The U.S.A. scheme has. been cited by some witnesses as a
model to be followed in India. The essence ot that scheme is that:
the income distributed or currently distributable to. beneficiaries is.
taxed in their harids while the residual income of the trust is taxed.
in the hands of the trustee.
It is possible under· such a system, by retaining a large part of·
the income wJth the trust, to effect a considerable reduction in the
tax liability of the beneficiaries, if the rates applicable to their total
income are considerably higher than the rates applicable to the·
residual income left in the trust. A person could also be simul-taneously a beneficiary of two trusts, in which case he would split:
his income Jnto three portions-in his hands and in the two trusts-. and get the benefit of lower rates.
While discussing the Unite<f
States legislation, a lea~i:ng writer has observed:·
. "The sum total is almost incomprehensible except after long:
· · .. and careful study in the light of the hi·st"ry of the subject.
~.' · and the Congressional objectives. It is smalli wonder that.
: everyone is now anxious to go back to something simpler}'*·
11. Artifidal arrangements of the above kind are not possible
under the pr_e~nt Indian system.. f~ .view of the in~roduction of
the Estate Duty Act and the possibilities of the creation of trusts
· : 'On a larger scale than hitherto, the adoption of the American: methodl
:of asSessment' would facilitate avoidance of tax on a large scare.
·:'The Iridian sy;tem is -·iair alike to the assessee and to Government,
in that in a majorfty of cases it works equitably in assessing income·
in the hands o:£ the beneficiaries along with their other in~ome. It
is only in a very few cases, where there are certain indeterminate·
·- factors, that the maximum rate is charged; and even there relaxa. · tions have. been provided specifically for the benefit of poorer· bene;.·ficiaiies,
such -as wid_ows . and
.
.
. children who have no other chargeable·
~

~

*Henderson-Introduction to Income Taxation (Second Edition), p. 421:.
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ii.ncome.

· We are, therefore, of the opm1on that the Indian law
to the taxation of trustees and guardians needs no modifi.cation in this respect.
12. The law requires that in assessing life insurance companies,
aJf'e lasurance
the assessable income is to be computed at the
t.buslness
higher of the two following figures:(a) ·gross external incomings of the nature of rent, interest, etc.
(but exclusive of premiums and other similar receipts from policyllolders) less management expenses. (Payments to policyholders
by way of claims, bonus etc. are, of course, not treated as management expenses). ·Management expenses are to be limited to cer;tain prescribed percentages of the premium . receipts of the year;
these percentages were increased by the Income-tax (Amendment)
.Acts of 1944 and 1953; ox:
(b) annual average of the valuation surplus disclosed by the last
valuation made under the Insurance Act, after deducting a part of
.the surplus paid to or reserved for or expended on behalf of the
.POlicyholders. This part was originally 50 per cent. but was increas,ed to 80 per cent. by the Income-tax (~endment) Act, 1953.
~relating

I

Since 1943, the rates of tax for life insurance business, as fixed
:by the Finance Acts, have been lower than for other business. The
reduction in-rate has, since 1951, taken the form of an abatement
.of corporation ..tax at the rate of two annas in the rupee on the
·profits of mutual life insurance business, and of one and a half
:annas in the rupee on the' profits. of other life insurance business.
13. It has been represented on behalf of life insurers that a
~ceiling should be fixed for rates of tax on life insurance business,.
·.substantially lower than on other business. The reas·ons urged in
1avour of this proposal are as follows. Life assurance policies form
...a long-term contract between a company and the person assured,
:and premiums (whieh are fixed at the outset) are calculated on
:the assumption, inter a!ia, of a particular rate of interest (i.e., gross
1.nterest less income-tax) being earned. Any increase in the tax ·
burden might, therefore, react adversely on the company's ability
to fulfil its contracts, and may result in reduction of the bonus
which it can distribute, or even in actual loss. Of the policy liabilities (with certain . adjustments) 50 per cent. have under the Insurance Act to be invested in Government securities or other approved securities, and this puts ·a limit on the interest-earning capacity.
.lnsurance offers an attractive form of social security, and the large
;investments by insurance companies aid capital formation. In ·the
·united Kingdom, the rate of tax on that portion of the income from .
Jife insurance .business which is treated as belonging to the policy\ :holders has been maintained at a level of 7sh. 6 d. in the £ since
1940. A difference of 2 sh. in the· £ in favour of mutual life insur..ance companies and of the 'mutual' profits of proprietary companies
.·_
- __ ........___
..exists in Australia also.
·
14. We have referred above to· the special lower rates of tax
·applicable to life insurance companies. The position in this country
in the matter of taY -:iifferential compares favourably :with that in
other countries. Th:! pitch of taxation does not appear to have
exercised any distinct restraining effect in relation to the growth of
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life insurance business.. We have recommended a reduction in the··
rate of co~oration tax applicable ~ the fi;st slab of profits (ot:
Rs. 25,0QO) m respect of all comparues, which reduction will also ..
apply to insurance companies. We do not consider that a -further
reduction in the rates of tax, or a further increase in the present
differential in favour of insurance CQmpanies, is justified.
.
.
15. Another suggestion made is that, where the assessment is·
made on the basis of a valuation surplus, the full~.
~;tr~~.on
h':uu:It bof llurpldus resedrvded ft?r poThlicyholde!s ~
valuadon
aurplus
s o
e a owe as a e uc Ion.
e main·
argument that has been put forward in· favour:of this proposal is that the premimus are calculated with reference2
to certain assumed rates of mortality and interest, and that the-:
bonus is only a return of the excessive amount. The Income-tax.:
Investigation Commission, which considered this matter, pointed~
out that, while a part of the surplus comes out of the specific load
on premiums on participating policies, a part is also derived from.,.
'favourable rates of mortality and· interest experienced by a -company. The Income-tax Investigation Commission held that the::
former represented return of premium which should be allowed·
as deduction, and the latter represented return on premium. Insurance companies have suggested that the Investigation Commissionerred in thinking that only the load represents the policyholders'·
contribution. According to them, the logical position would be to
treat the policyholder as having a right to the surplus in all circum-stances; if a lower bonus, or no bonus, is declared the companyshould be held to have made a lo~s, and allowed to carry it forward.~
16. This argument confuses the· position of the company· with::.
that of the policyholder. Even .if the policyholder were treated as~
having a right to the bonus represented by the load, the question
of treating any excess or loss can only arise in his assessment; in1
practice, the question does not arise, because .no part of the bonus ·
is treated as taxable profit. The claim for deduction of the :f.ull,
amount allotted to policyholders is partly based on the fact thatfull deduction is admissible under the law in the United Kingdom ..
The analogy ii, however, misleading. The procedure followed in-.
the U.K. ·for the assessment of life insurance companies amounts ·
to giving the revenue author1ties the right to base the assessment
either on valuation surplus less allocation to policyholders, orinvestment income less expenses, whichever is higher. In practice,.
however, most companies in the United Kingdom are assessed on~
the latter basis, as it almost invariably shows higher profits. In~
India this· basis usually shows low profits, or a loss, on account:
of the high expense ratio. At the same. time, the valuations reveal
a surplus which enables the companies to dec;lare bonuses. This.
shows that a conside~able part of the surplus comes from favoura-·
ble mortality and in~erest factors.
1'1. The Income-tax Investigation Commission suggested that a·
formula should be evolved for allocating the surplus between return 1
on premiums and return of premiums. As it was not found possible·
to evolve a formula which would cover all cases, an ad hoc increase·
from 50 .per cent. to ·66 2/3 per cent. of the surplus allocated to·
policyholders was proposed in the Income-tax (Amendment) Billt
of 1951, and the actual percentage fix~q ¥\ t~e Amendment Act oL

=.uc!r
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'1953, was 80.

The view has been expressed that the allow:lnce of
BO per cent. is, on the whole, qUite fair. We are in agreement with·
-this view and do not recommend any further increase in this proportion.
'
18. When ·assessment is made on the external incomings basis,
. it has been urged either that there should be no
Umitation or ex- · limitation on admissible expense:; or that the
penses
expenses ,admissible under the Insurance Ac~
.should be allowed for income-tax also. It is a basic principle 01
.allowing deductions for income-tax that only expenditure which is
wholly and exclusively laid out for the purposes of the business
:should be allowed. This implies determination of the quantum of
reasonable expenses. The Insurance Act itsell recogntses the need
for some limitation; this shows that insurance companies sometimes
incur unreasonably high expenditure, and it is necessary to have a
corresponding limitation for income-tax purposes. The maximum
percentages admissible under the Income-tax Act have now been
.brought m~re or less in line with those prescribed in the rules made
under the Insurance Act, and further modification does not seem
to be called for.
19. Mutual life insurance associations have claimed complete
exemption of their profits from income-tax on
.
Mutual life insur- the ground that the transactions are governed
.ance business
. . I
.
by the prmc1p
e of 'mutuality'.
It has also been
urged before us that the directors are all elected by the policy.holder members, and the constitution is democratic; and that policy.holders in such societies are largely composed of persons whose
income is below the taxable limit. Further support for exemption
bas been sought to be derived by drawing an analogy with co-opera~tive insurance soCieties, whose profits are now exempt from tax.
20. Before 1939, the profits of mutual insurance business were
·being treated as exempt from tax in India in view of judicial deci:sions to that effect.. The Income-tax (Amendment) Act of that year
:Specifically provided for the taxation of profits of the business of
mutual life insurance to be calculated in the same manner as those
.of other life insurance business.
21. Our attention has been drawn- to the fact that ·proprietary
.companies are prohibited from distributing more than 7! per cent.
.of their valuation/ surplus to shareholders; an inference is sought
to be drawn from this that, to this extent, every life insurance company can claim to be a 'mutual' company. The difference in practi:eal working between a mutual insurance company and a proJ;?rietary
concern is, therefore, small. The fact that the board of directors
consists solely of representatives of policyholders is hardly relevant
~for the purposes of taxation. The average sum assured per policy in
respect of mutual companies is not significantly lower than for proprietary companies. It is not, therefore, established that polic:y·holders in mutual insurance companies come from lower econormc
:strata.
22. Mutual life insurance companies already enjoy an advantage
as compared with joint stock companies in respect of the rate of
tax, to which reference has been made above. A further advantage
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~arises

as follows. When assessment is made on the valuation surplus
basis, 80 per cent. of the portion reserved for policyholders is allowed ·
.as a deduction. In a mutual company, the entire surplus belongs to
the policyholders, as there are no shareholders. The taxable income
:is accordingly lower in the case of a mutual company.
23. It appears from the foregoing discussion that the essential
·distinction between mutual and other insurance companies is that
the former have no shareholders and their entire valuation surplus,
therefore, goes to policyholders. The advantages which we have
just indicated fully compensate for this factor, and we do not re.commend any further tax concession for mutual life insurance com·
:panies.
24. As regards the analogy with co-operative insurance societies,
·the complete exemption enjoyed by co-operative societies is fortuitous. Normally, only the business profits of a co-operative society
.are exempt from tax. The special rules for computing the income
·Of an insurer appear in Section 10 of the Income-tax Act, which
.relates to business income. The courts have accordingly held that
.all the income of an insurer (including investment income) comes
·into the definition of 'business profits'. The result is that co-operative insurance societies enjoy complete exemption from income-tax,
·which is available neither to other insurers nor to co-operative
.societies doing other business. The tax exemption • gives them a
competitive advantage as compared· with other life insurance com.panies, though there is no essential difference in the method of
·working. We would, therefore, recommend that the present exemption in favour of co-operative insurance companies should be with·drawn.
25. Companies carrying on non-life insurance bu~iness gene~a!lY
issue policies on an annual basis. As pohcu:s
·General insurance
are issued throughout the year the result IS
;business: reserves
that when accounts are made up at the end of
·~or
unexpected
a y~ar, there. are a la.rge· n?mber of po).icies on
· osses
which there IS unexpired risk for varymg fractions of a year. A reserve for such ri~k is ge~erally made on the
basis of a percentage of premiums received durmg the year, and an
:addi tiona! reserve is also often made to meet unexpectedly large
-claims. Under executive instructions, the r~serves. a~tually made
:by a company are allowed, subje~t to a n:axu~t,J.m limit of 100 ~r
cent. of the current year's premmm receipts in r~spect of ~ar~e
·insurance business, and 50 per cent. of the premium receipts In
respect of other business.
26. It has been urged that companie~ shoul~ be all~~ed to build
up a tax-free reserve in order to put them m a position to meet
·sudden catastrophes resulting !n huge losses. ~t is P<?inted out that
'Indian companies, being relatively ~ew to this. ·busu~ess, are at a
·disadvantage as against older ~on-Indi~ compames whicl?- were able
·to build up heavy reserves durmg ~ period of lo'Y rates ?f mcome-?x,,
:and which now enjoy a large portion of the Indian busmess. A~~
:able reserve, it is urged, will thus help to. strengthen .the competi~1ve
position of Indian companies, in the Indian market Itself as agam~t
:non-Indian companies; and it ~ill also enabl~ them to ~xpand their
:field of operations outside India. The spec1fic suggestion that has
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been put forward is that companies should be allowed to add fiveper cent. of their annual premiums to the reserves every year, until
they reach 100 per cent. of annual premiums in respect of fire and
miscellaneous business, 150 per cent. in respect of marine cargobusiness and 200 per cent. in respect of marine and aviation hull·
business.
·
27. We agree that general insurance in India: is still in an early·
stage of development and needs encouragement for building up.
reserves. We accordingly recommend that the companies should be·
allpwed to add five per cent. of their annual premia to the reserves.
every year free of tax until the reserves reach 75 per cent. of annual
premia in respect of fire and miscellaneous business and 150 percent. in respect of marine and aviation hull business. We do not
recommend any change in respect of marine cargo business.
28. A company issuing a policy for· a large amount usually distributes the z:isk by re-insuring portions wit~other companies. In the case of general business, re-insurance is mostly placed with non-Indian companies. It·
has been brought to our notice that assessments have recently been·
made on certain .foreign re-insurers on the basis that the· course of
transactions with. the Indian company forms a 'business connection'"
within the meaning of section 42 of the Income-tax Act. On a strict'
interpretatien of the law, it is perhaps arguable that the Indian company acts more or .less as an authorised agent of the foreign re-insur.;..
er; and that the former is in a position to accept policies for fairly·
large sums when it knows that it can automatically pass on a portion
of the risk to the re-insurer. There is also the possibility of evasiom
by a group of foreign insurance companies acting together. Only·
one of them may register itself under the Indian Insurance Act, and
may pass on large parts of its business to the other members of the·
group by way of re-insurance.

Re-insurance ·

29. Despite these contentions we are impressed by the consideration that such taxation will make foreign re-insurance companies.
reluctant to accept re-insurance from India. In the alternative,.
they will add the element of tax to the premiums charged to Indian
companies.
·

In the interests of general insurance business being built up in
India, we would suggest that the best policy would be not to apply
the interpretation that a 'business connection' arises in such transactions. No amendment of the law is necessary to bring about this
result, which- could be secured by the issue of suitable executive:
instructions.

30. We may now consider some suggestions which have been·
made to us for modification of the procedure·
Trade associations, governing the taxation of trade and professionchambers of com· ·
merce etc
al associations,
chamb ers of commerce, et c.
· ,'
•
Such organisations may hold property or other·
investments, and it is common ground that the yield from thesesources should be taxable. In addition, they may render specific
services to individual members and charge· fees therefor; they also·
receive periodical ·subscriptions from the members, which ordinarilyform a major part of their gross income.
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. The s~rplus of .fees received .for specific services over expenses
Incurred ~ rendermg those serVIces is taxable- under section 10 (6)
of the Indian Income-tax Act, which was inserted in 1939 as a result
of the following recommendations of the Income-tax Enquiry Committee, 1936:
"We consider that even where such services are performed
for members only, these activities should be regarded
as the· carrying on of business. If necessary, an
explanation to this effect should be. added to section 10.
of the Act."
· 31. So far as general subscriptions are concerned, a suggestion
has been put forward that they ought to be exempt from tax on the
principle of mutuality, but this argument is not impressive. Few
associations can be said to satisfy the stringent conditions which
courts have laid down fo:r the application of this principle. We
would prefer to put the case for exemption on the ground that a
large part of the subscriptions would be spent on objects of common
interest to the members, and the expenditure would have beeri an
admissible deduction if spent by each member separately. A part
of the subscriptions may also be spent on non-business objects, or
accumulated for capital expenditure; we do not think that exemption can be claimed in principle for this part of the receipts. Strictly speaking, therefore, a process of allocation would be needed in
order to determine the t::pcable profits of the association; and a
similar allocation would have to be made to decide the ·proportion
of the subscription which could be allowed· as an admissible deduction from the business income of the members. The time and
labour involved in such allocation would, however, be out of proportion to the revenue involved.

~

32. The Income-tax Enquiry' Committee, 1936, therefore recommended that administrative arrangements might be entered into
with such associations by which (a) the associations would be taxed
on the entire surplus of receipts over outgoings, without allocation,
(b) the members would get the entire annual subscription allowed
in their assessment, and (c) any sums distributed by the association
to its members would be allowed as a deduction from its income and
taxed in the hands of the recipients.

In practical working, administrative arrangements on the lines
suggested by the Income-tax Enquiry Committee, 1936, have not been
entered into with any association. At the sam~ time, the departmental practice has been to exclude the full amount of subscriptions
from the association's total income, and to allow the full amount as
a deduction from the assessable profit of the members. A part of
the association's expenditure is set off against the exempt income.
There may be differences of opil}ion in regard to the allocation of
expenditure as between taxable and non-taxable income, but this is
not a point ·which can be legislated for.
33. A suggestion has been made to us that such associations
should be given the option each year of being assessed on the net
surplus of receipts from all sources over all outgoings. An option
which could be changed every year is capable of placing the association in a position of undue advantage. Moreover,- in order to decide
which option is more advantageous, calculations will first have to
317 MofF-8
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be made by both methods, and thus the trouble of making an allocation of expenses would not be avoided. We believe that a longterm arrangement as suggested by the Income-tax Enquiry Committee, 1936, would be administratively more convenient, and would
avoid disputes as to allocation. We recommend, therefore, that
associations which are prepared to agree to such a ~tanding arrangement should be allowed to do so.
34. Our attention has also been drawn to the fact that certain
associations conduct professional examinations, and the suggestion
has been made that they should not be assessed on examination
fees and tuition fees. It is not possible to accept this suggestion, as
the surplus from these sources is merged in the association's general
funds and is available for being spent for other purposes.
35. The income of investment trust companies, derived from
dividends paid by any other company which
Investment trust
pays
corporation tax in respect of the profits
companies
out of which such dividends are paid, is exempt
from corporation tax, but not from income-tax (vide Notification
No. 47, dated· the 9th December 1953), if all the following conditions
are satisfied:(i) it is a company having for its principal business the
acquisition and holding of ·investments in the stocks,
• shares, bonds, debentures or debenture stocks of other
companies oc in securities issued by public authorities;
(ii) it is not a company formed for the purposes of, or ·engaged in, acquiring or exercising control over any othe-:l"
company or groups of companies or enabling any other
persons to acquire or exercise such control; and
· (iii) it is a company in which the public are substantially ·
interested within the meaning of section 23A of the
Indian Income-tax Act.
36. It has been represented to us that this exemption should be
incorporated in the statute as a permanent feature and made applicable automatically without satisfying any additional conditions and
without seeking prior approval of Government. It is further suggested that the exemption should apply to all investment companies.
The justification for the above suggestions is stated to be that these
companies perform a useful function in promoting investment.
37. The notification was meant to promote the formation of
genuine investment trusts. The conditions prescribed are an attempt
at a definition of such a concern and the limits that should be placed
on the scope of its investment pqlicies. The usual purpose of an
investment trust company is to diversify small outlay by operating a
collective fund contributed by shareholders each of whom, through
the medium of a large portfolio, has a stake in a number of individual companies. It is necessary, if this purpose is to be fulfilled,
that the fund should be designed for safety by eliminating, as far as
practicable, the speculative element and that the benefit of tax
reduction accrues to a large body of genuine investors. We have not
carried out an examination of the operation of the conditions prescribed at present to see whether they are a sufficient safeguard to
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achieve this purpose, .bnt we are not in favour· of' enlar~g :the
scope of the present conces~,ion to pover all types' of investment
companies 'Yithout any restriction on the nattire of their business=·
and their investment policies. We are also not·· impressed by. the·
-suggestion that the present concession should be embodied.in · the·
:statute.
·
·
·
·
. 38. As regards investment companies· which are not covered by
"the notification referred to, it has beeri suggested to .us ·that their
income, being of a fluctuating nature, should he ..averaged. Fluctua1ion of income is not peculiar to investment companies. To a considerable extent 'it can be avoided or cushioned by judicious adjustment of their investments. We do not think that the taxation 'system
$hould be utilised to even out the effects of. such fluctuation in the
:profits of investment companies. ·
·
·
39. A suggestion has also be~n made. that inve~tment-· c~mparrl~s
which are closely-held corporations, should be compulsorily made to
-distribute their entire profits (less tax) in the ·shape of dividends,
.and not merely 60 per cent. of the profits. .We: shall consider this
suggestion in Chapter XI, while discussing the application of section
.23A of the Income-tax Act.
·
.
40. ·The representatives of electricity undertakings have brought
to our notice certain difficulties arising from the
£lectridty · undermethods of computing depreciation as laid down
~ngs
in the Electricity (Supply) Act, 1948, which, it
Js submitted, conflict with the provisions of the Income-tax ~ctr ·
41. The Electricity (Supply) Act, 1948, _contains detailed provi<>Sions regulating the maintenance of accounts by electricity under-·takings, and the basis on which they can charge consumers for the
-current consumed. One of the provisions is· that depreciation is· to
·be charged either on a straight-line basis or on .a compound interest
'basis, so that, by the e:qd of the estimated life of the asset, an amount
·Of 90 per cent. of its original.cost is accumulated. Another is that the
-cllarge to the consumer has to be periodically adjusted so as to leave
"to the undertaking only a clear profit of five per cent. of the capital
base plus income from investments.
,2, This gives rise to various difficulties. In the first place, the
'Electricity (Supply) Act does not provide for initial and ad~tional
-depreciation. Consequently, in the first few years after th~ mstallation of new machinery, the book profits would exceed the assess;able income while the position would be the reverse _in later years..
.At th~ sam~ time, the charge to consumers has to be adjusted with
:reference to the book profits.
·

The result is that, in the earlier years, the tax saved is compul::sorily passed on to the consumers, while in latet years, the tax liability is higher than that on the book profits, but no reserves would
nave been accumulated to meet the hability.
We consider that the best way out of the difficulty would be to
.allow the concerns to put into reserve. ~.Y extra surplus that. t~ey
;get as a tax relief on account of the rmtlal and extra depreciation
.allowances. We recommend that the Electricity (Supply) Act be
3mended so as to permit the creation of such a reserve.
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43. The fact that assessable income may be less than the book.
profits in the year of installation of new machinery and in the next.
.few years, also leads to some difficulties. The company's dividend
policy has to be based on book profits. It is possible, however,.
that on account of the accelerated depreciation allowances the
assessable income (less tax thereon) is less than the dividends distributed. The excess dividends will then become liable to additional
income-tax under the annua.l Finance Acts. The assessment might
even result in a loss, and if this happens the shareholders"will not
be entitled to any tax credit in respect of the dividends.
· Thes~ difficulties will cease to exist if the method of taxing companies is revised .on the lines suggested .in Chapter X.
44. The Hindu undivided family is a unique institution which hasThe Hindu undivid- been ~ec.ognise~ by t~~ Indian. Income-tax Acted family
as a distmct un1t mer1tlng spec1al treatment for
· purposes of assessment.. The concept of the
Hindu undivided family in the Indian Income-tax Act is in substantial agreement with the position under the Hindu law as applied by
courts in this country, according to which properties and income
of such a family are treated as one unit so long as the family continues undivided. It is because of this peculiar feature that the Hindu
undivided family has been treat~d as a distinct taxable entity in
every ·Income-tax Act since the Act of 1886. The legal propriety
involved in the treatment of the Hindu undivided family in such.
manner was examined in Jdetail by the Income-tax Investigation
Commission which concluded that "the assessment of the Hindll'
undivided family as a unit not only is not inconsistent with but
substantially agrees with the legal position under the Hindu law"_
We are in agreement with this view. The only point that we propose
to consider is whether the treatment of the Hindu undivided family
as a separate unit for income taxation leads to any inequity which.
needs to be remedied.
·
·
. 45. The special provisions regarding the Hindu undivided familyin the Income-tax Act are contained in sectiqns 14 (1) and 25A which
are reproduced below for ready reference:"14 (1). The tax shall not be payable by an assessee in respect
of any sum which he receives as a>
Exemption of a
member of a Hindu undivided family
general ·nature
. where such sum has been paid out of
the income of the family or in the case of an impartible
estate where such sum has been paid out of the income_
of the holder of the estate belonging to the farillly.
25A. (1) Where, at the time of making an assessment under
·
section 23, it is claimed by or on behalf ·
Assessment
after
of any member of a Hindu family
partition of · a
undivided
hitherto assessed as undivided that a
. Hindu
family
partition has taken place among themembers of such family, the Incometax Officer shall make such inquiry thereinto as he may
think fit, and, if he is satisfied that the joint family property has been partitioned among the various membersor. groups of members in definite portions he shall record:
an order to that effect:
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·.Provided that no such order shall be recorded· until notices of
the inquiry ~ave been served. on all.the members of the
family .
.(2) where such an order has been passed, or where any person has succeeded to a business, profession ~or vocation
formerly carried on by a Hindu undivided family whose
joint family property has been partitioned on or after the
last day on which it carried on such business, profession
or vocation, the Income-tax Officer shall make· an assessment of the total income received by or on behalf of the
joint family as such, as if no partition has taken place,
and each member or group of 'members shall, in addition
to any income-tax for which he or it may be separately
liable and notwithstanding anything contained in sub.section (1) of section 14, be liable for a share of the tax
on the income so assessed according to the portion of the
joint family property allotted to him or it; and the Incometax Officer shall make assessments accordingly on the
various members and groups of members in accordance.
with the provisions of section 23:
:Provided that all the members and groups of members whose
joint family property has been partitioned shall be liable
jointly and severally for the. tax assessed on the total
income received by or on behalf of the joint family as
such.
·
{3) where such an order has not been passed in respect of a
Hindu family hitherto assessed as undivid~d, such family
shall be deemed, for the purposes ·of this Act, to continue
to be a Hindu undivided family."
~he annual Finance Acts also provide exemption limits for income'tax for Hindu undivided families higher than that for individuals and
:associations of persons; in the latest Finance Act, the limit is Rs. 8,400
.as against Rs. 4,200 for other units such as individuals and associations
-of persons. (There is no difference in the limit for super-tax). The
.share of the income of the family received by its members is not
-taken into account in their personal assessments.
The family is also entitled under the law to a partial partition
-and to establish a business with the capital so provided. Such a
business can be run as a partnership. · Although, therefore, the
exemption limit for the Hindu undivided family with two or more
members entitled to claim partition is now Rs. 8,400, the real benefit
-enjoyed by the family as a whole)s much more because of the con~essions referred to above.
46. Certain witnesses have submitted that the treatment of the
·Hindu undivided family as a separate. unit for taxation purposes
-confers on it advantages such as those mentioned above which are
1otally. unmerited and that the correct thing would be to assess it as
'3D association of persons, with suitable provision for adequate safeguards for avoiding hardship to families in the lower income
'brackets. We have considered this matter carefully and have come
1;o the conclusion that it is not desirable to make this change. If the
_Hindu undivided family is treated as an association of persons the
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share of income received by every member from the family will haveto be included for rate purposes in the separate·assessments of themembers of the family, and considerable hardship would be caused.
thereby, particularly to families in lower income groups. Once theconcept of an association of persons is accepted it would be difficult
to provide in the law for relief to any special class of assessees..
47. ·Another suggestion that has been made to us is that the Hinduundivided family should be treated as if it· were a registered firm.
·In concrete terms this will involve allocation of the. income of a..
family among the· various persons constituting it, and the aggregation of such share of income with any separate income which anypartic,ular ~em?e._r may have for assessment.
. A variant of this method which has also been suggested is to cal. culate the tax which would be due from each member of the family·
on his share of the income at the personal rates applicable to histotal _incoqte, and demand from the family the aggregate of such
separate taxes. ·This suggestion would lead to serious legal and:
administrative· difficulties in determining th~ shares of income of theindividual members. So long as the _Hindu family is undiVided, themembers have no legal right· to any separate share· in the income.
· and any notional division .would create a legal fiction. In order to-·ascertain the actual share of each member, regard would have to behad to the births and deaths which have occurred in a family durin~
a year. A suggestion which has been made by some witnesses in.
order to get over this particular difficulty is to treat the income as.
notionally belonging only to the adult male members of the familyDelay in completing the assessment, after ascertaining the personal
rates applicable to the _several members, and difficulties in collection of
tax will arise ·in practice and make the proposal unworkable. This
suggestion has also therefore to be ruled out of consideration.
· 48. In coming to the conclusion that it would be inexpedient t().
·make any far-reaching changes in the tax treatment of the Hindu.
undivided family at the present moment, we have also been influenced by the fact that the Hindu Code Bill is pending before the Parliament, and that, when it is passed into law, it is likely to effect radical changes in the legal and social framework of the Hindu joint
family system, the tun extent of which cannot now be .foreseen.
Whatever changes may be made in the meantime can, therefore, onlybe in the nature of an interim measure, for which we see no justification.
49. The exclusion of the share of family income from the total
income of a member of a Hindu undivided family results in certain
anomalies. When the individual members have large separateincomes, and their ·personal rates of tax are higher than those applicable to the family, the present system results in the total tax being:
less than the tax which would be leviable if the incomes were aggre-gated. However, in view of the considerations set out in the preced-·
ing. paragraph, we· do not recommend any modifications. On· the·
other hand, families in the lower and middle income groups, wheremore than one member may contribute to the earning of the family
income .and the.. m~bers have no separate incomes or. only small'
in~omes, would gain an a9-vantage if the shares of income were to beaggr~gated V[it:Q their separate income .(if any) and taxed separately_
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Suggestions have been made to us that such families should be granted some tax concessions through a higher abatement for life insurance premia or higher earned income relief,· in proportion, to the
number of adult male .members in the family. We recommend, in
the next chapter, an increase in the maximum limit for abatement
on insurance premium to one-fifth of the total income subject to a
maximum of Rs. 16,000 for Hindu undivided .families and Rs. 8,000
for others. We think~ however, that a higher limit of abatement for
· Hindu .undivided families in proportion to the number of members
is hardly justifiable in view .of the fact that individual members of
the family are also entitled to abatement in respect of premia paid
out of their separate incomes (if any). As .regards earned income
relief, the determination of the particular members who took an
active part in the earning of the family's income would involve
harassing enquiries and would also lend itself to manipulations of
various kinds. We do not, therefore, recommend further relief in
· either of these directions.
50. The Income-tax Investigation Commission had recommended
that the non-taxable maximum, both for income-tax and super-tax,
of families with two or more members entitled to claim partition,
should be fixed at twice the general exemption limit, and that the
exemption for families with four or more members entitled to claim
partition should be fixed at three times this amount. Partial effect
has been given to this recommendation, in respect of income-tax, but
not of super-tax, by fixing the exemption limit for Hindu undivided
families with two or more members entitled to claim partition at
Rs. 8,400 as. against the general limit of Rs. 4,200. We recommend
that, for families with four or more such members, the exemption
limit for income-tax may be fixed at three times the general exemption limit (this will come toRs..12,600 at the present rate). We do
not recommend any relief in respect of super-tax.
·
.
51. The provisions of section 25A of the Income-tax Act, which
B id
e
d
stipulate a division of the assets of the family
In~ ;:~donregar • into definite portions before the disruption of
a Hindu .undivided family could "I.e accepted for
income-tax purposes, have been criticised as unduly harsh. It is
urged that a mere unequivocal declaration of an adult male member
of the family of his intention to separate should be accepted as sufficient evidence for purposes of the Income-tax Act. Under the
Hindu law, partition is a severance of joint status and. as suci1, lS, a
matter of individual volition. All that· is neces~acy to constitute
partition is a definite and unequi~ocalindicatioD by a member of a
. Hindu family of his intention to separate himself from the family. It
is immaterial whether the other members agree tq the partition or
not. The intention to separate may be expressed eitlier by an explicit
declaration or by conduct. Such a partition may. be partial either
in respect of property or in respect of the persons making it.
·
'

52. The intention to divide may only result in fixing the proportion of interest of each member in the property.· This is, :however,
not of ·much use for income-tax purposes...The partition of the
family involves the division of wealt.h ·and npt of income. It is possible for some members to get only wealth and no income-producing
source while. it may be vice-versa in other cases ... Vnless it is known
definitely in what proportion 'income' is d~vided~ it is obviously not
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possible to tax it separately in the hands of the members of the
family. We are, therefore, unable to recommend a change along
the lines suggested.
53. Partnerships are regarded as aggregation of individuals for
tax purposes if they satisfy certain conditions
Reghtration of
laid down in the law; otherwise as distinct
firms
taxable entities. The income of firms . of
the former type is apportioned between the partners and·
assessed at the rates applicable to the total income of each. In
the majority of cases, :where the rates applicable to the personal
_:Jcomes of the partner are lower than the rate that would
be r.pplicable to the total income of the firm as · such, this
amounts to a tax concession. Possibilities of abuse are, however, inherent in this concession in that it is not difficult to introduce bogus partners with a view to fractioning income and reducing
the total tax liability. It is, therefore, proper that adequate safe-·
guards should be embodied in the law to ensure that the concession
is availed of only by genuine partnerships. We are, however, of the
view that procedural formalities, enabling the concession to be
enjoyed, should be the minimum possible compatible with the safety
of revenues.
54. The Indian Income-tax Act makes a distinction between
registered and unregistered firms with a view to
Pr~cedu:e for
achieving the object mentioned in the preceding
reg~stratton
paragraph. An unregistered firm pays tax, like
an individual, on its total income at the rate applicable to -that income.
The income of a registered firm is apportioned among its partners,
and the tax liability is placed on the partners at the rate applicable
to their total incomes. A firm can obtain registration if it complies
with the procedure laid down in section 26A of the Income-tax Act
.and Rules 2 to 6B prescribed thereunder. The main features of these
regulations may be described as under:(i) the firm must have been constituted under an instrument
of partnership;
·
(ii) the instrument of partnership must specify the indjvidual
shares of the partners;
(iii) the firm, seeking registration, has to make an application
to the Income-tax Officer in a prescribed form;
(iv) the application for registration should be personally signed by all the partners (not being minors);
_
(v) the application must be accompanied by the original
instrument of partnership or a certified copy thereof;
(vi) the application for initial registration must be made within six months of the constitution of the firm_ or before the
end of the accounting year of the firm (in which it is constituted), whichever is earlier;
(vii) in the application, the firm has to certify that the_. profits
(or loss) ef the accounting period have been or will be
divided or credited to the various partners in accordance
with the details to be furnished;
(viii) on receipt of a proper application, the Income-tax Officer
gives the certificate of registration if he is satisfied that
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there is or was a firm in existence constituted as shown in
the instrument of partnership.
55. The registration certificate given under the rules mentioned
above is valid only for one year's assessment.
Renewal . or regis- Registered firms have to apply in relation to
ttadon
, assessment for renewal
every sub sequent years
of registration. Such an application has also to be signed by all the
partners (not being minors) and has to be made before 30th· June
in every year. Th~ firm has to certify that its constitution and the
individual shares of the partners have remained. unaltered. Renewal
()f registration is, thereafter, granted by the Income-tax Officer if he
is satisfied that the application is in order and that there is or was
a firm in existence constituted as shown in the instrument of partnership.
56. The main objections which have been voiced before us against
ObJections
to the the present law and procedure may be sumpresent scheme
marised as under:(i) under the general law relating to partnership, no written
instrument of partnership is necessary. The requirement
of filing an instrument' of pa~tnership, prescribed by the
Income-tax Act, it is· stated, amounts to legislating away
from the law of partnership, and should be abrogated;
(ii) the time limits prescribed for filing application for initial
registration and renewal of regis~lation lead to practical
difficulties. Registration .should not be refused simply
pecause a firm could not file the application in time, if the
income-tax authorities are satisfied that the firm is
genuine; and
(iii) Income-tax Officers should not refuse registration simply
because the application as furnished by the firm is defective in some respects without affording an opportunity to
the firm for rectifying the mistakes.
We now consider these objections seriatim.
57. The requirement of filing a written partnership deed and
r
furnishing other particulars embodied in the
.
R equLrement
o
furnishing
partnerprescr1"b ed app1·1cat•1on f orms h as b een 1a1"d d own
ship deed etc.
in the Income-tax Act with a view to ensuring
.
that the concession available to a registered firm
is enjoyed only by a genuine firm. It legislates away from the
general law as all legislation, which is intended to counter tax
avoidance, must. In the absence of such evidence being furnished
by a firm, it will be extremely difficult for Income-tax Officers to
determine the genuineness and the constitution of the firm and the
manner in which the profits have in fact been divided. between the
partners. All the relevant information and evidence. is obviously
in the possession of the partners and the means for external
verification available to the Income-tax Officer are necessarily
meagre. The absence of account books in some cases adds to these
difficulties.
We are of the opinion that, in principle, the ·requirement mentioned above should continue. It is completely justified on the
ground that the law must provide adequat~ safeguards ·to prevent
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abuse of the concession which registered firms enjoy under the ·
Income-tax Act. We are also convinced that the obligation which.
this requirement places on this class of assessees is not incommensurate with the concession which they enjoy on registration.
·
58. It has been 'suggested to us that the position obtaining before.
. 1952 in respect of the time-limit for filing appliTl
rmi
t;
cations for initial registration and for renewal
1
8f';ucati0:: ?_f ·registration should be restored. Before 1952,.
for initia reglstra- 1t was open to the partners of a firm to apply
tion and renewal of for registration at any time before the assessregistration
ment of the firm for the particular accounting
year was completed. This procedure was open
to abuse by presenting to the Income-tax Officers ante-dated partnership deeds, which was made possible because of the considerable time-lag .between the termination of the accounting year and
the completion of the assessment in respect of the profits of that
year in a large number of cases. The Income-tax Investigation
Commission examined this position and recommended that "registration of the deed by the income-tax authorities, if it is to be useful, must, therefore, be registration within a short interval-say three·
or at the highest . six months--after the commencement of thepartnership". Rule 2 of the Income-tax Rules was accordingly
amended in 1952. We are. in agreement with the views expressed by
the Income-tax Investigation Commission that, in principle, some
such time-limit m~st l?e prescribed:
59. We are, however, of the .opinion that a narrow view should
not be tak~n ·and registration refused merely on the ground that theapplication has not been filed in time if the income-tax authorities.
are otherwise sati~fied about the genuineness of the firm. We note·
that, consistently with· this view, provision has been made statutorily
for the time-limit to be relaxed in suitable cases. Where a firm is.
registered tinder the· Indian Partnership Act or where the deed of
partnership is registered under the Indian Registration Act, it is provided that application -for registration may be made at any time
before- the end of the accounting year of the firm. The law also gives.
the discretion to the Income-tax Officer to entertain applications.
made after the expiry of the specified time-limit, if he is satisfied
that the firm was prevented by sufficient cause from making the·
application within the-prescribed time. We also learn that Incometax Officers have been instructed to take a lenient view when belated applications. are filed. The· following instructions which have·
been issued by the Central Board o~ Revenue in this behalf w.ould
appear to be sufficient:(i) where the genuineness of a firm is not in doubt, or the·
case of a new assessee is under consideration, the Incometax Officer should not refuse to entertain a somewhat~
belated application in relaxation of the time-limit;
(ii) for renewing the registration of an existing firm with nochange in its· constitution, it would be unnecessary to be·
· very meticulous abou~ the date by which the renewal
application should be made. Provision already exists· in.
the rules empowering the Income-tax Officers to relax the
time-limit on .sufficient cause being shown. The Board,
therefore, direct that a belated application for renewal of"

ru:::-
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registration should not normally be. rejected except for
sufficient reason such as wilful default in compliance with
fueootireL
·
60. The last main criticism of the present procedure that has been
- made before us is that.registration is refused in
Refusal of regis• some cases merely on · the ground that the .
tratloa on defective prescribed form of application had not been proapplications
· WI'thout prov1
· 'd'mg
perIy or compIet e1y fill ed 1n
_an opportunity. to the assessee for. rectifying such omissions. Weunderstand that, if a return of income filed-by an assessee is incomplete or fails to comply with a particular provision, it is the depart- ·
mental practice to send such defective returns back to the assesseeand give him an opportunity to rectify the mistakes or make up the·
deficiency before taking any adverse· action. We see ho reason why
the same procedure should not b~ followed in respect of· applications.
for registration, and we recommen<~. that the Central Board of Revenue should issue instructions: to Income-tax Officers to ensure that a
genuine· firm is not refused. registration merely because of someformal defects in the application without affording the partners an
opportunity for rectifying such defects.
·,
61. While in principle we approve of the system of, registration
·of firms, we are of the opinion that the procedureSi mplifi cat1on °(
. 1ved . sh ould be ~~~p
. r1fi ed In
. so~e re.spec t s
present
procedure .
tnyo
·
w1th a v1ew to allev1atmg the techmcal difficulties which assessees may now be experienc-ing. As regards the regis•
tration of firms, it should be· enough, in our opinion, if the rules
require the filing within specified period; of only the instrument
of par.tnership signed by all the partners and specifying the date of
the commencement. of the partnership, names of all the partners and
their individual shares in the profits (or loss) of the partnership and
such other particulars as may" be prescribed. The application for
registration and the various certificates contained· therein,· as prescribed in· Rule 3 of the Income-tax Rules, may· be incorporated in
the form of the income-tax return itself to be. filled in by the partners at the time of furnishing the return. .
·
62. Once registration· of a firm has been initially granted by theIncome-tax Officer, no material purpose appears
Renewal or regis·
to be served by· the separate procedure for
tration
renewal of registration. There is no reason why
partners of a firm should be required to file before the 30th June·
every year a separate 'application for renewal of registration. Therelevant application and the certificate~ contained therein, as prescribed in Rule 6 of the Income-tax Rules, could be incorporated in
the form of the income-tax return itself. ,This should suffice for
automatic re-registration, subject to the reservations (i) that there
has been no changes in the constitution of the firm since_the date of
its last registration and (ii). that the .Income-tax· Offic:er: is s~tisfied
about the existence· of the firm constituted as shown In the Instrument of partnership.
. .
· ·· 63 It is howe~er · ~ecessary. to provide that· the annual return of
inco~e of. ~ firm sh~uld .be signed by all the partners· o:r; where the
return is made after dissolution.· of the firm, ~y all . partners wh_o
were pal;'tners in .the .firm .inimediately before ~1ssol~tlon and b! the
legal representatives of any such. person who Is deceased. .,
I.
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~We now turn to co-operative societies.

Our recommendations
in respect of the concessions in income taxation
Co-.operative
granted to this form of economic organisation
•oc1etles
involve(1) the continuanc~ of the existing concessions;
(2) the enlargement of these concessions for certain types of
societies; and
(3) in either cas~, the provision of safeguards to ensure that
· the concessions are not abused, e.g., by these being claimed by societies which are 'co-operative' in legal form, but
not either in their organisation or in their operation.
.

.Broadly, our ~ecommendations are based on the following grounds:(i) the. co-operative form of organisation is avowedly the one
best suited for a large sector of economic activity, including agricultural credit, in which it is of advantage for
small men to combine their resources arid efforts in the
promotion of the production, distribution or consumption
of the goods·· or services in which they have a common
interest;
· · · -- ·
·
(ii) there still exi~ts in. this: country a vast scope in many
spheres for the extension of this form of economic organisation; and
1
(iii) tax concessions are one of the means, though undoubtedly
a minor means, of helping. to bring about such development.
It follows that the concessions, as well as the safeguards against
their abuse, should be reviewed from time to time in the light of
the objectives postulated. We suggest that there should be such a
Teview at the end of ten years from th~ time these concessions
commence to be implemented. In particular, the review should aim
-at assessing (a) the results achieved by way of co-operative development; (b) the extent of revenue foregone; and (c) whether the
safeguards have operated substantially to prevent the abuse of the
-concessions. On the basis of this review, and of periodical reviews
.thereafter, if necessary, could be formulated further lines of policy
in regard to both concessions and safeguards.
65. Co-operative institutions are registered under the Co-operative· Societies Act, 1912, which is a Central Act, or under the corresponding enactments of different States. The general structure of the
all-India legislation and the State laws is the same, although there
are some differences in point of detail as also in the degree of control
exercised by Government. In recognition of the fact that co-operative societies are intended "to encourage thrift, self-help and
co-operation among agriculturists, artisans and persons of small
means", the Government of India granted certain tax exemptions to
co-operative societies from the very inception of the movement. The
basis of exemption was embodied in the Co-operative Credit Societies
Act, 1904 (later replaced by the Co-operative Societies Act, 1912) ~
The same principles, clarified from time to time; have continued to
govern practice. The exemption from income-tax was in respect of
4
profits' of a society and of all the dividends or other payments
received by the members of the society 'on account of profits'. The

1~

term 'profits' was interpreted by Government as referring to 'business
profits' and to exclude other income such as interest on securities;
To place the matter , beyond doubt, the notification granting the
exemption was ~men~ed in 1934 by the ad?ition of an explanation
that the exemption d1d not extend to (a) mcome from interest on
securities, (b) income from property, (c) income from dividends
and (d) income from other sources. The exemption to members wa~
restricted to dividends and other payments made out of the profits
exempt in th7 hands of the society. The following notification, as
last amended m 1945, regulates the assessment of co-operative societies
for purposes of income-tax:"The following classes of income shall be exempt from the tax
payable under the said Act, but shall be taken into account
in determining the total income of an assessee for the
purposes of the said Act:-

,

(1)
*
*
*
*
*
*
*
(2) The profits of any Co-operative Society other than the-

Sanikatta Salt-Owners' Society in the Bombay Presidency for the time being registered under the · Cooperative Societies Act, 1912 (II of 1912), the Bombay
Co-operative Societies Act, 1925. (Bombay Act VII ot
1925), the Madras Co-operative Societies Act, 1932'
(Madras Act VI of 1932), or the dividends or other payments received by the members of any such society out
of such profits.
.
.
Explanation.-For this purpose the · profits of a Co-operative
Society shall not be deemed to include any income, profits or gains
from-

i.

(1) investments in (a) securities of the nature referred to in

section 8 of the Indian Income-tax Act, or (b) property of
the nature referred to in section 9 of that Act,
(2) dividends, or
(3) the 'other sources' referred to in section 12 of the Indian
Income-tax Act".
66. In the course of half a century, the movement has madeappreciable, but not substantial, progress in many parts•. of the
country. Its most needed and most dominant form continues to be
the agricultural credit society; indeed, the movement itself started'
with the establishment of primary agricultural credit societies; it
has since extended to other forms of societies, both rural and urban 1.
and among the diverse types covered are numerous forms of noncredit co-operative organisation. While the co-operative movement
continues to diversify and expand, it would be easily recognised that,.
in view of the size of the country's agricultural population, the significant place which the handicraftsman and the artisan occupy in
the rural economy and the large volume of other business operations
conducted by persons of small means in cities, towns and villages,
the scope for further expansion and development of the co-operativeform of organisation is very considerable. The Five Year Plan
recognises this fact as well as the basic importance of co-operation
for the socio-economic progress of the country and accords a very
important place to this. form· of or~anisation in many programmes:
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<>f national importance. Recent surveys conducted by the Reserve
Bank of India,· by universities and' by research institutions, all point
to the· need to intensify effort for providing various services and
aids to agriculture and cottage industries· through organized
co-operative agencies. We have ourselves no doubt of the extreme
importance of planned co-operative development for the_ future welfare of the country. ·. It is evident that in India such a development,
()n the requisite scale, will not be possible without the active
assistance of the State. One form of State aid is relief from taxation.
In these circumstances~ we see every justification for continuing the
.exe_m~;>tions ~. m income-tax hitherto enjoyed by ~o-operative
SOCletle~.

67. The reasons we have just_ menti~ned also justify the enlarget
r
men t of the ·existing concessions in certain
1
0
.c:n:~~:fu::
cases. To this end, we make the following
recommendations:-

B

(i) all CO-:-Operative. societies, including State co-operative banks,
. -central or district co-operative banks, etc. (but excluding housing
~ocieties, transport societies, co-operative insurance societies and
urban consumers' societies) of which the total annual income is below
.Rs. 20,000 should be exempted from the operation of the 'explanation'
~hich figures in the Government of India Notification reproduced
.above. In other words, income from investments in (a) securities
<>f the nature referred to in section 8 of the Indian Income-tax Act
.and (b) property of the nature referred to in section 9 of that Act
:will also be exempt in their case;
(ii) under the ·existing provision, the business profits of a
.co-operative society are exempt from the payment of income-tax, but
they are included in the total ·income _for determfuing the rate of
tax on the balance of the society's income. For purposes of supertax, the business profits are completely excluded. The explanation
in the notification referred to makes it clear that the income which
is exempt does not include income from property or interest on
investments or dividends. We recommen4 that when a co-operative
:Society makes an investment with another co-operative society and
_gets income· by way of interest or dividend, such income from
-transactions between co-operative societies should not be deemed
iaxable e\"en if its total annual income exceeds Rs. 20,000. More. -over, in calculating the tax-free element in the dividends of members
.of- co-operative societies, no distinction should, we recommend, be
made on the ground of the source from which the divisible profits
..arise;
(iii) in the scheme of agricultural organisation that is favoured
by competent authorities, the extension of a system of warehouses
in rural areas is deemed to be of considerable importance. Where
warehouses are constructed by co-operative societies or by regulat-ed market committees enjoying statutory recognition, the income
from such property is liable to income-tax under the existing
·-practice referred to above. In view of the usefulness of this development in our rural economy', we recommend that co-operative
-societies (including banks, marketing societies; etc.) and statutorily
-constituted market committ~es which proVide warehousing or
:godown facilities, -should enjoy. exemption from tax on such. part
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()f their income as is derived from godowns and warehouses, even
if their yearly income exceeds Rs. 20,000:
(iv) so far as housing societies are concerned, we recommend iii
regard to 'tenant ownership · societies' that income· from property
should be taxed in the hands of tenant members and not the society.
We understand that the present practice in respect of 'co-partnership
housing societies' is to cha~ge the bona fide ·annual value of all. the
buildings owned by the society in the hands . of the society as · a
unit. The residential houses· built by the society and occupied by
the members are actually meant· for the benefit of the ·latter, though
legally the society continues to be the owner of the houses. There
is obvious hardship involved in the present procedure of taxing the
income from the rent of such buildings in the hands of the society:
We would, therefore, suggest that the proportionate annual value
-of the property occupied by each member should be taxed in his
hands and the recommendation made by us elsewhere regarding the
-concession, viz., exemption of the annual value upto half or Rs. ~,aoo,
whichever is lower, to be given in respect ot owner-:-occupied houses
should be extended to the tenants of co-partnership societies also.

"'·~ We .recognise

~eed

the~e

the.
. for ensuring tha·t
concessions
are available only to · genuine co-operative
Safeguards against
societies, i.e., those that fulfil certain basic
abuse ·
. . 1es . of co-operat•Ion.
These may . be
prmcip
.broadly listed as one man having one vote, restrictiaps on shareholdings by an individual, limitation of the return on share capital,
.and the indivisibility of reserves. The .dealings with non-members
is also an index that determines the extent to which a co-operative
society is genuine, though no hard and fast rules can· be laid down
.for this purpose, since some types of co-operative societies cannot
exist without deaHng with non-members.
We would recommend
that the State Governments should ensure tlirough adequate supervision that no improper use is made of tax concessions by different
.forms ·of co-operative societies and would suggest that they should
take into consideration, for this purpose, the tests mentioned above,
notwithstanding the fact that the relevant law under which ·they
.are registered does not prescribe these tests as sine qua. non for their
registration. We recommend that, on a society of which the total
income exceeds Rs. 20,000 furnishing a certificate from the State
·Government to the effect that its constitution and working conform to these tests, the Income-tax Officer should ordinarily grant
the concession without further examination. Should, however, the
Income-tax Officer find that a particular society which has produced a certificate of the kind mentioned above from the State
Government has had an unduly large proportion of its dealings with
non-members, he should bring the matter to the notice of the Central
Government, through his Commissioner of Income-tax, and we
suggest that a final decision regarding the admissibility of the
.concession should not be taken till after consultation be~ween th~
Central Government and the State ·Government has taken plac~

·

69. We now proceed to consider certain issues that have been
•
brought to our no~ice regarding t~e compu~a~alarJes
tion of two special types of Income, Vtz:,
salaries and income ·from property.

~
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.
We have already considered (in Chapter III) a suggestion tosubject to charge certain additions ~o salary in the shape of per-·
quisites in kind. A closely connected question is the exemption of
certain allowances received by employees. Section 4 (3) (vi) of the·
Income-tax Act exempts from tax any special allowance, benefit.
or perquisite specifically granted to an employee to meet expenses;
wholly and necessarily incurred in the performance of the duties·
of his office. This covers such items as travelling allowance, .an.
allowance for entertaining customers on behalf of the employer
and other similar items. Our attention has been drawn to the fact
that, as the tax authorities have no right to question the reasonableness of the allowance, it is possible for the employer and employee~
in concert, to arrange for the avoidance of considerable amounts of
tax by the latter by the grant of unduly large allowances.
'

70. We consider that there is a lacuna in the law which it is
desirable to fill, and recommend that section 4(3) (vi) of the Incometax Act should be amended so as to make it clear that the allowances
covered by it will be exempt only to the extent that expenses are
actually incurred in the performance of the assessee's duties of
office. We would further suggest that, in order to avoid unduly
detailed enquiries, taxing authorities should be instructed not to
. can· for details of expenses except in cases where the allowances
are prima facie unreasonably high.
71. · With reference to one type of allowance, viz., entertainment
allowance, we are of opinion that the problem of determining the
amount of expenditure incurred in the course of the employee's
duties is likely to lead to endless wrangles, as there is .considerable
scope for elasticity in business practice in this matter. We recommend, therefore, that entertainment allowances paid in cash should
in all cases be treated .as a taxable receipt in the employee's hands.
To the extent that it is considered reasonable it will of course be
allowed as a deductible expenditure in the hands of the employer.
72. While on this subject, we would also like to · refer to the
practice prevalent in various large business concerns of expressing
salaries paid to their employees as a particular amount free of tax.
In the higher ranges of salaries, the net amount after tax is very
much· smaller than the gross salary. For instance, a 'tax-free' monthly
salary of Rs. 3,000 (i.e., a net annual payment of Rs. 36,000), is equivalent to a gross annual payment of Rs. 53,039 less income-tax and
super-tax thereon amounting to Rs. 17,039; and a tax-free monthly
salary of Rs. 5,000 (i.e., a net annual payment of Rs. 60,000) is equivalent to a gross annual payment of Rs. 1,47.,360, less tax of Rs. 87,36()
thereon. We are, of course, aware that this practice does not lead to
any loss of revenue; in the illustrations cited, the employer would pay
into the treasury amounts of Rs. 17,039 and Rs. 87,360 respectively,
which would be treated as a deduction at the source on behalf of the
employee. At the same _time~ the mention of the smaller amount
is apt to give a misleading idea regarding the size of the salary tG
the lay public and to the shareholders of the employer-company
(where it is a company). We would, therefore, suggest that the
practice of paying salaries expressed as 'tax-free' should be
discouraged.
·
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73. Income from property is. computed for purposes of ta~ation
.Income Crom. proon the basis of its 'bona fide annual value',
perty·
which is the notional amount for which the
property can reasonably be expected to be let ·
from year to year.
74.· It has been represented to us that the notional basis of
computation of income from property should
1 .b •
·.ac tu:i~ec~j;t~
.,..
be abolished and the· taxable income should be
based on actual rental receipts less actual
outgoings. In most cases the adoption of the proposed basis would
not involve any change in liability, in view of the departmental
_practice of treating the rent actually received by a landlord as
-equivalent to the annual value unless there are reasons to believe
that it does not represent the actual state of affairs. Though no
·.substantial change is likely to result in tax liability from the
.adoption of th~ proposal, the op.us is likely in that case to shift to
the Income-tax Officer to prove that the actual receipts do not
represent the proceeds of a genuine rental.
· ··
N 0 ti
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75. We also observe in this connection that most enactments
governing local taxation also adopt a more or less similar definition
.of 'annual valu~'.
It would, therefore, be ari advantage-= if a
closer co-ordination could be established for the determination of
"annual value' by these two sets of tax authorities. In dealing with
Local Taxation we have suggested the creation of a State-wide
.agency for the assessment of property taxes on behalf of all the
local bodies in a State. We recommend that, in States where such
.an agency has been established, income-tax authorities should
normally adopt the same annual value as that determined for
municipal assessments.
No legislative provision will be necessary to achieve co-ordination
-on these ·lines, but the matter could be covered by executive
instructions to be issued by the Central Board of Revenue.
76. The most important of the deductions against income from
property now admissible is an allowance for
Jtepai~s
repairs, which is calculated· at a flat rate of
one-sixth of the annual value.
Suggestions have been made that
actual expenses should be allowed or that, alternatively, the·
allowance for repairs should be raised ·to a higher proportion than
• -one-sixth.
Verification of actual expenditure on repairs to property would
be difficult in practice, as it is likely that most owners. do not maintain authentic accounts for the purpose. It seems to us, therefore,
that the present method of linking the allowance to the annual
value of the property is convenient in practice. We are satisfied
that. the present allowance is adequate for reasonable repairs. Those
who suggest its modification proceed on the assumption that the
allowance fixed, at a time when prices were low, was just adequate.
It is probable, however, that it was pitched somewhat generously
.at that time.
77. At present .actual collection charges are allowed, subject to
a maximum of six per cent. of the annual value. It has been suggested that the allowance for collection charg~s should be increased .to
~17 MofF;_9
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twelve per cent. or fifteen per cent: of the annual value, or that theentire collection ,charges actually incurred should be allowed. Weare in favour of placing an upper limit on the charges so incurred.
From such evidence as we have been able to obtain, we consider thepresent ceiling to be reasonable and therefore do not suggest any
modification in respect of it.
·
78. A suggestion has been made to us that the whole of themunicipal taxes, as well as urban immovable
property tax, should be allowed as a deduction
in the computation of net income from property.
Such a deduction is not now allowed but, in computing the annual value of the·
property with reference to rent received from the tenant, the
tenant's liability in respect of property taxes paid by the landlord
is excluded.
'rhe tenant's liability is defined as one-half of thetotal amount of taxes levied by a local authority (whether payablewholly by the owner or partly by the owner and partly by the
tenant) or one-eighth of the annual value of property,. whicheve:r is.
less.

-Municipal taxes

79. Municipal taxes on property do not form an expenditure laid
out fbr the purpose of earning income from the· property. Themunicipal or State property tax levied on the owner is a charge on
the net income from the property, in much the same way as incometax itself. If property tax is to be made deductible for income-tax..
purposes, it would amount to the Central Government meeting a
part of the property taxes payable by the owner. We are, therefore, unable to recommend any modification of the law in this
respect.
We however suggest that the limit of one-eighth fixed
should be deleted as it is possible that it might lead to a den:al of
the 50 per cent. of total amount of tax in some local bodies. Regarding the percentage itself, we would suggest that the Central Board
of Revenue, in consultation with the Ministry concerned, should
examine whether it should not be raised.
80. In regard to the urban immovable property tax levied by the
State for State purposes, we have recommended that it should
gradually be given up and replaced by a municipal levy or if
the State continues to levy a property tax the proceeds should be
made over to local bodies. ·To the extent the State levy is replaced
by a municipal levy, it would automatically be covered by our
above recommendation. Where the State levies the tax but passes.
on the proceeds to the local bodies, it should be treated in the same
way as a municipal levy, i.e., it should be added to the other
municipal property and service taxes for the purposes of calculating
the admissible deduction· in respect of municipal taxes.
81. Suggestions have been made to us by various persons for
• i
allowing depreciation on property. Residential
epreaat on
buildings have a fairly long life, and their rateof wear and tear is usually quite low. The grant of an allowance for
depreciation would mean a good deal of trouble and labour -to both.
the assessees and the fncome-tax Department in proving the valueof old buildings and the cost of new buildings, and in maintaining
a record of the depreciation allowed. We do not therefore recommend the grant of any depreciation allowance.
D
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82. Under the present law, interest paid on mortgage of property is allowed as a deduction, irrespective of
Interest on mortthe use to which the borrowed amount is put.
gages
It has been suggested to us that this leads to the
allowance of expenditure which is not necessary for the purpose of
earning the income from the property, and that the allowance .ihould
be restricted to cases where the borrowed money is utilised for
acquisition or maintenance of the property or for any other
purpose connected with it. Interest on a mortgage is in the nature
of a first charge on the income from the encumbered property, and
the allowance has been in force for a very long time. On a balance
of all the considerations, we. do not see adequate justification. for
withdrawing this long-standing conces~ion.
.
··
83. Under the present law the annual value 0f owner-occupied
property
is also treated as income, subject
to
.
.
a maximum of ten per cent. of the total mcome
of the assessee.
It is argued that such tax
.
amounts to a levy on a hypothetical income
which the assessee would or might have earned if he had utilised
his capital in some other manner; alternatively, that the occupation by a person of his own house does not yield him any income,
but only enables him to save rent which he might otherwise have
had to pay. Without going further into this controversy, we
believe that the provision of a house for one's Jamily is an act
which is distinctly deserving of encouragement, and some tax concession should be given in order to assist lower and middle income
·
groups.
We therefore recommend that the annual value . of owneroccupied property, as. determined in accordance with section 9 of
the Income-tax Act, should be reduced by one-half or Rs. 1,800,
whichever is less. If' such reduced annual value exceeds ten per
cent. of the assessee's total income, the assessee sho"uld be given the
benefit of a further reduction of the annual value to ten per cent. of
the total income, as at present.
8t Section 4 (3) (xii) · of the Indian Iricome-tax Act grants
Exempt!on of in- exemption from tax for a period of two years
come from newly in favour of income from properties constructed
constructed l'roperty
between 1st April 1946 and 31st March 1956. We
have recommended another form of recurring
concession for owner-occupied pouses; in respect of houses intended
for letting out, the present concession amounts to specific encouragement of investment in a form of activity for which the· demand is
ordinarily strong' and which does not require any special stimulus.
This is borne out by the high rents earned in respect of new buildings.
We, therefore, recommend that this concession should be withdrawn.
f
•
T a:~>at 1on o 1ncome
from owner-occupied
property

. CHAPTER IX
THE RATE STRUCTURE OF INCOME-TAX OTHER THAN
CORPORATION TAX

The developments in the structure and system of income-tax
before World War II have been given in an
Developments in the
earlier chapter. The structure of rates has
rate structure or
Indian income-tax
undergone considerable changes since 1938-39.
Statement I at pages 146-148 gives details of the
rates of income-tax and super-tax since 1938-39. Figure 1 shows
the pattern of the rate structure on the basis of effective ·rates
in 1938-39, and in 1945-46, 1947-48, 1950-51 and 1951-52, being
the years in which significant. changes took place; no change has
occurred sinc3 1951-52 except that the exemption limit was raised
from Rs. 3,600 to Rs. 4,200 in 1953-54. Rates pf income-tax in 1938-39
were based on the step system, although super-tax rates were on a
slab basis. Consequently, the curve showing effective rates in
1938-39 in Figure 1 shows the rise by steps in the early stages, in
contrast to the smooth rise in all the other curves for later years.
In 1939, on the recommendation of the Income-tax Enquiry- Committee, 1936, the basis of charge for personal income-tax .was changed to the slab system. On the eve of World War II,• there was
available to Government a convenient and elastic fiscal tool which
could be operated to meet growing revenue requirements. The
basic rates of income-tax and super-tax, however, ·remained unaltered · during .the period 1939-40 to 1945-46, and the increases during
wartime were effected by means of surcharges. In 1940-41 and
1941-42, the surcharges on ,income-tax and super-tax were onetwelfth and one-third respectively," on all basic ~ates. During the
period 1942-43 to 1945-46, the surcharge rates were themselves
graduated and further increased. In 1945-46 the maximum rate of
income-tax was 57 pies in the rupee and. the highest .slab rate of
super-tax was 101 annas in the rupee. The exemption limit . was
Rs. 2,000 throughout the period, except in 1942-43 and 1943-44 when
it was lowered to Rs. 1,500. In 1946-47, the surcharges were merged
with the basic rates, the number of super-tax slabs was increased
from eight to twelve and there was a steep rise in the rates of
super-tax beyond Rs. 1,50,000, four new slabs carrying the maximum rate of. income-tax and super~tax to 151 annas above Rs. 5
lakhs being introduced. Earned income differentiation, was introduced in 1945. ·
2. In 1947-48, the exemption limit was raised to Rs. 2,500, effective
rates upto Rs. 15,000 were lowered, and rates beyond Rs. 25,000
were raised. By shortening the slabs, the maximum rate of 15!
annas in the rupee became applicable to incomes above Rs. 1,50,000.
In general, the rate-structure of 1947-48 showed a much steeper progression than that of 1945-46. The structure of rates in 1950-51
shows a downward readjustment of effective rates throughout as
com~red to 1947-48, but the reduction is larger as one goes higher
up the scale of incomes, particularly beyond Rs. 85,000. By that
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year, too, the number of .super-tax slabs had been reduced to ·eight
and the highest rate of income-tax and super-tax was down to 12!
annas on income above Rs. 1,50,000; the maximum rate of normal
income-tax was reduced in 1950-51 to four ,annas. The present rate
structure which came into effect froJil 1951-52 reflects the uniform
upward adjustment of rates effected by the surcharge ~f five per·
cent. imposed in that year on income-tax anq super-tax on personal
·
incomes above Rs. 7,200.
3. A comparison of the rate structure of income-tax jn India
with that of several important foreign counSoll;le general comtries is instructive.
Among the• rate. structures
paru;.on with other
.
.
countries
of economically advanced foreign countries, at
one extreme stands the Japanese structure in
which the marginal rate attains a level of 50 per cent. at
Rs. 15,000 and stabilises at the maximum of 55 per cent: at
Rs. 40,000; on the other hand, in the United Kingdom, the marginal
rate stabilises only after reaching 95 per cent. Marginal rates
in the other tax structures stabilise somewhere. in between these
two extreme limits. The initial marginal rates in India are lower
than in a number of other tax structures; partly for the same reason,
the degree of progression is greater. The marginal rate in India is
very low when compared to that in many other countries at
Rs. 10,000, and remains lower than in several countries at Rs. 15,000
and Rs. 25,000. It rises ra th~r steeply from this level and is among
the highest · at Rs. 40,000; this, it may be. recalled, is the end-point
of the first slab .of super-tax in India. From Rs. 70,000 and
throughout thereafter, the Indian rate remains next only to that of
the United Kingdom.
· 4. A comparison of effective rates indicates conclusions ·broadly
similar to those in respect. of ·marginal rates regarding the relative
levels of the Indian rate and progression therein. While the effective
rates in India are the lowest of many countries upto Rs. · 25,000,
the effective Indian rate rises above that of one country after
another until, at the level of the top Indian slab, it becomes second
only to that of the United Kingdom.
·
5. The existence in different countries of· a system· of family
allowances would somewhat reduce the graduation in respect of
assessees with families larger· than the average. size (viz., married
person with two children), in relation to which the above general
comparison is made. It is also somewhat fallacious ·to compare the
absolute heights of marginal or effective rates in different countries,
determined as these are by the conjuncture peculiar to each country
in regard particularly to such factors as concentration or dispersion
of incomes, per capita income levels, ~overnmrn~ re~.renu~ rc'1uirements, etc., apart from problems of inter-currency cc·mp~r~~"""'. • .. · ·
relative position of different income groups in the community is a
relevant consideration in comparing the incidence of a tax system.
·In countries where inequality of incomes is great-and India, with
many other under-developed ecountries, falls in this class-the upper
income-groups, almost by definition, stand much farther above the
average income level of the mass of the population, and their net
incomes after tax may still leave them in a more privileged po~ition
judged by per capita income standards, than income-groups in th~
same absolute range in other countries where per capita incom~i
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are higher. One basis of comparison of the level of taxation in
different countries which is sometimes used, therefore, is to take the
rates for 'corresponding' and not the same income levels, corresponding income level being taken to be one that forms the same
multiple of per capita income in each country. In India, a person
is not subject to income-tax until his income exceeds fifteen times
the national per capita income level while in most other countries
this multiple is smaller. Similarly, the level at which the Indian
income-tax reaches its highest rate is over five hundred times the
:per capita income level, while this multiple is much smaller in
many other countries. Consequently, the effective rates for
'corresponding' income· levels (i.e., levels which form equal multiples of the respective per capita incomes in different countries) are
much lower in India than in other countries. These comparisons,
again, have· to be made with caution, but they serve to emphasise
that the value of absolute comparisons of tax levels in different
countries is very limited.
6. The class of income-tax payers is very small relatively to the
population, being between 1 and 1i per cent.
The • gene~al case
_ comparison of the average income of an
for
htgher. 1ncom ..- ·
t
"th th e per cap1•ta Income,
·
taxation
1~come- ax payer Wl
· gives a very rough measure of the degree of
inequality which requires some attention in formulating the scheme
of direct income-taxation. Over and above the question of regulating
the incidence of income-taxation within the income-tax paying class,
viz., from one tax slab to another, an increase in the general level of
direct taxation should contribute to a reduction in the large measure
of inequality that exists as .between income-tax payers in general
and the mass of the population. The possible objection that this
involves levelling down rather than levelling up, for one thing, overlooks that the process of levelling up is associated with expenditure
of the proceeds of taxation, and with its beneficent and developmental character. Secondly, if savings and investment are . protected
from the incidence of .higher taxation, the incentives for economic
advance can· remain unimpaired. It has been brought out in the
chapter on "Tax Policy" in Volume I how for purposes of achievement of the national economic objectives, an upward adjustment of
tax rates and greater use of the income-tax mechanism is necessary.
7. We may now proceed to a closer examination of the present
structure of rates and consider readjustments in
tax rate::; and in allowances in some detail.

Considerations in formulating a rate structure of income-tax

Figure 2 gives a graphic representation of the structure of slabs
(marginal rates) and the curve of effective rates. Table 1 at page
135 gives the number of income-tax assessees (individuals) and their
percentage distribution in different slabs or sub-slabs of income as
well as the amount of tax demand from assessees in various slabs
in 1952-53; the marginal and effective rates of tax at different levels
of income are also shown alongside for convenience.
8. ·The concentration of. assessees by' number in the low~st slabs
of income-tax, as well as of super-tax payers by
Larger n~mber and number in the first one or two slabs of super-tax
smaller sue of slabs · .
· 1
Is clearly brought out. The relative
y cons1"derable spread of several of the slabs, particularly from the point of
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'TABLE

I.-Analysis of income-tax assessees and tax demand by income
.•
groups 1952-53 Income-tax

Income

Number
of
assessees

Per
cent.

Tax
Per Marginal
demand
cent.
rate
(In lakhs of Rs.)
4

3

I

s-

Rs.

Effective
rate

6

7

per cent. per cent.

3,6or- 5,000

32"9

5,cior- 7,200

26"4

10"9

5·6

15"3

11"4

7"5

7,20!-10,000

2"9

3:0,001-12,500

27,592

7"3

12,501-15,000

16,098

4"3

2,10

15,001-20,000

17,568

4"7

.20,001-25,000

10,033

Over

25,000

TOTAL

23,953 (*)

19"7

9"9

19"7

zz·s

3:71

:z6·3

15"2

3.43

,;,6·3

31,21

..

100"0

•

3"3

_49,60

4"2

~

zoo·o

Super-tax
40,001-55,000

s6· 7

1,72

45"9

19"5

2,33

52"5

55,001-70,000

8·4

2,04

6s-6

70,001-85,000 '

s·o

2,07

72"2

85,001-100,000

2·8

1,65

100,001-150,000

1,183

ISO,OOI-200,000

420

200,000

550

Over

TOTAL

I" 5

100"0

2,45

75"5
15"0

78·8

9"0

8z·o

40"0

8z·o

100"0

*(a) the discrepancy is mainly due to the fact that the income groups shown·
under income-tax relate to total income less earned income relief.
(b) marginal and effective rates relate to the combined rates of inccme.tax and
super-tax.

view of the number of assessees covered, would also be apparent
from the above table. This suggesb; the need, for the purpose of
ensuring smoothness of progression and equitable distribution of _the
tax burden, for paying particular attention to the scheme of. tax on
ranges of income which contain the largest number of assessees.
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9. The tax structures of many countries with a span of incometax rates as wide as that which obtains in India have a larger, and
often much larger, number of slabs. We think that it is desirable
to achieve a more equitable differentiation in the tax liability of
large number of 'assess~es in certain brackets by introducing a
larger number of slabs into our income-tax and super-tax rate·structure.
This will also secure a more even progression. The
number of assessees in income ranges below the normal income-tax
limit, and the number of super-tax payers in the first one or two.
slabs, also point to the need for some further splitting up of thepresent slabs, specially for these ranges of income.
10. In revising · the rate structure, we think certain important
considerations relating to the level of rates and
Extent
progresth e d egree of progressiOn
·
·
1eve1s
sion andofexemption
a t various
limit
should be borne in mind. First, it would beinappropriate to increase the burden of direct
taxation on the lowest income ranges appreciably, particularly
in view of our recommendations to increase indirect taxes.
Secondly, while a certain incr~ase in the schedule ·of ratesincluding the highest seems necessary, having regard to theobjectives of tax policy, , the proportionate room for increase in
respect of the topmost. brackets is correspondingly smaller than for
. upper-middle brackets; the present rate on the highest bracket,.
inclusive of surcharge is 82 per cent. Broadly, a maximum marginal
·rate of 131 annas in the rupee or 85 per cent. on incomes aboveRs. 1· 5 lakhs seems to us to be as far as one can go in present
circumstances. Thirdly, taking into account the per capita income
ievels of the community, and the desirability as far as practicable
of direct taxation of small incomes, there is a case for reducing the
minimum taxable income limit.· "The exemption limit was Rs. 2,000
in 1946-47 and was raised by stages to Rs. 4,200 in. 1953-54; we
recommend that the exemption limit should be Rs. 3,000. It may be
argued that the lowering of the exemption limit would impose
considerable administrative strain and involve disproportionately
large costs of collection. We are satisfied that administrative
considerations are not so weighty as to militate against any lowering of the exemption limit. In so far as the assessees in this range aresalaried classes,. their assessment would be relatively easy. Even in
respect of others, we do not think this step would require diversion of
staff from assessment work on larger cases. Besides, we consider that
it will become more and more important for effective administration
at all levels that a considerably larger number of persons should be
on the list of assessees.
11. We have received a large volume of evidence in favour of
introducing some system of family allowances.
in framing a properly -devised structure of
rates. In this regard, our income-tax system is almost alone among
the income-tax systems of the major countries of the world in not
. having any degree of differentiation of tax liability according to the
differences in family obligations and circumstances of the tax-payerr
Family allowances

12 The Taxation Enquiry Committee of 1924-25, and the Incometax ~nquiry Committee, 1936, specifically rejected the plea for
:iamily allowances on the grounds that in a country like India wheret>ractically everyone marries and the size of families is generally-
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large, an elaborate system of personal and family allowances was
not necessary, and that the rough-and-ready method for exempting
. incomes below a certain limit, coupled with the device of a tax-free
slice, was sufficient for the purpose in a general way.
13. For a completely satisfactory system of graduation related to
family obligations, dependents should be taken · into· account. But
a system which does include benefits to dependents may be
inquisitorial and difficult to administer in Indian conditions; and, on
the other hand, a system which does not include dependents may,.
nevertheless, make an advance towards greater equity. 'We consider that recognition of a certain. differentiation in the position of
different income-tax payers according to the size of the immediate ..
family in its very restricted sense of the earner, wife and children
will be a move in t:~e direction of greater equity of the direct tax
system.
14. Given the need for variation of tax liability on the above
general basis, what kind of system will be most suitable in Indian
conditions? There are, broadly, three systems in vogue: (1) an
allowance in terms of deduction from income, which affords graduated relief in various ranges of inconie; (2) a rebate in terms of fixedamounts 'of tax for each member of family; and (3) a combination of
the two systems, i.e., a deduction from income, subject to a maximum amount of tax saved; this has the effect .of affording graduated
relief upto a certain income, beyond which the proportionate relief
diminishes. At present, in India~" the first Rs. 1,500 slice of income is
exempt from tax. This corresponds to the second of the above
methods, since the exempt slice of Rs. 1,500 forms a part of the
lowest slab in every income, otherwise taxable at the fixed rate. of
nine pies, and is equivalent to a fixed tax rebate.
15. We do not agree with the view that the present tax-exempt
slice serves as a substitute for a system of family allowances. We
recommend the introduction of a regular system of family allowances. We realise, however, that this may not be practicable · of
immediate adoption owing to administrative and other difficulties,
but we recommend that the necessary steps should be taken from
now onwards with a view to introducing an appropriate· scheme of
family allowances, not later than. three years. Meanwhile, to begin
with, we recommend that the present tax-exempt slice of Rs. 1,500
may be increased to Rs. 2,000 .for married assesseel) and reduced to
Rs. 1,000 for unmarried persons so that there would be a clear difference of Rs. 1,000 in favour of every married person.
16. As regards the suitability of the various methods mentioned
above, tohe fixed tax rebate would taper off rapidly as income rises.
On the other hand, a deduction from income which is to afford relief
that is at all appreciable in the lowest income brackets would, by
reducing the graduation of tax on higher income, result in too great
a loss of revenue. A shift to the basfs of straight deduction from
income seems, therefore, hardly practicable even with a ceiling to
the amount of tax saved. There is another method, which appears
to be more satisfactory under our conditions where the problem is
of starting from a system of fixed rebate (the Rs. 1,500 tax-free slice,
as explained fs equivalent to that) and increasing it to some extent
for incomes in medium slabs. This is to give a tax rebate on a
portion of income at the average rate of tax appropriate to total
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income, subject to a maximum tax rebate; the aim would be to have
some elasticity in the amount of tax rebate with reference to income
without entailing too great a loss of revenue. The above method
may be considered in working out a system of family allowances.
17. One of the problems to which special attention will have to
'be given will be the position of the Hindu undivided family. The
treatment of the members of the Hindu undivided family on the
:same lines as of the family of the individual assessee might result
in an unduly liberal treatment as compared with the individual,
unless a way could be found to include the separate incomes of members of the Hindu undivided family; we recommend in the next
-paragraph that in respect of individual assessees, aggregation of the
... income of the members of the family should accompany the intro1luction of family allowances. Since the treatment of the Hindu
undivided family is liable to be altered in con!equence of pending
1egislative changes, we have not made a search for a precise formula
ior the treatment of the family for the purpose of allowances. We
:are of the view that the larger r~form of the if!come-tax system
relating to the introduction of family allowances for the main body
-of income-tax payers should not be held up owing to difficulties in
-finding a strictly logical way of treating the Hindu undivided family.
18. The justification of a system of family allowances is that,
though a person's ability to pay depends . on the quantum of his
income, it is also limited by his obligations in respect of supporting
a family. On the same reasoning, the unit of assessment should
ordinarily be the family, not the individual. If both husband and
wife have separate sources of income, it is obvious that their combined ability to pay would be higher than that of two separate
-persons with the same aggregate income. This is the common
ground for a system of aggregation of the income of husband and
wife, which is in force in the United Kingdom. Under the Indian
1aw, the normal procedure is for separate- assessments to be made
in respect of the husband and wife when they have separate incomes
-of their own. A provision to aggregate the incomes of husband
·and wife in all· circumstances (except where the wife has
earned income, not : exceeding Rs. 500), was included in the
Income-tax (Amendment) Bill of 1938, but was dropped on account
-of opposition in the Legislature:
'
19. In certain special circumstances, however, the law even now
-provides for treating the income of the wife or child of ·an individual
as part of his taxable income. These provisions were designed to
-counteract legal avoidance. When an individual's wife or a minor
-child is a partner of a firm in which he is also a partner, the share
of income of the firm attributable to the wife or child is treated as his
income. Income arising to the wife from assets transferred directly
or indirectly by her husband, otherwise than for adequate consideration or in connection with an agreement _to live apart, and income
arising to a minor child (other than a married daughter) from assets .transferred without adequate consideration, are also included in the
total income of the husband or father.
20. The provisions just mentioned have not been very effective
in practice. The Income-tax Investigation Commission found that
they were being circumvented in several ways. Thus assets could
be transferred· by a grand-parent to a grand-child, or two brothers
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might each transfer assets of more or less equal value to the other's
.child. A provision designed to counteract such methods was
.included in the Income-tax (Amendment) Bill of 1951, which was
-eventually no~ proceeded with. We are also informed that claims
.are often put forward that certain assets are stridhan (property of
.a female member of the family), and that it is not always easy in
_practice to distinguish such assets from those transferred by the
husband. Transfers of the assets of a member of the Hindu undivided
family to his wife would also not be prevented by the existing provi.sions. The result is that, in a large number of cases, separate assessments are made and the husband and wife are able to claim separate·
reliefs.
·
_
21. We think it is both equitable and necessary for effective
.administration to aggregate the incomes of husband and wife, and,
indee~, of the whole family, at least coincidently with the introduction of a system of family allowances.
22. Differentiation between the treatment of earned and unearned income for income-tax purposes was first
Differendation
or
introduced in India in 1945. The portion to be·
and unearned deducted for earned income relief was to be ·
one-tenth of earned income included in total
income, exclusive- of any income char~able under the head
'salaries', subject to a maximum of Rs. 2,000. In the Act of
1946, the portion to be deducted was fixed at one-tenth of
earned income chargeable under salaries subject to a maximum of
Rs. 2,000 and one-fifth of other earned income: the total income thus
deducted was not to exceed Rs. 4,000.- Since 1947, one-fifth of earn-ed income of all kinds, not exceeding Rs. 4,000, has been allowed to
be deducted. Earned income allowance is given as a deduction
from total income; the relief in terms of tax is therefore at the
marginal rate of tax applicable to the highest slab. Relief is not
_given at present for super-tax, though during 1946-47 to 194:9-50
this relief was extended to super-tax also, with two schedules of
rates-one for earned income and the other for unearned income.

f:::=e

23. In justification of earned income relief, it is urged that it is
necessary to provide for· some kind of 'depreciation allowance' for
the human machinery; that cognizance has to be taken of the
relatively precarious nature of earned income; that it is necessary
to stimulate the incentives to work in order to encourage productive effort, and that the taxable capacity of those who receive
o4unearned' income is greater since they have also a fund of capital in
addition to the income which arises from it. The last argument
.appears to us to be more important than tha. other arguments.
Besides, we consider that it is right to tax income arisirig without any
-direct effort on the part of the recipient more heavily than income
.arising from work (associated with special skill or knowledge, or
Enterprise). The importance of the considerations ·in favour of
-differentiation, however, diminishes as one goes higher up in the
income scale. It appears desirable, therefore, to impose a. limit in
terms of income beyond which the allowance should not be avail.able.
24. We recommend, accordingly, that earned income allowance
should be given only "in respect of incomes which are below a
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specified limit, say Rs. 24,000, and that all incomes above that limit
should be deemed to be wholly unearned. To obviate the inequity
of (earned) income just above this limit being subject to a tax
liability which leav;es an income after tax, which would be lower
"" than the income after. tax for earned income of this level, marginal
adjustments will be necessary and should be provided for.
25. The four illustrative rate structures given below incorporate
substantially all the recommendations that we
have made in the foregoing par~graphs.

Some illustrative
rate structures
TABLE

2.-lllustrative .rate structures of Income-tax and Super-tax
.Rates of Income-tax

A.-In the case of ev _ry individual, Hindu undivided :(amily, unregistered ·firm and
ot.her association of persons:-

·lllustration I

Illustra-:
tion II

Per cent. Per cent.
On the first Rs. s,ooo • of total income
On the next Rs. 2,500 of total income
On the next Rs. 2,500 of total income
On the next Rs. s,ooo of total income
On the-balance of total income

5
IO
15

22.5
25

6
12
I6
22
26

Illustration III

lllusuation IV

Per rupee
As. Ps. As. Ps.
0
I
2
3
4

9
9

6
6
0

I

2
2
3
4

0
0
9

6
0

Provided that no income-tax shall be payable on a total income, which, before deduction of the allowance, if any, for earned income, does not exce.:d Rs. 6,ooo in
the case of every Hindu undivided family, and Rs. 3,c.co in evay ott.er case .
.,
B.-In the case of every company:On the whole of total income

.

~s

26

4 0

4

0

Rates of Super-tax
On the :first Rs. 20,000 of total income
On the next Rs. s,ooo of total income
On the next Rs. s,ooo oft:t>tal income
On the next Rs. xo,ooo of total income
On the next Rs. Io,ooo of total income
On the next Rs. IO,ooo of total income
On the next Rs. 20,000 of total income
On the next ~s. 20,000 of total income
On the next Rs. so,ooo of total income
On the balance of total income

·Nil
12·5
20
35

Nil
I2
IS
24
34

45

44

25

so

55
51·5
60

so
s6
58
60

Nil
2 0
3 0
4 0
6
7 0
8 0
8 6
9 0
9 6

s

Nil
2 0
3 0

4

0

s

0

6 6
7 6
8 6
9 0
9 6

•On the :fi.tst Rs. I,ooo of total income for unmarried perscns and Rs. 2,cco cf total
income for married persons, no tax will be pa}able.
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It will be seen 'that the principal 'elements common to all th2.:;e
structures are an increase in the number of slabs, a
reduction in the size of some slabs, a lowering of the limit of supertax and increase beyond a level in the rates of tax with a general
.smoothening of the progression, a lowering of the exemption limit
accompanied by a reduction in the size of the exempt slice in respect
of single assessees and increase in respect of married persons. We .consider that changes in the general level of income taxation from
time to time should be effected preferably by an adjustment of rates
rather than of slabs.
·
·· .
, ·
illustrati~e

26. A non-resident assessee has the option of being taxed at rates
of income-tax· and super:-tax applicable to his
Rates o~ tax on
world income or at .the maximum rate of
n on-residents
·
· z ·
·
mcome-tax
pus super-tax on · total mcome
applicable to the first .slab of income liable to super-t-ax or
the effective rate · of super-tax applicable to the total income
whichever be greater. We are aware that some reduction in the
tax liability of non-residents incidentally results from the lowering
-of the rate of super-tax on the first slab in our illustrative schedules;
we do not consider it necessary that any adjustment should be
made in regard to this small benefit which will accrue· to nonresidents. 1

_

27. With the generally higher level of taxation that we have
· recommended, .specific protection for and incenPartlal
exemp•
t'1ve
· t o savmgs
·
b ecomes necessary. I n ·regar d t o
tion
or savings
and
Investment
individual savings, the problem is to find forms
of savings to which relief may be attached. with
the least possibility of abuse. A partial exemption .of savings is
a feature of almost all income-tax systems. Insurance and provident funds are two forms of long-term savings which -have been
found to be specially suitable for 'the purpose of extending relief
to savings from high 'rates of personal taxation..
28. In India, the relief is given in tlte form of an abatement of
income-tax. Abatement is admissible in respect of amounts paid to
-effect an insurance on the life of an assessee or his/her spouse
and, when the assessee is a Hindu undivided family, to effect an
insurance on the life of any male member of the family or his wife.
So far as contributions to provident funds governed by the ProviJent Funds Act, 1925 (which include funds maintained for Government servants, railway servants and employees of certain· public
institutions such as local authorities and universities), are concerned, abatement is admissible on the periodical contributions by the
~mployee himself. Contributions by the employer, if any, are not
e;ubjected to tax and are not taken into account for determining
the rate of tax on the other income. Interest credited to the individual account of each subscriber is also similarly exempt. from tax.
29. Contributions to provident funds maintained by private employers qualify for abatement only if the funds are recognised by
the Commissioner of· Income-tax under section 58B of the Incometax Act. Certain conditions are laid down for recognition of a trust,
the most important of which is that the. fund should be vested in
two or more trustees or in the Official Trustee under a trust which
shall not be revocable save with the consent of all the beneficiaries.
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in order to ensure that the interests of the employees are .fully safeguarded. When a fund has been recognised, the contributions made
in each year by the employer to the individual account for an employee and interest credited to that account are treated as part of
the employee's total income for the year. Abatement of tax is
admissible on contributions by the employer and the employee aswell as on the interest. When the employee finally ceases to be a.
member of the fund and withdraws his accumulated balance, the
receipt of this accumulated amount is not treated as taxable income.
· 30. If a provident fund maintained by a private employer has·
not received recognition from the Commissioner of Income-tax, no~abatement of tax is admissible in respect of contributions made tQo
the fund from year to year. When the accumulated balance
becomes repayable to the employee on his final withdrawal from the
fund the portion of it which is made up of the employer's contributions and interest thereon are treated as part of his total income in
the year of withdrawal subject to relief being granted, by spreading the amount over three earlier years, by an order of the Central
Government under section 60 (2) of the Income-tax Act in each
case.
31. The maximum amount of life insurance premia plus contributions to provident fund in respect of which ·abatement is admissible is limited to one-sixth of the total income, .or Rs. 12,000 for a
Hindu undivided family and Rs. 6,000 for any other assessee, whichever is lower. There is an additional restriction to the effect that
the amount of premium on which abatement is admissible. should
not exceed one-tenth of the sum assured on each insurance policy.
Abatement is also admissible on the interest on recognised provident funds, provided it does not exceed one-third of the year's
salary and to the extent that it does not exceed a rate of six per cent.
per annum. The abatement is given at the aver3ge (effective) rate
of income-tax applicable to the employee; no abatement of supertax is admissible.
32. Suggestions have been made to us for liberalising the scope
of the abatement in relation to recognised provident funds and for
increasing the maximum limits for abatements both in respeG..t of
life insurance premia and of contributions to provident funds. We
have considered the various proposals put forward in relation to
contributions to provident funds. We are impressed by the argument that the grant of abatement on both the employer's and employee's contributions exhausts most of the amount on which abatement can be allowed and leaves very little margin for insurance
premia which can qualify for the concession. We accordingly
recommend that contributions made by employers maintaining a
recognised provident fund should not be treated as part of the total
income of their employees; consequently, it will not be necessary to
give abatements on these contributions but only on the contributions of the employees themselves. The interest credited to the individual account of each employee should also be completely
excluded from consideration for the purposes of assessment.
33. Proposals have al&P been put forward for increasing the
maximum amount on which abatement is admissible, either in
relation to total income, or in absolute money terms, or both; a
suggestion has also been made that separate •maxima should be
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fixed for insurance premia and · provident fund contributions:
respectively. As we are convinced that this form of concession is.
one of the most appropriate means of "promoting personal savings,.
we recommend that the . maximum amount for abatement may beincreased from one-sixth to one-fifth of the total income, subject toa maximum of Rs. li,OOO for Hindu undivided families and Rs. 8,000>
for other assessees. The present limit of ten per cent. of the sum.
assured for the insurance premium on each policy should also continue. In view of our recommendation for excluding employers'"
contributions to provident fund from consideration, we do not think
it necessary to prescribe separate maxima for insurance premia and
provident fund contributions.
3·1. It must be recognised that restriction of relief to these twoforms of savings, viz., insurance and provident funds, gives a certain
degree of stimulus to investment in government securities and other
comparatively less risky forms of investment and correspondingly
restricts the scope for risk-bearing equity investments. Theoretically, there is a case for including other forms of savings within the:
scope of relief; if all forms of savings could be included, we shall
have ·found a way by which income-tax is converted into what in
effect would become a pure spending tax. The problem would beto find forms of savings or to work out administrative procedures.
wllich prevent liability to abuse of any wider extension of the relief.
Meanwhile, the reli~f has to remain confined to the two forms of
savings which are at present eligible for it.
35. The

structure of rates of income-tax suggested aboveinvolves an appreciable increase, above a level, in
Surcha1:'ge.cum-com- the present burden of direct taxation (Finance
lsory deposit
Act, 1954). We are convinced that a higher
·measure of increase in direct income-taxation would not be a practical expedient and, therefore, is one which could not be recommended at this stage. There is, however, a widespread feeling that largedisposable incomes in the higher income ranges allow conspicuousand wasteful consumption among the richer classes, which bears no
relation to average living standards or to the resources available for
consumption in the present situation. We are of the opinion. that,
·besides what can be achieved at present through an increase ip
direct taxation, means should be found· to bring about a reduction
in the volume of disposable income in the hands of private individuals in the higher income brackets. To a· certain extent this will
be achieved by our recommendations in regard to increases in therates of personal income taxation, and the restriction of concessions
and reliefs so as to relate them directly to investment and savings
Over and above this, we recommend the adoption of the followingscheme of a surcharge-cum-compulsory deposit in respect of incomes
of over Rs. 25,000. We may add that the scheme will have to be
examined in greater detail in the Ministry of Finance with a view
to ensuring the fulfilment of the objectives we have in view, viz.,
reduction in the disposable incomes available for consumption purposes but without prejudice to the amounts available for savingsand investment. .
36. The two main features of this scheme are:
(i) the levy of a special surcharge of ta:r: on all incomes over
Rs. 25,000, at the rates indicated in the schedule given.
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below, subject to the condition that the assessee will
be entitled to have from Government a long-term loan,
say for 45 years, at a nominal rate of interesi, of an
equivalent amount for being invested in any manner
specifically approved by Government; and
(ii) in addition to the above, the collect~n from each asse~ee
with ·an income of over Rs. 25,000 of a compulsory
deposit, at rates indicated in the schedule given below,
subject to the condition that it will be refunded to him
only on the expiry of 20 years , (with interest at a
nominal rate), and even then, only in the form of
Government bonds, which will be encashable only after
. the expiry of 25 years thereafter.
'TABLE

3.-Schedule of rates of the proposed scheme of special surcharge-cum-compulsory deposit

Grade of income
in rupees

25,001- 30:000
30,001- 40:000
40,001- 50,000
50,001- 60,000
60,001- 70,000
70,001- 80:000
80,001-1,00,000
'1,00,001-1,20,000
.1,20,001-1,50,000
1,50,001-2,00,000
:2,00,001-2,50,000
2,50,001-S,OO,OOO

Over s,oo,ooo

Compulsory
Surcharge
Total
deposit as
as
surcharge
percentage of percentage
and
inc~me
of income compulsory
deposit as
percentage
of income

0"25
o·5o
o·8o
I"20
x·6o
2"30
2'80
3'40
3'90
4'40
5'00
5·5o
5'60

0"25

o·5

0"{0

I'O

o·Bo
I'20
x·6o
2'30
2'80
3'40
3'90
4'40
5.00
5·5o
5·6o

x·6
2'4
3'2
4'6
5'6
6·8
7'8
8 8
IO'O

II'O
II'2

As regards the long-term Joan mentioned at (i) above,· we
recommend that Government should consider the feasibility of incl~d
ing the following forms of investments in their, 'approved' list:. (a) investment in any _purpose for which the Industrial Finance Corporation of the Centre, or of a State (by arrange.
ment made between the Central Industrial Finance Corporation and the State Industrial Finance Corporation)
would ordinarily (i.e., even under the existing rules) grant
a loan; and also in other purposes which would comprise
the purchase by the assessee of plant and mac~inery
either for a new enterprise or for the expansion· of an
existing business, of industrial and commercial buildings
necessary for such business, and of patents and copyrights, etc.~ necessary for such business;.
(b) investm~nt in selected securities, or in approved debentures as well ~s shares of approved co-operative societies,
corporations and companies.
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In the case of each of the above investments a condition should be

prescribed that the assets acquired by the utilisation of the loan
[including the securities and debentures mentioned at (b)] should
be pledged to either' the Industrial Finance Corporation ·.or to the
Government, as the case may be, so, that they are not capable ·of
being. converted into cash by the assesse~ b~fore the loan is repaid.
The Industrial Finance Corporation could act ~as _the agent of the
Government for the purpose for which, if necessary, the Industrial
Finance Corporation -~ct and rules may be ltberalised. ·
· ..
37. As regards the compulsory deposit mentioned at (ii) of :para.
36 above, we would suggest that, in the· event. of. the death of the
depositor before the expiry of 20 years from the· date of the recovery
of the deposited amount, the entire amount standing at the credit
of the depositor should be paid to the depositor's estate, upon :which
any estate duty that is due will be payable by the heirs. We would
further suggest that the heirs of the depositor should be given -the
option to retain the deposit with Government, on exercising which
the collection of any estate duty due on this portion of the deposit0r's ..
estate should be postponed till the expiry of the. full twenty-year,
period from the date on which the .deposit was originally made 7

STATEMENT

_____

1.-Rates of Income-tax and Super-tax in India

Income-tax
· (Rate per Rupee)

___.......

Grlde of Income

1938-39.

