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CHAPTER o III

-~

CORPORAT

t«

RUCTURE IN INDIA

i L AKX B

1
e

Sels TMRODU ows - - ‘ o

Tt is gemerally accepted that the ultiﬁafe aim of
economic poliey of any.Goﬁernmeaz ig to. increase t{ national
income of the country énd there is‘ﬁo gaingaying that the CoTw=
porate Sector'plajs-a véfy‘iméortan#;role in'tﬁis‘ragéect.
Eationalﬂincome largely éepehdé upon the volume bf investment
pre#ailing_in a couwatbry dndithgt may.be'ﬁreated as‘ﬁha funbtion

of the rate of interest and tno marg nal efficiency: of capitale

Such functions can'be sunsﬁancia_ﬁy.regulated by the Government.

HJ

If;the reéurn on invesﬁment»ié :duced udrauéh nl 2h 'Ate
effective tax§ the Aarriﬂal efflclenc of capital is liAblf e
Mdecl ine, resululpw-;n advewwo effect on- 1aulonal 1ncome. Effec~
“tlve CD“QOﬁabe tax depends upon its vaxestructure. "Corporaﬁe
 tex~sbructure includes ratesﬁqf'diye:sﬁ”ied tax imposed on compa-
nieé; levels of exe mption -‘and differens caﬁégories'of deductiong,
rebaies,'relief5; &nu allowgmueg allowed for the Durpc se¢ of compu~
ta%ioﬁ of tax 1iab'liuies. ’Thls agaln,vepegds upon.namure of

campanies,

Ther are-difoWént types ef companies for the purpose

x\@f taxatione  In "Comp any Law't, . COWDQHLGS are- cla331f*ed as publlc



'llMlBCd ana orlvate liml ed but for the purpose of tamatlan,
,camnanles are grouped as "wldely held" an d-"closely@held" and

aga;n "industrial™ and ”ponnindusurlal. '”he'Cémnanj Law is

' mainly inﬁerested 1n*tn— sonpa manageﬂent of tne companves and

,in ensuring the rights uﬂﬂ pL¢v¢le ges of Lhe 1nve¢uor ;. whereas,
1ncdme-tax lerlslaulon ha s‘to cots ’ur~4anj oth ' ‘éd1 ional
factors Se llhe, equity a q Listribution of LacomC’aéd wealth
pevenae~r@quivementc oP u é g0 7“ﬁnﬂénu, adﬁlnlstratlve convanicnce

of collecting revenue, pafe—vuaﬂdlnﬂ agalnst tax evasion end

~ aVoidanoe. © That is wi bﬂe cornor ue baﬁiSuIUCbUTG has upder

gone many chang a5 LnnumurauTe number of Llﬂes since bhﬂ L@y
ECSy )

? l olaulon in Indig-gu@rtea-ln 1860, B

In this chapter wve ehall auuempt to. analyse the exise.

iLlno co*no%ate tax suﬂaCUuﬁe and t?y To assess huw far uhe tax

vsuructaie ig con teni Nibh Lhe uoal of quick nndasur ali ;atlon.

Bele CLASSINIC: ’L‘I" OF C"hu) LJ‘IES.

Section 2 (7) of the I com»-tag ﬂcu, 1961 says that an

1

Uggsessee™ Will' ay‘tax, and -'assegsee! means any"pﬂrson' by whom

any tax~or‘éﬁy other sum of money 1s Davable uﬂdﬁr c 1is Acte Sece

tion 2 (31) 1nc1uaes a ”compwny" within uhe efini%ilq of &

l.fﬂmbirajan, S.\_I*TneAtaxazlcn OLALOTDOT&bG 1ncom® ig_Indig‘,
Asia Pyblishing House, Bombay, 1964 De 128, ’
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Ipersonte ﬁccoralnv to Seetion 2 (17) of the Incomewtax Aot

1961, a Coumpany meanss:

(1) -any Indian Company,. or
(ii) any body coruora e incorporated by or undef the
l?ws of a country outside India, or:

(1i1) any 1n«t1tut¢oa, assoclatlion or body which is
or was assessaeble or was a°sessed as a company for Ay asSeES-
ment year under the Indlan Income taz det, 1922 or which is or
wag assegsable or Was assessed under the Income tax fet, 1961
2s a company for any assessment year upbo 1970q7i, T

(iv) any institution, association or body,'whether‘
incovnoraﬁed or not and whether Indian or non-¢ndlan, Vhlch is
declared by general or special order of the Central Board of
Direct Taxes to be a company and shall Be deemed to-be a company
Qniy‘for such agsessnent year or yeais as may be épecified in

the declaratione

Companles have been cla531fied according to (i) dom -

mestic netures (il) ownersihlp in- haldlng, and (111) econoni@s in

activity.

'Domestic Company' under Section 80B (2) means an
Indian Combany or any otherlcompany which, in respect of 1ts
income liable to income ~ tax under the Income - tax At has

s

made the proper arrangements for the declaravio n and, payman
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within India af the dividends (.ncluding dividends on preference

shares) payable out of such income in accordance'with the PYOVie
sion 194 of the Companies icts lon-domestie company. is thas coue
pany which is not a domestic companys In this connection, the
term 'Indian Compé.ny"' 1s defined under section 2 (26) of the
Incéme taﬁ Aoty 1961 as a cdmpany férmed and régistered dnder the

Companies Moty 1956 1nﬂluélng-

(d) a Company formed and registered under any law
. : - -y k3 lil o v »
1 iqa to companies Tormerly in force in.any parb'ef India
othmr bhan the state of Jamnu and ﬁashmlr and the Union terrlto-

ries, specified in (ill) belows

(ia) a corporation'established by or uﬁder a Ceniral,
State or Provincial Acty - | B
| (ib) any institutiqn, as%opiaiioﬁ or body which ig
'aQCLared by the 'Board! to be a company under.éecﬁicn‘z.(17);
| (11) (111) in the’ case of tne 5taue bf Jammﬁ'and :
kaéhmir, and for the Union teérritories, a company formed and Te=
giétered'under'anyA;aw fof the time being in force in that State‘

or Union territorye

For all the aboﬁe cagesy bhe company mus be vegis~
tered of, as the cage may be the princmpal office of the company,

borporation, ingtitution, association or body mugt be situated In -

BN
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a o
Indla. .
Fon domestie compauy is taken as a fgreign company .