(Step ayatem)

.

Grade o! Income.

1939·40-1945-46 1946-47--1948•49

1949-.5.0

t9So-SI--I9S4·$S

(plea)

2,Q00-4.999
s,ooo--g.999

6

Onithe first R.I. 1,500 of total income

9

On .the n.ext Rs.

3,soo

u

..

to.ooc>-14,999

I2

On the next Rs. S.OOO

l$,ocil0-l9·999

t6

On the next Rs.

30,()()0-K9·999

19

On the balance of total income

So,ooo-JSM99

23

-te.000-·9!M99

2$

•

1,00.000 lnd aboYe

,.

s.ooo

NU

Nil

9 piea

1 &mla

anna•

N"ll

Nil

9 pies

an. 9 pia

.

9 pies

an. 9 pioa

IS pies

2

24 plea

3ltruw

31 annaa

31lnnN

30 plea

s annas

s annaa

4 annaa

1

1

26

Surcharge
(Rate per Rupee)

Grade of Income

194o-41

r.soo

On the flnt R.I.
of total income
On lhc next Rl. 3,500 oftotallncome
On the next Ra, s.ooo of total income
Oo tbc next Ra, i'ooo of total income
On tbe balaoce o tctal income
·~ W11 a aurdlar&e of J/I2ln

Nil
l/12

....
••

IP38•39-

1941-42

1942-43

1943-44

1944-45

1945-46

Nil
1/3

NU
6 Pi;e•
9 plel
14 p~ea
t j ptea

Nil
2/3

Nil
6 pies
10 plea
18 pies
a,. plea

6 pica
10 pies
18 pica
27 pid

••
••
••

....
.

Nll

19SI·S2-19S4-SS

NU

l/~

•»•

"!

....

It

Raul .......IArHr ~far IMY~QTI 1943-43 olflli943•44 :
'Whm total income doea ~ c:xcecd Rs. 2.000, on the first Rs. 750 o£ total income: Nil; <m die nc:xt Rt. 1,3.50 of total income :. 6 pl.u In the rupee;
~ ~Mmptlimit

:

193~40 to I941·~1 .
19~·43 and 1943•44

JNo tu payable~on total income which did not._excecdj Ra. 2,000

1944•4.5 to 1946--47
1947•48
1948·49 and 194~50
19SC>-SI and 19.$2·53
19.53•.54 a.nd I9S4•S5

Rs. IoSOO
Rs. 2.000

Do.
Do.
Do.
Do.
Do.
Do.

·

Rl. 2,500
Rl. 3.000
Rl. 3,60o
Rl. 4,200

Earned lncomc lllowance wu iutroduccd in I94S-46 and has obtained aincc then.

Super-tax
J!l38·39t

I93~40

to I94S·46 ,

(picl)

Pint R.I. 30..000
•
Bvery ru~ of nest 20,000
3·
o.
50..000
4o
Do.
50..000 .
S·
Do.
so.ooo
6.
Do.
so,ooo
Do.
so,ooo
Do.
so..ooo
Do.
so.ooo
9·
I.

2o

i:

10.
I I.

u.

Do.

DG.

so..ooo
so..ooo

so,ooo

Do.
IJ. BftiJ rupee of the remaindez,

NU
• 9
J.S

21

27

33
39
45

I.
2.

Fint Rs. 25,000
Next Ra. 10.000

3·

57

.

20,000

I,=

I
2

3
4

s
6
7

I. First Rs. 25,000
:z.. Next Rs. Io,ooo ·

3·
4·
S•
6.
1·
8.

9·

10.

u.

63

15

••

., 70.000
4·
75.000
S·
6.
.,•• x,so,ooo
1•
,.
8. Oli the ba

Nil

.

1947·48

15)46-47

(as.)

.$1

69

(Rate per Rupee)

.

12.

...,
....
.....
.
,

10,000
1.$,000

20,000
30,000
40,000

so,ooo
so.ooo

1,00,000

I.so,ooo

On the balance

'

tTbe Eitel were cWfcrcnt for a Hindu ~Yided family, with exemption of Rs. 7s.ooo.

Eamcd UnNU

earned

2 •••

3
4

s

NU

311·
4

s
6

6
1

k

9

9i

8

9i

IO
101

9

10

!~

J,
.2.

3·

4·
S·

6.

1·
8.

9·

10.

EamedUn·
earned
Firet Ra. 25,000 Nil Nil
Next Re. s.ooo 211.3 . ..

.
..
.,••
...
,

.,

5.000

10,000
. 10,000
I01000
10,000

15,000
15,000
1.$,000

•• 30,000
·u .
..
u . On the balance

2i 3!

3

4

s

6

4
6

s

7

7

8

9

IO
10~

8

10
101

9

10

STA'l'EMENT. I.-Rates

of Income-tax and .Super-taz in In:dia-contd.
Super-tax-contd ..
(Rate per Rupee)
l949·SO
.
Earned · Unearned

I.
2.

First Rs. 25,000

Next Rs. xs,ooo.
3· u Rs. xs,ooo
4, Rs. xs,ooo
S· ., R.s•. xs,ooo
6.
., Rs. xs,ooo
7. · ., Rs. so,ooo
8, · •• Rs. x,oo,ooo
9·~ ,, Rs. x,oo,ooo
10. Oa the balance

Nil
2

.•

..

.•
.•

as. ·

3

~

6t

1

Sll

Nil · 1. First,Rs, :zs,ooo
3 as. z. Next Rs. 15,000
4l 3· ,. Rs. 15,000
6
4· .. Rs. rs,ooo
1
S· ., Ra. )15..000
8
6.
., Rs: xs,ooo
9
7. ., Ra. so,ooo
91
8. On~tbe balaocc:
IO

Nil

3 as.

~·

'
9

9l

10

10

IOl

IOJ

·xgso-s' to l9S4-SS
Nil
-3

4
6
7

~~

Sl

10

1944-45 to
1945·46

1942-43

I9SI-S2 to
1954-55

( annas in rupee )
Fint R1. 25.000

Next Rs.

.,

R•.

10,000

20.000

".. !:s.•. x,so,ooo
•• ·.(Rs. 70,000
75,000

. ..

• x,so,ooo

as.

Nil

NL

Nil

l/12
1/12.

1/3
1/3

l
l
ll

J/ 12

x/ 1a

1/3

x/3

2

2l

NJJ

Nil

J

I

Il

2

2l

2.

2l
3
3

NU

1/20

I/~0
I/20

1/'lO

J/12
J/13 ·

I /3
I/3

3

3

3

f/20
I/20

xtu.

t/3

3l

31

31

1/20

3

CHAPTER X
TAXATION OF CORPORATE INCOME-I
Companies are subject to income-tax as well as super-tax; the
super-tax on companies is known as corporation
JDtrocluctlon
tax. The rates of income-tax as well as corporation tax are prescribed annually in. the Indian Finance Acts. It
has been a long-standing practice for the rate of income-tax for
companies being equated to the maximum rate of income-tax that
is prescribed· for entities other than companies. Super-tax .on companies is also levied at a flat rate .. The present rate of income-tax
on companies is four annas in the rupee, and that of super-tax is
4·75 annas in the rupee. A surcharge of five per cent~is levied on
income-tax but not on super-tax. An important feature of. the rate
structure of companies is the rebates that are given to certain
companies for specified purposes under conditions which are pre~cribed in the Finance Act from time to time. The present rebates
are indfcated below in the form of a table:
TABLE

1.-Rebates of income-tax and super-tax admissible to
'companies
· Rate of rebate

Tax
lncom..tax· •

. Conditions under which given

If the company has made
the prescribed arrangements
for declaration and payment
of its dividends within India,
and has deducted super-tax
at the source from dividends
paid to non-residents, and
if an order under section 23A
of the Income-tax Act has
not been made in respect of
- the company.
.
• (i) three annas in the rul>CC on If the companythe total income. ·
(a) satisfies condition (a) as
shown against 'income-tax';t
and
·
·
(b) is a public company with
total income not exceeding
.
Rs. 25,000.
(ii) Two annas in the rupee on If the company satisfies condithe total income.
tion (a), but not condition (b)~
against item (i) [i.e., this rebate
applies to · public companies
with total income exceeding
Rs. 25,000 and to all private
companies, if they satisfy con.
dition (a)]·
•

One anna in the rupee on undis- (a)
tributed . profits [i.e., the
amount by which the total
income, as reduced by seven
annas in the rupee and by
exempt income · (if any)
exceeds
the
dividends
· declared]•
(b)

•If · the dividends exceed the total income as reduced in the manner indicated, an
additional tax will be levied on the excess at a rate equal to the difference between five annas
and the amount of tax (if any) actually borne by such excess in prior years.
tFor the purP?se of this rebate, a public company means a companywhichis .&lOti a
priva~ company w1thin the meaning of the Indian Companies Act, and in which shares
carrying more than fifty per cent. of the voting rights were not held by less than six persons
.at any time in the year of account.
1.(9

TABLE
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!.-Rebates of income-tax and super-tax admissible to
companies-contd.

Tax

Rate of rebate

Conditions under which given

(iii) One anna six pies in the If the company does not qualify
rupee on dividends from a
for rebate under item (i) or
(ii), but is a public company
subsidiary Indian company,
and six pies in the rupee on
whose shares were offered
the balance of total income.
for sale in a recognised stock
exchange or a company all
of whose shares were held by
one or more of such public
companies.

2. The distnbuted part of the income of a company (known as
is added to the personal income of a shareholder and is
charged at a rate appropriate to his total income, and the shareholder is given credit for the income-tax recovered from the company. The undistributed portion, i.e., what is retained by the company, thus bears tax at the combined rate of income-tax and supertax applicable to companies. No credit is given to the shareholders
for the super-tax recovered from the company.
·
divid~nd)

3. Before proceeding further, we might refer to the nomenclaof ture of super-tax in relation to companies. The
term super-tax is not used in the Constitution.
The two relevant entries in List I of the Seventh
Schedule are "Taxes on income other than agricultural income"
(Entry 82) and "Corporation tax" (Entry 85). Corporation tax is
defined in Article 366(6) as follows:-

NomeacJature
corporadon tss

" 'Corporation tax' means any tax on income, so far as that tax
is payable by companies and is a tax in the case of
which the following conditions are fulfilled:(a) that it is not chargeable in respect of agric14tural
income;
·
(b) that no deduction in respect of the tax paid by companies is, by any enactments which may apply to the
tax, authorised to be made from dividends payable
by the companies to individuals;
(c) that no provision exists for taking the tax so paid into

account 4t computing for the purpos.es of Indian income-tax the total income of individuals receiving
such dividends, or in computing the Indian incomet~ payable by, or refundable to, such individuals."

4. The attributes of the corporation tax are the same as that of
super-tax on companies which is defined in section 55 of the Incometax Act as an "additional duty of income-tax". We suggest that
the term 'super-tax' should be changed to 'corporation tax' and it
should be appropriately defined in the Income-tax Act in the light
of Article 366 (6) of the Constitution referred to in order to avoid
any possible misunderstanding as to the nature of 'super-tax' on
companies.
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5. The principal suggestion for modification of the present
procedure of taxing companies is that the corSuggestions Cor modi- poration tax should be abolished. The grounds
ficatlon or proc~dure for this suggestion are that the denial of credit
regarding taxation or 6f corporation tax in the assessment of the
companies
shareholder constitutes double taxation of the
same income, viz., once in the hands of the company and again in
the hands of its shareholders. It is also stated that such a levy
differentiates adversely against one type of business organisation-,
viz., the company, as against other forms of economic activity such
as partnerships and individual enterprises. These arguments are
based on the assumption that a company is not a separate entity in
any real sense; that it is only an agent of its shareholders; that it
has, therefore, no income of its own, and that , what is called its
income is really the income of its shareholders. It is, therefore,
argued thv.t no taxes should be levied on the company; its income
should be included proportionately in the assessment of the shareholders and charged at rates appropriate. to their personal income.
if this is not considered feasible from an administrative point of
view, the further suggestion is that the shareholders should be given.
credit for the tax paid by the company which should be regarded
as in the nature of deduction at the source.
.
6. Both in India and in the United Kingdom the courts have
held that the tax paid by a company is paid by it as a separate
entity, and not as an agent of its shareholders. If, neve:J!!.theless,
the income-tax laws of these countries contain a provision giving
credit to the shareholder for the income-tax paid by the company
it is done purely on practical considerations rather than on' a legally
deductible principle. This is brought out clearly in the following
extract from the judgment of the British House of Lords in Blott's
case•: "Plainly, a company paying income-tax on its profits does
not pay as agent for its shareholders. It pays as a tax-payer, and if
no dividend is declared the shareholders have no, direct concern in
the payment. If a dividend -is declared, the company -is entitled
to deduct from such dividend a proportionate amount of the tax
previously paid by the company; and in that case the payment by
the ~ompany operates in relief of the shareholder. But no agency,
properly so called, is involved." This principle has .been accepted
by courts in India also. In a recent caset, the Bombay High Court
observed: "Not only are a company and a shareholder separate and
independent entities under the general law, but even under the
Indian Income-tax Act a company is a separate entity for the purpose of assessment from a shareholder. A company pays incometax on its income or its profits. It does not pay income-tax
on behalf of the shareholders...... The law provides that a
shareholder is entitled to refund if tax has been paid by the com. pany on the income which is represented by the dividends received
by him. But it is merely as a legal fiction that it is recognised that
the tax has been paid by the company on behalf of the shareholder
and therefore the shareholder is entitled to a refund. In fact and
~n law income-tax is paid by the company as a company on its own
income and the shareholder also in fa~t and in law has to pay tax on
his own inrome..................... "
·
*Inland Revenue m. Blott, S Tax Cas. IOI.

tMn. Guzdar w. C.I.T. Bombay (19S2 (22) I.T.R. ISS]·
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7. In general law, the company can sue and be sued in its own
name and, though its membership may vary from time to time, it has
a separate juristic personality "in like manner", to quote Blackstone
"as the river Thames is still the same river, though the parts which
compose it are changing every instant." A company holds properties in its own name, and the shareholders enjoy the advantage
of limited liability in respect of its debts. They have no legal
·claim to any portion of the corporation's profits except when these
are actually distributed to them in the form of dividends or in
the event of liquidation. The distinction between the shareholder
on the one hand and the company in which he holds shares on the
other is clearly established also by reason of the fact that a company
and a shareholder may enter into almost any form of contract with
each other, and there is nothing to prevent a shareholder from
holding shares in different companies engaged in competing business.
It is clear, therefore, that the company is distinct ~d separate
from its shareholders and has, in law, the undeniable character of
a special entity.
8. Apart from the legal aspect set forth above, it is worth noting
that a company is also a separate economic_ entity. The shareholder exercises only a remote control over the earning of its
income. Ordinarily, in a public company, the control virtually
vests in a minority of shareholders as represented by the directors.
The power of disposal of productive capital, in practice, is
exercised by those who have contributed only a part of it. In
other words, shareholders form an organisation in the direction ·
of which most of them have no effective voice. The identity '
between ownership and control is, of course, closer in private companies, but in public companies, the shareholder is only an inactive
participant, except to the extent that the law provides by way of
safeguards. He, therefore, resembles less an enterpreneur and more
a lender of money.
9. The distinctive character of a -company as an economic entity
is also brought out by the special advantages which it enjoys as
compared to a partnership or a proprietary concern. The liability
of a shareholder in a company is limited, while, in a partnership,
every partner is fully liable for the debts incurred by the concern.
Besides, the business acts of one or more partners may render the
other partners financially liable, and they may have to meet the
liability out of their own resources. Another advantage that a
corporation has over proprietary concerns is in regard to the raising
of capital, which is a result of the confidence generated among
investors by the corporate form of organisation, and also because
of the various fonns (debentures and different types of share)
in which investments can be held, whereas the capital funds of a
pa::-tnership are limited to what the partners can put in from their
own savings, or raise by borrowing on their own credit. A corporation has also perpetual succession, and changes in the membership do not affect the continuity of its operations. By contrast.
a partnership has no legal existence apart from its partners; the
death, withdrawal, bankruptcy or legal disability of one partner
ordinarily automatically terminates a partnership, and may even
lead to the liquidation of its business. Finally, a company has the
right to decide how much of its profits it need distribute to share-holders, and when. It is only on distribution in the form of
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dividend that the shareholders have to pay tax. The partners of
a firm, on the· other hand, pay tax concurrently on their entire
share in the profits of the business, whether distributed or not.
There are thus substantial economic advantages arising solely
from the corporate form of business activity,· which distinguish it
from other forms of business organisation and could, therefore, be
held to justify the payment by it of a special tax such as the corporation tax.
·
10. While. we hold that a company is a separate legal and
economic entity and that, therefore, the corporation tax is only of
the nature of an addi~ional income-tax on companies, the fact
remains, nevertheless, that the law accords a different treatment
to corporate income in the hands of the shareholder in respect of
the income-tax and the corporation tax; and it is this . appat:ent
anomaly that lies at the root of the demand for the treatment of
corporation tax in the same manner as income-tax for purpdses
of refund. Strictly speaking, there is not only no case for the
refund of the corporation tax, but there is justification for scrapping the existing system of refunds of income-tax as well. We do
not, however, think we should be justified in carrying the argument to. its strictly logical conclusion and recommending the discontinuance of the refunds of income-tax. Our reasons for doing
so are mainly based on considerations of practical policy in regard ·
to the promotion of equity investment in corporate undertakings. The dividend income accruing to shareholders would .
undergo a considerable reduction as compared to their present
levels-if the credit for income-tax at present allowed is witbdrawn. This can be seen from the .fact that during the three
financial years comprised in the period 1950-53, the total amount
credited to shareholders on account of income-tax paid by companies amounted, on an average, to Rs. 11,60 lakhs a year. Details
are available for the latest year 1953-54~ from which it is seen that
of the refunds totalling Rs. 14,60 lakhs during that year, Rs. 6,19
Jakhs accrued to companies, holding investment in other companies, while Rs. 8,41 lakhs accrued directly to individual shareholders. Among the latter are 48,277 shareholders with incomes
below Rs.--25,000 a year but above the exemption limit, in addition
to a large number of shareholders (separate figures are not available) with incomes below the exemption li~it. Details are given
below:TABLE 2.-Distribution of di_vidends to
shareholders by grades~ of
income
Grade of total income

Number of assessees Refund granted on
who had income
dividends
·
from dividends
(In lakhs of Rupees)

(A) Companies

Below Rs. 25,000
Over Rs. 2.5,000 •
Unclassified
TOTAL •

554

a

I,o6J

s,94

316

17

1,931

6,19
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TABLE

2.-Distribution .of dividends

to shareholders by grades of
.

inc~ntd.

Number of assessees
who had income
from dividends

Grade of total income

Refund granted on
dividends
(In lakhs of Rupees)

(B) Other than companies.

Be1ow Rs. 5,ooo •

1o,5o6

26

Rs.

5,001-Rs. 10,000

19,011 '

6z

Rs.

10,001-Rs. 25,000

18,76o

Rs.

25,001-Rs. 40,000

I,JI

5,8oi

85

40,001-Rs. 1,00,000

..

5,189

1,76

Rs. 1,00,001-Rs. 2,00,000

.

1,119 .

1,01

538

1,ss

I

Rs.

Rs. 2,00,001 and over •
Unclassified

52,326
TOTAL

1,13,250

1,05

·------8,41

NoTB.-The figures shown against 'Unclassified' represent dividend inccmes of(i)
persons who get a net refund (ii) assessees who are totally exempt from levy of tax and
(iii) assessees who have incurred a loss and hence are not liable to tax.

11. Moreover, both the shareholder and the market have becomeaccustomed to these refunds, and take this factor into account, in
deciding on their choice of the form of investment. If these·
.refunds are now stopped it would not only adversely affect the interests of a large number of persons, including many in the low-income·
groups, but may also act as a disincentive to the holding or purchasing
of equity ,investment in general.
12. In the circumstances, we feel justified in recommending the
continuance of the practice of giving credit to shareholders in respect.
of the income-tax paid by their companies.
·
13. We now come to the problems connected with the method
of calculating refunds ..

Abatement of income-tax
to shareholders

The dividends whi~h a company distributes after paying incometax and corporation tax on its taxable profits constitute net receipts.in the assessment of the shareholder. But as under the law the·
shareholder is deemed to have paid the income-tax his gross
receipt is the actual amount of the. dividend plus the income-tax
that he is deemed to have paid on it. The dividend is therefore
'grossed' so as to add to it the income-tax which he is 'deemed' to
have paid through the company. Thus, if a shareholder gets a
ciividend of Rs. 270 and the company rate of income-tax is four·
~nnas,

it is 'grossed' to

270

1_

4
18

or Rs. 360, which is treated as the

gross income of the shareholder, and a credit of Rs. 90 (360-270)·
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is given to hil!l 'in his. assessment P';lrsuant to the provision in the

law under which the mcome-tax pa1d by the company is 'deemed'
to have been paid by the shareholder himself. Thus a shareholder
whose tot3:1 income is below the taxable limit and ~ho is 'deemed'
to have hunself paid the entire· tax paid by the company gets
refund of the whole of this tax as the tax dJ,le on the divid~nd at
the rate appropriate to the total income of the individual is. nil.
14. If the company has· income from both taxable and :O:ont!lxable sources, the ·dividend is deemed to have come propor- ;
tlonately out of the two sources and the grossing formula is suitably altered. Thus, if 40 per cent. of a company's income from all
source~ is liable to income-tax, which is paid at the rate of four
annas 1n the rupee, and 60 per cent. consists either of income not·
subject to income-tax or of tax-free income like interest on taxfree securities, a dividend of Rs. 270 will be 'grossed' as shown
below:1- {

270
40

,

.

or R.I. goo.

i00)(18}

Out of the gross amount of Rs. 300, which is included in the·
assessment of the shareholder, 60 per cent. (i.e., Rs. 180) is treated
as having come o•t of untaxed income, and 40 per cent. (i.e.,
Rs. 120) is treated as, having come out of taxed income and to havebome an income-tax of Rs. (120 x 1 or Rs. 30. The sh~reholder
is given credit for this amount, which it will be noticed is thedifference between the gross (Rs. 300) and net (Rs. 270) dividends ..
15. One of the main difficulties in. connection with the calculation. of refunds arises from the fact that as some companies may
have income exempt from tax, such as inter.est on tax-free securities and agricultural income, the grossing of the dividend has to'
be done [vide section 16(2) of the Income-tax Act] with reference
to such portion of the dividend as the amount of the profits and
gains of the company liable to income-tax bears to the company's
total income. !his jnvolves complicated and elaborate calculations
which call for a high degree of clerical accuracy and also efficient.
·
supervision and test checks.
16. A second difficulty is that until the company's assessment is;
completed, the percentage of its taxed income to its total income·
is not known, and as without this information it is not pgssible to
gross the dividend received by the shareholder his assessment also·
gets held up. Apart from the . inconvenience caused to the shareholders by the delay involved .in their obtaining refunds, there is
also the revenue aspect of the delay inasmuch as the collection of
super-tax due from the bigger shareholders is held up.

!)

17. Some anomalies also arise from the fact that a company may
have paid no tax, or a small amount of tax, in a particular y~ar
because of heavy adjustments on account of accelerated depreciation. These adjustments reduce taxable income, but, since they
are not simultaneously carried out in the accounts, they do not
affect the book profits. The funds thus made available to a company are distributed as dividends. Under the- present . law the·
shareholders are not entitled to any credit if the tax paid by thecompany is nil, but are entitled to a full credit for income-tax oru
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dividends distributed if some tax is paid, whatever its amount
and irrespective of the fact that the total credit given may exceed
the totll tax recovered.
·
18. In order to get over the administrative and other difficulties
mentioned above, we would suggest the adopSuggestion regard• . tion of the method
described below. The
lng alternative pro- essential feature of this method is that, when
cedure for taxing
companies and their a company declares dividends, it will deduct
income-tax at the maximum rate from the
shareholders
· gross dividends, distribute the net amount to
the shareholders and pay the tax to the credit of Government. Adjustments .are then made in the course of the company!s income-.
tax assessment, so that-the total amount which it has to pay out
by way of taxes and dividends is the same as under the present
law.
·
19. No change will be involved in. the method of calculating the
corporation tax payable by the company. The income-tax payable
will be calculated on its total income as reduced by th~ gross
dividends (on which)t has already de~~cted .a~d paid. income-tax).
· 20. It ·may happen that part of the income of certain companies,
. as, e.g., those working tea and other plantations, is· derived from:
sources which are outside the scope of the ,Income-tax Act, e.g.,
agricultural income. It, is also possible, in a. few instances, that
the company has some income from sources exempt from incometax alone such as interest on tax-free securities. Such. a company
will ~lso, under the proposed scheme, deduct full tax at the maximum
rate while distributing dividends, and pay the tax deducted to the
credit of Government. When the company's . assessment is made,
income-tax will be qemanded on its income from taxabl'e sources
as reduced by the portion of the gross dividends attributable to
its taxable income. For thi~ purpose, the gross dividends will be
allpcated proportionately to taxable and non-taxable sources of
income.
21. In certain circumstances- the gross dividends. may exceed the·
total income of the year. This may happen because the company
draws- upon accumulated· undistributed profits of prior years which
have already suffered tax, or the excess dividends may come out of
capital receipts or may be due to the book profits being higher than
the assessable profits on account of accelerated depreciation not
being adjusted .in the company's accounts. Where taxed profits of
earlier years are available an adjustment will be made itl the company's assessment by deducting the income-tax on such profits·
from the total demand on the company; this will ensure that the
same profits are not taxed twice. For deciding the amounts of
prior years' profits available, the excess of gross dividends over
total income will, in the first place, be attributed to the undistributed profits of the immediately preceding year which have been
carried forward unappropriated; and _the balance (if any) to the
year preceding that year; and so on.
. 22. If the excess dividends come out of the other sources indicated, this procedur~ safegua.rds the revenue aga~nst the ~ant of
credit to the shareholders for tax which was never paid by the
company.
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23. A few examples showing the practical working of this pro"""
posal are given below:- .

Example A.-A company with 100 per· cent. taXable income has
a total income of Rs. 1,00,000 · and pays dividends of Rs. 30.000
(gross).
·
It will pay corporation tax at three annas (say) on Rs. I,oo,ooo or·
Total income •
• Rs. I,oo,ooo
Lu.t-gross dividends
• Rs.
30,000

Rs.

70,000

..

Income-tax at (say) four annas on .Rs. 70,000

On the dividends, the company will withhold tax at the rate of !our annas on
Rs. 30,000, i.e.
Thus the company pays in all •

7,500
· 43,750

and the shareholders get credit for

7,500

Example B.-A company has income of Rs. 1,00,000 ma.de· up of
agricultural income of Rs. 25,000, interest on· tax-free securities of
Rs. 15,000 and business income of Rs. 60,000. It distributes dividends.
of Rs. 30,000.
The dividends will be allocated as follows:Head of income

Income Part paid Balance
of the ·
as
company dividend

Rs.

Rs. ·

Rs.

Taxable
portion

Rs.

AgriculturaJ income

25,000

7,5oo

17,500

Interest on tax-free securities

15,000

4,500

10,500

Business income

60,000

18,000

42,000

42,000

1,00,000

30,000

70,000

42,000

L

Rs.

The company will_ therefore payCorporation tax at three annas on Rs. 75,000 (Rs. I,oo,ooo minus agricultural
income of Rs. 25,000)
·
., . ' . ••

...

Income-tax at four annas on Rs. 42,000-.

.•

and withhold tax at four annas on the mtitl dividends ofRs. Jo,ooo

Out of this, sh.l\reholders get credit for •
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In both examples A and B, the total amounts payable by the
company, and receivable by the shareholders, are the same as under
the present system as will be seen from the following figures:.Example A
Rs.

Present system:Company will pay corporation tax at three annas on Rs. 1,oo,ooo or •
and income-tax at four annas on Rs. 1,oo,ooo or
making a total of

The company will pay to the shareholder only RS. 22,500 and
Government will add a sum of Rs. 7,500 (out of Rs. 43,750 already
paid by the company) making a total of Rs. 30,000. The total
amounts paid by the company and received by the shareholder are
the same as shown below:Example B
Rs.

Under the present system, the company will paycorporation tax at tb.Iee.annas on Rs. 75,000 or
and income-tax at four annas on Rs. 6o,ooo or
making a total of

The total amounts received and paid under Example B above by
the various parties to the transactions wi11 be as follows:Under
present
scheme

Company pays

Under
proposed
scheme

Rs.

Rs.

rTax to Government (including withholding
-{ tax)
•
•
•
•
•
•
LNet dividend to sh8.Ieholder •

29,06]
25,soo•

]2,06]
22,500

TOTAL PAYMENT

J4,J6J

J4,J6J

29,o63*
4,500

32,o63

24,56]

24,j6J

:i5,soo•
4,5oo•

22,500
7JOO

]0,000

JO,OOO

Government collects {Tax from. company
·
less Cred1t to shareholder
NET

RECEIPT

dividend from company •
Shareholder receives {Net
Credit from Government
TOTAL

1,5~-

• As 6o per cent. of the company's income is taxed, the net dividend of Rs. 25,500
25,500
or Rs. 30,000. The shareholder gets credit
grossed t o

_..,
be
ws.u

60

4

1-- X100
16

for the difference ofRs. 4,5o0.
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24. T}?.e adoption of the above method will simplify calculations
as no grossing will require to be done. It will not disturb the
present liability of the comp~'"lY and the shareholder which will
continue to be exactly the same as under the old method. The
. revenues of the Government will also not be· affected. It will, however, involve some changes in the manner of preparing dividend
warrants, as, in future, it will have to be made obligatory for the
companies to show the amounts of gross and net· dividends· separately in the dividend warrant.
.
·

.

.

.

· 25. Another advantage of the above method. is that it can be easily
adapted for avoiding delay in refunds to the small shareholders by
introducing the syste~ of exemption certificates on the lines of the
proviso to section 18 (3) of the Income-tax Act for interest on
securities. This section provides for the issue of a certificate by the Income-tax Officer,
on application by the·
assessee, authorising the person responsible for paying the interest
to refrain from deducting tax (in cases where the assessee's income
is below the taxable limit) or to deduct tax at a specified rate
lower than the maximum. Our suggestion is that in ·respect of
dividends also provision should be made for the issue of similar
certificates. The company should be required, as soon as dividends
are distributed, to send to the income-tax authorities a list in a
prescribed form of shareholders to whom dividends have been paid
without deduction of tax or after deduction at a rate lower than
the maximum.
26. Having dealt with the procedure of taxing corporations, we
now proceed to consider certain important
Taxat!on or dlstributaspects of the taxation of dividends in the
ed income
ora com· d"IV!"du a1 sh are h olders.
P
Y
assessmen t of m
an
The first question to be considered is,
what constitutes a dividend.
27. Before 1939, there was no definition in tlie Income-tax Act
the. word 'dividend'. It was interpreted
accordmg to the commonly understood rmport
of the word as modified by judicial pronouncements. It was settled
by these judical decisions that bonus shares, bonus debentures, and
distributions made _on liquidation were in the nature of capital
receipts in the hands of the shareholders. The Income-tax Enquiry
Committee, 1936, which examined the question of including a definition of 'dividend'· in the Income-tax Act, was of the view that the
above forms of distribution were very often being utilised for
purposes of tax avoidance both by private limited companies and by
a certain section of public limited companies. It, accordingly,
recommended the adoption of the definition of 'dividend' contained
in the Dividends Duties Act, 1902, of Western Australia, which read
as follows and which was held by the Privy Council to perlnit the
taxation of bonus issues:-

Definition of'dlvidend' of

"A dividend shall include every dividend, profit, advantage

or gain intended to be paid, or credited to or distributed
among any members or directors of any company
except the salary or other , ordinary remuneration of
directors".
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The recommendation was accepted by Government of India and a
definition on these lines was included in the Income-tax (Amendment) Bill, 1938. It, however,· underwent important changes in the
Select Committee a~d the Legislature, and finally emerged practically in the same form in which it is now included in section 2(6A)
of the Indian Income-tax Act. The basic features of the modified
definition was to extend the common law meaning of 'dividend' by
enwrierating some of the specific forms, which were declared by the
courts, to be in the nature of capital receipts, as taxable distribution.
The principle underlying the changes was that only distribution
which involved the release ef the assets of the company should be
macje taxable. The· formula. was expressly adopted to exclude the
taxation of bonus shares until, as the Select Committee stated, "they
were. actually paid".
·
28. It has been suggested that the exclusion of bonus shares from
the definition of 'dividend' is not justified and that bonus shares
should be made subject to personal super-tax in the hands of
individual shareholders, Vigorous opposition to this suggestion has
also been voiced before us on the ground that a bonus share is not
of the nature of taxable income at all. Some other suggestions
have also· been made for either enlarging or curtailing the scope
of the present definition. As we shall be frequently referring to
difl;erent clauses of the definition during our discussion of these
suggestions, we have thought it fit to reproduce below the definition
as it stands in the law at present:
"Section 2 (6A) "dividend" includes(a) ·any distribution by a company of accumulated profits
: whether capitalised or not, if such distribution entails the
release by the company to its shareholdrers of all or any
part of the assets of the company;
(b) any distribution by a company of debentures or debenture-stock, to the extent to which the· company possesses
accumulated profits, whether capitalised or not;
(c) any distribution made to the shareholders of a company
out of accumulated profits of the company on the liquidation of the company;
Provided that only the accumulated profits so distributed
which arose during the six previous years of the company
preceding the date of liquidation shall be so included; and
(d) any distribution by a company on the reduction of its
capital to the extent to which the company possesses
accumulated profits which arose after the end of the previous year ending next before the 1st day of April 1933,
whether such accumulated profits have been capitalised
or not;
Prbvided that 'dividend' does not include a distribution in
respect of any share issued for .full cash consideration
which is not entitled in the event of liquidation to participate in the surplus assets. when such distribution is
made in accordance with sub-clause (c) or (d);
Provided further that the expression "accumulated profits",
wherever it occurs in this clause, shall not include capital
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gains arising before .the 1st day· of April 1946 or after the
31st day of March 1948".
29. There are two distinct and diametrically opposed points of
view on the subject of taxation of bonus shares.
'Taxation or Bonus
Those who argue in favour of the inclusion of
$hares
bonus shares in the definition of dividend claim
that:
(1) Bonus shares are but a way of distributing profits with a
view to avoiding personal super-tax thereon.
(2) Bonus shares bring about a capitalisation of undistributed
profits in the companies where the profits originate and
thus lead to a linear development of corporate enterprise
and greater concentration of economic power, incidentally
also depriving the capital market of 'secondary' funds
which would otherwise have flowed into more widely
dispersed investments.

.

(3) Bonus shares enable companies to appropriate to their
own use undistributed profits that otherwise may have
led either to an increase In the share of labour or a reduction in prices for the consumer.
( 4) The benefits of tax exemption attaching to. bonus shares
accrue to shareholders who pay super-tax, while the loss
to the exchequer is substantial (Bonus shares issued
during the years 1947-52 totalled a little less than Rs. 77
crores).
(5) Bonus shares result in a distinct gain to the shareholders
of the companies which issue them in that
(a) a bonus share is a marketable commodity · of ascertainable value conferring valuable rights on the
. holder thereof;
·
(b) a bonus issue gives the shareholders an element of
individual proprietorship in the assets of the company and makes their interests in the reserves of the
company transferable and heritable;
(c) as the bonus issue results in the permanent retention
of the accumulated profits of the company, its earning
capacity is likely to increase. This will result in
larger dividends and better share values in future;
(d) as the bonus issue results in increasing the paid-up
capital of the company, it enables the company so to
exhibit its rate of dividend as to present an apparent
picture of low dividend rates.
30. In opposition to these arguments and in favour of the present
.practice of excluding bonus shares from the definition of 'dividend'
.are the following arguments:
(1) It is not correct to attribute motives of tax avoidance to
the issue of bonus shares; on the contrary, bonus shares
are used as a device by the management of companies to
promote capital formation, which is so important in the
context of a developing economy.
'
::317 MofF-11
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· {2) It is true that bonus shares increase the capital strength
of existing companies; but existing companies cover most
of the important sectors of business enterprise; and as it
is open to companies to undertake activity in industrial
fields other than their original activity {and many of them
do so in practice), there is no damage done to the even
and diversified development of the economy.
{3) In the absence of bonus issues, there is no guarantee that
the undistributed profits would lead to an increase in the
share of labour or a reduction in prices for the consumer;
on the contrary, the likely result would be a larger distribution of profits and the consequent dissipation of
capital.
{4) The benefits of bonus shares are not restricted to the
small class of shareholders who are subject to super-tax;
on the contrary, by increasing the capital strength of the
companies concerned, their earning" power is increased
with consequent benefits both to the small shareholder
and to the exchequer.
{5) The undistributed profits of a company are a part of its
capital and get reflected in the price of the shares constituting its original capital. All that is done by the issue
of bonus shares is to increase the number of scrips that
constitute its paid-up capital including that part of its
undistributed profit that is now capitalised. Legally,
therefore, no change has taken place, what was originally
represented by X is now being represented by X plus the
bonus issue. There is, therefore, no special and immediate gain to the shareholder by the issue of bonus shares.
31. We have come to the conclusion that bonus shares are not
-income in any sense of the word as understood in. income-tax.
Judicial deCisions both in U.S.A. and U.K. clearly support this view.
In a leading case* on the subject, the Supreme Court of the United
States of America held, that bonus shares are not taxable as income.
The main reasons given by the Court, with which we are in agreement, were:-"Here we have the essential matter; not a gain accruing to
capital, not a growth or increment of value in the investment; but a gain, a profit, something of exchangeable value
proceeding from the property severed from the capital
however invested or employed, and coming in being
derived, that is received, or drawn by the recipient (the
taxpayer) for his separate use, benefit and disposal; that
is income derived from property. Nothing else answers
that description. Yet, without selling (the bonus shares)
the shareholder, unless possessed of other resources has
not the wherewithal to pay an income-tax upon the dividend stock. Nothing could more clearly show that to
tax a stock dividend (bonus shares) is to tax a capital
increase, and not income, than this demonstration that in
*Eisner vs. Macomber (1920) 252 u.~. I89.
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the nature of things it requires conversion in order to pay
the tax." (ItaliCs by us.)
32. Similarly, in U.K., it was held by the House of Lords that, as
the profits were distributed by the company as capital, they were
not income in the hands of the assessee. The following remarks* of
Lord Cave are relevant in this connection:
·
"The transaction took nothing out of the company's. coffers,
and put nothing into the shareholders' pockets; and the
only result was that the company................ came thenceforth under an obligation to retain it permanently as
capital. It is true that the shareholder could sell . his
bonus shares, but in that case he would be realising a
capital asset producing income, and the proceeds would
not be income in his hands. It appears to me that, if .the
substance and not the form of the transaction is looked
to, the declaration of a bonus was, as Mr. Justice Rowlatt
said, 'bare machinery' for capitalising profits, and there
was no distribution of profits to the shareholders."
33. One of the ar~ents that is frequently employed is that the
exemption of bonus issues from taxation results .in loss of revenue
to Government. The loss of revenue is said to arise in this way.
The face value of a bonus share, if· the shares were taxable; would
be treated as a dividend. It will be included in the assessment of
the shareholder who will be given· credit for income-tax paid by
the company. T:Q.e face value of bonus shares will thus entail a net
liability on account of super-tax where the income of the shareholder is in the super-tax brackets. We think that the 'loss of supertax' argument is based on a misunderstanding of the method followed fox taxing companies. 'Ole loss of revenue from personal supertax consequent on non-taxation of bonus issues is a part of the
larger problem of the treatment of undistributed profits. In· so far .
as bonus issues do not result in the distribution of retained earnings
in the form of money or money's worth, they are available to the
company for use for the purposes for which they were allowed to
be retained after payment of a flat rate of tax unrelated to the personal rate of tax of the shareholder. If retained profits are drained
away in the form of money or money's worth, the company cannot
make use of them for its own development, and the purpose of
foregoing personal super-tax in order to allow then:t to be built up
is defeated. The tax system seeks to provide against the latter contingency. In so far as such distribution can be used for tax avoidance, a situation of this character is more likely to arise in respect
of the private limited companies or- closely held public limited companies than in public limited companies with widely dispersed
shareholding. The former are already subject to special compulsion in regard to distribution of profits and we recommend further
. action in this regard in the next chapter. We have also made recommendations in regard to the non-admissibility of bonus shares in
the calculation of the maximum permissible reserves for the section
23A companies. In the circumstances, we are satisfied that there
is not sufficient validity in the argument that non-taxation of bonus
issues as income in the hands of shareholders leads to lo~ of public
•Inland Revenue vs. Blott, 8 Tax Case.
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revenues. We may also add that we recommend later in this
chapter that loopholes for effecting an actual distribution of
retained earnings without, however, doing so formally thereby
attracting the personal super-tax, e.g., by loans and advances,
Jeposit or bearer certificates, and liquidation at the end of six years
followed by d;stribution of profits, should be closed by an appropriate amplification of the definition of dividends.
34. We think that the privilege of issuing bonus shares free
of tax in the hands of the shareholder does confer some advantage both on the shareholder and on the company, and there may be
a case for a small duty payable by the company on the issue of
bonus shares. There was until recently a stamp duty on bonus
issues in U.K. but it has now been given up. We are not in favour
of levying any such duty here, especially because of the need for
encouraging the retention of earnings within the company. We
would, however, suggest that Government should exercise control
over the issue of bonus shares in such a way as to ensure that there
is no over-capitalisation of the company and that any other misuse of
the facility is prevented.
35. Our discussion of the issue of bonus shares so far has had
reference only to public companies. There are, however, private
companies and also public companies where the shareholding 1s
such as to suggest that the public as such are not substantially interested in these companies. These are comprehensively known as
section 23A companies and we shall deal in some detail in the next
chapter with various problems relating to the taxation of their
incomes. In this chapter, however, it 1s relevant to point out that,
by issuing bonus shares. there is a possibility of such companies
manipulating the ratio between their reserves and paid-up capital
including the loan capital of their shareholders in such a way as to
escape the compulsory distribution of 100 per cent. of their profits
in the circumstances prescribed in the proviso to sub-section (1) of
section 23A of the Indian Income-tax Act. In our view, this 1s a
question that is not so much one of regulating the issue of bonus
shares as the larger one of both the logic and the implementation
of the provisions of section 23A. That, as stated above, is a question
which is dealt with by us separately in the next chapter.
36. The other suggestions received by us for the modification of
the ~efinition of the term 'dividend' may now
be discussed.

Other su:~eaotions for
the modification of
definition of 'dividead'

We have already drawn attention to the suggestion
following items should be included in the definition:-

that

the

(i) loans and advances to directors and shareholders of
companies in which the public are not substantially interested; and
(ii) distributions in the form of deposit certificates or bearer
certificate•.
Both suggestions are intended to close loopholes for drawing upon
retained profits of the company without attracting super-tax liability
in the assessment of the shareholders.
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37. The former is confined to companies in which the public are
not substantially interested within the meaning
Loans and advances of section 23A of the Income-tax Act. The affairs
made by a companY .of such companies are generally under the conto directors, etc.
· · 1 sh areh old ers w h o are m
· a
· t ro1 of th e pnnc1pa
position to utilise the funds of the company under the guise of loans
without attracting super-tax liability. The Australian and Canadian
laws contain special provisions for the treatment of such loans as
income of the shareholder in suitable cases. It is clear that the
grant of such loans is capable of being used as a device to evade the
objective of profit retention by the company. We recommend,
therefore, that the law should be amended so as to. empower the
income-tax authorities to treat loans and advances to directors and
shareholders of such companies as dividends, where they are satisfied that they are made out of the accumulated profits of the company. It will also be necessary to secure that, when such loans
and advances are set off against dividends subsequently declared,
they· are not. taxed as dividends a second time. We suggest that
the law on the subject be modelled on the lines of a similar provision
inculded in clause 2(c) (iii) of the Income-tax (Amendment) Bill,
r

1951.

38. As regards the second suggestion, it is clear that deposit certificates when issued to shareholders represent
acknowledgment for debts owed by the company issuing the certificates. The amounts are repayable after a
stipulated period to the holders of the certificates, involving the pay~
ment of. the retained profits to the shareholders. We, therefore,
recommend that the amounts distributed in this form should be made
taxable. .
39, Some witnesses have argued that clause (b)- of section 2 (6A)
of the Income-tax Act, relating to the taxation
Bonus debentures
of bonus debentures as dividend, should be
deleted, as there is hardly any distinction between them and bonus
shares which are exempt from taxation. We are not convinced that
there is any similarity between bonus shares and bonus debentures. In the latter case, there is a definite commitment at the time
of issue to part with a portion of the assets of the company at a
specified future date. The release of assets is thus implicit in the
issue of the bonus debentures. We, therefore, see no justification
for excluding them from the definition of 'dividend'. ·
Deposit certificates

40. Under clause (c) of section 2 (6A) of the Income-tax Act
amounts distributed out of the accumulated profits of a company on its liquidation are taxable,
·provided such profits arise within six years of
the date of liquidation. It has been argued by some witnesses that
the reference to a time-limit in this clause should be omitted so
that all such distribution should become taxable. On the other hand, ·
there is a demand for exempting such distribution from tax
altogether, and, therefore, the complete abrogation of this clause.
A suggestion that stands midway is for reducing the present period
of six years to two years. The effect of this will be that the tax
liability will attach to distribution out of the accumulated profits
of the two years prior to liquidation instead of those of six years
as at present.
·

n·
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41. The purpose of retained earnings is to assist a going cone& ..1
to expand and develop. A company in liquidation is not capable
of fulfilling this object and we are of the opinion that such distributions should be taxed irrespective of the period to which they
relate. We have already discussed the rationale .of this recommendation in paragraph 33 above in connection with the treatment of
bonus shares.
42. The taxation of dividends paid out of agricultural income of
a company, which is exempt from income-tax,
Distributions made out is a question "that has been raised by some
of ezempt income
.
Witnesses. Before 1948, the departmental practice was to apportion such dividends in the ratio of the company's
agricultural income and non-agricultural income, and to treat the
former part as exempt from income-tax. Since 1948, however, this
part is also being treated as income of the shareholder. This view
has been upheld by the Bombay High Court in the case of Mrs. Bacha
F. Guzdar vs. C.I.T. (22 I.T.R. 158), and an appeal has been lodged
·
before the Supreme Court against this decision.
43. As the taxation of agricultural income is within the com. petence of State Legislature, no abatement was given when distributions out of such income were originally brought to charge in the
-assessment of the shareholders under the Indian Income-tax Act.
This was a source of hardship which has since been rectified by
amending section 49B of the Income-tax Act. The amendment provides for an abatement of tax to the shareholder equivalent to that
calculated on the basis of the effective rate applicable to his personal
income or an appropriate portion of agricultural income-tax paid
by the company, as defined in the law, itself, whichever is lower.
44. As regards the principle underlying the taxation of such
dividends, we consider that the fact that the dividend is paid out
·of exempt income has no bearing on the liability it should attract
to income-tax in the assessment of the shareholder who is taxed
independently on the basis of his ability to pay. Moreover the
company and the shareholders, as we have already pointed out, are
distinct and separate entities for the purposes of taxation.
45. Taking all these factors into consideration, we recommend
that the second proviso to section 2 (6A) of the Income-tax Act should
be recast to make it clear that dividends should be fully taxable in
·the assessment of the shareholder irrespective of the nature of the
profit fund of the company.
46. Dividends received by companies are, except in certain
special cases, taxed in the same manner as divi~~~J;corporate divl· dends received by persons other than companies,
i.e., the 'grossed' dividend is included in the
total income of the recipient company and simultaneously credit is
given for income-tax deemed to have been paid by it. The grossed
'dividend' thus attracts liability only for corporation tax in the
assessment of the recipient company. It has been represented to
us that inter-company investments are made either for the promotion of subsidiaries or by institutional investors who have surplus
funds. As the purpose of both is to assist in capital formation of
a type that is essential in the present state of the capital market,
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encouragement should be given to them by exempting intercorporate dividends from corporatioz:1 tax also. It has been represented that subsidiaries serve a useful purpose in the organisation
of productive enterprises and that in some cases, for reasons of
business expediency, investments have to be made in a chain in a
number of companies. Before the return on the investment reaches
the parent company, it pays corporation tax at each successive stage.
This is claimed to be a heavy burden on an essential investment
activity without which capital formation will be considerably
·
impeded.
47. While we recognise the utility of subsidiaries as well as of
investments by institutional investors in providing equity capital
under present conditions, we are not convinced of the soundness of
many of the above arguments. We see no reason why investments
by companies and by individuals should be treated differentially in
the matter of taxation unless some public purpose is served. A study
made by us of the finances of private limited companies, a reference
to which has been made elsewhere in the Report, shows that most
of the companies are controlled by four or less than four persons
and that investments in other companies form a high percentage
of their total investments. We cannot consequently overlook the
possibility that the benefit of tax exemption will accrue in many
cases in the last analysis to the persons controlling the parent company. We are not, therefore, in favour of any general relaxation of
the principle that all dividend income should be treated alike for
taxation purposes unless any public interest of an overriding
character is involved.
48.' Inter-corporate dividends are exempt under the present law
from corporation tax in the following instances:(i) An investment trust company which satisfies th_e co~ditions
laid down in the Government of India Notification No. 47,
dated the 9th December 1933;
(ii) Under section 56A of the Indian Income-tax Act, which
was inserted by the Finance Act of 1953, dividends received
by a company from an Indian· company, are exempt from
corporation tax(a) if the latter is a company formed and registered after
31st March 1952 and is wholly or mainly engaged in
any of ten specified industries; or
(b) if the dividend is on fresh capital raised by an Indian
company after 28th February 1953 by public subscription for the purpose of increasing the production of,
or starting a separate unit of, one or more of the
specified industries.
49. Representations have been made to

us~ that

the exemption

~

(ii) above should be extended to dividends of all Indian companie:.

engaged in the industries specified in section 56A of the Indian
Income-tax Act whether they were registered before or after
31st March 1952 or whether the capita! was issued before or after
28th February 1953 as the existing distinction is not justifiable and
creates difficulties in practical working. The present concession
was given to attract new capital in certain desirable channels and we
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are not convinced that the existence of two types of capital in the
same company leads to difficulties regarding the marketing of its
shares. If a company holds shares of the latter description, it is
entitled to exemption from corporation tax as long as it holds them,.
but if it sells the shares the buyer should not be entitled to exemption unless otherwise qualified for the concession. This will affect
the marketability _of the shares, but this result is in keeping with
the· object of the concession: We do not, therefore, see any occasion
to recommend exte-nsion of the exemption to dividends on old
shares.
50. We have so far dealt with the logic and the structure of the
taxation of corporate income in India. We now
Rate structure of
turn to the .important question of the rates of
income-taxes on
tax on corporate income and the need, if any,
corporations
for changes therein in the light of our discus_sion of the development of ·the Indian economy and, in particular,
the requirements of the corporation sector.
51. The optimum rate for the total burden of tax on a company
depends on various factors, apart, of course, from the amount of
revenue required. As the distributed profits of a company bear·
super-tax in the hands of the richer shareholders, the rates of tax on
company profits cannot be pitched as high as the highest marginal
rates of tax on individuals. At the same time, if the tax on company profits is substantially lower than the highest personal rate,
there will be a tendency on the part of the richer shareholders of
closely held corporations to retain a large part of the company's
profits with the company itself, in order to avoid the payment of
super-tax which they would have to pay on distributed profits. If,
on the other hand, ~he difference is small, there might be a tendency
to distribute an unduly large proportion of the company's profits.
A balance has, therefore, to be struck between these two factors.
52. Once the total rate of tax on a company's profits has been
determined, its allocation as . . between income-tax and corporation
tax has to be made largely on a consideration of its effect on shareholders. -So long as. the total tax on the company is fixed, a lower
rate of income-tax will be advantageous to the revenue by reducing
the amount of abatement to be given to the shareholders, and vice
versa. Here again, therefore, a balance has to be struck between
budge-tary needs on the one hand and the grant of reasonable relief
to the shareholder (particularly the smaller shareholder) on the
other. The rate of income-tax on companies has, in the Indian tax
system, always been the same as the highest rate on personal
incomes.
53. A tax concession in favour of undistributed profits has been
in force in the Indian tax system since 1944. Since 1948 the differentiation has been in the· shape of an abatement of income-tax on undistributed profits~ The provision now in force is that, when the
disposable profits (i.e., the total -income as reduced by seven annas
in the rupee and by any amount exempt from tax of a company in
any year) exceeds the dividends declared in respect of that year's
profits, the company is entitled to a rebate of one anna in the rupee
on such excess. This concession is subject to certain conditions as
described in paragraph 1 supra. As the tax concession is meant to
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encourage the ploughing back of profits into a business, it is necessary to secure that it is available only so long as these profits are in
fact retained in the business. This is secured by a further provision
in the Finance Act, to the effect that, if the dividends exceed the.
disposable profits of the year, such excess is deemed to have come
out of the retained profits of the preceding ·years, and abatement
already granted in those years is withdrawn. The company has to
pay additional tax on such excess at five annas in the rupee less the
tax already paid thereon.
·
·
54. On a review of the taxation of developmental enterprises, we.
came to the conclusion in Chapter VII that the present rebate of one
anna in the rupee on undistributed profits should continue for the
time being.
55. The corporation tax is now levied at a flat rate of 4·75 annas.
in the rupee of total income, subject to certain rebates, as described.
in paragr~ph 1 above. It will be observed that two distinct principles
of differentiation are embodied in the above rebates .. The first is a
tax concession in favour of the smaller Indian companies. We consider
that this differentiation is justified in order to encourage the extension of corporate enterprise to small scale industries in this.
country. In order to make it fully effective and at the same time
to avoid any tendency for companies to break up into smaller units
for availing themselves of the existing concession, we would extend
the concession of lower corporation tax to all qualifying companies.
on a slab basis. We accordingly recommend that companies, which
have made the prescribed arrangements for the declaration and payment of dividends in India, and for deduction of super-tax at the
source, and which are public companies within the meaning of
section 23A of the Income-tax Act as may be recast in consequence
of our recommendations in the next chapter, may be subjected to
corporation tax as follows*:On the first Rs. 25,000 oftotalincome .
On the balance •

• One anna in the rupee~
Two annas and nine·
pies in the rupee.

Indian companies, which are not public companies, will continue topay two annas nine pies (i.e., four annas nine-pies less a rebate of
two annas) on their entire total income as at present.
56. The second principle of' differentiation is between what may
be termed as Indian companies (i.e., companies which fulfil the
above conditions) and non-Indian companies. Although at first sight.
this appears to be a tax-discrimination against foreign enterprise, nosuch discrimination is in fact involved. Before 1948, dividends-.
distributed by a foreign company out of profits earned by it in.
India were deemed to be income arising in India; such dividends.
were to be 'grossed' in the hands of the shareholders, who were
entitled to credit for income-tax paid by the company and were
liable to pay income-tax and super-tax at their personal rates on
such dividends. In practice, however, it was found that it was:
difficult to serve notices on foreign shareholders who had large
*These rates are mentioned only to illustrate the order of magnitude of the
difference b.etween the slabs ; it will be for Government to fix the .actual rates from year
to year.
·
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mterests in such companies and to recover tax from them, while
most of the smaller shareholders applied for and got refm1ds; thus,
.a large part of the super-tax which ought to have been recovered
from the larger shareholders could not be collected. Since 1948,
therefore, the process of grossing has been given up on such dividends, and they are no longer deemed to be income arising in India.
In order to recoup the consequential loss of super-tax, a small
.additiona! tax has been levied on these companies. This is not a
novel principle, as the tax systems of several other countries also
provide for the recovery from closely-held corporations of an additional tax in lieu of the super-tax payable by their shareholders on
their dividends. The additional tax on a company is a rough-andready substitute for the super-tax payable by its shareholders. We
are satisfied that this invqlves no discrimination against foreign
enterprise as such. The lower rate of tax on the first slab of income, which we have recommended above for public 'Indian' companies, should be made available to public 'non-Indian' companies
also by a suitable adjustment of the rates. In view of the above, we
do not recommend any other fundamental ·changes in the rate
structure as affecting non-Indian companies.

CHAPTER XI
TAXATION OF CORPORATE INCOME-II

In a system in which the taxation of the distributed profits of a
company is linked to the personal assessment of
the shareholder as in the Indian Income-tax Act,
it is comparatively easy,· unless special measures· are adopted to
counter this, for those in charge of the management of companies,
in which the shareholding and consequently the control and
management vest in the hands of a few persons, to use their
discretion in the matter of postponing or reducing the distribution
of the company's profits in such a manner as to reduce their own
tax liability to an appreciable extent. The amount of profits withheld from distribution could then be used as a fund from which it
is possible to finance their consumption, .or other, expenditure, though
the ostensible purpose for the retention of profits would be the
laudable one of capital formation within the company concerned.
Thus, in addition to the loss of super-tax revenue to the State, this
particular method of avoidance of tax leads also to inequities as
between shareholders of d:.:ferent companies, and also to the utilisation of accumulated profits for the purposes of consumption. The
revised definition of 'dividend', which we have suggested in the previous chapter, would go some way to meet this contingency. In
addition, some method of regulating the distribution of profits by such
companies is also called for. In practically all the tax systems of
the more advanced States in the world, the provision for such regulation exists. In India this has been sought to be achieved by section
23A of the Income-tax Act.
2. This section applies to all companies in which the public are
not substantially interested, and it also lays ·down the manner in
which the tax liabilities of such companies and their shareholders
are to be determined. Briefly speaking, the companies are required to
pay tax on the basis that at least 60 per cent. of their assessable profits
less .income-tax and super-tax payable by them (to be called 'distributable profits') have actually been distributed. In case at least 60
per cent. of the profits is not distributed, their entire 'distributable
profits' are deemed to have been distributed, and the whole amount is
made chargeable to tax in the hands of the shareholders. There is also
a provision that if these companies have accumulated undistributed
profits equal to 100 per cent. of their paid-up capital plus loan capital
which is the property of shareholders, or the actual cost of their
fixed assets, whichever is greater, their entire 'distributable profits'
are required to be distributed.
3. As the provisions of this section have been strongly criticised
and it is necessary for us, in dealing with this
Power
to
assess matter to refer to the detailed provisions .of the
lndJvidual
members section,
· ' 1t
· WI'11 b e conven1en
· t 1·f we repro d uce the
of certain companies
. section for facility of ready reference:"23A. (1) Where the Income-tax Officer is satisfied that in
respect of any previous year the profits. and gains distributed as dividends by any company up to the end of the
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sixth month after its' accounts for that previous year
are laid before the company in general meeting are
less than sixty per cent. of the assessable income of the:
company of that previous year, as reduced by the amount
of income-tax and super-tax payable by the company in.
respect there_of he shall, unless he is satisfied that having
regard to losses incurred by the company in earlier years.
or to the smallness of the profits made, the payment of a·
divid~J1,d or a larger dividend than that declared would be·
unreasonable, make with the previous approval of the·
Inspecting Assistant Commissioner an order in writing:
that the undistributed portion of the assessable income of
the company of that previous year as computed for income-tax purposes and reduced by the amount of income-tax
and super-tax payable by the company in respect thereor
shall be deemed to have been distributed as dividends
amongst the shareholders as at the date of the general
meeting aforesaid, and thereupon the proportionate share·
thereof of each shareholder shall be included in the total
income of. such sJtareholder for the purpose of assessing.
his total income:
Provided that· when the reserves representing accumulations~
of past profits which have not been the subject of an order·
under this sub-section exceed the paid up capital of the·
company, together with any loan capital which is the·
property of the shareholders, or the actual cost of the fixed
assets of the co~pany whichever of these is greater, this.
section shall apply as if instead of the words 'sixty per·
cent.' the words 'one hundred per cent.' were substituted:
Provided further that no order under this sub-section shalL
be made where the company has distributed not less than
fifty-five per cent. of the assessable income of the companyas reduced by the amount of income-tax and super-tax
payable by the company in respect thereof, unless the·
company, on receipt of a notice from the Income-tax
Officer that he proposes to make such an order, fails to·
make within three months of the receipt of such notice a.
further distribution of its profits and gains so that the·
total distribution made is not less than sixty per cent. of·
· the assessable income of the company of the previous year
concerned as reduced by the amount of income-tax and_
super-tax payable by the company in respect thereof:
Provided further that this sub-section shall not apply to anycompany in which the public are substantially interested~
or to a subsidiary company of such a company if the whole·
of the share capital of such subsidiary company is held_
by the parent company or by the nominees thereof.
Explanation.-For the purpose of this sub-section, a companyshall be deemed to be a company in which the public aresubstantially interested if shares of the company (not
being shares entitled to a fixed rate of dividend, whether·
with or without a further right to participate in profits)
carrying not less than twenty-five per cent. of the voting·
power have been allotted imconditionally to, or acquired_
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unconditionally by, and are at the end of the previous year
beneficially held by the public (not including a company
to which the provisions of this sub-section apply), and if
any such shares have in the course of such previous year
been the subject of dealings in any stock exchange in the
taxable territories or are in fact freely transferable by
the holders to other members of the public.
(2) The Inspecting Assistant Commissione~ shall not give his
approval to any order proposed to be passed. by the Incometax Officer under this section until.he has given the company concerned an opportunity of being heard.
(3) (i) Repealed.
(ii) Where the proportionate share of any member of a
· company in the undistributed profits and gains of the
company has been included in his total income under
the provisions of sub-section ( 1) the tax payable in
respect thereof shall be recoverable from the company,
if it cannot be recovered from such member.
(iii) Where tax is recoverable ffom. a company under
this sub-section, a notice of demand shall· be served
upon it in the prescribed form showing the sum so
payable, and such company shall be deemed to be the
assessee in respect of such sum, for the purposes of
Chapter VI.
·
(4) Where tax has been paid in respect of any undistributed
profits and gains of a company under this section, and
such profits and gains are subsequ~ntly dist;ributed in any
year the proportionate share therein of any member of
the company shall ·be excluded in computing his total income of that year.
(5) When a company is a shareholder deemed under subsection (1) to have received a dividend, the amount of the
dividend thus deemed to have been paid to it shall be
deemed to be part of its total income for the purpose also
of the application of that sub-section to distributions of
profits by that company."
4. The companies which fall under the purview of sub-section (1)
:above will be referred to by us, for convenience, as 'Section 23A
.-companies' in our further discussion.
5. Certain representatives of the business community have suggested to us very strongly the repeal of the
~u,~est~d mod_ifientire section. Failing this, the alternative that
~;~uns In section
they have suggested is a substantial modifica.
tion of the section. We summarise below the
:main points of their criticism of· the existing section, and the sug;gestions that have been made for its modification.
6. The first criticism is that, as section 23A companies form an
:important segment of the corporate sector, and have played, and
.are playing, a very useful part in the d~ve~opment ~f. industry and
·trade and in capital formation, the obligation that Is now cast on
-these companies to distribute sixty per cent. of their distributable
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profits prevents them from accumulating as undistributed profits
more than 100 per cent. of their paid-up capital plus loan capital
which is the property of shareholders (or the value of their fixed
assets, whichever is greater). It is argued that thereby the Incometax Act not only discriminates between different types of companies but also makes for a positive deterrent to capital formation,.
a result which is opposed to the interests of a developing economy
such as ours. It is suggested, therefore, that:
(1) section 23A.should be repealed and all companies placed
on the same footing in regard to the treatment of their
undistributed profits and of their dividend distribu·
tion policies;
(2) in case this suggestion is not accepted, at ieast the follow-

ing modifications should be made i.p,, "'the present treatment of the section 23A companies:
(a) instead of compelling the <;listribution of a fixed proportion of their 'distributaple profits', the law should
insist on the distribution only of such portion of the
profits as is arrived· at after taking into account the
reasonable needs of the business, as in the U.K. and
U.S.A. Such reasonable needs should also take into
account a reasonable provision for offset of future
losses. In case, however, the Income-tax Officer is
not satisfied that a reasonable distribution has been
made, he might then deem 30 per cent. of the profits,.
computed according to accountancy practice, to have
been distributed;
(b) the present virtual ban, on the accumulation of undistributed profits beyond 100 per cent. of their paidup capital and loan capital or cost of fixed assets
(whichever is greater) should be removed;
(c) action in respect of any one year should not be taken
if the next year's working loss goes beyond 60 per
cent. of the previous year's assessable profits less tax,.
in which case, proceedings under section 23A should
be commenced only after the following year's assessment is completed and the result known. In the
alternative, it is suggested that account should be
taken of losses subsequently suffered so far as these
have been ascertained before the date of passing of
any order under section 23A;
(d) the company's 'assessable' profits should not be made
the basis. for action under section 23A. These profits
may, and do, differ from 'accountancy profits'. Such
variations may be due either to difference of opinion
on admissibility of certain items of expenditure or
to additions made by the Income-tax Officer on the
ground that the reported profits have been understated. Examples of the former are taxes and other
public charges that the company has to pay from its
distributable profits, but which are nol admissible
for inco~e- tax purposes, such as property tax. The
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reserves which banking companies are required, ung.er
section 17 of the Banking Companies Act, 1949, to set
aside before being permitted to declare a dividend form
another example. Reference has also been made t()
the inclusion of 'blocked' remittances in assessable
profits for the purposes of section 23A. The suggestion
is that the order under section 23A should take into
account the actual cash available with the company
and that it should not be based .on a notional estimateof its income;
(e) the limit of 55 per cent. for distribution below which
-the penal clause of 100 per cent. distribution now
applies automatically, should not so apply, when thedeficiency is due to differences between book profits
and assessable profits resulting from the non-admissibility of certain items of expenditure;
(f) the exemption now accorded to subsidiaries of companies from the operation of section 23A should not
be confined to 100 per cent. subsidiaries of companies
in which the public are substantially interested, but
should be extended to those whose share capital or
voting power to the extent of more than 50 per cent_
is held by such parent companie~;
(g) in case distribution by a company. falls short of the60 per cent. required by section ~3A, only the difference between the said 60 per cent. ·and the amotmt
actually· distributed should be deemed to be distributed and not the entire distributable profits of the company;
·
(h) where a company has dist:r:ibuted more than 6'0 per
cent. in any year, the excess over 60 per cent. in that
year should be allowed to be carried forward to thesubsequent year before section 23A is made applicable to the company for that year;
(i) some time-limit should be prescribed in the Incometax Act within which the Income-tax Officer should
initiate and complete proceedings under section 23A~
At present he can do so without any limit· of time
which creates difficulties for shareholders to meet
additional liability for tax or for the· companies t()o
find cash for the additional distribution involved a
long time after the completion of their normal assessments.
7. We deal first with the criticism made of the concept of section
23A itself, and then proceed to discuss seriatim the suggestions made
above for its amendment.
8. The repeal of section 23A is urged on the ground that the
companies that attract its application play a
~::::~tl:r secti~':"
useful role in capital formation. This is not
denied, but it is equally true that proprietary
23 A
business and industry-individual and partnership-also play an· important part in capital formation. The capital

176
:requirements of the latter sector are provided for by the individuals
o0wning the concerns after meeting their super-tax liability, while in
1he former case, retained profits are allowed to be built up at rates of
1ax which" bear no relationship to personal rates of tax applicable to
'the· shareholder. We have already pointed out the possibility of
-the misuse of such a concession by companies that are closely controlled. Since the justification of differential treatment to section
:23A companies. thus rests on the nature of their owne~ship, we
-thought it useful to have an investigation made into the ownership
o0f the controlling sha_reholdings and investments of such companies. Data were not easily available for the public companies falling under section 23A, but we were able to make a comprehensive
inquiry in regard to private limited companies through consolidated
·information supplied by the Income-tax Department.
The main
:results of this study are given below.
9. Of the 4,589 private companies assessed to tax, data regarding
1he minimum number of shareholders, who account for 50 per cent.
-or more of their shares, were available only for 3,005 companies and
·reveal the following position:'TABLE

1.-Analysis of private limited companies according to number of shareholders exercising control
Number of companies with paid-up capital

.Minimum
·number
of
:sharehol-ders who
account
for. so
:per cent .
.or more
shares

Notmore ~orethan ~ore than ~ore than ~ore than ~ore than Total
than Rs. Rs. I lakh Rs. s lakhs Rs.Io lakhs Rs. so lakhs Rs. IOO
I lakh
but not
but not
but not
but not
lakhs
more than morethan morethan morethan
Rs. IO
Rs. so
Rs. IOO
Rs. siakhs
lakhs
lakhs
lakhs

\

I2

6

944

I

937

:I

611

230

53

32

:2

6I6

255

34

3I

.3

293

I34

I9

I3

I

460

4

I35

9I

IO

II

I

248

::5

75

48

9

s

I37

49

25

I

2

77

25

2

4

45

2

38

I

30

-6

"1

I4

:8

2I

IS

'9

I7

9

IO

I2

32

3I

3

I,873

875

I34

IO
More than
IO
TOTAL

3

22
I

IOI

I4

8

3,005

177
10. It will be seen that, out of the 3,005 companies for which
data are available, as many as 2,589 (or 86 per cent.) are controlled
by four or fewer persons. Out of these, th~re &re 944 companies
(31·4 per cent. of the total) in each of which the majority of shares
are owned by one shareholder, and 937 companies (31·2 per cent.)
in each of which the majority of shares are held by two shareholders. If the analysis is confined to the 257 companies with a
paid-up capital of. more than Rs. 5 lakhs, as many· as 224 (or over
87 per cent.) are under the control of not more thim "four persons;
out of these, 103 are under the control of one person and 66 are
under the control _of two persons.
11. From among these 3,005 companies, a sample of 372 companies was selected and analysed for finding out the percentage of
shares held by the largest single shareholder in these companies.*
This showed that the majority of shares in each of 114 companies
(or 31 per cent. of the total) were owned by one person. Details are
given below:·
TABLE

to

2.-Analysis of private limited compan-ies according
centage of shares held by the largest shareholder

per-

Number of companies in which the percentage of
shares held by the largest shareholder is :
Paid-up capital

I-IO II-25

Total

26-so

SI-75

76 or
more

More than Rs. I lakh but not more
than Rs. s lakhs

IS

47

45

17

I6

143

More than Rs. 5 lakhs but not
more than Rs. IO lakhs

8

33

33

I9

I9

II2

More than Rs. IO lakhs but not
more than Rs. so lakhs

s

4I

24

I2

17

99

More than Rs. so lakhs but not
more than Rs. IOO lakhs •

I

I

4

6

u

2

2

·2.

i6

I04

54

6o

372

.

.

MorethanRs.Ioolakha
TOTAL

32

122

12. A further analysis was conducted with regard to the 25 companies which had a paid-up capital of more than Rs. 50 lakhs each
and it was found that the controlling shares are held by one single
person in as many as 21 companies, by two. perso?-s in two companies, and by three _an~ four persons, respectively, m one company

a

• A sample of soo companies was selected by includ.ing all comt>anie.s wit~ paid-up
capital exceeding Rs. s lakhs and one-third ofmanufacturmg compam~s With patd-.~p,capt
tal from Rs. I-S lakhs, the latter being se~ected by a ra~dom samp~g method:, Ainong
these
companies, full particulars regardmg shareholdmgs were available only 111 respect
of 372 companies.
·

soo

317 MofF-12
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each. The total paid-up capital of these companies was Rs. 31,31
lakhs. Details are given below:. TABLE

3.-Statement. of controlling shareholdings
limited companies

Sl.
No.

Industry group

I

2

Paid-up
capital
(in lakhs
of Rs.)

in 25

private

Percentage
No. of
shareholders of shares.
~
who
held by
the
account
largest
for at
individual
least so
per cent. shareholder
shates

3

4

s

I

Managing agents

6o

I

99"9

2

Managing agents

so

4

24"2

3 Hire of machinery, furniture, etc. •

So

I

96"3

4 :Leather goods

75

I

77"3

99"9

s

• ·,

So

I

6 Managing agents

70

3

7 Printing, book-binding, engraving, etc. •

6o

I

75

I

I,OO

I

Copper, brass, lead, zinc, tin, etc. •

8 Copper, br~ss, lead, zinc, tin, etc••
9 Stock and share brokers and jobbers
IO

Miscellaneous manufactures

I

53"3

II

Electrical goods •

I

99"9

I2

Managing agents

I

,SO" I

I3

Miscellaneous business and professions

.I4 Managing agents
IS ManufactUre of building accessories

1,00

I

56

I

6o

I

I6 Finance companies
I

7 Tdbacco and biri manufactUre

I

99"9

I

99"9

I

s6·8

18

Miscellaneous business and professions •

I9

Iron and steel works

20

Finance companies

I

99"9

2I

Finance companies

2

33"9

22

Wholesale merchants, warehousemen, etc.

1,80

2

23

Managing agents

2,2S

I

24

Rice milling

1,2S

•

I

I

2S Miscellaneous brokers and agents .
TOTAL

2.01

)I,31

I
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13. These figures show very clearly that private compames are,
by .and .lar~e, of the nature of closely-held corporations. In this
co~nectlon, 1t should. be remembered that these figures show owner~hlp of ~hares a~cordmg to the actual registered shareholdings in the
C'Ompames. It lS a matter Of common knowledge that inca number
of such companies, large blocks of · shares are held 'by groups of
close relatives.
.
· .
14. In the circ~mstances, private limited companies can obvi~us
ly not be treated m the same manner as public companies. On the
contrary, even as amongst public companies, there· is a case for '
treating those whose shareholdings and management are vested in
the hands of a small group of persons in a different manner from
those which .are truly public companies in the proper sense of the
"!'ord. We cannot, therefore, accept the plea for the repeal of section 23~ of th~ Income-tax Act and the placing of companies that
attract 1ts application on a par with companies in which the public
are substantially interested.
.
. . · .
·
15.· It is, however, necessary to arrive at· a clear and workable
~efi?ittion t?f wUhdat ctohnstitutes .tsubstantial ·'pub.1c m eres .
n er e pres~n 1a~, a company
1s deemed to be a company m which the public
are substantially interested if the shares of the company (not being
shares entitled to a fixed rate of dividend, whether with or without a
further right to participate in profits) carrying not less than 25 per
cent. voting power have been allotted unconditionally to~ or acquired
unconditionally by, and are at the end of the previous ·year ben~
ficially held by the public (not including a company to which the
provisions of section 23A apply), and if any such .shares have, in
the course of such previous year, been the subject of dealings in
any stock exchange in the taxable territories. or are, in fact, freely
transferable by the holders to the other members of the public.

Definition of substan•
tlal'public interest'

1

16. We find ,that this definition suffers from two .important
defects which need rectification.. , The first is
Suggestion for alter- .the test of voting power which is utilised for the
ing definition of purpose of bringing into the net of section 23A
companies in which such companies as may be 'closely controlled' .
the public are subi.e., those in which the public cannot be said· to
s tandally in teres ted
be substantially interested. The test can, however be defeated by holding shares in bEmami names, so that although
the 'voting power will be technically 'held by a member of
the public yet in fact it will be exercised according to tbe directions
of the controlling shareholders, as what is required under the
present law is to manage the necessary voting power on a particular
day, namely the last day of the accounting year concerned.· We
suggest that the test of voting power should be relatable to any
day in the year instead of a particular day as at presen~; ·25 per
cent. voting power to be held by the ~e~bers of the pubh~ should
be raised to 50 per cent.; and the maJority of the shares (t;e., over
50 per cent.) should not be held by less than six persons. ·
17. The ~econd vulnerable point ·in the present definition of a
company in which the public ar~ substantially interested is the
interpretation of the word 'pubhc'. The Income-tax Act doc;s IlQt
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define this word. AI though the word 'public' seems to have been
used in this section in contradistinction to the directors of a company (who may be said to control it), the shares held by their
nominees and their relatives as their benamidars may yet be treated as held by members of the 'public' unless it can be proved by
the Income-tax Officer that such persons are really under the control of the directors. It will be necessary in each particular case
for the Income-tax Officer to come to a finding of fact that a director
exercises de facto control over a shareholder. We can well appreciate the difficulties which taxing authorities will have to face in
collecting evidence of de facto control exercised by a director over
a shareholder. An interpretation of this character will practically
neutralise the purpose of the section. It is, therefore, necessary
to provide that the word 'person' should be deemed to include all
near relatives and nominees.
18. ·Thus, there can be public companies in which the public are
not substantially interested in any real sense and which therefore
function in effect as ·private companies, which nevertheless do not
come under the provisions of section 23A on account of the lacunce
we have pointed out in the current legislation. We would, therefore, suggest that section 23A should contain a more suitable definition of what can be treated as substantial public interest. The main
ingredients of such a definition, in our opinion, should be:
(i) shares carrying more than 50 per cent. of the voting
power, i.e., a clear majority, should be in the hands of
the public;
(ii) this voting power should be held not only on a particular
day in the year but at any time throughout the year;
(iii) the majority of the shares (i.e., over 50 per cent.) should
not be held by less than six persons;
(iv) the word 'person' itself should be defined in the Act in
order to prevent the possibilities of dispersing shares
among close relatives with a view to retaining de facto
control on the company.
A somewhat similar definition has already been included in the
Estate Duty Act for determining 'controlled companies' a part of
the assets of which will, in certain circumstances, be included in the
principal value of the estate passing on the death of one of their
controlling shareholders. The problems of avoidance of tax jn both
cases are similar in nature and require, in our opinion, to be as
effectively dealt with under the Income-tax Act as it has been done _in
the Estate Duty Act. We, therefore, recommend that the explanation to sub-section (1) of section 23A should be suitably modified
to includ~ the specific suggestions made above.
19. As regards the suggestion made in 2 (a) of paragraph 6 above
of our summary of the representatio~s received
.· .
Exanunauon of the
on the subJ. ect of section 23A compames we are
formula
of of
•reason' cent .
able needs
busi- . unabl e to agree to t h e proposa1 th a t 60 per
ness•
distribution should be replaced by -a distribution
based on the formula of 'reasonable'needs of
business'. It is difficult to establish what constitutes reasonable distribution. W_e cannot, for obvious reasons, accept the opinion that it
is for the directors of a company to decide, in their discretion, what
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constitutes the reasonable needs of a business for this purpose. It is
true that in the U.K. and the U.S.A. this criterion has been adopted,
but we gather that this has entailed a great deal. of controversy and
litigation in regard to what constitutes the reasonable needs of a business. In India also, section 23A, when first introduced in 1930, included the test of the Income-tax Officer being satisfied that a company's
"profits and gains are allowed to accumulate beyond its reasona-ble
needs, having regard to the maintenance and development of its business"; this was subsequently abandoned as a result of the recommendations of the Income-tax Enquiry Committee, 1936; which in
referring to the application of this test, ·pointed out that "this task
involving, as it does, not only an assessing of motives, but also an
estimation of the future possibilities of an individual business, may
well deter an Income-tax Officer". In fact, the sort of difficulties that
are bound to arise in the interpretation of the term .'reasonable needs'
are well illustrated bv the demand that the reasonable needs of
business should provide for a reasonable provision to offset losses,
and that in the event of. the Income-tax Officer coming to the conclusion that the distribution was unreasonable, he should deem only
30 per cent. to be distributed. ·We can see no justification either in
theory, or in foreign practice, for allowing the building up of a
reserve for losses in the future at the expense of super-tax revenues.
Nor can we see much force in the contention that the needs of business will ~!ways be of such magnitude as to leave no more than 30
per cent. as distributable profits, especially in the light of the fact
that even public limited companies usually distribute, as we have
observed in Chapter I of Volume I. about 58 per cent. of their profits after tax. We are, therefore, unable to accept the replacement
of the 60 per cent. distribution formula by one based on the vague
and controversial concept of the reasonable needs of business. At
the same time, we must point out that. even as the law stands at
present, the 60 per cent. distribution is not enforced in a mechanical
and rigid manner. Thus, action under section 23A may not be taken
by the Income-tax Officer provided he is of the opinion that, having
regard to losses incurred by the company in earlier years or. to the
smallness of the profits made in the relevant accounting year, the
payment of a dividend or a larger dividend than that declared by the
company would be unreasonable. Moreover, if the distribution
made by the company within the prescribed time exceeds 55 per
cent. but is less than 60 per cent. of the distributable income, the
Income-tax Officer is oblig~d. before actually passing an order under
section 23A, to give an opportunity to the company to bring· its distribution of dividends upto 60 per cent. of the distributable income.
A period of three months is allowed to the company for this purpose.
Thus, there is a significant element of flexibility in the present law
which ought to meet the legitimate complaints of business.
20. The suggestion made in 2 (b) of paragraph 6 above is a little
misleading. Even under the present legislation,
Deletion or the 100 a company is not actually compelled to distribute
per cent. clause
100 per cent. of its profits. once it has built up
its reserves to the designated level; it is only deemed to
have distributed them, which means that;· after payment of
the personal super-tax appropriate to ~ts shareholders, ther~. is
!lothing to prevent the compkny from .usmg ~~e. balance for ~l:nld
mg up its reserves. In other words, th1s prov1s1on does not m1htate
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against the building up of reserves. It only compels the company
to slow down its rate of building up reserves after they reach the
particular level indicated in the law. We think that this is a reasonable restriction in vi2w of the nature of the ownership of these
companies.
·
21. The proposal contained in 2 (c) of paragraph 6 above contemplates .that the loss arising in a subsequent
Consideration
of
year (say 1952-53) should be adjusted against the
losses
subsequent
·
year in()fthe
applica- pro fit s of a previous
year (1951 -52) , an d t h e
tlon of section 23A
operation of section 23A modified accordingly.
·
We see no merit in this proposal as the loss will
be carried forward in the normal course, and will reduce the taxable
profits in the next year (1953-54). Thus the advantage gained in one
year (say 1951-52) would be lost in the other year (say 1953-54) as
this loss can be adjusted only once. We are therefore unable to
_accept this suggestion.
·
22. The point made in 2 (d) of paragraph 6 ·above, viz., the difficul.
ties arising fr.om the difference between the book
Book-profits
assessable
profits11•·
pro fit s of a company and 1· t s assessa bl e p10 fit s
are undoubtedly real in the circumstances in
. _
which its cash resources are reduced for meeting obligations of a
compulsory character which are not treated as admissible expenses
, under the Income-tax ·Act. We are in favour of adjusting such
charges against assessable income arrived at for income-tax purposes, but we do not agree that the same treatment should be
accorded to other additions made by an Income-tax Officer to reported profits. · We recommend therefore that the amount of 'distributable income' should be determined by deducting from the assessable income not only the income-tax and corporation tax payable,
_but also the amount of any tax levied by the Government of a State
or by a local authority, whether or not such tax is wholly or partly
an admissible deduction under section 9 or section 10 of the Incometax Act
~3. We are also of the opinion that the grievance of banking
· companies in regard to the admissibility of their
Reserves of bankiug statutory reserve requirements in determining
companies
their_ distributable profits is legitimate and
should be attended to. We recommend, therefore, that the 'distributable income' of banking companies should be determined by
deducting from the assessable income,. inter alia, the amount transferred to a reserve fund under section 17 of the Banking Companies
Act, 1949.
24. As regard~ the inclusion of 'blocked' remittances in the
·
.
assessable income for determining the statutory
Blocked remtttances distribution under section 23A, we agree that it
does lead to a genuine hardship to the company. It would not.
however, be correct to exclude them altogether from the assessable
income of the company, as they have been earned in that particular year. We suggest, therefore, that in order to meet this difficulty.
the Centr~l Board of Revenue should issue instructions to the effect
that although such profits are taken into consideration for the pur-_
poses of se-ction 23A, the tax liability in respect of them may be
kept in abeyance till the restrictions on the remittance of sUch profits are relaxed or removed.
·
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25. In consequence of these changes, we recommend that the
words 'smallness of the profits' used in clause (1) of·section 23A
' should be amplified to provide. that it is assessable profits as reduced
by charges of the types referred to above that should be taken into
accou:r:tt in det~rmining the applicability- of section 23A to a company In a particular year.
26. The next suggestion for change [2 (e). of paragraph 6 above],
viz., about the desirability of taking into account
Appl~catl~n of loca• the difference between book profits and assesspoenctent•ae clause
· th e appI'Icat'Ion of th e *l ocus
a bl e pro fit"s m
pamitentice clause was examined by the Income-tax Investigation
Commission and we find ourselves in agreement with its opinion,
which is reproduced below:.
·
"By referring to the 'assessable income', the section has
"
excluded all revenue expenses and permissible deductions. It is nevertheless possible that , by reason of
difference of opinion or in method of calculation
between the assessing officer, and the company's officers
the amo~nt distributed may prove to be less than 55
per cent. insisted on by the seco~d proviso to· section
23A as a condition precedent for giving a locus prenitentice to the company for escaping a penal order under
this section. As such situations may arise even from
honest difference of opinion, the second proviso to section 23A may be enlarged so as to include cases where
the distribution actually made has fallen short of 60 per
cent. of the assessable,income by reason of the assessing
officer determining the assessable income to be greater
than it. was according to the calculations made by the
company."
We recommend that appropriate legislative action should be
taken to give effect to this opinion.
27. Subsidiaries, of which the entire share capital is owned by a
company, do not attract section 23A if the
Application of secparent company is one in which the public are
don
ZJA to subsl· t eres t ed . It IS
· suggest ed m
· 2 (f)
diaries
sub stan t'Ia11y m
of paragraph 6 above that a similar concession
should be extended to subsidiaries, of which the parent companies
hold 50 per cent. or more of the share capital. The former type of
subsidiary is really part and parcel of. the parent company and it can
be automatically assumed that it partakes of its character. It will be
appreciated that this presumption cannot be made as a matter of
course for the latter type of comp·anies. Each case will have to be
investigated on its merits after taking all relevant facts into account.
We are, therefore, unable to agree to the suggestion made. '
28. The suggestion made in 2 (g) of paragraph 6 above for the
confining of an order under section 23A to the difference between 60
per cent. and the proportion actually distributed is not acce:ptable to
us, as it will provide an inducement to compames to await action
by the Income-tax Officer before distributing 60 per cent. We
regard it as sound in principle that there should be some penalty
for non-compliance with the law.
--------------~~----~~~----~~~

• Locus poenitentiae means. 'opportunity to withdraw or resile from an obligation'
(Webster.)
.
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29. The suggestion made in 2 (h) of paragraph 6 ·above, viz., the
:·
-d r
carrying forward to subsequent years of distriCa rry .. orwar o
b u t"10n In
. excess of 60 per cen t . and t a kin g th e
excess
distribution
to subsequent years
same into account before any orders -are passed
under section 23A is a reasonable one and we
recommend its acceptance. We suggest, however, that the period of
such carry-forward ::;hould be fixed at three years.
30. Finally, the suggestion made in 2 (i) of paragraph 6 above, viz.,
that some time-limit must be prescribed within
Time-limit for ini- which the Income-tax Officer should initiate and
tiation and completion of section 23A complete proceedings under section 23A has, in
. qur opinion, a great deal of force behind it. Some
proceedings
element of delay is, however, inherent in the
present scheme of· section 23A and it would be, therefore,
difficult to · prescribe a· statutory time-limit for action under
section 23A. · We recommend, however, that the- Central Board of
Revenue should issue strict instructions to the Income-tax Officers
that aCtion under section 23A in the case of both companies and
shareholders should be initiated and completed with the least possible delay and should also ensure that these instructions are com·-.plied with 'in practice by prescribing an appropriate periodical return
· on the ,subject. ·
·
3L The suggestions dealt with above had as their objective a •
liberalisation of the operation of section 23A from the point of view
of the assessee. We examine below some of the suggestions which
are designed to prevent loopholes in the working of the present law
with resulting disadvantage to the exchequer.
32. It has been pointed out that one of -the conditions under
which 100 per cent. distribution is insisted upon
. w h en· t h e accumu1ate d reserves excee d th e
IS
paid-up capital plus the loan capital which i.s
.
the property of the shareholders or the actual
value of the fixed assets whichever is greater. The words 'paid-up
capital' include not only the capital which is subscribed in cash but
also the ·capital which is acquired by capitalisation of reserves, i.e., in
· the form of bonus shares . (out of the 40 per cent. of the distributable
profits which the law allows to be retained every year) a company
can indefinitely avoid the application of pr9vision relating to the distribution of its entire 'distributable profits'. Our· investigation into
the ownership ·and finances of private companies,. to which reference
was made earlier in this chapter, has shown that private companies,
in practice, take full advantage of this loophole, and thus reduce
· the effectiveness of the operation of section 23A. An extreme
example is that of a company which had built up a reserve of Rs. 44
lakhs against a paid-up capital plus loan capital of Rs. 48 lakhs; it
was; ·therefore, getting ripe for the· application of this particular
clause of section 23A; the company, however, issued bonus shares
to the tune of Rs. 42 lakhs with the result that its paid-up capital
plus loan capital increased to Rs. ·90 lakhs, its reserves fell to Rs. 2
lakhs, and the application of the 100 per cent. distribution clause
was put off for an indefinite period. Another example was of a
company with a paid-up capital plus loan capital of Rs. 22 lakhs
which, when it found its reserves reaching Rs. m-6 lakhs thus soon
qualifying for the 100 per cent. distribution clause: issued bonus
cp id
"t , t
a -up cap•
a1 o
exclude
capitalised
reserves
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shares to the tune of Rs. 18 lakhs and brought down its reserves
to Rs. 2·6 lakhs,. simultaneously increasing its paid-up capital plus
loan capital to Rs. 40 lakhs. Examples could be multiplied, but
there is no need to do so. It would be obviously unrealistic to
expect that advantage would not be taken of such an easy and legal
method of avoiding the application of section 23A. We recommend,
therefore, that the expression 'paid-up capital' in the first proviso
to section 23A should be re-defined so as to exclude ~apitalised
reserves. We also recommend that the words 'reserves representing
accumulation of. past profits' should be deemed to include any portion of the profits which has in the past been capitalised by the
issue of bonus shares. The justification for the difference in treatment we recommend for bonus shares of companies in which the
public are substantially interested and section 23A companies is the
difference in the nature of their proprietorship and the consequent
possibilities that arise for avoidance of the personal super-tax. At
the same time, we must reiterate the view that our recommendations do not prevent a build-up of reserves beyond 100 per cent. by
section 23A companies; all that they do is to ensure that such reserves
are built up after payment by their sl!_areholders of personal
super-tax due on them.
33. Section 23A of the Indian Income-tax Act does not make
any distinction between investme~t companies
Application oC I oo and trading or manufacturing c·ompanies; the
per cent. clause to
Investment
com· requirement of 60 per cent. distribution applies
equally to all. The formation of 'private'
panics
investment companies, or what may be termed as
'personal holding companies', enables rich persons to escape tax
liability, by transferring their assets (including house property, stocks
and shares) to such a company in exchange for the shares of the company, inasmuch as personal super-tax on 40 per.cent.·of the distributable income of the company is saved. Such companies admittedly do
not require funds for internal financing or capital formation as the
industrial or trading companies do. It has, therefore, been suggested that the entire (100 per cent.) amount of the distributable profits
of such companies ought to be required to be distributed. ,
34. The foreign practice on this point also shows that the Indian
law is unduly lenient towards such investment companies. In the
U.K.. investment companies ('companies the income whereof consists· mainly of investment income') are treated on ·special l~nes in
respect of their investment income (i.e., income which, if the company were an individual, would not be earned income); such
income is automatically deemed to be the income of the members
of. the company according to their interests, while the estate or
trading income of such a company is treated in the same manner as
the income of non-investment companies.*
35. Very stringent regulations have been laid down in the
income-tax law of the U. S. A. ·in respect of the distribution of earnings of 'personal holding companies'. A special surtax is payable by
them upon their undistributed profits, subject to certain adjustments, in addition to the regular corporate normal tax and surtax.
This surtax is at the rate of 75 per cent. of the undistributed profits
•Section 262 of the

u. K. Income-tax Act, 1952.
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upto $ 2,000 and 85 per cent. of the amount of undistributed profits
in excess of $ 2,000. A corporation is a personal holding company
if (i) at least 80 per cent. (or 70 per cent, in certain cases where a
corporation was a personal holding company in a prior year) of its
gross income for the taxable year is 'personal holding company
income' and (ii) at any time during the last half of the taxable year
more than 50 per cent. in value of its outstanding stock is owned,
directly or indirectly, by or for not more than five· individuals. It
has been specifically provided in section 503 of the Internal Revenue
Code that an individual is considered as owning the stock owned
not only by or for himself but also the stock owned, directly or
indirectly, by or for his family (brothers, sisters, spouse, ancestors
and lineal descendants) or by or for his partner. 'Personal holding
company income' is practically synonymous with · income from
investments or income from dealings in investments. It includes dividends and annuities, interests, royalties, gains from stock, security and
commodity transactions, rents and certain income from estates and
trusts, subject to certain qualifications.
36. It will thus be seen that the suggestion requiring investment
companies in which the public are not substantially interested to
distribute 100 per cent. of their distributable profits is reasonable,
and we accordingly recommend its incorporation in section 23A.
.