On the bas*s of dwaershin holdlng, uhe eompanies
are classified as 'Companies in which the publiec uf@ substan.
tlally interested! (widely - held domestlc comnanies) and the
tcompanies in Wulch the publlc are not substantially ianrESb“d‘

(closelynlela domestlc comgan*es).

A company is to be treated ag W¢dely-held company

under soctlon a2 (18):

(a) if it is not 2 private company unaer the Companiss.
ﬂgt, 1956 and (b) Shares (ocher than preﬁerence shares) were as

on the 1asu aay of the relevani pr evzous year 115%9& in a recog-
nised stock exchange in India in accordanee with the Securities
Contracts (Regulation) ioty 1956 and any rules made thereunder, .
or | | | | |
, f (e). its ghares 6ther'ﬁhan preference shérev ca%rying
at 1east 509 (An7 in case of industrial company) of the voting
pover have been unconditionally allotted to or écquireﬁ by, and
were. throuWhout the relevant previous year beneficially held by

‘ Govornment or ccrnorasion, under the Centval, utabe or Provineial’
ACu, or any widely held company or any of its sabsmdia.y or the
publics the sald shares were‘Lreely.transxerable;_gnd the alfa.;'

2. Bhattacharym, Se - 'Indian Income tax - Law & Practicety
~ Nababharat Publl hers, Cale 1976 De 9e S '




80

“of the company, or the shares carvying more than 505 (60 in case
of industrial company) of its total voting power were at no tlme,
in the relevant vrevious year, controlled or held by five or less

bersonse

For the computation of f¢ve or lesgs peroans, no account
shall be taken of the Government or any ScatauorJ Corparaulon or
any onher wmdely-held company or an subsidiary tnoveol ang rela-
tives of one another or nominees of any eAiSuiQﬁ shareholders, and

that will be treated as a glngle persolls

The domestlc comnanles which are not widely-held C Ot~

panies are termed as closely—holg domesgtie comoanles.

On the basis of activities of the companies, they can
be broadly classified as 'industrial companies'! and 'non-industrial

companies!te

Industrial company means & cémpany which is mainly en-
gaged in the business of generatlon or distribution of electricity
or any other form of power or in the construction of ships or in
the manufacture or processing of gobds or in mining and the incohs
~attribu£able to any of the aforesald activities ingluded in its
cross total income of the previous year ig atieast!51ﬁ of zross

total. inconce - Sec. 2 €7)(c).'

Companies Walch do not 5atﬁsfy the above COndlLLonS

may be termed as non-laaustvial COJpanies.
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For the purpose of addiuional 1ncome-tax, nof-indug- .
trial companies are further clasgified as anestmeacacompanles,
‘Lr@dinv-comgap es, COﬁsuloancy-serV1ce Companies and other coll

pall;@ Se

Investment comnany means a company whose grOs8s total
‘income atbtributes at least 51ﬁ to tﬂe inconme charaeable uder the
heads "Interest on securities", “Income from house property",

"Caplual gaing" and "Income from other sourcesfe Secs 109 (ii)

-Trading company means a company whose businegs cone
- sists mainly (at least 513 of its gross tobal income) in dealing
in goods or merchandise manufactured, produced or processad by

some one else. Saoce 109 (iia)

Consulbancy service company means an Indian company

vhose bu51ness congists v&olly in the provigion of technical KNOW-

'how, or in the renderxn" of 'services 1n COﬂE@CLlO” Wluﬂ the Provi-
3
glon of Lbcnnlcal kndv-baw, to other personss’ 330' 109 (ib}.

. Bade Diaiis OF W AXAITOHS

I. Basic max. s

/

dnder the exlsuin” structure- for the” As Yo ld81_8?,

there are severgl rates of 1ncome.nax, deﬁond,ng on..

(a) Jhe hcr the company is 'W1de?J Aa"’ or'closely

held';

3. Takhotia, He ie = Tlemonts of Indian Incone Tax, Asha Publi-.
shing Houﬂe, Cale 1979, PRe 096~405. N :

/‘4
/
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(b) whether it is mainly engaged in industrial acs i

vitles or in other activities Like trading, investmeni, etes)

(¢) vhether the taxable income exceeds a cerbtain limit
‘or notj - B o
(d) Whether the bompany is'ﬁomestic or fToreigne

Ae Domestic Company : - 1. Widely-held conpany having income ot
exceeqing Rn 1500 OOOa sen

Income-tax @ 45%.

2o Income exeeeding e 1,00,000 ses

Income-tax & 55%

B. Domestie Company i lea) Cloéeiy#béld in&ustfiallcompén$
| | having income not exceeding
fe 2,005000 oes Income tax @ 553
p) andfincome'exceéding %¢ 2,004000 cos

Inec Ome tax GO/J-

Ze Closely=-held non~¢ndustplal COmpPany ses

Incomeutax O 655%

C. NOH»&OMGSULC Compang
(a)(l) royaltles or. ?eec Tor technical 6ervices Pacei.
ved from an Lndlan concevn in pursuance ef an
-arreembnt after 81.3.61 but vefore 1e4476 /
after 29. «34 but before “¢~.76, resnectlvely,

approved by the CenLral Govennment ese incONe
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tax @ 50% ana .
(11) agreements entered into after 3143,76 but befor-

144481 2nd apbfovcd by the Cbntral Government eos

Income tax @ 20

(111) ro.yél"i;ies,vor fees for technlcal services on
agreement, not asproved by The Cénfral GOVE I
ment eee _ |

v .
Income tax ¢ 40%
(bJ i@come by.way of dividend ave Iﬁcome—tax @ 2545
(¢c) on the balance,'if any, of the-ﬁotal incone see

Income tax @ 70
O course, there are provisions of "marginal relief?
for all the above casess -

Sur-charge is a S0 lev1ea S.JM for- domesclc compa-
nles and 7.5 Tor non-domegtic comoanles in ohe coxnuted,lncome-

. tax liabilitiess

II. Additional Income - Tax

There is a pﬂovieioﬁ of addit 1onal cdﬁe_tax unger
sections 104 =100, on '1nsufflclenz distributlion' or non-dl tribu-
tion of profibts as dgividends by cOmpanies where pgblic are not
Sﬁbstani ially inberesbed. The rates of tax éepend uponlthe

nature of activitles of such comnanles, l_se,‘invgstment
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cctmany o'o‘o‘ @ 503, tra adin g campmy eee B3 7 and “én‘%”'o“o’tew COM-
papy evo FJ 25‘1, culculub a on the 'dlﬂtrlbutable income! of the
compaily . ag- reduc ed b** "ne amounu oJ. the dividend actua_.l.yldis-
"cm bubed, if amy, durmcr vhe prevn.ous year oo*lcernad. "l‘he:éefore,
_‘Go escape the levy oi‘ sueh - Derzal ua}:, tbe closely-hola COmMPany ,
i.e. the coupmy whefe public are not subswm::}.ally mte“mst@da

K)

is to distribute the dlvs.clend, which 1s To be worked out with
I-ei_el_@nce ’tQ the "stawuory percentage! on the "diﬂtm.nutable

:’mc ome's

The "distributeble income™, under section 109 of the
Income-tax Aoty 19681, is c”omputed by dedueting '*‘n‘e following
? ) :
vlue;.}s from the gross uota.l .mcoae of 't’ue non-mczus*“‘-lal closely=

held company :

(a) the. amount of .anomo-ts.:: payeab ,by"t’ne company
in respect of ibs total :umai_b, but ewccludmn Lm addn.ua.oﬂal
1@1@0.&@-%:‘\: payable under bec‘q-..;g;}.@&; _

(b) the amount of ‘any other tax Leviéd under any lav

[ 0]

by the Government, or by s local authorit Gy, in -:*rcess'of the

"-'a,_loun“c, if an.;, alloved 5.11 compufsmg ‘Bhe uotal :m.come-

.(c) any aznount pald as oharitable dbnations, actu. -
ally allowable un~or Spc. SOu,
(d) lo relatu_g to long-term capital assets;

(e‘)-amovn‘i:. of accrued foreign income, not permitied
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.tﬁ be remitted in Indlay

(£) in the casé of a banking company, the amount
actuallj trangferred bj it to its gstatubory réserve fund under

" section 17 of the Baxmmg Compames Act, 1949

(g) any expenditure aetually.incurred.for the purposecs
of the business, but not allowed as a permissible deduction under
the head 'profits and gains of business or profession' under

sectiong 30-37 of the I.Te. dctjg

(h) any expenditure incurred wholly and exclusively
Lor the purpose OL m“hlng or e&rnlxg any income (ouher uhan PPOw
fiﬁs énd gaing etcs on business income head) 1nc1adec in the
' gross_total-income but not allowed 30 be deuucbed' in computing-
‘such income, if that rzesults in the creation of an asset or

enhancement in the value of an exlstlng assets

(1) the amount payable, if any, as sur-tax by the
company wnder section 4 of the Companies (Profits) sur-tax fct,

1964

"‘tatuuorj percentage” under sect7on 10@ (11) of %he
incomewtax Act, 1961, refers to th@vpercenuage of distrloutable
dnecome! that a company is requirédjﬁc distribuzeidividends-ln
order té escape levy of additional, fncome-tax.j | Fo* purposes

of fixing the ‘!sgtatutory acrcenn“"e', companies have been divie

de Mohﬂin, moh@*mad - 'Rationalisation of Corporate Tax Struc-
turet, Three Way Printers, Aligarh, 1973s De 9s
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'ded into four broad'cateporias. Sueh categoriesxand the !ataw
tumory percentage' or required di tributivn of nﬂ ofits are shown

&
hereunder:

(1) Consuluancy service | .
company = " wee . 4Dn

(2 infastment company other

: ‘than an investment Co.,
Which falls under the - )
subsclause (3) beloWe. - «ss 90

(3) Indian Co., a part only of whose gross. total
incote consists of profits and gainsg attributsable to the business
of consultaney service, or'of Indugbrial activities:

~

C(a) in reTauion to that nqru of income as relat
”uo conculbanc“ services tes : 455

(b) income relabting to indus- ' )
- trial activitles. soe - Nii

' -

(¢) in relation to the remai-

ning part:

(1) if it is an invesbtment conmpany which
satlsfles the conditions of the y
following sub-clause 4(a) ses . B0

(ii) in any othuor case vee . 60

(a) Where the accumilated profit and'resefves of a
prading Coe (including depreciation ;esewvbg and aby anount

capitalised from the earlier réoerveo) 0xceed either the aggree

i
attacharya, e ~1'Ind1an Income = TaXe = Law & Practicet,
mmeMmeﬂn.W%nﬁgﬁ
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gate of the paild-up capital of the company and any laan‘capital

)

‘Which the Droper%; of the shareholders or value of the fixed

asgets ag shown in the books, whichever is greater eve - 905

In the case of a non-trading company whon such pro-
Flts and regsrves exceed uuace the aforesaid limiv, the rate

being gme as 905
(b) in any ot her cage P ‘ ses 605

However, opportunity to make SUPPTLmQHUQIY d_surlﬁu.
_tlon in gpecial cases within a specified perﬁod immediately
following the relevant previous year and reduction in the
i gbatubory percentage! ox decl ring dividend “or the specific

cages for ‘inaaequate aiscrwau3104’ agalnst advance payment in

o3

business, may be allowed by the Central Board of‘Direct Toxes
on application, under geebion 105 (1) and ES?J £ the Income-tax

Act, 1961.