.

37. While we are satisfied, broadly speaking, with the correct.
. , ness of dealing with section 23A· companies in a
~ractic:al ~iffi~ulttes manner different from that accorded to comm the app Ahcatton of pan1es
·
·
section
1n
w h"1ch th e publ"1c are sub st an t•1aIIy
23
interested, we find that the method of operation
of this differential treatment leads to a number of difficulties.
At present, when an order is passed under section 23A, the
undistributed portion of the 'distributable profits' is deemed
to have been distributed as dividends amongst the shareholders
as on the date of the general meeting of the company in which its
accounts for the year concerned are considered. The proportionate
share of each shareholder then becomes liable for inclusion in his
total income and, therefore, liable to personal super-tax. Th~ liability is
in this way laid on the shareholders for the super-tax payable in
respect of such 'deemed' dividends. It has, however, been also provided that tax in respect of such dividends payable by the share-'
holders can be recovered from the company if, for any reason, it
is not recoverable from the shareholders.
38. It has been pointed out to us that the present system involves
administrative difficulties in the assessment and collection of tax
resulting from action under section 23A. A good deal of correspondence has to be carried on between the Income-tax Officer dealing
with the case of the company and the Income-tax Officers dealing
with the ass~ssments. of the shareholders. This correspondence is
necessary first for determining whether action under section 23A is
called for in respect of any company and then for raising assessments on the shareholders. Changes in the assessable income of
either the company cr the shareholders as a result of appeals or
action under section 34 of the Income-tax Act might affect the entire
calculations, and this introduces another complicati<?n in the matter.
We are info.rmed that experience has shown that this exchange of
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information between the various Income-tax Officers often takes
considerable time and involves voluminous correspondence.·
39. We are satisfied that the present procedure embodied in section 23A leads to several difficulties in practice .
Alternative methods which have. the effect of. rendering this · section
of assessment
· f rue t uous t o some ex t en,
t an d th at some a· 1terc:ollection
of tax and
on In
the 'deemed distri- native scheme should be devised which, while
butlon'
tackling the problem on· a ratic;mal· basis from
the point of view of the assessee, will at the
same time, remove most of these practical difficulties: •'.Two alternative suggestions have been made in this behalf :--:- ·
(a) the Income-tax Officer should be empowered, on applying
section 23A, to calculate the amount of. super-tax payable
by the shareholders. (as if the 'deemed' dividend were
included in their total income) and recover .it from the
company without observing the present elaborate proceedings under section· 34 of the Incom~-tax Act; in the
alternative,
·
· ·
(b) an additional tax at a .flat rate may. be charged on a company to which section· 23A is applied in respect of the
deemed dividends of shareholders liable to super-tax, i.e., .
a tax should be levied on such· companies in. respect of
the undistributed portion of the 'distributable' profits, in
addition to the income-tax and corporation tax already
payable ·by them.
·
·
40. The first scheme mentioned above, while it will do away.:with
the formality of raising assessments on the shareh_olders in respect
of the 'deemed' dividends, will not reduce to any appreciable extent
many of the other difficulties involved in. the present working of
section 23A. In fact, all those difficulties-heavy · corresf>ondence,
complications caused by giving effect to decisions. in appeal, .etc.will remain, while .it is doubtful if it will facilitate collection of the
demands raised as a result of the application of section. 23A. On
the other hand, it will introduce the further complication that every
time the assessment of any shareholder is revised, upward or downward, under section 34. or in appeal, the assessment on the company
in respect of this tax will' have to be revised and all calculations
made over again.
41. In substance, the first alternative.discussed above amounts to
the levy of an additional tax on companies computed meticulously
having regard to the personal income of the shareholders. From
this point of view, the second alternative mentioned above appears
to be more workable. It will do away with most of the practical
difficulties which are now being experienced in the working of
section 23A. The references between the various Income-tax Officers
will be avoided as also the raising of the additional assessments on
the shareholders ·in respect of their 'deemed' dividends. It. will
simplify administration, and facilitate colleCtion of tax. In itself, the
scheme is simple to opeL·ate; the additional tax payable by the
company can be easily determined once it is decided by the Incometax Officel" that the constitution of any particular company is such'
as to attract the provisions of section 23A. Ultimately, this will
result is expediting the wo:king of section 23A and of making it a
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l"eally effective instrument for preventing the avoidance of persor.al
super-tax through excessive retention of profits with companies in
which the public are not substantially interested.
42. The scheme offers certain advantages from the point of view
of the assessees also. It will obviate the necessity of re-opening the
assessments of individual shareholders for assessing tax on the
'deemed' dividends. From the point of view of the· companies, it
will enable· them to adopt any distribution policy which they consider best in their own interests. By paying an additional tax on
such undistributed profits, they can retain as much of the profits,
after distributing 60 per cent., as they consider necessary with the
company itself, and have the freedom to follow their own dividend
policy. The proposed scheme will also remove the uncertainty which
companies now feel about their liability in respect of the tax recoverable from the shareholders as· a result of action under
section 23A.
43. The scheme is open to one objection. It may be argued that
the efficacy of such a scheme depends on the rate at which the additional tax is to be made payable by the company, and sirice such a
rate cannot be pitched as high as the highest rate at which supertax is payable by individual shareholders, some shareholders may
· still find it advantageous to keep the profits with the company rather
than distribute them. The argument is theoretically correct, but
the proposed scheme will have the advantage of deterring the company from excessive retention of profits, and of compensating
revenue for the loss of super-tax resulting from non-distribution of
profits. At the same time, the difficulties in working the present
section,. which lead to its being s~ldom used in practice, will be
avoided.
44. We, therefore, recommend that, if, by virtue of the conditions
laid 'Hown in section 23A of the Income-tax Act that section becomes
applicable to any company, an additional corporation tax should be
levied on the company calculated on the basis of a fiat rate on the
undistributed portion of the 'distributable' profits.

CHAPTER XII
EVASION AND A VOIDANCE
In the previous chapters we have suggested ways and means of
rationalising the present system of income-tax.
The successful implementation of this objective
depends on the efficiency of the machinery of enforcement. The
Vaim should be to prevent leakage of revenue, whether. through evasion or avoidance of tax, for it results in disturbing the burdens
~_!lich are imposed with due regard to equity. We review in this
cliapter the adequacy of the existing arrangements for the prevention of leakage· of revenue. The discussion in the next chapter is
devoted to a consideration of the grievances of the assessees, which
have been brought to our notice during the course of our enquiry,
and the directions in which the administrative machinery could be
improved.
Intrcduction

2. It is not possible to estimate accurately the extent of the leakage of revenue in the past. It is observed from
Estimate of leakage
statistics in connection . with the 'Disclosure
of revenue
Drive' that income as originally included in the
returns sent to the Income-tax Department by assessees who made
disclosures was grossly understated, the difference between the
income as originally returned and that disclosed later t.o the Department being, on the average, as much as 600 per cent.
Such other statistics as. have been made available to us by
the Central Board of Revenue also give evidence of the fact
that evasion is prevalent on a considerable scale. When it is
remembered that these statistics are of attempted evasion, which has
been detected by the Income-tax Department, and allowance is
made for the fact that the Income-tax Departm~nt is ill-equipped
in the matter of trained staff to cope adequately with the problem
of evasion, the quantum of the evasion which actually takes place
and goes undetected could rightly be ·estimated at a very high
figure indeed. The existence of evasion on such a large scale cuts
at the very root of any sound structure of income taxation, and
results in an inequitable burden being placed on the honest taxpayer. The importance of adequate measures-administrative and
legal-to combat evasion and avoidance cannot therefore be overemphasised.
3. Leakage in revenue may occur either through a deliberate distortion of facts relating to. an assessment after
· Bvasio~ and avoid- the liability has been incurred, or by so arrangance
·
ing .one's affairs before the liability is incurred as
to prevent its occurrence or to reduce the incidence of the tax within
the framework of the existing legislation. The former set of transq..Ctions is usually referred to as 'evasion' and the latter as 'avoid\...-iince'. 'Avoidance' ordinarily arises from drafting defeCts. in the
tax legislation. Both avoidanc·e and evasion result in loss of revenue
to Government, but the former has a colour of legality about it. In
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the net result the burden on the honest citizen increases pro tanto.
·-If is, therefore, necessary that the public conscience should be
awakened to the fact that the more widespread the leakage of
revenue, the larger the burden on the honest tax-payer.
/
.
\./ . 4. Among the numerous devices employed for tax evasion may be ,
mentioned the: (i) omission to report taxable
Illus~rations
•or income, (ii) fraudulent changes in account books,
evaston and avotd- (iii) maintenance of multiple sets of account
ance
books, (iv) opening of bank accounts under
assumed names, (v) securing of contracts in the name of dummies or
figureheads, and (vi) ·keeping transactions out of account books.
Illustrations of tax avoidance are the use of the device of creating
corporate institutions to escape liability to personal super-tax, the
use of charitable trusts for the same purpose, the constitution of
trusts and family partnerships and the transfer of income-earning
assets to one's wife and children for fractioning income for tax

..

~rposes.

5. While tax evasion is universally condemned, there is a dis. position in certain quarters to regard tax avoidance as a permissible course of action. We are
unable to endorse this view. The mere fact that the income-tax law
is not violated does not mean that the procedure which results in
tax avoidance is justifiable. We might take as an illustration the act
of introducing, without adequate consideration, one's wife or minor
children as partners in a business of which the assessee himself is a
partner. It is an attempt to fraction income and reduce tax liability
under a provision of law meant to apply to genuine partnerships. Conduct of this nature, though legal, cannot but be regarded as anti-social.
·--In the very nature of things, avoidance may he said to be endemic
to a. complicated piece of legislation such as the Income-tax Act.
It is, therefore, necessary that the Income-tax Department should
keep a vigilant eye on inroads into revenue by persons who seek
to 'avoid' taxation so that prompt remedial action, in the form of
necessary legislation, is taken by .Government. In various chapters
of this Volume, we have made several suggestions for amendment
to the income-tax law with a view to preventing leakage of revenue.
Avoid-ance

6. Evasion can be tackled effectively only by improving and
•
strengthening
the enforcement
machinery. \Ve
·
.
E V8SlOD
. therefore, propose to review the present arrangements in this behalf which may be broadly classified as follows:(i) administrative measures adopted for tracing 'new' assessees, (i.e., those who have taxable incomes but fail to send
in returns), and for verifying the accuracy of the returns
submitted by existing assessees, by
(a) external survey;
(b) exchange of information collected from the records of
existing assessees available in the Income-tax Depart-ment;
(c) collection and collation of information obtained from
· outside sources (including informe~);
(ii) special arra:tgements for dealing with cases of substantial
evasion;
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(iii) legal proviSions for enforcing 'l;>aek duty', i.e., section 34 .
of the Income-tax· Act, etc.;
(iv) ·public censure as a remedy for evasion;
(v) proper representation in income-tax proceedings;
(vi)· strict enforcement of collections; and
(vii) voluntary disclosure of conc.ealments.
7. Under the income-tax law, assessees are allowed freedom to
t
maintain their accounts in any manner they like,
E z ema1 survey
provided income can .be correctly deduced from
them. The period within which they have to submit their return· of
income to the Income-tax. Officer generally falls a few months after
the close of the annual accounting period. The Income-tax Act lays
on every person having income exceeding the taxable limit, the
obligation of submitting his return voluntarily and prescribes . a
penalty for default in this respect. In practice, however, Income-tax
Officers invariably issue individual notices, which serve as a reminder, to each person who is already an assessee, in pursuance of an
undertaking given in 1939 in the old Legislative Assembly. In spite
of this, many assessees delay their returns beyond the time fixed for
submission while several; others altog~ther fail to send returns.
8. The latter class constitutes an important section of tax-evaders,
and it has been found necessary for a large staff of external surveyors to be employed in the Income-tax Department" in order to
enable such evaders being tracked. The following table, which
shows the results ·of the survey work done by this staff over a period
of five years, will be of. interest:·
·
TABLE

1.-Results of Ext.ernal Survey by the Income-tax Department
1948-49 1949-50 1950-51 1951-52 1952-53 Total

r. No. of shops and homes visited
during the year

25,476

2. No. of possible new cases reported •

8,716

17,828

30,544 . 30,5II

33,153 1_,20,752,

3· No. of new assessees discovered
in (2) •

5,289

10,052

20,628

21,963

21,559

79.491

4· Assessment completed during
the year out of (3) •
•
•

3,899

7,960

13,343

23,922

22,155

71,279

5: Demand raised during the year
(in thousand rupees)
•
•

12,64

35,06

25,09

28,75

40,66 1,.42,19

6. Collections during the year (in
thousand rupees)

9,00

25,85

16,41

16,47

22,4l

e5,8r5 I,-42,477. r,27~127 2,28,767 5,89,!62

90,17

We are of the opinion that the existing staff should not merely
continue to carry out their task but should do so with greater vigour,
as it enables the Income-tax Department not only to bring new
assessees on to its register but also to discover important information
regarding existing assessees. We also think that the Committee,
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the appointment· of which -we are suggesting in the next chapter,
should examine the methods of work and the adequacy of the staff
employed on external survey, particularly of the clerical staff
engaged on the proper tabulation and communication to the Incometax Officers of. the information gathered by the surveyors.
9. Another suggestion we have to make in connection with the
survey work is that it should be legalised by a specific provision
being made for it in the Income-tax Act. The staff engaged on this
work will then have the assurance that their visits to business and
residential premises in the course of their duties would be treated
as legal. We also recommend that a responsible official of the survey
team should be given statutory power to place marks of identification on the books of accounts, documents, etc., which are examined
by him, and to prepare an inventory of such books of accounts and
documents and get it signed by the person in charge of or present
on the premises, and also, if necessary, to take duly certified
extracts from these books and documents. Survey work would not
be fully effective, in our opinion, without such powers.
10. A considerable amount of information of value to the Income.
tax Officer could also be obtained from the
Intemal surv~y or returns of income and from supporting accounts
exchange of tnform· h ed b y assessees. I f t h e
ation on record
and statements f urn1s
information that could be gathered about other
parties from the accounts submitted by each assessee is tabulated
and communicated to Income-tax Officers, who are concerned with
the assessment of those parties, it would help considerably in the
detection of evasion. We understand that this is done to some extent
at present, but that there is scope for appreciable improvement.
We suggest that this matter should also be examined by the Committee referred to above with a view to making the system more
effective than it is at present.
11. Special arrangements are also in existence for the collection
of information from various outside sources. A
lnfo~ation from
special organisation, known as the Special
outstde sources
Investigation Branch, is located in the charge of
each. Commissioner of Income-tax for this purpose. Information is
also gathered, relevant to assessments under examination, by
Income-tax Officers with the help of inspectors attached to them.
Information of an inter-State character is obtained, collated and
disseminated by the Dir~ctor of Inspection attached to the Central
Board of Revenue. An important origani~ation working under him
is the Collation Branch at Madras, the functions .of which are
discussed in greater detail later in this chapter. The sources for
such information usually are the records of public offices with
which assessees, actual or potential,· have dealings, such as records
of local bodies (including municipal markets), civil courts, registration offices, transport authorities, booking offices in the railway
stations, the offices of Registrars of Joint Stock Companies, etc. We
understand that there is a considerable scope for improvement in
the working of these arrangements. We therefore recommend that
the question of providing additional staff for this work being done
systematically and effectively should be reviewed. In particular, we
would suggest that greater attention should be paid, than it has been
possible so far, to the question of organising economic intelligence
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at the level of the Commissioners. of· Income-tax. and. the Central
Board of Revenue for checking returns comprising particular types
of transactions and trading activities.
12. We can visualise various types of information that. can:\j.SefullY: be gathered in this respect, e.g., that relating to bullion, commodity, and stock exchanges; to special types of industries especi~l.:.
ly regarding comparative features of different industries in different
charges of Commissioners of Income-tax etc. We suggest that the
extent to and the manner in which it is possible ·to organise· this
work in the Income-tax Department should be investigated by the
Committee, the appointment of which we are recommending in the
next chapter.
·
:·
13. A considerable amount of useful m:formation could be gather~
.
.
ed through effective liaison arrangements. with.·
Uaison wtth other
other
Central
revenue
departments
such asCus~
tax departments
C
.
.
. '
.1
toms and entral Exc1se, and w1th State revenue
departments such as those dealing with sales tax and agricultural.
income-tax. The secrecy provisions of the Income-tax Act have
been relaxed, through clauses (j) and (k) of section 54 (3) . of the
Income-tax Act, so as to enable income-tax officials to disclose confidential information from their records to officers of other departments, and the sales tax laws of most of 'the ·states authorise the
disclosure of information to Income-tax -Officers. We .recommend
that; where such a provision does not exist,· it should be made. ·The
disclosure of information by Customs and Central Excise officers to
Income-tax Officers is however; prohibited by .section 16?(79)" of the·
Sea Customs Act, 1878, and rule 232 of the Central Excise 'Rules.
We ·recommend that these provisions should be suitably modified·.'
Mere amendment of the law will, of course, _be ineffect~ve· unless
methods of achieving continuous liaison are established in pr~ct~ce.
What is needed is not the mere. exchange of routine information·
but that officers of each department shoUld ·be a~le to app·r_e~~~te:
the methods of investigation followed by th~ other 'department, and.
that necessary assistance should be rendered ·by e~ch depart~e~t:
with a view ·to making these investigations fully e~ectiv,e~ Tlii~ ·can.·
only be accomplished by frequent personal contacts. b~tween theofficials concerned after the necessary changes referred to above have
been effected in the various laws.
·
· · · ·: · · · ., ..~ ;, ; ····~
;'1

j

14. Information regarding the activities of individual assessees
may occasionally be furnished by informers who
Anonymous Inform~ inay either choose to remain anonymous or niay
ation
establish personal contacts with the income~tax
authorities. Such informers may often be persons who have been
in ·dose contact with the assessee as his employee, or in some other
capacity, and may possess a knowledge of the methods of evasion
actually adopted by the assessee. At the same time, they 'almost
invariably have a grudge to work off against the ·assessee, and cori:..
siderable caution and discretion are called for in dealing with 'inform.:.
ation supplied by them, which is apt to be exaggerated in the very·
nature of things.
·
.·
. · ··
.. : · · ·
: :r
15. This leads us to a consideration of the question of the useRe · d 5 t
fi
· fulness of a system of giving rewards to~ inform0 1
war
_n ormers ers for information given by them to. the Ip~om~~.
tax Department in respect of tax evasion. The· Income.:.tax·
317 MofF-13
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Investigation Commission which also considered the question, pointed
out that provisions for such rewards exist in the income-tax systems
of certain other countries, and also in the Indian Customs administration. On the other hand, it found that the consensus of public
opinion was against the proposal, mainly on the ground that it
might induce would-be informers to resort to the practice of blackmailing tax-payers and extorting monetary consideration for refraining from giving information to the Income-tax Department.
· 16. ~he position in regard to informers on the customs side is,
in our opinion, somewhat different from that on the income-tax side.
Tips from informers, regarding attempted smuggling operations are
usually received by the customs authorities beforehand, and as soon
as the operation is discovered and dealt with, the informer's task is
finished. On the income-tax side, however, investigations start some
time after the events to which they relate, and may be protracted
in some cases upto eight years. The informer can, therefore, come
up after the event, with evidence some of which he may have concocted, and he has ample opportunities of adding to, and modifying,
his version from time to time. This puts him in a position to
approach the assessee also from time to time with a view to blackmailing him.
·
.
17. We have been given to understand that a system of giving
rewards has been in force in the Income-tax Department Jor the last
few years, and that their grant is regulated by executive instructions,
which lay down strict safeguards against abuse. The system has
not, we understand, been in operation long enough to enable a proper appraisal of its merits and demerits to be made. We should,
however, like to stress the dangers inherent in the system of
rewat,ds. Would-be informers are likely to be unscrupulous persons,
and the possibility of their resorting to blackmail cannot be overlooked. It is also not unlikely that they may try to extract information from the income-tax authorities themselves on the plea that
they require a 'scent' to follow up an<;l that they may pass on this
information to the assessee for a consideration. This would necessarily involve a breach of the secrecy provisions of the Income-tax
Act, which, we are convinced, it would be quite improper to encourage
in any circumstances. The assessee, who is affected by such a procedure, would not normally be aware of the fact that information
from his assessment record had been made available to a third party,
viz., the informer. It would therefore be impossible for the secrecy
provisions of the Income-tax Act to be invoked against the official
guilty of their breach. This makes it all the more necessary, in our
opinion, that the Income-tax Department should exercise the utmost
caution in its dealings with the informers. Moreover, the reward
that Government can give is not likely to be large and it is possible
for the informer, where the evasion involved is considerable, to
extract a much higher amount from the assessee as the price of his
silence. This is another serious aspect of this matter, which we
trust will be borne in mind when the question of the continuance
?r modification of the existing system of rewards to the informers
1s taken up for consideration in the light of the above remarks and
lhe further exp-erience of its working.
18. We havE already referred to the Collation Branch working
Colladoo IJrB~b · under the Director of Inspection. Its function
i.s to collate all the information that is sent to
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it regularly, throughout the year, of payments made to various parties
by the disbursing officers of the Central and . State Governments, and by quasi-government bodies.- The payment figures
thus collated are extracted and communicated · to the Incometax Officers all over· the country through 'payment intimation slips'. This branch also collates the annual returns made
by companies showing payments of dividends of over Rs .. 5,000
and distributes this information to Income-tax Officers through
'dividend intimation slips'. The intention is that sqch information
should be used for tracing new assessees, and also for cross-checking
the 9-~count books of existing assesses. The following statement
shows the volume of work handled by the Collation Branch from
1943-44 to 1952-53:--TABLE

2.---Analysis of the work of the Collation Branch of the
Directorate of Inspection (Income-tax)
No. of payment inti- No. of dividend intimation slips sent
mation slips sent
out
out

Year

No. of statements
received from disbursing officers

1943•44

49,941

1944-45

21,092

1945-46

35,928

1946-47

17~531

4,348

1947-48

21,462

8,107

1948-49

24,832

8,s8o

IS,S49

1949-SO

30,480

10,577

10,403

19So-SI

26,357

7,094

14,68.a

t9SI·S2.

40,560

8,162

12.,950

1952•53

10,538

10,179

13,018

2,78,72.1

57,047

66,602

TOTAL

.

19. We are satisfied •that the work done in this branch is useful
and we suggest a further extension of its activities in the following
qirections:--·.
(i) banks and insurance companies should be required, by a
suitable amendment of section 38,of the Income-tax Act,
to forward to this branch (which should be designated the
prescribed authority) information relating to deposits,
loans, remittances, overdrafts and policies exceeding a
specified amount. Such amount could be fixed high
enough to throw as small a burden on the authorities concerned as possible in the circumstances of each case; and
(ii) the limit of Rs. 5,000 fixed in rule 42 of the Income-tax
Rules, regarding the information to be supplied about
dividends distributed by companies, should be. removed.
In future such information should be sent in respect of
all dividends distributed by them in each year.
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We are of the view that information, under both the above items,
is necessary to enable Income-tax Officers to exercise a check over
the investment figures given by existing assessees and also to locate
investments relating to ne~ assessees.
.
20. The methods described in the preceding paragraphs will, by
themselves not suffice to tackle the more subSpecial a~ran.gell!-ent stantial type of evasion. There are at present
for investigation 1nto th
t
·
t
k · h I
cases of substantial . ree separa e agenc1es a wor 1n t e ncome-tax
evasion
Department on the investigation of cases of suspected evasion of a substantial character. First,
there is the Income-tax Investigation Commission which deals with
certain specified cases which were referred to it under sections 5 (1)
and 5(4) of the Taxation on Income (Investigation Commission) Act,
1947.' These represent cases involving suspected evasion on a substantial scale which, in spite of the persistent efforts by the normal
machinery of the Income-tax Department, could not be tackled with
success over a long period. The labours of the Income-tax Investigation Commission have resulted in the unearthing of concealed
income to the extent of Rs. 45·97 crores up to December 1953.
21. Secondly, there are the two 'Central' Commissioners of Income-tax whose offices are·located at Bombay and Calcutta but who
have jurisdiction over any .assessment from any part of India that
is specifically allotted to either of them, and which, in the opinion
of the Central Board of Revenue, needs more detailed and careful
examination than would be possible in an ordinary income-tax office.
The charges of. 'Central' Commissioners ·Were created as a result
of the recommendations of the Income-tax Enquiry Committee, 1936.
It is notpossible to evaluate the work done in these charges in terms
of the amount of concealed income that has been discovered. Considering that detailed investigations lasting for months are made
in respect of such assessments, there are greater chances of success
in discovering evasion in these charges than in the ordinary income-·
tax offices where assessing officers have to race against time to. complete them.
22.· 'Special Circles' have also been created recently in some
charges of the Commissioners of Income-tax in order to investigate
complicated cases of evasion that may arise.and which may not be
considered important enough to be transferred to the Central
Commissioners.
·
·
The co-ordination of investigation work done in the two charges
of 'Central' Commissioners and in the 'Special Circles' mentioned
above is secured thro-q.gh a Director of Inspection who functions
directly under the Central Board of Revenue. This officer is also
charged with the responsibility of disseminating all relevant
information regarding ingenious devices that are used by assessees for evasion and avoidance, and the best methods available to
the Income-tax Department for countering them.
23. Of the three agencies mentioned above, the Income-tax
Investigation Commission, which deals with the
Inc?me-tax Investi- most serious and difficult cases of suspected
gatlon Commission
evasion, is a purely temporary organisation and
is to continue, as the law stands at present, only until the end of
December 1955, though it is open to Government to extend its life
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again, as has. been done in the past, with. the approval ·of :ParHa
ment.
We understand that Government have not only no inten•
tion of extending· the life of this Commission beyond December
1955,. but that they are contemplating closing it. down almost imme·
diately and transferring the work to the normal departmental
agency, owing to two recent judgments of the Supreme Court hold·
ing certain operative sections of the Act, under which the Commis·
sion is constituted, as ultra vires of Article 14 of the Constitution.
We have, therefore, considered (a) whether the legal defect pointed
out by the Supreme Court could not be remedied by amending the
Act suitably, and (b) whether, if this could be: done, the Commis·
sion should not be converted into. a permanent body.
, 24. The two judgments of the Supreme Court· in question clearly
indicate thatwhereas no legal objection exists,to the special powers,
functions and procedure of the Income-tax Investigation Commission, what offends the Constitution {Article 14) is that the class of
cases which were· referred to the Commission had not been specified
with sufficient precision to demarcate. them clearly· from the class
of cases which fall to be dealt with .under the ordinary provisions 'of
the Income-tax Act. It is also clear from the two judgments that
failure to make this specific demarcation· between the two classes
of cases mentioned. above was not open ·to legal objection at' the
time the Act was originally passed by the Legislature in 1947; thiS
became objectionable in law only after the Constitution was· promulgated in 1950. ·We, therefore, think that the _problem is one of
legal drafting more than that of any substantial' change in the concept
of the scheme itself, and that the amendments that _will have to be
made to restore the Act to legal form will not be numerous or of. a
complicated nature. We are satisfied that the· Income-tax Investigation Commission has done useful work during its existence..TI:!.e
Central Board of Revenue· has also stated before us that "the setting
up of the Commission and its continuance has been fully justified'.'
and that if the difficulties confronting a ·Commission of this nature
had been appreciated in the beginning, 'the disposal of· work would
have been quicker than it has actually been possible to achieve.
We, therefore, see no reason why this same body should not be
enabled to complete the cases that remain to be investigated. We
recommend that such legal provisions as are necessary should be
made to enable it to do so.
25. Apart from the admitted inadequacy of the normal machinery
· of income-tax to deal effectively with this type. of evasion cases (a
subject which we examine at greater length in. a subsequent· paragraph) there is another consideration, which seems .to us to be of
importance. · It is well known that the referred cases, which need
further investigation, pertain to prominent business groups. The
normal machinery of the Department, shorn of all the powers given to
the Commission, would, therefore, be placed in an invidious ·position
inasmuch as it would not be able to bring to bear on these casts the
same amount of scrutiny, that was possible in the earlier cases
decided by the Commission. Besides, it should not be overlooked
that, in spite of the special powers available to the Commission,
there are allegations that delaying tactics were adopted by certain
interests. The position in this respect is bound to be worse if the
investigation of such cases is undertaken by Income-tax Officers
functioning under the normal income-tax law and procedure..
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26. It is relevant to note in this connection that,· in spite of the
existence of the charges of 'Central' Commissioners, Government had
to appoint the Income-tax Investigation Commission under a special
statute. The reason for this was that the 'Central' Commissioners
exercised no more powers under the law for conducting investigations and for compelling the production ol the necessary evidence
than the ordinary assessing officers of the Income-tax Department.
Special powers had, therefore, to be given to the Income-tax Investigation Commission for this purpose, a provision which, we are told,
facilitated its work to. a great extent and made it a more effective
organisation than the ordinary income-tax machinery. The Commission is also the final authority for th~ determination of questions
of fact. The special powers enabled it to make more thorough
investigations and thereby achieve greater speed and success, than
was possible under the ordinary law, in the disposal of such assessments.
27. Taking all relevant factors into account, we are left with the
impression· that the bala,nce of advantage lies in having a body such
as the Income-t·ax Investigation Commission for investigation into
cases involving substantial evasion. Such a· body should be
vested with special powers and should be presided over by a Judge
of the High Court to inspire public confidence • in its ability and
·integrity. It is not, in our opinion, in the interests of Government
as well as of the general body of tax-payers that investigation into
such cases should either be done spasmodically or that it should be
delayed for a long time. We, therefore, strongly recommend that
some separate and special organisation of this kind should be
constituted and retained as a permanent feature of income-tax
administration in this country. We would go further and also
recommend that all the cases which would otherwise be considered
important enough to be assigned to the two 'Central' Commissioners
at Bombay and Calcutta should be referred to this riewly constituted
Commission for disposal. These two charges · could then be
abolished. We see no special advantage in the continuance of these
two Commissioners' charges if it is not possible for the incumbents
thereof to be given the special powers which the Income-tax
Investigation Commission has. We are not prepared to suggest that
the special powers which are now vested in the Income-tax Investigation Commission should be given to the 'Central' Commissioners
or any other departmental· officers. The Income-tax Investigation
Commission is a special category by itself, as the Chairman has to
Extensive poweri
be a serving or a retired High Court Judge.
given to a Commission of this composition cannot obviously be given
to any purely departmental organisation. We are convinced that in
order to keep evasion fully and effectively under control an organisation posse~ing these special powers is necessary. It may be
useful to repeat, in this c.onnection, what we said in an earlier
paragraph, that none of the special powers vested in the present
Commission has been criticised as opposed to the principles of
natural justice by the Supreme Court in the course of either of
the two judgments that they delivered recently on the subject of
the legality of the Taxation on Income (Investigation Commission)
Act. The only alternative, therefore, to vesting these special powers
in a purely departmental organisation is to vest them In a specially
constituted body such as the present Income-tax Investigation
·
Commission.

19~
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An important factor, which has also influenced us ln comlne

to the above conclusion, is that we believe that an extra-departmental Commission of the kind that we are suggesting is the most
appropriate organisation for discussing, and deciding on, 'settlement'
tenns with assessees whose cases are referred to them for special
investigation. The assessee would, in normal circumstances, feel
more at ease with and more ready to make his confession~ to a
body of this kind than to a departmental official or a board of departmental officials. There is also, in our opinion, less risk of unfounded charges of corruption and favouritism being levelled against a
body of this kind than would be almost certain to be levelled against
individual officers if complete discretion were vested in them for the
'settlement' of these big evasion cases.

29. We _are satisfied that the institution of 'Special Circles' has
been a 'move in the right. direction, and we
think . that this system should be extended
gradually so as to enable the more difficult cases in the charge of
Commissioners of Income-tax to be dealt with effectively by officers
specially selected for this purpose. Detailed investigations of this
nature take comparatively a longer time to complete. We would,
therefore, suggest that the investigating staff including supervising
officers should not, considering the nature of their work, be drawn
from personnel that is nearing retirement or has been placed on the
retired list.

Speci 1 cl les
a
rc:

.

.

30. Assuming that· cases involving substantial evasion will be
with .in the· special manner that we have
LegaI pow e rs ..~or a de- dealt
· the ques t"Ion
quate enforcement
outl"me d ab ove, th ere st"ll
I remains
. of tackling the .lesser cases of evasion which are
bound to be ·large in number unless stringent measures are adopted.
The essential requisite for this purpose is that the officials of the
Income-tax Department should have the necessary legal authority
to enforce effectively the provisions of the Income-tax Act. The
additional powers which the Income-tax Department should, in our
opinion, have for this purpose may be discussed under the following
.
main heads:(i) powers for re-opening assessments, or starting new proceedings, in addition to those contained in section 34 of
the Income-tax Act;
(ii) powers for search of premises and seizure of documents;
(iii) punitive powers-i.e., the power to levy penalty for defaults
of the law; and
(iv) power to call for information necessary for the enforcement
of the Act.
'
We also discuss below some of the suggestions that have been made
to us by various witnesses in regard to conferment of these powers on
the officials of the Income-tax Department.
31. The power to re-open past cases in which income has escaped
assessment is a feature of the income-tax laws
Sec:tion 34 of the
of all the leading countries. In India also
lnc:ome-tu: Ac:t
·
· '
section
34 of t h e I ncome-tax A ct w h"Ich,. gives
this power to the Inc~me-tax Officer has been in existence for a long

200
.~ime a~d has undergone various amendments. The major amendments were made in 1939 and 1948, the latter having been made on
the recommendations of the income-tax Investigation Com:.
mission. The important features of this section, as it stands at
present, are:(1) action under this section can be initiated if the Income-tax
Officer has reason to believe that income has escaped
assessment or has been under-assessed or has been
assessed at too low a rate or excessive loss or deprecia.. . tion has been allowed;
,
(2). before initiating action under this section, the Income-tax
Officer has to obtain the approval of the Commissioner
of Income-tax;
(3) a distinction is made between two types of cases: (i) where
income escapes assessment or is under-assessed because
an assessee has made a false return of income or has not
disclosed fully and truly all material facts necessary
for his assessment or has not made a return of his
income at all, and (ii) where the evasion is not deliberate. In the former case, action for re-opening the assessment can be taken not later than eight years, and in the
latter not later than four years after the end of the
assessment year in which it was originally assessed or
was so assessable;
(4) in cases of. the first type mentioned in (3) above, the
re-assessment can cover the income of eight previous
years; in the second type of cases it can cover only four
. previous years' income;
· (5) where the assessment proceedings are commenced shortly
·
before the expiry of the time-limits of four and eight
years mentioned above, the period for completion of the
assessment has been extended by one year.
32. We deal below with certain suggestions made to us for the
tightening up of the provisions of the section as well as with certain
criticisms that have been levelled against the section by witnesses
.who have giv_en evidence before us:(1) The first criticism is' that because the words "Inco~e-tax
Officer has reason to believe" have wider scope than the
corresponding wording which existed in the section
before 1948 viz., "if in consequence of definite information which has come into his possession the Income-tax
Officer discovers", assessments are being reopened on
mere suspicion, and that considerable harassment is being
caused to the assessees as a consequence. This question
was fully considered by the Income-tax Investigation
Commission and we agree with the arguments advanced
by it in favour of the wording of the section as it
exists today. The evidence furnished to us also does not
disclose that the discretion vested in the Income-tax
Officer has been applied indiscriminately as is alleged by
some witnesses. We therefore do not see any reason for
reverting to the pre-1948 wording of the section which
had practically rendered its work~ng infructuous.
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(ii) The present time-limits· within which assessments can .be
' r~opened have been indicated as unduly long. Busine,ss
interests have generally advocated a much shorter timelimit. We are ·unable to appreciate the reasons for fixing
a time-limit at all in respect of cases in which fraud is
involved. We observe that in the income-tax law of no
other country, e.g., U.K., U.S.A., Canada, or Australia is
there a provision which lays down a time-limit for
reopening .cases where fraud is suspected. '.We think,
therefore, that, far from the time-limit now provided
being shortened, there should be none at all in cases
where fraud is suspected. Where no fraud is suspected
we think the present limit o~ four years is adequate and
requires no change.
·
(iii) It has been suggested to us that the requirement of the
previous approval of the Commissioner . of Income-tax
before an assessment can be reopened should be dispensed with. This is purely a formal . requirement,. as
it is unlikely that a Commissioner of Income-tax will
be able to find time to go into the facts of all the '
numerous cases that come up before him for prior
approval. We recommend, therefore, that this provision
should be repealed and the responsibility for reopening
assessments placed squarely on the Income-tax Officer.
We do n:ot think that the present provision serves any
useful purpose in actual practice as a safeguard to the
assessee against harassment by the Income-tax Department.
·
33. Another suggestion that has been made to us for strengthening the position of the Income-tax· ·Officer in
Powers of entry and tackling the tax-evader is that he should be
search
·
the ng
· ht, b y spec1"fi c provisiOn
· · .In
· the 1aw,
g1ven
to enter business premises and other buildings, and seize books
and documents which he might consider relevant for purposes
·of assessment.
The Income-tax (Amendment) Bill of 1938
included a clause to give effect to this proposal, but it was not
enacted owing to opposition to it in the Legislature. 'Xhe Incometax Investigation Commission went into this question thoroughly.
It considered ~hat powers of search and seizure wer,e essential
for Income-tax Officers as otherwise there were no means of · discovering the preparation of multiple sets . of accounts kept by
defaulting assessees. The Income-tax Investigation Commission
recommended that the powers of search and seizure, which should
·be conferred on all Income-tax Officers, should be subject to obtaining
the previous approval of the Inspecting Assistant Commissioner,
or where this was not possible, to a report being made to the Inspecting Assistant Commissioner immediately after the Income-tax
Officer had taken action. A considerable volume of opposition has
been voiced before us to the conferment of any such powers even
with the safeguards mentioned. The opposition is generally based
on grounds of possible harassment to the assessees. We gather
from the report of the Income-tax Investigation Commission -0at
important evidence is deliberately kept away by some assessee's
from the income-tax authorities, and that subsidiary books which
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·contain valuable clues to concealments are not, many a thn.e, pt'oquced along with the main account books. We are, therefore, of
the opinion that the income-tax authorities should be placed in a
position to be able to discover such evidence that is withheld from
them.
We do not also see why Income-tax Officers, all of whom belong
to a Central Class I or II Service, should alone be held as not fit
to be trusted with even limited powers of entry, search and seizure,
when such powers have been conferred on officials (of comparatively
lower status) connected with the sales tax, excise, customs and
rationing departments. We accordingly recommend that Income.tax Officers should be authorised, subject to the previous sanction of
the Commissioner of Income-tax, to enter business premises and
to inspect accounts and documents kept there, place identification
marks on them and make copies. and, if the officer has reason to
think that they may not be forthcoming when required, to
impound tliem; and to make a search of the places where there are
reasonable grounds for believing that relevant books and recordz;
have. been kept.
34. A closely connected suggestion is to invest Income-tax
Officers with the power to inspect the contents of safe deposit
vaults and lockers, as there is an increasing tendency on the part
of tax-dodgers to invest their secreted profits in bullion and jewellery, or to hold shares on blank transfer certificates. We recommend that this power should also be conferred under similar safeguards, i.e., subject to the previous sanction of the Commissioner of
Income-tax.
35. We also think that the stiffening of the present penalty
provisions of the Income-tax Act is called for
Punitive Powers
in certain directions as a deterrent effect on
tax-dodgers.
Penalties are at present calculated with reference to the amount
of tax dem!=ind raised against the assessee. Under section 28 of the
Income-tax Act, the maximum amount of penalty that can be levied
is an amount equal to one and a half times the demand raised.
Usually, the penalty is levied broadly with reference to the type of
offence committed. It is also possible to prosecute assesseei under
sections 51 and 52 of the Income-tax Act for certain offences, but
prosecutions are seldom resorted to in actual practice.
36. In the United Kingdom, the maximum penalty· can be as much
as three times the tax- sought to be avoided as against the one and
a half times in India. Also, in the United Kingdom the abetment,
assistance, inducement of instigation in making or delivering false
or fraudulent accounts or avoidance of super-tax through fraud
is also a punishable offence. In India abetment is not punishable.
37. We consider that the maximum limit of penalty should be
increased to three times the amount of tax evaded and that abetment or instigation to evasion should be made an offence punishable
to the same extent as the main offence.
38. As regards power to call for information, we refer to two
Power to call. for
important items, viz.
information

(a) the power to call for a statement of assets and liabilities
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of an assessee as on a particular date (this is also known
as a 'net worth' statement); and
(b) the requirement placed upon the liquidator of a company
to send information to the. Income-tax Department within
30 days of the adoption of a resolution by the company
for liquidation or winding up.
The former statement is useful for checking the growth iD. the
'worth' of the assessee against his assessment record between two
tenninal points of time. It is possible to call for this statement
even now [under section 22(4) of the Income-tax Act] after the
prior approval of the Commissioner of Income-tax has been. obtained. We consider that the submission of a statement of this nature,.
every three years along with the return of income, should be made
obligatory under the law. It will not -only assist in checking incometax returns but it will also facilitate the administration of the
estate duty. The power to call for it at any. point of time during
the three-year period should continue as at present in order to
enable the Income-tax Department to carry out the scrutiny of cases
of evasion that may arise in the interval.
39. The purpose of the information referred to at (b) above is
obvious and we revert to this subject in paragraphs 59-61 infra. In
view of the consideration set out there, we consider that the submission of such a statement, which incidentally is also prescribed in the
Internal Revenue Code of the U.S.A.*, will be useful for combating
evasion through this source.
40. Suggestions have . been made from time to time th~t the
secrecy provisions of the Income-tax Act should
Disclosure of
be relaxed so as to bring the pressure of social
lnCormadon in
· a 11eaament records
calumny· to bear on tax-dodgers. Section 54 of
the Income-tax. Act provides for the secrecy
of all particulars contained in any statement, return, accounts or
documents produced, or evidence given, in the course of income-tax
proceedings. Disclosure is, however, permitted in certain specific
cases mentioned in section 54(3) The principle underlying this
section is to make the information confidential so that the assessee
may come forward with a full and true disclosure of all the relevant
facts within his knowledge, with the assurance that any statement
made by him would not be subsequently used against him. The
exceptions contained in sub-section (3) provide for cases where disclosure is considered to be necessary in the public interest. An
income-tax. assessment necessarily involves the detailed scrutiny of
an assessee's transactions, and we are of opinion that it is necessary
to preserve the confidential nature of these transactions. We are,·
therefore, opposed to any further relaxation of the provisions of
this section.
41. Another suggestion that has been put before us is that the
names of assessees against whom penalty
PublicitY to names
action has been taken should be published in
or offenders
order that publicity might act as a deterrent
to other would-be evaders.
Publicity could, of course, be
given only after the concealments have been fully established, and appeals (if any are filed) have been finally decided.
•section 148 of the Internal Revenue Code.
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When the assessments and appeals are decided, a long time will
have elapsed after the original offence, and very little useful purpose will, in our opinion, be served by the publication of the names
at that stage. It will clearly be inappropriate to publish names
before the completion of appeals. In view of this, we see no great
advantage in adopting this suggestion. Besides, the power to prosecute is available to the Income-tax Department, and if it is
utilised in really bad cases, the necessary publicity will be
automatically secured.
42. Evasion of tax has in recent years increasingly become a
matter for the expert to handle and it has been
suggested to us that one way of cutting at the
root of evasion would be to exercise strict control over the profession which caters for -the
representation of assessees in income-tax assessment cases. We
have, therefore, thought it necessary to give this matter detailed
consideration. There is, U:nder the present law, no obligation on an
assessee to get his accounts audited by a chartered accountant, or
even to make use of the professional services of a qualified accountant for representing him before the income-tax authorities. Even
where accounts are audited, the only statutory provisions governing
the scope of ausfit are those contained in the Indian Companies Act
relating to the audit of public limited companies. In reporting to
the members of a public limited company on the accounts examined
by him and on ·the balance sheet and profit and loss account, the
accountant is required to state whether he has obtained all information and explanations required by him, whether in his opinion
the balance sheet and profit and loss account are drawn up in
conformity with the law, whether the balance sheet exhibits a true
and correct view of the company's affairs according to the best.
of his information and the explanations given to him and as shown
by the books of the company, ·and .whether, in his opinion, the
books of account of the company have been kept as requited by
law. If the Bill to consolidate and amend the company law, now
before Parliament, is passed into law, he will hereafter have to
report whether the company's accounts give a true and fair view
· of the company's affairs and its profit and loss at the end of the
period of report. His report must specifically state whether all the'
information and explanations, which to the best of his knowledge
and belief are necessary, had been obtained, whether from his
examination he could state that proper books have been kept,
whether he .received adequate information about the bqmch offices.
which were not visited by him, and whether the balance sheet
and profit and loss account dealt with in his report are in agreement with the books of account and returns.
Representation in
· Income- tax
proceedings

43. The Madras High Court* has held that, unlike in the case of
a company, an auditor's duty in the case of accounts of other types
of business organisations is only to act on the instructions of his
clients and to perform audit with due skill and diligence. While
he is under an obligation to prepare and present a correct statement of accounts, he is not bound to verify whether the facts as
incorporated in the accounts produced by the assessee are correct
or not. In such a case the matter is entirely one between the parties,
*C.I.T. v.s. G. H. Dandekar (I952 I.T.R. 235).
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and no third person (including the Revenue) can have any claim
·for damages because of any negligence on the part of the auditor.
The usefulness of audits by chartered accountants is thus limited, on the one hand, by the fact that their responsibilities are
towards their clients and not to the Income-tax Department, and,
on the other hand, by the fact that they must· necessarily proceed
on whatever~ information Ftnd evidence their clients dhoo·se . to
place before .them.
~ ·44. The setting up of a system of natiomilisation of chartered
accountants has been put forward as a solution to the problem.
The scheme .is to have a Directorate General of Commercial Audit,
under whom all auditors· will work as whole time Government
servants and also to have a code of accounts which they will use •
for purposes
of audit.
.
.
45.' An objection to the immediate adoption of any such scheme .
of nationalisation is that at present· the number of qualified accountants available is quite inadequate for the purpose, and that the
cost of audit will be greatly increased: The nationalisation of the
accountancy profession will not also solve one of the most .important problems which arise in connection with income-tax assessment, viz., the evasi,on that is practised by. the maintenance of
double sets of accounts and by cash transactions being. kept outside
the business or being introduced into it surreptitiously. If accountants .are to be able . to cope- with this problem, they will have
to be given powers far· in excess of what their normal
activities would need. There will also· be serious difficulties in
laying down an account code defining the scope of the audit to be
performed by the nationalised accountants, for instance, whether
accountants are to be empowered to go intQ such matters as the
reasonableness of various items of expenditure.
·
46. Another scheme .which has been, put fo~ard before us·.is to
insist on a certificate of audit by achartered accountant being' filed
along with returns of income in all business cases with income
exceeding a specified limit (say, Rs. 25,000). We are doubtful of the
utility of any set arrangement of this kind. There might be busi-, nesses with large incomes where the accoupts are quite simple, while
on the other hand there might be businesses with quite complicated
organisations where the profits are small. The real drawback in
a scheme of compulsory audit is, however, that it cannot go far
enough to meet the needs of th~ Income-tax Department in all cases.
An accountant is restricted to the books of account and the evidence
which the assessee chooses to place· before him, and has no means
of checking whether they are correct and complete. In cases of
evasion, Income-tax Officers have necessarily to check the accounts
against external information which may come into their possession,
and for this purpose a further ·examination of the books by the
Income-tax Officers will be unavoidable in some cases.
47. At the same time, it would clearly be useful to make better
use of the services of chartered accountants. A suggestion has been
made that it would be helpful to prescribe a detailed questionnaire,
which accountants should fill up and submit along with. their
clients' returns. Such a procedure, it has been claimed, wc:mld
relieve Income-tax Officers of a good deal of routine W?rk and leave
'

'
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them time to concentrate on evasion cases; it would also enable the
accountants to demand with authority all material facts from their
clients.
Any standard form of questionnaire is, however, likely to
degenerate into mere routine procedure and will not enable the
Income-tax Officer to appreciae the relevant facts of a case before him
in all its bearings. What is feasible is that, after· scrutinising the
returns of income and the audit statements and, if necessary, after a
general examination of the accounts, the Income-tax Officer should
address a detailed set of questions to the accountant. At this stage,
the responsibility for furnishing full and correct information should
be legally placed on the accountant, and a convention· should also
. grow up that the Income-tax Department will, as far as possible,
rely upon the. accountant's statements.
. ·
48. As the law now stands, an assessee can appear either in person or through a relative or person regularly
Inc~~d-tax
employed by him, or a lawyer or accountant or
pra
oners
income-tax practitioner. Persons entitled to
appear as income-tax practitioners cover a wide range. Any person
who has passed an accountancy examination recognised in this behalf
by the Central Board of Revenue, or a graduate in commerce, law,
economics or banking, including higher audit~ng, is entitled to appear
in that capacity. As there were no statutory restrictions before 1939
on the qualifications required, any person who had represented an
assessee before an income-tax authority prior to 1st April 1938*, has
also been permitted to co~tinue practising as an income-tax practitioner.
49. Suggestions have been put forward before us that only lawyers and chartered accountants should be allowed to appear as income-tax practitioners, or that various other restrictions should be
'imposed on admission into their ranks. The number of chartered
accountants at present available in India is limited. In order to
give all assessees a chance of being represented at reasonable cost,
it is necessary to permit them to engage persons other than chartered
accountants.
·
50. This raises other qqestions such as the most suitable way of ·
regulating admission to the ranks of income-tax practitioners, and
their professional conduct Several witnesses have supported a suggestion-which had been put forward by the Income-tax Investigation Commission-that the Central Board of Revenue should hold
an examination in income-tax law and accountancy similar to that
held for Income-tax Officers, and that passing this examination
should be a necessary qualification for fresh entrants to the profession. We are not impressed with the efficacy of· a written
examination as a method of selecting persons for following a profession of this kind. We are, therefore, not in favour of this suggestion.
51. We have hitherto considered anti~vasion measures which
involve the stiffening of the law, generally to
Voluntary
make it a more effective weapon against the taxdisclosures
evader. A suggestion has been made to us that
•This date applies to the area included in 'British' India in 1938. Persons who
appeared in any merged territory before 1st April 1949 or in any Part B State before nt
April 1950 have also been made eligible for the concession.

207
it would be useful to encourage persons who have evaded income
to come forward and confess their lapses, on condition that they
would make good the loss of revenue, by holding out the inducement
of waiving the penalty which would ordinarily. be levied on discovery of the evasion.
52. In the United Kingdom, the 'confession' method was introduced in 1923. The main features of this scheme were:·
(1) the tax-payer must take the initiative;
(2) where the initiative has not really been with the taxpayer it will be treated as such if certain conditions are
fulfilled, although the penalty will be heavier than when
the initiative is wholly his;
.
(3) the revenue investigations must be facilitated and full
evidence, including both bu.siness and private redords,
must be produced;
(4) the present position of the defaulter will be taken into
account in fixing the amount of tax to be paid in settlement, and fixing the date or dates of payment.
In the light of some legal difficulties which Were noticed, section
34 of the U.K. Finance Act, 1942, (now section 504 of the U.K.
Income-tax Act, 1952) was enacted in order to ensure the admissibility
of evidence given in a pecuniary settlement case in courts of law.
The method of confession, or ;what is called 'voluntary disclosure',
is now a settled method of squaring the past accounts with the
revenue authorities, and is increasingly utilised by accountants in
particularly bad cases. It will be observed that the only assurance
given is freedom from prosecution. and mitigation of penalties in
proportion to the co-operation offered to revenue authorities during
investigations following
disclosure.
·
.
..·
.;

53. In India, the Income-tax Investigation Commission has ·also
made f.ree use of the settlement procedure... Out of Rs. 46 crores of
concealed income reported by the Commission upto the end of 1953,
as much as Rs. 40·4 crores related~Q cases disposed of on a settlement basis.
~
54. A scheme of voluntary disclosure was also tried in 1951 and
1952. Assessees were encouraged to come forward with a full and
true disclosure of past concealments. ' Those who did so, and gave
full facilities to the Income-tax Department to investigate the correctness of their disclosures, were given an assurance th\t no prosecutions would be instituted, and that penalties would be mitigated, keeping in view the degree of co-operat~on afforded by the
assessee as well as other relevant. factors.
·
. 55. Disclosures were received in as many as 21,103 cases during
the period allowed under the scheple and assessments had been
finalised in 20,411 of these by the 31st May 1954. The income assessed was Rs. 73,85 lakhs and the tax demanded was Rs. 12,26 lakhs,
giving an average of Rs. 36,181 in terms of income and Rs. 6,004 in
terms of demand per case. The income which could ·have been
assessed in· these cases on the basis of the assessees' returns and other
information available to the department was only B.s. 10,18 lakhs

208
and the concealed income brought to light through the disclosure
scheme was as much as Rs. 63,67 lakhs, i.e., rather over six times
the income originally reported.
56. A feature of the scheme was that an undertaking was required to be taken from each assessee that if the disclosure was not
true and complete the assessment could be reopened later. The
disclosures given also covered the period beyond that for which
·assessments could be legally reopened. There were, however, certain elements of propaganda in the methods adopted for giving
publicity to the .scheme which might have had unfortunate psychological effects on some classes of assessees. It is possible that some
of them may have got away with the impression that the Incometax Department was no longer inclined to take a severe view of
income-tax offences; and that they could escape lightly by confessing to only a fraction of their concealments. Such an impression
would ordinarily do grave damage to morale, and we do not, therefore, recommend a repetition of the scheme in the form in which
it was worked.
· 57. This does not, of course, mean that assessees should not be
encouraged to come forward freely with confessio:p.s of the concealments and evasions which they have been guilty of. Even under
the existing law, there is nothing to prevent an assessee from making a disclosure of past concealments of income. The executive
has the discretion to determine the actual amount of penalty t.o be
levied within the maximum laid down in the law. They have also
the power to compound cases which· are actionable under the Indian
Penal Code on payment by the assessee of what is considered to
be .the loss caused to the exchequer by his actions. The degree of
'concession' to be given to an assessee in respect of these matters
mus~ naturally depend on the degree of co-operation that he volun.:.
tartly extends to the Income-tax Officer in the matter of investi.:gating and settling his assessments. We think that the present
practice needs no change.
58. There are certain features of the machinery of collection
c 0 llecdon of tax . which also have a bearing on tax evasion. We
.
·
shall consider in the next chapter dealing with
administrative machinery the adequacy of the existing provisions
for the collection of income-tax, but we shall refer here to certain
special features of collection of tax to the extent that they are related
to the problem of evasion. · ,
59. we, have been informed that several cases have occurred
where an attempt was made to evade tax by
Recovery of tax
carrying on business through the formation of
from companies in
limited companies . (generally private limited
liquidadon
companies), and putting them into liquidation
before assessment is made. Under sections 230 and 231 of the Indian
Companies Act, only taxes which have become due and payable
twelve months before the date of the winding-up order where the
liquidation is through the court, or before the date of commencement of 'winding-up proceedings' in other cases, are entitled to rank
for preference along with certain other specified debts.
60. So far as income-tax is concerned assessment proceedings in
respect of a year of account cannot be commenced until the succeed-
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ing financial year; the proceedings themselves may be protracted
partly due to the assessee's dilatory tactics and par~ly on other
grounds. After completion of assessment, a notice of· demand has
to be served on the assessee specifying the date by which the tax
is payable. It is only after this period has expired that the tax
can rank for priority. A claim of general priority in. respect of
debts due to the State was over-ruled by the Federal Court*~ The
Court held that the conditions of section 230 of the Indian Companies Act had to be fulfilled in order to secure prigrity. It is· thus
obvious that the tax on the income of one or two years preceding
the commencement of winding-up proceedings cannot,. in the present state of the law, rank as a preferential debt..
61. The Income-tax Investigation Commission, which considered
this question, recommended that section 230 of the Indian Companies Act should be amended to the extent of allowing preferen·
tial payment of one year's assessment if assessed for a period prior
to the winding-up, notwithstanding that the assessment was not
made until after the winding-up. It also suggested consideration
of the question whether priority could not reasonably be extended
to more than one year. It further recommended that express provision should be made for the levy o:.£ tax on profits (if any) earned
after the commencement of the winding--up. and that a legal obligation should be thrown on the liquidator to give notice to the- incometax authorities within a spe,cified period after his appointment and,
on hearing from the· income-tax authorities, to set. aside ·sufficient
assets for payment of the tax.
62. On the other hand, the Company.Law Committee was- ot the
opinion that the remedy for the existing state of affairs- was.oot
the conferment of preferential rights,. but the· energetic: -completioji
of assessment proceedings and vigorous measures fQr: the eol~e'etiort
of taxes. It is not possible sometimes, in the nature of incom~t~x
procedure, for assessment to be raised before a company goes -inte
liquidation. It is, therefore, necessary that there· should be a:. specific provision that pending assessments should be completed and
tax demand raised .against the company in liquidation. Such tax
demand should, in our opinion, rank as a preferential debt against
its assets.
63. Another suggestion that has been placed before us is that
the Income-tax Department should have a right
t o recover
taxes from
the
to recover taxes f rom s h are h olders w h en th e
shareholders
tax cannot be recover.ed from t:tle company O!"
at any rate, from a company which has gone
into liquidation, for a period of one. year after the distribution of
assets. This suggestion runs counter to the . whole conception of a
company as a separate legal and economic entity from its shareholders, and cannot obviously be entertained in relation to companies in which the public are substantially interested. We have,
however, been informed that there are several instances of closelyheld companies where assets have been sequestered by the shareholders and the company is put into liquidation before income-tax
assessment is completed.
P ower

*Governor General in Council
1946 I.T.R. 248).

317 MofF-14

v.r. Shiromani Sugar Mills, Ltd.

(in liquidation)
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64. In 1949 an amendment was suggested to section 44 of the
. · Income-tax Act proposing to fix personal liabiFixing personalliabl- lity on the shareholders of private limited comlity on shareholders
.
.
pan1es In respect of taxes assessed on the
income of the companies which could not be recovered from them.
The introduction of such a procedure was opposed on the following
grounds: (i). it militates against the principle of limited liability;
(ii) it is difficult to justify a procedure for the collection of taxes
from private limited companies distinct from the one for recovery
of taxes from public limited companies; and · (iii) such powers
may be used to recover taxes even in cases where, due to no fault
of the management, the company's resources are insufficient · to
meet its liabilities.
65. There is considerable force in the above arguments and yet
the possibility of avoiding the payment of tax by making use of the
closely controlled company is real. We, therefore, think that, subject
to adequate safeguards, it is proper to accord a different treatment to
private limited companies. Accordingly we. recommend that the
tax due from a company should be recovered from the shareholders only when the company goes into liquidation and if it is a
company in which the public are not substantially interested, Even
as . regards liquidation we would suggest that the recovery should
be effected only if the Commissioner of Income-tax is personally
satisfied that liquidation has been undet:taken with a view to avoid..
ance of tax. In both the cases, appeals should be allowed to the
Appellate Tribunal.
66. Another suggestion that has been made· to us is that it should
be provided for in the law that the Registrar of Companies should
not strike off a company ·from the register of companies unless a tax
clearance certificate has been obtained from the Income-tax Officer.
The aim is to protect the interests of revenue against hasty distribution of the assets of a company on liquidation. This is a reasonable
safeguard for revenue and we recommend its adoption.
.

CHAPTER XIII
THE ADMINISTRATIVE MACHINERY

There is perhaps no field of State-citizen relationship in which
it is so necessary that justice should not only be done but should
clearly appear to be done as in that of taxation.. Taxes imposed
with meticulous regard to equity can become oppressive unless
(a) the machinery for their collection ·is so designed as to function
with simplicity and speed and (b) the personnel entrusted wit~
the duty of administering the tax laws bring to bear on the discharge of their daily tasks the maximum amount of tact and patience
consistent with efficiency. We propose to examine in this chapter
the extent to which these requirements are fulfilled in the administration of the Income-tax Act. The question may be divided for
consideration under the following main heads:(1) assessment procedure;
(2) collection and . recovery procedure;
(3) appellate procedure; and
(4) adequacy and training of personnel of the Income-tax
Department.
· Assessment Procedure

2. The grievances regarding 'assessment procedure' mainly relate
. ·
(i) arbitrary rejection of accounts and consequent estimated
assessments;
·
. ·
(ii) delay in making refunds; .
(iii) delay in completing assessments;
(iv) treatment of cash credits as income;
(v) interference by superior officers in work of the assessing
Income-tax Officers;
'
(vi) insufficient time for compliance ·with notices; and
(vii) insufficient attention to public-relations aspect in dealing
with assessees.
We propose to discuss the points raised in respect of these questions
.seriatim.
.
.
'! .
· ·
3. One of the major complaints against the Income-tax Depart. ment is that there is a tendency to reject
:::;:ated assessaccounts, on flimsy grounds, e.specially of small
assessees, with the result that In a large number
of assessments the tax liability is settled on the judgment of the
lnc?me-tax O?icer. The proviso to s~ction 13 of the Income-t~~ Ac:,
which authorises recourse to an estimated assessment was, It-· IS
to~
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urged, meant to be applied only in rare cases but, it is alleged that it
has now become the common refuge of the Income-tax Department.
4. It is observed .from the figures supplied by the Central Board
of Revenue that estimated assessments constitute as much as 90
per cent. of the total assessments of retail dealers in the rural areas
of Madras and 70 per cent. in the urban areas of the same State;
the figure for Uttar Pradesh is 60 per cent. and for Assam 50 per
cent. It is reasonable to conclude that the position in other States
may not be materially different. We have been assured by_ the
~entral Board of Revenue that, generally speaking, accounts are
rejected by Income-tax Officers not capriciously or without good
reasons (recorded in the assessment order) but only because they
are either demonstrably unreliable, or are maintained in su~h a
manner that it is not possible to deduce the correct income, profits
and gains from them. According to the Central Board of Revenue,
the number of cases in which accounts have been rejected without
full justification is not likely to be large.
.
I

5. The normal procedure is for the Income-tax Officer to carry
01:1t a detailed scrutiny of the assessee's accounts, and if these show
an unusually low rate of gross profits as compared to those return.ed· by ·other dealers in the same trade, to place on him the onus of
proving that his accounts are correct. The majority of retail traders do not find it possible to maintain their accounts in accordance
with the accepted principles of accountancy, and we are ~old that
frequently accounts. are -rejected as- unreliable because of one or the
:.othe:r: of _th_e_ f<:>~ow:i?~ d~~~~~s:'
(a) absence of a·- quantitative tally of the opening stock and
._ __ p~chases with sales and closing stock; .
(b) abs~p.ce of genuine and reliable vouchers for pUrchases
and sales;
. ·..
,
.
(c) absence of manufacturing or production accounts; and
..
(d) failure to close accounts by valuing the opening and the
closing stocks.
·
'

6. The Central Board of Revenue has further assured us that
Income-tax Officers, while scrutinising accounts, point out the
defects to the assessees verbally, and also mention them in the
assessment orders. It is argued, therefore, that it should not be
difficult for assessees to rectify the defects pointed out to them.
7. There are complaints, on the other hand, that the attitude of
t · r r t
the Income-tax Department is not helpful and
A,.
·
· - "'coun s ·o e. a 11ers t h at Income-tax Offi cers d o not appreciate
th e

·difficulties of the assessees in maintaining accounts according to the
·accepted accountancy principles. Thus in the case of a retail trader the Income-tax Officer expects the assessee not only to maintain
an inventory of the goods in .stock at ·the end of the· year, but also
to prove the correctness of the quantities of each kind of goods
included in that inventory. This is a task, it is argued; "which every
• sane man knows to be imoossible, and yet in 99 · 8 per cent. of the
cases of r~t~il tra9erl? the In~ome-tax Officer rejects the accounts on
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the ground that the stock lists have not been proved"*. It is, therefore, argued that unless this attitude of the Income-tax Department
is changed the assessee's position is bound to be unsatisfactory.
8. While it is common ground that the accounts maintained- by
small assessees are defective, different opinions are held regarding
the possibility of effecting improvements in them. - The Central
Board of Revenue is of the view that it is possible for the. assessees
to rectify the defects. On the other hand, some of the witnesses .
appearing before us have urged that it is simply not possible for
small assessees to maintain a stock tally if it is a necessary requisite
of the standard of accounts expected of them . .- We are left with the
impression that, if a majority of the accounts· of -retail traders is
being rejected in spite of the efforts of the Income-tax Department
to improve them, either the assessees are incorrigible or there is
some inherent difficulty in the maintenance of accounts in the
manner acceptable to the. Income-tax Depa_rtmen~.
·
to ~e dogmatic on a subject like this in regard
to wh1ch much can be said on both the sides. We
Inability of . small have not had the time to go .into the question in
assessees to maintain d ·t '1 ·
· ·
't'
t d
accounts In acceptable e a1 , . n~r are we 1n a ~osl 1on o o so as a
form
Comm1ss1on charged w1th broad terms of
.
reference. We do not feel inclined to subscribe
to the extreme conclusion that a majority of the retail dealers are
out to cheat the revenues and, therefore, deliberately maintain
defective accounts year after year. Estimated assessment naturally
involves· some element of arbitrariness.- No one would like to face
that prospect deliberately unless he was sure that the estimate
would· be to his advantage. In that event, the conclusion that would
emerge would be that there was consistent under-assessment by
the Income-tax Department. If that were so, this would not be
made the gravamen of a charge against the Income-tax Department.
The causes lie deeper than these apparent considerations and we,
· therefore, suggest that the Central Board of Revenue should institute an enquiry into the reasons for accounts not being maintained
in the required manner acceptable to the Income-tax authorities.
The possibility of changing the present assessment procedure should
be considered in th~ light of the results of this enquiry.
9. It
.

i~ no~ pos~ible.

10. Delay in the grant of reiunds due from Government is

·

·

another major grievance against the Income-tax
Department. As most of the refunds arise from
the procedure of deduction of tax at the source,
an impression of this type tends to discredit the system itself. -The
Income-tax Investigation Commission, it would appear, was also convinced 'of the c·orrectness of this charge against the Income-tax
Department and had, therefore, recommended the payment of interest
to assessees whose refund claims were outstanding for more than a
specified period. Similar suggestions have also been made to us by
various organisations. We have, therefore, considered it necessary to
·
look into this matter in some detail. ·

Delay In making refunds

• Memorandum of EvidenCe of the Taxpayers' Association of India, Ltd.,
Bombay.
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' 11. The following statistical table gives figures regarding the disposal of refund claims for the five years ending 31st March 1953:TABLE !.-Disposal of refund claims during the years 1948-49 to 1952-53
I948-49

I949-50

I95o-5I

I95I-52

I952-53

7,707

5,589

7,872

I2,255

8,223

40,227
47,934

4I,788
47,377

52,928
6o,8oo

59,577
7I,832

65,750
73,973

42,345

4I,573

48,546

63,609

66,553

88

88

8o

8J

90

5,804
I2,255
5,589
(Percentage of 5 to 3)
IZ
20
:u
6. Classification of the applications pending on Ist April I953:
(a) No. pending for more than one year
(b) No. pending for more than three months
(c) No. pending for less than three months

8,223

7~0

IJ

IO

I. No. of refund applications
pending as on Ist April
2. No. of refund applications
•
received during the year
3· Total of (I) and (2)
4· No. of refund applications
. dispose~ of during the year
(Percentage of"4 to 3) •

·s. pending
No. of refund applications
on 3 Ist March •

975
2,0SI
4,394

It ·will be noticed that nearly 86 per cent. of the claims, on the
average, were disposed of within the year in. which they were
received. Of the pending claims on 1st Apri11953, approximately 60
per cent. were less than three months old while only thirteen per cent.
were over a year old. The position, it would appear, has improved.
since the Income-tax Investigation Commission reported although
we appreciate that there is room for further improvement. We are
told that it has now been made obligatory for refund claims pending for over three months to be shown in the monthly progress
report of the Income-tax Officer, and the Inspecting Assistant Commissioners have been instructed to scrutinise such cases personally.
This procedure should give an impetus to the drive for quicker
disposal of refund claims. We suggest that the form of the monthly
progress report of the Income-tax Officer should be amended to
indicate also pending cases which are over one year old. The Commissioner of Income-tax should also carry out surprise inspection of
some selected cases in order to satisfy himself that everything
possible was being done to expedite the ~sposal of refund claims.
We would also suggest a sample audit of pending claims in some of
the offices in each Commissioner's charge by the Director of Inspection to find out the causes of delay so that suitable instructions could
be issued.

12. The best way of tackling the question of refund claims is to

Exemption certificates arrang~ the system in such a way as to avoid

deduction of tax at the source at more than the
rate applicable to the personal income of the assessee. This is
possible under the present law in respect of deduction of tax from
interest on securities. The Income-tax Officer can issue an exemp. tion certificate, which remains operative for a stated period, authorising the person paying interest to deduct tax therefrom at the rate
shown in the certificate instead of at the maximum rate as is required to be done otherwise. Measures should be taken to see that
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this facility is availed of by as many assessees as is possible and
that the procedure is extended. wherever feasible, to other sources
of income also.
13. As regards the former, it is understood that this facility is
being availed of mainly by public institutions such as religious and
charitable trusts, local bodies, etc. It is possible that other taxpayers, particularly small assessees, are not familiar with this provision. We suggest that wide publicity should be given to this by
the Income-tax Department.. The Public Debt Office and the
treasuries which disburse interest to holders of securities may also
give publicity to the fact preferably by attaching a coloured slip
with the certificate.
14. As regards the latter, we have already· suggested in the
chapter on "Taxation of Corporate Income-!" that the system of
exemption certificate should be extended to income from dividends
also. A large number of refund claims could thus .be avoided as
statistics show that near~y 45 per cent. of the recipients of dividends
are persons with income below the taxable limit.
We think that if the above measilres are adopted and are pursued
vigorously much of the irritation now caused on this account. will
disappear.
·
15. The position is somewhat different in the· case of refunds due
as a result of appellate decisions. We have not
Refunds e d~e
to been supplied with figures to indicate the
appellat decisions
magnitude of the problem, but the number of
complaints of this type received by us is also large. We would,
therefore, suggest that the Central Board of Revenue should make
a detailed enquiry, on the basis of a random sample, into the outstanding claims as on a particular date and take necessary steps to
prevent recurrence of delay, if any. It would be advisable to publish the results of this enquiry and the action taken on them.
16. Delay in the completion of assessments is another of the
major grievances ~ against the Income-tax
Delay in completing Department. Apart from the undoubted inconassessments
·
· t y 1•t causes t o the assessvemence
and uncer t am
ees, it is also harmful to the interests of revenue. It has a bad
effec1: on public relations inasmuch as the prevailing impression
appears to. be that the delays occur because of the inability of the
Income-tax Department to arrange its work properly.
17. The complaint made seems to us to be fully justified as is
evident from the figures, given in the table below, regarding the
growth of arrears of assessment during the last five years.
TABLE

2.-Statement showing the number of cases pending during
the period 1949 to 1953

Number of case"s pending as on
1·4-1949
1-4-1950
1-4-1951
1-4·1952
1-4-1953

... ..

Out c-f brought Out of current
cases
forward cases
1,24,850
1,34,462
1,57,197
1,62,539
1,78,939

-----

2,33,969
2,51,039
3,70,873
2,51,985
3,22,466

Total
3,s8,819
3,85,501
5,28,070
4,14,524
~,01,405
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· Except for 1951-52, when a special drive was launched to clear off
·arrears by relaxing the usual standards of scrutiny, the tendency
has been for a steady rise in the pending assessments. The analysis-of figures of arrears of assessment by the types nf pending cases
, given in Table 3 below will be found interesting.
· .
TABLE

3.-A nalysis of arrears of assessments

No. of cases pending as on

1-4-1949

1-4-1950

1-4-1951

1-4-1952

1-4-1953

(1) With business income above
Rs.. 2s,ooo·

36,564

37,533

45,233

45A38

51,810

(2) With business income between Rs. xo,ooo--25,000 •

42AI2

44,155

60,372

S7,IIS

63,867

(3) With business income between Rs. s,ooo--xo,ooo

.

70,799

69,741

t,oo,oos

76,9o6

86,878

(4) Business cases with income
·
below Rs. ·s,ooo and non· , business cases · •

I,12,525

I,n,8o8

IA3,I32

1,03,176

1,32,523

96,519

1,21,664

1,79,328

1,31,889

1,76,327

3,58,819

3,85,sox

5,28,070.

4,14,524

S,OIAOS

(S) Others-Largely

cases

TOTAL

salary

18. It will be observed that 35 per cent. of the pending work
relates practically to the returns of salaried persons. Income-tax is
deducted at. the source in such cases and the arrears of assessment
have, therefore, very little significance from the point of view of
revenue. Of the pending assessments, 26 per cent. relate to persons
with incomes below Rs. 5,000. The tax in each 11ssessment cannot
exceed Rs. 164. The arrears of assessment in this category are not
very material from the point of view of the magnitude of the revenue
involved, but as they pertain to small assessees, they have a considerable public relations aspect. It is hard for persons of such means
to be confronted with consolidated demands for a number of years
at one time after the lapse of a long period. The same remarks
apply to other categories which are also more important from the
point of view of revenue. The pending assessments of. persons
with business income above Rs. 25,000 amount to one year's workload of the Income-tax Department in this category. The bulk of .
revenue has been already obtained from these cases through the
payment of advance tax under section 18A of the Income-tax Act,
but detailed scrutiny of assessments in this category is of the utmost
importance from the revenue standpoint. The fact that this scrutiny is delayed not only inconveniences the assessees but also makes
. the investigation of facts difficult due to efflux of time.
19. The situation regarding pending assessments is serious enough
to need radical treatment. We would suggest relaxation of the
usual standards of examination of accounts for categories which do
not_ involve any substantial revenue. These form nearly 80 per cent.
of· the total pending assessments and comprise categories (3), (4)
and (5) of Table 3 above. As regards assessments in categories (1)
and (2). of Table 3 above, we would not suggest any relaxation of
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the standards of examination for assessment which :the Incom~tax
Officer has reason to believe~ from the previous history ·of the cases
concerned, . should be investigated fully. In . other instances we
would suggest that. the Income-tax .Officer should ·be given ,discretion, subject to prior consultation with the Inspecting Assistant
Commissioners, to relax the usual standards of examination and complete assessments. Once the decks are cleared . of the pending
assessments, the magnitude ·of which is bound .to exert an adverse
influence on the future arrangement of work, it should be possible
to devise ways and means of preventing. a ·large accumulation of
arrears in future. Sample audit of pending returns was done in the
United States· recently and it should not b~ difficUlt to draw· ·up a
similar scheme in India also in order to.· minimise ·drastically ~P.e
arrears of work in the Income-tax Department; ·. · ·
· ·.
20. We do not underrate the ·.difficulties of. th~· Income-tax Department in this respect arising as they do mairily from the inadequacy of trained personnel. A review of ·the work .done by. the
Income-tax Department in the last five years has shown that an
Income-tax Officer, on an average, disposes of ne.arly 1,200 cases
every year, which works upto about five assessments for-each working day. This is a heavy work-load an~ unless the .number of
assessing officers is increased, the Income-tax ·Department has to
exercise a certain amount of discretion, with .minimum risk to ·the
revenue, to arrange their assessment work.. The importance.: of
sample . audit of returns ·for categories of assessments involving
small revenue is all the more important in the context of the shortage of staff.
.
.
21. We would now like to refer to some of"tne .r.easoris that have
.been .mentioned by various witnesses which also impede the ,expeditious disposal of assessment work. One of the· complai~ts made is
that frequent transfers of. assessing pfficers result in a fresh investigation by the relieving officer of the ·partly finished cases. We
observe that section 5 (7C) . of the Incom~tax Act makes ·provision
for validating the proceedings initiated by one officer and continued
by another. At the same time, we appreciate that a ·cert~in amount
of overlapping of investigation and examination of accounts is
likely to Qccur when one officer takes over a partly finished assessment from another. We have ascertained that it is· not .a normal
practice in the Income-tax Department to transfer an officer before
three years of stay in one station. The .effect of..this ..type of oyerlapping of work is likely to be inconsiderable over the state of
arrears as a whole although it may cause inconvenience in individual
cases. We would therefore recommend that the Central Board of
Revenue should issue strict instructions to ensure: '
(i) that the case file contains. exhaustive notes~ regarding. the
stages of work that have been completed and the .type of
investigations that ,were carried out as ~ell as t~e results
:
· ·
' ·
thereof; and
(ii) that the Commissioner of Income-tax should not normally
transfer an officer unless he has satisfied himself that the
number of incomplete cases is not. likely to be large at
the time of his transfer.
. .
. .
·
22. It has been urged by some witnesses that unnecessary delay
is caused by Income-tax O~cers continuing external investigations
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even when it is obvious that it is profitless to proceed further with
.them. _It is difficult to be dogmatic in a matter like. this as it is
inevitable that there should be differences of opinion between the
Income-tax Officer and the assessee as regards the precise extent to
which the former should push forward his investigations. We
nevertheless think that it is possible even in this sphere to regulate
investigation work intelligently and to avoid giving the impression
to the assessee that the investigation is conducted merely for the
reason that .every assessee is suspected, as a matter of course, to be
a potential tax evader. We would, therefore, recommend that
inspecting officers should pick out cases in which avoidable delay has
taken place owing to patently infructuous investigations conducted
.by the Income-tax Officers and take necessary steps to correct this
tendency wherever it exists. If discrimination is properly exercised in this matter, it should be possible in our opinion to eliminate
a good deal of infructuous enquiries that now delay the disposal of
assessments and thereby adversely affect the collection of revenues
as well as public relations with the assessees.
23. Some witnesses have stated that the scheme of 'pay-as-youearn' contained in section 18A of the Income-tax Act has been responsible for delay in the completion of final assessments. It is
contended that . Income-tax Officers are not keen to take up the
assessments as a large part of the tax is collected in advance. The
analysis of assessments in arrears, as furnished by the Central
Board of Revenue, does not, however, bear out this contention. The
assessments pending on 1st April 1953 amounting to 5,01,405 consist
of(a) 2,75,504 (55 per cent.) relating to assessment year 1952-53;
(b) '1,21,500 (24 per cent.) relating to assessment year 1951-52;
and
(c) 1,04,401 (21 per cent.) relating to earlier years.
It will thus be seen that only 21 per cent. of the arrear assessments are more than two years old. :Moreover, the cases where
advance· tax is of any importance (i.e., cases with incomes above
Rs. 10,000) constitute only about 20 per cent. of the total assessments
in arrears. After making due allowance for the pending assessments taken over from Part B States and_ for the admitted shortage
in personnel which the Income-tax Department has been facing for
the last several years, these figures would seem to belie the con tention that assessments have been delayed because of advance payment of tax.
·
24. The grievance in regard to the treatment of cash credits is
that the amount introduced as cash into the
Trea.tment. of cash business is invariably, and arbitrarily treated as
1
credits as ncome
concealed income which has escaped tax even
though it may actually be of a capital nature, such as a loan from
some party or the sale proceeds of family bullion and family jewellery. It has been urged that stridhan (wife's property) and gifts
of jewellery being customary in Indian social practice some of the
finance raised by businessmen is from these sources. On the other
hand, it is also true that these two avenues have been used in the
past by many tax-payers to introduce secreted money into the business. Each cash credit has, therefore, to be followed carefully to
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its ultimate source and scrutinised with reference to all the relevant
facts. Such scrutiny is bound to be inquisitorial but it is only right
that the tax-payer's statements should be put to the strictest possible
proof. We see little escape from this method of enquiry. Matters
should improve, however, if the suggestion made elsewhere regarding
the submission of 'wealth statement' every three years is adopted.
·This statement should also indicate stridhan and the value of. jewellery in the possession of the assessee's wife and of ·other 'members of
his family. These two important sources of introducing cash into
business will then become subject to greater scrutiny and woulcl
furnish the limit of. the tax-payer's drawal on them in future.
·
25. Section 5(7B) of the Income-tax Act which was inserted by
the Income-tax (Amendment) Act, 1953,
Interference by supempowers
the Director of Inspection' the Comerior officers in the
. .
.
work of the assessing miSSioner of Income-tax and the Inspectmg
Income-tax Officers
Assistant Commissioner of Income-tax to issue
·
.
instructions for the guidance of any Income-tax
Officer subordinate to them in the matter of any assessment. This
provision has been criticised by a large number of witnesses on
the ground that it is a violation of the important principle that the
assessee should be given a hearing before a decision, unfavourable
to him, is taken.
26. We do not see anything inherently wrong in instructions
being given by superior authorities to Income-tax Officers as income:
tax cases involve investigation into and determination of fac;:ts as
well as application of the law. The investigation and determination of facts is to some extent an administrative function. Moreover, interference by· a superior authority may not always J5e to. the
disadvantage of the assessee. We, however, appreciate that there
is justification for the apprehension that the procedure at present
in force is likely, in several cases, to result in decisions unfavourable
to the assessee being taken without his being given an opp<?rtunity
to rebut the premises on which they are based. It is possi@e that
before a decision is given the facts may, be carefully recorded by
the Income-tax Officer after discussion with the assessee, but, nevertheless, there is always likely to be a feeling in the latter's mind that
he might have been able to obtain a different decision if he had had
the opportunity of being heard by the authority that issued the
instructions. We have already stated that it is necessary in incometax matters especially that not only should justice be done but it
should also appear to be done. The procedure at present followed
amounts to a breach of this principle and is calculated to create a
feeling of dissatisfaction in the honest assessee. We think that there
are two drawbacks in the existing system. One is the duality of
control, by the Director of Inspection· and by the Commissioner- of
Income-tax, on the Income-tax Officer. The other is that the
Director of Inspection is not ordinarily in a position to give a
hearing to the assessee and is likely to decide issues on the written
material before him. We would, therefore, suggest that· Incometax Officers should be placed fully under the control of the Commissioner of Income-tax and any opinion given by the Director o:f.
Inspection should be communicated to the latter.
It should be
passed on to the Income-tax Officer after the Commissioner of
Income-tax has given the assessee an opportunity to present his
point of view. It is possible that in many cases an opportunity is
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provided to the assessee by the Income-tax Officer but as the
instructions come from the superior authorities, the Income-tax Officer
is likely to be influenced by them in taking a decision on the issues
involved. In order· to permit the Commissioner of Income-tax to
give an opportunity to the assessee in such matters, certain changes
:will be necessary in the law. In the first place, the. words 'Incometax Officer' wherever occurring in the Act should be replaced by
the word 'Commissioner' and the latter should be defined to include
all authorities subordinate to him to whom powers and functions of
the Commissioner would be delegated appropriately. This would
enable the Commissioner to give an opportunity to the assessee of
being heard in matters in which he directly interferes with assessment in the interest of revenue while proceedings are being conducted by the Income-tax Officer. Secondly, in all cases in which
the Commissioner interferes in this manner the appeal should go
direct to the Appellate Tribunal and not to the Appellate Assistant
Commissioner. The assessment would in that case be considered
to have been done under the personal supervision of the Commissioner of Income-tax and, therefore, the appellate jurisdiction of
authorities junior to him, operating under the Central Board of
Revenue, would be barred.
·
·
27. Another of the frequent complaints made against the Incometax Department
is not given
. is that enough ·time
·
compliance
with by the Income-tax Officer to the assessee to
notices
enable the latter to comply with statutory
.
notices. It has been suggested to us that a mini. mum period of eight days should be allowed for compliance with all
notices issued by the assessing officers. This complaint has been
repeated by so many responsible organisations that we think that the
matter requires careful examination by the~Central Board of Revenue. If assessment work is planned properly, we think that there
should be no difficulty in allowing a period of eight days for com. pliance with notices which seems to us to be a reasonable demand
on the part of. the assessees... It would be useful, in this connection,
to conduct a sample survey occasionally in order to ascertain the
reasons, if any, for which a shorter period than eight days has been
given. The fact that such an examination is being made will by
-itself have a beneficial effect, and we believe that exceptions to this
rule will then be made by Income-tax Officers only where failure to
do so would result in loss of revenue.
28. There are two types of complaints under this head, viz., (a)
lnsufticlent attention those that relate to specific acts done by departto public relations mental officers, and (b) those that relate to
aspect in dealing general impressions gathered by persons who
with assessees
come into contact with the work of the Incometax Department. We would not have considered it necessary to refer to these points in detail but
for · the fact that we are convinced, from the evidence · placed before us, that though, in themselves, these points might·
appear to be of a trifling nature, their effect on the relations of the Income-tax Department with the assessees is of
a damaging character. We are inclined to believe that the resentment harboured by even honest and public-spirited citizens against
the Income-tax Department owes its origin to certain misconceptions regardini its working which unfortunately appear to· be widely
..uc • ttime .a.or
r
InSv:LUClen:
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accepted. Th~re is, for instance, a general belief that while the
Income-tax Department shows assiduity in the collection of taxes it
is indifferent to the making of refunds where they are due. It is
perhaps not so well known, as it should be, that under the scheme
of the Income-tax Act a refund can arise only as .a result of. an
assessment, and that this necessarily involves certain formal action
being taken, the procedure in regard to which is prescribed both in
the statute and in the rules framed thereunder. In spite of the
procedural fqrma]ities, it should, however, be possible in our opinion
to expedite the disposal of refund claims and the connected assessments in view of repercussions on public relations. The procedure
itself can also be simplified and we have made some suggestions to
this effect in ·an earlier paragraph.
29. Another misconception appears to be that the Income-tax
Officer considers every assessee g!lilty of evasion until the contrary
is proved. The income-tax law lays on the; assessee the onus of proving the correctness of his return of income; and rightly so, because
he is the person who knows all the relevant facts fully. Some
witnesses have suggested to us, howeyer, that the task of discharging this onus is made difficult, and almost impossible, by an assump~
, tion of dishonesty at every stage of the proceedings. We consider that this picture is exaggerated; but at the same time, we think
it a matter of some importance to give the honest assessee the
feeling that he is not suspect. For this purpose, it is n~cessary that
the Income-tax Officer should exercise his discretion intelligently in
choosing the statements of· the assessee that he· should put to strict
proof in the limited time at his disposal. Superior officers· should
encourage ·this attitude of mind ·and make due allowance for any
bona fide mistakes that may be made by the Income-tax Officer·· when
judging his fitness.f~r further advancement.
· ··
.30. A further matter on .which there is a good deal of misunderstanding is the 'targets' that are supposed to be set for Income-tax
Officers by the higher authqrities for collection of revenue. Many
assessees believe, we are told, that the promotion of Income-tax
Officers depends upon· the amount of revenue they gather, and that
for this purpose they are given targets for each year below which
the revenue should not fall without·-damage ·to their·prospects in
their career. The Central Board of Revenue to which we put this
point has stated that there are no 'targets' of this kind at all. The
misunderstanding might have arisen from the fact that each Incometax Officer is required, for budgetary purposes, to submit every
year an estimate of income-tax revenue likely to be collected in his
jurisdiction during the following year, and this estimate is misinterpreted as a 'target' set for the Income-tax Officer. In fact, estimates are prepared by the Income-tax Officer himself usually on
the basis .of the average of the last three years' collections in his
charge, with such adjustments as may be warranted by changes in
conditions of the particular types of business dealt with by him.
The estimates of the Income-tax Officers are consolidated by .the
Commissioner of Income-tax and modified according to his · judgment.. The Central Board of Revenue then consolidat.es the fi~res
on an all-India basis, ·applying such correctives:-downwards or .
upwards-,.-as · may be justified on its assessment o~ the· conditions.
This is the normal routine procedure regarding the preparation of the
revenue budget. If variations occur betweeir th'e'-estim'ates-- arid
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actuals, explanations are asked for as each Income-tax Officer is
expected to examine thoroughly the possibilities in his charge
before submitting his estimates. This is a legitimate instrument of
budgetary. and administrative control and is, in our opinion, wrongly represented as a ,device to harass the ta:x;-payer.
31. The 'public relations' aspect is not confined to assessment
and refund procedure alone. It is relevant also in connection with
such matters as the general deportment and behaviour of departmental personnel towards assessees, the amenities ·provided for the
latter in income-tax offices (in the form of waiting rooms, etc.) and
the consideration shown for their convenience in the matter of
granting adjournments, allowing payment of tax dues in instalments, etc. In the case of the less well-to-do assessees much good
work in this direction could be done by giving them advice about
the filling up of their income returns, and particularly, about any
allowances or abatements that they could legitimately claim, and any
refunds to which they would be entitled. Attention to these and
similar matters would, we are convinced, amply repay the trouble
and additional expense, if any. We, therefore, recommend that
the Central Board of Revenue should initiate a regular 'drive' to
implement these measures, and to impress upon the officers and
staff of th~ department the value of 'public relations'.
32. Another grievance that has been brought to our notice by
many witnesses is that assessees have to wait for a long time beforq
their assessments are actually taken up by the Income-tax Officers,
This leads to needless waste of time and causes considerable annoy..
ance to the assessees. It has been suggested that notices issued by
the Income-tax Officers should specify the time at which any
assessee or his representative is required to attend. We are in complete agreement with this suggestion and recommend that the
Central Board of Revenue should issue strict instructions to- the
following effect:(i) all notices requiring the presence of assessees or their
· . representatives in the income-tax offices on a particular date should also invariably mention the time at
which they should be present;
( ii) ·if, for any reason, a particular assessee or his representative cannot be accommodated at the time mentioned in the notice, he should be informed accordingly
sufficiently in advance and given an alternative date
and time in respect of which he should be given preference over others; and
(iii) Income-tax Officers should display outside their offices
a daily 'cause-list' showing the names of assessees and
the time at which their assessments are scheduled ..to
be taken up.
33. We understand that this procedure is being followed in
some offices. The mere issue of instructions is, however, not suffi. cient. It is necessary that ways and means should be devised to
ensure that they are actually carried out. We suggest that senior
officers should be particularly charged with the duty of surprise
inspections of such arrangements.
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34. We are told that in the income-tax offices located in Bombay
City and Calcutta there is already a whole-time officer' functioning
as Public Relations Officer. We understand that the selection of
these officers is made from among retired Commissioners or Assistant Commissioners of Income-tax. While we do not wish to suggest
that these officers have not been selected with proper care or that
they have not been discharging their duties to the best of their
abilities, we think that, if. the scheme is to be fully effective, a
younger and more energetic type of serving officer, with a receptive
mind and with enthusiasm and a flair for this kind of work, is
needed. It would be useful to give selected officers a short course
o:£ training in public relations. For drawing up a suitable scheme
of training we would suggest that an officer ·with the necessary
background and experience should be ,sent on deputation to coun-:tries such as the U.K. and the U.S.A. where the problem of public
relations in income-tax work has ~ceived special attention.
35. In addition to the Public Relations Officer, we recommend
that there should be a small advisory committee of ·non-official
advisers attached to each Commissioner of Income-tax. We understand such committees already. function_ in the charges ot Collectors
of Customs. These committees should discuss matters of general
policy relating to administration, but should be precluded from
di~cussip~ lndividual cases of assessment.
Collection and recovery procedure
36. In . income-tax · ~dmlnistration, the methods adopted for the
collection and recovery of tax are quite as important as those prescribed for the a5ilessment of taxable income.- Particular 'importance attaches to this aspect of income-tax administration at present in view of the arrears which have accumulated steadily over
the past ten or fifteen years as will be seen from tlle figures given
below:.
·
·

..