IIT  Sur - Pas

veﬂy company earning 'chargeable profits! exceeding

- —— by

 ’"pe ifi ied limitg® has to pay sur-tax under section =, at the

A"

rates given in the Companies (vro_l s) Bur-tax Sct, 1964

'Chargeable profits! corresponding to the previous

1

rear, 1s computed under section 2 (5) of the S1r tax fet, 1964,



88

as the total income under the Income-tax Act to be reduced hy thae

'Iollowlng amounts:

(1) Capital gains ; (1i) compensation chargeable as
‘business income under Sec. 28 (ii); (3il) profits and gains of
aﬁy busiﬁess'of~life insurance; (iv) balancing ¢harge wnder Secs
41 (2)3 (v) interest on tgx-free'government sécurities; (vi) char-
geaole &OJdElOﬂg actually allowable %o'the éompany under 3eC.
80G; (vii) dividends received from a domestic company;. (viil) ro-
yaluies vece ived from uovurnmenu or a local authority or any
Lndian concern; (ix) interest or techniéal serviee feegs recéived
from QOVGme@ t or a lécal authority or any Ingian concern by
a'forelgn companys (x) in the cagse of a banking company, any
amount transferred to the statubory reserve fuﬂd during the

previous ""@ ars

hav 3

The balance of Total income remnaing éiter making the
above deductbions shall be further reduced by (1) the amount of
ineome-~tax, inéluding sur-charge, (éxcluding the amount, if
ey, payable as additional income-tax under Sece 104); (ii) the
’améunt of foreign taxes pald after allovance dffevery relief due
under the foreign laws, pr ovided the compaﬂy prbduces evidence
of the fact of The payment_of the aforesdid tax thqt country.

f'Specified limitgs? as agentlioned earlier, is Go be

reckond with 'standard deduction'-based on ‘capital employed'
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in the Jugﬁncss.

~ Under Sece 8 of the Sur-bex Act, 1964 as ame nded
u@to date, 'capltal employed' by a campany will eon51ot of its
euclre paild up share capl 11 and other reservesg (excludlag
' Meurrent lisbilities and provisions® as per part I of 3chedule
VI to the Companies AeT, 19565 given Jn the Jalance Sheet)e Capi-
tal emnloyed will.be CDmputed on the fi&au aaj of cbe previoug /
ye %r, sangecc to adjuaumcnt for eny anre S8 or dﬁcreasé ofvsuqh'
c pLLul during the course of the sald year on a prépoftionate

‘ A

basis according to the number of days.o

'“tandard deduct ion; aliowed to be made from;'cﬁargé_
able nrofits? s Go gat 'cha'g@able émount' for Sur-tax purdees,

s 155 of ‘éapital ﬁmnlcynd' in the huginess or. Be 2 OO @OO,

xS

whichever 1s gres aber, and tax is calculated J °bﬂ/on chargesble

- amount, not exceeding 5% on the 'capital employed!. 1ﬁ;AJ 5 on the

t - .
balance. . ///i?. ﬁz
- . //"S" o
- l// Loy .
R . '_'_‘A"l. . ) ¢ g v ey ’ — /‘.,.-—v-,- e ,',:
Sede AN APPRAISAL ON 'CLABSIFLICALIONS! 4D FRATESY ¢/

The complexitles . 1n the corpo“ate Laxaulon have deveu

‘jlap d over a short period of guarter cenLury. ue would Like,

’/

d-

bere fore, to examine whether the cons'd tﬁons w vich led to the

diffar ent complexities in the eristing ta; str uc»ure still pre-

Ge lohgsin, lMohammad - Op.cité.faationalisauioL}bf_Corporate Tax
Cgbructurety, pPe 7o ' ' S

+ Pandey . De Py =~ t Rationalisation of Cornorate Tax Struc ture!
based on the paper submitted in The. uechnwcal sesglon in All
- Indigyl Commerce Corference, Durdwan, 1981/ published (summary) in

i

“the Indiap Journal of Commcrub, 1332. /

{

/

i
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vail or not and evem if fhey do whether other and better ways can
be found to meet these. If it is seen thab the considerations
are still prevailing and no obher better meang are available to
safeguard such interests still then it mightA6; necessary to look
into the problem of ravionalisation of tax structufe;' This is
becauge the'gritigisms levelléd agéinst the corpofate tax ghrue-
ture by different weiters are so ldng confined mainly to the role
of corporate tax the creavion of proper investment climate, bubt

the question like rationalisation has haerdly been analysed by most

of the writerss The question of rationallsation ig very imporbant

in thig contexte

The original reasons for differential treatment for the
purpose of rates of taxation between 'widely-held' and 'closely-
held! companies wag the desire to regtriet certaln forms of tax

. . 7
avoldance. AL that time when such differentiation was introduced
in the Finance fct, 1355, under the receoimendations of the
Taxation Enquiry Commission, headed by Drs John Mathai; an indivi-
dual had to bear a highly progressive rate of texation on unearned
income, whereas a company was charged to tax abt a flat rate on its
aggregate income, which was much lower than an individual, speci

ally at high income brackets. Shafebolders'gf'ébmpanies who had
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Jeontrolling interest? coUld easlly bring down tb.eir tax « lia.
bility by nob distributing substantisl amount of dlstributable

income ag dividend to the «haroqolacrs. Hence, the Incomestax
ety 1961 provided some provisions preventing unjustifiable

advantage to curtaln persons having !controlling interest' In the

(o)

ad 3

ompanies by levying discriminating tax rateg and also by impo=
sing additional income.bax for inadequate dist ”lbUbJOﬂ or non-

Al

distribution of profits to the shareholders.

But such distinetlion not only cneg;es innuaerable
tlecklish Droblo£s to tne adu¢nvstrauton but also lpad To pPro-
longed uncertainty in the case of many companies as to their tax
1iébility ol the basis of their nature of activit;es. ds there
may be a continuous change of shareholdings, the tax aubhorities

have to decide each year aboulb the nature of companies -

&=,
[ 2N
H
‘.—J

vhether 'closely-held! or 'widely-held's; *industrial! or ‘non-

industrialt' wiich will lead to prolonged uneervalniiys The prea

qenu cendeacy of min_mlalnv rates of taxablon on Indivi 1du ale may
also point oucizhat there i1s 1ittle justifiication of clasgific

tion of companies

Therefere, it would be better to dispense with this
complicated process of ‘'classification! .

fa

Again, In the struciure it is seen that the rates of

= ol

incomestax is nigher in case of clo se7y-held companies in COMPaI~
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rigon with the Hidely_hald_dompanies. At the same‘timeAthere is
further provision of addiiional incone«tax for ciésely-held C Ol
panies. It is necé€ssary to'analyse whether thefe‘is a case lov
further levy of such penal tax under sections 104 to 109 of the

Tncome~tax fet, 1961.

Fpllowing the recommendation of the Taxation Enquizry
Commission, mentioned in the second chapter, additicnal income

-tax was lmposed by the finance det, 1955 for inadequate distri-

bution of disgtributable income among the s aafﬁﬁolders.,

iThe gquestion 0¢ declaration of d1V1dcnd and adequacy
of dividend should not be consldered in 1w01anwon. Wh cun - In oG
particular year dividend should be declared or not. should be
judged “J business considerations, such as the Drévious losses,
'Lho present profits, and nee eds for ploug hing bach of profits for
future development. and exteasion of trade and commerce. <Lhe
provisions wnder Secs 2 (22) of the I.¥s Act, 1961 is already
there to bring an effc0u1~ checlt on the usé of companieg! Dro-
fits for private purposes, where it is pjiven in clause (@) eeee
a£y~payment made by a compény, not being a company in vhich the
}gublic are subs‘tént ally interes uecl, or any sum '(1»}?1@{:12@35 as :'t'—e._
presenting a pért.of the agsets of +}e ¢ompany or not) by way of
nce or lLoan to a shaireholder, being a perSOnfwho has a

Jeiigs
tsubstantial vnoeresﬁ¥1 in The company or any payment by any .

Cx)
P

1 beneficial owner of shares, not being shares enuthed to a -
fixed rate of lelaend, carrying not less than 20% of the
voting pow‘l - 3ecs 2 (32).



‘sueh co.ipauy on behalf or i"br the individual_ bemefiﬁi, of any such
hare_lolouy, to the ex enu to nhic the company in'ef“her‘cage
posgessew'accumnla ted prO)LuS, sn&ll be t”eatcd as d1v1aend in the

handgs of uch sharenoldﬁr..;‘

f'oﬁe Qoes ourb tae above clause ey ééé; 2 t22},(e}
aléng with other clﬁuses under Secs.,z ( 2) in connectlon with The
defiﬁitién.o:,‘éiviéend A_O“ incomeft X purpose 84 tn ve is no doubt
of the fact bthat thig ’Sectiogf is suffL nt to cﬁéck on bthe coll-
'panles',resoufces5 uéedvforlpriVate bu. rp ses. “The;éﬁofe, it‘is
suggested bj ‘some uhat uﬂﬁyﬁﬁrOVision of suchh}peﬁél'iax' shoﬁ;d

be done away witlhe

Iiscontinuance of‘the provis ons‘U/“S 104 to ‘109 re-
garding additional incqme_tay had bean «ugweuted bj lire Bb00una_

Linganm in his report ~;f_ atmounl sation and S“mnllllcaﬁloﬂ of the-

e:.
o

Tax Structure', subaitted in 19,:,'W1mve he obs e”VOC see M50 al,
avoldence ig in anyfcase:impo ssible because of the DTOVLgi n that
.aﬂv.“1n3 of ﬂlSurlbutl n ol_asse‘ 3unﬁcr anj Pamc lﬂCludlﬁg o?

iq ulda ion are braught 1pto he aax nst.,: ”hu ) Un@n nrolibg AT

s

a conohnf 1?8 ﬁOu dis’ rlbauod, the value of the st a es 1ncreases
correspcadlnflv,and Lhe net WLLle of the sharel: Olduf is coq
quently 1ncreaoed on Uhlcq uaal o axfls levigd. gjlf.tne shares

3. attracted.

e
165!

’ awe‘%rqﬁsferred‘x hout con31ae“atlon9 the gift tgx

If'they are qup ol rred.uith conslderaﬁlon, ca?loa* galns tax
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becomes "payable. - On death, the value is caleulate& for estate du’cy.

Wit h all thig it Would be well: woruh.wzile to considef whether the

&
[

) ;.J.

ne has not come ug leave dﬂsur_butlon of Drofits to the judﬂemﬁnt

oi‘ the ma.nageme.l’c.