TABLE

4.-Statement showing the amount of tax in arrears
(Rupees in lakhs)
-

Year ending

I.T.

S.T.

S.C.

Penalty

31-3-44
31-3-45
31-3-46
31-3-47
31-3-48
31-3-49
31-3-50
31-3-51
31-3-52
31-3-53

7,56
II,07
15,39
20,16
29,67
35,65
49,48
50,41
67,15
71,24

SAO

4,39
3,99
9,79
9,79
II,73
16,os
18,37
14,99
12,42
13,II

14
24
41
59
1,14
1,50
2,42
2,74
2,96

8,38
II,12
13,22
21,52
29,06
38,o8
43,98
54,86
63,6o

B.P.T.

1,40
1,19
2,os
2,93
3,70
s,o3

E.P.T. Total
6,6o
14,07
21,33
30,89
40,15
39,32
41,49
40,00
38,89
31,41

23,95
37,65
57,87
74,47
1,os,o6
1,22,42
1,50,97
1,54,73
1,79,76
1,87,35

NoTE.-The above figurr.s exclude the amount of tax in arrears relating to assessments
made under the •Voluntary disclosure scheme' and cases disposed of by the Income-tax
Investigation Commission.
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37. The following analysis has been furnished to us by the Cen~
tral Board of Revenue of the arrears as on 1st April 1953 (excluding
arrears of excess profits tax and b~siness profits tax, but including
arrears relating to assessments made under the 'Voluntary
disclosure scheme' . and cases disposed of by the Income-tax
Investigation Commission):(Figures in crores of
Rupees)
(1) Amount of arrears as on 1-4-1953

175•16

(2) Less:

Amount pending settlement of Double Income-tax Relief or
other relief claims

24•87

(31 Balance •

150"29

Analysis of(J)

(a) Amount pending disposal of appeals (Demand may be partly
reduced as a result of appeal)
•
•
•
.
•

17• 61

(b) Amount due- from persons who have left India and who
have no· assets in India •

xo· 09

(c) Amount_ due from companies under liquidation •
(d) Amount covered by certificates to Collectors

4 •40

so· 45·

(e) Amount in respect of which penalties under section 46 of the
Income-tax Act have been levied •
•
•
•
•

3 ·So

(f) Amounts irrecoverable for other reasons

5~70

(g) Toial

92"05

O:i) Balance· recoverable·
.

.

.

Analysis of (h)
Time for payment granted by Income-tax' authorities had
expired by 31-3-1953 in respect of Rs. 24 · 20 crores but
it had not expired in respect of Rs. 34 ·o4 crores.
~From

the information placed at our disposal, we find that the
amounts -at (b), (c) and (f) are practically irrecoverable and it is
only a question of time before they are considered for eventual
write-off. The amounts at (a), (d), (e) and (h), which work out to
Rs. 130 crores, represent the arrears needing attention. The effect~
ive arrears are_ likely to be still smaller in magnitude. The
sum of Rs. 34 crores included in (h) above stands for demands
which did not fall due for· payment before the close of the financial
year and arose largely out of the assessments completed during the
last one or two months of the financial year. The .demand will be
met by assessees in the early part of the next year. The arrears of
Rs. 24 crores included in (h) however constitute somewhat difficult
cases but- practically the whole of the amount is likely to be collected
in the next year. The balance of Rs. 58 crores out of Rs. 130 crores
is, therefore; the normal carryover each year which arises from the
fact that the bulk of assessment work is concentrated towards the
end of the financial year. Assessments which have gone up for
.appeal on substanti~. points .of facts .and law account for arrears of
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Rs. 17 crores and odd under (a). Only a part of the demand will be
recoverable ultimately, but it is understood that it is usual-for some
guarantee to be taken in such cases to cover the amount of:the
pending demand.
·
38. The crux of the problem of arrears of collection is the Rs. 50·45
crores of demand pending recovery as arrears of land revenue .with
the Collectors. The Income-tax Officer issues to the Collector ..a
certificate for recovery either when the limitation of time .is about
to expire or when he has exhausted all the means open to him ,to
effect recovery. Usually, such arrears are partly covered by attachment of immovable property in the possession of defaulters. The
rest of the arrears are uncovered for want of realisable .assets with
the. assessees. In many instances, the Collector allows them instalments for payment and the pending demand is thus reduced by ·
stages.
39. The analysis given above shows that the situation is not so
bad as it appears from the first impression created by the.aggregate
arrears amounting to Rs. 175 crores. · Even .then .the question of .
arrears of collection is important enough to .justify its detailed discussion with a view to improving the present_ machmery. We understand that the Central Board of Revenue has made arrangements
with State Governments for the appointment of · special revenue
officers exclusively for income-tax collection work. We would suggest an extension of this scheme, wherever it is not in existence,
and a review of the working of these arrangements after a couple
of years. The State Governments share· substantially in the incometax receipts and we have no doubt that they will extend their· full
co-operation in expediting collections. For· this reason we are not
inclined to support the suggestion, which some witnesses have
favoured, of a separate recovery department under the control of
the Central Board of Revenue independent -of State Governments.
40. The main points for consideration regarding 'collection· and
recovery procedure' are:(i) deduction of tax at the source;
(ii) working of the 'pay-as-you-earn' scheme (section 18A)
and · the procedure regarding provisional assessmen~s (section 23B) ;. and
(iii) recovery from registered firms.
41. Suggestions have been made regarding the extension of this
.
system to cover income from rent, interest.and
Deduction of tax at
other annual payments at the source as· is the
the source
.
. t h e ·U m·t·ed Kingd om. T o avo id ·1:he
practice
In
scheme resulting in unnecessary and uneconomic labour in respect
of petty payments, a further suggestion has been made to exempt
small payments from these provisions if the payers' and recipients
are persons of small means.
42. This question was also considered by the Income-tax· Investigation Commission. While it was of the opinion that deduction :at the
source would reduce opportunities for evasion of payment of tax;·it
pointed out that there were obvious practical limitations to the. application of this method. Effective arrangements will have to be made
317 MofF-15
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to secure that persons deducting tax at the source pay the amount
over into the treasury. There is also likely to be a large number of
cases where the tax deducted at the source is more than the total tax
payable by the recipients who will then have to apply for refund and
be p:ut to considerable inconvenience. On a consideration of all relevant factors, we do not think that the positive advantages of this
system· outweigh these disadvantages. Arrangements already exist
for ·collecting information regarding payments of interest, rent, etc.,
exceeding Rs. 400 a year, and adequate arrangements for the collation
and ·prompt utilisation of this information should go a long way
towards fixing liability on those recipients who have taxable incomes.
We do not favour an;r extension of the system of deduction at the
source beyond the existing provisions in this respect.
·43(. 'Pay-as~you-earn', which was introduced during the War,
'Pay-as-you-earn'
~nsures .that tax is paid in t~e year in which the
mcome Is earned on the basis of self-assessment
or the tax liability of the last completed assessment whichever may
be pr~ferred by the assessee.
_; .' · -.44•.. The following figures show collections of advance tax during
~he five years 1948--53:-· TABLE

5.-Collection of advance tax
(Rupees in Iakhs)

Year

CollectionsJ Collections
by
in
adjustment
cash

Total
(2+3)

Total
collections
of
income-tax
·and
super-tax

s

Percentage
of col. (4)
to col. (5)

6·

-,._ -·.I ...-.·_.

2

3

4

1948-49

45

59,76

60,21

1,81,76

33"I

1949-:-50

63

(53,68

154,31

I,6I,I2

33"1

,92

162,72

563,64

1,73,22

36"7

76,33

~ 77,41

I,87,6o

4I"3

72,49

[73,79

1,85,23

39"8

'

.}

I.

~9so-.s1.

1951-52
1952-53

108

a
130

D

· The advance ·tax contributes nearly 40 per cent. of the total
"income-tax collections which shows its importance. The scheme has
-come in for criticism from the business community for various
·-reasons. We discuss below the suggestions made by some of the
~witnesses which range from its abolition to modifications in its
working.
- 45.-It has been represented to us that the payment of advance
income-tax leads to a depletion of the working capital of a business
-and.is, therefore, injurious to business interests. · There is no doubt
:that payment of advance tax affects the cash resources of a business
. c~nt;e~ at the time of payment. On the other hand, an advance
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tax recovered in instalments throws less strain on the liquid resoUtc:.
es of a concern than would be the case if the aggregate liability
were recovered in one instalment after a lapse of a year or two. We
are not, therefore, impressed by this criticism of the scheme for
payment of advance tax.
46. Another objection that has been raised is that it' is difficult
for an assessee to make an estimate of his income with any degree
of accuracy until consolidated results of his annual transactions can
be fairly accurately assessed. The right to furnish an estimate of
income is an alternative to making payment of advance tax on the
basis of the last completed assessment. When an assessee opts for
the former basis, he is given, under the law, the advantage of
making a series of estimates, if he so desires, from June or Septem- .
ber onward depending on the accounting year adopted by him. A
large proportion of business assessees adopt accounting years which
end before January. Since the last estimate has to be submitted
before the 15th March, the plea that the results of the preceding
year cannot be fairly accurately computed does not appear to haye
any force especially as the law provides for a 20 per cent. margin
of error before penalties are attracted. The law also gives discretion to the Income-tax Officers to reduce or waive the penal interest
in suitable cases. We consider that .the fixation of margin of error
at 20 per cent. takes fully into consideration all reasonable difficulties in making an estimate of an assessee's income.
.
_
47. The original enactment provided for payment of interest at
two per cent. per annum on a_ccumulated balances
Interest on amounts of advance income-tax until the date of assessdeposited
·
ment. In 1953, the law was modified to provide
for the payment of interest at the same rate on the difference
between the assessed liability and the advance tax paid. It has been
suggested that the previous position in the matter of payment of
interest should be restored.
·
48. The provision for payment of interest on all amounts of
advance income-tax was probably intended to make the new scheme
more readily acceptable to the public. Now that the system · of
advance tax has become a part ot the regular method of collecting
income-tax, we do not see any need to continue paying interest on
such collections. Advance tax is more or less in the same position
as tax deducted at the source, from such items of income as sal·ary
and interest on securities, on which no interest is now paid. We
understand in this connection that in the U.S.A. interest is paid only
on the portion of the advance tax which is in excess of the assessed
liability and the rate of interest is six per cent. The only change in .
the system we would suggest is that the rate of interest payable in
this country may be raised to four per cent. which is. the rate now
charged on under-payments by assessees.
.
· :.. ·
49. A further suggestion that has been ma4e to us is that income
Dividend
income from dividends should be excluded from the
should be either omit· purview of advance tax altogether, or at least
ted or should be cover- that the payment of advance tax should be held
cd by secdon 18A(4)
over till it is actually received.
50. Income from dividends included in an assessee's total income
is not capable of .being anticipated with any reasonable certainty
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until after the dividends are declared. It is, therefore, arguable
that an assessee should ·not be made to pay advance tax on that
portion of his total income which relates to dividends on the basis
of his last completed assessment. We therefore recommend that
income from dividends should be placed on the same footing as
income in the nature of commission for which a special procedure
exists in sub-section ( 4) of section 18A of the Income-tax Act. This
sub-section requires that where income in the nature of commission
is receivable but is not received it may be taken into account for
the purposes of paying advance tax when it is actually received
or adjusted.
·
51. The Income-tax Officer has to demand advance tax Cln the
.
• •
r
basis of the
It may
R ev1s1on o 1nco me- h
h latest
h. completed assessment.
.
tax omcer'sorder
appen t at t IS relates to the Income of a
period of two or three years earlier. If in the
course of the year the Income-tax Officer completes a subsequent
·year's assessment,· he may revise the demand pertaining to advance
tax, but is not bound to do so. Some witnesses have stated that such
a revision is generally made only when an additional demand is
involved and not when refunds are likely to result.
We recommend that, whenever a subsequent year's assessment
is completed, under section 18A it may be made obligatory on the
Income-tax Officer to revise the demand.
52. It is possible under the present law for assessments relating
.
,
to. an assessee to continue outstanding in the
Disuncdon between income-tax office for four years. Until at least
. old assessees and new
assessees
one assessment h as b een camp1ete d , t h e I ncometax Officer is not obliged under the law to issue
· a notice calling on the assessee to pay advance tax under section 18A.
··The effect of this provision is that an assessee may continue to be a
··new' assessee for the purposes of section 18A for as long a period as
four years, and be under a statutory obligation to make his own estimate of income and pay advance tax voluntarily for each of these
four years. It has been represented to us that this requires rectification. in the interests of persons who become subject to income-tax for
the first time. We make recommendations later for the automatic
:submission of returns relating to advance tax in all cases including
, new _and old assessees as the system of advance tax collection
has been in force for a long time and is now fairly well known .
. This will obviate the distinction between old and new assessees and
would therefore automatically lead to rectification of the situation
which gives rise to a sense of discrimination against a section of
assessees.
53. In addition to the various criticisms of the scheme which
we have dealt with above-none of which strikes us as strong
enough to warrant our recommending its withdrawal-it has been
urged in the evidence before us that, as the inflationary conditions
which necessitated the introduction of the scheme have almost
entirely disappeared, the scheme also should be scrapped. We do
- not think that the easing of the inflationary situation by . itself
warrants the discontinuance of the scheme which has its uses also
from the point of view of the collection of revenue. It also imposes
, an obligation on the assessee to earmark the tax due to be paid to
· Gov~rnment from his current earnings which we think is a very
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desirable attitude to encourage. We therefore recommend the COil
tinuance of the scheme with the following modifications which we
have already suggested in the previous· paragraphs:··
:
(i) the rate of interest' payable under sub-seGtion (5') of
section 18A should be raised from two per cent. to four
per cent.;
·
· (ii) income :from dividends should be treated

in· the· same
manner as the other items of income for which spe.cial
provision exists in sub-section (4) of section l8A; ~nd,
(iii) whenever an Income-tax Offic~ completes the assessment of a·year subsequent to the assessment on the basis
of which a demand under section 18A has been macte,
it should be made obligatory on the part of the Incometax Officer to revise the demand accordingly. . · · ·.
54. We also recommend the following· further changes in the
existing scheme:..
· .
-· ·
·:
· "'
(i) the law lays down, as pointed out earlier, an obligation
on the Income-tax Officer to issue a notice of demand
practically reminding the assessees of the amount and
the time by which the advance tax liability shou~d be
met. As this scheme has been in existence for some
time now, it should be made obligatory for all assessees
(both old and new) to make advance tax payments on
the basis of their last completed assessment or on an
estimated basis, voluntarily, and without notice from the
Income-tax Officer. As the scheme· applies to assessees
'whose income exceeds Rs. 6,700, the small assessees wUl
not be affected by this ~edification;
(ii) the suggestion at (i) will involve the imposition of penal..
ties for non-submission of returns suo motu. We; there.;.
fore, suggest that provision should be made in the law
for giving Income-tax Officers discretion in genuine cases
of hardship to vary the dates of payment, within one month
of the due date.
·
We recommend elsewhere that appeal should be provided against
the imposition of penal interest under section 18A.
I

55. Under the present law it is possible for an Income-tax Officer
to make a provisional assessment on the basis
Provisional
assess·
filed b y an assessee and_
ments
of t h e return of mcome
to demand the payment of tax due after making
an adjustment in respect of payments already received under section 18 or 18A of the Act. The Income-tax Officer then conlpletes the examination . of . the return later and· finalises the
demand at that time. It has been contended by some· witnesses that section 23B under which this provisional assessment is made is redundant in view of the procedure · of
payment of advance- tax under section 18A. This view is based
on a misunderstanding of the purposes of the two sections, viz., 18A
and 23B referred to.· The return relating to the accounting year in
respect of which advance tax is payable is not normally filed ~ntil
after the expiry of the financial year in which the _obligation to pay
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the advance tax arises. A provisional assessment, therefore, cannot
be a substitute for payments under section 18A. The purpose of
such an assessment is to expedite the collection of the tax due from
an assessee on the basis of his own estimate of income, subject to its
scrutiny later on. The purpose of section 18A on the other hand is to
enable the assessee to discharge his liability to tax concurrently with
the earning of the income. We are therefore unable to accept the
suggestion that section 23B should be deleted.
· · i 56. Our attention has been drawn to certain difficulties which
Re~overy or taxes ari~e in effecting recovery of income-ta~ from
from registered firms registered firms. Under the law, no t&x 1s pay.· . .
able by a registered firm as such or by a firm
which is deemed to be r~istered under section 23(5)(b) of the
Income-tax Act. The share of the income of the firm relating to
each partner is included in the total income of the latter and is
·assessed in· his hands. It the:Q becomes a demand against the partner and is recoverable from him alone: It is not possible, under
the law, to make recovery in respect
a default by a partner from
. his interest in the registered firm. The benefit of registration is in
.the nature o~ a tax concession and it seems to us that advantage
·should not be allowed to be taken of this seeming lacuna in the
law in order to deny to the State its rightful tax dues. We are
therefore in agreement with the suggestiqn made by some witnesses
_that a provision should be introduced in· the law by which it should
.. be possible for the Income-tax Department to proceed against the
:interests of the defa~lting partners in the properties of the firm.

of

57. In certain circumstances, where assets have been transferred
·
by a person to his wife and children, it is
Recovery or taxes
possible under section 16 of the Income-tax Act
from property
to aggregate the income arising out of those
tl"ansferred to wife,
assets with the income of that person and to
children and
benamldars
charge it to tax in his name. The law was intend- .
ed to safeguard the avoidance of tax by persons
.who made fictitious transfers of assets. While it is possible to make
an assessment on the person concerned, we have been informed
. that difficulties have arisep in actual practice regarding collection from an assessee of the demand so raised as it is not possible
·to· proceed, in law, against the assets held by the wife and the
children. We are convinced of the soundness of the provisions
included in section 16 of the Income-tax Act. If the legal position
·in the matter of recovery is not free from doubt, we suggest that
section 16 should be amended suitably to provide for the assessment
made on the person concerned to be split up in proportion to the
income attributable to the assets held by the wife and the children
-and a demand raised separately on each one of them. This demand
may be made recoverable either from the person concerned or
failing that by proceeding against the assets held by the wife and
the children. The .Income-tax Investigation Commission, which con·sidered this question, also expressed a similar view. We would therefore urge that steps should be taken to amend the law in accordance
·with t~e suggestion made.
·
·. · .-58. We understand that difficulties in regard to recovery of tax
also arise sometimes when income from property held by a
oenamidar is included in the assessment of the real owner. It
·
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would, in those circumstances, be justifiable to proceed against the·
property for recovery of any arrears of income-tax due from the real
owner. We would, therefore, recommend .that this should be made.
possible legally by a suitable amendment of the income-tax· ·law~
irrespective of the position under the general law.
· ·..
, · '·
Appellate Procedure
59. The following grievances have been brought to our notice
in respect of the appellate procedure:~ ,
.. , .!
Grievances in regard (i) delay in the disposal of appeals; ·
to appeal
proce• ·
·
·
·
·
dure
(ii) the control of the Central Board of Revenue over Appellate Assistant Co~issione~;. ".
(iii) absence of right to appeal against certain orders passed
by the Income-tax· Officer.
..
60. Many witnesses have complained that serious inconvenience'
and even financial loss i! caused by delays that occur in the disposal
of appeals by Appellate Assistant Commissioners. It is stated that
arrears in appeals have now reached such a chronic stage ·that
inordinate delays in disposal are endemic. We are satisfied after·
going through the relevant statistics · (vide extracts given iri the
following table) that this complaint is justified:TABLE 6.-Position of appeals as on 1-4-1953
.

..

.

(i) Total number of appeals filed during. 1952-53

"•
' -~

(ii) Arrears brought forward from I9SI-S2

t.

.

.'

. ' .:~.

(

.

.
. . ~,6~3

.

.. .

·~·

(iii) Total appeals for disposal in 1952-53 •

14~,s8s:.

(iv) Number disposed of during 1952-53 •

72,II9

~

'

r1
•

(v) Arrears outstanding on 1-4-1953
(vi) Analysis of (v)(a) Number of appeals filed during 1952-53

48,877:

(b) Number of appeals filed during I9SI-S2

·14,336:

(c) Number of appeals filed during I9SO-SI

. 4,8x:s:

·.

(d) Number of appeals filed during earlier years

-

.

,.

61. The arrears on 31st March 1953, represent nearly OJ?.~ year s
work of the Appellate Assistant Commissioners. It is, .we th4lk,
necessary to take some effective measures for clearing · off these
arrears in spite of the shortage of officers of the status .of Apf>ellat~ .
Assistant Commissioners. It is difficult enough to get trruned Incometax Officers; more so, to get trained Appellate .Assistant Commissioners. We are not also in favour of direct recrmtment to Appellate
Assistant Commissioners' posts: for one thing, the emoluments offere~
will not attract the right type of men, and for another, the pro~pects
of promotion of existing experienced Income-tax Officers w1ll be

...
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jeopardised causing discontent in the Department. Yet effective
steps must be taken to overtake the arrears and to prevent the
work getting into arrears again. The figures given below show
that the annual intake of appeals is roughly equal to the annual rate
of disposal .
TABLE

7.-Appeals before Appellate Assistant Commissioners
1948-49

1949-50

195o-51

1951-52

1952-53

stituted during the
year •

59,489

r58,984

64,277

72,237

81,972

),)6,959

2. No. of. appeals
disposed of dwing
the yea~

41,341

47,189

65,654

68,057

72,JJ9

2,94,360

Total

I. No. of appeals in-

Once the outstanding arrears are cleared off, it should be possible
to· handle the situation satisfactorily in future. We would go to
the· extent of suggesting extraordinary powers being given to Commissioners of Income-tax (suitably assisted by an Assistant Commissioner wherever necessary) to compound the appeals where the
amount of tax in dispute is small and no question of principle is
involved.
62. Many witnesses have urged the need for making the Appellate Assistant Commissioner of Income-tax
Independence
of completely independent of the Central Board of
Appellate Assistant Revenue in the same manner as the AppelCommissioners •
·late Tribunal, which is under the administrative
control of the Ministry of Law. It might be
worthwhile recalling in this connection that prior to 1939 there
were no Appellate Assistant Commissioners dealing exclusively
with appellate work; appeal work as well as the work now done
by Inspecting Assistant Commissioners (viz~ supervjsion of assessments and adrilinistrative work) used to be done by the same Assistant Commissioner. Representations were made before the Incometax Enquiry Corrimittee, 1936; that as the appellate officer also
controlled the Income-tax Officer, who made the assessments
appealed against, the assessment in some cases already represented
the opinion of the Assistant Commissioner, and that the aggrieved
assessee's right of appeal to the same Assistant Commissioner was,
therefore, illusory. The Committee also took note of the fact that
under that system the 'general purpose' Assistant Commissioner
who combined appellate with executive functions could hardly be
expected to be approached freely for advice by the Income-tax
Officers on points of difficulty in connection with assessment
matters. The Committee, therefore, recommend that a certain
number of Assistant Commissioners should be detailed to do appellate work and that these Appellate Assistant Commissioners should
have no administrative or advisory duties to perform.
For these
latter types of work, it was recommended that another set of Assistant Commissioners to be styled Inspecting Assistant Commissioners
should be detailed, and these officers were to do no appellate work
at all. It was also recommended that Appellate Assistant Commissioners should function under the direct control of the Central
Board of Revenue instead of the Commissioners of Income-tax, and
that even the Central Board of Revenue should not issue to them
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any orders, instructions or directions so as to interfere with their
discretion in the exercise of their appellate functions. This recommendation was accepted, and from 1st April 1939, separate Assistant Commissioners designated Appellate Assistant Commissioners
and Inspecting Assistant Commissioners were appointed to perform
appellate and executive functions respectively.
·
63. Representations have been made to us that administrative
control over Appellate Assistant Commissioners
Control over Appelshould
not vest in the Central Board of Revenue '
late
Assistant
.
Commissioners
m order to ensure that these officers feel
absolutely free to exercise 'independent judgment in their appellate work untrammelled by the fear that,.
if their decisions are prejudicial to revenue, their position and prospects in the service would be adversely affected. It has been urged
that this fear does exist at present and does influence Appellat~
Assistant Commissioners in the conduct of their work and that- this
defect is by no means cured by the fact that statutory provision exists
specifically barring the interference of the Central Board of Revenue
with the discretion of Appellate Assistant Commissioners.
64. The Income-tax Investigation Commission, which examined
this question in 1948, expressed. the view that
Views or Income-tax
it was satisfied that Appellate Assistant ComInvestigation Commission
missioners generally performed their duties
fairly and impartially, and that their independ-_
ence was not vitiated, to any extent, bv any considerations not
relevant to the decision of the appeal. It, however, recommended
that the scheme which was adopted in 1939 should be carried to
its logical conclusion by Appellate Assistant Commissioners being
removed from the control of the Central Board of Revenue and
transferred to the control of tlie Law Ministry. In 1952, the Incometax Investigation Commission (with a different personnel) en a
re-consideration of the matter, expressed the opinion that the transfer
of control over the Appellate Assistant Commissioners from the
Central Board of Revenue to the Law Ministry was not called for
either on principle or by the result of past experience. Its views
were put forward as under:(i) Appellate Assistant Commissioners require for the proper discharge of their duti~s not only intimate knowledge
of income-tax law but also of accountancy practice and
local business conditions as, in the course of their appellate work, they ha~e to examine accounts, scrutinise such
fresh evidence as may be brought in, and review the
whole assessment. Such close knowledge of the practical
aspects of law and accountancy can be acquired onlv by
working as Inspecting Assistant Commissioners.
From
the point of view of efficient income-tax administration,
therefore, an interchange of Inspecting Assistant Commissioners and Appellate Assistant Commissioners is
very desirable, and it is only if both sets of officers are
subject to the same administrative control that such interchange can be smoothly effected.
(ii) In practice, Appellate Assistant Commissioners have been

impartial in the discharge of their duties.

One proof of

234
this is the fact that in at least 90 per cent. of the cases
decided by them, their decisions have either been accepted
by the assessees or upheld by the Appellate Tribunal
during the years 1949-50 to 1951-52. "Even the decisions
of civil courts do not exhibit such a high percentage of
confirmation by appellate courts or acceptance by litigants".
(iii) The danger of an Appellate Assistant Commissioner being
unduly swayed in his appellate work by his anxiety to
fall in line with the views of the Commissioner of Incometax concerned or the Central Board of Revenue is greatly,
if not completely, minimised by the provision in the law
of an appeal, both on facts and law, to the Appellate
Tribunal which is completely independent of the Central
Board of Revenue.
~5. There are certain other important factors also which point to
the desirability of continuing the existing system. We deal· with
these below.
·

66. If the proposal to place the Appellate Assistant Commissioners under the control of the Law Ministry
Administrative
is accepted, it will become necessary for the
· difficulties it conIncome-tax Department to have a departmental
trol over Appelrepresentative of their own (of the grade of a
late Assistant
senior Income-tax Officer) to appear before each
Commissioners is
changed
Appellate Assistant Commissioner, as is now the
practice with regard to each bench of the
Appellate Tribunal. This would mean allotting 67 (the number of
Appellate Assistant Commissioners at present) senior Incometax Officers for this purpose. Apart from the extra expenditure involved, this . will also present an almost impossible
man-power situation for the Income-tax Department. There is also
the important consideration already briefly mentioned that it is
only if Appellate Assistant Commissioners are retained under the
administrative control of the Central Board of Revenue that it will
be possible to make the necessary interchange between Inspecting
Assistant Commissioners and Appellate Assistant Commissioners
smoothly and conveniently. Such interchange is very necessary in
the interests of efficiency from the point of view of the Income-tax
Department as well as of the assessee inasmuch as each of the two
categories of officers benefits greatly by having practical experience,
at frequent intervals, of the type of work done by the other. Thus,
for example, the quasi.;.judicial nature of the work performed by an
Appellate Assistant Commissioner helps to develop the judicial
sense of an· Inspecting Assistant Commissioner, who is posted to do
appellate work at frequent intervals and this enables him to bring a
proper judicial outlook to bear on his executive functions; this should
play an important role in creating good public relations.
67. Table 8 at page 235 shows the position regarding the number
fi1 d
of appeals filed before the Income-tax Appel11
ppea
e ·
late Tribunal against the ord~rs of the Appel-·
late Assistant Commissioners. It will be noticed that about 88 per
cent. of the decisions given by the Appellate Assistant Commission~
ers are not appealed against.
A
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TABLE

B.-Appeals against the orders of Appellate Assistant
·
Commissioners ·
·
1948-49 1949-50 1950-51 1951-52

I.

No. of apl?eals decided by
Appellate AssiStant Commissioners during the year •
4I,34I

I952-53 Total

47,I89

65,654

68,057

5,473

6,237

8,232

7,6I2

7,661

35,215

IJ•Z

IJ"Z

rz·s

rr·z

ro·6

II'9

4· No. of ~peals filed before Appellate ribunal by Department

484

. 505

. 71,1

61,9

637

3,022

S· Percentage of (4) to (I)

r·z

r·r

r·r

0'95

0'9

r·o

6. No. of Ap~ellate Assistant
Commissioners orders against
which no appeal filed by assessees before the Appellate Tri- '
bunal •
.
.
35,868 40,952

'57,422

60,445

87•8

88·8

2.

No. of ~P.eals filed before Appellate nbunal by assessees •

3· Percentage of (2) to (I)

1· Percentage of(6) to (1)

86·8

86·8

72,119 ·2,94,36o

I

64,458 2,59,I4S

89'4

88·r

68. The following table gives an analysis of the disposal of
appeals from Appellate Assistant Commissioners' orders by the Appellate Tribunal:

Disposals by Appellate Tribunal
TABLE

9.-Appeals before the Income-tax Appellate Tribunal
1948-49

I!?49~50

195o-5I I951-52 1952-53

of appeals disposed of by
Assistant Commiss10ners
41,34I

47,189

65,654

Total

I. No~

~ppellate

68,057 . 72,119 2,94,360

2. No. of appeals filed before
Appellate Tribunals by assessees

5,473

6,237

8,232

7,6I2

3· No. of appellate orders of Appellate Assistant Commissioners
accepted by the assessees (1-2) .

35,868

40,852

57,422

6o,445

4· No. of appeals rejected by Appellate Tribunal

1,857

2,275

2,62I

2,816

3,271 . 12,840

5· Total number of admittedly
correct orders of Appellate Assistant Commissioners (3 +4)

37,725

43,227

60,043

63,2~I

67,729 2,7I,985

6. Percentage of (5) to (I)

9I'25

91·6o

91'46

7,661 . 35,215

64~58

92'95 93'9I

2,59,145

92"39

It will be seen that as many as 91 per cent. of the orders of the
Appellate Assistant Commissioners are either accepted as correct or
are confirmed by the Appellate Tribunal. In the remaining nine per
cent. cases where relief is given by the Appellate Tribunal, complete
relief is given only in 20 per cent. of them;. only partial relief is
given in the rest.
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69. These figures leave us in no doubt that the orders passed by
Appellate Assistant Commissioners are, taken by and large, fair and
adequate, and that the fact that they function under the administrative control of the Finance Ministry has not detracted from the
quality- of their work.
70. We are, therefore, of the opinion that, all things considered,
the balance of advantage lies in leaving the existing structure
unchanged. The demand for-transferring the Appellate Assistant
Commissioners away from the control of the Central Board of
Revenue arises, in our opinion, from lack of a proper appreciation of
the crucial fact that the assessment proceedings before the Incometax Officer are not of the nature of judicial proceedings, and that the
Appellate Assistant Commissioner, so-called, is in essence not, and
was never meant to be, anything more than a reviewing and revising departmental authority within the Income-tax Department. The
Appellate Assistant Commissioners go through· the accounts themselves, r·eceive additional evidence, examine the facts, review the
whole assessment, and enhance it .if income has been under-assessed. It is unfortunate that this basic fact was lost sight of when the
term Appellate Assistant Commissioner was first used in 1939. The
misunderstanding could probably have been avoided if some such
term as 'Deputy Commissioner' of Income-tax had been used.
71. In this view of the matter, we see no inconsistency either in
logic or in equity in retaining the Appellate Assistant Commissioner under the control of the Central Board of Revenue, and treating the Appellate Tribunal which is completely independent of the
Central Board of Revenue as the forum for the first appeal. The
second appeal would be to the High Court, but on questions of law
only, and not on those of fact in respect of which the Appellate
Tribunal would be the final court of appeal. ·
72. The procedure followed in regard to thb matter in most of
the advanced countries of the world is also similar to ours as the
following table shows:TABLE 10.-Appellate authorities in other countries
Country

First appellate
authority

(I)

(2)

Australia
Canada.

United Kingdom

•

To whom subordinate
(3)

Deputy
Commis- Commissioner
sioner of Taxation. Taxation.

Remarks
(4)

of

Deputy Minister of Minister of National
"National Revenue
Revenue.
for Taxation or
other officer to
whom power is
delegated by the
Minister.
• (a) General Com- (a) appointed from I. Majority of appeals
missioners.
lists of persons are
settled
by
approved by Par- agreement between
Iiament.
Laymen assessees and the
with wide knowledge Inspector of Taxes
of 1ocaJ condi- without a formal
tions and with no hearing.

TABLE
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10.-Appellate authorities in other countries-contd.

(I)

(2)

. (4)

(3)

United Kingdom-contd.
specialised knowledge 2. Onus is on assessee
of income-tax. Asto show . that the
sisted in legal matassessment is excessive.
ters by clerks ap.
3· Assessees have
pointed by Crown.
option to appeal to
Special Commissioners regarding
assessment under
particular heads
(e.g., ScheduleD).
(b) Special Commis- (b) appointed

sioners.

U.S.A ••

by 4· Surtax apreals sole-·
the Treasury. Partly heard by Special
ly recruited from
Commissioners.
senior personnel of
the Inland Revenue
Department.

• Appellate- Divisjon Bureau of Internal I. Tax-payer first deof the Bureau of Revenue.
termines his
tax
Internal Revenue.
liability.
2.

Internal
revenue
agent then conducts
local investigation
and notifies taxpayer of additional
tax payable.

3· Tax-payer
then
entitled to conference with the agent
for settlement of
the dispute.

4· If still dissatisfied
case referred to
authority in column
(2).

73. Suggestions have been made that non-officials should be
associated with the appellate machinery · to
Non-official partici- create greater confidence among the assessees.
pation
· i Non-officials,
it is suggested, could either
hear appeals themselves, functioning as honorary judges, or they
could be associated with Appellate Assistant Commissioners as
assessors. The former system would be extremely difficult to work
as the persons concerned would not have the expert knowledge
necessary for dealing with tax assessments which are often of a
complicated character involving difficult questions of law as well as
of accountancy. The system of having non-official assessors would
also be hardly more feasible as a sufficient number of adequately
qualified persons is not likely to be available for this purpose,
especially at outstations. On the whole, we are convinced that this
scheme has very little chance of being successful in. existing conditions in this country.
·
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74. The machinery of appeal is available for practically all
Non-appealable orders

order:~

passed under the law except in the following cases:-

(i) order under section 18A (6) levying penal interest on
account of insufficient payment of advance tax;
(ii) order cancelling registration of a firm under Rule 6B of
the Income-tax Rules;
(iii) order including 'deemed dividend' in the assessment of a
shareholder as a result of action under section 23A;
(iv) order under section 35 rectifying mistakes in assessment
orders; and
(v) order under section 43 appointing a person as the agent
of a non-resident.
The subjects covered by these provisions are of substantial
character and we see no reason for denying the assessee the right
of appeal from orders passed under them. We accordingly recommend that the law should be suitably modified to allow appeals in
all ~he above cases.
Personnel, Organisation and Methods
75. We now proceed to deal with certain important problems
connected with personnel which we think merit
Adequacy and train- attention. So far as numbers are concerned we
ing of personnel
have been assured by t]le Central Board of
Revenue that a long overdue expansion scheme is now well under
way of implementation, and that on account of the demand for
additional staff exceeding the supply through the usual source of
recruitment (viz., competitive examinations conducted by the Union
Public Service Commission) a special recruitment by interview alone
has been resorted to. We must emphasise the need to bring up the
actual strength, as soon as possible, to the number required, and would
recommend the repetition of the special recruitment procedure in
case the normal intake through the Union Public Service Commission's competitive examination does not prove to be adequate.
76. We also find that the Income-tax Department is staffed with
a large proportion of inexperienced officers. The following figures
pertaining to Income-tax Officers furnished by tha Central Board of
Revenue illustrate this clearly:TABU'! 11.-Statement showing the number of qualified and nonqualified Income-tax Officer8 ·
Income-tax Officers
A. According to the grades of officers.
I.

Class I
Grade I

No. of oflicers who have not qualifitd
by passing the departmental examination fully •

2. No. of qualified officers
TOTAL

.

Class I Class II
Grade II Grade III

Total

67

ISO

247

105

121

441

667

105

188

621

9I4

TABLE

2~9
11.-Statement showing the number of qualified and nonqualified Income-tax Offi.cers-contd.

B. According to the length of service.
No. of qualified officers with less than s years of service 211 (31•6 per cent.).
No. of qualified officers with 5-10 years of service • 377 (56·6 pe.r cmt.).
No. of qualified officers with 10-20 years of liervice
56 (8 ·4 per cent.). .
No. of qualified officers over 20 years of ser:vice
23 (3 '4 per ce.nt.) . .
667 (zoo ·o per cmt.).

The large proportion of unqualified officers. which is as high
as 27 per cent., is somewhat disquieting. We would suggest that
steps should. be taken to replace them by qualified officers as early
as possible.
77. Another point that has struck us in regard to the quality of
the personnel is that their training though adequate in so far as the
technical aspects of law aad accountancy are concerned needs to
stress the public relations aspect much more than at present.
·
78. It has been represented to us by a number of persons that the
question of language is important in influencing the relations of the
department and assessees. Under the present curriculum for the
probationers' examination every officer has to pass a test in two
languages, one of which has to be Hindi and the other the principal .
regional language of the area in which he is posted. If the latter is
Hindi, the officer must learn another language. The standard
demanded is that which makes it possible for him to read and understand accounts prepared in that language. A good working knowledge of the language of the assessee is a valuable asset from the
public relations point of view, and we would, therefore, suggest
that officers should be made to learn also the principal language of
the region to which they are allotted at a somewhat higher standard
than· at present.
79. We would also suggest a programme for training the lower
staff before being actually appointed to regular work. This course
should consist of elements of income-tax law, organisation and
m~thods of work in the Income-tax Department.
_
80. We also think that there should "be an adequate provision fot
a 'training reserve' in the Income-tax Department ·at all levels and
that regular instructors should be appointed in each charge of the
Commissioners of Income-tax to train the lower ranks for the appointments for which they are meant.
81. The above suggestions are not exhaustive but indicate our
reactions to the present training programmes of the Income-tax
Department. We would recommend the appointment of a small
committee to chalk out in detail the necessary training programmes
and the manner in which instruction should be given.
82. We have already drawn attention to the growing accumulation of arrears of. assessment, appeals and col·
Suggestion for en·
lections over the last few years. The Central
quiry and
intomethods
organis-of Board of R evenue h as a1so sugges t ed that some
atlon
work
important items of work are not being done at
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present for want of staff. Many witnesses who have appeared
before us have particularly emphasised that delays in the
disposal of work are attributable largely to lack of proper
trained staff. and to the absence of adequate attention to methods
of work and organisation in the Income-tax Department. There are
complaints also about the lack of adequate and suitable office accommodation, arrangements for the seating of assessees and equipment
and stationery in the income-tax offices. The importance of securing
a proper environment for the work cannot be overemphasised in a
department that comes so closely in touch with the public as the
Income-tax Department.
83. We understand that the only enquiry into the organisation
and personnel of the Department was carried out in 1946. After that
a number of changes have taken place which require a fresh
appraisement of the factors that affect the efficient functioning of
the Income-tax Department, e.g., the Partition, and more especially
the additional requirements of trained manpower due to the financial
integration of Part B States. Trained personnel cannot be secured
easily and some time must elapse before the sportage of manpower
can be remedied, but in the meantime it should be possible by
re-arrangement of methods of work and by instituting proper training
programmes to utilise the existing personnel to the best advantage.
We are of the view that this should be possible of achievement and
we, therefore, suggest that a small committee should go into the
'organisation and methods' of the Income-tax Department, if necessary with the help of experts who have specialised in 'efficiency
audit' of large-scale organisations.
84. The present statistical organisation in the Central Board of
. .
Revenue was set up in 1940 as a result of the
Inco~e-~x statistical proposals for the centralisation and mechanisaorgamsauoq
tion of the Income-tax statistical work made by
Mr.. S. P. Chambers in 1938-39. Since then the statistics are presented in two annual publications, viz., (i) All-India Revenue Statistics
and (ii) All-India Income-tax Report and Returns. Since 1951-52,
even the publication of these reports has been suspended and only
the All-India Income-tax Statements 3 to 6 are being published.
85. These statistics are primarily designed to meet the requirements of the Central Government for budget purposes and other
administrative needs of the Income-tax Department. A Working
Party was set up by the Central Statistical Organisation for suggesting improvements in the collection and presentation of income-tax
statistics; this party reported in March 1952. We understand that
their suggestions are receiving the attention of the Government.
86. The deficiency of the statistical material on income-tax was
also commented upon by the Finance Commission. It was particularly interested in the 'origin' of business income, and suggested for
this purpose a form of report for collecting the data in future, in
respect of the larger assessees (those whose incomes exceed
.Rs. 25,000), which would throw some light on this particular aspect.
'

87. During our examination of the policy and problems of income
taxation in India, we also felt serious difficulties because of the deficiencies in the coverage and the form in which the statistics were
t>resented. The published income-tax statistics relate to demands of
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income-tax and super-tax raised during a year by grades of income,
and not to actual collections of tax from the different income groups.
'They refer to assessments and not to assessees and both arrears and
current assessments are pooled together. Their usefulness for
.studies relating to distribution of income is thus seriously restricted.
lt would be useful to give the number of assessees, total gross income,
tax demand and .net income (i.e.,· income after deduction of tax) t
:according to grades ·of total gross income (i.e., of. income before
deduction 6f earned income allowances), for different classes of
assessees. In respect of companies, income-tax returns do not throw
light on the distribution of shareholders by grades of incom~ nor are
details of dividend incomes in different income groups and the
.sources thereof, available. No idea can be obtained of the income
·(gross or net) and tax demands or payments of public limited and
:private limited companies separately,· nor of business and professional incomes separately, and of resident or non-resident assessees
by types of business. Useful data on some of these matters are, we
believe, available in the offices of the Director of Inspection and
Commissioners of Income-tax, and in the Collation Branch, but they
.are not sifted, processed and published. It was not possible for us
to get information regarding dividend payments by grades of income
of years prior to 1952-53 as it was stated that the 'punched ·cards'
for those years had been destroyed for want of storage space. The
information obtained by us regarding private limited companies
shows that a wealth of material is available in the Income-tax Department which can be collected and classified at comparatively
reasonable cost. We think that the Central Board of Revenue should
have more adequate material at its disposal to. enable it to advise
Government on important questions relating. purely to income-tax
law and administration: For example, the figures relating to initial
.and additional depreciation -allowances, dividend payments by
grades of income, analysis of sources of income of persons in certain
.specified categories of income, etc., are some of the data which can,
in our opinion, be collected without much difficulty and the usefulness of which for purposes of making important policy decisions is
unquestionable. We, therefore, recommend that the statistical side
<>f the Central Board of Revenue should be overhauled and improved
.and that an expert committee should be appointed to make detailed
recommendations in this regard.
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CHAPTER XIV
ESTATE ·DUTY

The levy of an estate duty in ·India was recommended by the
d
c
Taxation Enquiry Committee of 1924-25, but con-.
P esi tton un er
· th e way
stitudon
of India on- s t't
1 u t'10na1 an d oth er diffi cuIt'1es s t oo d 1n
of the introduction of this form of' taxation.
The constitutional position is now clarified by the inclusion of items
87 and 88 in the Union List in the Seventh Schedule to the Constitution of India, under which estate duty in respect of property other
than agricultural land and duties in respect of_ succession to property
other than agricultural land come within the exclusive legislative
jurisdiction of Parliament. At the same time, the net proceeds of the
duty (except for that accruing in Part C States) do not form part of
the Consolidated Fund of. India, but are, under Article 269 of the
Constitution, to be distributed among the States within which duty
is leviable. Estate duty and succession duty on agricultural land are
within the legal competence of State Legislatures (items 47 and 48
of the State List in the Seventh Schedule). Under Article 252 of the
Constitution, however, Parliament can legislate on these subjects if
the Legislatures of two or more States pass resolutions to that effect;
after such legislation is enacted, it can be extended to other States
by a resolution adopted by the Legislatures of those States.
2. Another difficulty had been caused by the p~culiar features of
the Hindu joint family system. In view of this, the succession duty
form of the levy, which bases liability on the amounts inherited by
various persons and their degree of relationship to the deceased
person, was considered unsuitable fo:r; adoption in India. It was,
therefore, decided to go in for estate duty, which bases liability on
the total value of the estate left by the deceased. Special legal
provisions have also had to be made to cover the levy of the duty
on coparcenary interests under the Hindu law.
3. The Estate Duty Act was passed in 1953, and imposes a duty
on property passing or deemed to pass on the
Estate Duty Act,
death of a person, on or after the 15th October
1953 : main provi1953. Property deemed to pass on death insions
cludes property which the deceased at the time
of his• death was competent to dispose of, and property in which the
deceased or any oth~r person had an interest ceasing on the former's
death. Certain exceptions have been provided to this general rule.
If the deceased was domiciled in India at the time of his death, the
duty is leviable on all immovable property situated in India, and on
all movable property (situated in India or outside) which passes
on his death. If the deceased was domiciled outside India, the duty
is leviable on all immovable property situated in India, all movable
property situated in India and movable property situated outside
India if it is settled property and the settler was domiciled in India
at the time the settlement took effect. The situs of movable property of various kinds is determined by rules framed under the Act.
242
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4. All property passing en the death of a persen, subject to certain minor exceptions, is to be aggregated to form one estate. Agricultural land situated in eleven Part A and Part B States, whose
Legislatures have agreed to central legislation, w.ill form part of the
estate subject to duty. Agricultural land situated in other Part A
and Part B States is not subject to duty, but its value is to be taken
into account for determining the rate of duty leviable on other
property.
5. An important provision is that, on the death of a inerriber .of
a Hindu coparcenary aged over eighteen years or less than eighteen
years and with none of his lineal ancestors as a member of the coparcenary, who belongs to the Mitakshara, Marumakkatayam or· Aliyasantana school, the share of the family property to which he would
have been entitled if partition had taken place just before his death
will be treated as property passing on his. death. Different limits of
exemption are prescribed for portions of the estate consisting of
coparcenary property and of the rest of the deceased's estate.
6. The value of an estate is the market value of the properties
comprising it, as at the time of death. From the value so determined, certain exclusions and abatements are ·permissible. Deductions
are also permissible, subject to certain limitations, on account of
· reasonable funeral expenses and for debts and encumbrances.
7. The Act contains various provisions to counteract attempts at
legal avoidance. One set of provisions is that gifts made 'in.contemplation of death' (donatio mortis causa) as defined in the Indian Succession Act, are to be treated as passing on. death. Gifts inter vivos
for public· charitable purposes made within a period of six months ·
before the death, and gifts for other. purposes made within two years
before death takes place, are also to be treated as passing on deathL
Such gifts, however, will be exempt from duty up to a maximum of
Rs. 2,500 in the case of gifts for charitable purposes and of Rs. 1,500
in the case of other gifts.
8. Another important set of provisions is to the effect that, where
the deceased had transferred any property to a controlled company·
and had derived any benefits from it, a part of the assets of the com~
pany will be deemed to be property passing on his death, in the same
proportion as the benefits derived by him on the last three accounting years of the company bear to the income of the company in those
years. A controlled company is defined as one in which the public are
not substantially interested and which has at any relevant time been
under the control of not more than five persons, or which is not the
subsidiary of a public company.
9. The first Rs. 50,000 of property consisting of a coparcenary
interest in joint Hindu families of the Mitakshara etc., schools, and
the first Rs. 1,00,000 of other chargeable property is exempt from
charge. The balance is chargeable at progressive rates under the
•slab system' whicp rise from fivEl per cent. on the slab from Rs. 50,000
to one lakh for joint family property, and seven and a half per cent.
on the first Rs. 50,000 above Rs. one lakh in all cases, to 40 per cent.
on the excess over Rs. 50 lakhs.
10. The administration of the estate duty has been vested in the
Central Board of Revenue and in the officers of the Income-tax
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Department. Assessments are to be made by the departmental officers, and all appeals lie to the Central Board of Revenue. At this
stage, questions involving valuation of assets of various kinds are to
be referred to Valuers chosen from a panel appointed by the
Central Board of Revenue. References on questions of law can be
made to the High Courts and the Supreme Court.
11. ·In ·view of the short experience of the working of estate
duty, witnesses have generally refrained from suggesting any signi. ficant changes either in its structure or in the rates. They have,
however, raised some points of principle in response to our questionnaire which we discuss below.
12. It has been suggested to us that the exemP.tion limit is too
high, particularly as compared to other countries where estate duty
is. levied, and also in relation to the per capita national income in this
country. We are given to understand that the exemption limit has
been fixed deliberately at the relatively high figure of Rs. one lakh
for the present, in order to ensure that the volume of assessment and
col~ection work that will require to be handled in connection with
this new tax in the first few years of its introduction will not be
much more than the relatively small staff, which has only very
recently been recruited, and is still in the process of training, can
effectively cope with; This strikes us as a good enough reason for
hastening slowly in this matter, though we would suggest that the
feasibility of reducing the exemption limit should be kept in mind
by Government and all possible efforts made to increase the strength
of the staff and to improve its quality, as early as practicable.
13. We also appreciate the relevance of the argument put forward
by the Central Board of Revenue that in case the exemption limit is
reduced very drastically-say, toRs. 25,000 or some such figure-the
cost of collection w:ill become disproportionately high. Another
point deserves notice. An amendment was introduced during the
second reading of the Bill in the Parliament for the. exclusion of
residential houses in computing the principal value of the estate, but
this was opposed by Government on the ground that the exemption
limit was high. enough to include the value of a residential house.
If the exemption limit is now lowered appreciably, the question of
excluding certain items like this will also have to be considered.
We believe that, on the whole, it would be advisable to put off such
changes till after more experience has been gained of the working of
the new tax.
14. On all these grounds, we are of opinion that the exemption
limit may be 'left for the present at Rs. one lakh. It may be of
interest to note, in this connection, that the exemption limit in the
United Kingdom has been increased steadily, over a period of years,
from £2,000 to £3,000 in 1954-55.
15. Certain interests have suggeste~ that investments in new
industrial undertakings should be excluded from the principal value
of the estate of a deceased, the concession being confined to investments in certain industrial units selected by Government. The justiftcation for this suggestion is that the exemption of such shares from
estate duty would act as an incentive for investment in new industries and would also incidentally prevent their being unloaded on the
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market to the detriment of the industry concerned, for the purpoSes
of payment of estate duty. We are alive to the question of incentives
to productive efforts and we have already dealt with this question
in its relevant context in relation to the structure of income-tax. We
think it is not necessary at this stage to use estate duty as an instrument for the purposes of affording incentives to risk capital.
16. Section 84 (1) of the Estate Duty Act has been criticised by
certain foreign interests. It imposes a liability on the company in
respect of the estate of a person who was not domiciled in India, but
who possessed at the time of his death shares in a company which
was not incorporated in India but which was resident in India for
two out of the last three completed income-tax assessments. In
view of the difficulty of recovering estate duty in' such cases from
the persons concerned, it has been provided· in section 84 that the
tax should be recovered from the company itself at a fixed rate
·which is nil if the value of the shares does not exceed Rs. 5~000 and
seven and a half per cent. if it exceeds that figure. It is stated that
the provision is inequitable inasmuch as it imposes a vicarious liability on the co~pany and it will adversely affect the inflow of foreign
·
capital into India.
17. The provision has been justified on the ground that it is not
inequitable to place a charge on the company if its profits are largely
derived from this country. In its ultimate effect, the charge will be
borne by the whole body of the shareholders who are the beneficiaries of the profits made by the company. We agree with this view.
The charge placed on the value of such shares is small and would not
·be a great burden on the current or accumulated profits of a company.
18. For the same reason, we consider that the effect of the estate
duty on the inflow of foreign capital is exaggerated. More drastic
provisions of this nature exist in other underdeveloped countries~
e.g., Ceylon.
19. We would, however, draw attention to the proposal that we
have made in Chapter II regarding the deletion from the law of the
test for determining the 'residence' of companies based on their
income arising in India. In view of the change recommended, the
criterion used for the charge under section 84(1) of the Estate Duty·
Act will have to be reviewed.
20. The introduction of a tax on gifts has also been suggested by
some witnesses as a means of preventing the
Gift tax
evasion of death duties and incidentally also of
income-tax. The present provisions regarding the taxation of gifts
may be recounted briefly., All gifts inter vivos made within two
years -of the death of a person are chargeable to estate duty. Gifts
for public charitable purposes are taxable if they are made within
six months of the death of a p~rson. In both cases. an exemption has
been provided upto a maximum limit under section 33 of the Estate
Duty Act. Gifts made otherwise than under the above conditions
are not chargeable to estate duty. The suggestion now made is that
a small charge should be placed· on such gifts as and when they are
made. The analogy for this purpose is provided by the gif~ tax in
vogue in many countries, ~eluding the U.S.A.

.
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21. A &ift tax is theoretically an attractive proposition, but it
requires considerable experience of the operation of estate duty
before it can be introduced. One of the pre-requisites for operating
successfully a tax of this nature would be to introduce the submission
by income-tax assessees of a statement of assets and liabilities. As
more experience is gained of this type of work, the feasibility of
introducing a gift tax can be considered. Moreover, the rates of death
duty are at present low. The value of a gift tax as a second line of
defence for estate duty is greater if the rates of the latter are steeply
progressive. We are, therefore, not in favour of introducing the gift
tax at this stage.,
22. Another demand that has been placed before us is that an
Appellate Tribunal
independent Appellate Tribunal should be set
up to hear appeals against the decisions of the
Estate Duty Controller. According to this view, appeals should not
lie to the Central Board of Revenue but to an independent body.
Those who have put forward this claim point out that under the
Income-tax Act the judicial and executive functions of the Commissioners have been bifurcated and an independent Tribunal has been
provided for. A similar arrangement can be made for estate duty
administration also, it is ariDJ,ed. Government's point of view has
been that, during the initial years of the working of the Act, the
executive should have adequate powers and that, later on, if the need
for a Tribunal is felt, its establishment could be considered. Some
witnesses are of the view that if provision is made for an appeal to
the Tribunal instead of to the Central Board of Revenue, it would
encourage disputes arising out of points of f3:ct to be takeri up to the
Tribunal, from the very commencement of the Act, and that this will
lead to lack of uniformity in interpretation. As the Estate Duty Act
is a highly technical and complicated piece of legislation, we see considerable advantages in. retaining the appellate powers with the
Central Board of Revenue for the time being.
23. The question as to how the duty should be collected has also
Payment of duty
'!:>een raised, and it has been suggested ~at
unmovable property and shares and securities
sliould be accepted in payment of dues. This, it is argued, would
remove possible cases of hardship when the estate left by the
deceased has inadequate liquid resources. Government can also collect the dues easily. It is further stated that, in the U.K., immovable property is accepted for payment and that a similar course
should be adopted in India also.
24. The official point of view is that Government need money for
deyelopment and that if company shares of fluctuating value or fixed
assets not capable of easy disposal were given to them, it would only
add to their worries. Although under the U.K. Act payment of duty
in the form of immovable property is permitted, the provision is
resorted to only in exceptional cases.

· 25. Section 70 of the Estate Duty Act empowers the Controller to
allow payment to be postponed for such period, to such extent and
on payment of interest at a rate not exceeding four per cent. or any
higher interest yielded ·by the property_ as he may think fit. It is
also provided that estate duty in respect of immovable property may,
at the option of the person accountable, be paid in eiiht equal yearly
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instalments or sixteen equal half-yearly instalments with interest at
the rate of four per cent. per annum or higher. The Finance Minister has given an assurance that, in actual working, cases of hardship
would be very sympathetically dealt with, and we have no doubt
that this assurance will be carried out in practice.
26. It remains for us now to consider whether any change should
Conclusion
be effected in the scheme of the estate duty and
the rates at which it is levied. We have already
pointed out that the Indian estate-duty makes no distinction between
acquired and inherited property, nor does it draw any distinction on
the basis of the consanguinity of the inheritor. There is also no provision for the levy of succession duties. Moreover, the minimum
value of property exempted from the duty is much higher than in
other countries, while the rates of duty charged on the estates liable
to tax are uniformly lower than in most of the other countries. Thu~,
the exemption limit is Rs. one lakh in India · as against £3,000 in
the U.K., Rs. 20,000 in Ceylon, and the equivalent of Rs. 30,000 in
.Australia. As regards rates, at Rs. one lakh level, the Indian rate
would be' nil, while it is 3 per cent. in the U.K., 2·6 per cent. in
Australia, 1·3 per cent, in Canada, 7·3 per cent. in Sweden, and
29·3 per cent. in Japan. At Rs. ten lakhs level,. the Indian rate
works out at 15·25 per cent. as against 40 per cent. in the U.K.,
16·9 per cent. in U.S.A., 20·6 per cent. in Australia, 14·2 per cent.
in Canada,· 32·7 per cent. in Sweden, and 56·8 per· cent. in Japan.
Indian rates are lower than foreign rates for almost every bracket.
And the rate on the highest slab is 40 per cent. in India as against
.a 'step' rate of 80 per cent. in the U.K. Moreover, many
of the recommendations we have made for the continued
promotion of capital formation such as non-taxation of bonus shares,
development rebate, tax holiday under section 15C of the Income-tax
.Act, etc., may lead, as a consequence, to the growth of savings and
investments among individual tax-payers or the accumulation of
undistributed profits and the issue of bonus shares in· the private
corporate sector and should, therefore, call · for suitable action
through the tax system to check the widening of inequalities in
wealth. There seems to be, from this point of view, a case for recommending changes both in the system and in the rates of the estate
.duty with a view to making it a more effective instrument for lessening both the range and the magnitude of inequality of wealth. in .the
~ountry.

27. Three main objections are advanced against this view, viz.,
(1) it will act as a disincentive to saving and therefore to
investment and capital formation; ·
(2) as the difficulties of collection increase- with increasing
rates, the danger of business units being broken up with
consequent adverse effects on efficiency will also increase,
a contingency particularly undesirable in a country in such
urgent need of economic development as India~
(3) as estate duty has just been introduced, the administration has hardly had the time to acquire experience of, or
work out, suitable ways of dealing with the various problems it gives rise to in respect of both ~sessment ancl
collection.
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28. We are not impressed by the first argument. Although, taken
by itself, the estate duty might have a certain effect on savings, this
effect should be smaller than that of a tax on personal incomes yielding the same revenue. In fact, foreign experience has shown that.
death duties have had hardly any adverse effect on the volume of personal savings, for the reason, among others, that where savings are·
not involuntary in the sense of being a residual element they are
the result_of motives which are not adversely affected by taxation
of the estate after death. We do not, therefore, accept as valid the·
contention that any increase in the rates of estate duties in India
will have adverse effects on the volume of savings and investment.
29. Estate duty has an important role in the Indian fiscal system
not only from the standpoint of revenue but also as an instrument.
for reducing inequalities in wealth; and we are certain that it will
have to undergo changes in the direction of making it more progressive than it is at the moment. The point is whether the present timeis opportune for this purpose. We are impressed by the fact that
the duty has come into force only recently and the administration.
is not yet acquainted with the types. of problems that are likely t().
arise in it.s administration. We would, therefore, recommend that~
as more experience is gained, the rates should be reviewed for thepurposes of increasing them. The only change that we would recommend for very early .consideration is that the period before death
during which gifts inter vivos become liable to estate duty should
be increased from two years as prescribed at present to five years.
'rhis would bring the Indian legislation into line with that of some
other countries, and also close more effectively than at present oneof the admitted loopholes in the operation of estate duty, especiallysince our law does not provide for a separate gift tax.
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CHAPTER I
A HISTORICAL REVIEW
Commodity taxation in the sphere of the Central Gove:rnment
c~nsists. of import. duties, export d~ties and ex-·
cise duties. In this chapter we review the evolution of these taxes and the trends in the revenue from them since
the end of World War I.
·
Introductory

2. There have been larg·e variations during the period covered
by this review in the share. contributed by com-.
S!tare or. commo- modity taxes to the total tax revenues of the
dity taxes m Central C
. expansion
.
Tax Revenue
entral G overnment. A substantial
in the share of the indirect taxes took place between 1920-21 and 1925-26 due primarily to the development
of the import tariff. There was little change between 1925-26
and 1938-39 in the share of indirect taxes, though the relative importance of import duties, ·excise duties and the salt
tax varied. An increase iii the share of excise duties and of the
.salt tax (customs and excise) made up for a decline in the contribution of customs duties. There was a slight decline between 192526 and 1931-32 due to a fall in the share of customs duties as a result
of the depression. The contribution of these duties to Central reve.:..
nues once more almost reached the level of 1925-26 by 1938-39. By
1948-49 a substantial decline occurred in spite of the imposition of
new excise duties, because of the war-time development of direct
taxation, certain reductions in rates of import duty and changes in
the pattern of trade; and· the abolition of the duties on salt. A considerable increase has taken place since then due to an increase in the
rates of import duty and in the volume of impoz:ts and also be~ause
of the significant expansion of revenue from export duties and Central excise. The relevant statistics are as follows:-

1.-Share of customs and excues in Central Government tax
•
revenues
·

TABLE

Year

(I)

Total gross
Gross
tax revenue ~customs
oftheGov- revenue
emment
of
India

(2)

Gross
Central
excise
revenue

<•>·

(3)

Gross
Total
Col.
salt grQSS customs, as percentrevenue Central exage of
cise and
Col. 2
salt revenue

'

(S)

(6)

(7)

In crores of Rupees

192o-21
1925-26
1931-32
19!8-39
1948-49
1953-54

6o·85
72•86 ..
75'62
81•87
385·18
420'33

29'05
45•61
41'53
<44'51
130'42
161•33
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2·85
3•21
6·19
8·72
51·66
94'00

6·76
6·37
8•78.
S··I

38·66
55'19
56· 5o
61•64
182·08
255'33

63"5
15·&
74'7
75'3
47'3
6o·l
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3. We now proceed to·review the changes in yield which have. taken place during this period in each of the groups constituting
Central commodity taxes, viz., import duties, export duties and excise duties, describing briefly the factors responsible for these
changes.
4. At .the end of World War I, the general rate of import duty
was 7! per cent. with machinery and iron and
~ri:ftlon oflmpon steel paying duty at 2! per cent., sugar at 10 per·
cent. and motor spirit at 6 annas a gallon.
Financial needs led to the raising of the general rate to 11 per cent~
in 1921 and again to 15 per cent. in 1922. In addition, matches and
luxury items were subjected to higher rates of duty. Also, in 1922,
a new duty of 5 per cent. was levied on cotton yarn. Iron and steel
and railway materials (till then assessable at 2! per cent.) were.
·
subjected to a duty of 10 per cent.
The above rates remained practically unchanged up to 1931, except, of course, those which were altered for protective purposes.
During the period 1922 to 1931, however, duties on sugar, unmanufactured tobacco, cotton piecegoods and kerosene were raised and
the duty on silver was reintroduced.
, ·5. In 1931, the economic depression caused a heavy deficit in the·
Central finances and additional taxation was introduced under theIndian Finance Act, 1931, and the Indian Finance (Supplementary
and Extending) Act, 1931. The general rate of the import tariff was
put up to 25 per cent. and varying rates of surcharges resulted in
the upward revision of duties on numerous individual items like
liquors, silver, sugar, spices, cotton piece-goods, tobacco (including
cigars and cigarettes), fuel and lubricating oils, motor cars, motor
cycles, art silk yarn and thread, art silk piecegoods and art silk
mixtures. As a consequence of these changes machinery, coal-tar
dyes, etc., which were hitherto admitted free, were subjected to a
duty of 10 per cent. and a duty of half an anna per lb. was imposed
on raw cotton. The changes introduced by the two Finance Acts
of 1931 were incorporated in the tariff from 1st January 1935 by the
Indian· Tariff Act, 1934.
·6. In .the years immediately preceding WQrld War II and shortly
thereafter, in order to meet budgetary requirements, the rates of
duty on several individual items were raised, notably on raw cotton
(1939) and art silk yarn and .thread (1941). ·The former had a duty
of half an anna per lb. imposed on it in 1931. In 1939 this was doubled; and by the Cotton Fund Ordinance, 1942, this was doubled again,.
but one anna went into the Fund created under the provisions of
the Ordinance. (In 1946, however, the Fund was abolished leaving,
the revenue duty itself at 2 annas per lb.).
.
7. An overall surcharge of one-fifth on all" duties was imposed by
the Finance Act, .1942; this was continued from year to year until
1951. At the same .time, certain permanent adjustments in rates of
duty were made in respect of which no surcharge was applied; ·notably, the duty (both customs and excise) on motor spirit was raised
from 12 annas to 15 annas per gallon. The surcharge was not applied to industrial plant and machinery which, therefore, remained
dutiable at 10 per cent. ad valorem. In 1944,. the rate of surcharge
on certa_in items (potable spirits and cigars, cigarettes and tobacco)
I
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was increased from one-fifth to one-half. In the following year, the
.duties on all tobacco items were refixed so as to correspond with
the enhanced rates of Central excise duty on indigenous tobacco
which were introduced at the same time. In 1946, certain duties
were readjusted and the duty on kerosene was substantially reduced
lrom 4 annas 6 pies to 3 annas per gallon. The ad valorem duties
on betelnuts and cinematograph films were ~eplaced by. specific
.duties. The duty on silver was enhanced, while gold was for the
first time subjected to a duty, the rate being Rs. 25 per tola (this
was later reduced by one-half by notification).
8. Certain important changes in the tariff took place in 1948.
.Firstly, the commitments entered into by India under GATT were
.given effect to in that year. Secondly, the duty on industrial plant
.and machinery was reduced from 10 per cent. to 5 per cent.· The
-duties on a number of raw materials for industries were either
removed or reduced. By an Ordinance promulgated in November
1948, the rates on a number o:£ luxury articles were increased sub.stantially, e.g., on articles of gold and silver, fine and superfine varieties of textiles, fire-works, toilet requisites,' motor cars, crockery,
.cutlery, tobacco, alcoholic liquors, etc. '
9. In 1950, the rates of duty on parts and accessories of motor
-vehicles other than motor cycles were rationalised as a meas:ure of
·.anticipatory protection.
10. The next series of important changes came about under the
Finance Act, 1951, after the outbreak of the Korean \Var. The
_general surcharge of one-fifth on import duties was enhanced to
.one-fourth. The rate of surcharge "on liquors which was fixed at
100 per cent. under the 1948 Ordinance was enhanced still further
to 155 per cent. The finer varieties· of textiles were subjected to a
:surcharge of 55 per, cent. ·Articles which were hitherto immune
from the surcharge were subjected to a surcharge o:£ 5 per c~nt. The
.specific rates of duty on mineral oils other than kerosene and motor
.spirit were replaced by alternative rates of duties, as it was feared
-that the specific rates were no longer keeping pace with the rise
in import prices.
11. A substantial increase in rates of duty on certain consumer
_goods was a notable feature of the Finance Act, 1953. In certain
·cases, increase in duty was accompanied by a liberalisation of quotas.
Also, substantial reliefs were granted in the duties on milk foods
·for infants and invalids, patent foods for infants and invalids, peni·cillin in bulk, antibiotics, sulpha drugs, scientific and surgical in.struments and art works.
12. Under the Finance· Act, 1954, the duty on betelnuts has been
-further enhanced, the preference in favour of U.K. in · respect of
motor cars .has been abolished and anti-malarial drugs have, for
the first time, been subjected to a duty, the rate being 20 per cent.
.ad valorem. In addition, duties on a number of items have been
.enhanced and import quotas liberalised. Simultaneously, action
has been taken under section 23 of the Sea Customs Act, exempting
:from duty raw cotton, iron and steel plates and sheets, and railway
-track materials. The policy of liberalising quotas with enhanced
.duties has been carried still further through the introduction of
.another series of changes in September, 1954.
I
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13. The following table sets out the revenue from import duties
as a percentage of the total tax revenue of the
Government of .I n d"1a an d a1so as a percen t ~geof the value of Imports:-

~"b •
r i
~YUDtrl ut1on o
mport
duties to Central tax revenue
TABLE

2.-Revenue 'from import duties at percentage of total ta:x:revenue and value of imports
·

Year

Gross revenue from Gross revenue from
import duties
import duties .as a
percentage of total tax
revenue of the Government of India

Gross revenue from
import dutie~ u a
percentage 01 value
of imports

In crore1 of Rupees
1920-21
1925-28
1!)31-32
1938-39
1948-49
1953-54

23·03
39"32
36·ol
39·8o
97•98
120"29

38·3
54"3
.f.8•I
48"9
U"4
28·6

7"3
17"5
J0•8
25·6
17•6
21·8

The revenue from import duties as a percentage of the value of
imports will be referred to as the incidence of import duties. This
percentage is relevant as a measure of the tax burden on imported
goods. It may vary not merely as a result of changes in tariff rates
but also because of variations in the composition of imports.
· 14. As stated earlier, the period from 1920-21 to 1925-26 was
marked by the development of the import tariff. Revenue duties
were raised and protection was granted on a large scale. As a result, the incidence of import duties increased from 7 per cent. t()
17 per cent. and the contribution of import duties to Central tax
revenu~s went up from 38 per cent. to 54 per cent.
15. The process was carried further up to 1931-32 and as a result
of. this factor and of the increased burden of specific duties due tothe fall in prices, the incidence of import duties. increased to 31 per
cent. in 1931-32. Owing, however, to a fall in the value of imports·
as a result of the depression, the contribution of import duties t()
Central tax revenue declined slightly to 48 per cent.
16. There were no important tariff changes till 1938-39, but
changes in the composition of imports were of importance during
this period, reducing the incidence of import duties to 26 per cent.
in 1938-39 from 31 per cent. in 1931-32. A contributory factor was
the fall in the burden of the specific duties due to the rise in prices.
The effect of protection was beginning to be felt and low duty items.
like machinery and raw cotton were increasing in importance.
However, as the value of imports was on the increase,. the relativecontribution of import duties to Central tax revenues remained:
steady.
17. By 1948-49, the incidence of import duties had decreased to 18'
per cent. from 26 per cent. in 1938-39 and the contribution of import
duties to Central tax revenues was reduced from 49 per cent. to 2~
per cent. between the two years. This was due both to rate changes-.
'

CHANGES) IN THE <OM POSITION Of IMPORT TRADE

1920-21 -

J9~26

\

1931-32

1953-5~

(a) Foodgrains
(b) Industrial reQuirements
( i) Raw cotton and machinery
(il) Other industrial reQuirements
(c) Commoditlesother than (a),(b),
(i) & (i i )•

~.:.:-.:..:..:0 I
f_~,®

f::-:·:·:·:·:·:-:::·:-:::3
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made with a vi~w to promoting industrialisation, which have been .
referred ~o earlier, and to c~anges in the composition of imports.
:rhe rate mcreases fo~ ~uxury .Items could not make up for reductions .
1n ~l;ltY: on commodities which formed a steadily greater part of
India s Imports. _Also, the s~_o~e for increases in. rates of duty on
consumer goods 1tems was limited by obligations under GATT.
18. After 1948-49, the further surcharge ot 5 per cent. and the
increases in rates of duty for a variety of items, especially consumer
goods, raised the incidence of import duties to 22 per cent in 195354 and the contribution of import duties to Central tax revenue
showed a slight' improvement, being 29 per cent. in 1953-54 as compared to 25 per cent. in 1948-49.
~
. ,.
19. Changes in the composition of import trade .have been of
importance in relation to the yield from import duties. Since the
War, large foodgrain imports, which are free of duty, have tended
to reduce the incidence of import duties. While · in 1938-39 only
8• 8 per cent. of the value of imports was accounted for by foodgrains,
the corresponding percentages for 1948-49 and 1953-54 were 18·2
and 13·1. More significant has been a steady increase since World
War I in the importance of. industrial requirements as opposed to
finished goods in India's import trade. Industrial requirements constitute a large variety of items such as raw cotton, motor spirit (excluding a small portion used. by motor cars), machinery, building
and engineering materials and tools and implements . .Imports of
industrial requirements as a percentage of the total value of imports have risen from 41 in 1920-21 to 50 in 1931-32, 54 in 1938-39
and 68 in 1953-54. As the level of duties on industrial requirements
must necessarily be lower than the level of duties on finished goods,
the increased share. of industrial requirements in the import trade
has meant a reduction in the total import duty revenue as a percentage of value of imports obtained with any given import tariff.
The increase in imports of machinery and raw cotton, which have·
_ always been low-duty items, is specially significant. Their share .
in imports has gone up steadily frpm 7·4 per cent. in 1925-28 to
24· 5 per cent. in 1953-54. The diagrams facing this page indicate the
changes in the composition of tz:ade.
·
..
20. The revenue from consumer goods has been affected not merely
by rate changes but also by changes in composition within the
grm~p. Thus the increased importance of sugar in 1930-31 in imports resulted in one,..third of the total import duty revenue being
derived from that article. Again, be.tween 1931-32 and 1938-39,.
there was a shift within the consumer goods group away from items
bearing •high rates of duty such as spirits and liquors and manufactured tobacco towards general utility goods carrying moderate rates.
of duty like domestic. appliances, drugs, medicines, cycles, etc.
21. The revenue from export duties was fairly constant in the
Export duty
pre-war period and their contribution to total
tax revenue, therefore, declined somewhatr
After the War export duties acquired a new importance. The roleof export duties is discussed in detail in another chapter.
22. Salt constituted an important source of revenue until theSalt duty.
second World War and the revenue from it was
realised mainly through an .excise duty on indigenous salt and partly through customs duty on imports. Its
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share in total Central Government revenues remained fairly constant at about one-tenth. With the considerable development of
direct taxation and the extension of excises during and after the
War, its share declined and in the year before the duty was abolishEd (viz., in 1946-47) it was only about 3 per cent.
The rate of duty remained at Rs. 1-4-0 per maund from 1917 to
1931, except· for the single year 1923-24 when it was double. From
1931 till the abolition of· the duty in 1947, the rate 'of duty was
·Rs. 1-9-0 per maund.
·
23. Apart from· the salt duty, the first excise duty levied by the
Government of India was iD; 1894 when ~otton
yarn of counts above twenties was subJected
·
to an excise duty equivaleht to the import duty.
In 1896, this was changed into an excise duty on mill cloth. These
excises were imposed as a result of pressure from U.K. and they
were meant to improve the competitive position of Lancashire cloth
in the Indian mark~t. Consequently, public opinion was strongly
<>pposed to these excises and the Government of India supported the
· public demand for the removal of these duties. The first Fiscal
;Commission (1921-22) reviewed the whole position and .recommended
the abolition of the excise duty on cloth. It also recommended that
the rate of import duty necessary for the protection· of the cotton
textile industry should be considered by a Tariff Board, and that
.after the appropriate rate was fixed, the Central legislature should
decide whether there was a case for retention of an excise duty. If
·continuance of the excise duty was decided upon, the import duty
fixed with reference to the necessary level of,protection, should be
increased by the amount of the excise duty. The excise duty on
doth was abolished in 1926.
Evo1utioll of Central
excises
.

24. Of the present excises, the. earliest was the levy on motor
spirit introduced in 1917. The primary purpose of this excise was
to bring down the consumption of petrol in India and to conserve
the supply for war requirements. . The excise duty on this article
was retained as a permanent feature as it proved to be a good
source of revenue.
25. The next item to be placed on the Central excise tariff was
kerosene,. which was S\.).bjected to duty in 1922.
26. The third article to be brought into the Central excise tariff
was silver on which a duty was imposed in 1930. After tlie separation of Burma in 1937, no revenue has been realised from this
.article as the Indian· production is negligible.
27. The year 1934 was a landmark in the development of Central
excise because it was in that year that duties were imposed on
sugar, matches and steel ingots. These were industries that had
been established as a result of-·· protection and their development
had by 1934 reached a stage at which revenue could once more be
derived through excise duties' to replace the revenue from import
duties that had been foregone. The imposition of a surcharge of
Rs. 1-13-0 per cwt. on the protective duty of Rs. 7-4-0 in 1931 had
led to a rapid expansion of sugar factories and the making of large
profits by ~he manufacturers. An excise duty was therefore im-
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posed., minimum prices being also fixed for sugar-cane in order to.
ensure that cane-growers derived some benefit from the grant of
protection to the sugar m~nufacturing industry.
28. The excise duty on matches was also ·introduced in view of
the expansion of the domestic industry.
: , .__
·

at

29. The exc~se duty on mechanical lighters was introduced
the same time as the duty on matches. Ther~ was at that. time
no production of mechanical lighters in India. It was, however,.
expected that the revenue from ·matches 'Yould be affected by the
establishment of a mechanical lighters industry or by the import•of
lighters; an excise duty:was, therefore, impqsed and the import duty
enhanced by an equivalent amount.
·
30. The excise duty on steel ingots was introduced· subsequently
in 1934. The recommendations of the Tariff Board regarding the
protection of the steel industry involved .a very considerable reduction in the level of import duties with a resultant decline in customs revenue. It was, therefore, _found ·necessary to impose an
excise duty on the production of steel ingots in India with a countervailing customs duty. ·
-.'
31. During the second World War, Government explored vai-io'us
methods of increasing revenue and in 19_41 an excise .duty was
imposed on tyres. Th~s industry was also an example of loss of
customs revenue through the replacement of imports by. home production. In 1943, vegetable product was also brpught under excise.
That year, however, was more significant for the introduction·. of
the excise duty on tobacco.
·
32..The. excise duty on tobacco marked a departure fn the--Central
excise system . because so far excises had been levied only on . the
products of organiS'ed industries. _ The exigencies of war finance
made it· necessary to raise revenue from tobacco and an· elaborate
scheme of taxation was consequently ~troduced in 1943: This.
subject is dealt with in a separate chapter.
33. In the following year (1944), coffee, tea and betelnuts were
brought into the excise tariff as further sources· of revenue. The
duty on betelnuts was abolished in 1948, primarily because of
administrative difficulties and also because a considerable portion
of the growing areas was lost on account of partition.
34. The next major addition to the Central excise tariff was in
1949 when it was extended to mill-ID:ade cloth. In justification, the
Finance Minister stated that it was necessary to replace the heavy
loss in revenue resulting from the abolition of the salt duty and·
that the proposed duty would not affect the mill industry and .at
the same time would help' the handloom industry._
35. In 1954, duties were imposed on art silk, cement, soap
footwear.

and

36. The principles underlying the extensiorl of excises from time ·
to time are that indigenous industries which have developed under
a protective tariff wall should be called upon to. replace the loss
317 MofF-17
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of customs revenue on impprts and that the country's tax structure can be made stable only by broadbasing the excises.

37. The following table sets out the revenue from Central excise
tr1butio r ci
duties in certain years and "the proportion of
d:des to
~.tax revenue of .the Government of India ·d~rived
revenue
from these duties:-

c

C!:uc:ai
I

TABLE

Year

a.-Revenue from excise duties as percentage of total
·
tax Tevenue
Gross Central excise revenue

Total gross tax reve- Excise r~venu~ as pernue of the Govern- centage of total tax
ment of India
revenue

In crores of Rupees
1920-21

2·8s

6o·Ss

4'7

1925-26

, 3•21

72•86

4'4

1931-32

6•19

75•62

8·8

1938-39

8•72

81·37

IO'J

1948-49

SI·66

385"18

IJ'4

1953-54

94•00

420•33

22'4

38. Variations in the revenue from excises can be explained in
_,.._.-~
terms of three factors-changes in rates, in·
d an·d ext ens10n
· of
crease lll
quant't'
1 1es consume
.the scope of taxation to cover new co:.mnodities. Of these three factors, it is the increase
in coverage which has been most important. The increase in consumption has also been significant while the part played by changes
in rates of duty is only a minor one.

F a c:tors
aua;ung
revenue from
excise
duties

39. Excise duty rates are mostly specific and were not adjusted
from time to time in proportion to price changes. The effect on
revenue of changes in rates of tiuty between two years can be estimated by calculating the yield in one year on the assumption that
(a) the commodities taxed, viz., the coverage of duties and (b) the
output of various commodities which are dutiable remain the
same as in the other year. Thus, in respect of the commodities subject to excise duty in 1953-54, which were also being taxed in
1938-39, the yield was Rs. 27 crores in 1953-54. Applying the
rates of duty in force in 1938-39 to the quantities taxed in 1953-54,
the yield would be Rs. 12 crores. Changes in rates alone thus
account for an increase in revenue of the order of 125 per cent.
between 1938-39 and 1953-54.

40. When a_ccount is taken of the rise in the price level over
the period, it will be seen that the rise in rates of duty has been
very moderate. Between 1938-39 and 1953-54, the price level
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increased four-fold while the increase in revenue due to rate increases
was only 125 per cent.; the rates of duty· as percentages of the
prices of articles taxed have thus declined substantially .with a consequent reduction of the average burden of taxation on articles
subject to duty between 1938-39 and ··1953-54.
41. As remarked above, the extension· of coverage was more
significant than increase in rates of duty from the revenue. standpoint. Thus, in 1953-54, only 29 ·per cent. of the revenue ·from
excise duties was raised from articles which were subject to duty
also in 1938-39 and 76 per cent. from articles which were taxed
in 1948-49.
42. The increase in quantities consumed of articles subject to
excise duties has a.lso been a significant factor. In order to· obtain
a measure of the importance of the ~crease in consumption, the
effect of changes in- rates of duty and of extension of coverage has
to be eliminated. The increase in revenue as a result pureiy of
the rise in consumption between 1938-39 and 1948-49 is roughly
25 per cent. Between 1948-49 and 1953-54, there was a further
increase of 27 per cent.·
43. The increased imp-ortance of excise duties is, therefor~,
accounted for mainly by extensions of coverage and natural
increases in consumption. .The inc~eases in specific rates of duty
have been very moderate in relation to price increases.
44. It is of interest to examine the extent to which up to 1953-54
·the expansion of excises has made up for the loss of revenue from
·import duties. An overall comparison of the extent to which
revenue from excise duties has replaced import duty revenue is
difficult. It can, however, be said that the coverage of excise duties
has gone a considerable way towards meeting the revenue lost by
the reduction of imports consequent on protection. In 1931-32
protective import duties yielded Rs. 15·2 crores out of a total import duty revenue of Rs. 36 crores. No less than Rs. 13·4 crores
out of the Rs. 15·2 crores yielded by protective duties was collected
on items subjected later to excise duties.
45. These commodities are listed ·below with the
incidence of customs and excise duties:TABLE

comparative

4.-Comparative incidence of .customs and excise dutiE!s

Commodity

Import duty in Excise duty at
1925-26 as
a present as a
percentage of
percentage of
value
value

Sugar •
Iror:. and steel
Cotto.:l t!xtiles
Matches

10

r

20

II
IJJ

6

lO

100

17
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These figures indicate that excise duties have been imposed at
comparatively moderate levels when ·domestic production has replaced imports.
46. There would appear to be scope for further utilisation of
excise duties in order to maintain revenue from ccmmodity taxation. We suggest in another chapter the directions in which the
scope of Central excise duties could be extended.

CHAPTER II
11\fPORT DUTmS

. The evolution of import duties has been surveyed in the previous ~hapter.. We now. exam.ine the revenue
potenijal of . Import duties with reference to
the composition of the import trade and the· policies. affecting
imports.
'
By 1953-54, industrial requirements constituted ·an important part
of India's imports. In that year, 13 ·1 per cent. of the value of imports
was accounted for by foodgrains, 24· 5 per cent. by raw cotton and
machinery, 43·2 per cent. by industrial requirements other than raw
cotton anc:l machinery and 19·2 per cent. by other items. Import duty
reve~ue formed 21·8 per· cent. of the total value of. imports. Revenue
irom import duties on industrial requirements was 19· 9 per cent.
of ~heir value and revenue from other items . (excluding food. grams) was 43·5 per cent. of their value.
.
Introductory

2. An analysis of the current structure o~ import duties reveals
. .
that the possibilities of increasing the revenue
Poss1bdity of lncreas- from import duties through increase in rates
tog
the duties
revenue from are on t h e w h o1e· sma11. Th"IS becomes c1ear
·
Import
on an. analysis of the list of import items the
rates of import duties on which are not 'bound' under the General
Agreement on Tariffs and Trade and which are subject to duties of
less than 30 per cent. We have reviewed the 1952-53. import trade
.and revenue statistics from this point of view.
. .·.
3. In the free list, imports ·of foodgrains accounted in 1952-53
for Rs. 153 crores out of a total of Rs.. 260
Free !tems
crores. These imports are likely .to 1 beco:Irte
.steadily less important. Raw cotton accounted for another Rs. 77
.crores, but the present policy is not to tax imports of raw cotton
but to tax cotton cloth through excise duties. The .other items
account for Rs. 30 crores. Of these, the main item is raw jute
-amounting to Rs. 17 crores. If jute is to be taxid, it would prob.ably be preferable to levy an excise duty on manufactures. The
remaining items such as trade catalogues, books and sulphur are
insignificant.
4. The value of imports subject to duty at rates below 10 per cent~
was Rs. 91 crores in 1952-53. The most importiLow duty items
ant item .in this category was machinery,
accounting for Rs. 75 crores. The rate of duty on machinery is·
.5! per cent. and an increase in it is not to be recommended as this
is an essential item for promoting industrialisation. The other important items in the 0-10 per cent. duty category are various iron
and steel goods accounting for Rs. 8·9 crores. Th~ iron and steel
. items are subsidised because of high import prices and no 1,1seful
purpose would be served by enhancement of duty. The remaining
items in the 0-10 · per cent. duty category, of which. the value of
imports amounted to Rs. 7 crores, are aeroplanes and parts· .(Rs. 4·8
261
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crores) and miscellaneous industrial requirements. The revenue
potentialities of additional duties on these are of little significance.
5. The value of imports of items subject to duties above 10 per
.
· cent. and below 30 per cent. in 1952-53 was
Moderate duty Items Rs. 77 crores. These are practically all industrial requirements, with the exception of kerosene oil. We suggest
elsewhere that there is a case for enhancement of the rate of excise
duty on kerosene oil ·and a corresponding adjustmeJ?.t of the rate of
import duty would be necessary. Other items in the group are
lubricating, hatching and fuel oils which accounted for Rs. 27 crores~
various iron and steel items the value of imports of which was
Rs. 12 crores, and railway materials imported to the value of Rs. 11
crores. 'rhe remaining Rs. 5 crores were accounted for by miscellaneous industrial requirements. Increase in duty on railway
materials and imported iron and steel would serve no purpose.
The rate on lubricating, hatching and fuel oils is already 15 3/4 per
cent. It would appear, therefore, that enhancement in this cate" gory except for ·kerosene would not be justifiable.
6: The general conclusion is that no appreciable increase in
revenue appears possible from articles subject to an import duty of
30 per cent. or less.
Thus, while some adjustments may be possible, there is little
scope for an increase of rates in import duties. The loss in import
duty revenue would hav~ to be accepted. In some cases, such as
motor spirit and kerosene, there will be an automatic compensating
increase in excise duty revenue. In other cases suitable new excise
dutie~ might be imposed.
7. An examination of the main items in the import trade of the
·0 m
"d
r country from the standpoint of the yield from
trad~ anrs~e~!nu~ import duties reveals the change that has
from import dudes occurred in the character of the import trade,
in the direction of the growth of imports of industrial requirements and, in consequence, the probability of some
further reduction in the revenue from import duties .
Th

. 8. Sugar is expected to yield a revenue of Rs.· 8 crores to Rs. 10
crores in the current year due to heavy imports. Such a contribution is, however, unusual, imports having been negligible since
1939-40 until their recent revival. This is an instance of a commodity the i!Jlport duty from which has declined very considerably as
a result of protection. The revenue from sugar as a percentage of
total import revenue was 8·4 in 1919-20, 16·5 in 1925-26, 22·4 in
1931-32, 1·1 in 1938-39 and 1·1 in 1953-54.
9. The contribution of alcoholic beverages to import duty
revenue has also been steadily falling due to successive increases
in rates and latterly to import control and to the policy of prohibition. Ale, beer, wines, spirits and liquors between them contributed
~·1 per cent. of total import duty revenue in 1920-21, 4·9 per cent.·
In 1938-39 and 1·8 per cent. in 1953-54. The rates on some of these
items have recently been substantially enhanced. From the revenue
point of view, however, these items are unlikely to be of significance for the future.
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10. Betelnuts .have acquired importance for revenue since the
War, their contribution to import duty revenue having increased
from 1·9 per cent. in 1938-39 to 3·9_ per cent. in 1953-54. Rates c•f
duty have been increased sharply, the duty collection as a percentage of the value of imports being 39·2 in 1938-39 and 154·0 in
1953-54. The revenue 'of Rs. 4·65 crores in 1953-54 is thus of some
significance as a tax on consumption.
11. Unmanufactured tobacco imports were of little significance
before the War as there was not much manufacture of cigarettes
in India. During the War and in the immediate post-war period,
revenue from this source was substantial, amounting to 7·8 per cent.
of total import duty revenue in 1948-49. Since then, the development of cigarette· tobacco production in India has reduced imports.
In spite of an increase in duty as a percentage of value from 258·9
in 1948-49 to 304·8 in 1953-54, the contribution of unmanufactured
tobacco to import duty revenue declined to 1·6 per cent. in the
latter year. !his item is unlikely to regain its position as a fruit·
ful source of revenue.
12. Kerosene contributed ~-0 per cent. of total" im.Qort· revenue
in 1931-32. The separation of Burma raised the figure to 8·9 per
cent. in 1938-39. There has been a decline, since, to 5·9 per cent.
in 1953-54. The decline in revenue since before the War has been
due ·largely to reduction in duty rates from four annas six pies to
three annas per imperial gallon i:n. 1946. The revenue as a percentage
of value of imports has declined from 55·1 in 1938-39 to 26· 2 in
1953-54. The duty in ad valorem terms is thus just · half the prewar figure. At this rate, kerosene yielded Rs. 7·19 crores of revenue
in 1953-54. A large part of this revenue is likely. to be obtained
from the excise duty when the refineries in India · go into full
production.
13. Motor spirit acquired importance as a source of revenue after
the separation of Burma, yielding 13 per cent. of total import duty
revenue in 1938-39. The contribution of motor spirit to import
duty revenue has increased considerably since then, being 23·0
per cent. in 1953-54~ This was due primarily to the large increase
that has taken place in the quantity of imports. Revenue as a percentage of the value of imports has declined considerably since
before the War, being 89·1 in 1953-54 as against 164·0 in 1938-39.
Motor spirit yielded Rs. 27·5 crores of import duty revenue in
1953-54. In due course, this revenue will be transferred 'to the ·
excise head.
14. Fuel, hatching and lubricating oils yielded about Rs. 3·5
crores per annum during the last three years and contribute about
2·5 per cent. of import duty revenue. - The revenue from. these
items as a percentage of value of imports has risen slightly from 9·7
in 1938-39 to 12·2 in 1953-54.
·
15. The yield of the duty on machinery was the same in relation
to total import revenue in 1953-54 as in 1938-39, being 5·6 per cent.
Between the two years, there was a reduction in the revenue from
machinery as a percentage of the value of imports from 12·2 to
7·9. The reason for the contribution of machinery to import duty
reyenue remaining constant in spite of its increased share in imports
is the reduction in the rate of duty from 10 per cent. in 1938-39 to
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5! per cent. at present. Revenue as a percentage. of imports is
slightly higher than the duty rate because certain types of machinery are charged at higher protective rates. The yield from duties
on machinery may i~crease in future at the ~urrent rates of duty.
16. The revenue from duties on hardware, implements, tools,
instruments, etc., has kept pace with the general rise in import
duty revenue, the duty collected in 1953-54 being Rs. 7·3 crores
which was 6·1 per cent. of total import duty revenue. The revenue
as a percentage of value of imports has gone up from 23·0 in 193829 to 27 ·7 in 1953-54. While the composition of imports within the
group may change, there is no reason why the present level of
revenue should not continue.
17. Chemicals, drugs and medicines have been an increasingly
important item in the import trade, yielding 5·6 per cent. of total
import duty revenue in 1953-54 as against 2·6 per cent. in 193839. The revenue as a percentage of value of imports rose from 19·9
in 1938-39 to 26·7 in 1953-54. There are plans for the production
of many of these items in India and the expansion of local manufacture may affect the ·revenue from import duties.
18. The contribution of metals to hnport duty revenue was 7·2
per cent. ·of the total in 1919-20, 11·6 per cent. in 1925-26, 6·1 per
cent. in 1931-32, 4·4 per cent. in "1938-39, and 3·4 per cent.' in
1953.:.54. The imports of iron and steel are by far the most important item in this group. The rise in 1925-26 was due to the
grant of protection. In the· case of iron and steel, the revenue as
. a percentage of value of imports was 2·2 in 1920-21, 20·0 in
1925-26, . 25·0 in 1931-32, 15·2 .in 1938-39 and 13 · 0 in 1953-54.
While the grant of protection has led to the eStablishment of a
flourishing domestic industry, there has still been demand for
imports with revenue of Rs. 4 ·1 crores in 1953-54. The further
"{lrojected expansion of production in India may affect the revenue
from this source.
·
·
I

19. The contribution of wood pulp, paper and stationery has
increased from 2 · 8 per cent. of the total import revenue in 1938-39
to 3·5 per cent. in 1953-54, revenue in the latter year being Rs. 4·1

crores. As an expansion of the paper industry in I.q.dia is being
planned, it may be necessary to increase imports of wood pulp.
There may also be increased imports of newsprint. There is, there- ·
fore, no reason to expect a decline in the revenue from this group.
20. The revenue from motor vehicles and parts was 3·2 per
cent. of import duty revenue in 1938-39, 8·2 per cent. in 1948-49,
8·8 per cent. in 1951-52 and 5·3 per cent. in 1953-54. There was
an increase in revenue in 1948-49 due to large imports and a further
increase in 1951-52 as a result of an increase in rates as a measure
of anticipatory protection. IIi May 1953, rates were reduced as a
.result of the Tariff Commission's recommendations and in 1953-54
revenue was 51·5 per cent. of the value of imports as against
:30· 2 per cent. in 1938-39 and 63· 5 per cent. in 1952-53. It is difficult to estimate the revenue potential of this item as the yield
from the duties must depend on the progress made in local manu-
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21. Raw cotton has been important in some post-war years,
yielding revenue of Rs. 6·1 crores in 1951-52. The import duty on
this item has now been abolished. -Imports of raw cotton can
conveniently be taxed through excise duties on fine and superfine
cloth.
·
22. Imports of cotton piecegoods were an important source of
revenue prior to protection. In 1919-20, they_ yielded 26·6 per cent.
of import duty revenue and in 1925-26, 15·4 per cent. The grant
of protection, resulting in an increase in revenue as a percentage.
of value of imports from 11·2 ·in 1925-26 to 25·2 in 1931-32, was
accompanied by. a decline in the yield. The revenue in 1931-32
was only Rs. 3·7 crores as against Rs. 6·1 crores in 1925-26, these
.amounts being 15·4 per cent. of import duty revenue in 1925-26
and 10·3 per cent. of revenue in 1931-32. By 1938-39, there was a
further increase in · the burden of duty, revenue as·. a percentage
.of value of imports being ~5·0; the contribution of revenue from
.cotton piecegoods to import duty revenue was 9 ·0 per cent. Since
the War, rates of duty have been substantially enhanced, in spite
.of withdrawal of protection. Revenue as a percentage of value of
imports was 68·6 in 1953-54.. Revenue ·was negligible, forming only
.()·55 per cent. of total import revenue. This was partly the result
.of low import quotas.
23. With the develppment of ihe art silk industry in · India
-since the War, imports of art silk yarn and thread have become
_.of importance. Revenue from this source was 1·0 per cent. -of
-total import revenue in 1938:-39," the corresponding perce:p.tages for
1951-52 and 1953-54 being 4·5 and 3·8. Revenue ·in relation to value
.of imports has varied o·nly slightly since 1938-39, being 35·4 per
cent. in that year, 34·5 per cent. in 1951-52 and 36·2 per cent. in
1953-54. Increased l<;>cal . production of yarn will in due course
:reduce the yield .from this. item, but as an excise duty is, levied on
art silk fabrics, it may be possible to make up the revenue under
-the ·excise head.
24. The revenue from silk, art silk and mixed fabrics was. at
-one time of importance, the yield in 1932-33 forming 7·2 per cent.
of total import duty revenue. The grant of protection in 1934
reduced imports, revenue from these items in 1938-39 being 4·2 per
-cent. of the total. Since the War, imports have been restricted and
the industry continues to be protected. In 1953-54, the yield fro~
these items was only Rs. 0·55 crores, forming 0·5 per eent. of total.
import revenue. It is very unlikely that any revenue will be
.derived from this source in future.
25. Imports of coal-tar dyes have increased considerably since
·before the War. The duty was 'bound' at 12 per cent. ad valorem
under GATT and revenue in 1953-54 was Rs. 1·93 crores, forming
1·6 per cent. of total import revenue. The item has heen renegotiated
recently and the· 'bound' level has been raised to 20 per cent. If
protection is granted, revenue will, at any rate, not increas~.
26. Fruits contributed Rs. 1·8 crores of revenue in 1953-54, form- :ing 1·5 per cent. of total import revenue. Revenue was 17 ·4 per
.cent. of the value of imports.
·
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27. Revenue from oilseeds and oils was only 11·1 per cent. of
the value of imports in 1953-54 as against 29·3 per cent. in 193839. The contribution of these items to total import revenue was,
however, less than 1 per cent. in both years. Rates are maintained
at ~ low level becim~e oils are either articles of food consumption
or raw materials of essential industries.
28. The commodity-wise analysis indicates a substantial probable
decrease in revenue from import duties, most of it being on account
of an expected decline in imports of motor spirit · and kerosene
which should be made up through increased revenue from the excise
duties on the same articles. The loss of revenue from raw cotton
could be made up through the excise duty on cotton textiles. After
allowing for this, there is still likely to be some decline in revenue
from import duties.
29. We now examine the implications for

revenue of certain
items of commercial policy such as import conImport control
trol. Import control was instituted during
·
World War II to ensure that available foreign
exchange and shipping space were utilised for essential imports.
The control has had to be continued even after the cessation
of the War in view of the unsettled post-war trading conditions and
the need for large imports of commodities needed for the development programme and of foodgrains. Import control is of relevance
to the revenue from import duties partly because it affects the composition of imports; the pattern of imports must, however, be
determined largely by the needs of the country's economy, and
revenue considerations can play only a subordinate role in its
determination. Import control can, however, affect revenue by
placing greater reliance on quotas relatively to tariffs as a means
of restriction of imports than the needs of the foreign exchange
situation or the economy may warrant at any time. While we do
not propose to express any opinion on the relative advantages of
import control and tariffs as a means of granting protection, we wish
to stress the need for keeping continuously under survey the possi•
bility of modifications in. the import control system with a view to
securing additional revenue, consistently, of course, with the demands
of the foreign exchange situation. The bulk of the import duty
revenue is not affected by import control because it is derived from
a few ite~s which are permitted to be imported in substantial
quantities; petroleum products, machinery, betelnuts, and motor
vehicles and parts are instances of such commodities. There · will,
however, remain possibilities of marginal adjustments. The Government of .India have in the recent past explored possibilities in this
direction. Liberalisation of import quotas on consumer goods along
with big increases in imp9rt duty rates was effected in 1953 and 1954.
The value of licences issued for items liberalised in March 1953
increased from Rs. 2 crores in the second half of 1952 toRs. 3·5 crores
in the second half of 1953. It is estimated that the increased revenue
as a result of these changes will amount to Rs. V5 crores in a full
year. We welcome the decision recently announced by Government
to liberalise the import of certain commodities simultaneously with
- the enhancement of the duties thereon as indicating their awareness
of the revenue possibilities involved in such modifications. The
possibility of further progress in this direction should continue to be
explored.
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30.. Imports and import duty revenue have also been affected by
international commercial agreements, such as
~ternational commer- the General Agreement on Tariffs and Trade and
c1al agreements
. .
the Indo-Bntlsh Trade Agreement, 1939. The
value of such agreements from the commercial standpoint has to· be
balanced against the loss of revenue involved.
•
31. GATT is an agreement which was intended to be accompanied
General Agreement
by a wider agreement concerning various ason Tariffs and Trade
pects of international commercial policy. The
·
Charter for an International Trade Organisation
(Havana Charter) has not come into force, but GATT has continued.
An international conference is currently being held to consider the
desirability of continuing it for a further period.
32. India has agreed under 'GATT to reduce or 'bind' duties or
· preferences on commodities the value of imports
Commercial aspects
of which was Rs. 85 crores in 1952-53. Imports·
of GATT
of articles on which concessions have been granted, which may be termed 'conceded' were 19 per cent~ of the value
of total imports in that year. · India has extended the concessions
to non-GATT countries also, as the Indian tariff does not contain a
'most-favoured-nation' rate other than the Commonwealth Preference
rate. The concessions have been granted mainly on machinery and
consumer goods; concessions for raw materials are few. The rates
which have been fixed by the Agreement for most types of machinery, above which increases may not be made, are above the ratesactually in force; the effective concessions are, therefore, mainly
on consumer goods.
.
33. The concessions received cover a large part of India's export
trade; in 1952-53, the value of exports affected by concessions to all
destinations was 79.6 per cent. of total exports. Concessions have
been obtained directly on items the demand for which was deemed
to be elastic and in particular in fields where there was considerablecompetition. Thus, U.S.A. reduced duties on mica, cashewnuts,.
various jute items, etc. The concessions obtained relate. · more t6
primary products than to manufactured articles.
·
34. A rough estimate has been made of the loss in revenue as.
a result of G.ATT, applying the difference beRevenue aspects of tween current and pre7 GATT rates of import
GATT
duty on conceded -articles to values of imports
in 1952-53. The revenue loss works out at Rs. 85 lakhs in relation
to a total value of Rs. 120·4 crores for imports of conceded articles.
This calculation does not, however, take account of the fact that
in the absence of GATT, rates on a ~umber of items could have
been substantially enhanced. There are many consumer goods the
rate on which has been pegged at 30 per .cent. or less under GATT.·
If 40 per cent. duties were applied to GATT consumer. goods items
other than medicines, the increase of revenue on 1952-53 value figures
would be about Rs. 35 lakhs. If quotas were liberalised to 100 per
cent. and 40 per cent. duties applied, the gain in revenue from
GATT .consumer goods items other than medicines would be
Rs. 1 crore. Again, duties may have been imposed on certain items
of agricultural equipment used mainly· by the richer farmers but
for the obligation to permit duty-free entry. If it ~comes possible
.
~
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to liberalise imports, GATT will stand in the way of securing adequate revenue. The Government of India have had in the· recent
past to ask for release from obligations on a number of items both
for revenue reasons ftnd in order to grant protection.
35. The Fiscal Commission, 1949-50, was of the view that India
View of the Fiscal tshhould dadhf ere. tto GAt:rT' !primarily .in view of
Commission 1949 _50
e nee
or In ema wna economic co-opera'
tion *. It laid down certain principles to guide
negotiatorst. The. Commission did not, however, examine the revenue implications of the Agreement.
36. We have no doubt that in the present state of India's financial
·
requirements, when GATT is reviewed, commercial factors would be carefully balanced
against the revenue considerations involved. Much will depend
on the probable trend of the balance of payments. If the foreign
exchange position improves and imports of non-essential goods on
a larger scale take place, the revenue loss may be considerable. If,
on the other hand, imports· continue to be restricted, the revenue
significance of GATT may be small. We do not wish to venture a
forecast on this matter, but would stress the need to attach due
importance to the revenue aspect when the subject is reviewed.
37. The other major international commercial agreement to which
.
India is a party is the Commonwealth Preference
Commonwealth Pre- system. This was based on the Ottawa Agreeference
ment and later was revised by the U.K.-India,
Trade Agreement, 1939. The system was introduced in the early
'thirties because of the desire to expand trade within the Commonwealth at a time when the volume and value of world trade had
been declining rapidly owing to the depression. Continuance of
the Agreement in 1939 was on a limit.ed scale and was motivated
chiefly by the need to. ensure satisfactory arrangements regarding
textiles. During the post-war period, the idea· of Commonwealth
trade has acquired new importance because of currency difficulties.
Conclusion

38. On the side of India, Commonwealth Preference takes the
form of guaranteeing to the U.K. and certain
Commercial a!!pects Colonies margins between the rates of duty
of Commonwealth
Preference
payable on their exports to India and duties
levied on goods imported into India from <>ther
countries. The U.K. and certain Dominions and Colonies grant
similar margms and have also guaranteed continued free entry for
certain Indian products.
39. ~he value of imports of preferred items from U.K. in 1952-53
was Rs. 29·3 crores and from the Colonies, Rs. 10·9 crores. The
total value of imports of preferred articles from all sources was
Rs. 51 crores. The value of all commodity imports in 1952-53 was
Rs. 633 crores, and the value of all commodity imports other than
foodgrains was Rs. 480 crores. ·Imports of preferred commodities
as a percentage of total imports declined from 10 in 1938-39 to 8
in 1952-53. Imports of preferred commodities as a percentage of
*Report of the Fiscal Commission, 1949-50, paragraphs 301 and 310.
tlbid, paragraph 310.
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imports .other than foodgrains rose from 10 to 11. Imports of preferred commodities from· U.K. as a percentage of total imports of
preferred commodities increased from 46 in 1938-39 to 57 in 1952-53.
Thus, the importance of preferred commodities in India's imports
has remained fairly constant and the share nf U.K. in our market.
in preferred commodities has increased appreciably.
40. Only a small part' of preference relates to consumer goods;
imports of cloth, domestic refrigerators, sewing machines, wireless
sets, gramophones and cycles were Rs. 7 crores in 1952-53. Chemicals,.
drugs and medicines accounted for Rs. 16·6 crores of imports. Motor
lorries, etc., and vehicle parts- accounted for Rs. 10·8 crores and
various industrial requirements· like miscellaneous instruments,.
electrical instruments, electrical control and transmission gear, and
paints and colours a_ccounted for Rs. 10 crores. The main items on
which preferences are granted to the Colonies are betelnuts, arre·d
fruits, oilseeds and oil and asphalt.
41. Turning to the export trade, we find that the total 11alue of
exports of preferred commodities to the U.K. was Rs. 81 crores and
to all countries Rs. 344 crores in 1952-53. Exports to· U.K. t!>f preferred commodities as a percentage of total exports of preferred
con modities was 23·5 in 1952-53. Exports of preferred commodities
to all countries as a percentage of total exports was 61·8 in the same
year. The preferences granted to India relate to jute manufactures,.
tea, coffee, woollens, biscuits, coir mats and various raw ·materials
'such as vegetable oils, bones and hides and skins.
42. The loss in reve:p.ue from preferences may be estimatt!d at
Rs. 3·5 crores-Rs. 2·6 crores on imports from U.K. and Rs. O· 9 ~rore
on imports from the Colonies. This has been calculated ·by applying
the preferential margin to the value of imports of preferred articles
from U.K. and Colonies in 1952-53. ·Allowance should, however, be
made for items of which the preferred areas supply less than 10 per
cent. or more than 90 per cent. of India's requirements. In these
cases, no real preference is granted as only either the preferential
rate or the standard rate is effective and can be suitably adjust~d.
If such items are eliminated, the potential loss in revenue may be
put at Rs. 2·1 crores on imports from. U.K. and Rs. 0·2 crore on
imports from .the Colonies, making Rs. 2·3 crores in all; this is, of
course, a very rough figure. In so far as the potential loss is compensated for by an. equivalently low burden of duties on the consumer, there is no real disadvantage involved to the economy.' We
have not attempted to. make precise estimates based on a study of
relevant trade and market factors of the real cost of the preferences
to the economy. This cost has to be balanced against the other
advantages gained, primarily in the way of encouragement to the
export trade.
43. We have suggested above that the revenue from. import duties is
likely to decline as a result of various factors.
At the same time, the fact that the bulk of the
import duty revenue is derived from a few major commodities
which will continue to yield sizeable -amounts of revenue has to be
noted. In 1953-54, two-thirds of the import duty revenue was derived
from eleven major groups of items, such as machinery, motor vehicles
and parts, betelnuts and petroleum products. These , commoditiesConclusion
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will be of major revenue significance in the future also: While a
careful watch needs to be kept over the revenue implications of
commercial policies, such implications are unlikely to be of major
significance.
44. Further, the decline in revenue from import duties as a result
of an increase in the share of imports accounted for by industrial
requirements is likely to be temporary. A decline in the imports of
consumer goods usually takes place during the early stages of
industrialisation. In due cours~, however, the increase in the level
of national income as a result of economic development will once more
stimulate imports of consumer goods. A decline in the revenue
from import duties as a result of a shift towards import of industrial
requirements bearing relatively low rates of import duty is thus a
transitional feature of economic development.
·

CHAPTER lll
EXPORT DUTIES
Export duties constitute a well-known feat1,U'e of the Indian fiscal
trod ct0 ry·
system, having been levied on different com1
n
u
modities from time to· time. During the early
part of the British rule, export duties were levied at small ad valorem
rates on many articles of export. On occasions, the duties affected
exports seriously, as, e.g., duties on indigo . and salt-petre~ This
phase ended in 1867, after which most of the export duties were
abolished. In 1914, only rice was charged to duty. In 1916, an
export duty was imposed on jute and this item has formed part of
the· tariff ever since. A duty on raw hides and skins at 5 per cent.
ad valorem was impos'ed ·in 1919 but was abolished in 1935. During
the second World War, an export duty at per cent. ad valorem.
was imposed on cotton cloth and yarn, but this was converted into
an export cess in 1945. The yield from export duties was between
Rs. 4 crores and Rs. 6 crores a year between 1919-20 and 1945-46.
Between 1920-21 and 1938-39, the yield from export duties showed a
small decline from Rs. 4·9 crores toRs. 4·1 crores while total customs
revenue increased from Rs. 29·1 crores toRs. 40·5 crores. The yield
from export duties did not vary perceptibly in relat~on to trade
conditions; the revenue in 1931-32 was practically ·the same as in
1920-21 or 1938-39.
·
··
·
2. Since 1946, export duties have acquf.red new importance; duties
have been imposed on a number of new articles .and old duties have
been raised. The level of yield has b~en greater in. relation to both
the net customs revenue and the value of exports. In no year since .
1948-49 has the collection of export duties as a percentage of customs
revenue or of the value of exports been less than double the cor:responding percentage for 1938-39. Moreover, the levels of duties
have been varied· considerably in the post-war period to take
·.account of changes in trade conditions, abolition of some duties
and appreciable reduction in others having been effected in the last
two years or so. The export duty revenue as a percentage of value
<>f exports has fluctuated between 5·3 and 12·9 in the years after
1947-48. The following table gives the relevant statistics:'TABLE 1.-E:t'Port duty revenue in relation to total customs revenue

a

and value of exports

Year

Export duty
revenue

2

I

Gross
customs
revenue

3

Value
Export duty Export duty
of
revenue as per- revenue as
.exports centage of gross percentage
customs
of value
revenue
of export~
4
s
6

(1n crores of Rupees)

1938-39
1946-47
1948-49
1949-50
195o-51
1951-52
1952-53
1953-54

..

4'10
7'14
26'44
25'19
47'32.
90'74
55·38
38·51

44"51
99"59
130"42
12.9'75
161•43
237'09
178·63
161•33
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I63
298
421
472
579
702
551
516

9'2
7'2

2'4
2'4

. 20'3
I9"4
29'3
38·3

8·2
I2'9

3I·O

IO·I

23"9

7'4

6·3
5'3
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The yield from export duties reached the peak figure of nearly
Rs. 91 crores in 1951-52, when it formed about 40 per cent. of the
total customs revenue. By 1953-54, the export duty revenue had
been reduced to Rs. 38·5 crores, but it still formed more than a
quarter of the customs revenue which was also significantly lower
as compared to 1951-52. Export duties have not only been an
important source of revenue in the recent past but have e.lsd been
used for certain economic purposes. We, therefore, propose to study
in this chapter their place in the Indian fiscal system· in the light
of recent developments.
3. Export duties are levied for various purposes. . The pre-war
export duties were primarily imposed for proLevy of export duties ducing moderate revenue receipts from commafor revenue purposes dities which had a comparatively strong position
in export markets. The Fiscal Commission,
· 1921-22, did not disapprove of export duties as a source of revenue,
but it urged caution in using them for this purpose. The test laid
'down by it was that export duties for revenue purposes would be
justified if they would fall mainly on foreigners and in the circumstances in which there was little danger of the production of the
commodity in India being affected. In other words, an export duty
should be imposed primarily on articles in which India had a monopoly or semi-monopoly and the level of the duty should be moderate.*
The general statement, that in normal circumstances, only moderate
duties shquld be levied, and that these should be restricted to monopoly and semi-IIlonopoly exports seems un~xceptionable as such.
The further argument of the Fiscal Commission, however, that a
duty should not be imposed when the burden might fall on the
. Indian producer cannot be accepted without some qualification. It
may well be that the Indian producers who pay the tax are relatively
·lightly burdened by other forms of taxation. The export duty would
then ensure a suitable distribution of ·the total tax burden. Thus,
it may be that producers of commercial crops pay less land revenue
in relation to income than producers of food crops. If the crops
or manufactures from them are sold abroad in a competitive market,
an export duty could not ordinarily be shifted to foreigners. The
·question is primarily one to be decided on the facts of each individual
case, including the type of product, the nature and extent of competition. in the export markets, the relative importance of domestic and
foreign demand for the product and other factors. We recognise that
the levy of an export duty may create specially difficult problems in
uncertain conditions of international trade and the psychological
reactions of the importers in other countries to such duties needs to
be taken into account. This does not, however, rule out the judicious
.use of export duties for revenue purposes.
4. In the post-war period in India, export duties have also been
levied for purposes other than revenue. Many duties fulfil different
secondary economic purposes, the significance of which has varied
from time to time. Thus several duties have been imposed for
preventing the impact on domestic markets of inflationary conditions
abroad, or for stabilising domestic prices, while other duties have
been imposed for protective purposes. Tables 2 and 3 at pages 273
and 274 show (1) the exports since 1948-49 of commodities subject to
*Report ofthe Indian Fiscal Commission, 1921-22, page

104.
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TABLE

~

2.-Value of expo-rts of commodities subject to export duties and duty realised therefrom
(In crores of Rupees)

==0

~

'....I

Manga- Cigars Jute
Cotton Black
Iran
Vege- Coffee
nese
and
manu- textiles pepper -nd steel table
ore cigarettes factures
oils

Tea
Year

co

1948-49 Value

63 •7

1•8

I'S

146•6

Duty

to·l!

0'4

No duty

6 •4

Percentage

59'1

14'5

0'4

o·6

4'4

36•3

... 7

4'0 No duty

0'7

10' 9

Nod~ty

0•9

rr·r

31'7

72'4

s·s

o·s

12.7'0

Duty

10'3

0~ 9

o·z

8·8

Percentage

14'3

14'7

40'0 -

6·9

o·6

II4 •0

to6·o

2.0'4

o·s

o· 6

0'7

8·o

Duty

n·z

1'3

2.3'9

0'3

· 4'3

o·z

Percentage

14'0

r6·S

::u·o

0'3

20~9

40'0

13•6
2' 1

U•J

. 15'3

69·s
IO'S

17•6
:1•8

rj·r

.tB·z

Duty

,89'9
n·6

Pcrc:cntaae

12'9

.zo•8
3··s
r6·B"

'

1952-53 Value
D1,1ty
Percent.a&e
1953-54 Value

Non.-Tbe value

1'1

O•I

7' 6

cotton

waste

6·4

14'0

S' l

o· 6

9' 4
1'3

Raw Conon

Oil
seeds

14'1
3'7
No duty No duty

1•8 No duty

r2•9

2.3'2.

1' 3

16· 1

7' 9
z·o No duty

_25·2
Q•6

5·5

16•7
1'3
7'8
t-.:1

4' 9

I2.• 4

2 ' 2.

1'2

44'9

9'7

18•6
. 4'6

0'24
0•16

20'2

0'5

3'6
1'3

1·o

·8·8
4'9

z·6

28·2

B·s

24'5

66•7

z ·s

37'1

r8· 4

55;7

55'1

109•6
19'4
_17'7

46•6
6· o

u·s

2 •4
1· 5

Il ' 9

7' 0

z·6

~ 62•j

7'4

62·2

37'1

103'5
IQ'4

50' 3

I · .Z

' 6•7
2'7

7'2
2•6
.J6-Z

ro·o

a.m.. for a:pora ue a:-duQ'.

zz·B
2'9

s·s

9'9
2•8

z8·3

0'7
0' 3 -

2.3 ' 4
o· 6

1'4

.p· g

z·6

o·6
o·2
11'1

4'4

I• I

0'4
9'1

0'3

1'/'3

8l4
Exempt
5'9

Exempt

0' 3
zs·o

2.4' 0
1'2. .

2.•2. No duty

39'2
3'3

3' 5
27'8

jute.

j •o

. 59'3

210'7

Raw

8·z

10•6

20·8

So·o

8z·8
10'2

No duty

,.

19SD-SI Value

1951-52 Value
Duty
- Percentage

1'1

8·4

lJ"O

1949-50 Value

4'1

Raw
wool

40'1

4'7

--

~
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TABLE

3.-Indices of value of exports and du.tv reatised

-:---·-Year'

Manga· Cigars ]Ute
Cotton
and
·Tea nese ore
manu· textiles
cigarettes factures

1948·49 Value

100

100

Duty

100

100

I949·So Value

Il4

322

Duty

9S

225

1950-51 Value

126

444

Duty

104

325

19.SI·.S2 Value

1)0

7S6

Duty

94

S2S

19SZ·S3 Value

109

97S

Duty

97

100

33

40
73

7

700 .

1953-54 Value

141

1,156

Duty

107

875

0

Black Iron
· Vege• Coffee
pepper and steel table oils

100

roo. ·

100

100

87

I63

100

138

10

100

78

292.

141

IOO

213

373

8

717

100

0

144

IoB

uS

4S

IBS

927

83

767

So

s6

75

us

86

140

21S

303

ISO

583

ISO

67

71

139

68

120

40

163

73

467

100

44

19

140

100

I

Raw
wool

70

100

46
IOB

ss

Raw

jute

100

100

xoo

top

2.20

76

0

122

IOO

252

3S

IOO

0

100

0

122

100

0

46

86

63

3S

0

6S

167

273

217

0

106

38

ss

s6

0

0

2$0

4II

217

0

7S

19

48

ss

0

0

so

ISO

217

0

47

0

100

Cotton
waste

IOO

14

100
140

Oil
Raw
seeds cotton

41

100
66

70

mS

Non.-In the case of commodities which were not subject to duty in 194B-49, the year ofimposition of duty has been taken as the base year both for
.
value and duty indices. The following base years have accordingly been taken for different commodities : -

1948-49 for tea, manganese: ore, cigars and cigarettes, jute manufactures, cotton textiles, vegetable oils, oils~ds, raw cotton and raw
·
jute.
1949·50 for black pepper and coffee (exports of the latter commodity being negligible in 1948·49·)
I9.SD-.SI for iron and ated, raw wool and cotton waste.

~
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.export duties, the duty realised from them and the relative contribution of various expqrt items to the total revenue from export duties,
.and (2) indices of value of exports and duty realised th~reon, since
1948-49.
.
· 5. It appears from the table of indices of exports and duty .thereoOn that some export commodities yield comparatively stable revenue,
while the receipts from other items have been highly fluctuating.·
The fluctuations would be still more in evidence if figures for 1954.55 were available, since several export duties have been further re-duced or abolished during the cur~ent y_ear.
, 6. The choice of suitable · commodities for the levy of export
duties chiefly for revenue purposes may be
'Tea
examined in relation to the ~terns of this .type
already on the tariff schedule. Tea is a commodity, for example, the
-exports of and the revenue from which have been relatively stable.
'The export duty on tea is a good illustration of a duty which has been
levied primarily for revenue reasons. The revenue yield shows a
·:slight upward trend but not of the same magnitude as the value
, -of exports since the duties have not been adjusted to take account
-of trade variations. In 1950-51, 1951-52 and 1953-54, which have
been good years for tea, the duty as a percentage of value has been
:slightly less than in the other years .. The Official Team on the Tea
Industry examined the export duty on tea and came to th~ conclusion
that the duty was primarily paid by foreign buyers and that the
position of the Indian industry was not adversely affected. It was
-of the view that Indian tea had special features in regard to flavour,
.appearance, cup quality etc., and there was little direct competition
between tea of various countries. Quantities exported would not,
in its opinion, vary significantly as a. result of price changes. On
the basis of the Team's conclusion, the export duty on tea may be
regarded· as an instance of a revenue duty the burden of which falls
-primarily on foreign buyers. In these circumstances, the duty may
'Be held to ensure" revenue without detriment to the trade.
7. Manganese ore is not a commodity of which India has a .
monopoly. But there has, at any rate, till .reManganese ore ·
cently, been a sustained demand in foreign
markets. The quantities exported, the total value of exports and
the unit value rose every year from 1948-49 to 1952-53. Comparing
1948-49 and 1952-53, the quantity exported went up from 3·11akh tonsf:·
to 13 · 7 lakh tons, the value of exports from Rs. 1· 8 crores to Rs. 17 · 6
'Crores and the unit value from Rs. 58 per ton to Rs. 129 per ton. A
sharp decline in prices and exports has taken place during the current
year and the duty has been abolished.
·
8. The duties on cigarettes, cigars and cheroots were also levied
:
mainly for revenue reasons while they were in
-cigarettes, cigars and force but they were never of any significance
cheroots
'
.
.
· It was only In 1949-50 when receipts amounted
to Rs. 17 lakhs that revenue worth mentioning was obtained from
-this source.
· 9. The duties on manganese ore and on cigarettes, cigars and
cheroots illustrate the possibility of imposing export duties for the
purposes of revenue on commodities which are not monopolies, but
which are the products of industries with good markets abroad
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There may be increased scope for such duties as the range of exports gets diversified. The revenue from such commodities cannot be
as stable as from commodities of which India has a relatively steady
export market. It is necessary to ensure that a suitable adjustment
in rates is carried out from time to time in the light of changing
circumstances.
10. Export duties not' levied primarily for revenue reasons may
now be considered. The revenue consideration
Levy or export duties
for purpo1es other may, however, be said to exist in all cases and
is often an important one. The occasion for
than revenue.
levy of most of the new export duties or for very
And-Inflationary
considerable enhancement of the older duties,. it
dudes
might. be recalled, was the devaluation of
the rupee in September 1949, followed by the boom that accompanied the Korean war a year later, though it was not until the
boom had continued for some time that some export duties were
imposed or enhanced, in the early summer of 1951. Thus many
export duties were levied in order to prevent sudden price increases.
abroad being reflected in India. The devaluation of the rupee
and the reaction on commodity markets of the Korean war increased
·considerably the demand for India's exports. It was necessary te>
keep within limits the prices of export commodities in order to avoid
a general rise in~ prices in India as well as to secure for the State a
share of the greatly favourable turn in the terms of trade. In
common with several other countries, India imposed export duties
increasingly as a means of intercepting the inflationary influence of·
external factors.
·
.11. ,The export duties most significant from this point of view
- were those on jute manufactures, cotton textiles and black pepper..
These are commodities the exports of which increased in value in 195051 and 1951-52, primarily due to rise in prices. Substantial -enhancements were made in rates of duty in order to absorb. for Government.
a. part of the increased pr.oceeds of exports.. It will be seen that
between 1948-49 and 1951-52, the revenue from export duties on
these items, taken together, increased by over five times while· the
value of exports went up by barely one-half of their level in the
earlier year. Between 1951-52 and 1953-54 the value of their exports
declined by two fifths and the revenue in 1953-54 remained barely ·
one-quarter of what it :was in 1951-52. Revenue collection as a
percentage of the value of exports of these articles has fluctuated
considerably, the decline being only somewh3:t less steep than the
proportionate rise in collections~ Variations in the rate of duty have
had no corresponding effect on the volume of exports. There is another way to look at the role of these export duties. Of the increase
in value of exports of these commodities between 1948-49 and 195152, Rs. 57 crores was absorbed by Government and Rs. 83 crores was.
left to the trade.
12. A separate examination of each of these commodities reveals.
some interesting features. In the case of jute
manufactures, the quantities exported did not
respond to the price increases. In 1950-51 and 1951-52, the
quantities of exports were less than in 1947-48 and 1948-49-..
The increased value of exports was entirely due to price increases..
The supply was, therefore, highly inelastic. !he duties on jute

Jute manufactur s
e
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manufactures were adjusted fairly closely in line with the price
changes. The revenue from these export duties, expressed as a
percentage of value of exports, was 21·0 in 1950-51 and 28·2 in-1951-52,
when prices were high. The corresponding percentages for other
years were· 6·9 in 1949-50, 17·7 in 1952-53 and 10·1 ~ 1953-54.
13. The position regarding cotton piecegoods was somewhat.more'
complicated. There were many rate changes,
Cotton plecegoods
and duty as a percentage of value of exports
was 11·1 in 1948-49, 8·5 in 1951-52, 12·8 in 1952-53 and 5·7 in 1953-54.
In 1950-51, which was a boom year, no duty was imposed; however,
there was a substantial increase in quantities exported and prices
were high. The quantity exported in 1950-51 was 1,210 million yards
as against only 384 million yards in 1951-52 and 560 million yards' in
1952-53. In 1951-52 when prices went up further, a duty was imposed,
.and the quantities exported declined.
·
14. Black pepper is ~ commodity the price of which has varied
·"
·
considerably in r~sponse to changes in foreign
Black pepper
demand. The unit values of exports rose from
Rs. 484·4 per cwt. in 1949-50 to Rs. 802·9 per cwt. in_ 1950-51 and
declined to Rs. 778·5 per cwt. in 1951~52, Rs. 647·3 per cwt. in '1952-53
and Rs. 512·1 in 1953-54. The duties have been adjusted to take
account of this factor and of the change in export demand, but in
view of the highly speculative nature of the trade, the variations
have not been completely in line with trends in the value of exports.
Revenue expressed as a percentage of valJ.Ie of exports was 20· 9 in
1950-51, 24·5 -in 1951-52, 2?·8 in .1952:-53 and 28·3 in 1953-54.
15. Export duties may serve other purposes also .. The attempt to
stabilise domestic prices is a purpose which. is
Levy of export duties essentially similar to the· anti-in:ffb.tionary purto stabilise prices. !lr pose which we have just considered. This
essential commodiues object has, however,. had a c~rtain distinctive
significance in relation to some... commodities
which have been sold in India at prices well below world levels. Although the existence of different price ratios between commodities
in different countries is generally undesirable, a large rise in prices
of some essential commodities is liable to raise the general level of
internal prices and may, therefore, call for preventive measures. In
such cases careful consideration is necessary of the relative advantages of export control and export duties. A system ·of restriction '
through duties has advantages in so far as it makes clear the degree of
restriction imposed by Government aGtion, and, to the extent thai;
exports actually take place, it enables some revenue to be raised.
In practice, however, a judicious combination of the two methods,
wherever possible, will provide a more satisfactory solution of the
problem. Commodities on which export duties for this purpose have
been levied in India are iron and steel, vegetable oils and coffee.
The duty on coffee is of recent origin, having been imposed only in
October 1953. The revenue from these items has never even reached Rs. 1 crore.
•
· ·
16. Export duties may also be used for protective purposes.
duties may be 'imposed on raw materials
L evy o f export d uti es Export
. ord er t o give
. an a d_vant age t o the I n di an
for protective pur- In
poses
industries~- using those raw
materials.· The
Fiscal Commission, in 1921-22, considered this
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matter in relation to the competition between foreign and Indian
manufacturers for supply to the Indian _market. It expressed itse~
against the levy of export duties of such a type on the ground that
they caused more resentment than protective import duties on the·
manufactured articles.* Such duties would place all foreign output of the finished article at a disadvantage and not merely that
part of the foreign 'output which was exported to India. The rates
would have to be very high because raw material costs form only .
a part of the cost of the finished articles.
17: It might be considered undesirable in general to levy an export.
duty on raw. materials in order to give the industries using the raw
materials a protected market in India in relation to foreign industries.
It might be held that the objective could be better achieved directly
through use of import duties and import control on the foreign manufactured articles. There are, however, other aspects to the question.
Export duties on the raw materials will reduce prices in India and
thereby place Indian industries using the raw materials in a favourable position in export markets. It_is not a necessary conditi<5ri that
the corresponding foreign industries draw their raw materials from
India. Thus, export duties which discourage the export of raw
cotton benefit the Indian textile industry in its export trade, even
though Lancashire ma:y buy very little of its raw cotton in India.
Export duties may merely be a device to transfer resources from
Indian producers of the raw material to Indian manufacturers of
.exportable goods. Exports will take the form of the finished article
rather than the raw mat~rial. This result could not be achieved
through import control or import duties. . Whether or not action of
this kind is justified depends on the possibility of establishment of
an economical processing industry in India. The considerations involved are broadly the same as those relevant in deciding on the
grant of protection through import duties. In such cases also, export controls may be a necessary supplement to export duties~
Thereby effective determination of the quantities to be exported is:
rendered possible, a result which export duties by themselves cannot
achieve. Duties of this type levied in India are those on raw wool,.
oilseeds, raw cotton, cotton waste and raw jute.
18. ·The revenue derived is substantial in respect of these duties,.
'having ·reached the figure of Rs. 11·5 crores in 1952-53. The main
revenue-yielding- items have been raw cotton and cotton waste~
All these commodities are subjected also to export control and export duties have played a supplementary part in the general fiscal
policy. Some cyclical variations can, however, be discerned in the
figures for revenue as a percentage of value of exports. The maximum value was reached in 1951-52, the boom year. The values of
exports were, however fairly low in that year, pr~sumably because
Indian industries required practically all the supply of these raw
materials.
·
19. Raw wool was subjected to a 30 per cent. duty from the middle
of 1950 to March 1952. There had been a steep .
rise in unit value from Rs. 1· 3 in 1949-50 to
Rs. 3·1 in 1950-51. After the abolition of the duty, there has been ·
an increase in the quantities and the prices of exports, but the.

Raw wool

*Report of the Indian Fiscal Commission, 1921-22, ·page 102.
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importance of keeping in line with export duties in foreign countries
was great in the case of this commodity.
20. Regarding oilseeds, the policy has varied for different varleOils ds
ties. The revenue statistics do not distinguish
ee
between the varieties of oilseeds subject to
duty and an analysis of the duty charged in relation to value of exports is not practicable; The object of the duty has been largely to
encourage the processing of oilseeds in India.
21. The policy regarding. raw cotton and cotton waste has ·been
determined primarily in relation to the ·requireRaw cotton and
ments of the domestic textile industry. Quantities
cotton waste
exported have varied considerably from year
to year, export quotas being adjusted· in the light of varying trade
conditions. For raw cotton, prices were high in 1950-51 and 1951-52.
Unit values were Rs. 853 and Rs. 673 ·per bale in these years, as
against Rs. 362 in 1948-49, Rs. 388 in 1~49-50, Rs. 293 in 1952-53 and
Rs. 324 in 1953-54. The duty was high in 1950-51 and 1951-52, revenue
as percentage of price being 45·5 and 55·2. In 1952-53, there was no
downward adjustment in duty. In 1952-53 and 1953-54 duty· as percentage of value of exports was~ respectively, 62·6 and 40·3. In
1952-53, there was a very large quantity exported and exports on this
scale were presumably not considered desirable. The duty on cotton
waste was high in 1951-52, a year of high prices. There was a down- .
ward adjustment in 1952-53 when prices declined. As regards this
group of commodities, therefore, somewhat greater use has been
made of export duties with benefit to the revenue.
22. The varied use ·of export duties is illustrated by' the duty
on mercury. This yielded a revenue of Rs. 15 Mercury
lakhs in 1952-53. The levy was imposed because
traders indulged in speculative import of mercury and then wished
to re-export.
·
23 .. We have surveyed above the various purposes for which
export duties can be used and have mentioned
Reladve lmrortance considerations relevant to each. The following
~~:;!e~~d~stypes of table will· be of interest in showing the relative
importance of export duties in India for diff~rent
purposes over the last few years. There is a degree of over-lapping
in the various purposes, and it is to be :understood that a certain
over-simplification is involved in this classification, which is nevertheless interesting.
--

1.

-

:

I

TABLE

Year

1948-49
1949-50
195Q-51

4.-Revenue from export duties levied for different .,
purposes (a)
·
Duties.pri- Duties for Duties tore- Anti-infla~
marily for revenue protective move price
tionary dupurposes (b) purposes (c) disparities (d) ties (e)
In crores oi
11'2 42'9 3'6
11'4 46·z 3'5
12'5 26·8 5'4

Rupees
IJ'8 0'9
Nil
I4'2
u·6 0'2

Total
(f)

1'4 10'4 19'9 26'1
Nil 9'8 39'7 24'7
0'4 28•5 6I'2 46'6..
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TABLE
Y~ar

1951-52
~952-53

195.)-54

4-contd.

Duti..:s pri- Duties for Duties to re- Anti- inflamarily for rev~nue protective move price tionary dupurposes (b) purpos~s f c) disparities (d)
tks (e)

12"3 IJ"7
13"3 24"4
15"1 40"0

9"8 I0"9
2I"I
s·6 I4"9

n·s

0"7
0"9
0"9

Total

<0

o·8 67·2 74 6 90"0
I"6 28"9 52 9 54•6
2"4 z6·z 42"1 37"7

NoTE:--(a) Figures in italics give revenue from duti':.s in the cate&ory as percentage of the total export duty rev..:nue in the year.
(b) Duties on tea, manganese and cigarettes.
(c) Duties on raw wool, oilseeds, raw cotton, cotton waste and raw jute.
(d) Duties on iron and steel, vegetable oils and coffee.
(e) Duties on jute manufactures, cotton textiles and black pepper.
(f) The totals in this column are in each cas! Las than th! figures for gross
r(:!V.!nue from export dutks giv.:n in Table 1 as the latter includ! miscellaneous receipts.

The 'anti-inflationary' duties are the. most important revenue yielding
. items.· The 'revenue' duties come next. The 'protective' duties are
of less importance and the duties for removal of price disparities are
of negligible significance from the revenue standpoint.
.
24. We may ·consider at this stage an issue analogous to the one
we have considered in respect of import duties,
Export control and
viz., the respective role of export control/and
export duties
·
t .of
export d u t"1es as means of prevent"mg 1mpor
inflation. The problem is not merely to restrict the quantity of
exports but to absorb a part of the high prices obtained by exporters. The quantity of exports index with 1948-49=100 was 105 in
1949-50, 110 in 1950-51, 89 in 1951-52 and 94 in 1952-53 and 1953-54.
Thus in 1951-52, the year of .maximum revenue from export duties,
the quantity of exports was at the lowest level during the entire
period. Export control by itself would have been ineffective and
export duties were necessary. As indicated earlier, the two
methods supplement each other.
25. The advantages of export duties as a means of keeping out
.
inflation abroad, especially _when supplies of
Leyy of export duties export goods are inelastic, have been realised
In other un'!er-deve- by many Asian as by other under-developed
loped countries
countries. In most of these countries, the peak
of the Korean boom was touched in the first quarter of 1951, earlier
than in India. In that quarter, the unit value of exports with January-June 1950 as 100 was 128 in Burma, 143 in Ceylon, 154 in IndoChina, 236 in Indonesia, and 235 in Malaya*. The situation was
met by imposition of fresh export duties or increases in the rates
of already existing duties. Malaya replaced with effect from 1st
January 1951 the 5 per cent. ad valorem export duty on rubber by a
sliding scale in which the rate varied from 3 cents per pound with
a price of 60 cents to 82 cents per pound with a price of 200 cents.
Ceylon increased the duty on rubber by 43 per cent., the duty on
tea by 13·2 per cent., on copra by 33·3 per cent., on coconut oil by
33·2 per cent., on coconut poonac by 100 per cent., and on pepper
*Bulletin of the Economic Commission for Asia and the Far East, Second
quarter 1951, page 9, and Third quarter 1951, page 6.
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by 25 per cent., and fresh duties were imposed on cocoa, cardamom
..and citronella oils. Even these duties were expected to absorb only
.30 per cent. of the windfall profits being obtained. Thailand increased the duty on rubber by 50 per cent. The revenue from the export duties was of great importance in the budgets of many of these
·
countries.
26. When export duties are used as a weapon against inflation,
prompt adjustment of rates in the light of
.Machinery for ensuring changing economic conditions is a matter of
prompt adjustments in importance. Undue delay in tl;le adjustment of
rates of export duties
duties will have serious consequences . both for
Government and for the trade. We recognise
that determination of appropriate rates of duty is a delicate and
complicated task. There is an inevitable time-lag in the avail-·
ablity of statistics regarding trade, and their interpretation and application to policy requires considerable experience and judgment.
We, however, consider it a matter of great importance that there
should be proper machinery-in the country as well as in overseas
trade centres where we have Consular and other organisations-for
the prompt and systematic collection of accurate information regarding prices and trade trends, .and the supplying of the · necessary
information to the Government of India. We have not been able
to make a detailed study of the existing organisation which is
entrusted with this task, and are not, therefore, in a position to say
definitely whether it is working on satisfactory lines. Apart from
the question of methods of work, there is ·also the question whether
the existing organisation has an adequate staff who are properly
trained in this rather specialised field. We are inclined to think in
the light of such evidence as we have received that there is scope
for considerable improvement in various directions. We would,
therefore, recommend that the Ministry· of Commerce and Industry
(which is primarily the authority concerned) should have a thorough
investigation made of the existing organisation with a view to making
it fully effective. Such investigation will, we trust, cover not merely_
the purely administrative and organisational aspects of the problem
but also the scope for extending and. strengthening contacts with
trade interests in India as well as abroad.
27. The suggestion has been made to us that the "proceeds of export duties should be put into a special fund
Funding of proceeds for the development of the industries concerned.
of export duties
This has special relevance to the · proceeds of
anti-inflationary export duties. We are aware
that in many countries governmental action has been taken to absorb part of the high prices of export commodities during boom
years, the amounts being returned to the industries. concerned in one
fo~m or another in b!id years. This ·has been true especially for
pnmary products. It IS arguable that unless such a course of action
is adopted, export mdustries will be taxed at a heavier rate than
other i:r;tdustries over the average of g?od and bad years, and,· therefore, Will be prevented from undertaking necessary investment. , We
are unable, however, to support the suggestion, because in our
opinion, the earmarking of tax-revenues, except in special c~ses such
as the d.istributio~ of part of t~e p:oceeds of the export duty on jute
to certam States, Is open to obJection and also because various types
of machinery are available whereby finance is provided to industries
for necessary investment.
.

CHAPTER IV
PROBLEl\IS OF ASSESSl\IENT IN CUSTOMS DUTIES
I. Valuation
Customs duties are of two types viz., ad valorem and specific. Iru
respect of articles subject to ad valorem duties~
G eneraI C:actors d eter• th
· th e amounts.
mining valuation .
e va1ues put on th em d e t ermme
of duty payable. The adoption of suitable
valuation methods is, therefore, of importance from the points of
view of both the revenue and the trade if evasion is to be prevented
, and unfairness among different classes of traders. avoided. The
dutiable value is fundamentally a legal concept, but it has economicand administrative consequences. As such, there are a number of
component factors which are taken into account in framing the official definition of value. These may be classified as follows:(i) items of cost included in dutiable value;
(ii) "places or markets to be considered)n determining val~e;:
(iii) date for basing valuation;
(iv) basis for currency conversion;
(v) criteria for .selection of representative markets and:
prices; and
(vi) requirements of documentation and proof.
The contents of the official definition are thus likely to vary from
country to country depending on the emphasis given to one or theother of the factors listed above. This renders the task of valuationdifficult and complicated.
2. Attempts have been made for many years to secure inter.
.
national agreement on the principles of valua~ttempts at interna- tion. The latest of such attempts is the definiuona~ s~andardisation tion of .'actual value'
in Article 35 of the. Char-of prmc1ples or valua.
.
tion
·
ter for the International Trade OrganisatiOn.
This definition has also been incorporated in the·
General Agreement on Tariffs and Trade. It runs as follows:"(a) The value· for custo:mS purposes of imported merchandiseshould be based on the actual value of the imported merchandise on
which duty is assessed, or of like merchandise, and should not bebased on the value of merchandise of national origin or on arbitraryor fictitious values.
(b) 'Actual value' should be the price at which at a time and.
place-determined by the legislation of the country of importation, and'
in ~he ordinary course of trade, such or like merchandise is sold or
offered for sale under fully competitive conditions. To the extent
to which the price of such or like merchandise is governed by thequantity in a particular-transaction, the price to be considered should.
uniformly be related to either (i) comparable quantities, or (ii)282
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quantities not less favourable to importers than those in which the~
greater volume of the merchandise is sold in the trade between thecountries of exportation and importation.
(c)· When the actual value is not ascertainable in accordancewith sub-paragraph (b) of this paragraph, the value for customs:
purposes should be based on the nearest ascertainable equivalent o!'
such value".
'
3. The law regarding valuation of goods f.or duty purposes in
. Indian practice:' sec- India is stated in section 30 of the Sea Customs.
don 30 of Sea CuitomJ Act, ·which reads as follows:_
Act

"For the purposes of this Act, the real value shall be deemed_
to be(a) the wholesale cash price, less trade discount, for which.
goods of the like kind and quality are sold orare capable of being sold, at the time and place of
importation or exportation, as the case may be, without.
any abatement or deduction whatever except (in thecase of goods imported) of the amount of the duties.
payable on the importation thereof; or
(b) where such price is not ascertainable, the cost at which.
goods of the like kind and quality could b~ delivered at.
such place, without any abatement or deduction except.
as aforesaid".
· ·
'
Thus in India, valuation is on the basis of competitive wholesaleprice at the place of import or export whe,Ee ascertainable, and in
other cases on. competitive landed cost of t}je .commodities concern-ed. The Indian law is in essential respects in confon:i:tity with the·
provisions in the General Agreement on Tariffs and Trade; bothrecognise that competitive prices should form the basis of valuation..
4. It is mandatory under the Indian law to apply the market·
value criterion as contained in section 30(a) of the Sea Customs:
Act unless circumstances render it difficult to do so; in the latter
event, section .30 (b), i.e., valuation based on invoices, comes intooperation. One of the criticisms made is that in prescribing this
order for assessment, the wholesale profits earned fn Iiima are in
a majority of cases included in the assessable value. This is consi-dered to be unfair. It has, therefore, been represented that sectiollt
30 of the Sea Customs Act should be so amended as- to reverse the
order of the application of clauses (a) and (b) respectively.
5. Reversal of .the order of clauses (a) and (b), in the manner'
suggested would not, however, ensure the valuation of. dutiable·
articles on the basis of invoices. Clause (b) provides for ascertain-·
ment of a competftive price where no competitive market exists.
When tpis clause is applied, invoice values have to be adjusted sothat no special elements are included or excluded. Where importers
buy at varying prices because of differerit degrees of bargaining·
power or of other factors, an attempt has to be made to arrive at a
single c.i.f. price as close as possible to the price which would
prevail under free competitive conditions. Even where genuineinvoices are produced, a valuation under clause (b) would involve:
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adjustment of the invoice values in order to arrive at what may
be regard~d as a normal competitive price.
6. Valuation in accordance with clause (a) of section 30 is thus
more logical arid, therefore, preferable to clause (b), and no useful
purpose would be served by reversing the order of the clauses. A
valuation under clause (a) ensures fairness as between different
importers, and we think that this . method should be employed
wherever practicable. It is true that this entails a portion of. the
wholesale profits made in India being charged to • duty.
This
criticism has, however, practically no validity as the exclusion
·of wholesale profits from assessable value would involve an upward
readjustment of the rates of customs duties if the same amount of
revenue is aimed at.
·
7. The task of valuation has been complicated in recent years
by the greatly growing import of articles for
Increased importance which no competitive wholesale prices are availof section 30 (b) in bl . I d"
An anaI YSlS
. of the records of the
recent years
. a e In n la.
Bombay Custom House for the year 1952-53 indicates that 94 per cent. of the imports subject to ad valorem ·duties
were valued under section 30 (b) and only 6 per cent. under section :
30 (a). It is clear that practically no competitive wholesale prices
exist for a substantial part of imports into India.
8. 'The absence of competitive wholesale prices is the result of.
the considerable diversification of the composition of imports and
the increased volume of goods imported largely or exclusively by
firms having special connections with foreign suppliers. The importing firm may be a branch of a foreign supplier, or may be a company registered under the Indian Companies Act, but owned by the
foreign supplier. Again, the importer may be an Indian manuiacturer having an agreement with a foreign manufacturer for supply
of raw mate.;rials, designs, technical advice, etc. Independent importers may find it virtually impossible to import goods which are
covered by such special arrangements.
9. In these circumstances, the invoice prices lack significance
and cannot obviously be accepted at their face
Problems raised by value. It is the duty of the Customs authoritier
Increased
Importance
t o arrive
· -a t an approx1ma
· t'IOn t o compe t"t'
of section 30
(b)
1 1ve
·
prices in terms of clause (b) of section 30 of the
Sea Customs Act, i.e., the prices at which "goods of the like kind and
quality could be delivered". The necessity of this provision will be
appreciated from the fact that, unless a uniform criterion could be
employed, there is a possibility of the same type of goods being valued
-differently, thus upsetting trade equilibrium. The orily reliable guide
in such circumstances is the local selling price of the goods
which can be ascertained easily. It could be used as a starting
point, by reasonable adjus.tments .of post-importation charges, to
arrive at the fair and true cost of importing goods. The 'deduced
value' method, in our opinion, is fully· in accord with the ·present
provisions of clause (b) of section 30 of the Sea Customs Act. We
would suggest that the Central Board of Revenue should issue
detailed instruGtions, which should be made public, as regards the
manner in which the various post-importation charges should be
regulated so that there i.s uniformity in the practice followed at all
Custom Houses.
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10. It is but fair that the methods of valuation adopted by the
Customs authorities should be given adequate
Need for publicity for publicity so that importers are' aware of their
methods of valuation commitments at the time of ordering goods. We
understand that it is the practice in the Customs Department to
notify for public information periodically the goods that are. valued
under section 30(a) of the Sea Customs Act. The interpretations.
regarding section 30 given by the Government of India and the
Central Board of Revenue are, we understand, not published for·
general information. We would suggest -that the latter should also
be made accessible to the trade; and as far as the former is concerned, .the Central Board o£ Revenue may review its present arrangements in this inatter to see if greater facilities than at present could
·
not be afforded to the public.
II. Tariff values
11. 'Tariff value' is the value determined by the Government of
d bj ct India in respect of certain articles for the purD finltl
. e
on an ° e. s poses of assessment of customs duties on an ad.valorem basis under section 22 of the Sea Customs Act. The
fixation of a tariff value is intended to facilitate speedy valuation ,
of articles whose market prices are difficult to determine for one·'
reason or another. It could be applied with advantage to staple ·
g·oods of uniform quality imported in sufficiently large quantities,
which have a reasonably steady and continuous market. The fixation of a tariff value in practice amounts to the adjustment, at a
fixed figure, of a duty payable ad valorem for a limited period,.
generally a year.
12. The present procedure for the fixation of tariff values is for
the Director-General of Commercial Intelligence and Statistics ~to compute these values on
the basis of ex-duty average wholesale market monthly prices at
tpe main importing centres in India during a year, weighted by the
relative importance of the trade in each particular article in each of
the principal importing centres, and modified, where necessary, in
consideration of the probable future trend in prices. It has been
suggested that this method is not objectjve enough, and that tariff
values should be fixed purely on the basis of prices prevailing in the
past two or three years and that no element of judgment of future~price trends should enter into their determination. It is argued that
the present practice of. taking into account likely price trends· in the
future brings into the picture too many subjective elements and,
therefore, somewhat vitiates the process of value determination..
We are not convinced that there is a case for modifying the present
practice in· the manner suggested. Tariff values are drawn up for
application in the year following the one in which they are fixed,
and it is, in our opinion, necessary that these values should not.
be completely divorced from an appraisal of future market conditions in so far as these can be foreseen with reasonable certainty~
th0 d 0 !fix t1
Me
a on

ID. Types of Duties
13. There are in the Indian Customs Tariff, 405 ad valorem duty
items, 34 specific duty items, 79 specific or ad valorem items, and 35-

286
.specific and ad valorem items. Of the 405 ad valorem items, 123 are
:in effect specific, because of fixation of tariff values. Of the duty
t{:ollected in 195~-52, ·53 _per cent. was from. ad valorem duties, 34 per

cent. from specific duties, 8 per cent. from alternative duties. and
1·6 _pe~ cent. from composite duties. The importance of specific
duties IS much less than the above figures would indicate. Receipts
.amounting toRs. 35 crores out of the total amount of Rs. 48 crores
_raised trom specific duties were from three items-motor spirit,
ke:osene and betelnuts. For the rest, the specific duty items are
-unimportant. Tariff value articles are also not significant from a
·tevenue standpoint, the total yield in 1951-52 being only Rs. 7·8
-crores. The following table shows the relative importance of each
·type of duty; the figures are for the year 1951-52.
.

TABLE

:S;!rial
No.

\

1.-Revenue from import duties by types -of duties

Type ofduty

; I. Ad valorem
~·

:Value of
imports
(Rs. 'ooo)

2,59,55,94

~o·.z

74,86,7I

SJ•O

I,9I,22,04

22"2

48,20,55

34"1

3,38,31

0"4

2,29,24

I·6

I4,9J,OO

I·J

II,28,42

8·0

. 2,28,o3,I9

26·s

2. Specific
-3. Composite

.

4·. Alternative

.5· Free or exempt .
•:6. Un:;::gregated

Total

Percentage of
Percentage
Total
of total amount of total amount
duty
of duty
value
(Rs., 'ooo)

Not available
8,60,I4,08

I,4I,27,97

NoTE.-The figure given as 'Total' under column 3 represents the total value of
imports as distinct from the total of amounts mentioned in column 3 which comes
toRs. 6,97,12,48 (ooo). The difference is explained by the fact that the value
mentioned in column 3 in respect of serial numbers 2 to 5 excludes the value of
a number of items which is not ascertainable. The value mentioned against
serial No. I is, however, fairly accurate .

.· The duties under the Indian Import Tariff are thus seen to be
:primarily ad valorem.
14. There has ·been much discussion as to the r~lative advantages·
.. of specific, ad valorem and composite duties, but practically no
suggestions have been received regarding the changes, if any, necessary in the present system. The Fiscal Commission of 1.921-22
·suggested a cautious extension of the field of specific duties and
tariff values, while the Fiscal. Commission of 1949-50 was inclined
to the view that such an extension would be undesirable. The
·general considerations for and against specific duties, ad valorem
·duties and composite rates are well-known. Specific duties give
. -the trader· certainty as to the amount of duty he will have to pay
-.and simplify administration when the product is clearly identifi·able. They also make for greater certainty in budgeting for customs revenue. Tariff values give the same advantages and can also
-.be _adjusted more frequently tha.n specific duties. Ad valorem
-duties keep the burden of tax steady, give the Exchequer a share
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in the long-term increase in prices and incomes and express the
burden of duty in a form that is readily comprehensible. ~rom the
point of view of protection, specific duties would be preferable as
-the quantum of protection increases when prices fall and diminishes·
-when prices rise.
·
15. There is little· scope· for reducing the number of specific items
Jn the existing Customs Tariff. The main items, viz., betelnuts,
motor spirit and kerosene will have to remain specific, because 4!
the difficulty of obtaining correct price data. Possibly in the case
·of beer and wines, a change to an ad valorem basis is practicable,
but at a time of falling prices this will react adversely on revenue .
:and may defeat one object of specific duties, viz., to discourage the
import of cheap but harmful varieties.
·
·
16. A shift from ad valorem to specific duties will be ·difficult
because of the change in the character of India's imports. Items
·like machinery, electrical goods, etc., cannot be assessed on a specific·
basis because of the great variety of products falling within even
a narrow definition. If it is considered necessary to protect revenue
.:against temporary price falls, the solution must lie in variation of
rates from time to time rather. tha11. resort to sp~cific duties.
17. Al.ternative and composite rates play only a small part. in
the Indian tariff. On certain goods they have been imposed on the
::recommendation of the Tariff Board, e.g., silk yarn, silk fabrics, lead
pencils. On other goods they were imposed during the inter-war
period to safeguard industrie.s against Japanese dumping or to safe:guard revenue, as in respect of certain chemicals, paints, cigarettes
and silk goods. It is desirable to eliminate· such rates except where
.specifically recommended by the Tariff . Commission. \.
· tB. Various instances of constituent parts being charged to duty.
Assessment of consti- at a higher ·rate than the finished articles ot
~uent parts at higher which they form part have been reported to the
rates than those
· ·
A part f rom t ar1'ff anoma1'1es, s1'tua..,
.applicable
to finished Comm1ss10n.
_products
tions of this type arise owing to:
(i) grant of protection; or
Oi) obligations imposed by GATT.
The duty on steel bits is higher than on. machine tools in the
manufacture of which steel bits are used, ·because steel bits fall
under the protective tariff head 'steel bars'. The duty of 5! per cent.
-on machine tools cannot be raised to 44 -f6 per cent. which is the
protective rate for steel bars. As instances of the effect of GATT,
it may be noted that the rates for vitamin preparations (20 per cent.
·standard and 14 per cent. preferential), refrigerators (30 per cent.
standard and 24 per cent. preferential), fountain pens (30 per cent.)
and alarm clocks (50 per cent.) are 'bound' under GATT. The rates
c()n various raw materials used in the manufacture of these articles
are higher; vitamins used for vitamin preparations are charged 30
per cent. standard and 24 per cent. preferential, gases used for
iuelling ·refrigerators are charged 37 i- per cent. standard. and
27r\ per cent. preferential, copper tubes used for refrigerators
.are charged 371 per cent. standard and 25l per cent. preferential,
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gold or gold-plated pen nibs used to manufacture fountain pens arecharged 621 per cent., other types" of nibs used for fountain
pens are charged 391 per cent.,jand parts of alarm clocks are
charged 78.1 per cent.
·
19. These anomalies have no serious effect at present becauseimports of practically all the finished articles mentioned are severely restricted through import control. Local manufacturers would,.
however, encounter sevex:e unfair competition if import control was
relaxed. In the case of industries affected by the grant o£ tariff
protection to suppliers of constituent parts, the remedy available
· is by way of appeal to the Tariff Commission. The Tariff Commission can either' grant protection to the industry producing the
finished article also or prescribe that refund of duty on imports
used by particular industries be granted. For ~dustries affected
by GATT or by other tariff anomalies, the remedy available at present is to ask Government for facilities for manufacture in bond
and exemption from duty on raw materials under section 3, clause
4 of the Sea Customs (Amendment) Act, 1953. Where a higher
duty on the raw mC!terials cannot be avoided because of the grant
of protect1on or by. reason of international obligations, this procedure would be adequate. In other cases, if necessary, tariff rates
may have to be .revised .appropriately.

W. With the
...

growing importance of manufactured goods in
India's export trade, it is nec~ssary to . enFacilities for process- sure that the import duties on industrial
ing
and re-export.
.
t s do no t 1mpe
·
de expor t s. Th ere
of imports
requ1remen
has always been a provision for the grant
of drawback of import duty when·re-exports take place. Till recently, however/ drawback was granted only if goods were exported
in the same condition in which they had been imported. This precluded the grant of drawbacks on imported material used in the
manufacture of export goods. Under the Sea Customs (Amendment) Act, 1953, such drawbacks are, however, now permitted.
Provisio:v also exists for manufacture in bond with imported raw
materials, import duty being waived in the case of goods ·shipped
ex-bond. We understand that discussions are in progress with the
trade with a view to implementing these provisions of the Sea Customs Act, and that in many cases rules have been issued. We
attach importance to the provision of adequate facilities to the
trade for duty-free re-export of imported goods after manufacture
and wish to stress the need for prompt implementation of the new
provisions of the Sea Customs Act regarding this matter.
IV. Tariff Classification
21. The successful working of a tariff depends, to a large ~x
tent, on ~suitable classificaUbn. The classification in the Ind1an
Customs tariff is practically indentical with Standard International
Trade Classification prep.ared by the European Customs Union Study
Group. It has been represented to us that a revision and enlargement of the Indian Customs tariff is necessary. A few specific suggestions have also been made. It is obviously not possible for us to
go into these detailed suggestions which involve technical examination. The Central Board of Revenue has admitted the need for
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reVIsmg the tariff classifications and we· have ·no doubt thal the
suggestions made to us will be taken into consideration when
revision is undertaken. We need hardly emphasise the importance
of periodical examination of the .suitability of tariff classification
having regard to the changing patterns of trade.
22. It has been represented that frequent classification disputes
arise because of lack of uniformity between the
Correlation of Import Import .Trade Control and Customs classifica·
Trade Control Sc:he- tions. This lack of uniformity, it is alleged, leads
dule and
lndianCus•
· 1 c1ass1'ficat'_10n b emg
· ··m·tertoms
Tariff
Classlfi- t o th'e I mpor t Cont ro
cadon
preted unreasonably by the officers of the Custom Houses who · enforce the : Import Trade ·
Control regulations. Administrative action has, however, been taken
recently to remove these difficulties. Customs Advisory Committ~es
have been set up at the ports with a membership. copsisting of representatives of the Customs Department, the Chief Controller of
Imports, the Port Trust, the Reserve Bank of India and the trade.
These Committees meet every month and discuss difficulties of the
trade not' involving large questions of policy. We understand that
difficulties regarding classification no longer cause serious inconve·
nience. It is, therefore, not necessary to undertake a major reclassification, which would lead to considerable dislocation for a transitional period.
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CHAPTER V
EXCISE DUTY ON TOBACCO
The area under tobacco cultivation has recorded a rapid rise in
recent years. It rose from 5·7 lakh acres in
Importance oftobacco 1946-47 to 10·2 lakh acres in 1952-53 and India
is now the third largest producer of tobacco in the world ranking
next after U.S.A. and China.
Tobacco occupies an important place in Indian economy
although the area under cultivation constitutes only 0·3 per cent.
of the total area under agriculture and the value of the output of
tobacco represents only 1·5 per cent. of the total value of crops.
According to the Final Report of the National Income Committee,
the value of the output 0f tobacco was Rs. 71 crores in 1950-51.
Tobacco thus was fourth in order of importance among cash crops,
ranking after sugarcane, groundnuts, and cotton. Tobacco is also
an important item of export, being eighth in order of value.
2. Tobacco is cultivated in all parts of India, but there are only
four zones of concentrated cultivation, viz.,
Guntur (Andhra), Charotar (Gujerat), Nipani
(Bombay) and Tirhut (North Bihar). Of all the States, Andhra
has the largest area under tobacco cultivation representing 35 per
cent. of all-India acreage and accounting for 95 per cent. of the
total production of virginia tobacco.
_ 3. Tobacco is consumed in numerous forms, the more important
being cigarettes, biris, snuff, cigars and cheroots,
~attern of con~u~p- hookah and chewing. Cigarettes are made in
tion and orgaDlsatton
· , f t ·
·
· d processes.
of production
orgamsea
ac ones usmg
mec h an1se
There are in all nineteen factories situated at
Bangalore, Bombay, Calcutta, Hyderabad, Monghyr and Saharanpur.
4. As regards biris, there is practically no part of India where
they are not manufactured to some extent, but Madhya Pradesh,
Bombay, Madras. and West Bengal account for more than threefourths of the total production (77 per cent.). Madhya Pradesh is
the largest producing State with 25 per cent. of the output, Bombay
being a close second with 21 per cent. The biri industry is not
organised on factory lines. There are numerous small-scale producers of biris who employ their own labour and the labour of the
members of their household for rolling biris. Biris are not manufactured by large-scale manufacturers by assembling workers under
a factory roof. It is the domestic system of manufacture that is
largely in vogue. The raw materials, viz., tobacco, tendu leaf, etc.,
are issued to out-workers living scattered about in a town or city
or in villages and they manufacture the biris and deliver their} at
the factory. Recently, mechanical processes have begun to be
employed in the manufacture of biris.
5. The manufacture of snuff is concentrated in Madras city and
Mangalore in South India and parts of Bombay State. Except for
a few large scale producers who use machinery, the production is
organised only on cottage scale.
Zones of cultivation
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6. The manufacture of cigars and cheroots is confined to a few
places in Madras and Andhra States. This is also essentially a
cottage industry. A special feature of the consumption of cheroots
is that the bulk of the consumption is in Andhra State where it is
in the form of cheroots rolled by the consumers themselves. Thus,
out of a total quantity of 39 million lbs. cleared for duty under
this class, only 9 million lbs. pass into commercial manufacture.
7. The manufacture and consumption of hookah tobacco is
almost entirely confined to North India-Punjab, Delhi, U.P., ·Bihar,
\Vest Bengal, Assam and parts of Rajputana and Central India.
This is also essentially a cottage industry.
8. The main areas of consumption of chewing tobacco are in
South India where it is mostly used in the raw form without any
process of manufacture. It is estimated that more than four-fifths
of the total consumption of chewing tobacco in India is in the raw
form. Uttar Pradesh and Delhi and to a smaller extent Hyderabad
are areas where there is manufacture of chewing tobacco called
zarda on a large scale.
9. Below are given figures regarding the consumption of tobacco
Trends in con~ump- as indicated by the quantities cleared for the
tion
central excise duty under various categories.
-TABLE

1.-Clearance of tobacco by tariff classes

43-44 44-45 45-46 46-47 47-48 48-49 49-50 50-5I 51-52 52-53 . 53-54
(Million lbs.)
Cigarettes :
Flue-cured

24"5

25"3

30"4 29· I

27"4 2I "9 25"0 28·2

24"0 21.3

2::l"4

Non-flue
cured.

II·2

I4•0

I9•0

II· I

22· I

21.6

21.8

I4"9

9"0

II ·4 20•4

cigaTotal
rettes.
35"7 39"3 49"4
13iris.
54" 5 6I. 3 62·9

44"0 38·5 30·9 36·4 48·6 46· J 42"9 46·2
66·7 76 5 93"9 90·4 I05·9 II6·7 I2I·3 II7·7
6·o
8·8 7•8
5·6
7•8
5·6
8·9
4"3
4"4

Snuff..
Cigars
and
Cheroots.

27"4

Hookah.

I8I·3 I42·6 I78•7 I74"2

Chewing.

88·3

3"I

3·6

37·6 46·o 49"6 48·2

5I"5

53"4 107"3

49· I
Ill

52•2 43"7 4I·4

38·8

•2 120· 9 II8 · 8 126·7 119• I

93"0 127"I II7·9 I16·4 127·3 127·6 I29·3 II4·0 III·2 III·O

Total (other
than cigarettes).
354·6 338·1 420"7 4I6·2.338·8 384·4 383·9 4I3"9 402•0 408·4 395"5
Grand
Total

390"3 377·4 470•I 460·2 377"3 4I5"3 420"3 462·5 448·I 451"3 441"7

NoTE.-The figures up to 1946-47 relate to undivided India.
The figures pertaming to Part B States are included only from 1950-51.

10. The manufacture o:£ cigarettes and biris has recorded a rapid
rise in recent years. According to the Report on the Marketing of
Tobacco in India and Burma (1938), the annual production of cigarettes was 7,500 million and the quantity of tobacco used in the
manufacture of biris was 70 million lbs.
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These figures have subsequently been far exceeded despite the
partition of the. country and the consequent partial loss of large
markets. In 1950-51, the production of cigarettes totalled 23,364
million, and although since then there has been a decline, the figure
for 1953-54 stood at 19,849 million. The biri industry has also recorded a substantial rise and the quantity of tobacco used for the
manufacture of biris was 121 million lbs. in 1952-53 and 118 million
lbs. in 1953-54 as compared to 55 million lbs. in 1943-44.
11. The Taxation Enquiry Committee (1924-25) observed that
T
•
E
• "the absence of any internal taxation on tobacco
c:X=::ee's
n~~is a feature which distinguishes the fiscal system
ings
of India from that of ·almost every other civilis- . ed country in the world". The Committee considered that the use of tobacco in India was even more widespread
than in many of the countries which subjected it to taxation and
expressed the view that there was a strong case for the taxation of
tobacco in India.
12. The possibility of taxation of tobacco was examined on numerous occa,sions, but the administrative difficulties of evolving a
suitable system prevented the imposition of the tax. The Taxation
Enquiry Committee considered that the possible methods by which
tobacco could be taxed in India were the following:.(a) a Government monopoly,
(b) an acreage fee,
(c) · a regular excise system, and
(d) a system of licences.
13. A Government moQopoly was ruled out as too vast an undertaking to be considered. A system of acreage fee was considered
to be administratively difficult because of scattered cultivation and
large variations in yield. The Committee, therefore, suggested a
combination of a regular excise system for cigarettes, smoking
tobacco and cigars manufactured in organised factories and a system
of licensing for the taxation of other forms of tobacco.
I

. 14. Prior to the enactment of the Government of India Act, 1935,
Constitutional position the taxation of. tobacco was not a central sub.
·
ject. The provinces (now States) were, therefore, "encouraged to derive what revenue they could from the control
of taxation of retail vend and generally to develop this field of
taxation in the hope that experience of the various scheme·s suggested might lead to the evolution of a practicable general excise
system".* Under the Government of India Act, 1935, however, the
power to levy a tobacco excise was allocated to the Central Government (vide item 45 of List !-Federal Legislative List...:.-seventh
Schedule).
15. The compelling need for additional revenue during the War
Imposition of the n- led to t~ imposition of an excise duty on
clse in 1943
tobacco with effect from 1st April 1943. The
levy was imposed under the Tobacco (Excise
•Budget Speech, 1943.
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Duty) Act, 1943 which was subsequently merged in the consolidated
Central Excises and Salt Act, 1944.
'
16. The rates of duty were designed on a progressive. scale.

Graduated rates were fixed ·for flue-cured tobacco used il'l the manufftcture. of cigarettes depending on the imported tobacco content of the
h
·
· ·
blends. T ey ranged from e1ght annas. per lb.
to Rs. 1-12-0 per lb. For non-flue-cured
tobacco used in the manufacture of cigarettes the rate of
duty was fixed at six annas per lb. and the same rate
was also fixed for tobacco used for biris and snuff. A lower rate of
two annas per lb. was fixed for cigar and cheroot tobacco and a still
lower rate of one anna per lb. was 'fixed for hookah and chewing
tobacco and stalks. In addition ·to the duty on the tobacco used
in the manufacture of cigars and cheroots, a graduated duty on the.
basis of value slabs was imposed on the higher grades of the manufactured cigars and cheroots.

Evolution ofthe tariff
and the effect on revenue. Pattern of the
tariff

The growers are permitted to retain without payment of duty
tobacco required up to specified limits for their personal c.onsumption (including the requirements of the members of their ,.household) ..
Tobacco used for agricultural purposes ·is exempt
Exports are also duty-free.
·

from

duty.

The revenue realised from tobacco in the first year of the excise
·
17. With the building up of the organisation necessary for the
Gradual increase
operation of the tobacco excise, the , rates of
In rates
duty were stepped up in 1944. The rates of duty
on flue-cured tobacco used for the manufa~ture o:t cigarettes were
doubled, ranging from Re. 1-0-0 toRs. 3-8-0 per lb., the rates for nonflue-cured tobacco used for cigarettes as well as biri and snuff
tobacco were raised by 50 per cent. to nine annas per lb. and the
rates for cigar and cheroot, hookah and chewing ·tobacco were raised to a uniform level of three annas per· lb. As a result of these
changes, the· revenue from tobacco rose to Rs. 17· 28 crores in 1944-45.
18. In 1945, the rates of duty on flue-cured tobacco used in the
manufacture of cigarettes in admixture with imported tobacco were
graduated further and rates of Rs. 7-8-0 and Rs. 5-0-0 per lb., were
imposed on the classes o:t cigarettes containing over 60 per cent. and
between 40 per cent. and 60 per cent: respectively, of imported
tobacco in the blends. These changes raised the revenue to Rs. 20·82
crores in 1945-46.
19. The next changes made in the tobacco tariff were in 1948
when an excise duty was imposed on cigarettes and the rates of duty
on other tobacco were raised. The tariff for cigarettes followed the
same pattern as the tariff for cigars and cheroots viz., value slabs
for fixation of rates, but there was no exemption -of any class of
cigarettes .unlike the exemption of the cheaper classes of cigars and
cheroots. The rates of duty on biri and snuff tobacco, and cigar
and cheroot, hookah and chewing tobacco were raised by one-third
to twelve annas and four annas respectively.. The effect of these
changes was to raise the revenue to Rs. 25·30 crores in 1948-49.

viz., 1943-44 was Rs. 9·65 crores.
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20. In 1951, the rate of duty on biri tobacco was raised to fourteen annas per lb., and the rate for cigar and cheroot, hookah and
chewing tobacco was raised to six annas per lb. Snuff tobacco was also
classified with the latter and, consequently, the rate of duty for it
was reduced from twelve annas to six annas per lb. Surcharges at
rates of one pice and two pice per ten cigarettes were also imposed
on cigarettes with retail price for ten cigarettes between two annas
and five annas six pies, and exceeding five annas six pies respectively.
These changes led to a rise in the revenue from tobacco excise
.to Rs. 35·39 crores in 1951-52. As a result of fluctuations in production and consumption, there was a slight decline in 1952-53 to
Rs. 33·94 crores and in 1953-54 to Rs. 33·23 crores.
21. With effect from lOth April 1954, the rate of duty on all nonflue-cured tobacco warehoused or deposited in
curers' bonded storerooms prior to 1st January
1954, has been reduced by 25 per cent. as a
measure of relief to the trade which was faced with the problem of
acc~ulated stocks. The rate of duty on certain specified inferior
grades of flue-cured tobacco used for cigarettes has also been reduced
from Re. 1 per lb. to nine annas per lb. subject to certain conditions.

Temporary relief
in 1954

22. Under the Central Excises and Salt (Amendment) Ordinance,
1954, which came into force on 29th July 1954, a duty of Rs. 3 per
1,000 has been imposed on biris in the manufacture of which any
process is conducted with the aid of machines operated with or without the aid of power. The purpose of this duty is not to raise revenue
but to discourage mechanisation and to sustain the present level of
employment in the industry.
·
23. In a system of tariff classification which involves gradation
of the commodity into different varieties accorWorking ofthe tariff
ding to their utility, it is a difficult task to ensure equity and compliance to the satisfaction
· of all concerned. The history of the tobacco tariff is an excellent
example of the difficulties involved. Until 1951, the criterion employed was 'intended use'-the intention was to be expressed by the
tax-payer in the form of a declaration before clearance for duty. It
was in the nature of self-assessment with safeguards by Government
to ensure that the declaration made was honoured. The preventive
measures extended even to the scrutiny of the accounts of the biri
manufacturers although biri was not subject to excise duty on its
manufacture. The system was criticised on the ground that it involved the follow up of duty-paid tobacco and led to the harassment
of the honest tax-payer. The system lent itself to exploitation by
the dishonest tax-payer as preventive machinery could ensure compliance with declaration only at a disproportionate cost.
24. The s~tem was discarded for a short period in 1951 in favour
of a flat rate of duty on all varieties of tobacco other than those
used for cigarettes, with a further duty on manufactured biris and
snuff. As a result of discussions in the Lok Sabha and the Select
Committee, the measure was withdrawn on the ground that it would
be a source of hardship to a large section of the community if biri,
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snuff, chewing tobacoo (sic) etc., were to be taxed both in the manufactured form and also unmanufactured form. Government, while
withdrawing this scheme, were able to secure for the application of
the various tariff rates the substitution of the criterion of 'intended
use' by that of 'capable of being used' for biris.
25. The new criterion reverses the roles of the tax-payer and the
Excise Department from what obtained under the old system. The
system of self-assessment with safeguards by Government for. revenues has given way to assessment at the discretion of the Central
Excise Department. The new system has obviously not been taken
to kindly by the trade, judged from the large number of representations received by us. The main points of criticism are that similar
varieties are .being taxed differently in different areas, that classification of varieties made as to their utility is faulty, and that frequent
revisions are being made in the classification involving uncertainty
and risk to business.
26. The only alternative arrangement that the trade interests
could suggest was the one that was abandoned in 1951. The sector
of the trade interested in the biri industry showed preference for a
flat rate of duty on unmanufactured tobacco but without a duty on
the manufacture of. biris. We have, however, carefully examined
the working during the past three years of the 'capability' criterion:
The procedure :(ollowed for implementation. of the criterion is that
the Collectors or Central Excise have been authorised to classify
varieties of tobacco for the purposes of assessment based on their
relative use for the manufacture of biris within different zones in
their jurisdictions. These varieties may be either in minor use or
negligible use or not used at all for biri manufacture in such zones.
Those not covered by the above three classifications are varieties
which are regarded as in major use for biri manufacture. The test
applied for classifying varieties into these various degrees of uses
for biri manufacture are:(i) major use-25 per cent. or more of the total quantity of
the variety used in the particular zone should be for biri
.manufacture.
(ii) minor use-5-25 per cent. of the total quantity of the
variety used in the particular zone should be for biri
manufacture.
(iii) negligible use-less than 5 per cent. of the total quantity
of the variety used in the particular zone should be for
biri manufacture.
The local assessment within the zone, of any given
tobacco is as follows:Classification of tobacco
Not used for manufacture of biris.

variety of

Rate of duty charged

Charged at six annas per lb. without any
restriction.·
Used to a negligible extent for the manufac- Charged at six annas per lb. except when
ture of biris in specified zones.
moved outside the specified zc;mes.
Used to a minor extent in the manufacture Charged at six annas per lb. in the specified
of biris in the specified zones.
zones after denaturing ; otherwise charged
at fourteen annas per lb.
Varieties of which the major usc b for biri Charged at fourteen annas per lb.
manufacture.
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27. The figures for the clearance of tobacco for various purposes
for the two years preceding the adoption of the present criterion
and the three years of its implementation are compared below.
TABLE 2.-Clearances of tobacco -for biri and other purposes
Quantity assessed at the biri rate
'Intention' criterion

'Capability' criterion
Quantity
Quantity
Year
(million lbs.)
(million lbs.)
1949-50
"90
1951-52
117
106
121
195o-51
1952-53 •
118
1953-54
Quantity assessed for cigars, cheroots, snuff, chewing and hookah
i949-50
294 1951-52
195o-51
308
1952-53 .
1953-54 .
Year

There has .been a fall of ·20-30 million lbs. in the clearance of lower
rated tobacco and an increase of about 11-15 million lbs. in the
clearance of higher rated tobacco. It is possible to argue from these
figures that the new criterion has had the effect of some lower rated
tobacco being charged at a higher rate. It is, however, doubtful if
a positive conclusion of this nature could be drawn from these
figures. There has been a progressive increase in the clearance of
tobacco for biris since the duty came into force. The above figures
also show an increase of nearly sixteen million lbs. as between
1949-50 and 1950-51 ·which is largely attributable to the integration
of the former Indian States. The increase in the clearance of tobacco
for biri.s after the enforcement of the 'capability' criterion can perhaps be partly attributed to the natural increase that would have
taken place in any case especially as the requisite administrative
arrangements in Part B States improved. It is possible that a part
of the increase inight have resulted from the adoption of the new
·criterion. · The percentage of increase is, however, so small that no
definite conclusions can be drawn but we can appreciate that there
would have been initial difficulties in the implementation of a totally new procedure and it mig~t have led to hardship in some cases.
28. A tariff classification that is based on the ultimate utilisation of the different varieties of the commodity for particular purposes,. can be equitable only if the payment of duty is related to
their 'actual' use, which is almost impossible to enforce, rather
than to their 'intended' or 'potential' use. In the latter event, there
' is room for the exercise of personal discretion in the implementation
of the criterion. Out of the two. it would seem that the 'capability'
criterion has greater chance of being applied objectively as far as
practicable, provided the initial classification is made scientifically,
subsequent changes are made after careful investigation at a level
which will inspire public confidence and a procedure is devised for
the prompt disposal of the representations made. As there is no
other workable alternative except charging a flat rate of duty, it
appears to us necessary that all possible steps should be taken, now
that the working of the criterion has been known for three years,
to carry out an exhaustive review of the procedure adopted, We
!ecommend the appointment of an expert committee which should
mclude a marketing expert in tobacco and a representative of the
trade to go tnto the question fully.

•.
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29. The principal ground urged for a flat rate is the ease with
r
which it can be administered. On the other
Flat rate 0 duty
_hand, assuming that it is not possible to sacrifice
any revenue in the process, the rate will have to ·be fixed, on present
trends, at about nine annas per lb. It will mean an additional
burden of 50 per cent. on the lower rated varieties raising the percentage of the duty to value from nearly 66 to 100. The issu_e, therefore, is whether the differential rates for unmanufactured tobacco
serve any economic purpose. It is argued that the justification for
imposing a higher rate of duty on biri tobacco is that it- provides a
smoke for more sophisticated people and is consumed largely by
working classes in urban areas who may be presumed to have larger
income than the working classes in rural areas. On the other hand,
it has been impressed upon us by some trade interests that if the
differential tariff involves any economic _principle of ability to pay,
it is entirely misplaced in the case of tobacco. The use of a particular form of tobacco for consumption depends more on habit
than on price.

30. It is not possible to endorse or to reject either point of view
as no scientific investigations have been carried out regarding the
class by class consumption of. the various forms of tobacco. It is,
however, difficult to agree that in a poor country where toba~co is
consumed extensively by all classes, the price of the form of tobacco
chosen for use will be entirely irrelevant. A proper consideration,
in our opinion, will be the proportion of the duty to price in the case
of cheap and costly varieties. At the present rates of duty the pro• portion of duty to value is 60 per cent. for biri tobacco and 66 per
cent. for hookah and other tobacco. With a flat rate of nine annas
per lb. the percentage will go up to 100 for the latter and go down to
38 for the former. The effect of a flat rate will be felt particularlyin
a period of falling prices when the duty may. have to be reduced.
With a differential tariff it will be possible to adjust the burden for.
the use of different varieties on the basis of the trends of their consumption. With a flat rate, tlie reduction, in such circumstances,
has to be uniform for all varieties.
31. The other alternative is that a low· rate of duty which- does
not bear heavily on cheap varieties of tobacco should be imposed
along with a duty on manufactured biris. Assuming that the present
rate of six annas per lb. will continue, the tariff for biri manufacture will have to be pitched at least at eight annas per lb. in order
to secure revenue of the same order as at present. If small. biri
manufacturers were exempted from the duty on econol'fl.ic and other
considerations, the loss of revenue so caused will have to be made
up by a further increase in the rate of duty on manufactured biris.
This is likely to disturb the present balance between biris and
cigarettes in regard to excise duty. It is difficult to visualise its
effect on the consumption of biris. The biri. manufacturing trade
gives employment to a large number of persons and the possibility
of the cheap varieties of cigarettes encroaching on the biri market
has to be carefully investigated before a duty on manufactured biris
is ·levied. The trade is organised un the basis of the out-worker
system. The administrative control will, therefore, have to extend
to lakhs of small scale operators which besides imposing a heavy
b_urden on administration is also likely to cause harassment to these
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operators. The only way in which an excise duty on manufactured
biris can be· successfully operated is by exempting small scale units .
which, however, represent much the greater part of the industry.
The recent Ordinance, since replaced by an Act of Lok Sabha, that
has been issued to discourage the use of machinery in rolling biris
with a view to maintaining employment in the industry is an indication of the economic importance of the industry as carried on in
cottages. At the present stage, we would deprecate any experiment
which seeks to make radical changes in the system of excise on biris.
We recommend that the present differential tariff should continue
and improvements should be made in the criterion of capability of
use for biris as suggested in paragraph 28.
.
32. The tariff on cigarettes has been evolved in various stages.
The progressive tariff on unmanufactured tobacco
Cigarettes-Duty on based
on imported tobacco content was
the unmanufactured .
.
.
tobacco
Intro d uce d In
1943 f ol l owed m
1948 by a progres.
sive rate schedule on manufactured cigarettes
based on value slabs related to wholesale cash price. A surcharge
was imposed at two rates of one pice and two pice for every ten
cigarettes on the basis of retail prices. The present rate structure
may be seen at a glance in the table given below:.

-TABLE

3.-Rates of duty on cigarette tobacco and cigarettes

I. Unmanufactured tobacco.

Per lb.

(1) If flue-cured and used in the manufacture of

cigarettes conp.ining(i) more than 6o per cent. weight of imported Seven rupees and eight annas.
tobacco.
(ii) more than 40 per cent. but not more than
60 per cent. weight of imported tobacco.

Five rupees.

(iii) more than 20 per cent. but not more than

Three rupees and eight annas.

40 per cent. weight of imported tobacco.

(iv)

per cent. or less than
of imported tobacco.

20

20

per cent. weight Two rupees and eight annas.

(v) No imported tobacco:
If flue-cured and used for the manu acture
smoking mixtures for pipes and cigarettes.

(2)

One rupee.
of

(3) If other than flue-cured and used for the manufac·ture of (a) cigarettes or (b) smoking mixtures for
pipes and oigarettes.
II. Cigarettes of which the value-

.

(i) exceeds Rs. 50 a thousand.
.

Seven rupees and eight annas.

Nine annas.
Per thousand

Twelve rupees and eight annas.

(ii) ex eeds Rs. 40 a thousand but does not Ten rupees.
exceed Rs. 50 a thousand.
(iii) exceeds Rs. 30 a thousand but does not Seven rupees and eight annas.
exceed Rs. 40 a thousand.
(iv) exceeds Rs. 25 a thousand but does not Six rupees and four annas.
exceed Rs. 30 a thousand. •

(v) exceeds Rs. 20 a thousand but does not Five rupees.
exceed Rs. 25 a thousand.
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(vi) exceeds Rs. IS a thousand but does not Three rupees .and twelve annas.
exceed Rs. 20 a thousand.
Two rupees and twelve annas.
(vii) exceeds Rs. IO a thousand but does not
e>. ceed Rs. Is a thousand.
(viii) exceeds Rs. 7-8-o a thousand but does not One rupee and eight annas.
exceed Rs. IO a thousand.
(ix) does not exceed Rs. 7-8-o a thousand.
One rupee.

33. The double decker progression with a ~urcharge, Which
is also graded, makes the system look somewhat complicated and
is therefore a subject for criticism. There is a general demand
that a simple system should be evolved.
34. It is necessary to appreciate, before any steps are taken to
modify the present system, what its main functions are. The first
is obviously the maximisation of the revenues; the others are that
the duty is levied both on the raw material and on the manufactured
product; that consistently with the maximisation of revenue it
attempts to distribute the burden equitably among different classes
of consumers; and that the duty on the lowest class of cigarette is
higher than the duty on biri. It is _not clear whether the last consideration was consciously in the mind of Government, but it has been
given considerable importance in the evidence tendered before us.
35. We have no doubt that any alternative rate structure that is
devised should be such as to secure at least the present revenue
and should embody, to the extent practicable,· the same equitable
distribution of the burden among different classes of -consumers.
Unmanufactured tobacco, as a raw material, is distinguishable
from other raw materials in that it carries a duty in whatever form it is used. · We·. are unwilling to recommend any
departure from this practice and to base the duty in respect o:£
cigarettes entirely on the finished product. We anticipate that
difficult problems of equity as well as administration will arise if
such a change is made. Unmanufactured tobacco when used for
manufacturing cigarettes is blended with imported tobacco and
forms an intermediate product which is easily recognisable for tariff
classification and whose end-use can, reasonably, be estimated. It
is, therefore, not difficult, technicall,y and administratively, to work
out progression at this stage. When progression was introduced on
unmanufactured tobacco, there was no duty on the manufactured
product. It has been argued that with the introduction of the latter
on a graduated scale the former has become in a sense unreal, on
the assumption that in future the mainstay of the revenue will be
the indigenous virginia tobacco whose quality has improved considerably. One of the leading manufacturers has, however, argued
that the trends of the market still suggest the continued use of imported tobacco; the clearances in respect of the quality of cigarette
costing between Rs. 40 and Rs. 50, which presumably use the highest
types of blends, indicate that its sales are going up. It is true that
the-intermediate qualities of cigarettes, using blends with moderate
admixture of imported tobacco, are going out of use and a tariff
that· consists of a number of grades is in practice working as a two
or three point tariff in respect of unmanufactured tobacco and also
of the manufactured product. We do not, however, favour a single
point tariff. We presume that for some time to come imported
tobacco will continue to be used. The yield of revenue depends
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on the blends used, the import duty on tobacco and the rate .of excise duty. It is possible to vary the blends in such a way as to
reduce the offtake of the indigenous tobacco, to secure better
quality and to pay comparatively less duty if only a single point
tariff is adopted for unmanufactured tobacco. The following illustrations will tnake this point clear:·
·TABLE

4.-Comparative amounts of duty payable under the existing
tariff and the alternative structure suggested
Illustration

I

(a) Assumptions :

(I) blend : imported tobacco
indigenous ,
(2) No change in import duty •
(3) Excise duty
•
•

75%
2 5%
Rs.