T

‘The same eugge txon has also been g ven Lﬁ Yanchon
Commzttee‘s ﬁcport on Jifccu_ﬁa Sy Suﬂmlubéﬁ in 7L whs ‘@ Mr.

Janchoo, the Chairman of The said Cotimitte S ooqewvcu ssse' The

Fa)
D

plovi slic gs’of vectlon 104 the Income-thx Act are 1nL nded to
plus-av01aauca of Tax by sa ﬂoLuero of closely-held coupanies.

In practlce,-howGVar, the DTOV7sioﬂs do not geem uO have ocnlevad'
,Jelr inLcnd d uuhpoce. sesee V€ Lbeve?ore, rucommend hat seetlon

104 of the In come-tat éct bc omluzea."

thile appreciating the prqv- sion exemp ting closelyw
‘held industrial companies from the ambit ‘of:_‘sectio‘zfm 104, intro-
'aué,eé by the Finance (Ho. 2y .ﬂ.c%_, 1977; Hi‘.' ur:lohsl., in his interin
Report on DirectATaA Lavs, submit ed in DbCGQbC ry 1977, observed
that ses " theré is likewisé3 “justifi quop for exclualng the
othér categories. df éompanies as well, in,as.much_as.craﬂigg
comnpanies .and ﬂervLca combgniéé do . contfibutefto economic -
.growth and‘-employment_~and- supnlement the réle off indivi&ual
.comnan«”s in tLis ra arq.'»‘~¢hese companles n“oviue feeder serw

vices to industrial comp anles and there ;s hence a case LOr

7+ Covernnment of Indla : 'Final Heport on Ratlonall atlon and
 Bimplification of the lax Structure'y, 1967, De 36

S. Government of Indla ; 'Final Report of . D&recu Laxev nnqulry

-+ Commltieet, 1971, pp.-luo- ' .

S
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'excluding such companies also fram the operation of sections 104
9 . \
to 709‘

- Bug, unlike hr. BhOOuballngam ana Mr;iwénchoo,_mr;}
'”ho“s1 was in favour of conu;nuan such penal uaxﬁiﬁ the cage of
closely-held inVestment'companieSo' Hé was of abiﬁian that
Vi..-.““the L) comnag;ea cnjoy. a conees sional tax *reﬁtmonr in "ela~

tion to their nain gource d@liﬂgome5 namely, dlviﬁend incone,

3,

Lhe

-4

ok

_ﬁhere ax ’ate:is around 275 (Wil in certain éasés) agains% |
the rate of 68;25% a@?liéable to the otheé incohé:of suehjcomnﬂ_

nies inAéeneraL;> Thig should be viewed xn comda*;son WLLh the v
pefson&ljraﬁe of tax which reaghes u?ﬁo 6é%¢ 0

T

e di tin tion bebween 'inéustrial"and ’non_indus-

'trlal' cownun_es uoula sccm arxme-fac1e V&lLQ becﬁune of the eCO-

nonmic pollcy-of The uOVOrnnenu Wﬂeie 1mpetLa is fvwen to Fhe iNe
Euvtfial sector of the sconomy. aome U“ib“?s 1re not in favour
6f uch ulotlnction based OP ii' erential ‘treatmént in tas atidn
rates._"ﬂ stral ht QodqulOQ f the computéd tax:may be made,
recognising national prios rity, hpepl g the tax dtractﬁre as sime-
plevés possibles The main tax structure thys reﬁains_tbe sane
while 1t may be still'reéponsivé ﬁq the chgnging"néeds'af the

-econontic policys

aln, the pr gant corpor Le tas ot"ucUure shdws

glement of ?rogregslon in case of Laslc 1ﬁ30ﬂ3 - Lax and sup-tax
' Q. Govermment of Indla : 4 3ej ﬁt of Direct Tax: L&Wﬂ Commitiee',

. (Interim), 1977, p.2¢,.'
10, In»d., ' = T De22,
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_rgtes. The ratesvof,incpme-tax differ.in'éase of“incomés upto
_m.‘l,Q0,0GO and above fo; wide ly-held company and upto m.z,oo 000
énd above for closely=~held industrial companye - ‘ie *rcblem of
o progresslon of tax rave is exbrenely debatable”issue”in éﬁy

qountryc cHdowever, in mogt of the "welfare state® progression of

 tax 1z accepted as‘uhc nori of the State.

The D“O"““ssvoL in r“tes may have been argued with

the ihtention or desire vo help small business

rganigavions and
to act as a disincentive %o the growth of ‘large business houses

which may lead to concentration of "econonic power. In this

f‘;

perspective it can be sai that most of the smalligcale business

e

or anisations are. managed either-in the ioz.’o partnership or
proprlecorsh ip, and nob at all suggested to run such business

houses, specially indusirial concerns, in the LOfm of companies

as they may becone uneconomie. To help small business houses
regorts maj be taken, l;Lc liberalisabion in the granting of

licence, methoﬂs of anaﬂcln S pvoduct rkeuluv, elce, withoul
con inuinb the concessional rase of taxe Joarticularly, when
thore is a p:ovision'éf.'carry forward of business losses', one
should think serioﬁsly whether there is further need. of dilferen.