2

Duty per lb. payable if the suggestion is accepted.

Duty per lb. paid at present

Rs. 9-I3-6X75+7-8X25
IOO

Rs. 9-4-2

Rs. 9-I3-6

-

X

75 .+ 2
IOO

X 25

Loss

-

Rs. 7-I4-2
Rs. I-6-o

(b) Assumptions:

(I) blend :same
(2) Import duty
.
•
•
(3) Excise duty on unmanufactured tobacc~

Rs. 9-I3-6 X 75+7-8 X 25
:..:.:..:.....::._-=...--:I~oo-=---=-----'-

==

12-o-o
1-o-o

Rs. I2 X 75+I X 25

Rs. 9-4-2

Rs. 9-4-0

100

Loss
Illustration

Re. o-o-2
2

(a) Assumptions :
(1) blend : imported tobacco •

indigenous ,
•
(2) No change in import duty.
(3) Excise duty. •

Rs. 9-I3-6X so+s X so
IOO

Rs. 7-6-9

2-0-0
Rs. 9-13-6 X 50+2 X SO
IOO
Loss

Rs. S-I4-9
Rs. I-8-o

(b) Assumptions :

(I) blend: same
(2) Import duty
(3) Excise duty
Rs~

9-I3-6xso+s x
IOO

so

12-o-o
1-o-o

Rs. 12XSo+Ixso

Rs. 7-6-9

Rs. 6-8-o

IOO

Loss

Re. o-14-9

Illustration 3
~a)

Assumptions :
(I) blend : imported:tobacoo •
indigenous. ,
(2) No change in import duty
(3) Excise duty

Rs. 9-I3-6 x 2o+2-8x8o
IOO

----~

Rs. 3-IS-6

20%
8o%
2-o-o
Rs.

9-I3-6x~o+2x8o

IOO
Loss

Rs. 3-9-I

=:II

·

~

Re. o-6-5
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(b) Assumptions:
(I) blend :same
(2) Import duty

(3) Excise duty

Rs. 9-13-6X20+2-8x8o
100

Rs. 3-15-6
· Loss

Rs. 3-3-2
Re. o-12-4

These are purely illustrative examples, but they suggest that there
is a possibility in certain cases of a squeeze on indigenous tobacco
by reviving some of the blends with a moderate admixture of.
imported tobacco unless the customs duty on the latter is also raised
simultaneously. It is perhaps possible to offset this _eventuality
by changing suitably the tariff structure for the manufactured com.;
modity. We are, however, inclined to ihink th~t the better course
would be to continue the present progressive structure in respect
of duty on unmanufactured tobacco.
36. We have no evidence to indicate the exact degree of comB! 1
Ci
tt
petition between the biri and cigarette trades.
r vena• gare e But we think, in view of the vast number ol
persons employed in the biri industry, that no attempt should be
made at present to reduce the differential between the two.
37. The only suggestion• that has been receivea by ·us regarding
the tariff structure of the manufactured· proDuty on manufactured duct is that the present nine value slabs should
products
be replaced by two slabs; and the duty should
be converted from the present specific rates based on value slabs
related to wholesale cash price to two ad valorem · rates of .
10 per cent. and 20· per cent. The burden of the present
duty ranges from 13 -per cent. in the · case of cigarettes
whose value does not exceed Rs. 7/8/- per thousand to
25 per cent. in practically most of the cases except ].n one case
where the burden is 27! per cent. The effect of the suggestion
would be to reduce the burden on almost all varieties of cigarettes.
The loss of revenue is estimated at Rs. 3 crores or so. Another consequence of the reduction of ad valorem incidence on the lowest
priced cigarettes would be to increase their competitive capacity
as compared to the biris. For these reasons we do not recommend
a revision of the present tariff on manufactured products.
38. We notice that in one case, i.e., cigarettes costing between Rs. 10 and Rs. 15 per thousand, the ad valorem incidence is
the highest in the value slabs. We understand that cigarettes so
priced are largely prepared from flue-cured and non-flue-cured
tobacco of indigenous origin. The· trends of clearan<!'es ·show that
this variety has lost ground heavily during the last few years.
There is a case, in our opinion, for a review of the duty on this
variety possibly by abolishing the surcharge.
·
1

1

39. We would also recommend that the surcharge referred to in
paragraph. 32 should ·be amalgamated with the ordinary rates and
that in order to give relief ~n the slab referred to above, the surcharge on cigarettes of the value of Rs. 40-50 should be increased
to compensate for the loss of revenue that may be involved.
40. The rates of duty for various varieties of tobacco have been.
· Rates of duty
incr_eased from time to time and the following
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table shows the duties expressed as percentages of wholesale prices
including duty from year to year:TABLE

Variety of
tobacco.

5.-Rates of duty as percentages of wholesale prices
...
00
0\
1"-0
N
t't'l
\0
...,.
...,.
...,.
...,.
...,.
lin
"""I
"'
"'
...,.
"'
"'
"'
......
.!.
00
\0
0
0\
N
t't'l
...,.
...,.
...,.
...,.
...,.
...,.
"'
0\
0\
0\
0\
"'
0\
0\
0\
0\
0\
0\
"'
... ... ... ... ... ..."' ... "'... ...
...
I

I

I

I

I

I

I

I

Cigarette:
Flue-cured
Aircured
Biri
Snuff

55'4 59'3 55•6 jJ•8
47'7 J8·6 52'1 J8•8
J0'4 26·8 27'6 26·0
J7•8 32'0 37'0 2J•7

Hookah & Chewing •
•
•
Cigarandcheroot .

15·8 19'7 19'5 16•7 2]'4 ]0'4 J2•J 43'3 37'5 39'S
16·7 15·1 19·1 21·2 JI·6 21·0 19'9 27'4 29'5 31·2

51'9
65•4
35'7
]2'5

NA. 47·6 37'8 35'9 28·6
N.A N.A N.A. N.A. N.A.

34'2 J1•8 J4•8 ]2'1 42'9
36'7 44'1 24'4 17'9 15'9

The price data for flue-cured cigarette tobacco relate only to
two top grades and the fall in percentages in recent years has been
due to the decline in overall average duty following the reduced
intake of imported tobacco.
The substantial decline in prices in 1953-54 necessitated the grant
of temporary relief in rates of duty wltich, as mentioned earlier,
was announced on lOth April 1954. The demand that was made
to us before the announcement of the relief, was generally for reduction in the duties for different varieties. We do not think the
change in production, prices and market conditions is sufficiently
clear to justify a reduction in the normal rates of duty.

CHAPTER VI
SCOPE FOR EXTENSION OF CENTRAL EXCISE DUTIES
We propose to review in this chapter in broad terms the suitability of. the rates of excise duties on commodities other than tobacco;
we have dealt with tobacco in the previous chapter. We also discuss in this chapter the feasibility of levying excise duties. on certain articles which are not at present subject to duty._
2. The excise duty on coffee was introduced in 1944 when the
rate of duty was fixed at 2 annas per lb.; it was
Coffee
raised to 3 annas per lb. in 1948. The quantity
cleared for consumption has increased from 27 million lbs. in 1945-46
to 42 million lbs. in 1953-54; revenue has increased from Rs. 34 lakhs
to Rs. 79 lakhs.
3. It has been represented to us that the present rate of duty
(3 annas per lb.) is excessive from the point of view of the consumer
as it makes the incidence of the duty per cup of coffee higher than
that on tea. The duty on coffee, however, bears about the same percentage to wholesale price as the duty on package tea; and on this
basis we do not consider that there is a case for reduction of the
rate of duty on coffee.
4. The excise duty on motor spirit was introduced in 1917. The
rate of duty_ was 6 · annas per .imperial gallon
Motor spirit
from 1917 to 1925 and the revenue derived rose
steadily from Rs. 24 lakhs in 1917-18 to Rs. 79 lakhs in 1924-25. The
duty was reduced to 4 annas per imperial gallon in 1925 when the
customs import duty was also equalised with the excise duty.
This rate remained in force from 1925 to 1929. Except for
a slight drop to Rs. 77 lakhs in 1925-26, the improvement
in revenue continued as a result of increased o"utput and
consumption, and in 1928-29, the revenue went up to Rs. 1·55
crores.
The duty was raised to 6 annas per gallon in
1929 which resulted in the revenue going up to Rs. 2·81 crores in
1929-30. With the further enhancement of the duty to 8 annas per
gallon from 1st April 1931 and to 10 annas per gallon from 20th
September 1931 the revenue reached the peak figure of Rs. 5·59
crores in 1936-37. The separation of Burma res·ulted in the reduction of revenue to Rs. 1·36 crores in 1937-38, a:nd thereafter customs
revenue became more ilnportant than the excise revenue. In 1940,
the rate of duty was raised to 12 annas per gallon and in 1942 it was
raised further to 15 annas per gallon. These increases were made for
revenue reasons. In 1946, the rate was reduced to 12 annas per
gallon, but in 1948 the rate of 15 annas per gallon was restored. The
application of the customs surcharge of 5 per cent. in 1951 resulted
in the duty being raised to 15 annas 9 pies per gallon. The excise
revenue realised in 1953-54 from motor spirit was Rs. 2·62 crores as
against Rs. 27·53 crores realised from the customs revenue on im- ·
ports.
5. The total consumption of motor spirit during 1953-54 amounted to 296 million gallons, of which indigenous production accounted
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for 26 million gallons and the balance· of 270 million gallons was
imported. When the new refineries go into full production, th_e
' indigenous output is expected to rise substantially. The Central revenue from motor spirit will be derived thereafter mainly in the form
of excise duty instead of customs duty.
'
6. Certain interests representmg motor transport have suggested
that the excise duty should be reduced. The excise duty as a percentage of wholesale price has, however, gone down from 50 in 194041 to 35 in 1953-54. With regard to imported motor spirit, import
duty as a percentage of landed cost has fallen from 164 in 1938-39
to 89 in 1953-54. Besides, the quantity consumed has increased
considerably. There is, therefore, no case at present for a reduction
in the rate of duty. The question of the appropriate rate of duty
for motor spirit will no doubt be investigated in detail after refining
in India is ~mly established.
7. The excise duty on kerosene was imposed in 1922 at. the rate
of 1 anna per gallon. In 1930, the rate was raisKerosene
. ed to Re. 0-1-6, in 1931 to Re. 0-2-3 and again
from 20th September 1931 toRe. 0-2-9! per gallon. The next change
was in 1942 when the rate was increased to Re. 0-4-6 per gallon.
From 1946, the rate was reduced to 3 annas as a measure of relief
to the poorer sections of the population.
8. Substantial revenue ·was realised from the excise duty. on
kerosene before the separation of Burma; the revenue derived in
the pre-separation year (1936-37) was Rs. 3·01 crores. In consequence
of separation of Burma, the major part of the revenue from this
article was derived from the customs duty. In· 1947-48, there was
a further drop in excise revenue as a result of partition which led
to the loss of the Attock oil fields. The revenue from excise duty
will go up in future as a result of the establishment of refineries
in India.

.

9. The inciden~e of the customs import duty (which is at the
same rat_e as the excise .duty) has fallen from 55 per cent. in 193839 to 26 per cent. in 1953-54. As the major part of the consumption
is met by imports, this trend indicates a fall in the burden of duty.
10. We, therefore, consider that. there is justification for increasing the duty by a substantial measure. The rate increase should
fit the currency unif for retail sale which is in terms of 'bottles' (6
to a gallon) in order to avoid unearned profit accruing to dealers.
11. The import duty on sugar was an important source of customs
revenue, collections in 1930-31 amounting to
Sugar
Rs. 10· 8 crores. With the development of the
indigenous industry under a protective tariff, the revenue from the
import duty declined and in order to recoup the consequent loss
of revenue, an excise duty was imposed in 1934. The rate of duty
was Rs. 1-5-0 per cwt. from 1934 to 1937 when it was raised to
Rs. 2-0-0 per cwt. In 1940, it was raised to Rs. 3-0-0 and in 1949 to
Rs. 3-12-0.
·
12. The excise revenue from sugar has risen steadily with the
increase in production and enhancement of the rate of duty. From
Rs. 1·53 crores in 1935-36, it rose to Rs. 14·33 crores in 1953-54. As
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a result of a fall in production, however, the_, budget estimate for
1954-55 has been placed at Rs. 12·00 crores.
'
13. Certain interests representing
the sugar industry have _argued
that, as the major part of the consumption of. sugar is by the middle
class, the duty adds to their already heavy burden of taxation and
.has a restrictive effect on consumption. They have urged that, as
sugar is an item of food with high calorific -value, the excise duty
<>n it should be kept at the lowest possible level to encourage con- .sumption.

14. There is no evidence that the rate of. excise duty has affect.ed consumption. On the contrary, consumption, as· indicated by
clearance on payment of excise duty plu~ import, has been rapidly
increasing. It rose from 7·2 lakh tons in 1947-48 to 15·7 lakh tons
in 1953-54. Further, the duty expressed as a percentage of wholesale price' has fallen from 21 in 1940-41 to 9 in 1953-54. ·We, therefore, consider that there is a case for a substantial enhancement of
the duty, rather th~n for a reduction.
. .
·
.
15. The match industry· in India had developed ·as a result of the
high revenue duty on imports and the Taxation
Enquiry Committee of 1924-25 ·considered that
there was, therefore, a case for the levy of an excise duty on ,this
article. The excise duty on matches was imposed in 1934 at the rate
of Re. 1 per gross for boxes of 40s (i.e., on a box of 40 match sticks),
:Rs. 1-8-0 for 60s and Rs. 2/-/- for 80s.
..

Matches

16. To safeguard the position of. cottage factories, units producing not more than 100 gross boxes per day were given a rebate of
10 pies for 40s, 15 pies for 60s and 20 pies for 80s. These concessions
were, however, less than the rebate of 2 annas recommended by the
Tariff Board.
17. The rates of duty fixed in 1934 remained in force .upto 194(
when they were doubled for raising additional revenue. At the same
time, a new tariff class of 50s was introduced on which duty }Vas
<:harged at Rs. 2-8-0 per gross..
•
·
18. The intention in creating a tariff class- of 50s was to ~nable
a match box to sell for 2 pice, but this was not found practicable..
The duty was, therefore, reduced on 50s toRs. 1-12-0 per gross from
1st August 1946, leaving the rates on oth~r classes unaltered. ThiS'
meant a higher rate of duty (Rs. 2-0-0) on a box of 40s t~an on a box
()f 50s (Rs. 1-12-0) and the effect of this was to encourage the standardisation of production at 50s. The object of the concession, viz.,
to make available a two-pice box did not, however, materialise
because even with the concession, 50s could not be sold at 2 pice.
From 1st March 1948, the rate of Rs~ 2-8-0 per gross fQr 50s was therefore restored.
·
19. In 1948-49, the question of. the standardisation of match production at a uniform size was examined. . Government found, that
the existence of boxes with varying match content led to :the exploitation of the consumer, boxes with smaller match content being
passed off as boxes containing a higher number of sticks. Once more,
the possibility of retailing a 50s box at 2 pice ·was examined. After
a cost survey, ~owever, i1 w~s .fculnd that a·50s box could.not be sold
:317 MofF-20
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at 2 pice without unduly lowering the rate of" excise duty. Also,
units other than the Western India Match Company Limited were
unwilling to adopt the same size as WIMCO. It was considered by
these factories that they would have an advantage if they marketed
a smaller match box. It was, therefore, decided that there should
be two sizes of boxes, WIMCO concentrating on the production of
60s for which their machinery was suitable and other units producing
40s. 60s would be marketed at 3 pice and 40s at 2 pice.
20. It was, however, found that the medium size factories could
not market products at these prices if they had to pay the full excise
rates. A second preferential category was, therefore, provided for
in the tariff. Factories whose ·output. did not exceed 500,000 gross
boxes per year. but exceeded 100 gross boxes per day, were granted
rebates of 6 pies for 40s ·and 9 pies for 60s and factories with output
·not exceeding 100 gross per day were given rebates of 1 anna for
40s and 2 annas for 60s. These rates came into force in 1949.
21. The revised concessions introduced in l949 were further
liberalised in 1950 at the Select Committee stage of the Indian Finance Bill, 1950. With these rates which are still in force are granted
rebates of 1 anna for 40s and 1 anna 6 pies for· 60s in respect of factories with the intermediate range of output and 2 annas for 40s
and 3 annas for 60s in respect of the. low-output factories.
· 22. The excise revenue from matches which was about Rs. 2 crores
in 1935-36 reached the peak figure of Rs. 9·35 crores in 1952-53. In
1953-54, the revenue was Rs. 8 ·78 crores.
23. A number of representations have been made to us for enlarging the scope of the preferential tariff for match factories working
on a_ cottage scale. An issue of this character can only be decided
after a more detailed enquiry into the circumstances of the industry
and the relative costs of production of all types of factories than we
have been able to make in the short time at our disposal. · We, however, find· that the units granted concessions at pre~~nt have been
able, over the last few years to increase their share
the market.
The following table.sets out the variations in the relative output of
the three classes of units:-

"'f

TABLE

1.-Variations in the relative output of the three classes of units

Year

1949-SO
I9SO-SI
I9SI-S2
1952-53
I9S3-S4

'

--

-Percffltage share of production
Factories with output
Not exceeding
Exeeeding soo~ooo
soo,ooo gross
gross boxes
boxes per year
per year
but exceeding
100 gross boxes
per day

Not exeee:ding
IOo gross
boxes per
day

z·o

8I'6
75'6
74"4

17"4
22"7
2]"8

71•3

27"I

1"7
1'8
1'6

68"4

]0"1

1'5

Apart from other factors, it is possible that the preferential tariff
may also have been of assistance to small factories. We, therefore,
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(
suggest that the Government of India should make· enquiries into
the cost of production of the small units ·to determine the amount
of preference that should be given to them. 1 We understanc:I that a
new category of factories with ·output not: exceeding 25 gross. boxes
per day has been created with effect•from 11th September 195~ and
rebates of 4 annas per gross of 40s and 6 annas per gross ·of 60s have
been granted for this .class of ~actories...
_ :, ,-'. · _
~

.

. :

,

• . !

·
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. ,

.

.
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I

;

... , •

·
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24. The level of the standardrate ·of duty needs to _be.considered.
The duty of Rs. 2-0-0 per gross of 40s ·and Rs. 3-0-0 per gross· of 60s
forms approximately 49 per .cent. of the wholesale and 44 per cent.
of the retail prices.. .Although. this may appear to be high; the per
capita incidence· of the duty is hardly 4 annas. . Further, as .the bulk
of the consumption is for smoking it should be possible for. the consumers to bear a reasonable additional charge. The rate ·of duty
was raised only once in 1941 since .the imposition'.of the duty inl934.
Enhancement of dut~ for. raising revenue for: development purposes
is, therefore, justifiable. · : : _,-, · .
. · , .·· ·
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25. We consider that there is scope for a considerable increase in
duty, and suggest that the precis~ measure "of · increase·. should be
determined on a careful investigation· of the position regarding actual
retail prices, profit margins, and sales taxation· in the various States
so as to see that the increase fits the c~rrency unit and does riot."tiri'duly inflate middlemen's profits. ' · ~' r.. ·; .· ·- · " ;: :~ . •
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26. The duty on mechanical-lighters was introduced in 1934.; ·The
h nJ
u ·ht - Select Committee which examined· the Bill for
ec a ca1 g ers
the levy,of-an· excise duty:on matches expressed
the view that there was a very real danger· that the revenue' expected from matches might be adversely affected if, as a ;result ·of the
imposition of the duty. on matches,, the use _of mechanicaL lighters
increased considerably.· They, .therefore,.·recom:i:n~nded .t:Q.~ imposition of. a· suitable excise duty~ on mechanicat lighters. although· there
was at that' t~e no indigenous m·anufacture' of'.m'echap.ic,al)ighters.
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27. The duty was imposed in 1934 at the rate 'oFRs. ·1.;,8~0 ·per
lighter and when the rates of duty on matches were doubleq in. 1941,
the duty <?n mechanical lighters was . alsq ·dpubled ·being raised to
Rs. 3 per lighter.
,
, . ,· .
_ ; . , ., ) ._, _
·· ' : · . ,_. .· - <'
28. Ther~ is at present. no production· ~f mechanical lighters ancl
consequently no r_evenue ,is-realised. frpm tpe, excise ,dutY. on,~· this
article.
·
· ·
· ' ·· ·
· ' · ' · · · "· · · '
29. It is. difficult to for~see the. e~tent. to which)he ~ccn1sumption of
matches w1ll_be affected If mecharucal lighters come.into.the·market
at low prices; The present rate of duty is, however, prohibitive~- we:
therefore, recommend relief. in excise duty (by fixation of .the .rat~
at 8 annas or 12 annas) .retaining. the present licence iee
Rs: '100.
As the industry develops,' its effect on the revenue·. from )matches
should be kept under. review.
:
.· _.'.
._: .· .. ·. · ;··::, .. .. :: :::

of

•

;

•

J

.I

' .

~

•

••

'

•

)

•

. .

•, ' .. •

\

!

•

••

~

•

••

~

•

'

J ,

•

(

!

• 4>

•

'

:"'

L'

~

30: The import duty'_ on· me.chanical ·lighters' is· 78!-per' cent.' ad
valorem plus the excise dtity~ · This provides 'a· substantial ~ar"gin
?Ver tJ:e excise duty and no consequenti~l adjus_tment ~n import~ ·_duty
IS considered necessary.
· ' ··' ·
1 · •· • · • - .I
j

· - ,
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3.03.
31. The excise duty on steel ingots wa3 introduced in 1934 with

a view to recouping the loss of customs revenue
from steel as a result of the recommendations
of the Tariff. Board which involved. a considerable reduction in the
level of import duties. The duty was imposed at Rs. 4 per ton at
which rate it is still mai:r:ttained.

l
·
S tee 1ngots ·

•

'

32. \Vith the steady growth of the iron and steel industry, the
revenue has increased from Rs. 35 lakhs in 1935-36 to Rs. 63 lakhs in
1952-53 but there was a slight decline to Rs. 60 lakhs in 1953-54.
33. It has been suggested that steel is not a suitable article for
the levy of an excise duty as it is a basic raw material for several
industries. We do not consider that the present rate of duty which
is only 1·4 per cent. of the wholesale price is harmful in any way,
particularly when the price of indigenous steel is lower than that of
imported steel. We do not, however, recommend any increase in
duty in view of the price pooling arrange~ents under which the
• difference between the t~o prices is retained in a fund and is in the
nature of an additional excise duty on indigenous steel.
· : 34. The ex.cise· duty on 'tyres' was introduced in 1941 in order to
·
:recoup the loss of customs
revenue
as a · result
·
·
·
of the growth of the industry in the country.
The duty was at a flat rate of 10 per cent. ad valorem from 1941 to
1948; when it was raised to 15 per cent. ad valorem. From 1949. a
higher rate of. 30 per cent. ad valorem was fixed for motor tyres.
The revenue has risen steadily from Rs. 35 lakhs in 1941-42 to the
peak figure of Rs. 6·10 crores in 1951-52 as a result of the expansion
of output and enhancement of rates of duty. There was a decline
to Rs. 4·38 crores in 1952-53 owing to reduction in output. In 1953-54
there was a recovery to Rs. 4·95 crores.

T yres

35. Certain transport interests have advocated reduction of duties
for bus and truck tyres. The overall taxation of motor vehicles was
recently reviewed by the Motor Vehicles Taxation Enquiry Committee which did not recommend any reduction. We too do not
suggest any change.

v

36. The excise duty on vegetable product was imposed in 1943 for

revenue reasons. The rate of duty was Rs. 5
per cwt. up to 1948 when it was raised to Rs. 7
per cwt. ·or 1 anna per lb. The excise revenue has risen steadily
from Rs. 94 lakhs in 1943-44 to Rs. 2·81 crores in 1953-54 with the
expansion of production and enhancement of the rate of duty.
t bl
d t
ege a e pro uc

37. The manufacturing interests have suggested reduction of the
excise duty in view of the fact that they have also to pay sales tax
on raw materials and the finished product as also octroi duties.
38. The excise duty forms only 5 per cent. of the wholesale price
and we do not, therefore, consider that t{lere is any case for reduction. We do not recommend any increase at this stage because the
industry is working only to 53 per cent. of its rated capacity. At
the same time, if vegetable oil is taxed, no exemption is recommended for the quantities used for the manufacture of. vegetable
product because it is desirable to maintain the existing differential
between oil and vegetable product.
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39. The excise duty on tea was introduced in 1944 in l order to
broaden the basis' of indirect taxation and to
·Tea
xaise further revenue. . The rate of· duty. from
1944 to 1948 was 2 annas per lb. and, was then raised to 3 ..aimas per
lb. As a result of the steep fall in prices the tea industry was affected by a crisis in 1952 and towards the end of May 1952 the ·Govern-.
ment of India appointed a team of officials to make a thorough investigation and report early on the position. of. the industry. · This
Committee submitted its report in September 1952 suggesti:pg various
measures of relief for the industry including deferred payment of
excise duty but it did not recommend any. reduction of excise duty.
I.

40. The question of readjustment of .excise duty, was, however,
examined by the Government of India. After detailed examination,
it was considered that P fiat reduction of even one anna per lb. would
cause a loss of revenue of as much as Rs. 1·33 crores and confer a
benefit not only on the primary .prodl!cei's of medium and ·inferior
tea who were most hit by the slump in prices but also on ,the firms
which purchased tea from the garden. and then blended and sold it
·in retail packages, and whose business had not been affected at all.
For these reasons a fiat reduction in duty was not considered desirable.'
· , . '.
,;

._; h

4L It was accordingly decided to readjust the pattern of duty by
imposing a low rate of one anna per lb. on loose tea when it left the
producing factories in the gardens and a further and higher levy of
3 annas pe• lb. at the stage of issue from packing. factories after
blending and packing into retail sizes: This change was introduced
from 15th April 1953. The effect of this change was to ,confer upon
the tea gardens a saving of 2 annas per lb. on all tea issued ,by. them
in loose form, which was defined as "issues in containers. exceeding
60 lbs.". Where such tea is consumed without being repacked by the
packing concerns, the consumer gains this amount of 2 as. per lb.
Where the tea passes !nto consumption after repacking by the packing factories the total amount of duty paid would b'e 4 annas a pound
which means that this class of consumer will pay an extra one anna
per lb.
42. The revised pattern of duty caused a loss of revenue to the
extent of over Rs. 1 crore in 1953-54. The .actual excise revenue in
1953-54 was Rs. 2·11 crores as against Rs. 3·38 crores in 1952-53. The
loss in 1953-54 was high because of the ·carry-over of pre-15th. April
1953 stock of tea which paid duty only at the rate of 1 anna per lb.
on conversion into package tea. The loss in future years may perhaps be only of the .order of Rs. 40 lakhs.
·
·
43. The present duties of 1 ahna and. 4 annas per lb.. on loose and
package tea, respectively, represent 4·2 per cent. and 8·6 per cent. of
wholesale price. We consider there is scope for an increase in the
duty on both.
44. The present excise duty on cloth was introduced in· 1949. A
duty of 25 per cent. ad valorem was imposed on
superfine cloth (i.e., cloth with warp counts 48s
or finer) with effect from 1st .January 1949 as one of the measures to

Cloth
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combat . inflation. This was later extended to cover fine, medium
and coarse varieties through the Indian Finance Act, 1949, the rate
of duty being 6! per cent. ad valorem on fine cloth (i.e., cloth with
warp counts 35s-47s) and 3 pies per yard on medium (i.e., cloth
with warp counts 17s--34s) and coarse, (i.e., cloth with warp counts
not exceeding 16s) varieties.
·
•

L

•

45. The ·duty. is confined to mill made cloth and is not applicable
to cloth woven ·on handlooms. Similarly. the cloth produced on
power-looms i.e., in ·mills which do not have spinning departments,
is also not subject to duty .
. 46. With effect from 1st February 1950 the rates of duty on superfine and fine varieties were reduced to 20 per cent. ad valorem and
5 per cent. ad valorem respectively. Under the Indian Finance Act,
1953, ·the rates of duty were revised and fixed at 3 annas 3 pies per
yard on superfine cloth and 1 anna 3 pies per yard on fine cloth. No
change was made in the rates of duty on medium and coarse varieties
.which continued at 3 pies ·per yard.
:t

'

, '

-

l I

j

•

,

,

'

~

· 47. Apart from these excise duties proper, an additional fiat rate
of duty of 3 pies per yard on all dutiable varieties of cloth was imposed from 15th February 1953, and the proceeds were earmarked
for .t:he deye1o~men~ of ~adi and other handlool? industries.
......
· 48.' The duty on: superfine cloth was reduced from 3 annas 3 pies
to· 2 annas per yard· from 25th October 1953. In 1954~ the :rate of
duty on superfine cloth was raised to 2 annas 6 pies per yard, that
on fine to 1 anna· 6_ pies per yard and that on medium and coarse to
.6 pies p~r Y:ard. ·
·
. , _49~ To enfor~~ th~ re~trlction on .the output of dhoties by mills,
.graduated ·additional excise duties are levied on mill-made dhoties
at rates ranging from 2 annas to 8 annas per -yard from 26th October
1953.: .
.
' .
.
50. The excise revenue from cloth which amounted to Rs. 13·21
crores in 1949-50 fell to Rs. 9 ·81 crores in 1950-51 owing to the substantial drop that occurred in the clearance of superfine, and, to a
lesser extent, of fine and medium. varieties. There was a recovery
in 1951-52 and revenue rose to Rs. 16·33 crores, but in 1952-53 again
there was a sharp fall in the clearance of superfine and fine varieties
(although the quantity of medium cloth cleared recorded an increase)
and consquently the revenue fell to Rs. 13·43 crores. In 1953-54,
there was a recovery under all varieties except 'fine' and the revenue
.rose to Rs. 15·01 crores excluding the realisation of Rs. 6·57 crores
from the additional levy. The budget estimate for 1954-55 is Rs. 20· 00
crores (excluding the additional duty) and this takes account of the
enhancement of rates made in 1954.
51. Certain textile interests have represented that the excise duty
is a burden on the industry and that after the change-over from a
sellers' to a buyers' market, the duty is contributing to consumer
resistance and accumulation of stocks.
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52. The average wholesale prices of the various varieties of cloth
and the duty expressed as percentages thereof.are given below:- .
TABLE

'

2.-Average wholesale prices of cloth and duty as percentages
thereof..

Description

Wholesale price
per yard

Rate of duty per
yard including
additionallevy
Rs. as. ps.
o 2 9
o I 9
o o 9
o o 9

Rs. as. ps.
I o 2
0 I3 4
o II 9
o II 3

Superfine
Fine
Medium
Coarse •

Percentage of
duty to
price"'
.r6·g

.l3'I
. 6'4
6• 7

These figures indicate that the incidence of the duty is. not high.
.
.
53. Since the imposition of the duty, there has been a steady
increase in the production of cloth. From 3,384 million yards in 194950 it rose to 4,900 million yards in 1953-54. The relative share of
cloth in the various tariff classes has, however, changed substantially
as indicated below:- ·
·· ·
•

TABLE

·

.

,

r

3.-Relative share of various tariff classes in total production
and clearance .of cloth
··
.
,'
Percentage share in production

Description

Superfine
Fine
Medium
Coarse

.

1949-50
.ro
25
56
9

Perce~tage share in clearance :
for home consumption

SO-SI SI-S2 52-53 S3-S4 49-SO SO-SI SI~S2 S2-S3 S3-S4
6
.r.r
6 . .. 7
7
5
4
J. 6
I6
25
25
27
32 . 30
29
23 I6
66
56
63 68
52
59
55
57
5~
.8
8
I2
I2
I2
I.l
7
9 IO

.

The output of 'superfine' cloth declined sharply from 321 million
yards in 1949-50 to 186 million yards in 1950-51; there wa~ a :recovery
to 294 million yards in 1951-52, but there was again a sharp fall to
201 million yards in 1952-53. In 1953-54, production· increased considerably to 291 million yards. The readjustment of duty might have
helped the recovery of production.
:
·
. .
The production of 'fine' variety of cloth improved fr,om 845 million
yards in 1949-50 to 1,193 million yards in 1950-51 and to 1,276 million
yards in 1951-52. The level of production was fairly maintained at
1,148 million yards in 1952-53 but there was a sharp fall in 1953-54
to 758 million yards. This was apparently due to the enhancement of
duty. The rate of duty on this variety of cloth was changed from 5
per cent. ad valorem to 1 anna 3 pies per yard, the latter rate amounting to 9·4 per cent. ad valorem.
··
The output of medium variety of cloth has expanded from 1,901
million yards in 1949-50 to 3,249 million yards in 1953-54. Production
of the coarse variety has also increased from 317 million yards to 602
million yards during the same period.
54. The import duty on raw cotton which yielded a revenue of
about Rs. 4 crores was abolished in 1954 and the rates of excise duties
were simultaneously increased. Applying the rate increases in the
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1954-55 budget to final figures of clearances in. 1953-54, the categorywise increase in revenue is as under:.
.

(Rs. crores)
Superfine
Fine
Medium
Coarse

0·7
1·1
4·4

0·7
6·9

The increase in reve.nue is mainly from coarse and medium varieties which are not manufactured from imported cotton. If the raw
cotton import duty and the excise duties on fine and superfine cloth
made from imported raw cotton are ·considered, a revenue loss of Rs. 2·2
crores would result from the. abolition of the import duty on raw
cotton on the basis of 1953-54 clearances. A qualification is, however, necessary relating to refund of taxes on exports. If it is assumed that the import duty on raw cotton used to make exported cloth
would have been refunded, the revenue loss could be reduced by
about Rs. 1 crore, because the net revenue from raw cotton import
duty would be reduced from Rs. 4 crores toRs. 3 crores. The revenue
loss as a result of the abolition of import duty on cotton and the
change effected in the taxation of fine and superfine cloth in the
1954-55 budget would be Rs. 1·2 crores on the basis of 1953-54 production and clearance figures. This indicates that the superfine and
tine varietie~ have been given_ some relief.
55. We consider there is a case for enhancement of rates of duties
to a moderate extent on all varieties of cloth.

56. It may also be mentioned that rate differentiation on the
basis of counts of yarn alone is illogical. The purpose of providing
for progression on this basis is defeated by the fact that coarse
varieties inc1ude only 6 per cent. of dhoties and sarees used by the
poorer sections of the community ·out of the total consumption and
the greater part of the production consists of furnishing fabrics,
. sheeting, etc., which are used by the richer classes. The present
tariff classification applies the same rate of duty to all these descriptions of cloth. The possibility of formulating a tariff fixing different
rates of duty f-or different varieties of cloth such as dhoties, long
cloth, sheeting, furnishing fabrics, etc. in addition to the present tariff
classes based on warp count may be considered.
57. As regards the additional excise duty on dhoties, its levy at a
uniform rate irrespective of the variety of cloth operates to the
disadvantage of the cheaper varieties. The possibility of graduating
the levy should also be considered.
58. In the 1954-55 Budget, excise duties were imposed for the
.first time on rayon or artificial silk fabrics. The
~ayon o!" artificial
justification for the levy of excise duty on rayon
sdk fabncs
or artificial silk fabrics was that the use of
these fabrics was widespread and that they compet~d, to some extent, with cotton cloth which was subject to an
exc1s~ duty: . The rate of duty is 6 pies per square yard. There is
also 1n add1tlon the levy of 3 pies per yard for the benefit of khadi
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and other handloom industries. ' The products of handlooins as well~·
as units with less than twenty-five powe:r;' looms are ·exempt from ..
duty. The manufacturers are also provided wjth the alternative of:
payment of duty· calculated at the rate of Rs. 22-8-0 per loom per·month inclusive of the additional levy. The duty forms about T
per cent. of the wholesal~ price.
·
··
59. The actual revenue from this excise duty is estimated. :at Rs. 50
lakhs during the current year as. against the estimate of Rs. 1·60,.
crores given in the budget speech.. This difference pas been due to-.
the reduction of the rate of duty from 1 anna 6 pies per ·yard to 6 pies.
,per square yard and the raising of the exemption limit from 9 looms.
to 24 looms.
·

I.

60. The excise duty on cement, which was also imp<1sed for the·
· first time in the 1954-55 ~udget, is Rs. 5 per ton.
Cement

and the revenue yield is estimated at Rs. 2.
crores during the current year. The duty forms about 5 per cent. or
the wholesale price.

61. The duty on soap was another of the new excise 'duties impos-.
ed in. the 1954~55 Budget.. A rate of Rs. 14 per
cwt. has been fixed for toilet soap and lower·
rates of Rs. 5-4-0 per cwt. and Rs. 6-2-0 per cwt. have been imposed'
on household and laundry soap in 'plain bats of not less than one~
pound in weight' and 'other sorts' respectively. The products or.
factories not using power as well as of factories using power but .
whose output during a financial year does not exceed 100 tons of'
household and laundry soap and 50 tons of other soap are exemptfrom duty. Further, the first 125 tons of household and laundry
soap and the first 25 tons of toilet soap cleared for home consumption:
during each financial year are also exempt from duty. The revenue·
from the excise duty on soap is estimated at Rs. 1·35 crores. The~
duty forms 7 to 10 per cent. of the wholesale price. ·

Soa
, P

62. The duty on footw.ear which is the last of.the four new items
· of excise duty introduced in ·1954-55 is a~ 10 per··
cent. ad valorem. The products of factories not

Footwear

using power as well as of factories using power not exceeding 2 horse- .
power and employing less than 50 workers are exempt from duty ..
The revenue expected from. this head is Rs. 82 lakhs.
63. As it is too early to assess the effects of the newly imposed=
excise duties on the four commodities mentioned above, we do not
recommend any change in the rates of duty.
· ·
64. One of the features which has been noticed in respect of a

number of excise duties is the exemption of·
small-scale production, e.g., in respect of handloom cloth, soap, foot-wear and rayon; in respect
of matches there are different grades of duties.
varying according to the size of the factory, with the lowest rates for·
the cottage factories so-called.

Exemption or differentiation in
respect ofsmallscale production

65. These concessions and exemptions are granted on varyingbases, such as non-use of power or machinery, number of workers
employed in a factory, type or size of organisation, differentiation of·
product and scale of output. Non-use of power is a basis for exemp-·
tion of output of sugar, cotton and rayon and artificial silk fabrics,.
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soap and footwear. Biris in the manufacture of which machinery is
used are subject to duty, while hand-made biris are not taxed at the
manufacturing stage. The number of workers employed in a factory
is utilised as a criterion in the levy of excise duty on footwear; thus,
the output of units using not more than 2 horse-power and employing less than 50 workers is exempt. The type or size of the organisation may be taken into account; thus, cotton cloth manufactured in
power-loom factories (i.e., factories without a spinning plant), rayon
.or .art silk fabrics manufactured in units with less than 25 power
looms, and· soap produced in factories with capacity not exceeding
100 tons of household and laundry soap and 50 tons of other soap are
exempt. The exemption of khandsari and palmyra sugar illustrates
differentiation on the basis of type of product. The scale of output
of the factory determines the rate of duty payable in the case of
matches. The .exemption of an initial slab of output from the excise
duty on soap amounts. to the grant of a concession to units with low

outputs:
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66. One of the reasons for exemption, which, however, does not
apply._ to all cases, is the. administrative problem of keeping a check
()n the production .of scattered small-scale producers. This reason
has particular force; e.g~; in r~spect of soap and footwear which form
:the output of the smallest 'producers. Even in respect of these articles
bowever, the exemption is not restricted to the smallest producers
who present the· greatest .administrative problem. There are two
.Other economic considerations which enter into the determination of
.exemption, and· more particularly of differentiation, e.g., in the case
.of the· cottage match industry. One is the higher cost of production
.of the smaller producer and his relatively lower ability to bear
taxation. The other is the desirability of encouraging production by
'labour-intensive· methods,· i.e., of methods which promote greater
.employment.. · ·, ·
·
67. We have already made it clear (cf. Volume I, Chapter VI)
-that:from the point of view of the Indian economy, there is a strong
.case for the special encouragement of small-scale and cottage industries. The tax system may be used for this purpose, but in a judicious
.manner. We would suggest a periodic review of the working of
these concessions,. so that policy in this respect may keep in step
=with the changing needs of the economy.

68. We now come to the consideration of possible avenues of
fresh taxation in the field of central excises.
W e give
.
b eIow a 1"ISt of ar t•ICIes th e- pro d uc t•10n
.
of which within the country has developed
sufficiently to 'justify, in our opinion, the imposition of an excise
duty in the interests of raising much needed revenue for financing
further development.
· :. · 69. It is obviously not_ possible for us to indicate the exact rates
·?f duty _that should be applied to these articles. We also realise that
It may be necessary for Government to make more detailed investigations t.han we have been able to attempt into the circumstances
·?f e.ach ~ndustry· before actually imposing the duties. The general
Justification for the extension of central excise tariff and an enhancement in the rates of existing excise duties is contained in Vol. I of
.our Report and in the firs~ chapter of this Volume. The analysis

-p osst"bil"tty o f ex-tension
of excises
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made here is intended to indicate. the limits up to which it should be
possible to _expand the existing revenue ,from central excise duties.
70. ·The 'industry .has developed as ·a ;~sult.-·9f protectio:D:an({ the
: -present level of·production is adequate to· meet
Sewing machi~es
, the country's requirements, except in respect of
industrial ·sewing machines.. The number- of sewing machines manufactured rose from 5,860 in 1947, to .64,139 in 1953 and the industry is
reported to be working almost to its full capacity. The value of the
output is about Rs. 1·5 ,crores . and a moderate rate of duty appears
feasible. The cost of· collection will be ;relatively_ small·. in Yiew of
the fact that there are only tVI(o r units .:_manufacturing ,complete
machines.
..
·.
_
-i - :
J
'
71. Similar agricultural products such as . cotton and tobacco are
v t 8 bl 0 il · ·- subject to excise .duty at 'some stage or the other
ege
e
~ :
and we consider that' a·. levy, on vegetable oil
will be justifiable. .·The total quantity" of vegetable oil produced in
India is estimated at l ·41 million tons of which 0:36 million ton constitutes the production of ghanis.·' There· are about 1,050.1arge mills,
8,600 small mills using· power-driven.ghanis and screw-presses and
about 4 lakhs of ghanis. : The total· number •of :units registered under
the Industries (Development and Regulation) .Act, ·1951,· is; however,
only about 2,100.. The quantities of vegetable oil used in_ the ·manufacture of 'vegetable product' and soap-are 0·25 and 0·05 million,ton,
respectively, and exports account. for 0~03 million ton. ·
·
We consider that _the production of ghanis 'should be exempted.
The Central Excise Department is already entrusted ·with· the
work of collection of the cess under the ,Indian Oil Seeds Committee
Act. With this experience it will not be difficult to~ build .up an orga- _
·nisation necessary for the collection of an excise·.d'uty'_and the'.cost of
collection, will not, therefore, be high.· ·
· -~ · · · J · •
' We consider that. a .r~l~tively iow. rat~ of ·d~ty, wo.uld be.--~~propriate on th~s commo~ity._ ., ·. : : .. :. ; , ·.-;::_·,.,
:; ,! ;~· .• ·- ; , : : ,
72. As cotton cloth and art silk are subjeCt to excise,- the-taxation
· of woollen textjles will be· justifiable,· as· only
Woollen textiles
comparatively'· well-to-do ::persons use them.
There will be a further justification because there is no import duty
on raw wool and wool tops (unlike in the case of the raw material of
the art silk industry). The coarser rugs and ,similar articles used
by the poorer peopl~ may, be ex~mpte~.. : . 1 .
•• ·
_.
• There are 20 large and 122 small mills with an estimated production of 20 million lbs. valued ·at Rs; 10- crores. A· moderate rate of
duty appears feasible for, this_ article.
. ·' '
·
73. We consider biscuits as a suitable article for. taxation. The
indigenous production now meets - almost the
Biscuits
entire requirements and imports have steadily
declined and in 1953-54 only 204 tons valued at Rs. 9 lakhs were
imported as against 2,393 tons valued at Rs. 74 lakhs in 1948-49. The
present production is of the order of 11,000 tons.· On this article also
a moderate rate of duty would appear appropriate.
74. The industry has developed as a result of tariff protection, and
P ·
this provides justification for the levv of an
aper
excise duty on paper.·
•
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There are 20 mills manufacturing paper and paper board. The
production of paper and paper board rose from 106,000 tons in 194&
to 138,200 tons in 1953. vVe consider that a moderate rate of duty.
could be levied, wit~ exemption for hand-made paper.
75~ The production of dry and storage batteries has developed as.
Dry batteries nd
a result of protection. There are now 5 units.
storage batteri:s
manufacturing dry batteries and 13 units manu-

. facturing storage batteries. Production has expanded considerably in recent years and is estimated at 153 million
cells of dry batteries and 171,000 storage batteries, and we consider
that a moderate rate of duty is feasible.
76. The indigenous production has replaced imports in respect of
.
·
certain varieties and there is, therefore, a case
Electrtc lamps
for the imposition of duty. There are 11 units,.
and output rose from 9·2 million pieces in 1948 to 19·7 million pieces.
in 1953. A moderate rate of duty would, we think, pe appropriate.
77. The Taxation Enquiry Committee of 1924-1925 considered that a
tax on 'aerated waters' would be a comparative-·
Aerated waters
ly unobjectionable way of raising revenue but.
that it should be given a low place in the order of preference. It.
thought that the tax would fall largely on the upper and middle·
classes. One objection to taxing this commodity which it mentioned.
. was the possibility that it might drive people, who would otherwise
avoid it, to the use of impure water. The Committee suggested a
tax on cylinders of carbonic acid gas as a simple plan for taxing:
aerated water.
Definite data regarding the number of organised and unorganised
units and their output are not available. A rough estimate of total ·
output in India is 240 million bottles.
\Ve consider that this is a suitable article for taxation because it
is of the nature of a semi-luxury. There is no serious risk of fall in
consumption as a result of the imposition of an excise duty. We do
not think that the tax should be levied as an impost on carbon dioxide·
gas cylinders because such a levy will not permit of selectivity of
rates on aerated waters of different specifications.
We, therefore, recommend the levy of a small duty on the products.
of the large factories with exemption for small units as necessitated
by administrative considerations. It may be possible to apply the·
duty at graduated rates because of the wide range of prices.
78. This industry has developed as a result of the high rate of
·
import duty and restriction of imports. The
Electric fans
production of electric fans increased from 158,80()
in 1948 to 206,000 in 1953. There are 18 units manufacturing electric
fans, and we consider there is a case for a moderate duty.
79. The ·glass industry has seen much expansion. as a result of the
protection granted for sheet-glass and the high
Glass and glassware ·revenue duty on other varieties. The production
of sheet glass increased from 6·3 million sq. ft. in 1948 to 22·8 million
sq. ft. in 1953. The production of 'blown and pressed ware' increased
from 65,436 tons in 1948 to 69,168 tons in 1953. The value of the total
production of glass and glassware is estimated at Rs. 5· 20 crores.
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'"There are 109 units in the industry. A fairly substantial rate of duty .
would, we feel, be justified.
80. The production of paints and varnish~s has been fairly steady
d
1h
during the last few years and the output is .about
a
an varn 5 es 31,000 tons. There are 150 units in the industry
·Of which about 100 are of small size. The aggregate value of output
is estimated at Rs. 6·0 crores and we recommend a moderate rate of

!P oint5

~~

0

81. Substantial. progress has been made in. the manufacture ·of
good quality crockery and· other ceramic proCeramics·
ducts in the country in recent years and imports
have. been reduced. There are at present 67. factories of which 5 are
l;>ig units. The production is estimated at 10,400 tons of 'white wares' 7
600 tons of 'sanitary wares', 33,600 tons of 'stone wares' and 228,000
·tons of 'refractories'. About 374,000 doz. of 'glazed ·tiles' are
also produced. The total value of output. is about Rs. 3·50
·Crores. We are of opinion· that there is a case for a substantial rate
·Of duty on this commodity.
·
82. We estimate that. the ·proposals we have made in this chapter
for (a) the enhancement of existing duties and (b) the. imposition
.of new duties would, if implemented,. result in the .existing receipts
:from Central excises going up by roughly 40---45 ·per cent.

CHAPTER VII
ADMINISTRATIVE PROBLEMS IN REGARD TO CUSTO:l\IS
AND EXCISE DUTIES
Part J_:_Customs Administration

The Sea Customs Act, 1878, the Land Customs Act, 1924, and the
· ··
Indian Tariff Act, 1934, are the principal statuIntroductory
·
· tory enactments, which are administered by the
Customs· Department. The Land Customs ·Act is administered by
the Central Excise Department. whose activities in this regard are,
therefore. dealt with in this chapter as part of the Customs
··
'
·
administration.
2. In addition to the enforcement of the enactments mentioHed
above, which pertain to the collection of revenue and the working
. of the tariff, the Customs organisation is entrusted also with the
administration of all import and export control regulations· and with
the implementation ·of certain prohibitory orders. These cover a
wide range of enactments such as the Import and Export Trade
Control Act, the Foreign Exchange Regulation- Act, the Petroleum
Act, the Destructive Insects and Pests Act, the Agricultural Produce
Cess Act, the Dangerous Drugs Act, the Indian Arms Act, etc. These
functions now account for an appreciable part of the activities of the
Customs organisation.
3. The Ministry of Finance, through the Central Board of Reven11e,
controls the administration· of Customs. The Central Board of
Revenue is designated the 'Chief Customs Authority' for the purposes of the Sea Customs Act. At each of the principal ports there
is a Collector of .Customs, assisted by Deputy and Assistant Collectors· of Customs, and other subordinate staff for appraisement work
and the collection of revenue, and for enforcing such preventive
- measures as are necessary to safeguard revenue.
4. One of the important suggestions· made to us in connection
Appellate procedure with the ·administratio~ of Customs is tha~ the
present appellate machinery should be radiCally
altered so as to make the appellate authority completely independent.
of the Ministry of Finance.
5. All orders passed by Assistant Collectors or other Customs
officers of lower rank are appealable to the Collectors of Customs,.
while initial orders passed by Deputy Collectors and Collectors are
appealable to the Central Board of Revenue. A party dissatisfied
with the decision on appeal of the Central Board of Revenue or of
the Collector of Customs can file a revision application with the
Government of India. We understand that in accordance with longstanding practice, revision applications filed with the Government.
of India are actually disposed of, on behalf of Government, by a
Joint Secretary to the Government, who is invariably a Member of
the Central Board of Revenue, other than the Member who had
decided. th~ appeal in the same case.
·
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6. It has been pointed out to :us that. the· existing· procedure has
two fundamental defects, viz.; .. ' -· · J • '·: . L ·! •. . · : , . • '
· . ·.Ci) ~hat .the~e is:no.:s:tathtc;~.i ~~; t~.~~~rC~li~~~~~. of ·:cus-toms,
, : ; In his capacity as first appellate authonty; from.seeking
_:, .: th~, instructions of, the. Central _Board· of. Revenue to whom
he' is subordinat~~ on any' point' arfsing .·:.from.', an. appeal
presented to him, and the- Board·. 'issuing··; the ri~cessary
directives to him; and
J • ··" ·
' · , · : . ·"
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.

,

·'
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•

• ·
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'

·

'
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-··.

(ii) that the_ Central. Board o{ ~evenue, w):iic~;:· is 'the:_ 'chief
Customs Authority under the, Sea: Customs- and the· Land '
: Customs Acts, can ·hardly· be · expected·. to• take so totally
. detached and objective ·a view ·in. dealing -'wjth i: appeals
made to them as to ensure that not only'justice· js:done t01 ·
the appellant but that it also clearly seems to·:bejdone~
We consider that the criticism of the :existing procedure conveyed
in the two points .mentioned above is· justified. : At the same. time,.
we are aware of the fact' that if the: administratidri'~of Customs';is
to be carried on in. an efficient .manner, from' the point of view of'
the. public as well as of _the revenue, .the.:. entire ~administrative
machinery must be:'essentially .a ·swift-moving.: and·-;~e:ffective''one
unhampered by cumbrous procedures ! which' involve. J .long drawn
out proceedings mainly·~ of j a judicial ·character~ . · r!n ··-this~· respect,.
Customs administration-'is cleady ·distinguishable from Incdme.:.tax.
administration, ,
I · , ' ,:_ i .'
!.· '' J: .' ;_; · ' t.:!
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7. Having exam~ned , the, m~tter. from the · p~irit ;_.or,:. v~~~ qf .the
need· for · moderatmg .the claims. of abstract· ]Usbce. p~,.pr~ct1cal
considerations of ·administrative :efficiency, we· think. that. it 'is~, not
expedient to· introduce in 'the ~Gustorris adlninistration,.'exa¢tly,: the
same type of· appellate ']Tlachinery:: ~s e~ists.' ..in r inCOlfle;-ta~•. We
would leave the present appellate powers ·of the Cent~al, Board of
Revenue as they are, but suggest that revision petitions. against the
orders of. the Central Board , of ·Revenue. or, the -Collectors of
Customs should be disposed of PY( a•~.Tribunal which'should b'e'independent of the Ministry o~ Finance .and shquld consist of at least one.
\judicial member who.should .be either a .serving ~r a. retired. High
Court Judge, and one member .who, has had ;experience of Customs
administration.
· ·. ·
. , ·.
._ · · · · , :-; . . . ·. . - .· · \ . : · , .
!

8. Another feature, of the existing procedure;which,''in our opinion,.
'
c~lls' for modifi~ation~ if( that' ~here' is 'riq P!ovi. Sion at · present for amendment of orders prejudicial to revenue passed by officers.: we·c.onsideJ; that the-Collector
of Customs should have authority .to revise orders' where.; necessary,
but such powers should be' exercised in a, manriercprejudfcial to .theassessee only after giving him an opportunity to be~·heard: 1-' Such
orders should be subject to appeal. _ · : . · ' · ' ·.'
n '_ . ·
I
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9. One of the suggestions made to us in regard~·to settlement of
disputes arising from Customs , appraisement is
Clearance of goods In that· the difference: of opinion involved )should
disputed cases
l
.
.
not. be al owed ¥>.result m the clearance. o~ goods
bemg held up, particularly ·where the dispute relates' to a
small part ·of a large· consignment.: We understand' .:that under
the existing .law it· is ·open' to. the party concerned in such.

320·

,cases to clear the goods on payment of duty as· assessed, under pro-test, and on depositing with the Customs representative samples, if
·necessary. This involves locking up of the party's funds in cases
·where his contention is ultimately upheld. To avoid this hardship,
·-the only alternative is the introduction' of a system of bonds to cover
the amount of duty. We are aware of the administrative difficulties
-attendant on enforcing the terms of such bonds ultimately. \Ve are
·not therefore inclined to recommend the adoption of this system as
::a matter of cours.e. Departmental instructions should, however, be
_issued to ·the effect that where there is a bona fide difference of opi~ _nion, Assistant Collectors of Customs should seek the orders of the
.. Collector who may, at his discretion, allow the goods to be cleared
. .on payment. of duty at the lower rate on the execution of a bond
\ .-equal in value ·to the difference between the higher and the lower
_
\ rates of duty.
10. The Sea Customs Act as it now

stands contemplates duty
being finally assessed before the goods are clear-provtstonal duty pro- ed out of Customs control. We understand that
-cedure
. this condition is difficult to fulfil if the supporting documents and such .other evidence as is necessary are not
. available at. the time of assessment. Similar difficulty arises when
·plant and machinery covered by one single contract is broken up
lnto several consignments and imported by different vessels. We
·understand that in order to avoid hardship to the importers, a
practice has grown under which such goods are assessed on a provisional basis subject to necessary adjustments being made later
when documents are available or when importation of the entire
~plant is completed. This practice does not, however, have the force
<Of law, and is .followed at the discretion of the executive. We
would recommened that· the law should be amended to make a
:suitable provision, subject to safeguard for revenue, in the Sea
·Customs Act in this behalf.
. .

· . -· ·

11. Smuggling now constitutes not only a loophole for

escaping
duties but also a threat to the effective fulfil.
· ment of the. objectives of foreign trade control.
'The existence of foreign pockets in the country accentuates the dan.-ge~. The extent of the l~akage of revenue that takes place through !his proceS? cannot be estimated even roughly, but, we understand, it
·1s not unlikely that it is substantial. Apart from its deleterious
•:-effect on legitimate trade, it also entails the outlay of an appreciable
-:amount of public funds on patrol vessels along the sea· coast and
p~rmanent works along the land border, and watch and ward staff
-on. a generous scale. It is, therefore, necessary, in our opinion, that
-.strmgent measures, both legal and administrative, should be adopted
-with. a view to minimising the scope of this evil. The elimination of
~fore1~n J?OCk~ts will, of course, make for. considerable improvement
:::1n this direction. We would also recommend the amendment of the
:.Sea Customs Act so as:

:'Smuggling

(i) to make smuggling a criminal offence,

(ii) to empower Customs Officers

(a) to search premises, and, on production of a warrant
from a Magistrate, to seize ·documents, papers and
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accounts suspected to be connected with the smuggling
of goods, •
(b) to issue summons to any person reasonably believed
to .be in possession of rna terial evidence to appear in
person or through representatives for production of
documents or books of accounts, for furnishing of information and for answering questions, and
(c) to interrogate smugglers, and
(iii) to transfer the onus of proof in respect of offences relating
to smuggling to the person. in whose possession any dutiable, restricted or prohibited goods are found.
12. The Sea Customs Act imposes a penalty [vide section 167 (79)]
on · any officer of Customs who, except in
Disclosure of infor- the discharge- in good faith of his prescribed
mation
~ duties, discloses any information gathered by
him in his official capacity in regard to any goods.
There is a similar provision in regard to Central Excise in the Central
. Excise Rules.
This provision is intended to prevent departmental
officers from acting in a manner prejudicial to the interests of
the owner of the goods vis-a-vis his trade rivals. While we
agree that this is sound policy, we see no justification for
carrying ~his so far as to preclude the information being utilised
in legal proceedings against the owner or in the institution of necessary enquiries in connection with his liability to other taxes, such
as income-tax, sales tax, etc. No such restriction is imposed in regard to the divulging, for these purposes, of information gathered
in the course of income-ta}C proceedings (vide section 54 of the
Income-tax Act), and we, therefore, recommend that a similar provision be introduced in the Sea Customs Act and the Central Excise
Rules also.

Part 11-Central Excise Administration
· 13. Before we discuss other administrative problems relating to
central excise, we shall deal with the appelAppellate procedure
late procedure in central excise matters as in
a number of representations ·it has been suggested that an independent authority should hear appeals. Mutat~ mutandis the .same appellate procedure exists o_n the central excise side as on the customs side.
We would, therefore, _recommend that revision applications to the
Government of India should be heard by an Appellate Tribunal in
the same way as would be provided. for on the customs side. As,
however, the volume of work involved on the central excise 'side
will not justify the setting up of a separate Tribunal, we suggest .
that the proposed Appellate Tribunal for customs should deal with
the central excise cases also.
14. It will be convenient to deal with central excise administration under two broad heads, viz., as affecting
System of control in manufactured
articles and unmanufactured
Central excise
. I
artie
es. Except to b acco and -coffee, all other
centrally excised articles come under the category of manufactured
articles.
317 MofF-21
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15. In regard to manufactured articles, the excise control commences with the licensing of the factories conManufactured articles cerned. A bond has to be executed by a factory
which provides that the entire output of articles
subject to central excise duties would be produced. for the charging
of duty and that they would be satisfactorily accounted and this
is supported by adequate security. The amount of the bond is the
equivalent of the duty on a fortnight's output or on the maximum
quantity of goods likely to be in storage at any time, whichever is
less. The maximum amount of the bond is ordinarily Rs. 50,000.
The amount of the security is decided by the Collector with reference to the standing of each factory. It is usually Rs. 10,000 for a
big factory and for smaller factories it may be as low as Rs. 100.
16. Excise control is exercised by the officer of the Central Excise Department who is posted at the factory. He is charged with
the duty of keeping a watch over the operations in the various
departments of the factory so as to prevent illicit disposal of the
commodities manufactured. Although the articles produced become liable to levy of duty as soon as they are produced, the manufacturers are permitted to store them without payment of duty in .
approved store rooms within the factory premises and duty is collected
only at the time of the removal of the goods outside the factory.
Obviously, therefore, clearance can take place only under excise
supervision and after payme:I?-t of duty. Manufacturers are required
to maintain detailed accounts of production, quantity deposited
in the store room and the quantity issued out of the factory.
These accounts are checked by the Central Excise Officer
in charge and also by supervising officers.
The manufacturer is required to provide, free of cost, office accommodation for
the central excise staff posted at the factory and where so required,
residential accommodation for this staff near the factory at a rent
no~ exceeding 10 per cent. of the pay of the officer concerned.
17. The method of control exercised under the Central Excise
Ru1es on the production and clearance of goods
CrJtJcJsm of excJSe from factory premises has come in for a certain
procedure
amount of criticism from the interests affected .
~\·.It was urged before us that it interferes with manufacturing prot:/ cesses, it is expensive for Government and is irritating to the manufacturers.
was also alleged that it does not fu1ly serve the purpose for which it is intended, viz., to prevent loss of revenue through
pilferage. A suggestion was, therefo~e, made that the procedure
should be considerably simplified by making it possible for excise
duty being collected on the basis of audited accounts, subject to
such conditions as Government may lay down regarding the form
in which they should be kept.
0

..

0

•

•

It

18. Two important features of the present system are that
accounts have to be maintained of production and storage, and that
clearances from the factory premises should be verified personally
by the Central Excise Officer posted at the factory. There is no
doubt that both for the factory and for the administration it is more
convenien~ for the duty to be collected at the time of the clearance
of goods. It facilitates the removal of finished goods from the factory to godowns and thus avoids interference by central excise

323
. officers during manufacture. Since clearances are normally made
for the purpose of sale the present system also helps the factory
. owners to make payment. of duty practically at the same time as
,they recoup it from their agents and dealers. As central excise
·duty is levied on goods and not on persons, the point at which it
;should be collected is when the goods are manufactured, but
since practical difficulties do not make that possible, the next
·best course is to collect it at the time of clearance from the factory
_premises. It seems to us reasonable for Government to ensure that
for the period intervening between production and clearanc.e the
goods should be kept in a proper place and under adequate.
;supervision. The procedure followed in India in this regard. is. also
·practically the same as that obtaining elsewhere. Physical sl:lpervi:sion is considered to be necessary in such cases in almost every
·<:ountry. For instance, the following extract from a standard work'
•On Canadian taxation will be of interest:"The habitat of the exciseman is the brewery,· the distillery,
and the cigar, tobacco and cigarette factory~ Not only
are these his native surroundings but in many instances
they provide his abode during his working hours ..... .
The exciseman is less a tax collector than a combination of policeman, accountant· and chemist. He rules
this field of manufacturing· with almost undisputed
sovereignty. No person may enter on any of the activities subject to · excise without · first obtaining a
licence .... the granting of which is by no means automatic."*
19. Ariother argument advanced against the existing system is
-that it is too costlv. The. entire cost of collection of central excise
duties in India works out t9 4·5 per cent. of the total duties collect·-ed. This includes the cost of collection of duty on commodities such
..as tobacco, which entail complicated administrative arrangements
that are relatively more expensive. We do not think that this cost
is high considering the responsibilities that the Department has to
discharge. We are, therefore, unable to accept the argument. that
physical· supervision by central excise officers is too expens~ve a
mode of collection of duty on manufactured articles. We are of the
·opinion that the existing system is advantageous both to the manufacturers' interests and to the administration alike, ·and that even
·the provision in regard to the compulsory allotment of quarters to
the central excise staff (on payment of rent, of course) will, if view·ed in this light, be accepted as salutary.
20. It has been represented to us that the present central excise
rules cause hardship for the small scale manufactories
facturers of matches. The main points of comJ?laint relate to:
·

~Di·fficulties of match

(a) the requirement of security for the bonds and (b) prepayment of duty.

•J. Harvey Perry: Taxation in Canada (P. 344).
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21. It has been stated that there was no provision in the Matches.
(Excise Duty) Act and Order of 1934 for theWithdrawal ofsecudeposit of security by the manufacturers of
rity deposit
matches. There were special safeguards such
as the requirement that the store room for the deposit of matches.
pending payment of duty would be under Government lock and that
receipts and issues would be made only' under the excise officer's.
supervision. While retaining these special features for matches~ the
consolidated Central Excise Act and Rules, 1944, which replaced thespecial enactment for matches also extended to it the ·requirement
of security which was of a general character applicable to other
excisable goods where the store rooms were not under Government
lock. The interests representing the small scale match factories.
, have represent~d that this imposes a severe strain on the financial
resources of small units and deters persons of small means from
setting up factories. They have argued that Government revenueis ad~quately safeguarded by the fact that the store rooms for finished matches are under Government lock, and matches cannot be
removed except under the excise officer's supervision. They have,
therefore, urged the withdrawal of the provision in the rules requiring security to be furnished by manufacturers of matches.
22. We observe that the contention that there was no provision
for demanding security under the old excise procedure is incorrect.
Section 25 of the Matches (Excise Duty) Order, 1934, provides that
every holder of a licence for the manufacture of matches or splints.
and veneers shall furnish such security as may be demanded by the
Collector for the observance of the conditions of the licence and for
the payment of duty. Nevertheless, there is force in the contention
that adequate safeguard for revenue is provided by the fact that.
matches have to be stored, pending payment of" duty only in godowns
which are under excise custody. Further, we observe that forsimilar bonds to be executed by licensees of warehouses for the·
·storage of tobacco, there is provision for a bond with surety even
- though the warehouses are in the custody of the owners and thereis no continuous excise supervision as in the case of matches. Wer
therefore, recommend that the alternative of a bond with surety
should be provided for the manufacturers of matches as a measure of
relief for the small units.
23. The excise duty on matches is realised in the form of
banderols which are required to be affixed t()
Dl~r;ed payment boxes of matches before removal from factories.
0
u Y
The banderols are purchased from treasuries
either on payment of cash or on credit. For purchase on credit, a
bond is required and payment of the value of the banderols in cash
is insisted on before removal of the matches from the factories.
24. It has been represented that the excise duty on matches
amounts to 50 per cent. of the wholesale price and it is a hardship t()
small units with slender resources to find the funds for payment
of the duty before sale of the matches, and a suggestion has been
made for a system of deferred payment of excise duty in such cases25. We appreciate this difficulty experienced by cottage factories ..
The necessity for replenishment ~f the funds locked up in payment
of excise duty before removal of matches from the factories makes
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:them accept whatever prices are offered, and this reduces their
.bargaining power. We, therefqre, recommend that a system of
_payment of excise duty in arrears may be introduced as a measure
of relief to the cottage factories. We understand that a similar.
.concession was granted to the · tea industry as a temporary
measure when it was faced with a crisis. It may be laid down as
..a condition of the concession that a bond with security or surety
to cover the outstanding amount should be executed and ·the
.factories may be required to deposit the ·duty in respect of all
..removals during a month not later than the last day of the following ~onth.
26. In the case of unmanufactured articles excise control commences at the stage of cultivation. Every
·unmanufactured
grower is required to make a declaration in resoartic:les
.
pect of all land upon which the products are to
be grown before making use of any land for growing ·such pro-ducts. Those who cultivate ten acres or more are required to
.make this declaration in writing and those who cultivate less are
_permitted to furnish the particulars orally _to the central excise
,officer who visits him for the purpose. The growers are not
required to obtain any licence in their capacity as growers but have
:to obtain a licence if they intend to cure the tobacco or coffee cultivated by them. The small scale growers who cultivate solely for
_:Personal consumption are not required to obtain a licence for
curing because such· products are · exempt from duty. At the end
(of the harvesting season the growers are required to make a declaration of the products grown by them and here agaln the requirement of a' written declaration is confined to those who cultivate
-ten acres or more.
27. Those who cure the products grown by them as well as those
who are not growers but purchase the tobacco or coffee in the
:.uncured state for curing are required to obtain a licence for curing.
'Those who cure less than 100 standard maunds are issued fref!
licences whereas those who cure more have to pay a licence fee
lDf Rs. '5 per year. The curers are required to furnish returns of
the quantities actually cured by, them and here again those who .
.cure less than 100 standard maunds are permitted to make oral
,returns. As soon as the products are cured, they have to be cleared
'by the curers either on payment of duty or by transfer to a
·private or public bonded warehouse. Where, however, a curer is
'not able to dispose of the products in this manner and prefers to
~etain the products with him awaiting an opportunity for . good
prices, he may do so by obtaining a licence for a curer's bonded
.store room.
28. All those who deal in unmanufactured tobacco, i.e., wholeand retail dealers, brokers and commission agents, manufac·.:turers of tobacco products, and owners of bonded warehouses for
"the storage of tobacco pending payment of duty are licensed and
are required to maintain accounts. Persons licensed to keep warenouses are required to execute bonds with surety or security for
·the due payment of duty. The amount of the bond is fixed on the
'basis of the capacity of the warehouse. The movement of unmanufactured tobacco exceeding two seers can take place only under
.;a prescribed transport document.
~sale
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29. The representations made to us in regard to unmanufac-tured articles are mainly concerning tobacco,
Representations from and we proceed to discuss the important sugthe trade
gestions and complaints.
30. It has been suggested to us by certain interests representing
tobacco merchants that the growers should be
~isposal of tobacco required to dispose of their crop immediately
Y growers
after curing instead of permitting them to·
retain it up to the end of June of the following year. The main.
reason given for this suggestion is that it will reduce the chances.
of defrauding revenue.
·
31. As indicated earlier, the Central Excise Rules do require·
that the tobacco should be cleared on payment of duty or by tJ"ansfer to a private .or public bonded warehouse immediately after
curing. There is, however, a provision permitting growers to retain .
their crop up to the thirtieth day of June in the year following that.
in which it was harvested, on obtaining a licence for a 'curer's bonded store room'. The object of this provision is to safeguard the
interests of_ the growers and it enables them to look for an oppor-tunity of getting good prices. We do not support the suggestion
for withdrawing this facility because it would throw the growers.
at the mercy of the merchants.
32. A general complaint that has been made to us is regarding·
the elaborate accounts prescribed for ~arehouse·
Restrictions regard- licensees and restrictions placed on processing
ing warehouses
and blending and the collection of duty on losses
incurred in various operations. We recom-·
mend that a. simplified procedure should be evolved and account.
should be taken of the losses that have occurred in transport, storageand in processing.
33 .. The system of transport control in respect of tobacco has.
Transport control
come in for a good deal of adverse criticism. It
,
has been represented that the procedure fortransport permitS needs overhauling and simplification; that.
transport permits issued by Central Excise Officers should not be
insisted, on in areas which do not produce tobacco; and that expensive measures for controlling the. movement of duty paid tobacco
are unnecessary and that control should not go beyond the limit or
identification of the duty paid character of the consignments.
34. We observe that the prohibition of transport of unmanufac-tured tobacco without a valid transport document is an important
safeg!uard against evasion· of excise duty. Tobacco is .consumed
in some form or other in all parts of the country and the only means:
of identification of licit and illicit tobacco is the prescribed transport document. We observe that no fee is charged for the issue
of these transport documents and that, to facilitate trade, movement of tobacco is permitted in certain circumstances under the·
transport certificates and sale notes issued by dealers.
35. We do not consider that any radical simplification of the·
system of transport control is necessary or possible. In fact, the·
system cannot be said to be to the disadvantage of the trade; on
the contrary, by helping to identify licit transport, it saves the·
trade from harassment.
·

CENTRAL TAXES
SUl\IMARY OF CONCLUSIONS ANO RECOMMENDATIONS
Taxes on Income
CHAPTER ll.-BASIS OF LIABILITY TO TAX

1. It is not possible to accept the suggestion that income arising
to a resident outside the taxable territories should be exempted from
income-tax. Some arrangements are, however, necessary under
which the remittances of foreign income are relieved of the higher
burden of taxation in case the Indian rates of income-tax are higher
than the rates applicable in the country in which foreign income
arises. The following scheme is recommended, which achieves !this
object, simultaneously with the taxation of foreign income on an
accrual basis as _at present:-

(i) the foreign income of a resident should continue to be
taxed as hitherto in the year of accrual;
(ii) unilateral relief should also continue to be extended to
such income if it has suffered tax abroad;
(iii) in the year in which the assessee remits the earnings so
taxed to India, he should be given a refund of the actual
tax borne by him. This will be regulated as follows:(a) there will be no refund if the Indian and foreign tax
rates are the same;
(b) the refund will equal the difference between Indian
and foreign rates if th_e former is higher; and
(c) no refund will be ·involved if the Indian rate is
lower than the foreign rate. Transitional provisions
would be necessary in respect of· income which had
accrued before the system of full unilateral relief
came into force, or in respect of which double incometax relief had been granted on some other basis.
(Paragraph 10.)
2. The category of 'resident but not ordinarily resident' persons
should be abolished and such consequential changes made in the
tests for residence as contained in section 4A(a) of the Income-tax
Act as are necessary to avoid hardships to some of the assessees,
who are at present 'resident but not ordinarily resident'. (Paragraphs
11-13.)
.
3. Income of a foreign technician during the financial year in
which he arrives in India should be completely exempted. from
income-tax and super-tax. His income in the second financial year
should also be completely exempted provided the total period of his
stay in India does not exceed 365 days. If, however, the period of
stay exceeds 365 days, he should be charged to tax on the income of
the second financial year either as a resident or as a non-resident
according to the application of t~e ordinary law. (Paragraph 16.)

327

328
4. The income-tax law should be amended so as to subject to tax
remuneration received by Indian citizens employed in India by the
United Nations and allied international organisations. (Paragraph
17.)

5. The income crl terion .for determining the residence of companies as contained in section 4A(c)(b) of the Income-tax Act should
be abandoned. (Paragraph 21.)
6. Power should be conferred on the Central Board of Revenue
to extend, in cases of hardship, the period of exemption of tax on
remittances of foreign profits received by a person who has
previously been non-resident, and who comes to India to take up
residence. (Paragraph 25.)
7. The concession regarding exemption of remittances by residents to India from abroad between 2-9-1951 and 31-3-1956 should
be continued for an indefinite period. (Paragraph 26.)
8. With a view to securing uniformity regarding the taxation
of non-residents on income deemed to accrue or arise in India
through 'business connection', the Central Board of Revenue should
issue a comprehensive set of instructions, after taking into consideration the judicial decisions on the subject and as many as possible of the types of transactions that are likely to arise in practice.
These instructions should also be made available to the public.
The assessees should be encouraged to bring freely to the notice of
the Central Board of Revenue any cases which, in their opinion,
are not being handled in accordance with instructions that may be
issued or where the instructions themselves operate harshly in a
particular case. (Paragraph 31.)
9. It should be explicitly laid down in the Income-tax Act that
no profit should be deemed to accrue or arise in lndia:(i) where the transactions between a resident and a nonresident are on a principal-to-principal basis, and where
the ownership of the goods passes from the non-resident
to the resident outside the taxable territories; and
(ii) in respect of goods purchased in India whether through
a regular agency or otherwise provided such goods are
not subjected to any manufacturing or other process
·
before export. (Paragraphs 32-33.)
10. Where goods are manufactured outside India and ..mly the
sale of goods takes place in India, the principles governing the allocation of profits between the selling operations and other operations
should be laid down in the Income-tax Act on the model of similar
provisions in the Australian Income-tax· Act. (Paragraph 35.)
11. The Central Board of Revenue should issue instructions for
the prompt disposal of applications under the second proviso to section 42(1) of the Income-tax Act for certificates showing the amount
which an agent of a non-resident should retain out of the moneys of
the latter in order to discharge the tax liability which may fall on
him under section 42 of the Act. (Paragraph 37.)
12. (i) The model agreement. suggested by the Fiscal Commission of the League of Nations is suitable only for countries which have developed economically to the same
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extent. Where considerable differences exist in the economic development of different countries, suitable adjustments will have to be made to safeguard the interests of
. the comparatively less developed countries .. ~specially in
regard to the profits of aviation and shipping;.
~rl) any hardship caused by the non-availability of rel,ief in
respect of income deemed to accrue or arise under the Income-tax Act should be rectified as a part of the agreement for double income-tax avoidance or relief;. ·
·
(iii) the model of Indo-Pakistan agreement on double incometax avoidance is preferred. (Paragraphs 43-48.)

CHAPTER 111.-TAXABLE INCOME-I
I

13. It is not practicable to define 'income' in the income-tax law.
Guidance in this matter should continue to be drawn in the future,
as heretofore, from the case law on the subject. (Paragraph 3.)
14. The following receipts should be made chargeable to incometax, to the extent and in the manner indicated below:(i) premium on leases,
(ii) sale proceeds of patent rights and copyrights,
(iii) compensation received for termination of managing agency
·
agreements or similar business agreements, and
(iv) compensation for loss of. employment, except when it is
in the nature of damages awarded by a court in consequence of the repudiation of service agreement by an
employer or for wrongful discharge or dismissal of an
employee.
The lump sum receipts from the sale of patent rights should be
spread over a maximum period of six years; those from premia on
leases over a maximum period of twenty ·years; and those from compensation for loss of managing agency commission and from compensation for loss of employment over a period that may be consi- .
dered appropriate by the income-tax authorities depending upon
the nature of the agreement or the contract from which they arise.
The receipts should be spread backwards, except those arising from
premia on leases which should be spread forwards. (Paragraphs
6--10.)
15. The present provision in the Indian Income-tax Act for the
exemption of casual and non-recurring receipts should not be disturbed. However, certain types of casual rec~ipts which are obviously an addition to one's ability to pay, such as the winnings of.
crosg..word puzzles, lotteries, etc., should be charged to tax at a flat
rate through a separate tax levied under item 97 of the Union Legislative List in the Seventh Schedule to the Constitution of India.
(Paragraphs 11-15.)
16. The full- value of any benefits granted to an employee by his
employer and ·any sum paid by the employer in respect of any charge
or other obligation which but for such payment would have been
paid by the employee, should be treated as taxable income in the
latter's assessment. For the pres..ent, however, the liability should
be confined to employees whose total emoluments (including the
value of the perquisites) exceed Rs. 24,000 in a year and to directors
of companies irrespective of their emoluments. The Central Board
of Revenue should issue executive instructions to ensure that no
attempt is made to evaluate or tax petty items. It is also suggested
that section 4(3) (vi) of the Indian Income-tax Act should be amended to bring it in line with the recommendation made above. (Paragraphs 16-22.)
·
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17. The distinction between agricultural and non-agricultural
income should be done away with, and both incomes should betreated as one eventually for purposes of taxation. Until that is
done, income from such forms of dairy, farming and poultry raising:
which are undertaken as a commercial venture and income from.
usufructuary mortgages should be· brought to charge under the~
Indian Income-tax Act. No change is, however, recommended in:.
respect of the practice followed regarding the taxation of receipts
from forests. (Paragraphs 23-27.)
18. Debts foregone by a creditor should be treated. as income of:
the debtor if the amount of the d~bt has been allow~d as a deduc-tion in the debtor's assessment in an earlier year. Executive instructions should, however, be issued to prevent detailed enquiries in.
cases involving small sums. (Paragraph .28.)
19. Unclaimed wages and other balances should be treated as tax-able income after the expiry of three years· from the year in which
they were allowed as revenue expenditure to the assessee. (Paragraph 29.)
20. The executive instructions' ·recentlY' 'issued by· the Central
Board of Revenue regarding the tax treatment of managing agency
commission surrendered appear to be sufficient to cover any case~
of genuine hardship that may arise in this connection. (Paragraphs.
31-34.)
21. The excess of the sale proceeds of a depreciable asset, which~.
is now brought to charge under section 10(2)(vii) of the Income-·
tax Act, should be excluded from. tax provided the sale proceeds.
are utilised for replacement of the asset and certain other conditions.
are fulfilled. These conditions are discussed in Chapter V (videitem 53 of the Summary of Conclusions and Recommendations.
Compensation received from an insurance company on account·
of the destructionor loss of a building, machinery or plant should betreated in the same way as sale proceeds, for the purposes ot the
balancing charge under section 10(2)(vii) of the Income-tax Act..
(Paragraphs 35-3~.)
· .
22. Lump sums received by a single-picture .producer for the saleof distribution rights may be spread backwards over a period of twoyears, if the production of the picture takes more than eighteen.
months.
.
. The cost of films mar be amortised for income-tax purposes bybemg spread over a period of two years, according to the formula
suggested for the purpose by the Film Enquiry Committee. (Paragraphs 43-44.)
·
23. Interest on long-term cash certificates issued by banks may·
be allowed to be spread backwards over the period of the certificate·
(subject to a maximum of four years), if the cash certificates held
do not exceed Rs. 25,000. (Paragraph 47.)
·
24. Income from 'Nidhis' and 'Chit funds' should be spread backwards over a period of three to five years at the maximum. (Para-·
graph 48.)

. CHAPTER IV.-TAXABLE INCOME-II

25. The suggestion that assessees should be required to furnish a
ceertificate every year to the effect that the method of valuation of
:stock followed is the same as adopted by them originally, could·
.be met by suitably amending the form of return of income. (Para_graph 5.)
26. Assessees, who consistently follow the 'pick-and-choose' method
.of valuing stock, should not be compelled to change over to the
~global' method.
(Paragraph 6.) ·
27. Clause (xv) of sub-section (2) of section 10 of the Income-tax
Act should be taken as applicable only to the 'residue' of expenditure outside the expenses covered by clauses (i) to (xiv) of the abov~
.sub-section. (Paragraph. 13.)
28. The right of the income-tax authorities to question the reasonableness of remuneration paid to employees, which has been recognised by judicial decisions, should be specifically provided for in
the statute insofar as the employment of relations etc. is concerned.
.(Paragraph 18-19.)
29. The following items of expenditure of a capital nature should
.be treated as admissible deductions:(i) cost of acquisition of patent rights and copyrights, and
premium on leases;
(ii) lega( costs and other expenditure in connection with the
acquisition of a lease for a period exceeding one year.
'The payment made for the acquisition of patent rights should be
spread over the number of years for which the rights are acquired, .
up to a maximum period of sixteen years. The period for the pre-mium on leases should 'Qe a maximum of twenty years, and for
copyright the period should depend on the nature of agreement
under which. it is acquired. (Paragraph 23.)
30. A specific provision should be inserted in the law for allowing costs of income-tax appeals in certain circumstances. The provision may be to the effect that, if the Appellate Assistant Commissioner or the Appellate Tribunal is satisfied that an appeal was
prima facie a wholly .justifiable one, or a partially justifiable one,
the appellate authority could order the payment to the assessee of
an amount equivalent to the refund that he would be entitled to
if either the whole or a portion (as may be decided upon by the
appellate authority) of the actual expenses incurred by him on the
appeal proceedings is treated under section 10(2)(xv) as a· deductible
expenditure in his assessment. (Paragraph 27.)
31. The practice of disallowing a portion of the travelling expenditure, as representing personal boarding and lodging expenses of
the assessee,_ should be given up. (Paragraph 29.)
32. The provisions for a balancing charge or balancing allowance
-contained in section 10 (2) (vii) of the income-tax Act, should be
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made applicable to buildings constructed on leased land, and alsoto machinery and plant which are compulsorily acquired by Government. (Paragraphs 34-35.)
33. The scope of Section 10(2)(xiii) of the Income-tax Act should,
be enlarged so as to allow the deduction, for income-tax· purposesr
of any sum paid to a university or college or any other institution,.
which is approved by the prescribed authority, to be used for research.
in statistical and social sciences, provided it relates to the class of
business carried on by the assessee. The prescribed authority forthis purpose should be the Planning Commission. (Paragraph 41.)
34. The Central Board of Revenue should. make an analysis of"
a sample of bad debts that have not been accepted by the Incometax Department and should make its findings public. (Paragraph
43.)
35. Persons chargeable to tax on income from 'salaries' should
be allowed the amount actually expended by them on the purchaseof books and periodicals up to the extent that they are required for
study and reference in the pursuit of their vocations. The concession should be limited to a maximum of Rs. 500 a year. (Paragraph.
47.)
36. The cost of collecting interest on· securities and dividend~
should be made an admissible deduction by a suitable amendment
of sections 8 and 12 of the Income-tax Act. (Paragraphs 48-49.)
37. The carry-back of losses should be allowed, with pro_per safeguards, only in cases where it may be impossible to adjust losse~
against future years owing to the cessation of business, profession
or vocation. It should not be extended to a company unless it iswound up compulsorily under the orders of a court, nor should it
apply to a Hindu undivided family on partition. As regards individuals, it should apply when the business, profession or vocation is:.
permanently discontinued and where such discontinuance is brought.
about by circumstances outside the control of the assessee, e.g., at.
the time of his death.
·
·
Such losses should be carried backwards for ,one year a:Od should
be set off against profits arising from any source in the pr~ceding:
year. (Paragrapp · 61.)
38. The existing six-year limit for carry forward of losses should~
be removed .so as to allow them to be carried forward indefinitely,.
~.e., until they are fully absorbed. (Paragraph 63.)
39. The restriction for loss offsets against the same business~
should be removed, subject to the safeguard that the business in
which the loss is occasioned is carried on by the same assessee in
subsequent years. The working of this recommendation should be
reviewed after five years. (Paragraph 64.)
40. Carried forward loss from a business, profession or vocatioru
may be allowed to be set off against 'non-business' income o£ the
year next following the year in which the loss arises, provided that
the business, profession .or vocation, in respect of which the lossarises, continues to be carried on by the asse1>see in subsequent year_
(Paragraph 65.)
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41. The recent amendment made to section 24 of the Income-tax
.Act by section 2 of the Finance Act, 1953, which makes differentiation between losses from speculation and other losses is justified.
"The recommendation made above for the removal of the present
time-limit of six years for the carry-forward of losses should also
.apply to speculative losses, except that they would be available only
lor being set off against income from speculative transactions. (Para.graphs 66-72.)
42. A company in which the public are not substantially inter·ested should be allowed to have the loss carried forward :f.rom one
year and set off against the profits of a subsequent year only if the
.shareholders in the year when income is earned are substantially the
.same as those in the year when loss occurs. (Paragraph 73.)

CHAPTER V.-DEPRECIATION ALLOWANCES

43. 'rhe principle of revalorisation or continuous revaluation of
-fixed assets for the purpose of allowing depreciation is not merely
-defective in theory, but also unworkable in practice. (Paragraph 9.)
44. The system of initial and additional depreciation allow:ances
instituted in 1946 and 1949 respectively should be continued for
·another period of five years for industries to which 'development
rebate' as suggested in Chapter VII is not applicable. After five
_years, the need for it should be reviewed in the light of the position
existing at that time. (Paragraph 14.)
. 45. The proviso to clause (via) of sub-section (2) of sec~ion 10 of
the Income-tax Act requiring the recalculation of depreciation
.allowance on machinery and plant after five years,· on the basis of its
market value, should be deleted. (Paragraph 15.)
46. Initial depreciation allowance in respect of plant and
machinery should be raised from 20 per cent. to 25 per cent. of the
-original cost of the asset and it should be taken into account for
determining the 'written down value' of the asset. (Paragraph 15.)
47. No initial depreciation allowance should be allowed to those
industries which have been granted a development rebate as recommended in Chapter VII of this Volume. (Paragraph 16.)
48. The adoption of 'free method' . of depreciation is not recommended. (Paragraph 17.)
49. If the method of depreciation prescribed in the Income-tax
Act for a particular industry is different from that statutorily provided for in the special laws applicable to that industry, the latter
.method should be adopted for income-tax purposes also. (Paragraph
.20.)
50. The Central Board of Revenue should undertake a comprehen:Sive revision of the schedule classifying the assets for depreciation
with a view to taking into account the latest technical developments.
It should also make an overall examination of the rate schedule.
.(Paragraphs 22 and 28.)
51. The practice of allowing depreciation in proportion to the
number of months for which the asset is used in a year should be
abandoned. (Paragraph 31.)
52. The balancing charge and balancing allowance provided for
:in section 10 (2) (vii) of the Income-tax Act should be made appli-

-cable to furniture also -by a suitable amendment of the law. (Para_.graph 32.)
53. Subject to the following conditions, the excess of sale proceeds
()f an asset over its written down value, which is now brought to
charge to the extent provided for under clause (vii) of sub-section.
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(2) of section 10 should be excluded for purposes of taxation, if thesale proceeds are utilised for financing the replacement of that asset.
The conditions are:(i) the amount saved from taxation is set off against the
original cost of the new asset before depreciation is charg, ed on it, and
(ii) the new asset is purchased within two years of the sale
of the old asset. (Paragraph 32.)

CHAPTER

VI.-TAXATION m' ·MIN1NG

INDUSTRIES

54. Royalty, even where it is held to be an appropriation of proshould be allowed as an admissible expenditure to the extent of
the amount which would be admissible had it been calculated as
-;prescribed in the ¥ineral Concession Rules, 1949. (Paragraph 25.)
~ts,

55. Abortive expenditure on exploration should be allowed as a
·revenue expenditure in the year in which such expenditure is
incurred. (Paragraph 25.)
56. The mineral industry in India is yet in an undeveloped state
.and requires encouragement. Special provisions are necessary to
::provide for the treatment of expenditure which is essential for the
working of mines. It is recommended that:-

(i) capital expenditure incurred for acquiring minerals or the
rights to work mineral_s,
(ii) expenditure on successful exploration,
(iii) expenditure on development ·of mines, and
(iv) at the option of the assessee, the cost of the buildings,
plant or machinery used for exploration or mining pur•
poses
·
.should be allowed to be· charged against profits. Expenditure on
tangible assets should be admissible for depreciation and that
incurred on intangible assets should be amortized. The amount of
·expeqsfiture admissible for any one year should be computed on the
.basis of "out-put" formula or one-twentieth of the total admissible
·expenditure, whichever is greater. The fixation of the number of
_years over which the expenditure should be spread under the latter ·
formula is a technical matter which calls for further examination.
·}4ining concerns should not be allowed the freedom to write off a
larger proportion of the total admissible expenditure during periods
·-of high profits. Specific provision for regulating the quantum of the
-expenditure admissible in the last year of the working of ·a mine on
the lines of clause. -(vii) of sub-section (2) of section 10 of the
Income-tax Act should also be incorporated in the law. (Paragraph·
.25.)
These concessions are being recommended subject to the following reservations:(i) Government of India should, in consultation with the
Bureau of Mines, consider the desirability of imposing
maximum limits for each industry separately beyond
which expenditure on exploration will not be allowed;
(ii) abortive expenditure on exploration should only be allowed to be set off against profits from other mineral undertakings worked by the assessee and not against profits
from any other kind of business that may be carried on by
the assessee;
·
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_(iii) the concessions recommended should be available only toundertakings which are engaged in the exploration of
minerals (a) which are of the non-bedded variety, (b)
which lie at a deep level and (c) the prices of which are·
subject to significant fluctuations in the export market;.
and
(iv) the continuance of these concessions should be subject to a·
periodical review to determine whether the object with:
which these concessions have been recommended, viz., to·
stimulate the mining production in the country, is actually being fulfilled. (Paragraph 25.)
57. In view of the amortization of practically the whole of thecapital expenditure invested, the additional incentive, if any, which
may be allowed, and the consequent loss of revenue, must be fully
justified on the~core of being absolutely necessary in the sense that it
is expected that the exploration and production of minerals are not
likely to develop without such incentives. Special tax incentives.
should, therefore, be restricted to selected minerals only. They should
be admissible. only to undeveloped minerals or to those which are"
in the initial stages of development and the development of which is.
considered essential for economic or strategic reasons. Even among
such minerals, there is a stronger case for the grant of tax concessions to non-bedded minerals which li~ deep under the surface of
. the earth. The concessions may also be restricted to those concerns=
only which undertake to convert the .minerals into finished or semifinished products before their export to foreign countries. A speciat
tax incentive may be allowed to stimulate the extraction of the lower
grades of ore resulting in the fuller utilisation of mineral resource~
and lengthening the life of the mines. It may take the form of a
rebate of income-tax based on the tonnage of sub-economic grades of
ore mined in any year. It is, however, not possible to lay down a·
general rule for the grant of incentives, if any, in respect of all
minerals. Differentiation will have to be made on the basis of thespecial circumstances. and features of each mineral. (Paragraph 27.}
58. Depletion allowance,whether based on discovery value or on
percentage of gross profits, is not considered suitable in the context
of the present state of the Indian mineral industry. (Paragraph 28.}
59. Such mineral industries as fulfil the tests mentioned in recommendation No. 57 above should be eligible for either the development rebate or the concession under section 15C of the Income-tax:
. Act on the lines mentioned in Chapter VII. (Paragraph 29.)