Tia oa in Gax rates.-
So far as ‘restraining the growth of large business

houses' and to avoid the '007contratzon of economic power' argu-

ment35 iv is suggeéted' oneuines tl:i~!largeness‘_or"smallnqss'



bf a compan&>shouid be meaéured'in ﬁerms of'its ?éid;up capltal

'anm not in terms of Drofi S Whichliv dependent on nany inter nul

and external factors like erficieﬁcy in managemenu ana rigks in-

volve Wi th the nature of business, ‘ Concenﬁrathn of economic

pcwer ig also not the inherént result of‘&niform,?éx rﬁtes Size

of a compény may not have'g@t essential‘correlatiéh with th@viﬁ~

come of its shareholders, who may be the causé’éfééoncuntraﬁion

ol "econonic powev.  Smallfcompanies may he owned oy a Tew wealithy

Ashafe-holders, whereas large compaﬂibS' 2y be uoTL by a lﬂrg

number of small shar eholu ¢5; S04 there. may. not be a. conclusive
"’decision as to b?ing‘é welaulonsdin butveeu 'econqmlc pover!t ana'
lprégressive ratesg? of corporatc taxa uloﬂo f.lf':éforc, it:ﬁg.
sugzested by some;that therae should not be any discriminatory tax
rases on diffe;eﬂt.levelsAéi corporate Llcame.

?he*rmmavk« made by bire Bhoothalingamiin his Report on

v

'Hatlonallsation and Simpliiicatiah of the Tax structurc? ro;a;u¢ng

'progression! in corporate Taxation is worthwhile to remember,
where he observed: "The principle of progres sion'isqyelevant,

Ciib

indeed fundamental, in the case of pergsonal tezabion but it can

havo no_place in company baxations - Companies are' only juristic
persorallfi and it is only to the ﬁltimate.henafie aries, vizi,
; e o - 5
the shar e»holdnro the principle of. progression should be applicde”
Wow let us Consld“” the 'ratest ﬁt‘wbich companies
should be taxed. .In sbxs COﬂﬁGLuLOﬂ ve ﬂdf "eca11 the luncheon

address, as reported in pr@ss, glven~gy.mr. g.g. BML 1vala, for-

lle Bhoothalingam Comuitiee's Report - gRegilt 2194
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zaéz?*ffmba ~ada‘ﬂ to the H.m_a, aml rEnound {Ifi'.’“a. ex ;ger'%;, :i:n the Amaunl
| Ozma.emm@ of the I‘ad&raﬁ:“m of" Indisn Chamberg aﬁ‘ Commerce and
_ ..meg‘i:?}' in New Deihi on ;éﬂ?&i‘*’aér 14, 1981, whore h:a dismlgsed the
axr ~-gnmaa% ﬁh&%} the roeduc aifm. in tax mwa would aﬂ?@raeﬁm aﬁ-mt
Government ?‘evenue, rather he emphiasized that tax ruauct don, would
lead bto greater ee‘ileetime _ He warned that t&cat:‘;,gn by, ﬁ@ﬁd 5055

weuld be C’le.wal? - prcdua t.,z.zre, 3 eﬁaing %o malpz ac:tif:@m -

ire B ham;.mlim‘—’&a, im his zﬁa@mﬁi}, saz.cx saw “i%: *s neCe.
‘sgary Lo zes thad the réw enues of the stabey ;«zmeiz is engu.g% in
the herd msk: af acammic devalopuent, are mu imom&zﬁemw

g

i mw@uﬁ . ﬁnr all thess practicsl c@zxsm@amtiens into
&ﬁwm‘é, I 140113...2 reconnend a low mﬁe of 0213 z:fer ceﬁ"* on a..l

ﬁe
canﬁ.‘ual {owned and ber?'o*ze@.} and Ppp 1:—9 ghan & pate of tm-’ on

'tslw m@fiﬁs of corporations shc Lﬁ.é{ be fcﬁi‘xf&ygv‘fiva _;@er conte®

Erﬁ:‘w g&mhm, the ‘Chaisman in Iﬁiz‘aet ‘9'fﬁ«~,ﬂes- Eaguizy

.--*"iammiuwe, reporied ave Yo unifors rate of ineazzs Lm of 55 plery

‘eont be pregeribed for all domestie ers&p’an&raw wh ther publie or

‘;'f’@iiimue’ w:.?.c:@w«h@m or e %c;se? ;-wm, and mfmntrial or ﬂm»imw«
'b?iu}.#” - o

C {X‘t@% {.%cvwmem may ;}&sm ¥ % "‘*hﬁ h:z,gh rabes \ai" é-c:ra

' pmmw uanacmxz o ’t;i'z& grounds thab nwera li&i‘s are provie
da& %o the covpez:@ta-‘a sogsecs  Bub it :i, F b@r m@.&m&;weﬁ ’mm:

m t: of msa i’&l.i@i'a available Lo i,iw cor aamw agsessees are n

The waﬁ;ea&m ' aleutm cx:z‘;u lb:lltgle L
1&. ‘ﬁhaatna.mg@m Comatl %:e@’ Report = Qpscilis - m&’fﬁf
144 Wenchoo C@mmimaats f%euo:e*' - w_ﬁ._a Qa:’xB
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the formatiwe years and neither a corporate unit does establish
itselfl anew every year nor it acguires new plant and machinery
every_nowvand then to obtain the benefit of sueh reliefse | Conse=
dquently, when initial allowances are exhausted, the tax liability
goes upe  Shri XK. C¢'Khanna, in his arbicle - Impact of the Bude
geby sald ses "apart from digcouraging the generation of inbernal
regources, high porporate Taxation hampers corporale growth, dis~
torts the debt-equlty r““io, encourage corporate extravagance,
erodes integrily and shifts the corporate tax burden; Lhereby

15
muleting the consumer and fanning the flameg of inflationt.