CHAPTER VII.-INCENTIVES TO DEVELOPMENT OF PRODUCTIVE
ENTERPRISE

60. The rebate of one anna in the rupee at present _given to all
companies on their undistributed profits should be continued. (Paragraph 5.)
61. Companies, individuals, partnerships and other proprietary
concerns engaged in selected industries should be granted a 'development rebate' by being allowed to charge to revenue 25 per cent. of
the cost of new fixed assets in the year of installation of jhe assets.
This development rebate will be in lieu of the present initial
depreciation allowance and it should be available for purchase of
fixed assets, whether intended for replacement or for expansion, and
to new as well as existing concerns in the industries selected. The
addition~! depreciation allowance sh0uld be continued as at present.
(Paragraph 6.)
62. The selection of the industries eligible for the deyelopment
-rebate should be made on the basis of (1). ·the importance of the
industries concerned from the point of view of national develo-pment,
and (2) the extent to which they are unlikely to be developed-either
by way of expansion of existing concerns or establishment of .new
concerns-if left to the voluntary effort of. private enterprise and
without any special stimulus by way of tax relief. The actual
selection should be made by an appropriate· body constituted by
Government such as the Planning Commission. (Paragraph 8.)
. 63. Adequate measures should be worked out by an expert committee of officials for preventing abuse of the tax relief that will beafforded by the proposed development rebate. Thus, the development rebate should not be given either in respect of renovated plant
and machinery or on such asset'S bought second hand. Nor should
it be applicable to assets other than plant and machinery or to motor
cars and such other transport as may be considered by Government
to be capable of being used for .private as well as for business pur-poses. Where the development rebate is granted on new plant and
machinery, it must be provided (i) that the sale of such plant and
machinery will not be allowed if it is made to a person or a corporation or any other taxable entity the major portion of whose business
income is not subject to Indian income-tax; (ii) that the rebate will
not be allowed if the asset is utilised for a purpose· other than that
for which it was acquired unless it would have qualified for the
development rebate even for the latter purpose at the· time it was
purchased. (Paragraph 9.)
64. Section l5C of the Income-tax Act should be recast on the
following lines:(i) a complete tax holiday, (i.e., exemption froin tax) should
be given to all the new concerns in the selected industries
of 'special national importance';
(ii) the period of tax holiday should be six years, commencing
from the accounting year in which manufacture or production begins;
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(iii) during the period of six years for

which the concession
lasts, the calculation of profits which are exempted should
be based on normal depreciation allowance. From the
seventh year onward, when the profits of a concern
become subject to tax, double the normal annual depreciation should be allowed for a (further) period of five
years;
Civ) an industry should get the benefit either of the development rebate or of the proposed tax exemption for a period
of six years, whichever is higher, but not of both. If,
therefore, the profits during the period of six years for
which the concession lasts, computed after taking normal
depreciation into account, fall short of the admissible
development rebate, the excess of the development rebate
over such profits should be adjusted against the profits of
the seventh and subsequent years until the development
rebate is worked off in full;
(v) the dividends received from companies falling within this
category to the extent they are attributable to the exempt
income ·of the companies concerned should be exempt
from income-tax in the hands of the shareholders; and
, (vi) the concern should submit regular returns of income during
the period of the tax holiday to enable, among other things,
a record to be kept of the tax .relief thus afforded. (Paragraphs 13-18.)
65. The actual choice of the small number of selected producers'
goods and capital goods industries which should enjoy the benefit
of the revised section 15C should be made on the recommendation
of an· appropriate body constituted by Government, such as the
Planning Commission, and it should be open to this authority to
suggest changes in the list of the selected industries in the light of
the working of. the concessions and according to changing national
requirements in the context of planned development. (Paragraph
21.)
.
· 66. A review should be made of the working of the above concessions at the end of five years from their inception and the results
placed before Parliament. (Paragraph 22.)

CHAPTER VIII.-TAXATION OF SPECIAL ENTITIES AND RECEIPTS

67.. The power of the Central Board of Revenue. to. exempt from
tax the income of a trust applied to religious or charitable purposes
outside the taxable territories, which can now be exercised only in
favour of trusts established before 1st April ·1952, should be extended to cover also trusts established af.ter that date, if the ·funds
of the trust were devoted to the promotion of objects of international appeal in which India is interested, e.g., approved schemes .
of medical and humanitarian research which cannot be carried out
without international co-operation but which are conceived in the
general interests of the country. (Paragraph 5.)
68. In order to provide for the control and supervision of charitable trusts, legislation should be enacted in the various States on
the lines of the Bombay Public Trusts Act, 1950. The charitable
and religious "trusts should also be required to send returns of.
income to the income-tax authorities once in three years. (Paragraph 7.)
69. The Ind,ian law relating to the taxation of trustees and guardians (Sections 40 and 41 of the Income-tax Act) needs no modification. (Paragraph 11.)
70. Neither any further reduction in the rates of tax nor is. any
further i:qcrease in the present differential in favour of the profits
of life insurance business called for. (Paragraph 14.)
71. In making an assessment on life insurance· business on the
'valuation surplus' basis, the deduction of 80 per cent. of the surplus
reserved for policyholders is, on the whole, fair. No further increase in this proportion is necessary. (Paragraph 17.)
72. Where a life insurance business is assessed on . the 'external
incomings' basis, no modification is necessary in the maximum limits
to the management expenses admissible. (Paragraph 18.)
73. No further tax concessions in favour of mutual life insurance
companies is called for. (Paragraph 23.)
74. The present exemption of the profits of co-operative insurance
business should be withdrawn. (Paragraph 24.)
75. Companies carrying on general insurance busip.ess should be ·
allowed to add _five per cent. of their annual premia to the reserves
every year free o:£ tax, until the reserves reach 75 per cent. of
annua~ premia in respe~t of fire and !Iliscellaneous business, 100 per
cent. 1n respect of marme cargo busmess and 150 per cent. in respect of marine and aviatio~ hull business. (Paragraph 27.)
76. Transactions of re-insurance placed by Indian insurers with
insurance companies abroad shou_ld not be taken to establish a
'business connection' within the meaning of Section 42 of the
Income-tax Act. No amendment of the law is necessary to bring
about this result which could be secured by the issue of suitable
executive instructions. (Paragraph 29.)
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77. Standing arrangement on the following lines may be made
with trade and professional associations which are prepared to
accept it:(a) the association WOl:lld. be taxed on the entire surplus of
receipts over outgoings;
(b) the members would get the entire annual subscriptions
allowed in their assessment; and
(c) any sums distributed by the association to its members
would be allowed as a deduction froiil. its income and
~axed in the hands of recipients. (Paragraphs 32-33.)
78. It is not necessary to extend the concession of exemption
from super-tax on inter-corporate dividends, now available to investment trust companies which fulfil the conditions laid down in Notir
fication No. 47 dated the 9th December, 1933, so as to cover all
type& of investment companies without any restriction on the nature
of their business and their investment policies. It is qlso not necessary to embody the present concession in the statute. (Paragraphs
35-37.)
79. The difficulties experienced by electricity undertakings through
different methgds of calculating depreciation provided for in the
Income-tax Act and the Electricity (Supply) Act, 1948, respectively,
could be removed by permitting the undertakings to put into reserve
any extra surplus that they get from tax relief on account of initial
and extra depreciation allowances. (Paragraph 42.)
\
80. It would be inexpedient to make any far-reaching changes in
the tax treatment of the Hindu undivided family at the present
moment, especially when the Hindu Code Bill is pending before the
Parliament. (Paragraph 48.)
81. However, as a measure of further relief, Hindu undivided
families with four or more members entitled to claim partition
should be allowed an exemption limit for income-tax equal to three
times the general exemption limit. (Paragraph 50.)
82. The requirement that a firm should produce a written partnership deed, and furnish certain prescribed particulars, in order
to obtain registration for income-tax purposes should continue. A
time-limit should also continue to be laid down for the purpose, but
applications should not be rejected merely because they are belated,
or because they contain certain formal defects. (Paragraphs 5760.)
83. The proce~ure for applying for registration should be simplified, by dispensing with a separate application and incorporating
the rel~vant particulars and certificates (both for initial registration
and for renewal of registration) in the form of return of income.
The return of income should be signed by all the partners (or, if
the firm has been dissolved, by all persons who were partners in
the firm immediately before dissolution and by the legal representatives of any deceased partner). (Paragraphs 61--63.)
. 84. There should be no diminution in the existing tax conces: s1ons available to co-operative societies. (Paragraph 64.)
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85. Interest on securities and inc9.~~ f:r;c;>~· property receive~ by
oC(K)perative societies, includ~ng S~~~e C<>:-Oper~t~ve bail;kS, C~ntral
<Or district co-operative banks etc. (b.'l:lt ex:cluding ·housing societies,
-transport societies, co-operative insurance societies and urban con-:
:sumers' societies), of which the total· annual income is below
.Rs. 20,000, should be exempted from tax. (This concession will be
.in addition to the exemption of business profits now enjoy~d by al~
·co-operative societies and to the concession recom~endeq in item 86
·.below.) (Paragraph 67.)
·
86. Income by way of interest or dividend received by· a co·operative society on its investments with another co-operative society
should be exempted from tax, even if the total income of the former
·exceeds Rs. 20,000. Moreover, the entire amount c;>f dividends·· received by members of co-operative societies from the societies
:should be exempted from tax in their hands. (P~ragra~h ..67.)
87. Income from god owns and warehouses, received by co-opera·tive societies (including banks, marketing societies,· etc.), and by.
:.statutorily constituted market committees which provide warehousing or godown facilities, should be ~xempted from tax, even
if the yearly income of the societies exceeds Rs. 20,000. (Pa~a~
,graph 67.)
·
·
88. The proportionate annual value of the property occupied by
·each member of q co-partnership housing society should be taxed
:in his hands and not as income of the ·society. (Paragraph 67.)
89. The State Government should ensure, through adequate·
:SUpervision that no_ improper ~se is made of_ tax_ concessions by
different forms of co-operative societies. · On ~ society furnishing a
·certificate from the State Government to the effect that its consti1ution and working cm·~form to the prescribed· tests, the Income-tax
Officer should ordinarily grant the concession without further exami- .
nation. Should, however, the Income-tax O~cer find that a particular
.:society whose total income exceeds Rs. 20,000, and which has produced
a certificate of the kind mentioned above from the State Government,
bas bad an unduly large proportion of its dealings with non-members,
he should bring the matter . to the notice of the Central
Government, through his Commissioner of Income-tax, and a final
·decision regarding the admj.ssibility of the concession should not
be taken till after consultation between the Central Government
.and the State Government has taken place. (Paragia_ph · 67.)
90. There should be a review of the above concessions at the
·end of ten years from the time, they are implerpe~ted. In particular,
the review should aim at asse~sing (a) the result~ achieved _by way
-of co-operative development; (b) the extent of revenue foregone;
and (c) whether the safeguards have operated substantially to
prevent the abuse of the concessions. On the basis of this review,
and of periodical reviews thereafter, if necessary, further lines of
policy in regard to both concession and safeguards could be formulat.ed. (Paragraph 64.)
91. Section 4(3)(vi) of the Income-tax Act, should be amended
so as to make it clear that allowances granted to an employee to
meet expenses wholly and necessarily incurred in the performance
of the duties of his office will be exempt only to the extent that
EXpenses are actually incurred for the purpose. In order to avoid
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unduly detailed enquiries, taxing authorities should be instructed\
not to call for details of expenses except in cases where the allow-ances are prima facie unreasonably high. (Paragraphs 69-70.)
92. Entertainment allowances paid in cash should in all cases.
be treated as taxable receipts in the employee's assessment. (Paragraph 71.)
93. The practice of paying salaries expressed as 'tax-free' should
be discouraged. iParagraph 72.)
94.- The practice of taxing income from property on the basis of
its 'bona fide annual value' does not need modification. However.
in those States where a State-wide agency has been established for
the assessment of property taxes on behalf. of all the local bodies.
in the State, income-tax authorities should normally adopt thesame annual value as that determined for municipal assessments.
No legislative provision will be necessary to achieve co-ordination
on these lines, but the matter could be covered by executive instructions to be issued by the Central Board of Revenue. (Paragraph 75.}
95. No modification is called for in the existing provisions forallowance of repairs and collection charges in respect or property~
. (Paragraphs 76-77.)
· 96. No modification of the law is necessary in regard. to the
deduction of municipal taxes in the computation of the annual value·
of property with reference to rental receipts. However, the limit
of one-eighth of annual value for such deduction should be deleted,
as it is p9ssible that it might lead to a denial of the 50 per cent. ot·
total amount of tax in some local bodies. The Central Board of
Revenue should also examine, in consultation with the Ministry
concerned, whether this percentage could be raised. (Paragraph 79.).
97. The suggestion for a depreciation allowance in respect of
residential buildings is not acceptable. (Paragraph 81.)
98. The annual value of owner-occupied property, as determined ·
in accordance with section- 9 of _the Income-tax Act, should bereduced by one half or Rs. 1,800 whichever is less. If. such rE:duced
annual value exceeds ten per cent. of the assessee's total income,..
the assessee should be given the benefit of a further reduction of
the annual value to ten per cent. of total income as at present..
(Paragraph 83.)
99. T.he exemption from tax now available for two years, under
section ~(3) (xii) of the Income-tax Act, in favour of income from
newly constructed _properties should be withdrawn. (Paragraph
84.)

CHAPTER IX.-THE RATE STRUCTURE oF INCOME-TAX-OTHER THAN CoR-PORATION TAX

100. It is desirable to achieve a more equitable differentiation inthe tax liability of large numbers of assessees in certain incomebrackets by introducing a larger number of slabs into the incometax .and super-tax rate structure. (Paragraph 9.)
•
101. It would be inappropriate to increase the burden of direct
taxation on the lowest income ranges appreciably, particularly, in
view of the Commission's recommendations to increase indirect taxes~
While a certain increase in the schedule of. rates including the
highest seems necessary having regard to the objectives of tax
policy, the proportionate room for increase in respect of .the topmost
brackets is correspondingly ~mailer than for upper-middle brackets_
(Paragraph 10.)
102. Broadly speaking a maximum marginal rate of 13! annas in
the rupee or 85 per cent. on incomes above Rs. 1! lakhs seems to us.
to be as far as one can go in present circumstances. (Paragraph 10.).
103. The exemption limit should be reduced from Rs. 4,200 toRs. 3,000. (Par~graph 10.)
· 104. 'Xhe introduction of a regular system of family allowances
is recommended. This may not be practicable of immediate adop-tion owing to administrative and other difficulties. Necessary steps.
should, however, be taken from now onwards with a view to intr~
ducing an appropriate system of .family allowances not later than
three years. Meanwhile, to begin with, the present tax-exempt
slice of Rs. 1,500 may be increased to Rs. 2,000 for married assessees.
and reduced to Rs. 1,000 for unmarried persons. (Paragraph 15.)
105. The method of giving a tax rebate on a portion of income at
the average rate of tax appropriate to total income, subject to a
maximum tax rebate, should be followed for the purpose of giving.
family allowances. (Paragraph 16.)
106. It is both equitable and necessary for effective administration
of the Income-tax Act to aggregate the incomes of husband and'
wife, and indeed, of the whole family, at least coincidently with the
introduction of a system of family allowances. (Paragraph 21.) ·
107. Earned income allowance should be given only in respect of
incomes which are below a specified limit, say, Rs. 24,000, and all
incomes above that limit should be deemed to be virtually unearned ..
To obviate the inequity of (earned) income just above this limit
being subject to a tax liability which leaves an income after tax
which would be lower than the income after tax for earned income
. of this level, marginal adjustments may be necessary and should
be provided for. (Paragraph 24.)
108. Four illustrative schedules incorporating substantially all the
.abovP. recommend.ations are furnished. (Paragraph 25.)
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109. Changes in the general level of income taxation from time
to time should be effected preferably by an adjustment of rates
xather than of slab~. (Paragraph 25.)
110. 'l:he benefit of some reduction in the tax liability of nonresidents incidentally resulting from the lowering of the rate of
.super-tax on the first slab in the illustrative schedules may be allowed to remain. (Paragraph 26.)
111. Contributions made by employers maintaining a recognised
_provident fund should not be treated as part of the total income
.of their employees; consequently, it will not be necessary to give
.abatements on these contributions but only on the contributions of
the employees themselves. The interest credited to the individual
.account of each employee should also be completely excluded from
.consideration for the purpose ·of assessment. (Paragraph 32.)
112. The maximum amount for abatement in respect of insurance
prernia. ancl provident fund contributions may be increased to onefifth of the total income, subject to a maximum of Rs. 16,000 for
Hindu undivided families and Rs. 8,000 for other assessees. The
present limit of ten per cent. of the sum assured for the insurance
:premium on each policy should also. continue. In view of the
recommendation for excluding employers' contributions to provident
fund from consideration, it is not necessary to prescribe separate
maxima for insurance premia and provident fund contributions.
(Paragraph 33.)
·
113. Besides what can be achieved at present through an increase
in direct taxation, means should be found to bring about a reduc. tion in the volume of disposable income in the hands of private
individuals in the. higher income brackets.
For this purpose a
:scheme of a surcharge-cum-compulsory deposit in respect of incomes
of over Rs. 25,000 (as detailed in paragraphs 36 and 37 of the Chapter) is recommended. The main features of this scheme are:(i) the levy of a special surcharge of tax on all incomes over
Rs .. 25,000, at graded rates, subject to the condition that
the assessee will be entitled to have from Government
a. long-term loan;·.say for 45 years, at a nominal rate of
interest, of an equivalent amount for being invested in
any ma?ner specifically approved by Government;
(ii) the collection from each assessee with an income of over
:as. 25,000 of a compulsory deposit, at graded rates,
subject to the condition that it will be refunded to him
only on the expiry of 20 years (with interest at a
nominal rate), and even then, only in the form of
Government bonds which will be encashable only after
the expiry of 25 years thereafter. (Paragraphs 35-37.)

CHAPTER X.-TAXATION OF CORPOR,ATE INCOME-I

114. The ierm 'super-tax' on companies should be changed to 'corporation tax' and it should be appropriately defined iii the Incometax Act in the light of the definition of the lattet in Article 366(6)
.of the Constitution. (Paragraph ·4.)
,
.
115. A company is a separate legal and economic entity and enjoys
.substantial advantages as compared to a partnership. or proprietary
~oncem. These advantages justify the levy of. a special tax on the
.corporation. · (Paragraphs 5-9.)
·
116. Consequently, there is-not only no case for the refund of the
.corporation tax to shareholders, but there is justification for scrapping the existing system of refunds of income-tax ·as well. However, on considerations of practical policy in regard to the promotion
.of equity investment in corporate undertakings, the continuance
of the existing system of JZiving credit to shareholders for incometax paid by the companies is recommended. (Paragraphs 10-12.)
117. In ord~r to get over administrative and other difficulties
involved in the existing method of granting refund of income-tax
paid by a company to its shareholders, the following method of
taxing companies and their shareholders is suggested:(i) when a company declares dividends, it will deduct income-tax at the maximum rate from the gross divi·
dends, distribute the net amount to the shareholders
and pay the ~ax to the credit of Government;
·
(ii) the company will pay corporation tax on its total income
as at present;
(iii) the income-tax payable by the company will be calculated on its total income as reduced by the gross dividends;
(iv) when a part of the income of the company is derived
from sources exempt from tax, it will still deduct income-tax at the maximum rate from gross dividends,
and pay the tax so deducted to the credit of Government; such a company will.also pay corporation tax on
the entire taxable income;
(v) income-tax will be demanded from the company on. its
income from taxable sources as reduced by the portion
of the gross dividends attributable to its taxable income. For this purpose, the gross dividend will be
allocated proportionately to taxable and non-taxable
sources of income;
(vi) when the gross dividends exceed the total income of the
year, and the excess comes out of the taxed profits of
earlier years, an adjustment will be made in the company's assessment by deducting the income-tax on such
profits from the total demand on the company. For
deciding the amounts ot prior years' profits available,
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the excess of gross dividends over total income will, in.
the first place, be attributed to the undistributed profits.
of the immediately preceding year which have been
carried forward unappropriated; and the ·balance (if
any) to the year preceding that year; and so on. (Paragraphs 18-21.)
118. A system of exemption certificates, authorising companies not
· to deduct tax at all or to deduct tax at a lower rate than the
maximum when the total income of the shareholder is below the
taxable limit or is in the lower brackets, is recommended. (Paragraph 25.)
119. Bonus shares are not income in any sense of the word as
understood in income-tax. Also there· is not sufficient validity in
the argument that non-taxation of bonus issues as income in thehands of shareholders leads to a loss of public revenues. (Paragraphs 31-33.)
120. The existing power of control on the issue of bonus issues (as
part of the control of capital issues) should be exercised by Government in such a way as to ensure that there is no over-capitalisation
of company and that any other misuse of the facility is prevented.
(Paragraph 34.)
121. The income-tax law should be amended so as to empower theincome-tax authorities to treat loans and advances made by companies in which the public are not substantially interested to their
directors and shareholders, as dividends, where they are satisfied
that the loans and advances are made out of the accumulated profits.
of the company. When such loans and advances are set off against
dividends subsequently declared, they should not be taxed as dividends a second time. (Paragraph 37.)
122. Amounts distributed. in the form of deposit certificates should
be made taxable. (Paragraph 38.)
123. ~here is no justification for excluding bonus debentures from
the definition of 'dividend'. (Paragraph 39.)
.
124. Distributions out of accumulated profits on the liquidation of
a comn?ny should be treated as dividends in all circumstances, and
the existing limitation that only distributions out of six years' profits should be taxed should be removed. (Parag_raph 41.)
125. The second proviso to section 2(6A) of the Income-tax Act,
should be recast to make it clear that dividends should be fully
taxable in the assessment of the shareholder, irrespective of thenature of the profit fund of the company. (Paragraph 45.)
126. The extension of the existing exemptions of certain intercorporate dividends from corporation tax is not favoured. (Paragraphs 47-49.)
·
127. Companies which have made the prescribed arrangements for
declaration and payment of dividends in India, and for deduction of super-tax at source, and which are public companies within
the meaning of section 23A of the Income-tax Act as may be recast
t~e
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in consequence of the recommendations made in the next chapter,

may be subjected to corporation tax as follows:On the first Rs. 25,000 of totll income
I anna in the rupee.
On the balance
2 as. 9 ps. in · the
rupee.
(Paragraph

ss.)

128. The lower rate of tax on the first slab of income, as re.commended above for public 'Indian' companies should be made available to public 'non-Indian' companies also by a suitable adjustment
t>f the rates. (Paragraph 56.)
··

CHAPTER XI.-TAxATION oF CoRPORATE INcoME-ll

129. Personal super-tax can be avoided by the controlling shareholders of a closely held company by retention of profits with the
company instead of distributing them as dividends. This also leads
to inequities as between shareholders of different companies. It is
necessary to have in the Income-tax law some means of regulating
the distribution of profits by such companies. It is, therefore, not
possible to accept the suggestion for the abolition of section 23A of
the Income-tax Act which is designed to counter this method of
super-tax avoidance. (Paragraphs 1 and 14.)
130. The definition of what constitutes substantial public interest,
requires reconsideration in view of the findings of an enquiry intothe ownership of shares of private limited companies. The main
ingredients of such a definition should be:(i) shares carrying more than 50 per cent. of the voting power,.
i.-e., a clear majority, should be in the hands of the public;
(ii) this voting. power should be held not only on a particular
day in the year but at any time throughout the year;
_(iii) the majority of the shares (i.e., over 50 per cent.) should
not be held by less than six persons; and
(iv) the word 'person' itself should be defined in the Act in
order to prevent the possibilities of dispersing shares
among close relatives with a view to retaining de factocontrol on the company.
The explanation to sub-section (1) of section 23A of the Incometax Act should be suitably modified to include the specific suggestions J?ade above. (Paragraph 18.)
· 131. The proposal that the test of distribution based on a precentage of assessable profits less tax (distributable profits) should be replaced by a distribution based on the 'reasonable needs of a business"
·is not acceptable. (Paragraph 19.)
132. There is no case for the abolition of the first proviso to section
23A (1) requiring the distribution of the entire distributable profits
when the reserves exceed the paid-up capital plus the loan capital
which is the property of the shareholders, or the actual cost of the
fixed assets whichever is greater. (Paragraph 20.)
133. Loss arising in a subsequent year need not be adjusted against
the profits. of a previous year for the purposes of action under
section 23A in respect of the latter year. (Paragraph 21.)
134. Some of the difficulties faced by the companies because the
60 per cent. distribution required is based on the assessable profits
and not on the book profits are genuine. The following specific
provisions are necessary to remedy the present position:(i) The amount of 'distributable profits' under section 23A
should be determined by deducting from the assessable
350
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income not only the income-tax and cocporation tax payable, but also the amount of any tax levied by the Government of State or by a local authority, whether or not such.
tax is wholly or partly an admissible deduction under
section 9 or section 10 of the Income-tax Act. (Paragraph.
22.)
(ii) The 'distributable income' of banking companies . should
be- determined by deducting from the assessable 1ncome,.
inter alia, the amount transferred to a reserve fund under·
. section 17 of the Banking Companies Act, 1949. {Paragraph 23.)
·(iii) The Central Board of Revenue should issue instructions.
to the effect that although foreign profits, the remittance·
of which is blocked, are taken into consideration for the·
purposes of the application of section 23A, the tax liabilityin respect of them may be kept in abeyance till the restrictions on the remittance of -such profits are relaxed or re-moved. (Paragraph 24.) ·
(iv) The words 'smallness of the profits', used in sub-section
(1) of section 23A should be amplified to provide that it is:
assessable profits as reduced by charges of the types re-!
ferred to in (i) to (iii) above that should be taken intoaccount in determining the applicability of section 23A to
a company in a particular year. (Paragraph 25.)
135. The second proviso to section 23A, which requires the Incometax Officer to give a three months' notice to a company which has.
distributed not less than 55 per cent. of the distributable profits be-fore taking action under section 23A, may be enlarged so as to givelocus paeniteniae to a company for .escaping the penal order under·
that section in cases where the distribution actually made has fallen
short of 60 per cent. of the distributable income by reason of the
assessing officer determining the. assessable income to· be greater
than it was according to the calculations made by the company.
(Paragraph 26.)
·
136. Exemption from the application of section 23A available at
present to 100 per cent. subsidiaries of companies in which the publicare substantially interested cannot be extended to subsidiaries which.
are not 100 per cent. subsidiaries of such companies. (Paragraph
27.)
137. If, in any year, distribution of profits made by a section 23A
company exceeds the requisite 60 per cent. of 'distributable profits',.
the excess should be carried forward to subsequent years and taken
into account before any orders are passed under section 23A. The
period of such carry-forward should be fixed at three years. (Para-graph 29.)
138. Delays in the completion of proceedings under section 23A
should be avoided. The Central Board of Revenue should issue·
strict instructions to Income-tax Officers that action under section~
23A in respect both of companies and shareholders should be initiated
and completed with the least possible delay. The Central Board of'
Revenue should further ensure that these instructions are compliecti
with in practice by prescribing an appropriate periodical return on.
the subject. (Paragraph 30.)
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139. The requirement of 100 per cent. distribution can be avoided
.hy a company by issuing bonus shares out of the 40 :per cent. of the
-distributable profits which are allowed to be retained every year.·
The first proviso to section 23A(1) needs amendment to cover up
.this lacuna. The expression 'paid-up capital' in the said proviso
should be defined so as to exclude capitalised reserves. Also, the
words 'reserves representing accumulation of past profits' should be
-deemed to include any portion of the profits which has in the past
·been capitalised by the issue of bonus shares. (Paragraph 32.)
140. Section 23A should be amended so as to require investment
companies in which the public are not substantially interested, to
-distribute 100 per cent. of their distributable profits. (Paragraph
.36.)

.

141. The present procedure embodied in section 23A leads to
·several difficulties in practice which have the effect of rendering this
section infructuous. Some alternative scheme is necessary which,
while tackling the problem on a rational basis from the point of view
of the assessees, will, at the same time remove most of the practical
difficulties. It is, therefore, recommended that instead of including
·the 'deemed' distribution in the assessment of individual shareholders,
·-an additional tax should. be levied on the company itself calculated
-on the basis of a flat rate on the undistributed portion of the
"'.distributable profits'. (Paragraph 44.)

CHAPTER XII.-EVASION AND AVOIDANCE

142. The existing arrangements for 'external survey' work should .
continue and should be carried out with vigour. The Committee,·
the appointment of which is suggested in the next Chapter (Recommendation No. 196) should examine also the methods of work and
the adequacy of the survey staff, particularly of the clerical staff engaged on the tabulation and communication to the' Income-tax
O_fficers of the i~formation gathered by ~he surveyors~ (Paragraph 8.)
143. The survey work should be legalised by making a specific
provision for it in the Income-tax Act. A responsible official of the
survey team should be given the statutory power to place marks of
identification on the books of accounts, documents, etc. which are
examined by him, and to prepare an inventory of such books o:£
accounts and documents and get it signed by the person in charge of
or present on the premises, and also, if necessary, to take duly certified extracts from these books and documents. (Paragraph 9.)
-

.

144. The question of internal survey or exchange of information on
record as among Income-tax Officers should also be examined by
the Committee referred to in Recommendation No. 142 above, with a
view to making the system more effective than it is at present.
(Paragraph 10.)
.
· .

145. There is considerable scope for improvements in the working
of arrangements for obtaining information from outside sources.
The question of providing additional staff in order to enable the Department to carry out this work systematically and effectively
should be reviewed. In particular, greater attention should be paid
to the question of organising economic intelligence at/the level of
the Commissioners of Income-tax and the Central Board of Revenue .
for checking returns comprising particular types of transactions and
trading activities. (Paragraph 11.)
146. The extent to and the manner in which various types of information can be usefully gathered from outside sources should be
investigated by the Committee referred to in Recommendation No. 142
above. (Paragraph 12.)
·
147. The Sea Customs Act, 1878, and the Central Excise Rules,
which prohibit disclosure of information by customs and central
excise officers to Income-tax Officers, should be suitably modified.
With a view· to making the investigations fully: effective, there should
be frequent personal contacts among tax _authorities of the States
and Central Governments. (Paragraph 13.)
·
148. The system of granting rewards to informers in income-tax
matters has not been in operation long enough to enable a proper
appraisal of its merits and demerits to be made. Certain dangers
inherent in the system, such as the possibility of the informers blackmailing the assessees, and of the infringement of the secrecy provisions should not be overlooked when the question of continuing
or modifying the system is taken into consideration. (Paragraph 17.)
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149. The work done in the Collation Branch, working under the
Director of Inspection, is quite useful and its activities should be
extended in the following directions:.
(i) banks and insurance companies should be required, by a
suitable amendment of section 38 of the Income-tax Act,
to forward to this branch (which should be designated the.
prescribed authority) information relating to deposits,
loans, remittances, overdrafts and policies exceeding a
specified amount. Such amount could be fixed high
enough to throw. as small a burden on the authorities concerned as possible in the circumstances o~ each case;
(ii) the limit of Rs. 5,000 fixed in rule 42 of the Income-tax
Rules, regarding the information to be supplied about
dividends qistributed by companies, should be removed.
In future such information should be sent in· respect of all
dividends distributed by them in each year. (Paragraph
19.)
150. As the finding of the Supreme Court that certain sections of
the Taxation on Income (Investigation) Act, 1947, are ultra vires is.

based on drafting defects in those sections and not on. any inherent
legal objection to the special powers and functions of the Income-tax
Investigation. Commission, this Act should be suitably amended to
enable the Commission to complete the cases that remain to be investigated. {Paragraph 24.)
151. For investigating cases of substantial evasion, the balance of
advantage lies in having an extra-departwental body such as the
Income-tax Investigation Commission, possessing special powers for
investigation and settlement, and presided over by a High Court
judge. A special organisation of this kind should be constituted and
retained as a permanent feature of income-tax administration. All
the cases which would otherwise be assigned to the two 'Central'
Commissioners at Bombay and· Calcutta should be referred to this
newly constituted Commission for disposal, and these two Commis·
sioners' charges abolished. (Paragraph 27.)
. 152. The system of 'Special Circles' should be extended gradually,
so as to enable the more difficult cases in the charge of Commissioners of Income-tax to be dealt with effectively by officers specially
selected for this purpose. Retired officers or officers on. the verge of
retirement should not be placed incharge of investigations in view
. ?f the nature of work involved. (ParagraRh 29.)
153. Section 34 of the Income-tax Act, should be amended as
follows:(i) there should be no time limit for reopening ()f cases where
fraud is suspected, and.
(ii) the provision for obtaining the previous approval of the
Commissioner of Income-tax before reopening an assessment should be repealed. (Paragraph 32.)
. 154. Income-tax Officers should be authorised, subject to the pre-·
vwus sanctien of the Commissioner of Income-tax, to enter business
pre~ses ~nd inspect the accounts and documents kept there, place
1dentificatio:I?- marks on them and make copies and, if the officer has
!eason to think that they may not be forthcoming when required, to
Impound them; and to make a search of the places where there are
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reasonable grounds for believing that relevant . books and records
have been kept. (Paragraph 33.)
·
155. The power to inspect the contents of safe deposit vaults and
lockers, subject to the previous approval of the Commissioner of
Income-tax, should also be conferred on the Income-tax Officers.
(Paragraph 34.)
156. The maximum limit of penalty should be increased to three: ·
times the amount of tax evaded. Abetment _or instigation to evasion
should also be made an offence punishable to the same extent as the ·
offence itself. (Paragraph 37.)
·
157.' It should be made obligatory on every assessee to submit a
statement of his assets and liabilities· ('net worth' statement) every
three years along with the return of income.. The power of the
Income-tax Department to call for such a statement should continue as at present, in order to enable the Income-tax Department to
carry out the scrutiny of individual cases of evasion. (Paragraph
38.)
158. It should be made the duty of the liquidator of a company
to send information to the Income-tax Department within 30 days

of the adoption of a resolution by the company for liquidation or
winding up. (Paragraph 39.)
·
·
159. Any further relaxati9n of the secrecy provisions of section
54 of the Income-tax Act is not favoured. (Paragraph 40.)
160. The suggestion for setting up a· system of nationalisatfon of
Chartered Accountants is not practicable at present. However, in
order to make better use of the services of Chartered Accountants,
the normal procedure in dealing with assessees. represented by them
should be for the Income-tax Officer, after scrutinising the return of
income and the audit statement and if necessary after -a general
examination of the accounts, to address a detailed set of questions to
the Chartered Accountant. At this stage, the responsibility for
furnishing full and correct information should be legally placed on
the Chartered Accountant and a convention should also grow up
that the Income-tax Department will, as far as possible, rely upon
the statements certified by the Chartered Accountant. (Paragraphs
44 and 47.)
·
·
161. Assessees should be encouraged to come forward freely with
confessions of concealments and evasions which t:Q.ey have been
guilty. of, by a suitable mitigation of the penalty leviable. (Paragraph 57.)
·
·
162. Tax demand raised against a company in liquidation on completion of its assessment should rank as a preferential debt against
its assets. (Paragraph 62.)
_
. .
.
163. Provision may be made in the law for recovering from the
shareholders the tax due from a company in which the public are
not substantially interested, on its going into liquidation, provided
the Commissioner of !~come-tax is personally satisfied that liquidation has been undertaken with a view to avoidance of tax. (Paragraph 65.)
·
164. Provisi~n may be made in the law that the Registrar of
Companies shall not strike off a company from · the Register of
Companies unless a tax clearance certificate is· obtained from the
Income-tax Officer. (Paragraph 66.)

XIII.-THE ADMINISTRATIVE MACHINERY
165. The fact that a large proportion of the accounts of retail
traders and other small business are rejected by the income-tax
authorities warrants an enquiry by the Central Board of Revenue as
regards the reasons for which proper accounts, acceptable to the
Income-tax Department, cannot be maintained by such assessees.
'Ihe possibility of changing the present assessment procedure should
be considered in the light of the results of this enquiry. (Paragraph
CHAPTER

9.)
166. With a view to expediting the disposal of refund applications,
the form of the monthly progress report of the Income-tax Officer
should be amended to indicate inter alia pending refund cases which
are over one year old. The Commissioner of Income-tax should
carry out surprise inspection of some selected cases and the Director of Inspection should niake a sample audit of pending claims in
some of the offices in each- Commissioner's charge so as to find out
the causes of delay and issue suitable instructions. (Paragraph 11.)
·167. Wide publicity should be given to the system of granting exemption certificates and measures should be taken to see that this
facility is availed of by as many assessees as possible. The system
should also be extended, wherever feasi6le, to other sources of income such as dividends. (Paragraphs 12-14.)
168. The Central Board of Revenue should make a detailed enquiry
into the outstanding claims as on a particular date for refunds due
as a result of appellate decisions, and take necessary steps to prevent recurrence of delay, if any. It would be advisable to publish ·
the results of this enquiry and the action taken thereon. (Paragraph 15.)
169. The problem of clearing the heavy arrears of assessment
should be solved on the following lines:(i) for categories of assessments which do not involve any substantial revenue, the usual standards of examination of
accounts should be relaxed;
(ii) in other cases too, such relaxation may be made subject
to prior consultation with the Inspecting Assistant Commissioner, except where the Income-tax Officer having regard to the previous history of the case, thinks it necessary to make full investigation;
(iii) a scheme of sample audit of pending returns should be
drawn up on the U.S.A. model so as to minimise the arrears of work in the Department;
(iv) the Central Board of Revenue should issue instructions to
.ensure that:
(a) when an officer is transferred, the case file contains exhaustive notes regarding the stages of work that nave
been completed and the type of investigations that were
carried out as well as the results tnereof;
(b) the Commissioner of Income-tax should not nonnally
transfer an officer unle~s he has satisfied himself that
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the number of incomplete cases is not likely to be large
at the time of his transfer; and
(v) inspecting officers should pick out cases in which avoidable
delay has taken place owing to patently infructuous
investigations conducted by the Income:.tax Officers and
take necessary steps to correct this tendency wherever it
exists. (Paragraphs 19-23.)
170. The practice of following each cash credit to its ultimate
source and scrutinising it with reference ·to all the relevant facts,
cannot be abandoned. Matters will, however, improve if the suggestion made in Chapter XII regarding the submission of 'net worth' ·
statement every three years is adopted. This statement should also
indicate stridhan and the value of jewellery in the possession of the
assessee's wife and of other members of an assessee's family. (Paragraph 24.)
·
·
171. 'Ole existing dual control of Income:tax Officers by the Commissioner of Income-tax and the Director o:£ Inspection should be
removed. They should be placed fully under the ·control of the
Commissioner of Income-tax, and any opinion given by the Director
of Inspection should be communicated to the Commissioner for being
passed on to the Income-tax Officer after the Commissioner of Income-tax has given the assessee an opportunity to present his point
-·
of view. (Paragraph· 26.)
172. Powers and functions now described in the Income-tax Act
as those of the "Income-tax Officer" should be described as those of
the "Commissioner". The latter term should be defined to include
all authorities subordinate to the Commissioner of Income-.tax, and
powers and functions of the Commissioner .should be delegated to
them appropriately. This will enable the Commissioner to give the
assessee an opportunity o:£ being heard in cases where he interferes.
The appeal in such cases should go direct to the Appellate Tribunal
and not to the Appellate Assistant Commissioner. . (Paragraph 26.)
173. Assessees should be allowed reasonable time, usually not less
than eight days, for complying with statutory notices. The Central
Board of Revenue should conduct a sample survey occasionally in
order to ascertain the reasons, if any, for which a shorter period than
eight days is allowed for the purpose. (Paragraph 27.)
174. Proper attention should be paid to the public relations aspect
in dealing with the assessees. An honest assessee should be given
the feeling that he is not ne~essarily suspected by the Income-tax
Department. For this purpose, it is necessary that the Income-tax
Officer should exercise his d,iscretion intelligently in choosing the
statements of the assessee that he should put to strict proof in the
limited time at his disposal. Supervising officers of· the Department
should encourage this attitude of mind and make due allowance for
any bona fide mistakes that may be made by the Income-tax Officer
when judging his fitness for further advancement. (Paragraphs
28-30.)
175. The Central Board of Revenue should initiate a regular 'drive' .
for the improvement o:£ public relations. This can be done by paying proper attention to such matters as the general department and
behaviour of the departmental personnel towards assessees, the
amenities provided for the latter in income-tax offices (in the form
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()f waiting rooms etc.) and the consideration shown for their convenience in the matter of granting adjournments, allowing payment
of tax dues in instalments etc. Much good work in this direction
could be. done by giving the small assessees advice about the filling
up of their returns of income, and, particularly, about any allowances
.or abatements they could legitimately claim, and any refunds to
which they would be entitled. (Paragraph 31.)
176. The Central Board of Revenue should also issue strict
instructions to the following effect:(i) all notices .requiring the presence of assessees or their representatives in the income-tax offices on a particular date
should invariably mention the time at which they should
be present; .
(ii)" if, for any reason, a particular assessee or his representative cannot be accommodated at the time mentioned in
the notice,. he shoUld be informed accordingly sufficiently in advance and given an al temative date and time in
respect · of which he should be given preference over
others; and
.
(iii) Income-tax Officers should display outside their offices a
daily 'cau&e-list' showing the names of assessees and the
time at which their assessments are scheduled to be taken
up.
Senior officers of the Income-tax Department should be particularly charged with the duty of surprise inspections of such arrangements.. _· (Paragraphs 32-33.)
177. In order to make the scheme of public relations fully effective, a· few young and energetic officers should be selected and given
.a· short course of training in public relations. For drawing up a
suitable scheme of training, an officer with the necessary background
.and experience should be sent on deputation to countries such as
the U.K. and U.S.A. where the problem of public relations in incometax work has received special attention.
There should also be a small advisory committee of non-officials
.attached to each Commissioner of Income-tax. These committees
should discuss matters of general policy relating to administration,
but should be precluded from discussing individual cases of assess.ments. (Paragraphs 34-35.)
178. The Central Board of Revenue should make arrangements,
·whereyer they do not exist at present, with the State Government
for the appointment of special revenue officers exclusively for income-tax collection work. The working of these arrangements
:should be reviewed after a couple of years. (Paragraph 39.)
179. It is not necessary to extend, to other payments than those
already covered by the present law, the system of deduction of tax
.at the source. (Paragraph 42.)
180. The scheme of. advance payment of tax should be continued
the following modifications:'·
.
'(i) the rate of interest payable under sub-section "(5) of section 18A should be raised "from 2 per cent. to 4 per cent;

wi~h
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(ii) income from dividends shou1d be treated in. the same
manner as the other items of income for which special provision exists in sub-section (4) of section 18A; and
(iii) whenever an Income-tax Officer completes the assessment
of a year subsequent to the assessment on the. basis of
which a demand under section 18A has been. made, it
should be made obligatory on the part of the Income-tax
Officer to revise the demand accordingly. ·· (Paragraph 53.)
181. The following further changes are suggested in the ex;isting
£cheme:(i). it should be made obligatory for all assessees (both old
and new) to make advance tax payments on the basis of
tl;leir last completed assessment or on· an estimated basis,
voluntarily, and ·without .notice from the Income-tax
Officer;
·
(ii) provision should be mad~ in the law for giving. Income.:.
tax Officers discretion in genuine . cases· of hardship to
vary the dates of payment, within one month of the due
date, in order to prevent the levy of penalties; and
(iii) appeal should be provided against th~· imposition of penal
interest under Section 18A. (Paragraph 54.)
182. The system of provisional assessments under the Income-tax
Act should .continue. (Paragraph 55.) .
183. Where any partner of a registered. firm makes a default in
the payment of tax, the Income-tax. Department' should be em- .
powered by introducing a provision in the law to· proceed against
his interest in the properties of the firm. (Paragraph 56.) . ,
· ·
184. With a view to facilitating recovery of taxes in. those cases in
which income from property transferred by an a~sessee to his ·wife·
or children has been, under the provisions of the Income-tax Act,
included in his ·own ·assessment, Section 16 of the Act should be
amended suitably to provide for the assessment made on the person
concerned to be split up in proportion to the income attributa,ble to
the assets held by the wife and the children and a demand raised
'Separately on each one .of them. This demand may be made
recoverable either from the person concerned or,. :failing that, by
proc~~ding .against the assets held by the wife .and· the. children~
(Paragraph 57.) •
.
185. Also when incom~ from property held by a benamidar is in·cluded in the assessment of the real owner, it should be made pos.sible for the Income-tax Department by a suitable amendment of
the income-tax law, to proceed against the property ·for recovery
.of any arrears of income-tax due from the real owner. (Paragraph

MJ

.

.

.

186. Effective steps should be taken to overtake the arrears of
appeals and to prevent the work getting into arrears again. In order
to achieve this objective, even extraordinary powers may be given
to Commissioner of Income-tax (suitably assisted by an Assistant
Commissioner wherever necessary) to compound the appeals where
the amount of tax in dispute is small and no question of princfple is
involved. (Paragraph 61.)
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187. The hearing of an appeal by an Appellate Assistant Commissioner is essentially of the nature of a departmental review and there
is nothing inconsistent with either logic or equity in retaining the
control of the Central Board of Revenue over Appellate Assistant
Commissioners. (Paragraph 70.)
188. The scheme of associating non-officials with the appellate
machinery has very little chance of being successful in the existing
conditions in India. (Paragraph 73.)
·
189. !he income-tax law should be suitably modified to allow
appeals in the following cases: (i) order under Section 18A(6) levying penal interest on account of insufficient payment of advance tax;.
(ii) order cancelling registration of a firm under Rule 6B of
the Income-tax Rules;
(iii) order including 'deemed dividend' in the assessment of a
shareholder as a result of action under Section 23A;
(iv) order under Section 35 rectifying mistakes in assessment
orders; a!ld
(v) order under Section 43 appointing a person as the agent
of a non-resident. (Paragraph 74.)
190. The actual strength of Income-tax Officers should be raised
as soon as possible, to the number required. Tlie special recruitment
procedure may be repeated for the purpose, if the normal intake
through the Union Public Service Commission's competitive examination does not prove to be adequate. (Paragraph 75.)
. · 191. Steps should also be taken as early as possible to replace
unqualified officers by qualified ones. (Paragraph 76.)
192. It is necessary in the interest of public relations, to make
the Income-tax Officers learn also the principal language o:£ the
region to which they are allotted at a somewhat higher standard
than at present. (Paragraph 78.)
.193. The lower staff in the Income-tax Department should be
given training in elements of incomeitax law, organisation and
methods of work before being actually appointed to regular work.
(Paragraph 79.)
194. There should also be an adequate provision for 'training reserve' in the Income-tax Department at all levels and regular
instructors should be appointed in each charge of the Commissioners
of Income-tax to train lower ranks for the appointments for which
they are meant. (Paragraph 80.)
195. A small committee should be appointed to chalk out in detail
the necessary training programmes and the manner in which
tnstructions should be given. (Paragraph 81.)
.
_
196. With a view to utilising the existing personnel in the Income-tax Department to their best advantage by re-arrangement
of methods of work and by instituting proper training programmes,
a small committee should go into the 'organisation and methods'
of the Department, if necessary with the help of experts who have
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specialised in 'efficiency audit' of large-scale organisationS: (Para~
graph 83.)
·
197. The statistical side of the Central Board of Revenue should.
be over-hauled and improved and an expert committee should be·
appointed to make detailed recommendations in this regard. (Paragraph 87.)

CHAPTER XIV.-ESTATE

DuTY

mal

198. The exemption ·limit
be left for the present at Rs. one
lakh. However, the feasibility o reducing this limit should be kept
jn mind by Government and all possible efforts should be made to
_increase the staff, in number as well as in quality, to the required
level as early as practicable. (Paragraphs 12-14.)
199. It is not necessary at this stage to use estate duty as an
_instrument for the purpose of affording incentives to risk capital.
(Paragraph 15.)
200. In-view of the recommendation made in Chapter II regarding
-the deletion from the law of the test for determining the 'residence'
of companies based on their income arising in India, the criterion
used for the charge under Section 84(1) o£ the Estate Duty Act
,Should be reviewed. (J?aragraph 19.)

201. The introduction of a gifts tax in India at this stage is not
:favoured. (Paragraph 21.)
202. As the Estate Duty Act is a highly technical and complicated
piece of legislation, there seem to be considerable advantages in
:retaining the appellate powers with the Central Board of Revenue
for the time· being. (Paragraph 22.) ·
!X>3. As more experience is gained in the working of the Estate
Duty Act, the rates of estate duty should be reviewed for the pur_pose of increasing them. (Paragraph 29.)
.

204. The period before death during which gifts inter vivos be·Come· liable to estate duty should be increased from two years as
prescribed at present to five years. .(Paragraph 29.)
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SUMMARY

OF

CONCLUSIONS

AND

RECOMMENDATIONS

· Central Commodity Taxes
CHAPTER I.-CENTRAL COMMODITY TAXES-A HISTORICAL REVIEW·

205. Central Excise duties have been imposed only at moderate
1evels wh~n domestic production has replaced imports and there is
scope for utilisation of excise duties to maintain revenue from commodity taxation. (Paragraphs 4~6.)
CHAPTER II.-IMPORi.. DUTIEb-

''

...

206. An analysis of the current structure of import duties reveais
that the possibilities of increasing the import duty revenue thrqug'h
increase ip rates are negligible. (Paragraphs .. 2~.)
··
207. If the case for enhancement of excise duty on ke:rosene recommended elsewhere is accepted, a corresponding .adjustment of the
rate of import duty would be necessary. · (Paragraph 5.)
208~ The possibility of. modifications in the. import control system
with a view to securing additional- revenue should be kept 'continurOusly under survey. The bulk of the import. duty revenue is not
affected by import controls,. but there may be scope for marginal
.adjustments. The Government of India . have ih the recent past
liberalised the import of certain commodities simultaneouslY. with
the enhancement of the duties thereon and the pbssibility of further:
.Progress in this direction may be explored~ (Paragraph 29.)
· .
. 209. In regard to international commercial ·agreements, due im:portance should be attached to the revenue aspect when the subject
-is reviewed, the aim being a careful· balancing of the commercial
factors against .the revenue considerations . involved. (Paragraphs
.36 & 42.)
CHAPTER III.-ExPORT DuTIES

210. There may be increased scope for the levy of expori duties for

Tevenue purposes as the exports get diversified. (Paragraph 9.) · .
211. Export duties may be levied to prevent sudden price rises ab.road being reflected in India. (Paragraph 10.) .
212. Export duties may be utilised in conjunction with export control for stabilisation of internal prices of essential commodities and
for protective p11rpose. (Paragraphs 15-17.)
213. It is a matter of great importance that there should be proper
machinery in the country as well as in overseas trade centres for
-the prompt and systematic collection of accurate information regarding prices and trade trends and the supplying of the necessary
information to the Government of India. The Mini£try of. Commerce and Industry should have a thorough investigation made of
the existing organisation. Such investigation should cover not merely the purely administrative and organisational aspects of the problem but also the scope for extending and strengthening contacts
with trade interests in India as well as abroad. (Paragraph 26.)
363
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214. The suggestion that the proceeds of export duties should be
put into a special fund for the development of the industry concerned cannot be accepted. The earmarking of tax revenues, except
in special cases such as the distribution of part of the proceeds of
the export duty on jute to certain States, is .open to objection. (Paragraph 27.)
CHAPTER IV.-PROBLEMS OF ASSESSMENT IN CUSTOMS DUTIES

215. Valuation in accordance with clause (a) of section 30 of the
Sea Customs Act is more logical and, therefore, preferable to that
in accordance with clause (b), and no useful purpose would be served by reversing the order of the clauses as suggested by some witnesses .. (Paragraph 6.)
.
216. In the case of imported goods where the invoice prices lack
significance and cannot be accepted for the purpose of valuation,
the local selling price of the g·oods is the only reliable guide and can
be used as a starting point to arrive at the assessable cost. This.
'deduced value' method is fully in accord with the present provisions
of clause (b) of section 30 of the Sea Customs Act. The Central
Board of Revenue should issue detailed instructions, which should
be made public, as regards the manner in which such 'deduced
value' should be arrived at. (Paragraph 9.)
217. Interpretations issued by the Government of India and the
Central Board of Revenue of the rules regarding valuation should
be made accessible to the trade, so that importers are aware .of. their
commitments at the time of ordering goods. (Paragraph 10.)
218. The present procedure for determination of tariff values ensures that the values fixed for a particular year appr<?Ximate as
closely as possible to the price trends likely to prevail during that
year. It is not necessary to chang·e this procedure in favour of one
requiring such values to be fixed purely on the basis of prices prevailing in the past two or three years. (Paragraph 12.)
219. It is desirable to eliminate alternative and complex rates of
duty except where specifically recommended by the Tariff Commission. (Paragraph 17.)
220. Where import duty on a raw material is higher than that on
the finished article in the manufacture of which it is used and
remedies such as an appeal to the Tariff Commission or facilities for
manufacture in bond are not adequate, tariff rates should be appropriately revised. (Paragraph 19.)
221. It is important to provide for adequate facilities to be granted to the re-export trade for obtaining drawback of import duty
paid on imported raw materials used in the manufacture of goods
for export. The provisions of the Sea Customs (Amendment) Act,
1953, which regulates the grant of such drawbacks, should be
promptly implemented. (Paragraph 20.)
222. Tariff classification should be periodically reviewed so that
the Indian Customs Tariff conforms to the changing patterns of trade.
(Paragraph 21.)
223. In regard to interpretation of the Import Trade Control
Schedule, difficulties regarding classification, it is understood, no
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longer cause inconvenience. It is, therefore, not necessary to undertake a major reclassification of the Schedule with a view to correlating it with_ the Indian Customs Tariff Schedule. (Paragraph 22.)
CHAPTER V.-EXCISE DUTY ON TOBACCO

224. The present tariff based on capability of use for biri- manufacture has greater chance of being applied objectively than the
former criterion o:£ 'intended use'. The only alternative is a flat
rate which is not acceptable on the ground that it would disturb
the present position under which the duty as a percentage of value
is almost equal for biri and non-biri tobacco. The burden on nonbiri tobacco would be increased and that on biri tobacco diminished.
A low flat rate with a further duty on biris has also to be ruled out
on the ground of administrative difficulty. The present tariff for
unmanufactur~d tobacco should there_fore continue, but the classification of varieties of tobacco made for the purpose of assessment
should be reviewed by an Expert Committee which should include
a marketing expert in tobacco and a representative of the trade.
(Paragraphs 28-31.)
· ·
225. The present tariff ·for flue-cured tobacco used for cigarettes
may continue as this is necessary in order to retain progression and.·
to avoid a squeeze on indigenous tobacco by the increased use of
imported varieties. (Paragraph 35.) ·
226. The exact degree of competition between biris and cigarettes
is not known, but in view of the vast number of persons employed
in the biri industry no attempt should be made to reduce the margin
of duty between biris and cigarettes. (Paragraph 36.)

227. No change in the taxation of cigarettes is recommended except the abolition of surcharge .on cigarettes of the value category of.
Rs. 10-15 per 1000 and replacement of the resultant revenue loss
by an increased rate on cigarettes of the value category of Rs. 40-50.
The surcharges may be amalgamated with the duty. (Paragraphs
.37-39.)
228. The change in production, prices and market conditions is not
sufficiently clear to justify a reduction in the normal rates of duty
on unmanuf~ctured tobacco. (Paragraph 40.)
.
CHAPTER VJ.-SCOPE FOR EXTENSION OF CENTRAL ExCISE DUTIES

229. There is no, case for reduction in the rate of duty on coffee.
(Paragraph 3.)

230. There is no case at present for a reduction in the rate of duty
on motor spirit. (Paragr~ph 6.)
231!" There is justification for an increase in file rate of duty on
kerosene. (Paragraph 10.)
·
232. There is a case for enhancement of the rate of duty on sugar.
(Paragraph 14.)
233. The appropriate preferential rates for small-scale match factories should be determined on the basis of enquiry into the cost
of production. (Paragraph 23.)
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234. There is scope for an increase in the duty on matches. The
precise measure of increase should be determined on a careful investigation of actual retail prices, profit margins and sales taxation in
various States to ensure that the increase in duty fits the currency
unit aJ:!d does not inflate middlemen's profits. (Paragraph 2~.)
235. The present rate of duty on mechanical lighters is prohibitive. Relief in excise duty by reducing it to Re. 0-8-0 or· Re. 0-12-0
is recommended. As the industry develops, its effect on the revenue from matches should be kept under review. (Paragraph 29.)
236. No increase in the rate of duty on steel ingots is recommend(Paragraph 33.)

ed in view of the existing price pooling arrangements.

237. No change in the rate of duty on tyres is suggested.
graph 35.)
238. There is no case for any reduction or increase in
duty on vegetable product. If vegetable oil is taxed,
of oil used for the manufacture of vegetable product is
mended because it is desirable to maintain the existing
between oil and vegetable product. (Paragraph 38.)

(Para-

the rate of
exemption
not recomdifferential

239. There is scope for an increase in the rate of duty on loose
and package tea. (Paragrap~ 43.)
240. There is a case for a moderate enhancement of the rates of
duty on all varieties of cloth. (Paragraph 55.)
241. The possibility of formulating a tariff on the basis of varieties of cloth such as dhoties, long cloth, etc. in addition to the
present tariff classes based on warp counts may be considered.
(Paragraph 56.)
242. The levy of the additional excise duty on .dhoties at a uni~
form rate irrespective of variety operates to the disadvantage of
the cheaper varieties. The possibility of graduating the levy should
be considered. (Paragraph 57.)
243. It is too early to assess the effect of the recently. imposed
duties on art silk, cement, soap and footwear and no change is therefore recommended. (Paragraph 63.)
244. The tax system may be used for the special encouragement
of small-scale and cottage industries, but in a judicious manner.
A periodic review of. the working of the concession is suggested so
that the policy in this respect may keep in step with the changing
needs of the economy. (Paragraph 67.)
245. The suitability of the articles suggested for the levy of excise
duties and the exact rates of duty to be applied to each shQuld be
decided after a detailed examination of the facts regard\ng the indus.;..
try concerned. (Paragraph 69.)

246. A moderate duty on sewing machines appears
(Paragraph 70.)

feasible~

24_7. Imposition of a low rate of duty on vegetable oil with exemption of ghanis will be justifiable. (Paragraph 71.)
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248. Imposition of a moderate duty on woollen textiles. with ex...
emption of coarse rugs and other articles used· by the poorer classes
will be justifiable. (Paragraph 72.)
'
249. Imposition of a moderate duty on biscuits appears appropriate. (Paragraph 73.)
·
250. Imposition of a moderate duty on paper with exemption of
hand-made paper will be justifiable. (Paragraph 74.) .
_·
251. Imposition of a moderate duty on dry and storage batteries~s feasible. (Paragraph 75.)
252. There is a case for imposition of a moderate 'duty on electriclamps. (Paragraph 76.)
253. Aerated water is a suitable article for taxation. A small duty
may be levied at graduated rates with exemption for small units .. (Paragraph 77.) ·
·
,
·
·
254. There is a case for the imposition of a moderate duty on electric fans. (Paragraph 78.)
·
255. Imposition of a fairly substantial duty. on glass and glassware·
will be jW?tifiable. (Paragraph 79.)
256. Imposition of a moderate duty on paints and varnishes is:
·recommended. (Paragraph 80.).
·
· ·
257. There is· a case for the imposition of a substantial duty on
ceramics. (Paragraph 81.)
' ·
. .
CHAPTER VII.-ADMINISTRATIVE PROBLEMS IN REGARD To CusToMs AND'
CENTRAL ExCISE .DUTIES

258. The present appellate powers of the Central Board of RevC"'
nue should be le:f.t as they are, but revision petitions against the
orders of the Central Board of Revenue or of the Collectors of Customs should be disposed of by a Tribunal which should be independent of the Ministry of Finance and should consist of at least one·
judicial ·member who should be either a serving or a retired High
Court Judge, and one member .who has had experience .of Customsadministration. (Paragraphs 4-7.)
·
259. Provision should be made under the Sea Customs Act .for
review of orders passed by officers of Customs.· (Paragraph 8.)
260. Where clearance of goods is held ~p on account of bona fide·
differences of. opinion in regard to appraisement, the goods may, at
the discretion of the Collector of Customs, be allowed to be cleared
on execution of a bond to cover the disputed a·mount of duty. (Paragraph 9.)
261. The Sea Customs Act should be amended to make suitable
provision for assessment of import duty on a provisional basis under
certain circumstances. (Paragraph 10.)
262. Stringent measures, both legal and administrative, should be
adopted with a view to minimising the scope of smuggling. The
Sea Customs Act should be suitably amended for the purpose. (Paragraph 11.)

368
263. There should be no bar to the information in the hand_s of t~e
Customs or Central Excise officers relating to any goods bem_g utilised in legal proceedings against the owner. of th_e go<?ds _or .I? the
institution of necessary enquiries in connection with his liability to
other taxes. A suitable provision, similar to section 54 of the Incometax Act should, therefore, be introduced in the Sea Customs Act and
the Central Excise Rules. (Paragraph 12.)
264. The procedure recommended for disposal of customs revision
applications should apply to Central Excise cases also. A common
Tribunal could deal with both Customs and Central Excise cases.
(Paragraph 13.)
265. The system of physical supervision under Central Excise and
the rule regarding residential accommodation for excise staff on
:payment of rent should continue. (Paragraphs 17-19.)
266. As a measure of relief for small units, the manufacturers of
matches should be given the option of executing a bond with surety
instead of a bond with security being insisted on. (Paragraph 22.)
267. A system of deferred payment of excise duty should be introduced for the benefit of cottage match factories. (Paragraph 25.)
268. The present system of permitting growers to retain their crop
up to the 30th June of the year following that in which it was harvested should be continued. (Paragraph 31.)
.
269. A simplified procedure should be evolved for warehouses and
account should be taken of the losses. (Paragraph 32.)
270. No radical simplification of the system of transport control is
.~
recommended. (Paragraph 35.)
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INCOAIE-TAX
STATISTICAL APPENDIX A
STATEMENT I

Analysis of Central Tax Revenue
(In lakhs of Rupees)
Year

Total tax
revenue of
Government
of India

Corporation
tax

2

3

I

\

Taxes on
Income
other than
corporation
tax

Total taxes
on income

4

5

192o-21

6o,85

22,19

22,19

1921-22

66,92

25,12

25,12

1922-23

72,61

22,58

22,58

1923-24

71,21

20,28

20,28

1924-25

74,17

17,20

17,20

1925-26

72,86

17,67

17,67

1926-27

72,58

17,54

17,54

72,78

16,92

16,92

76,58

18,76

18,76

1929-30

71,77

18,92

18,9~

193o-31

72,6o

17,85

17,85

1931-32

75,62

19,12

19,12

1932-33

83,36

19,6a

19,66

1933-34

76,65

19,04

19,04

1934-35

82,32

19,90

19,90

1935-36

84,Q9

19~5

19,45

1936-37

82,36

17,77

17,77

1937-38

82,41

2,14

16,44

18,58

1938-39

81,87

2,50

17,73

20,23

1939-40

90,27

2,70

19,10

21,80

194o-41

86,77

4,28

23M

27,72

1941-42

1,12,11

11,95

34,71

46,66

1942-43

1,51,66

33,98

58,62

92,60

1943-44

2,29,23

58,23

85~9

1,43,72

1944-45

3·51,90

93,68

1,17,04

2,10,72

1927-28
1928-29

.

.

371
STATISTICAL APPENDIX A-contd.
STATEMENT I-contd.
(In lakhs of Rupees)
Year

I

Total tax
revenue of
Government
of India
2

Corporation
tax

Taxes on
income
other than
corporation tax

Total taxes
on
income

3

4

5

1945-46

3·87,27

95,18

1,05,97

2,01,15

1946-47

3·44,85

77,21

1,15,01

1,92,22

1947-48

3·32,19

46,37

1,06,24

1,52,61

1948-49

3,85,18

68,18

1,34,92

2,03,10

1949-50

3.89,01

51,51

1,39,22

1;,90,73

1950-51

4·44,91

52,66

1,59>3~

2,II,98

1951-52

5,12,30

41,41

1,46,19

1,87,60

1952-53

4·48,59

43,8d

1,41,43

1,85~23

1953-54

4,20,33

38,40

1,26,60

1,65,oo

Source : (I) Statistical Abstract up to 1950-51.
(2) Figures for and from 1951-52 are from Budget memoranda.
NoTE.---(1) The figures in all columns relate to gross revenue.

(2) The figures in columns 3, 4 and 5 from 1951-52 to 1953-54 relate to net
figure, i.e., excluding refunds but including States' share.

(3) The figures of total revenue shown in column 2 from 1951-52
onwards include net revenue in respect of corporation tax and income-tax
and not gross revenue as in the previous years.

372
S':(ATISTICAL
STATEMENT
Ta.X payable as percentage of Income in selected income
Total
income

1938- 1939- 194Q- 1941- 1942- 1943- 194442
40
41
43
39
44
45

2,500

3'4

1'9

2•0

2'5

3'1

3'1

3,000

3'4

2'3

2•5

3·1

3•9

3,6oo

3'4

2'7

3'0

3•6

s,ooo

3'4

3•3

3'6

7,200

s·x

4'7

S'l

1945·46

3'1

2'4

3'1

1'2

2'5

3'9

3'9

3'1

3'9

1"9

3'1

4'6

4'6

4'6

3'8

4•6

2'4

3•6

4•4

s·s

s·s

s·s

6·7

s·s

3'1

4'4

6·2

t·6

7•8

7·8

7'2

7·8

4•4

6·9

9'2

8·o

9'2

5'9

g ...

10,000

s·1

s·6

6·o

15,000

6·8

7'9

s·s 1o·.s 12·6 13'1 13'S 11'3 13'S

25,000

.

1946-47

On
On On
On
wholly wholly wholly wholly
·unearnearn- uned earned ed earned
inininincome come come come

7'4

9'0

9'2

s·s 12'9

10'7 n·o ll'9 14·6 16•9 18·3 19'3 19'1 19'9 1S'3 10'3

so,ooo

.
.

16•1 18•3 19•8 24'4 27'7 31'2 33'7 33'6 34'8 32'0 37•6

70,000

.

18·o 22·s 21-'3 29'9 33'8 38·0 41'3 41•6 42'S 39'8 45'6

40,000

14'2 xs·8 17•1 21'1 24'4 27'0 28·o 28•4 29'9 26'7 32•2

1,00,~

18'9 26·o 28·2 34'7 39'2 43•8 47'6 48'4 49'0 47'9 S3·8

1,so,ooo

20'0 29'8 32·6 39'8 44'9 49'9 S4'2 5S'2 s5·6 56·5 62·5

2,00,000
'3,00,000

.
.

24'4 32'S 35'3 43'4 48•9 54'0 58·6 59'7 6o·o 62•7 68·8

2S·6 37'3 40'4 49'8 56·o 61'4 6S·I 66·4 66·6 71'5 76•6

4,00,000

.

28·8 40'5 43'9 54'0 6o·8 65·8 69•1 70·5 70•6 76•7 81'3

s,')O,ooo

.

32'0 43'0 46·6 57'4 6t·s 69·1 72•2 73'6 73'7 8o·1 84'4

I. The Statement covers income-tax, super-tax, and surcharge on income-tax and
2. The Statement applies to individuals, Hindu undivided families, unregistered firms
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groups durimg the years 1938-39 to 1951-52
1948-49

1950-51

1949-50

On
On
On
On
On
On
On
On
On
On
wholly wholly wholly wholly wholly wholly wholly wholly wholly ~holly
earned
unearned
un- · earned
unearned
unearned
unincome earned income earned income earned income earned income earned
income
income.
· income
income
income

1'9

3'1

2'4

3'6

2'4

3'6

1•8

2'7

3'1

4'4

3'1

4'4

2•3

3~3

2'3

3'3

2'3

3'3

4'4

6·9

4'4

6·9

3'4

5·6

3'4

5·6

3'4

5·6

5'9

8·4

5'9

8·4

4'9

7' I

4'9

7' I

5'2

7'1

8·s

12'9

8·s

12'9

7'7

12'0

7'2

7'6

II'S

15'3

20'3

15'3

20'3

14'7

19'7

12·6

-I6·6

13'2

17'4

27'1

32•6

25'9

31'4

25•6

31'1

24'3

26·8

25'S

28•1

32'3

37'9

30·8

37'0

3o·s

36'7

29'4

31'4

30'9

33'0

40'9

46•7

38'9

45'4

38•7

45'2

38·o

39'4

39'9

41'4

51'5

57'4

48•3

55'2

•48•2

55'1

47'7

48'7

so·x

SI'I

64·s

69'9

S7'2

66·o.

57'1

6S·9

56·8

S7'5

59'6

60'3

72•6

76•7

6s·s

72·1

63•2

72'1

62•1

62·6

6S·2

6s·1

80'7

83'4

74'4

78•8

69'7

78•8

67'4

67•8

70•8

71'2

84'7

86·8

79'7

82•9

73'8

82'S

. 70'1

70'3

73'6

. 73'9

87•2

88·8

83•1

8S•7

76·s

84·8

71'7

71'9

75'3

1S'S

super-tax.
and other associations of persons.

u·o

374

S'l:ATISTICAL
STATEMENT
Number of Assessments, Total Income Assessed and Income-tax
of Assessees during the Years 1940-41
1940Hindu undivided families

Individuals
Grade of total
Income

No. of

Total

assess-

income

ments · assessed

Income-tax No. of
including assesstax
ments
deducted

Total Income-tax
etc.
income
assessed

at source

Rs.

Rs.

Rs.

Rs.

190.450

41,36,73

91,78

52,617

12,72,20

26,09

10,000 .

46,378

25,81,49

1,20,34

n,669

. 7,60,74

33,25

ro,oor- zs,ooo.

25,262

29,12,75

2,39·94

5,188

7,36,94

60,15

5,000 •

<>-'-

s,oor-

so,ooo.

5,051

12,34,18 .

I,S0,49

1,035

3,31,0U

40,35

so,oor_-r,oo,ooo .

r,oso

5,39,21

74,88

264

1,87,66

26,16

.

286

. 3,32,09

f18,63

68

8g,76

13,20

120

4,66,00

69,98

31

78,91

II,9I

7,96,04

70,872

34.57,21

2,11,11

(43" 5)

(I9" 5)

25,001-

r,oo,oor-z,OC?,o~

z,oo,oor and over
TOTAL

268,597
(73"9)

122,02,45.

(56·5)

(I6"0)

(II"6)

1943Hindu undivided families

Individuals
Grade of total
Income

ments

Total Income-tax
income
etc.
assessed
Rs.
Rs.

1,83,468

50,64,82

No. of
assess":'

o-

5,000.

5,001-

10,000 •

53.540

37,28,45

10,001-

zs,ooo .

32,351

"49,21,24

1,21.48

No. of
assessments

Total Income-tax
income
etc.
assessed
Rs.
Rs.

52,848

14,16,39

1,73,07

16,982

n,6o,42

34,20
55,23

4,13,96

11,893

18,07,04

1,52,07

25,001- so,ooo .

7,829

26,28,12

3,16,90

3,232

I0,8I,30

1,33.35

so,oor-r,oo,ooo .

1,731

n,58,25

I,6I,20

888

5,84,09

81,13

174

2,31,30

r,oo,oor-z,oo,ooo

540

7,29,80

r,o,,6r

z,oo,oot and over

234

g,8g,22

1,48,72
14,42,94

TOTAL

2,79,693 1,92,19,90
(7I" 9)

(47" 3)

(34"4)

34~14

53

1,67,62

25,58

86,070
(22" I)

64,48,16

5,15,70
(I2"]

(I$"9)
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Demanded According to Selected Grades of Income and Classes
943-44, 1946-47, 1948-49 and 1951-52
(Rupees in thousands)
41
Unregistered firms and
ether associations of persons

Companies and other
concerns assessable
at company rate

No. of Total Income- No. of Total Incomeassess- income tax etc. assess- income
tax
ments assessed
ments assessed
etc.
Rs. •

Rs.

Rs.

Total

No. of
assessments

Total
Incometax etc.
income
assessed
Rs.

Rs.

Rs.

6,62

2,130

39.49

5,36

2,60,293

57.71,58

1,29,85

1,92,65

9,10

498

39.51

5.94

61,364

35.74.39

1,68,63

1,276 1,87,39

15.49

609

1,05,36

16,59

32,335

39.42,44

3,32,17

244

82,82

10,21

404

1,49,26

23,23

6,734

17,97,26

2,24,28

83

58,o6

7,92

282 2,10,75

32,88

1,679

9,95,68

1,41,84

2II . 3,08,61

7,78,23

1,16,73

46,34.49

7,17,60

3,63,532 214,94,07

18,31,10

15,096 3,23,16
z,819

47>77

7,08

47,82

602

39" 2,03,40

29,37

335•38,86,18 6,o6,34

525

!9,594 10,95,25

85,79

4.469 47.39,16 7,38,16
(I" 2) (22"4) (40" J)

37

(5•4)

cs· z)

(4·6)

(Rupees in thousands)

44
Companies and other concerns
Unregistered firms and
other associations of persons
assessable at company rate
No. of
assessments

Total Incometax
income
assessed
etc.
Rs.

11,102 3,01,78

No. of Total Incomeassess- income
tax
ments assessed
etc.

Rs.

Rs.

7)78 1,8oo

51,74.74

2,46,5-4

71,91,03

6,16,57

12,462

42,20,37

,S,24,03

75.93

3.417

23;.t2,20

3.34.32

83,88

1,122 . 15,55,96

2,34,30

852 1,18,64,98 18,51,99

1,169 1,33,17,62

20,;2,18

3,89,074 4,06,20,44

41,96,79

23,04

22,28

863

3,30,49

51,50

1,13,44

16,o6

638

4,86,42

57,85

8,67

366

5.37,01

30 2,98,80

45.~9

~.349 15,02,61
(4· S)
(3"7)

T ,39,52

538

1,80,46

160
42

Rs.

74,531

1,48,27

27,50

Rs.

47,155

593
850

3,14,48

Incometax etc.

1,68,85

6,90

2,061

2,49,218

Total
income
assessed

6f.)18,52 .

5.39

47,07

II,34

No. of
assessments

Rs.

35.53

3,416 2,38,80

Total

5,962 1,34.49.77 20,98,63
(so·o)
(33"1)

(3" 3) (z· S)
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1946Hindu undivided families Unregisassoci a-

Individuals
Grade of total
Income

No. of
assessments

Total Incomeincome tax etc.
assessed

No. of Total Income- No. of
assess- income
assesstax
ments assessed
etc.
ments

Rs.

Rs.

63,78,99

1,63,03

40,978 12,31,12

36,25

8,348

16,on II,24,,9

Rs.

Rs.

o-- 5,000

2,17,054

5001- 10,000

81,229

57.32,32 2,91,6o

67,15

3,102

10,001- 25,000

44,865

67,02,40 6,26,72

9.752 14,64,53 1,66,00

1,804

25,001- 50,000

9,800

32,70,68 4,69,93

2,547 8,69,06 1,45,65

535

50,001-1,00,000

2,327

16,09,02 2,68,12

818 5,45,94

96,89

175

I,OO,OOI-2,00,000

830

Il,29,71

1,94.55

203 2,73,02

45.79

72

2,00,001 and:above

377

15,58,44

2,78,98

68 2,42,22

40,67

38

70,377 57.50,88 5,98,40
(IJ• 7) (II·9)
(8•7)

14,074
(J•I)

TOTAL

3,56,482 263,81,56 22,92,93
(54·6) (JJ• 2)
C79"7)

1948Individuals

Grade of total
Income

No. of
assessments

Total
income
assessed
Rs.

Hindu undivided families UnregisassociaIncome- No. of Total Income- No. of
tax
assess- income
tax
assessetc.
ments assessed etc.
ments
Rs.

Rs.

Rs.

s,ooo

2,21,764

68,89,02 2,13,29

32,761 10,81,56

36,54

6,591

5,001- 10,000

92,525

65,49,51 3.93,13

16,972 II,93,07

78,25

3,266

10,001- 25,000

52,095

17,6o,95 9.44,21

10,612 16,08,48 2,10,74

1,887

25,001- 50,000

. II,627

39,23,99 7,60,27

2,947 10,00,51

1,98,25

652

50,001-1,00,000

3,635

24,69,30 5,32,41

977 6,54,89

1,40,76

310

I,OO,OOI-2,00,000

1,204

16,42,84 3,51,19

321 4>34,19

90,51

83

2,00,001 and over

590

24,58.43 5,23,03

173 7.35,63

1,42,65

81

3,83,440 316,94,04 37,17.51
(8z·8)
{JJ· .5) (JB· 8)

64.763 67,08,33
(IJ• 9) (II• 7)

o--

TOTAL

8,97.70 .12,876
(9· J)
(2"7)
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(Rupees in thousands)
47
tered firms and other
tions of persons
Total
income
assessed
Rs.

Income-tax
etc.

No. of
assessments

Rs.

2,50,83

7,88

2,16,23

Total

Companies and other concerns
asses sable at company rate

1,761

Total
income
assessed

Incometax
etc.

Rs.

Rs.

No. of
assessments

Total Incometax
income
assessed
etc.
Rs.

Rs.

37,03

9>34

2;68,1.11

78,98,02

2,16,50

12,88

1,00,990

71,25,04

3,84,65
8,72,33
7M,15

13,02

648

51,50

2,71,61

30,97

1,058

1,86,28

48,64

57.479

86,24,82

1,82,46

29,34

993

3.76:72

99,23

13,875

46,98,92

1,21,53

22,12

704

5,03,85

1:30,66

4:024

27,80,34 5,17,79

94,62

18,13

428

6,29,36

1,65,17

1,533

21,26,71

2,40,92

29,18

969

130,53,33

34,03,06

1:452 15C,94:91 37,51,89

13,7~,20

150,64

6,561

1,48,38,12

38,68,98

(2"2)

(I"S)

(J0"6)

4.47.494 483,48:76 69,10,95

(2"9)

(SS"9)

4,23,64

(Rupees in thousands)
49
tered firms and other
tions of persons
Total
income
assessed
Rs.

Incometax
etc.

Companies and other concerns
assessable at company rate
No. of
assessments

Rs.

Total
income
assessed.

Incometax
etc.

Rs.

Rs.

Total

No. of
assessments

Total
income
assessed

Incometax
etc.

Rs.

Rs.

2,12,89

8:46

2,191

44,28

10,02

2,63,313

82,27,75

2,68,31

2,32,88

15,95

871

67,64

15,57

1,13:634

80.43:10

5,02,90

2:90,54

38,35

1,222

2,o6,o8

45,19

65,816

9g,66,o5 12,38.49

2,30,64

45,20

857

3:12,)6

83,24

16,083

54,67,70 10,86,96

.

46,10

721

5,19:26

1,48,99

5,643

38:60,86

8,68,26

525

7:50,63

2,17,28

2,133

29,45,02

6,83,05

41,84,62

2,17,41
1,18,36

24,07

4.87,19

1,26,56

1,113 1,50,4·6,17

17,89,91
(J·I)

3,04,69

7,500 1,69,46,62

(]"2)

(I·6)

(29" 7)

47,04,91
(48"9)

•

1,957 1,87,27,42. 49,76,86
4,68,579 5,71:37,90

96,24,83
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1951Hindu undivided families

·Individuals

Grade of total
Income

No. of
assessments

Total
income
assessed
Rs.

o-

5,000

2,56,579

Unregisassoci a-

Income- No. of Total Income- No. of
tax
assess- income
tax assessetc.
ments assessed etc.
ments

Rs.

Rs.

94,27,II 2,39,39

12,820 4,71,93

Rs.
13,56

10,696
7,.458

IO,OCO

1,87,191 1,28,76,53 6,24,72

30,873 22,02,27 1,10,]0

10,001- 25,000

79,674 1,16,58,21 13,03,85

16,848 25,12,63 2,?1,31

3>595

25,001- 50,000

17,025

57,.43,04 II,26,83

3,734 12,61,26 2,.44,91

924

50,001-I,OO,OOO

5,062

34,03,54 8,oo,6I

1,043 6,95,34 1,62,66

331

I ,oo,OOI -2,00,000

1,417

18,84,23 4,92,80

304. 4,09,04

1,04,64

151

2,00,001 and above

591

25,55,88

7,09,33

128 4,73,96 1,29,6o

171

5,47,539 4>75,.48,54 52,97,53

65,750 80,26,43 10,57,38

23,326

(Io· 2)

(]•6)

5,001-

TOTAL

(84• 6)

(6o· 7)

(45"4)

(Io· 3)

(9"1)

SoURCE.-All India Statement No. 5 appearing in All India Income-tax Revenue
.NoTE.-(I) The figures for total income are shown after deduction of earned income
( 2) The figures of total demand of income-tax are gross amounts without taking
(3) Changes made due to revisions, appeals etc. also are not included in the
(4) The figures of total tax demanded do not include surcharge and tax paid
(S) Figures ~ brackets indicate percentages to total.
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(Rupees in thousands)
52
tered firms and oth.;r
tions of persons
Total
income
assessed

Incometax
etc.

Rs.

Rs.

Companies and other concerns
assessable at company rate
No. of
assessments

Total
incomeassessed

Incometax
etc.

Rs.

Rs.
16,40

No. of
assessments

Total

Total
income
assessed
Rs.

Income-·
tax~

etc
Rs.

2~83,6oo

1,03,48,59

2,81~2

2-J,.tl

2~6,822

1,56,96,86

7,89,74

2,88,95

73,f.9

1,01,858 1,49.98,75

17,34.31

1,182

4~7,02

1,10~7

22,~65

77M,33

15.43.38

1,058

7,61,12

1,99,88

7..49-J

50,89,30

12,16,55

7-12

10,17,1-J

2,70~12

2,61-t

3.85,37

11~87

3,505

64,18

5,21,0-J

29,91

1,300

97,02

5,33,96

65,46

1~741

J,IJ,OI

61,37

2,29,30

53..40

2,'::'4,55

50,22

35,14,96

9,17·78

5,23,27

1,38,53

1,233 1,73.43,65 .J2,15,03

2,123 2,o8:96.76

51,92.49

27,15,50

4,10,76

10,761 1,99,99,08 49.09,80

6.47.376 7,82:fS:55

1,1f~75:47

(]·5)

(]·5)

(I·6)

(25"5)

(42"0)

Statistics.
relief, B.P.T. & E.P~T. where applicable.
into consideration rebates and refunds.
income and demand figures.
unJer Sections 1~A an;l 23B of the Income-tax Act.

380
STATISTICAL
STATEM&~T

Number of Assessments, Total Income Assessed
Grades of Income and Classes
1946~47, 1948-49

1940-

Individuals

Grade of Total Income

No. of
assessm~:tts

Total
income
assessed

Rs.
o - 25,000
25,001- 55,000
55,001 - 1,00,0:)0
1,00,001 - 2,00)000
2,00,001 -- 3,00,000
3,00,001 - 4,00,000
4,00,001 - s,oo,ooo
5,00,001 and over

~

.
.
.
.
•

TOTAL

Hindu undivided families

Super- No. of
tax
assessinclud- ments
ing
tax
deducted at
source
Rs.
1,50
29,02
37,90
43,55
19,40
16,25
6,54
60,23

354
5 ,n2
841
276
57
27
10
21

32,38
12,81,52
4,55,50·
3,20,21
1,13,14
81,80
30,79
2,12,78

6,698

25,28,12 2,14,39

(54"8)

(30" 3)

((34" 3)

30
994
207
78
13
8
3
I

Total
income
asscssd

Supertax
etc.

Rs.

Rs.

6,10
3,46,90
1,44,28
91,76
31,68
24,24
12,60
5,79

35
7,92
13,30
12,~6

5.53
5,07
2,65
4

1,334

6,63,35

47,12

(10·8)

(7"9)

(7" 5)

1943-

----------Hindu undivided families

InJiviJuals

Grade of Total Inco"me

No. of
assessments

Total
income
assessed
Rs.

o - 25,000
25,001- 55,000
55,001 - 1,00,000
1,00,001 - 2,00,0CO
2,00,001 - 3,00,000
3,00,001 - 4,00,000
4,00,001 - 5,00,000
5,00,001 and over
TOTAL

Super- No. of· Total
income
assesstax
assessed
etc.
ments
Rs.

Rs.

858
7,89!
1,373
530
130
43
27
46

85,59
3,93
26,81,05
65,96
9>49,16 •85,27
7,58,44 1,os,n
2,77,90
55,77
1,50,97
34,26
1,23,37
33,23
4,03,93 1,26,13

49
3,402
653
164
33
13
2
5

10,898

54-30,41

5-09,66
(22·6)

(I9. 7)

(5o·o)

(25' 3)

4-321

6,21
n,r5,02
4,65;24
2,31,59
79,53
40,84
8,72
38,~8

Supertax
etc.
Rs.
31
29,35
39,82
32,23
15,23
9,38
2,37
13,01

19,86,13 1,41,70
(9'2)

(6" 2)
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IV
and Super-tax Demand According to Selected
of Assessees During the Years 1940-41, 1943-44
and 1951-52
.
(Rupees in thousands)

Unregistered firms and
other associations of
pesons

Companies and other concerns
assessable at company rate

No. of
assessments

No. of
Total
assess- income
ments -assessed

Total
income
assessed

Super-

Rs.

Rs.

tax

etc.

Rs.

Total

Super- No. of
Total
tax
assess- income
etc.
ments assessed

Rs.

Rs.

Supei•
tax:

etc.

Rs.

43
233
58
33
13
7
6
9

2,6o
84,79
42,49
43.70
32,10
23,13
22,53
1,17,27

30
2,86
3.33
. 5.79
4·15
3,ss
4,84
41,17

2,641
438
225
202
82
47
40
154

10,73
10,66
1,74,05
1,87,69
11,59
18,98
3,06,73
2,10,90
12,98
1,91,58
11,94
11,02
1,76,63
33,51,77 2,09,55

3,o68
6,777
1,331
589
165
8959
185

2,12,50
12,88
18,87,26
50A6
66,12.
8,29,96
7,62,40
8o,58
3,87,82
42,66
3,20,75
37,11
2,42,55
2$,05
36,87,61 3,10,99

402
(J•J)

3,68,61
(4"4)

66,89
(Io· 7)

3,829
(JI• J)

47.70,77 2,97,45
CSr4) (47" 5)

12,263

83,30,85 6,2$,85

1,71~

44

(Rupees in thousands)

Unregistered firms and
other associations of
persons
Total
No. of
income
assessments assessed
Rs.
51
556
129
47
10
6
3
9

3.77
1,92,78
98,91
53·48
23,89
19,62

811
(J• 7)

6.39.89

13~

2,3.f,02

{j•O)

Companies and other concerns
assessable at company rate .

Super- No. of
assesstax
ments
etc.

Rs.

Rs.
49
5·40
8,o6
1·11
4,72
4·73
3·55
53.84

88,56
(3" 9)

Total
income
assessed

Super- No. of
Total
tax
assess- income
etc.
ments assessed
Rs.

2,24,12
25,13
3,056
3.90,20
43,69
945
4,30,69
49,09
550
5,30,10
59,01
382
4,48,56
50,36
187
4,18,23
46,10
119
102 - 4,$6,83
51,40
473 104.95·58 12,00,90
5,814
(26·6)

Total

133.94.31 15,2$,68
(6;-3)
(6z· 5)

4,014
12,794
2,705.
1,139
344
181
134
533

Supertax

etc.

Rs.

Rs.

3,19,69
43.79,05
19,44,00
1$,73,61
8,29,88
6,29,66
6,02,34
111,72,51

29,86
IA4AO
1,82,24
2,Q4,12
1,26,08
94,47
90,55
13·93,88

21,844 214,50,74 22,65,60

~
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1946-

·-------I.tliviJuals

Grade of total hcome

-----

Hindu undivided families

No. of Total
assess- income
ments as sec; sed
Rs.

Super- No. of
tax
assessetc.
ments
Rs.

Total
income
assessed
Rs.

Supertax
etc.
Rs.

o--

25,o:n

887

94,08

5,11

69

14,25

1,73

25,o:n-

·55,00J

11,430

39,19,47

1,19,43

3,186

11,27,75

39,12

55,0JI -- I,OJ,OJJ

1,921

14,07,61 .r,60,94

678

4,85,38

52,68

11,61,31 2,02,28

207

2,80,67

45,02
20,26

1,oo,oo1 -

2,oo,ocio.

857

2,00,001 -

J,OO,OOO

163

3,81,55

92,78

34

82,07

3,00,001 -

4,00,000

98

3,26,66

92,78

17

55,15

12,40

4,00,001 -

5,00,000

44

1,9 6, 58

66,70

7

31,36

6,$3

78

6,63,86 2,49,50

9

72,35

22,38

anl over

.5,ooJoo1

TOTAL

------

IG,478
5•6'7)

81,51,12

9,89,52
(]8 •2)

(]1'9)

4,207
(IJ' 4)

21,48,98 2,00,52
(8'4)

(7'9)

-----~

1948Individuals

Grade of total Income

No. of
Total
income
assessme:1<S assessed
Rs.

o--

25,00::> .

969

25,001-

55,000.

ss,oo1- 1,00,000
1,00,001- 2,00,000

1,07,57

Hindu undivided families
SuP.!rtax
etc.
Rs.

No. of Total
assess- income
ments assessed
Rs.

Superex
etc.
Rs.

10,72

84

15,22

1,12

14,828

51,71,24 2,14,85

3,893

13,73,21

55,76

3,064

22,01,50 2,99,42

841

s,98,o8

79,06

3,84,85

324

4,46,31

95,00

1,254 17,09,96

2,00,001- J,OO,OOO

282

6,95,52

2,06,23

6o

1,43,83

41,46

J,OO,OOI- 4,00,000

144

4,95,10

r,s8,2o

33

1,13,63

38,85

4,00,001- s,oo,ooo

so

2,26,04

87,08

30

1,37,86

44,40

10,18,35 ,,57,62

44

3>46,13

1,21,35

20,701 n6,25,28 18,18,97
(y8·2)
CJs·6)

(15• 3)

5.309 31,74,27
(9"7)

4,77,bo

s,oo,OOI

a,."}j

OV:!r

TOTAL

110
(s9· 7)

(ro·O)
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IV-contd.
(Rupees in thousands)
47
Unregistered firms and other
associations of persons
No. of
Total
assessincome
assessed
ments
Rs.

Comranies and other concerns
assessable at company rate

Total
Surer- No. of
Tax
assess- income
etc.
ments assessed
Rs.
Rs.

Total

Super- No. of
tax
assessetc.
ments
Rs. ·

Total
Superincome. - tax
assessed
etc.
Rs.
Rs.

75

9,62

1,64

3>346

2,76,40

24,57

4>377

3>94,35

33,05

634

2,25,12

7,82

1,143

4>57,28

42,53 16,393

57,29,62

2,08,90

138

1,03,99

12,38

s86

4>53,92

41,33

3,323

24,50,90

2,67,33

70

93,27

15,72

437

6,32,50

55,93

1,571

21,67,75

3,18,95

13

30,83

6,24

230

5,69,77

52,06

440

10,64,22

1,71,34

7

24,96

6,80

121

4,25,16

40,25

243

8,31,93

1,52,23

3

13,06

2,38

83

3,81,12

36,00

137

6,22,12

1,12,01

13

1,19,85

~2,35

953

6,20,70

85,33

(2"4)

(3·4)

(3·6)

692

114,46,88 9>73,37 .

792

123,02,94 12,77,[0

6,638 146,43,03 12,66,04 27,276 255,63,83 25,41,41
(49. 8)
(24" 3)
<57• 3)
(Rupees in thousands)

49
Unregistered firms and other Comp:mies and other concerns
associations of persons
· assessable at company rate
Total
No. of
income
assess-_
ments assessed
Rs.

Supertax
etc.
Rs.-

No. of
assessments

Total
income
assessed
Rs.

Super- No. of
tax
assessetc.
-rnents

Rs.

94

8,77

1,22

4,155

3,11,53

40,30

789

2,87,46

13,6o

97CJ

3,80,99

264

1,95,18

27,03

610

86

1,22,91

25,62

34

80,10

25,44

17

60,18

21,12

6

26,09

11,83

21

3,19,83 1,78,30

1,311

11,00,52 3,04,16

(:;·8)

(3·4)

(6·4)

5,302

Total
Total
income
assessed
Rs.

Supertax
etc.

Rs.

4>43,09

53,36

47,86

20,489 72,12,90

3,32,07

4,62,99

58,43

4>779 34,57,75

4,63,94

512

7>33>48

91,84

2,176

30,1~,66

5>97,31

230

5,62,54

70,90

6o6

14,81,99

3,44,03

179

6,3o,o8

8o,73

373

12,98,99

2,98,90

4,19,87

50,36

180

8,09,86

1,93,67

94.
598

132,71,29 17,25,52

773 149,55,6o 24,82,79

7.357 167,72,77 21,65,94 34,678 326,72,84 47,66,07
(JI• 3)
(45"4)

(21" 2)

384

STATISTICAL
STATEMENT

1951Hindu undivided families

Individuals

Grade of Total Income

o - 25,0:1:1 •
25;001-

55,000 •

Total
No. of
income
assessments assessed
Rs.

Supertax
etc.
Rs.

1,62,05

13,40

22,134 77,00,31

1,397

No. of
Total
assessincome
ments assessed
Rs.

Supertax
etc.
Rs.

79

8,76

4.1

3,96,79

5,101

1],6],12

89,76

55,001 -

1,0:1,000

4,424 31,35,53

5,35,28

942

6,69,87

I,II,52

1,00,001 -

2,00,000

1,520 20,24,82

6,15,62

315

4,24,05

1,30,45

2,oo.oo1 -

3,oo,ooo

307

7,48,14

3,08,55

77

1,84,30

76,53

300,001 -

4,00,000

113

3,83,75

1,76,02

26

89,65

40,49

5,00,000 •

62

2,79.96

1,29,25

12

52,48

22,51

109

11,35,84

s,62,44

16

1,52,35

81,56

6,568

33,49,18

5,53,23

4,00,001 -

5,00,001 and over
ToTAL

30,066 155;j0,40 27,37.35
(6I·2)

(38·7)

(]4·6)

(1]·4)

(8·])

(6·9)

SOURCE.-All India Statement No.6 appearing in All India Income-tax Revenue
NoTE.- (1) The figures for total U:come are shown after deduction of Business Profit Tax
(2) The figures of total demand of Super-tax are gross amounts without taking
(3) Changes made on account of revisions, appeals etc. are also not included in
(4) The figures of total tax demanded do not include surcharge and tax paid

(s) Figures in brackets indicate percentages to total.
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IV-contd.
(Rup~es

in thousands)

52
Unregistered firms and other
associations of persons

No. of · Total
assessincome
ments assessed
Rs.

Companies and other concems assessable at company
rate

Super- No. of .Total
income
tax
assessetc.
ments assessed
Rs.
Rs.

Supertax
etc.
Rs.

Total

No. of· Total
assessincome
ments assessed

Supertax
etc.

6,15,84

1,14,36

Rs.

Rs.

88

6,79

1,34

6,406

1,166

4,12,65

22,15

1,362

s,09,30

1,17,34 29,763 103,89,98 6,26,04

284

2,07,47

34,62

896

6,68,19

1,59,99

6,546

146

1,99,66

52,65

747

10,18,52

2,35_.28

~,p8

36,67,05 10,34,00

51

1,23,73

48,33

312

7,81,33

1,78,90

747

18,37,50 6,12,31

23

8o,oo

30,12

180

6,28,96

1,45,26

342

11,82,36 3>91,89

17

75,43

31,04

129

5,76,67

1,35,32

220

2,50,17 1_,22,63

612

26
I,8oi
(J• 7)

13,55,90

(3·4)

3~,88

(4"4)

10,644
. (.21• 7)

4,38,24

153>46,88 32,08,04

7,970

46,81,06 8,41,41

9,84,54 3,18,12-

763 168,85,24 39,74,67

199,68,09 42,79,34 49,079 402,43,57 79,12,80
(49"6)

Statistics.
and Excess Profits Tax where applicable.
into consideration rebates and refunds.
the income and demand figures.
under sections 18A and 23B of the Income-tax Act.

317 MofF-25

99_.21

(54•1)
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Number of Assessments, Total Income Assessed and Total Tax Demanded
during the Year
Number of
Classification
1941-42

1942-43 1943·44

I .Mines, Quarries, etc. •

1,999

2,438

2,770

Textile ManufactUre •

2,401

3,002

3,290

1,899

2,482

2,862

4· Food ManufactUre etc.

4,939

6,201

7,383

s. Manufacture of Chemicals, Leather, Paper, etc.

3,211

3,8o8

4,403

6. Building and Manufactwe of Miscellan_ous goods.

S.t452

6.t404

8,425

73,168

98.t458

1,44,669

35,792

35,912

37,628

21,853

25,129

29,734

2.

3· Manufacture of Metal & metal goods

.

1· Disttibution & Communication
8. Finance

.

9· Professions etc.
GRAND

TOTAL

I,50,714

I,83,834 2,41,164

Total
Classification
1940-41

I. Mines, Quanies, etc.
2.

Textile Manufacture •

3· Manufacture of Metal & metal goods

1941-42

1942-43

1943-44

7,46

8,92

9,24

4~95

7,59

21,00

30,7~

6,65

11,43

13A1

12,53
17,33

6,13

4· Food Manufacture etc.

6,33

7,27

12,56

S· Manufacture ef Chemicals, Leather,
Paper etc.

3,59

4,03

6,11

8,96

6. Building & Manufacture of Miscellaneous goods

3,93

4,53

4,96

I2,6o

39,13

47,78

68,28

I,u,so

I7,04

14,61

17,03

26,18

10,36

12,.44

12,96

I8,ss

98,II

I 1 17,14

I,6S,23

2,48,66

1· Distribution & Communication
8. Finance

.

9· Profession etc. •
GRAND TOTAL •
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v
the Different Types of Business and Professional Income
194o-41 to 1951-52 .

tDn

.assessments

1945-46

1946-47

2,859

2,930

2,861

2,513

3,440

3.537

4.587

5,841

2,827

2,795

2,754

2,552

2,;89

2,996

4,537

5,821

2,170

2,447

1,897

1,644

2,119

2,356

4,094

6sii8

6,259

5,333

4,730

3.t791

4,855

5,014

6,842

9,037

],835

3,395

3,386

2,794

4,222

4.t392

6,647'

9,822

6,556

9,555

13,438

C9U·ts

1947-48

1948-59

195o-51

1949·50

19SI·S2

7,103

6,879

6,863

4,467

6,404

11,27,613

(,29,870

1,43,329

1,21,622

1,51,803

1,57,559

1,57,236

236,106

)1,234

26,6o7

24,029

19,906

22,345

24,126

25,850

41,240

31,096

36,985

35,230

24,138

25~360

29,035

33.431

41..445

.2,15,601

2,17,241

2,2),379

1,8J,427

2i~3,337

2,52,719 3,68,868

2,35,571

•

(In lakhs of R urees)
.Income assessed

;1944-45

•.U,77
47..59

1945-:46

1946-47

1947·48

1948·49

IS49·50

1950·51

1951-52

11,93

10,90

10;22

10,80

1o,s6·

14,15

17,42

44,47

34,00

37,32

31,58

41,II

29,03

26,46

6,91

13,26

11,86

12,63

14,98

17;06

20,12

.22,93

17,99

18~71

19,01

16,oo

19,66

20,34

27,41

9,50

10,83

8,57

9.t34

12,93

II,86

12,68

17,64

9,80

9,01

13,55

10,69

13,70

12,01

13,18

20,65

%,23,96

1,21,95

1,15,31

1,30,46

1,65,19

1,86,34

1,63,19

2,35,86

.24,59

27,15

27,00

27,85

31,.47

33,59

32,66

53,69

25,6-\

43,66

30,50

23,35

31,48

31,62

35A3

36,68

..2,84,17

2,93,96

2,71,80

2,80,10

3,25,72

3,61,73

8,39

3,37,72 4,55,93
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Total tax
Classification
194o-41

1941-42

1942-43

•Rs.

Rs •

Rs.

Rs-

1,30

1,56

1,95

22()o

97

1,53

4,o6

8,34-

3· Mtnufacture of M:tal & metal goods •

1,36

2,35

3,31

3.25

4· Fo:>d M tnufacture etc.

1,17

1,34

2,56

4,07

S· Manufacture of Chemicals, Leather,
Paper, etc. •

6o

71

1,20

2,001

6. Building & Mmufacture of Miscellaneous goods

48

63

68

2,241

4,53

s,16

8,88

:rs,o:r

2,10

1,57

2,18-

4;,17

1,50

2,01

1,8j

2;78

14,01

17,46

26,67

I.

Mines, Quarries etc••

•

2. Textile MmufactUre.

7· Distribution & Communication
8. Finance

.

9· Profession etc••

•

GRAND TOTAL

.

!943-#

44,06~

Sou~tCB.-All India statement No.4 of All India Income-tax Revenue Statistics.
NoTE.-{I)The fi~ures of total income and total amount of tax do not include amount•
(2) The figures of total tax demanded are gross amounts, i.e., without taking
(3) The figures of total tax demanded do not include surcharge and tal! paid
(4) The figures of total income are shown after deduction of earned· income:
applicable.
(S) Detaill of the classification of business and professicnal inccme are giveD
(6) Figures of number of assessments for 194o-41 are not available in tho pub-
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A~d.

V-contd.
(In lakhs of Rupees)
(Income-tax & Super-tax)
•944-45

1945-46

1946-47

Rs.

Rs.

. Rs.

3,01

3,08

3•.s5

•3~80

12~63

11~72

2~04

1~75

4·54

.5,83

4.54

6.,24

.2,25

2,69

1,81

1947-48

Rs;

1948-49

1949-,50

Rs.

Rs.

195o-51

Rs.

1951-52

Rs.

4,23

3.94

5,59

6~70

12~33

16,25

13A8

II,89

4,98

5.93

7.35

8,51

7,23

6,02

8A9

8,03

11,53

2,70

3AI

4.34

4.45

4AO.

1,,58

3,66

3,66.

4,05

3.67

4,07

s.13

118,51

18,96

20,05

31,18

41,10

40,84

40,82

56,so

4,10

4.98

6.,21

7.59

9.75

10,18

IOA9

16,77

4,07

8M

6,57

5,76

8,52

8,,S9

11,01

8A8

S5A2

58,65

6,5,24

82A2

95.32

1,02,34

1,c5,24

1:32,{6

3.76
15~08
4~75

relating to assessments done under Section 34·
into consideration rebates and Iefunds.
under Section l8A and 23B of the Income-tax Act.
telief, ani amJunts ofExcess Profits Tax and Business Profits Tax where
in statement VI.
4ished statistics.

6,55
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STATEMENT VI
Tra4e classification of business and professional incomes assessed to Income-ta#
and Super-tax
Group

I

(Mines, Quarries, etc.)

Class I. Coal_Mines and Gas Works.

,
,
,
))

,"
,

2.

Iron Mines.

3· Other

Mines.

4· Quarries.

5· Water Works.
6. Petroleum Works.

7· Hydro-Electric Power Works andLElectric Power supply...
8. Fishing, Salt Works.
. 9· Timber (Cutting and logging).
Group) (Textile:Manufacture)

Class
,

,;~

I.

Cotton (Spinning, weaving,

etc.)~

2. Wool (Spinning, weaving, alpacamohir, carpets, etc).
3· Silk (Throwing, spinning, weaving, sarles, etc).

,;; 4· Jute (Baling, manufacture).
,~

5·

Hemp,~Flax.

,;~

6. Artificial Silk.
:; · 7· Bleaching, Dyeing, Printing and Finishing :-.(wherever done)eparately or for textiles generally).

8. Miscellaneous (e.g. elastic webbing, cocoanut fibres, L.bristles>horse-hair, feathers, flock and rag, other vegetable fibres).
Group 3 (Manufacture of Metal and Metal Goods)

Class

"

1.

Iron and Steel Works.

2.

Rajlway ~arriage and Wagon and Tram Car Building.

3· ·Motor Car, Lorry, Cycle and Aeroplanes.
4· Ship Building and Marine.

"
,_,..

5· Other Machinery, Engineering and Tool Manufacture.

"

6. Large Iron and Steel Combinations covering several· or:all of the
above.

,,

7, Copper, Brass, Lead, Zinc, Tin and other metals•.

"

"

8. Electrical

Good~.

9· Miscellaneous metaL manufacture.
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STATEMENT VI-contd.

Group 4 (Food Manufacture, etc.)

Class.

,
"
"
,
,

I.

Sugar.

2.

Tea.

3· ~ce Milling.
4· Grain Milling.

5· Breweries.
6. Mineral Waters.
'

7.

Tob~cco

;

(

and Bidi Manufacture.

8. Canning and Preserving (Fruit, Meat, etc.)
9· Other Food Industries (Ice, Dog· Foods, etc.)
Group 5 (Manufacture of Chemz'cals, Lea_ther, Paper, etc.)

Class

I.

Patent Medicines.

"

2.

Chemicals (a) Soap, Candles, Drugs, Perfumery.

"

3· Chemicals (b) Matches, Fire-works, explosives, seed crushing,
Oil (other than Petroleum products).

"
"

4· Leather Goods, including boots and shGes.
5· Rubber goods.

"

6. Miscellaneous clothing (Hats, Umbrella, Artificial Flowers etc.)

"
"

7. Paper making.

"

8 Printing, Book-binding, Type-founding, Engraving, Dye-sinking
and miscellaneous.
9· Newspapers and other periodicals and Publishing Trades.
Group 6 (Building and Manufacture of Miscellaneous Goods)

Class.

"
"
"
"
,

1.

Building and Works Contracting.

2.

Manufacture of Building Accessories (Bricks, Fire-clay, Cement
etc.)

3· Pottery, China and Earthenware.
4· Glass and Glassware.

5· Musical and Scientific:: Instruments,

Sport~

req1Jisitr.s.

6. Ivory Goods, bone goods, games~ toys and fancy articles.
7. Photographic supply, Film production.

, • 8. Miscellaneous manufacturing and productive industries not included under any other head.
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STATEMENT

VI-contd.

Group 7 (Distribution and communication)
Class~).

Wholesale Merchants, Warehousem~n, Agents, etc., connected
with the distribution of goods, produce or merchandise but who
do not carry on any manufacturing process other than sorting,
packing and blendin~.
Retail (a) : Hotel, Refreshment houses and retailers of Beers,
Wines, Spirits, Liquors and Mineral waters.

,,

2.

,

3· Retail (b) : Retaileu who render so.:n~ service other than distribution (e.g. Grocer, Green-grocer, Tobacconist, B:.Itcher, Newsagent, Draper, etc.)

,

4· Retail (c) : Retailers who render some service other than distribution or do some productive process (e.g., Carpenter, Blacksmith, Laundry, Baker, Tailor, etc.)

,

5· Special distribution : Large concerns which exist m1inly or solely
for the widespread distribution of a standardised produce (e.g.,
petrol).
.
·
.

"
''
"
"

6. Shipping (including Docks, Bridge:;,.etc.).
7. Managing Agents.
8. Railways.
9· Road and Air TrarBpJrt (Tra!DNays, O.n:1ibuses, L')rries,
movers, Taxies, etc.)

Reo:

Group 8 (Finance)

Class

I.

Non-Indian Banks.

,

2.

Indian Banks.

,,

3. Non-Indian L1surance Compmies.

"

4· Indian lnsurance Companies.

"

"

"
"

"

5· Money lenders.

6. Stock and share brokers and jobbers.

1· Finance Companies and Agents, Bills and Discount Brokers and
Investment Trust Companies.
8. All other brokers and Agents.
9· Hire of Machinery, Furniture, etc.
Group 9 (Professions, etc.)

Class

I.

Law.

"
,.

2.

Medicine (inclu.ding Dentistry.)

3· Literature and Art. ·
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STATEMENT

VI-contd.

Group 9 (Professions, etc.)-contd.
~s

"

,,
.,

4· Music and Drama.
5· Accountant and Actuaries.
6. Engineering and Land Surveying and Architecture.
7· Cinemas, Theatres and other public .amusements (Spo~, etc.).

8. Teaching •
9· All other businesses and professions (not classed under any other
head).

STATEMENTS RElATING TO CENTRAL COMMODITY TAXES
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CUSTOMS AND

STATISTICAL
STATEMENT
Analysis of Central
Total
tax

Year

revenue
of
Govern·
ment
of
India

Customs Revenue
Import
duties

Export
duties

2

3

4

1192Q-2I

6o,85

2J,08

. t:9U·22

66,92

~922·23

Miscella·
neous

Total

Pc:rcentag.:
to
Col. (2)

s

6

7

4,89

1,08

29,05

47"7

27,70

4,50

36

32,56

48•7

72,61

33,66

5,24

38

39,28

54" I

1923-24

71,21

31,78.

5,51

35

- 37,64

52"9

1924-25

74,17

39,01

5,76

39

45,16

60·9

1:925-26

72,86

39,32

s,89

40

45,61

62·6

1926-27

72,58

39,96

5,94

39

46,29

63·8

1927-28

72,78

40,46

6,o5

49

47,00

64·6

1928-29

76,58

4o,92

s,s8

1,19

47,69

62"1

1,32

48,27

62·I

43,55

6o·o

I

. 1929-30

77,77

40,73

6,22

193Q-31

72,6o

37,29

4,6o

1,66

1:931-32

75,62

36,08

4,26

1,19

41,53

54"9
55"9

1932-33

8J,36

41,90

3,97

74

46,61

1:933-34

76,65

35,68

4,35

1,29

41,32

51"9

1934-35

82,32

38,84

4,32

74

43,90

51"1

1935-36

84,09

39,01

4,35

53

43,89

5;.•2

1936-37

82,36

36,59

4,90

38

41,87

50•8

1937-38

82,41

42,52

4M

33

47,29

57"4

1938-39

81,87

39,80

4,10

61

44,51

54"4

1939-40

90,27

45,4.2

4M

94

50,43

55"9

194Q-41

86,77

37,56

3,36

45

41,37

47"7

1941-42

IU,II

37,51

3,56

68

41,75

17"2
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APPENDIX B
I

Tax Revenue
(In Jakhs of Rupees)

Salt Revenue

Excise Customs
duties
duties

Miscella- Total
neous

Percen·
tage to
Col.(2)

Total customs,
salt and centraD
excise revenue

Central
Excise
revenue

Amount

Pe1ccn- Amcunt
tage to
Col.(2)

Percenltage to
Col. (2)J

IS

16

4"1

38,66

63·s

2,8o

4"2

41,80

6z·s·

:ro·:r

'3A4

4"1

so,o3

68·sa-

:14"2

3,17

4"5

50,93

7:t•6

3,95

5"3

s6,97 ·

76•8·

3,21

75·;

9"3

2,02

4"4
2·8

55,19
ss,o4

7S"9-

9"Z

2,19

3"0

ss,86 ~

76•8

7,66

:ro·o

2A7

3"2

57,82

1s·s

51

6,81

8·8

3,77

4"8

s8,8S

75•;

2,37

so

6,91

4,29

s·9

54,75

7S".f:

2,95

S6

8,78

9"5
:r:r·6

-6,19

8=2

s6,so

u·;

6A1

3,29

68

10,38

:r2·s

6,71

8·:r

63,70

76·s

s,6s

2,82

59

9,06

:r:r·8

7,23

. 9"4

57,61

'15·:rr

5,18

2A6

53

8,17

9"9

10,35

:r:·6

62,42

7S•IJ

5A3

2,6s

53

. 8,61

:ro·z

12,14

:14"4

64,64

76•8<

5,77

2,78

53

9,08

:r:r·o

13,64

:r6·6

64,59

78"4:-

s,13

2AO

51

8,64

:ro·s

7lJO

9•6

SA2

2A8

51

8A1

:ro·3

8,72

:r0•7

7,88

2A9

87

II,24

:rz·5

6,&o

s!%8

2,39

39

8,o6

9"3

9,62

7,58

2,02

77

10,37

9"3

IJ,J3

:r:r·9

8

9

10

II

12

4,6s

I,SS

s6

6,76

4,09 \

1,78

57

4,58

2,07

6,98

2,32

4,69

13

14

:r:r·:r

2,ss

6A4

9•6

66

7,31

82

10,12

2,67

so

7,86

:ro·6

3,89

2,02

46

6,37

8•7

4,14

2,07

52

6,73

4,19

1,97

52

. 6,68

4,90

2,08

68

4,14

2,16

4,04
5,27

63,83

11·s:

61,64 ,

7S"4=

7"$

68A7

:r:r·:r

59,05

75"968•z.

6SAS·

sa·.,.
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Total
tax
revenue
of
Govern•
ment
of
India

"Year

Customs Re'fenue

Import
duties

Exp:>rt
duties

Miscellaneo~s

Total Percentage
to
Col. (2)

2

3

4

1,51,66

31,63

"1943-44

a,29,23

"1944-45

5

6

7

2,63

64

34,90

23"0

45,52

2,44

1,05

49,01

2I"4

3·57,90

91P7

2,52

2,59

96,18

2 "9

3.87,27

1,23,44

3,76

1,52

1,28,72

33"2

"1946-47

3.44,85

89,29

7,14

3,16

99,59

28'9

·1947-48

3·32,19

1,03,6o

25,u

9,40

1,38,12

41·6

1,30,42

33'9

I

•1942-43

.-

.

~~

,

·1945-46

l

3,85,18

97,98

26,44

6,00

3,89,01

1,00,34

25,19

4,22

1,29,75

33'4

4>4-4,91

1,o6,83

47,32

7,28

1,61,43

36•3

'1951-52

5.12,30

1,41,75

90,74

4,60

2,37,09

46•3

:1952-53

4,48,59

1,18,43

55,91

4,23

1,78,63

39·8

1953-5-'

4,20,33

1,20,29

38,51

2,5..3

1,61,33

38·4

•1948-49
1949-50
:195o-51

....

SOURCB.- (I) Statisti::al Abstract upto 1950-51.
(2) Figures for 1951-52 and 19_52-53 are from Budget Memoranda.
(3) 1953-54 figures are from Revenue Bulletin for March, 1954 published by the
Won.-(1) The figures in all columns relate to gross revenue.
(2) Central excise revenue from 1939-40 onwards includes cess on coal and coke
1946.
(3) The figures of total revenue shown in column 2 from 1951-52 onwards include

the previous years.
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1-contd.

·(In laths of Rupees)

Excise Custon:u Mis- Total Percentage to
.duties
dllties cellaneCOl, (2)
OUI

Amount Percentage to
COl. (:z.)

r2 .

salt and central
excise revenue

Amount . Percentage to
Col. (2.)

13

14

IS

16

1"4

12,91

8•j

S9,o6

18·g

8,81

3•8

27,69.

13"1

8S,SI

17"3

77

9,71

3"1

41,2.9

u·s

1,47,18

41"1

1,59

86

10,48

3"1

46,92

13"1

1,86,12

48·0

I,S4

88

9.t34

3"1

43.t70

13"1

1,52,63

44"3

2,30

-2,$7

o·8

38,89

11"1

1,79,58

54"1

51,66 .•

11"4

1,82,08

47"3

68,53

11"6

1,98,28

51"0

71,50

8

'9

~8,84

1,66

75

II,:Z.S

-6,88

1,26

67

·6,88

2,06

8,03
·6,92
.27

Total customs.

Central
Excise
revenue

Salt Revenue

10

II

16•1

2,32,93

52"4

87,61

11"1

3.24,70

61"4

84,73

18•9

2,63,36

58·1

94,00

23"4

2.ss,33

6o·8

D.G.C.I. & S. and from the Budget Memorandum.

~nd

-

collections under Sugar (Additional excise duty)

Ordinances

1943,

1944

net revenue in respect of Corporation tax and income-tax and not gross revenue as

and

in
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STATIStiCAL. APPENDIX C
STATEMENT

I

Revenue from Import Duties in rel4tion to Value of ImpOTU(In crores of Rupees)'

Year

Value of
imports

(1)

(2)

Total
Col. 3
revenue
as
from percentage
import
of
duties
CcL2.
(3)

(4)

192D-21

335·6

23"1

7•:r

1921-22

281·6

21"1

g·B

1922-23

246•2

33"7

ZJ·T

1923-24

237"2

31·8

ZJ•.f-

1924-25

253"4

39"0

Zj·.f-

1925-26

236·0

39"3

Z7•j;

1926-27

24o·8

40•0

z6·~

1927-28

261·5

40"5

Jj•j

t928-29

263•4

40"9

zs·s.

1929-30

249"7

40"7

z6·J:

193o-31

173"1

37•3

zz·6·

1931-32

126•4

36·1

JO·B·

1932-33

135"0

41"9

JZ·o-

193.,-34

117"3

35"1

JO·~

1934-35

132"3

38·8

Z9·4:

1935-36

134"4

39"0

Z9·0·

1936-37

125"2

36·6

Z9·Z

1937-38

173•8

42"5

Z4·S

1938-39

155·6

39·8

zs·~

1939-40

165·3

45"4

Z7•$'

194o-41

156·9

"J-7·6

ZJ·9-

1941-42

173"3

37•5

zz·6-

1942-43

110"4

31·6

z8·6-

1943-44

117"8

45·5

J11·r

1944-45

203·6

91"1

44"7
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STATEMENT I-contd.
Revenue from Import Duties in Telation to Value of Imports
(In crores of Rupees)
Value of
imports

Year

Total
Col. 3
as
revenue
from percentage
of
import
Col. 2
duties

(2)

(3)

1945-46

245•8

123"4

so·~

1946-47

288·4

89·3

31"0

1947-48

408•7

103·6

(I)

E4)

~

.

~5'4

1948-49

557"2

98·o

17·6

1:949-50

609·2

100·3

16·s

1950-51

581·2

106·8

18·4

1951-52

862·8

141"8

16"4

1952-53

633"0

n8·4

18•7

:1953-54

551"0

120•3

~x·8

I

SOURCE. -Accounts relating to the Foreign Trade and Navigatioa of
-customs and Central Excise Revenue Statement of the Indian Union.
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STATISTICAL APPENDIX C-ccmtd.
STATEMENT

II

Value of Imports into India
(In lakhs of Rupees)

s.

:Ce£cription of ccmmcdities

No.
I

2

1920·21 1925·26 1931-32 1938-39 1946-47 1948-49 1949-so 19so-s1 1951•52 1952·53 1953·54

3

s

4

6

8

7

10

9

12

II

13

7

14

16

II

IS

10

22

9

20

:z8

38

Fruits dried

loS9

1,40

1,08 ·

88

3;96

SolS

6,)4

9•SS

9·98

9o31

9·89

2

Ale, Beer, Poner, Cider etc.

1,02

86

77

74

41

72

44

40

ss

57

6o

3

Spirits and Liquors

3·24

2.19

1,35

1,20

2,75

1,32

1,30

99

1,95

Io7S

1,66

I

Fruits, fresh or preserved

~

4

Wines

64

29

IS

14

48

7

6

s

13

18

12

s

Milk

6

45

62

57

20

loS I

2,82

2,52

3,11

4·00

2,81

4·34

Butter

3

2

s

9

3

14

3S

33

54

20

43

Cheese

19

I2

6

7

8

8

19

16

21

12

23

Biscuits and cakes

47

42

30

25

7

74

43

2

9

I

10

Farinaceous and patent foods

71

89

7Z

77

1,13

2,00

2,25

1,61

3·29

143

3,04

1,76

2,45

1,71

1,10

70

1,33

1,98

59

2,68

1,13

1,28

45

75

63

67

1,77

1,95

t,IJ

2.07

3·64

so

2,58

Io46

2,5J

1,45

J,96

),OS

2,45

2.41

3·43

4,66

3·21

3~02

7

Miscellaneous provisions

a

"'Spices excluding betelnuts

9

Betc:lnuts

0
N

JO

Sugar

II

Tobacco unmanufactured

I2.
13

6,I7

9

•

Tobacco manufactured

34

30

79

1,03

8

6S

3S

J

48

26

Lacs

20

I

IS

Motor spirit

16

Batching oils

(-)

(-)

2

1,o.s

66

I7

18

Copra

1,23

2,12

36

12

s

6S

3

3

7·35

Other non-essential oilseeds

6

I

Coconut oil

7

30

43

ss

Other non-essential vegetable oils

' 18

27

7

IO

Building materials other than steel

2,35

1,24

18

6o

21

26

Building materials Earthenware, China
and PorceWn

71

19

Asphalt .

13

20

Wood and Timber

21

Machinery

39

r,so

17

12

Lubricating oils
Fuel oils.

(-)

4.34

2,28
47

28

Kerosene oil

(-)

1,80

Gums and Resins

14

66

6.49

I5,II

I7,65

19,2I

21,75

27>48

10,68

16,33

17,87

24,37

25,18

30,90

51

1,19

88

1,17

1,79

1,23

7,86

6,94

6,07

9o79

11,32.

4,76

6,94

12,82

u,8o

14,82

14,9I

18,86

1,02

Ioi4

57

.3

6,04

3,08

' I4

57

1,99

.2.36

2,39
43

24
(-)

I

s8

94

s

so

27

S9

27

73

37

11

x.u

84

- , 94

1,66

7.o?

3>55

. 1·43

I

35
2,6o

/

Hardware and Cudery

2,82

6,39

6,66

7.43

~-------------------------------------------------~--------------------~------~----------

STATISTICAL APPENDIX C-contd.
STATEMENT II-contd.

'
I

.2.3
24
25
.z6
27
28
29
30

.2.

Electrical goods-Wires and cables
Electrical goods-Instruments etc.
Wireless Reception Instruments
Cinema films ~Raw)
Cinema films Exposed)
Instruments, apparatus, appliances,
others ,
Glass and glassware .
Watches and clocks •
Chemic:ais, Drugs and Medicines

.

· Coal-tar dyes

(In 1akha of Rupees)

3

4

s

6

7

8

9

IO

n

1,2.2.
2,96
(.:-)

77
1,48

1,61
4·34
201
54
25

4·24
7,16
1,26
77
32.

4·1.2.

7·19

x,so _

1,18

36

1,66
4

x,s6

38

3·09
7oJ.7
.2.o07
1,36
.2.8

7,07
6.74

.."}

I,J.2.
1,99
41
25
38

S·S3
8,.2.7
lo43

21

.2.7
1,96
9
9
17

3,61
1,47

4·89
1,93
1,43
IS,$4

Sol4
59
I,3S
19,11

6.37
2.,Ij

13,2.0

5·04
x,6s
2,59
.2.8,49

34.97

4·840
1,::8
83
.2.4..00

5·48
1,36
1,49
::4.98

11,98

14,27

7oS I

ISAS

1,09

2,62.

1,35

1,77

6

95 .

1,63
3·38
48 4>17

1,02.
2,6o
25
3,86

4·19

1,50
1,2.5
43
,,2.6

3o37

1 ,.4)

2,33

:1,63

8,80

I2,JO

lo95

1,30

88

89

1,45

2,25

1>9S
1,77

I,U

1,22
II

75

31

Paints and Painters' material

32

Toilet Requisites

ss

so

48

66

2.,92

42

1,13

33

Essential oils, Perfumery etc.

46

35

41

40

1,22

' 1,00

72

34

Iron and steel •

31,30

18,07

6,33

6,66

4·68

12,31

3S

Non-ferrous metals

9·34

7,28

3.44

4.16

15,93

22,33

36

Wood pulp

37

s.ss
1.38
1,26

:z,xs

u

13

s.8s

30

31

39

64

1,04

2,18

90

1,07

18,25

17,71

22,52

23,71

23,57

19,16

27,74

20,92

19,37

14,51

7

so

26

36

26

23

45

63

41

103

91

1,07

Paper and pasteboard

7.30

2,81

:z.so

3·23

1·21

14,21

8,66

9.92

13,96

11,72

11,57

Stationery

1,82

89

68

67

2,76

1,11

1,09

52

92

1,07

I,I7

Motor cars, Taxi cabs

7,82

.2.82

1.48

2,17

4·39

7,63

3.:U

3o24

4·79

2,96

2,82.

IS

20

6

21

52

70

47

9

8

I,I2

73

47

1,13

3,02.

8.92

s.38

2.,6s

2.,88

2.,1,.

Omnibuses, Vans & Lorries, complete
Omnibuses, Vans & Lorries, Chassis

1

j
•

,
2.,23

2,87

~

Parts of mechanically propelled vehicles

1,75

68

3,63

88

1,27

...-as

Railway plant and Rolling stock

6,54

s.oo

70

1,04

3·42

39

Cotton Raw

"1,70

3.65

7·03

8,51

2$,93

64,23

63,28

40

Cotton yam and thread

14>49

8,61

3,05

1,32

6,54

7,14

78

Cotton Piece goods

83,78

5,451

14,67

3·33
10,27

2,39

9·30

10,70

9

1>40

48

18

14

:zs

37

23

64

193

5.28

3·87

1,08

1,56

6

75

82

16,19
47

8,88
69

18,63
49

17

21

1,63

94

..

Cotton Hosiery

41

Woollen yam and.knitting wool

44

Woollen Fabrics and manufactures
Art silk yarn and thread and staple
fi.breyam
.
.
•
.
Textile materials, others, raw or manufactured•
Aims and ammunition

45

Explosives

42

43

.

Prottcted items

4·.54
2,44

....46

9·8o
2,24

14,75

1>79

6,30

2,96

3·69

3·79

1,00,76 1137,13

76,67

52,71

3·65

3·30

2,10

1,31

Zo37

I,2,S

1,02

2

(-)

(-)

(-)

(-)

152

1,93

1,08

1,72

96

1,30

3·70

5·10

4·05

57

6,51

5·76

s,59

1,16

3·99

13,03

11,24

15,04

18,51

8,60

1,250

14.03
32

7.61
36

10,27
74

9,50
I,J3

8,00
65

sa

71

ss

I ,OS

18,73
33
1,.P

3·92
1.28

20

4-98
24
26

1,93

1.34

62

62.

2,17

1,71

21

2,41

1,56

67

59

1,15
2;78

r,so

1,31
4,11

r,so

1,11
4,26

79
3·45

1.91

'

I

1,40

t

4

Raw Silk and Cocoons

6
7

Sewina machines and parts
Cycles and parts

68
91

8o
1,01

52
6s

54
96

3·99

Total of listed items .
Total imports excluding foodgxains
.Grain, pulse and flour

. 2.95.76 2,03,26 1,23,6$ 1,22,88 2,Js.09 4,12,92
. 3·35.55 2,35,34 1,2,S,I9 1,41,80 .2,6g,6I 4.5s,64
18,82 1,01,53
1,18
66
13,76
s

Grand total imports

. 3.3s,6o 2,36,00

~.26,37

t,ss.s6

.2,88>43 5·57,17

(-)Nil or negligible•

• . Not available,
*That is, other than those specified and also excluding raw silk.
··
·
· ~These are important currently&rotected items, and were not protected throughout the period.
oURCE.-" Accounts relating to e Foreign Trade and Navigation of India".
N011!.-Dilta cover sea and air-berne ttadc only.
. ·

2,43

59

....32,59 4·57,93 5·94.32
4·75.33 s.oo,76 6,34.73
I,JJ,85 . 8o>4I 2;:Z8,II

4·47>41 4·48.54
4·79,85 4·78,64
I.,SJ,IO 72.38

6,og,I8 5,81,17 8,6:z,84

6,32,95 5·51,02

~

tJI

S'rATISttcAt APPENDIX C-contd.
STATEMENT III
Revenue from lmpOTt Du.ties
(In lakhs of Rupees)

s.

No.

Description of commodities

I

2

192o- 1925- 1931- 1938- 1946-47 1948-49 1949-50 19SO-SI 1951-52 151S2-S3 1953-54
:ZI
2.6
3:Z
39

s

IS

:z6•

36•

25

96

18

32

36

It48
II

8

9

10

11

1,26

1,35

1,66

:z,o8

1,67

1,79

9

23

18

IS

:z6

24

26

It48

4.27

J,6j'

1,54

I ,S2

2,27

:Z,O)

1,86

10

24

4

3

3

4

6

4

9

27

64

52

69

83

47

63

19

24

56

6:z

40

77

:zs

79

9

u

46

46

33

1.29

51

40

.21

19

67

15

43

42

90

:ZI

88

6o

77

:z.s4

2,79

3·99

4>45

4·75

3·67

4·65

6,48 • 8,08

45

I

83

41

1,04

3

4

t6•

9

7

u

13

lmporU-RetJetll.l4 dutul
I

Fruits, fresh, preserved, dried

~

Ale, Beer, Porter, Cider etc.

3

Spirits and Liquon

4

Wines

s

Milk, Butter and Cheese •

9

6 Biscuits, cakes &00 patent

foods etc.

7 Miscellaneous provisions ,
8 Spices
9

.

},,
} IS

14

75

45

Betelnuts

.

10

Sugar

Il

Tobacco unmanufactured

,.

1.70 :z.:z:z

1,09

I

49

76

24
7·87.

7.61

4,68

4•4S

3·43

Ia3S

3.21

1,89

""
0

0)

Protected 19 31.
Deprotected 1950

tz Tobacco manufactured
13" Gums, Resins, Lacs etc.
I4

Kerosene oil •

1,30

t,07

6s

so

96

1,1&

21

:zs

IS

~~

4

s

6

9

24

38

18

21

30

27

29

52

lo:l.7

1,80

3.56

3.20

2,41

4.o6

s.66

6,11

6>75

7,19

67

s.xs

11,81

9 .67

14,09

19>49

26,04

27>49

27.53

IS Motor spirit

.

t~

16 Mineral oils, others, viz., batching, lubricating, fuel

26

28

31

41

1,18

Io37

1,88

2,os

3.38

3·99

3.04

17 Oil seeds and vegetable oils,
non-essential
.
•

8

19

22

39

52

ss

1,64

1,19

1,70

1,2.8

1,14

26

23

27

6o

25

89

30

20

ss

42

53

7

12

24

30

29

26

96

84

20 Wood and Timber •

19

24

27

3S

51

67

. 52

30

65

30

13

:n Machinery

62.

6o

67

2,31

4.61

7.03

6,12

5..43

6.63

s.64

5,35

ss

94

64

76

1,29

1,76

1,73

1,28

2,07

1.42

1,66

s

IZ

62

loS?

a.ss

2,94

Zo77

2·59

3·26

3,26

I

IS

94

52

63

51

93

69

45

4

8

13

41

45

52

51

51

62

52

38

62

34

87

1,25

1,12

1·37

1,79

1,33

1,46

3St

70t

46t

39

46

53

6o

26

95

sa

74

4

8

5

20

36

1,30

1,09

I ,OO

1,54

S9

1,07

34

ss

ss

I .OS

3·13

5·52

4,06

4·89

s.s4

5.46

6,13

30

1,03

1,29

79

1,2.7

r,6s

90

1,513

18

Building and engineering
terials, earthenware etc.

ma: l

j

19 Asph:dt

22

Hardware, cutlery etc.

23

Electrical goods

24 Wireless Reception instruments

44

25 Cinema films •
26 Instruments, apparatus, appliancea, others

27 Glass.and glassware .

'-

28 Watches and clocks
29 Chemicals, Drugs and Medicines
30 Coal-tar dyes .

li

'

""
0
-3

STATlSTICAL APPENDIX C-contd.
STATEMENT III-contd.
(In laltbs of Rupees)
2

J

31

Paints and Painters' material

32 Toilet Requisites

.

33 Eaaential oils, perfumery etc.

34

tionery .

stock .

plant

and

s

6

7

8

9

10

48:

4S:

zs:

24

38

66

S6

90

21

38

38

3S

26

4

7

u
7

17
16

II

12

13

36

87

46

s6

3

u

IS

39

77

32

40

3,:u

36

70

49

40

42

66

x,s8

2.2S

3,51

4,14

70

96

62

74

2,64

x.~s

59

9

10

71

67

8)

1,12

2,24

3S7

2,79

2o4I

3o99

u

Sta-

37 Motor vehicles and parts •

31 Railway

4

.

Iron and Steel

3' Non-ferrous met!lls •
36 Woodpulp, Paper and

3

I,I)§

1,37§

34

6S

98§

1,28

) ,II

8,04

So24

9·#

12,38

8,70

I)

18

1,87

48

1,04

75

2,21

2,:11

23

8l

2,97

2,40

4·66

So7S

So
6,xs

4.92

3ol3

4.17

4,01

1,12

2.40

3·36

4I

Bx

57

76 Deprotected '47

27

48

1.44

1,59

1,24

46

73

67

1'1.

I2

41

1>27

• 4.07

'4,22

s.xs

6.39

3.10

4oS3

40 Cotton yarn, thread, fabrics and
hosiery

6.69 ' 6.63

11

4o14 Protected 1925
Deprotected '47
6,38 Protected 1950

Rolling

39 Cotton, raw

2,86 Protected 1924
Deprotected '47

3,60

.p Woollen yarn, fabrics and other
manufactures

38

59

42 Art silk yarn and thread and
staple fibre yarn . .

43 · Textile fabrics, others, raw or
-;. ; [manufactured II
~:·~

44 Arms and ammunition

..

74

lol7

1,21

71

IM

1.42

1,20

90

3·03

78

1,68

II

14

13

9

14

32

40

Sl

2S

s6

39

tl>o

0

Co

45 Explosives
" TOTAL-Revenue duties
Prote&ti'V6 Dulies
I

Heavy chemical!

a

Iron and ateel

•

6

IS

19

16

x8,o6 30,78 33.75 31,66

79,6o

91,92

92,13

I

4

6

Raw aUk
Other textile materials
~wina

37

98,53 1,30,97

.p

36

l ,II,OO

1,13,92

11
3,13

1,18

10

14

16

S9

30

28

9S

76

24

14,

14

39

42

sz

81)

1,14

1,59

97

54 Protected 1931
and 1950.
steels
21 Special
protected 1948.
93 Protected 1947

33

30

Protected 1934

57

Protected 1934

29

. 76

90]

29:

1,94

1,os

2,20

4·91

lo44l

2,10

Iss

69

I

machine and parts

31

7 Cycles and paru

1,01

IJ Machinery other than sewing
machines •
Total protective duties
Total of listed items
Total import duties

4

I

3

3 Metala other than Iron and St~l

•
'

27

17

6,ss IO,SI s.zo 8,14
20,93 34.17 31,10 35,98
24,64 .JI1 29 38,95 39,80

7oSS

77>49
89,29

30]
(2,24.;)

Sl

! 35
IoS3
77

7,Bs
7oS3
i·32
91,95 1,00,27
8 .97
1,06,83
1,00,34
97.98

26
2,70
64

42
19

14 Protected 1947

2,21

1,28 Protected 1947 ·

1,09

ltl7 Protected 1948
and 1950.

Ms

10,51
MS
loJ3,02 1,10,67 I,U,69
1,41,75 x,t8A3 :r.20,29

-Nil or nesligible.
•• Not available.
'Includes duty collected on vegetables also.
t Includes duty collected o.lllaoqueredware, Chinaware, etc.
tlndudes dyeing and tanning substances.
flncludea duty collected on a/1 types of conveyances including trams, cycles, carriages, etc, .
ULlable to ' revenue' duties only.
Uhete are currently protected items, not necessarily protected throughout the period.
SOURCB.-"Cu$toms and Excise Revenue Statement of the Indian Union",
.
NoTE.-Revenue from Sea and Air-borne imports only is covered, as detailed commodity-wise brelkdown of revenue froin overland trade is
not available. In some cases, revenue has been calculated by applying appropriate tariff rates to value of importa data.

~
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STATISTICAL APPENDIX C-contd.
STATEMENT IV
Duty as Percentage of Value of lmports

s.

192C>-21 1925-26 1931-32 1938-39 1946-47 1948-49 1949-50 1950-51 1951-52 1952-53 1953-54

Description of cc;munodities

No.

· ·-~---·

3

4

s

6

7

8

9'6

17'0

29'0

25'2

23 ·5

24'0

9'0

20'9

41'6

48·6

21 '9

3 Spirits and Liquors

52 '3

101 '4

10$1 ' 6

IZ3'3

154 '9

4 Wines
s Milk, Butter and Cheese

14'1

71'4

so·o

25'0
18 ·6

I

I

2

Fruits, fresh, preserved or dried

2 Ale, Beer, Porter, Cider, etc.

6

Biscuits, cakes and patent foods etc.

7 Miscellaneous provisions
8 Spices

.

9 Betelnuts
10 Sugar

.

\

7'7

48'3
t6·6

73'3
22 ' 3

J

.~
. J

9

10

II

•20'4

12

I]

17'4

17'4

20·6

17'2

31'9

40 ' 8

37'S

44'8

,P'I

43 '3

125 '0

II8 ·4

153'5

n6 ·2

u6·o

u2 ·o

57'1

so·o

6o·o

30'7

33 '3

33 '3

t6 ·6

21'0

t6·9

1SI'2

17'4

14'9

u·6

20' 0

20'4

23'3

24'S

22 •8

19'6

25'2

24 ' 7
101'9

us '3

42'0

34'1
154'0

Coverage of revenue varies from year to year.

38·o

7'8

13'7

33 '3
41 '4

28'3
39'2

37 •8
83•2

S'9

40 '9

130' 9

97•8

Considerable time-laf between time of importation and
payment e . duty.

38'4

ns·s

x6s·s

20'3
129'7

II

Tobacco, unmanufactured

Il ' l

144'1

136'7

179'3

284'1

258·9

205'2

171'8

ISS ·+

194 '0

304•8

I2

Tobacco, manufactured

45'3

59'4

101 ·6

106·3

II7 ' 1 · 174'0

175'0

J36'3

150'0

xoS·s

76·s

8·3

xs·s

23 'I

23'9

22•6

J6•J

13 '9

14 '5

21 ' 7

31'7

20'4

IZ ' I

24 •6

41 'S

55'1

37 ' 4

37 ' 1

26·8

32 '0

31 ·8

31 '0

28 ·2

-

13 Gums, Resins, Lacs, etc.
14 Kerosene Oil

....
....
0

IS Motor Spirit

(-)

(-)

63·8

164'0

141'4

90'9

86·2

109'6

106·9

109'1

Sg·x

16 Mineral oils others, rJiz. batchlng, tubricating, fuel

6•7

6·7

8·8

9"7

g·6

S·g

8·9

I0·8

IJ"I

14 "2

12.'2

17 Oil seeds and vegetable oils, non-essential

12'0

27'1

38·o

..

29'3

Jz·s

31'7

:z.s·s

22."1

2.0'3

22'4

Il'l

23'1

t8·o

17'6

· 18·2

13'3

18·8

14'9

23'8

z6·g

32'4

31'1

27'0

34'S

27•6

18·2

36'7

9'3

34'2

g•ti

12'1

8·s

8•7

9'4

s·o

u·2

IS'S

g·8

6•7

7'2

1·s

8·x

1'9

26'9

28·2

27'S

z6·o

z6·4

27'8

29'2

33'2

18•7

26'4

22'4

21'3

28•7

zs·o

23'6

zs·o

ll'I

36·6

46•7

41'6

44'0

36'9

44'9

46·o

38'.1

16·7

30'7

zo·6

s1·8

41'3

39'0

31·5

31'1

30'1

z8·o

u·g

22'2

22'7

24'0

24•6

22'9

26'7

28•1

27'S

z6·6

6·o
1
J

Il•2

20 Wood and Timber

7'6

16·o

21 Machinery

2'7

Dutiable
only
for a
.part of
the
year.
17'0
22•7

IS Building materials and earthenware etc.

19 Asphalt

22

8··s

Hardware, cutlery, etc.

x8·o
24•8

4'0

23 Electrical goods
24 Wireless Reception Instruments
25 Cinema films
2.6 Instruments, apparatus, appliances,
others.

}

7'6

27 Glass and Glassware

~

31'2

31'3

32'1

31'1

44'0

44'2

4S'3

S4'4

28 Watches and clocks

8·3

32'0

45'6

46·s

48•0

so·:z.

76'2

74'1

71'7

71'1

71'8

29 Chemicals, Drugs and Medicines

7'1

14'3

21·o

19'9

23-7

19'4

26'4

27'0

27'1

26·o

26'7

g·o

11'7

10'4

9'9

II'S

12'0

11'3

11'4

I0·6·

t6·s

IZ'S

27'0

26·1

29'3

31'6

33'0

33'2

34'1

31·6

30

Coal~tar

dyes

3I Paints and Painters' material

1.
J

~

1-'

STATISTICAL APPENDIX C-concld.
STATEMENT IV-contd.

s.

Description of commodities

J

2.

No.

192o-21 1925-26 1931•32 1938-39 1946•47 1948•49 1949-50 I95C-SI 19S1•SZ 1952-53 I9S3·S4
II

12

13

42 '8

38'7

38 ·s

60.9

36•1

34'6

35'3 . 35 ·6

37'4

14'8

13 ' 1

20·6

20 ' 1

15'3

13'0

r6 ·6

9'4

7' 3

4'4

S·t

s·6

7'2

27 '0

21 '9

2.2 ·6

26·1

22'2

25 '1

26'3

30'0

30 '2

35 '0

37'~

38 · 1

ss·4

s5 ·o

63·5

SI'S

3

4

s

6

7

32 Toilet requisites

7'3

14'0

22'9

_25 '7

30'9

so·o

33'6

33 Bascntial oils, Perfumery, etc.

•

•

•

40'0

31'3

35'0

34 Iro• and Steel

z·.z

20'0

2S ·o

IS'2

2o·s

35 Noq-ferroua metals

1'5

13'2

xs·o

17'8

36 Wood pulp, paper and stationery

7'4

J6 •7

23 '4

t

37 Motor \>Chicles and parts

t

3& Railway plant and rolling stock
39 Cotton, raw
40 Cotton yarn, thread, fabrics & hosiery

t

II

9

10 ·

~

.

41 Woollen yarn, fabrics & other manufactures
•
•
•
•
,

:

9'7

11 '4

3'7

1'3

S'1

4'5

6·4

S'9

10 '3

2Z ' 9

29'1

29 ' 1

IS'I

J8 •9

19 ' 6

13'4

n ·s

24'4

13'9

20'6

21·8

. 2$•6

22'0

20'7

27·9

8 ·9

10'0

7'3

14 ·6

35 '4

31 ·8

31 '2

37'S

34'4

34 'S

36'1

36'2

(-)

(-)

6·8

6·9

42 Art silk yarn and thread and staple
fibre yarn
43 Textile fabrics, other.

Coverage varies from time to time.

44 Arms and ammunition

Proportion of non-dutiable stores to total imports varies from time to time.

45 Explosives

•

Protect~el

.....
~

Considerable time lag between time of importation and p:i}·ment of duty.

6·o

19'0

20'0

:1.3'1

23•8

26'7

27'6

25·7

26•0

21'7

26·9

6•1

IS'O

26·o

46·8

35'0

52'6

I38 ' I

so·s

67 •3

so·o

so·S

ltt mJ f

4 Raw silk and cocoons

6 Sewing machines and parts

(-)

(-)

(-)

(-)

(-)

20'1

ZJ•O

23'3

23'4

24'0

23'7

1 Cycles and parts

(-)

(-)

(-)

(-)

(-)

ZS'4

54'S

63'0

63'4

64·0

67'0

7'3

11'S

31'1

:z8·1

33'1

:zt·s

21'1

.21 '3

2.2'3

24'7

2$'1

I7'S

30·8

:zs·6

31'0

17'6

t6·s

18'4

16'4

18'7

21•8

Total

import~.

excluding foodgrains.

Grand total of imports

7'3

(-) NU or negligible.
, • Not available.
• Separate revenue figures for essential oils and camphor not available.
t Revenue figures include duty collected on all types of conveyances, -including trams, cycles, carriages, etc.
t Dutiable only for a part of the year.
§For protected items in the previous statement other than 4, 6 and 7, separate value of imports data are not available and revenue
percentage of value of imports cannot be obtained.

llS

a

NoTE.-Statistics regarding revenue have been derived from the "Customs and Excise Revenue Statement of the Indian Union". Ovcdand
trade has not been taken into account as a commodity-wise breakdown of revenue from overland imports is not available. The value of imports
figures are from the" Accounts relating to the Foreign Trade and Navigation of India". A uniform commodity classification has been adopted
from: the published trade and revenue ttatistics.
·
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STATISTICAL
STATEMENT

Imports of Industrial Requirements (i.e., Capital

I92Q-2I

s.

No.

Value

I Asbestos
2 Belting for machinery
3 Bobbins

4 Bristles and fibres for brushes and brooms

s

Building and Engineering materials

6 Chemicals and chemical preparations

I2 Earthenware and porcelain

82
39

o·s

0"4

Duty

•
•

2,26

I7"3

Iti9

22"7

2,66

I9"7

2,03

29

30

Dyeing and tanning substances

•

62

28

IO Cork manufactures

Value

I9

I.46

g Coal and coke .

9 Coir unmanufactured

Duty

I9

7 China clay.

II

I925-26

Description of commodities

I6

o·s

2

98

0•2

I

6

3

3t74

t

I,82

89

:

77

t

:

I3 Raw cashewnuts
. 14 Gelatine

IS Scientific glassware and sheet and plate glass

0"7

0"7
73

7"3

3I

J·6

I6 Glue

3

I7 Graphite crucibles

2

2

28

4

26

4"6

7t20

8I

3t47

90

IS Gums and resins
I9 Hardware (excluJjng domestic_, etc.)
20 Hides aad skins, raw
2I Hops
22 Instrumems, apparatus, etc. (excluding domestic).

4

II

I7

2

2

4,79

44

2t45

36

23 Ivory, unmar. ufactured

22

I·s

22

2·6

24 Lacs

20

25 Leather, unwrought
26 Denatured spirit

I

I,I4

4

SI

'2·5

3

0•4

7

o·6

415
APPENDIX D
I
Goods and Producers' Goods)
(In lakhs of Rupees)
1931-32

Value

1938-39

Duty

15

Value

1946-47

Duty

Value

1948·49

Duty

Value

Duty

Value

Duty

21

3

58

7

1,02

13

1,06

I6

IO

I,08

4

so

*

49

2

I,23

5"4

2,I2

32

*

38

*

90

•

1,26

o·s
84
2,57

23
54

1953-54

62

I6

3,06

61

65
7,46

•

o·8
I8"4
1,77

2,81
20,57

14

•

o·6

s6

3,05

97

3,99

12,69

3.3~

9

IS

o·6

14

8

s

o·6

I

2

3

5

2

44

12"4

26

7"7

34

n:

3,12

33

10,21

1,09

13,46

I,37

I7,09

2,02

39

6

s8

8·6

27

7"2

35

2()

2,68
38

II

:

4"4

3

I,21

16

16

1,53

4.23

I

o·s

21

26

6·s

43

13

I,os

6

6

2

3

o·8

I"4

I

2

2

II

3

4"4

~

3

4

6

39"4

70

34-

24

5"7

30

9

90

24

1,32

38

94

29'

1,93

6o

I,90

57

3,41

I,02

5t45

I,63

I,76

55

14

16

'L7

I

I

I

so

36
I

2,58

59

4.36

81

9,6o

2,15

15,06

3·i9

19,42

4·74-

10

2

10

2

43

I0"4

32

6·3

26

6

16

8

2

41

2"4

51

7

74

10

I

3

0"3

0"2

1,04

7"5

84
0"4

48

5"7

30

o·s
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STATISTICAL
STATEMENT

192Q-2I

s.

Descriptioniof commodities

.No.

Value

27 MachiLery and mill work (except refrigerators, sewing and knitting machines and
typewriters)

21,30

28 Manures

1925-26

Duty

Value

Duty

62

13,!)1

60

13

33

.29 Metals- Iron and steel

31,30

70

18,07

3·62

Metals-Non-ferrous •

934

70

7•28

96

30 Ores

II

~

31 Mica

6

32 Oils except kerosene and mawr spirit

4•45

32

5•56

46

6

I

6

1'5

1·95

48

1•30

45

5•27

39

2,29

38

Motor spirit (4/5th of the total imports)
.33

Packing, Engine and Boiler

34 Paints and Painters' materials

35 Paper and pasteboard excluding writing
paper

36 Paper making materials

so

37 Pitch' and tar

12

1•2

6

T 8

43

3

22

3~4

26

38 Plastics except finished goods
39 Polishes and compositions .
40 Printing and lithographic materials

45

§

..,...

-41 Rubber, raw

30
1

52

1•2

17

11·0

43 Starch, dextrine and farina

17

o·s

28

2"6

44 Stone and marble

13

1'2

10

1"4

-45 Tallow and stearine

48

3'5

29

6

46 Tea chests

1.02

2·6

85

47 Cotton, raw

1·70

3•65

13,57

7•76

38·8

42 Seeds

Cotton twist and yam
Flax raw, twist and yam
Hemp raw
Silk, raw and cocoons

~

IO

o·s

11

2'1

1.63

10

94

14

J
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APPENDIX D-contd.
I~contd.

(In lakhs of Rupees)
1931-32

I938-39

I946-47

Value

Duty

Value

Duty

~0,28

67

I8,24

2,28

I,os

36
6,33

I,s8

3·44

62

6,66
4.I6

I

3

I

2

1953-54

Value·

Duty

Value

Duty

Value

Duty

28,74

4,28

73,79

1·05

82,14.

6,30

3,02
I,OI
74

3.4I

4·93

4,68

96
2,64

IS,93
IO

I2,3I

I,82

23,57

3·07

22,33

2,IO

I4,SI

I,04

21

25

I3

6

4·34

sx·s

s.31

66

IS,66

2,05

20,73

2,79·

33,93

4,72

84

53'6

2,51

4oi2

6,68

9·45

8,54

7·74

24,72

22,02

3

I·6

4

I

6

2'2

9

3'4

6

2

88

25

89

24

I,4S

38

2,25

66

I,77

56

48

2,78

~9

6,I7

I,85

II,72

2,08

I0,47

2,86

27

7

23

7

48

9

I,09

IS

2

o·6

I

0'3

"2

o·8

2

o·8

2,36

59

2,06

36
3

19
.28

I'7

4'6
§0'4

I
l2

. I

·6

35

23
37

§I

IS

48

§2•I

84

55

18

22

7

2,77

.§2'3

I,70

§2

II

3

I,02

7I

I9

36

9

I,20

26

3.83

21

48

10

I,69

I3

2,6I

25

6

2

3

6

3

9

4

7

I

33

o·s

56

o·s ·

4

I

9

2I

2'2

32

so

6

9

I,os

90

23

I,39

4I

I,89

s6·4

I9

s

23

8,si

82

25,93

2,97

64,23

2,40

S2,7I

3oi3

2.99

20

2,93

29

9

o·s

4·50

24

I,32

3

I·8

4

I

3

7

2'7

52

0'3

62

I6

62

29

2 0I7

76

I,7I

90

59

30

7.03

:317•MofF-27

I
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STATISTICAL
STATEMENT'
192o-21

s.

Description of commodities

No.

Silk yarn

•

Value

Duty

83

u·s

Staple fibre

Value Duty
13•6.

35

6

75

31

So

Art silk yam
Raw wool, yarn and knitting wool

1925-26

V

48 Tobacco, unmanufactured

9

I

34

49

49

Umbrella fittings

20

3

41

().

so

Vehicles (except cycles, motor cars and motor
cycles)
n,56

i7

6.82

94-

IO

52

7'5

51

Wax

I

52 Wood and Timber (except manufactures)

I,o8

TOTAL OF ABOVE ITEMS

Total of non-industrial goods {
..

Excluding food- 19943·6 }
14550·9 }
grains •
•
1835 · 1
3045 · 7
Including food- 19948·6
14616·9
grains.

Total imports, excluding foodgrains
GRAND TOTAL OF IMPORTS

-Nil or negligible.
. . Not available.
*lucluded in serial No. 26.
tincluded in serial No. 34·
tlncluded in serial No. s.
§Wholly/mostly included in Serial No. 27.

.

33555 }

•

33560

2464

23534
23600

}

4129
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APPENDIX D-contd.
I-concld.
(In lakhs of Rupees)

1931-32

1938-39

Value

Duty

51

11'4

32

82

12

Duty

Value

54

1948-49

1946-47

1953-54
Duty

Duty

Value

8·4

3

12,83

4,07

12:04

4,53

4,71

45

9,78

3S

II

21

0'2

4,24

9S

Value

Duty

17

54

19

96

41

3·99

1,27

1,26

18

3·97

22

0'4

36

59:

Value

I

30

41

58

1,04

2,77

7,87

2,95

7,61

62

1,8~

28

4'2

14

4

3Z

5

52

7'8

31

10

5,63

45

3,50

76

9,10

1,79

21,02

4,09

18,32

8,21

4

1'2

13

4

5,05

10

2,06

13

I

I

2

9

20

4

49

11'3

2,71

6348.6

886.4

8353·7

6170·4 }

3008·6

6288.4

1743·8 17671.9 4528.3 35516.0 5797.0 372E0.1 7427'1:

5826.3 }

l

12637

J

10048 ~
9289.1
10583·9}
.:;6o1·~
4001
2236'2
}4400'7
.
11171.1
17821.9
20201

J

7202.3

12519

14180
3895

26961
13980

15556

3'2

J

18929

28843

J

45564 }
55717

9798

47864}
.
55102

1202~

1!1 Value figures

include raw fibre and y2m, but duty figures relate to raw fibre
only, duty on yarn being includt.d in art silk yarn.

NoTE.-The data cover sea and air-borne imports orJy. Value figures ar~ from the
"Accounts relating to the Foreign trade and Navigation of India". Duty
figures are from " Customs and Excise Revenue .Statement of tbe Indian
Union". In certain cases, duty figures have been calculated by applying the
appropriate rates of import duties to the value figures.
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STATISTICAL
STATEMENT

Share of Industrial Requirements in Total Imports and the Revenue
requirements
I92Q-2I

s.

1925-26

1931-32

No.
Excluding
foodgrains

I Value ofindustrial goods as
percentage of
total imports.
2 Duty on industrial goods as
percentage of
total import ·
revenue.
3 Duty on industrial goods as
percentage of
their value of
imports.
4 Duty on nonindustrial
· goods as percentage of
their value of
imports.
import
s Total
revenue as
percentage of
total value of
imports

Including
food
grains

40'6

40'6

Excluding
food
grains

Including
foodgrains

Excluding
foodgrains

Including
foodgrains

38·2

38·1

50'1

50'2

. 25"5

26'2

22'8

4'6

12"1

14'0

9'2

9'2

20'9

48·8

47'9

31 'I

30'8

20"9

'
7"3

7"3

17'5

17"5
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APPENDIX D--concld.
II
from Import Duties in relation to value of Import~ of Industrial
and other Items
1938-39
Exclud-

ing
food-

grains

s8·9

1948-49

1946-47
lnclud-

ing
foodgrains

53"7

Exclud-

ing
foodgrains

lnclud-

ing
foodgrains

65·5

61"3

Exclud-

77•9

50"7

43"8

Includ-

ing .
foodgrains

ing
foodgrains

63"7

1953-54
Exclud-

Including
foodgrains

ing
foodgrains

. 11"9

67•7

61·7

59"2

19"9

)leO

47"4

33"1

31"0

21"5

"25"1

21"8

4'"''>
~IJ

STATISTICAL
STATEMENT
Central Excise Revenue Realisations by

1929-21 1921-22 1922-23 1923-24 1924-25 1925-26 1926-27

Commodities

.

1.

Cotton piece-goods

2.

Motor spirit •
•
(including power alcohol)

2,31

S4

2,19

1,87

1,57

2,18

1,47

61

6S

6S

79

77

96

92

9S

98

98

1,os

2,8o

3,44

3,17

3,95

3,22

2,01

9

13

18

7

II

2

3,31

2,99

3,88

3,11

1,99

3· Kerosene
4· Silver

s.

Sugar(including khandsari).

6 •. Matches .
7. M echanical lighters •

•

8. ,Steel ingots
Total Gross Receipts
Refunds and drawbacks
Total net receipts

2,8s
2

2,83

2,71
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APPENDIX E
:I

Commodities (Excluding Salt)
(In lakhs of Rupees)
-~927-28

1928-29 1929-30 1930-31 1931-32 1932-33 1933-34 1934-35 1935-36 1936-37

_1,21

1,55

2,81

2,68

3,48

3,94

4,43

· 4,91

5,32

5,59

97

92

96

1,44

2,48

2,77

2,81

2,97

2,84

3,01

17

23

97

1,59

2,59

1,37

2,03

2,o5

12

35

34

12,13

13,63

2,18

I

6,72

3,77

4,29

6,19

7,24

10,34

I

I

2

6

6

14

18

20

31

29

2,17

2,46

3,75

4,23

6,13

6,ss

7,06

10,14

11,82

13,34

2,47
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STATISTICAL
STATEMEN'I'

Commodities

1937·38 1938-39 1939-40 1940-41 1941-22 1942-43 1943-44

I. Motor spirit (including power alcohol).

1,36

1,25

1,13

1,88

1,78

2,63

2,9~

82

68;I

so

71

65

70

54

4· Sugar (including
khandsari).

3,34

4,24

2A9

3,93

6,73

4,91

6,69'

S· Matches

2,01

2,18

2,25

. 2,29

2,96

3,32

4,7}

37

38

42

so

54

SI

59'

35

s6

8~

2

9,65

2. Kerosene
3· Silver

..

6. Mechanical lighters •

7. Steel ingots
8. Tyres
9· Tobacco
10. Vegetable product

..

94

n. Betelnuts
u. CC'4iee

.

13. Tea
14. Cloth
15. Cement
16. Soap
17. Rayon or art silk
18. Footwear
19. Miscellaneous

Total gross receipts
Refunds and drawbacks •
Total net receipts

,,go

8,73

6,79

9,31

13,01

23

7

28

13

17

8,66

651

9,18

12,84

,,67

u,6s
II

12,54

26,90
2,75
24,15

SOURCE.-(I) Combined Finance and Revenue accounts upto 1945-46.
(2) Central Board of Revenue thereafter.
NOTES.-( I) Total receipts from 194o-41 onwards do not include cess on coal and coke
and
, 1946.
(2) The figures upto 1946-47 relate to undivided India. The figures
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APPENDIX E-contd.

I-contd.
(In lakhs of Rupees)
1944-45 1945-46 1946-47 1947-48 1948-49 1949-50 195C-51 1951-!2 IS!2-53 1953-!4

2,90

2,33

1,81

1,27

1,33

1,68

1,98

2,03

1,96

. 2,62

44

35

26

25

20

22

28

26

24

3l

6,41

5,70

4,79

4A3

6,31

7,10

6,58

8,49

. 9,91

14,33

5,56

6,52

4A4

4,82

7,29

7A4

8,04

8,61

9,35

8,78

52

52

46

48

46

52

. 54

61

63

6o

1,15

1,27

75

1,os

1,99

3,58

4,05

6,10

4,38

4,95

17,28

20,82

18,95

18,72

25,30

25,88

31,79

35,40

33,95

33,24

l,ll

1,33

1,29

. 1,01

1,94

2,18

2,19

2,49

2,78

2,81

1,31

1,84

ss

29

17

34

38

28

49

so

So

77

64

19

1,50

1,90

2,10

3,05

3,6s

2,50

3,40

4,32

3,38

2~12

89

13~21

9,81

16~33

13,43

21~ss

2

17
7

z
7
22
38,59
3,15
35A4

37

18
36~6

12

25

27

37

32

40

44

69,83

85,73

81~os

92~92

1~51

2,05

1,45

1,00

68,32

83,68

79,60

91,92

35,77

50,09

6s,os

ss

So

51

18

66

42~74

35,46

3s,26

49,91

64,42

43,29

and collections under sugar

(Additional excise duty)

for Part B States are included only from 195o-sr.

01dinances

1943, 1944
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STATISTICAL APPENDIX F
STATEMENT

I

Tobacco-Unmanufactured: Acreage and Production

Year (September-August)

No. of
growers

Acreage

2

3

I

Quantity
allowed for
Production retention
by growers
free of
duty
4

Acres

lbs. (ooo)

1943-44

476,739

405,259

1944-45

765,655

693,643

1945-46

784,326

697,563

1946-47

515,269

42o,o~n

.1947-48

5o6,965

426,534

.1948-49

572,923

525,622

1:949-50

801,132

667,224

5

lbs. (ooo)

1950-51

1,207,677

852,787

680,905

25,668

1951-52

1,240,112

728,361

671,276

30,044

1952-53

1,491,784

1,002,57i

842,757

35,194

SoURCE.-Central Board of Revenue.
NoTE.-Figures up to 1945-46 relate to
:States are included only from 1949-50.

undivided India. The figures for Part

n..

STAT ISTICAL APPENbiX F
STATEMENT

II

Clearances of unm anufactured Tobacco for Duty
(In m illion lbs.}
T ariff Class

1943-44 1944-45 1945-46 1946-47 1947-48 1948-49 1949- 50 1950-51 1951-52 1952- 53 1953- 54

( 1) Flue cur ed tobacco used in the
manufacture of cigarettes containing the following percentage
b y wc:ight of imported tobac-

co:Exceeding
(i)

6o%

(ii)

40%

(iii)
(iv)

20o/o

Not exceeding

60%
40%

1

13'3

o· I

J•8

0'9

I •O

o·s

0' 4

o·s

o·s

0' 3

0 •2

J• 8

1· 6

o·6

0' 7

I• I

I •5

1' 3

I

·o

I •I

-:1

J

7'3

8·6

7' 9

9' I

7 '7

4 '9

2 '9

0'7

o·5

O·J

5'1

4'4

0'2

14'9

22·8

2 0%

2'6

6· I

6· 3

7•6

8·1

4' 6

5'5

5 '1

(v) No imported tobacco

s·s

11' 2

9' 4

S·s

6· 8

6· o

12' 2

J6·6

(z) Flue cured tobacco used for the
manufacture of smoking mixtures for pipes and cigarettes .
(3) (a) Flue cured scrap
(from I-3·51)

~

!\;

J6• 4

2' 7

choora

.

0 •6

1'1

1' 4

(b) Exempted under notification
(from 1·3-SI)

2' 3

5· 6

4'9 (F .C.)

0' 7

1'1

(c) Gulla tobacco (upto 28-2- 51)

0·6

.2'4

2'5

t ·8

2'4

0'9

J •6

(Other
than F .C.)

STATISTICAL APPENDIX F
STATEMENT 1!-contd.
Clearances of unmanufactured Tobacco /or Duty

(In million lbs.)

1943•44 1944•4S I94S-46 1946-47 1947-48 1948-49 J949-SO l9SO-SI 19SI-S2 I9S2-S3 1953-54
(4) (a) Other than flue curea and
used . for the - manufacture fof
cigarettes or smoking mixtures
for pipes and -cigare~ •
(b) Any other . purpose (upto

28-2-SI)

-

•

·

• .

21 '8

10S'S

IJ6•1

120'2

JI6•4

s ·6

8•7
38'1

19'0

14' 9

JJ•I

9' 0

11'4

20'4

1'9

2'1

1'2

0'9

0•3

0'3

0'4

0'4

52·6

59' 2

61 •7

6s·8

76•)

93"5

90'0

(6) Other than flue cured and not
otherwise specified : (i) Snu1f
(ii) Cigar and cheroot
~iii) Hookah
iv) Clewing

3'1
21'4
181•3
88•3

3'6
37•6
14:Z•6
93'0

6·o
. 46•0
178'7
127'1

7' 8
49'0
174'2
II7'9

4'3
48•2
93'4
U6•4

4'4
Sl'5
107'3
127'3

49'1
111'2.

I'S

6•3

24•8

.

21'6

14' 0

(S) Other than flue cured not ordi. narily used for smoking mixtures
for pipes and cigarettes but used
for manufacture of biris

.

n·I

11 '2

s·6

8•7
43'2
117'5

127•6

52'2
120•9
129'3

xu·8

7•6
40' 4
123'7
xo8·6

109'0

117'1

(7) Free of duty for

'-l

(i)..Agricultural purposes
(ii) Destruction) ,
•
(iii) Industrial purposes

.

(8) Stalks

TOTAl

o·6

o•S

1' 5

. )•8

34'7
5'5

33' 3
)•I

23•8
3'8

36•o
5' 7

30'0
4' 7

37'0
4'2

48·1
5' 9

)0'1

33'6

.. '

I7'S

S1'9

)1•6

28·3

19'0

20•7

23' 9

24·5

27'3

408•3

437'6

509'4

517'0

436·6

472' 3

471'8

528•7

510'0

522'3 . 529 ' 4

• · · SoURCB.-CentraliBoard ofJRevenue.
Not:!.-The figures upto 1946-47 r·elatc to undivided India, The figures for Part B ·States arc included only from I9SD-5l·

~

sg
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STATISTICAL APPENDIX F-contd.
STATEMENT III
Clearance of Excisable Manufactured Tobacco for Duty
~l

-

I. Cigars and Cheroots
Tariff Class

1948-49

I9SQ-SI

1949-SO

195I-S2

19S2-S3

147
52S
807
2199
6877
3,S204

66
51
603
1873
62!9
3,1947
8,0008
s8,7SI7

1953-S4

Nos. (oo)
Cigars and cheroots of
which the value
per hundred
Exceeds Does not
exceed
Rs. A. P. Rs. A. P.
0 0
0 0 30 0 0
0 0 25 0 0
0 0 20 0 0
:IO 0 0 IS 0 0
s 0 0 10 0 0
2 8 ·0 s 0 0
2 8 0
I 4 0
·0 14 0
from
I-3-SI
<() 12
0
from
I-3-44
4 0
() 10 0
from
1-4-43

.30
2S
20
IS

330
404
761
2732
5801
2,8533
12,5724
43.48S3

1

r

TOTAL

32.2
287
727
I98S
4349
2,2016
8,7943
36,9553

492,82!9 528,9300

552,7357

S77,6482

219
380
1029
2249
54I6
2,2391
8,2646
38,1762

77,7282

6o
201
602
2121
6S43
. 3,3620
8,5316
n.S445

556,2609

620,S7SI

S4I,S747

401,034-7

6os,8701

7!1,6142

631,9655

471,8631

~.7350

II. Cigarettes
Cigarettes the value
of which pet
thousand
:.Exceeds Does not
exceed
'Rs. A. P. Rs. A. P.
50
40
30
25
20
15
:10
I

0
0
0
0
0
0
0

0
0
0
0
0
0
.0

8 0

so

40
30
25
20
IS
10

26

0
0
0
0
0
0
0

10 0
7 8

ToTAL

Nos. (millions)

0
0
0
0
0
0
0

ss

1434
682
4813
2733
2422
4895

6o
192
1240
407
4379
ISIS
4037
48II

~.}
17090

16644

62
530
864
374
4572
I62
5894
8439

48
1438
14
268
4983
337
269I

51
1329
3
223
4006
284
1973

46
1296
31
162
4189
367
206I

280
426

5918
5258

4408
6250

5II6
6507

21603

20955

18527

19775

SouRCE .-Central Board of Revenue.
NOTE.-The figures upto 1946-47 relate to undivided India. The figures for Part B
States are included only from 1950-51.
I
*From 1-3-51; prior to which date the lowest slab was 'not exceeding Rs. xo.•

'
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STATISTICAL APPENDIX F-contd .
. STATEMENT IV
Coffee : Acreage, Production and Clearance for Duty
Year

I

Acreage

2
Acres

ProJuction

Clearance
for duty

3

4

lbs. (ooo)

Rate of
duty

5

lbs. (ooo)

Re.flb.

1944-45

108,012

25,969

13,428

0

2 0

1945-46

107,677

33,781

26,996

0

2

()o

1946-47

105,367

21,861

3 r,o88

0 2

()o

1947-48

106,926

21,739

20,036

·0 2

()..

1948-49

111,393

29,586

2;,,157

0

3 o-

1949-50

116,088

30,886

28,441

0

3

()o

195Q-51

218,743

41,448

42,062

0 3

0•

1951-52

224,366

48,287

3),212

0

1952-53

N.A.

52,895

:s6,923

0 3

1953-54

N.A.

64,960*

42,346

0

3

0

0·

3 0

SOURCE.-Central Board of Revenue.
NoTB.-(1) The figures prior to 1947·48 relate to undivided India. The figures for
·pan B States are included only from 195o-5I.
(2) There were 34,273 coffee estates and 33,975 growers in 1951-52.
*Estimates.
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STATISTICAL APPENDIX F-contd.
STATEMENT

V

Kerosene :Number of Units, Rate of duty, Production and Clearance
Year

Number of
units

Rate of
duty

2

3

Production
4

Re./gal.

Gals (ooo)

194D-41

0

2 91

41,774

1941-42

0

2 91

36,II5

1942-43

0

4

6

Clearance
for duty

5
Gals(ooo).

24,660

1943-44

0 4

6

18,940

1944-45

0

4

6

17,004

15,83Z

1945-46

0 4

6

14,013

II,77S

1946-47

0 3

0

13,945

13,5.3•-

1947-48

13,837

13,639-

II,120

10,86:>
12,184-

1948-49

3

0 3 0
·o 3 0

1949-50

3

0 3 0

n;747

1950-51

4

0

14,905

J4,730.

1951-52

2

0 3 0

3 0

13,907

14,018-

1952-53

I

0

3 0

14,402

13,194-

1953-54

I

0 3 0

17,007

17,66r

SOURCE.-Central Board of Revenue.
NOTE.-(1) The figures upto 1946-47 relate to undivided India. The figures for·Part B States are included only from I950-51.
(2) The 'number of units' figures in this and subsequent statements relate tounits working in March.

S'l'ATlST!CAL

APP~ND!X

STATEMENT

· Pioduction Gals. (ooo)

Number of units

I

Motor
spirit

Power
11lcohol

2

3

Rs./

Total

Motor
spirit

. Gal.

s

4.

on

.

6

0

012 0

Power
alcohol

Total

Motor
spirit

7

8

9

~.u]
24.403 lncl.uded

Power
alcohol

IO

Total

II

~

N

..

24,116
24>403

10

...

I942-43

0 IS 0

25,398

col. 6.

25,398

1943-44

0 IS

0

33.906

1944-45

o IS

0

31,543

135

31,678

20,872.

124

20,996

0 IS

Q

24>488

1,330

2s,St8

23,788

t,2o6

24,994

1945-46
1946-47
1947-48

•

Oearance for duty Gals. (ooo)

Rate
of
duty

Year

1941-42.

Vl

Motor Spirit (including Power Alcohol) :Number of umrs, Rate of Duty, Production and Clearance

·-

194Q-41

F-contd.

1948-49
1949-50

.
.

.

33.906

I

0 12 0

21,176

1,924

23,100

22,461

1,956

24>417

0 12

0

t6,2<>7

:Z,t23

18,330

IS,76S

2,074

17,839

4

9

13

0

I2 0

14.393

3,0I1

17.404

14,640

2,997

17,637

s

II

I6

0 IS 0

1$,894

3.543

19.437

15,293

3,058

18,351

....,_ _

w
.....

I9So-SJ

s

15

:1.0

0 IS

0

16,748

4>4%0

2.1,168

17,59-4

4>458

,2:1.,052.

~

1951•52.

s

16

21

0 IS

9

16,67-4

s.9.s3

22,627

1.5,917

.s,767

2.1,684

1952·53

.s

16

2.1

o IS

9

16,121

6,769

22,890

15,0.5"4

6,744

21,798

0 IS

9

17,548

9,001

z6,549

N.A.

N.A.

2.6,59-4

-.1

0

r
~

~

Qe

I9S3·S4

.

N.A.

SoURa.-Cenwal :Boani of Revenue.
NoTE.-The figuru upto 1946-47 relate to undivided India. The ftgurc1 for Part B States lire included only from 195o-sx.

STATISTICAL APPENDIX F-comd.
STATEMENT VII
'Sugar :Number of unt'ts, Rate of Duty, Productt'on and Clearance
Sugar (Vacuuin Pan)

Sugar (K handsari)

-------

Year

No. of ·
units

Rate of
duty

2

3

Produc- Clearance
tion
for
duty
4

Rs./Cwt.

Cwt. (ooo)

s

No. or· Rate of Producduty
tion
units

6

Clearance
for
duty

8

7

9

Rs./Cwt. Cwt. (ooo) Cwt. {ooo)

Cwt (ooo)

~

lflo

1940-41

0

8 0

3

0

0

~3.324

392

1941-42

3

0

.o

19,767

0

8 0

sss

1942-43

3 0 0

20,397

0

8 0

319

1943-44

3 0 0

::U,522

0

8 0

428

1944-4$

3 0

0

16,976

. 19,410

0

8 0

516

586

1945•46

3

0 0

19,125

19,581

0

8

0

342

357

1946-47

3 0

0

16,352

15,666

0

8

0

425

377

1947•48

3 0

0

16,540

14>438

0

8 0

381

391

3

0

0

19,357

20>443

-448

0

8

0

395

425

3 I2

0

19,521

19,144

434

c 8 0

432

1948•49
1949-50

121
130

'

432

1950•51

142.

3 12

0

21,688

18,522

516

0

8

0

420

421

1951·52

141

3 12 0

25,859

22,161

618

0

8

0

572

548

126

3 [2

28,757

26,159

486

0

8

ot

156

ISI

26,62.6

30,216

1952·53

.

+t
1953-54

142

0

~

6 o*J

3 12 0

SoURCE.-Central Board of Revenue.
NOTI!.-The figures upto 1946-47 relate to undivided India. The figures for Part B States are included only frcm 1950-51.
*From 6th November 1952 to November 1953.
tAbolished from .15th July 1952.

STATISTICAL APPENDIX F-comd.
STATEMENT VIII
Matches·: No. of units, Ratll of duty, Production and Cletwance
(In thousand gross boxes)
Rate of duty per gro&s of eoxes
Year

Ben~al

N o. of
units

~s.

1941-42

N.A.
Do.

1942·43

Do.

1943-44

Do.

1944·45

Do.

1,45· 4'

Do.

1,4,·47

Do.

I

2

2

As. P. Rs. As. P.
0

0

..
..
..
..

0

0

0

Rs.~.P.

2

8

a

3 &

..
~

g 0

l

2

8

..

0

..

3

2

4

0

•

0
0

..
0

..
..
..

0

4

0

..
..

0

0
0

s

1947·48

•
194&·49

..

Do.
D o.

abolished
from
29-2-48

2

I

0

,,
0

..

..
"

0

4

0

0 IO
0
8

0

..
..
..
..
..

from
J-8-46
I 12

40'1

so'•

6o's

80'1

Rs. As. P. Ra. As. P.

,
0

u,hts
and
others

8o's

6o's

so's

40'1

] !140·41

Prsduction

..

~~.367

2,922

1,287

3,915

6,462

'50

~
w

0

2,467

9,144

2,749

415

624

2,462

9,203

257

488

2,336

rs,582

196

.sol

2,094

I9t747

143

183

14,879

5,6s'

u&

8

23,997

1,842

74

263

4.338

20,402

2:!.

"'

I949:SO

1950-51

'2.32

2.38

Class A 2 0 0
B 1 IS 6
c I IS 0

..

I9SI-S2

235

..

195'1.-53

189

..

1953-54 .

183

..

Az 0
B I IS
C I 14

0
0
0

3 0 0
15 3
14 0

4.489
373

0 0
14 6
13 0

492.
'),767
663

20,190
2,315

6s6
6,S82
739

2I,IIO
2.495
28

6oS

22,385
2,855
22

2.42

z
z

3

z
z

..
.

.,

..
..

..

..

8,744
717
434 .

t•,sos

6u

- - - ---- --·

19,924
1,2.85
IS

2.2

19,722
I,III

29

•

CAl

-l

STATISTICAL APPENDIX F-contd.
STATEMENT V III-contd.
(In thousand gross boxes).

-- --·- -Clearance for duty

Production
Year

No.
of
units

Others

T otal

Bengal
lights

so's

40'&

194o-41

N.A.

142

22,718

N.A.

1941-42

Do.

us

16,45 5

1942-43

Do.

"

'26

29

14,830

1943-44

Do.

4

46

12.,596

IJ

1944-45

Do.

71

18,673

1945· 46

Do.

132

1946-47

o~.~.

194?-4g

N.A.

6o's

8o's

Others

Bengal
lights

Total

N.A.

N.A.

N.A.

N.A.

N.A.

..

..

..
..

..

431

1,658

15,091

198

70

17.448

22,624

450

1,251

19,280

136

130

21,247

275

21,141

158

14,26 5

5.983

X27

273

20,806

Do.

421

26,342

8

2),919

1,617

74

422

2 6,04~

1948·49

Do.

150

25,175

176

4,)88

20,358

22

138

25,082

1 949· 5~

232

692 }

2 7,020

4.455

261
373 .

1 95~·51

238

356 . 1

J

29,805

.456
5,775
681

.,

19,9S0
1,222

IS
20,159
2,287
21

..

•

w
co

..

450

}

394 }

26,756

29,773

1951•52

235

1952·53

189

1953-54

..

- - ----

183

--~

- --- --·· - · - ·

---

268

387

4 ~4

}
I

.I

I
>J

657
6,655
736

21,151
2)4I2
29

276 ")

31,878

613
8,522
697

21,952
2,755
22

401

35,715

445
10, 591
617

19,732
1,935
29

4~ 1

33,6o7

----- -

I

-- -- - ·--·· --

}

31,916

34,962

')

J

33,831

SotJRCE.-Ccntral Board of Revenue.
No'IE.-(1) The figures \lp to 1946-47 relate to undivided India.
( 2) Figures for Part B States are included only from 19So-sx.
(3) A-Factories whose output exceeds soo,ooo gross boxes per year.
B-Factories whose output docs not exceed soo,ooo boxes per year but exceed! 100 gross boxe! per day.
C-Factories whose output does not exceed 100 gross boxes per day.
(4) There were 7 class A, 88 class n and 94 class C Factories in 1952-53.
(S) Matches of the type Bengal lights containing not more than 12 matches per box are charged 10 annas per gross from
1941-42. All othc'r matches are charged 8 annas for every 1440 matches or fraction thereof from 1941-42.
(6) The -figures of small units are not separately available prior to 1949-50. The concessional rates of duty for these units have
therefore not been indicated for those years.
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IX

STATEMENT

Steel Ingots : No. of units, Rate of duty, Production and Clearance

Year

No. of
units

Rate of
duty

Quantity
Produced Cleared
for
dUt}'

3

4

5

Rs./Ton

Tons
(ooo)

Tons

I

(ooo)

1940.41

4

0 0

1,285"

1941-42

4

0

0

1,363

4

0 0

1,299

4

0

0

1,339

4

0

0

1,193

4

o· o

1,295

1946:47

4

0

0

1,200

I,O,S3

1947-48

4

0

0

1,191

1,191

1942-43
1943-44
1944-45
1945·46

1948-49

7

4

0

0

1,162

1,162

1949-50

7

4

0

0

1,309

1,309

1950.51

8

4

0 0

1~02

1,377

1951-52

I

4

0

0

1,507

1,477

1952-53

s

4

0

0

x,s6o

1,549

1953-54

10

4

0

0

1,501

1,501

SOURCE.---Central Board of Revenue.
NoTE.-The figures up to 1946-4l relate to undiviQed India.
States are included only rom 1950.51.

The figures for Part B
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STATEMENT X
Tyres and Tubes : No. of units, Rate of duty, Production cznd Clearance

Year

Tariff Class

No.
•f
units

Rate
of
duty

Quantity
Produced Cleared
Nos.
for duty
(000)
Nos.
(ooo)

I

3

4

s

6

6,113

N.A.

Ad
valorem IO%

194I•42
1942·-43

7/607
Tyres

3,496

N.A.

Tubes

4,349

-N.A.

TOTAL
1945-46

7,845

Tyres

IO%

..

Tabes
TOTAL
1946-47

Tyres

. IO%

Tubes

,
TOTAL

1947-48

Tyres

IO%

..

Tubes
TOTAL
1948-49

Tyres

IS%

Tubes
TOTAL1949·50

Motor tyres 30%
and tubes
Others
IS%
TOTAL

317 MofFin.-29.

-6

3,911

3,775

4,846

4,794

8,757

8,569

3,952

3·SI4

s,093

4·547

9,045

8,o6I

4,152

3)943

s,372

S,IS9

9,524

9,102

4,893

4,777

4,907

51010

. 9,800

9,787

4,910

4,656

3,920

3,740

8,830

8,396

Tyres
Tub~S

)

N.A.
N.A.

1943•44
1944-45

6,483

7
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STATEMENT

x-cO-ntd.

No~

Tariff class

Year

2

of

units

3

Rate of _ ~ _ , . _ Quantity
duty
Produced
Cleared
Nos. (ooo) for duty.
Nos. (ooo)
4

5

6

Ad tJalorem

195o-5I

•

•.

I As.

Tubes •

J .so.

Tyres

~ 194~

TOTAL

•

10~3

Motor tyres

30%

825

Motor tubes

30%

810

Other tyres

15%

Other tubes

IS%

TOTAL

1952>-53

8

- 7.

10,671

Motor tyres

58 I

Motor tubes

532

Other tyres

IS%

~.012

Other tubes
Total

1953-54

7

4\iotor tyres
Motor tubes
Othertyres

IS%

Other tubes
Total

7

11,628

SoURCE.-<:entral Board of Revenue.
NoTE.-The figures up to 1946-47 relate to undivided India. The figures for Part B
·
. States are includl!d only from 195o-sx.
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.
STATEMENT XI
.

~

Vegetable .PJ·oduct :No. of units, Rate of duty, Production and Clearance
----------

No. of
units

YcJr

Rate of
duty

Quantity
Produced Cleared for
duty

2
-~--------

3

4

5

~-

Rs.fcwt

~

cwt(ooo) cwt(coo)

0

2,109

N.A.

1943-44

5

0

19-H-45

5

0

0

2 •.n._;

2,427

1945-46

0

0

2.773

2,763

1946-47

s
s

0

0

z,6s3

2,702

1947-48

5

0

0

1,987

1,909.

0

0.

2,769

2,785

1948-49

19

7

1949-50

34

7 0

0

3·300

3,122

0

1950-51

47

7

0

3,257

3,106

1951-52

43

7

0

0

J,868

3.571

1952-53

38

7

0

0

4,221

4,013

1953-54

48

7

0

0

4,112

4,0II

SOURCE.-Central Board of Revenue.
~on.-The figures

up to 1946-47 relate to undivid~d Indui. The figures for Part B
States are included only from 195o-51.
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STATEMENT XII
Tea: No. of units, Rate of duty, Production and Cleara,lce
No. of Rate of
licensees duty

Year

Production Clearancefor duty

4

3

Re./lb.

5

Jbs.(ooo)

lbs.(ooo) .

1944:.45

0

2

0

450,180

109,467

1945-46

0

2

0

488,279

139.613

1946-47

0

2

0

556.531

157.906

1947-48

0

2

0

538,877

203,296-

1948-49

0

3 0

529,756

549,689-

1949-.SO

1,924

0 3 0

543.692

537,222

1950-51

2,223

0 3 0

624,524

624,ll4

1951-52 .

2,069

0 3 0

651,193

627,576-

1952-53

·2,066

0

3 0

632.497

609,952

0

633,845

624,297

1953-54

2,179 L.T.• o

I

P.T.o 4 o
SOVRCE.-Central Board of Revenue.
NoTE.--(1) The increase in quantities in Col. 5 from 1948:-49 has been due to tJ-.e revised procedure under which tea meant for ·export was also required to pal
excise duty which was later transferred to the Customs head on export.
(2) The figures up to 1946-47 relate to undivided India.
Part B States are included only from 1950-51.

The figures fot

(3) 'L.T.' represents loose tea and 'P.T' represents package tea.
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STATEMENT XIII
Cloth : No. of units, Rate of duty, Production and Clearance
QuantityYds. (ooo)
Year

Tariff
class

.No.of.
units
(Composite

Rate of duty
Produced Cleared for
duty

mill~).

2
1949-50

3

FrOID 1-1-4-9 25% Qd
valorem

Superfine
Fine

From 1-3-49 6i%
ad valorem

Medium

From 1-3-49
Re. o-o-3 per yd.

Coarse
TOTAL
· 195o-51

320,642

845·406

317,047

s%

Fine

186,064

152,482

1,192,617

678,232

Re. o-o-3 per yard

1,946,200 1,362,430

Coarse
ToTAL
1951-52

406,867

20% ad valorem

293.533

Re.o-o-1 per yard

2,3)2,059 2,117,807

Coarse
ToTAL
1952-53

l72.395

zo% ad valore•

Ol"

from 9-5-52 Re. 0-3-o
or Re. o-3-6 per yd.
2.00,945

187,181

Fine

ad valorem or
'%
from 9-5-52 Re.
toRe. o-1-o per yard. 1,147,566

966,985

Medium

Re.o-o-3 per yard.

2,759.006

2,675~984

533·446

390,217

o-o--,

Coarse
TOTAL

:.U7 MofFin.--30.

316425

4·293·985 3,821>480

26j

Superfine

272,617

1,275·998 1,114,631

5%

Medium

286,218

3·731,7:48 2,479·~62

263

Fine

211,247

3.384,158 2,917.417
From 1-2-50 20%

Superfine

734·259

1,901,063 1,664,978

225

Medium

306,933

'

From 1-3-49
Re. o-o-3 per yd.

Superfine

..

6

5

4

2.65

4·640.963 4,220,36'7

445

.

STATISTICAL APPENDIX F-contd.,.
STATEMENT XIII-contd.

Cloth :No. of units, Rate of duty, Production anJ Clearance

Year

•

I

1953-54

Tariff
class

2

No. of
units
(Composite
mills)

Rate or duty

3

Superfine

4

Quantity Yds. (ooo)
Produced Cleared for
duty

~

6

......

Re. o-3-3 (Re. o-2-0 .
from 25-10-53) per yd. 290,709

260,291

Fine

Re. o-1-3 per yard

6,62,004.

Medium

Re.o-o-3

..

Coarse
TOTAL

..
..

757·736

3o248,8;>!< z,85o,837_
•.
602,41) . 443,833

279 (plus additional duty 4·899.743 4,217,C6S
of Re. o-o-3 per - - - 2 yard on all varieties
with effect from
15-2-53).

SoURCE.--Central Board of Revenue.

NoTE.-The figures for Part B States are included only from 1950-51.
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