Considering all these argumentg it is sugzested by

g

some for the abolibion of umnecessary classification of domesbic
companies as 'closely-held’ and ‘widely-held?', 'industrigl' and
'none-indugtrial’ énd a uniform rate of iﬁcomeqﬁax, say 2% 5075, in-
¢luding surecharge for all domestic companiese At the sane lee,
companies may be urged upon, by suitable legiskationy to plough
back a certain port tion of their aispos ble lncome in a;way, as
deasired by the Governuent in the perspective of natilonal economic
policye There may not be a full support to divert a porticn of
corporate-disposable income in the governmenbedesired chaanels,
which are mostly unremunerative, the altennativé brocess may he
that the companies may be asked each year To deposit a ﬁbrtion,

gay 25 per cent of their dlsposable income, on a fixed term on

15. 1he Stateéman, Calcutta, dbe Harch 16, 1982«
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which interest at a nominal rate may be alloweds The amount so
trangferred would be diéectly deducfed to compute tax liabilitye
The interest income should however be considered for tax purposese
ifter the explry of the fixed term, the companies ﬁay be allowed
to withdraw ihé fund, which éhou1@ be_subiected to:tax.in-thé year

of withdrawvale

 waever, the disbinction between domesﬁic and non-do-
mesticy lece, foreign eompanies had been favoured,ﬂrather,recommen_
' ded to contime, by Mre Bhoothalingaw in his report, submitted in
- 1967¢ In hig dpinion, such distinetion may be conkihued, 'not so
much for any reasonsg of prineiple, but solely for édministrative
grcﬁndSo' | The sharéholders are diffused throughout a vast area,
national and internatlonal, and it may not be an easy task to rea-
,llse personal taxes from the reciplents of such distribuued pro=
fits, on the basiv of ‘abmlimy to pay! principle- S0y there 1s
no other. alternaulve nut to levy a thher rate of tax on companles,

which would obhervige have been pald by the shareholderse

Sdme have supported the views of Mr.'Bﬁdéthalingam‘an
the grounds of azdministrative diffieulties and f 1rn&y'1a.favour of
such distinction as !domestic and foreign' with higher vﬂtes a?
income tax on forelgn companies in eomnarison'witn domes»ic compa-
niese But, the present tendency of the Governmenu of India,

speclally after 1976 To bring down the rates of indome-tax on
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specific sources of income earned by foreign companies, should be

seriously viewed in the perspective of our national growthe

Regarding 1Sur !ax' on companies, which was imposed in
1964, replacing super profits tay, conflicting recommendations by
different expert committees as Lo its eliminition or retention make

‘us puzzleds

| Mr. Jhootbaangam, in nis report on Rationallsauion and
31mnlificacion of tae Tax Structure 1967 made a comment - 'The gur-
tax in effeet introduces the progressive prlnclple uhich, while
eminenily anp¢onriate in the case of 1ndiv1duals as reflecting both ]
capacity to pay and soclal Justlce, is eompletely inapproorlate in
the case of impersonal, oz rganisationse The base of the Sur-tax
‘ cor:esponds pratty closelyjto capital gfféctively employéd; A
ﬁigher—diserimiﬁatory'rate of taxa%ion; tﬁerefcre, pénalises the
more effective use of'éapital, Suéely, the more important‘economic o
and social objective should be to secure‘the best aﬂd ﬁogt productive
use of capital. This is particularly important In a developing
counbry vwhich needs Quick developmnent and in which the scarcity of
capital is likely Go persist for a long time. In £act eeees the
" corporation tax system seses should encourage efficlent, fruftful
. and érogressive ways.of utilising capital and positively digcourage
and even penaiise‘inéfficienz,‘Qasﬁeful or prodigal use of what is
-perhaps our most scarce resource". e finally éondluded with his

observation as "I am convinced that the Suraﬁax in_its present form
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or in any mlncr variant of it can notlgpnfapriately canstituﬁe a

part of tha long term tax structure.“

Quoting the observatlons made by Mr, Bhoothalingam, Mps
hanchoo, in his final “cport on Dzrecu Taxes, in 1971 also cama to
thg same conelus sion eee "%fteL carefulvcansideratlon, we pecotmend
‘ thaﬁ Suretax on companles be abollshed."17 - Bub hre Chokshi, in
his final report: on Direct Tax‘uaus, 1978, not only recomnmended its
conminuance but also tried to establiah the validity of thig type
of tax on companmesﬁ | Of course, he criticised ths ‘procedure’ of
'computing }chargeable‘prqxits‘ tCapital employed' in the busmness
and the 'rates! of"such'tax;an@récbmmendea gomg/mgasures to fi
tionalise the Suretax structure.-. Hé'ohservea7uo£f"fhe basic
obJective unaerlying a levy 1ike sur«tax is Lo mop up the excess
profits of corporate enberprisess In a developing econonyy a
mbfeIQO'in a ﬁlannéd”econﬁmyg suchi&s ours, there are certain ‘

' sectors'where unduly larwe pTOLLtS are generated.:% Ihis is partis
cularly so 1n sone of the more sophistilcated 1ndu§£r193'vhich may
be developed and esnablished through the system om lien31nw and .
opeﬂaxe in g protected andy V1rtually, captive muvkeu. This
larme 1evel of nrofits cqnnot wholly be sald to be braunht about
by mere ufflcieacy 1n tae managemenu of the cornoraue eﬁuerpwise
or in the management of the funds of ube corparaue enierprlse.

The high return on caolual emPIOJed in such industrie« is to same

\

‘16- ﬂhcothal_n@am Commltuee s neuoru - op.cat., pn. 20.21.
17 Wanchoo Comm;ptce's hepcrt e;opigit. p.;lZén .
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extent fortﬁitcus'iﬁ-ﬁhat it is brougqt about not se much by any
APOSiﬁlJG effort of the management as bﬁstha veneral eecncmie Glimahe
resultin& mram Gsvernmental pollcies-"

The above Qbserv ions have got some merf ts no. doub bnu
it whould be remembered Lnat GOVGrnmsnx polwcies are directed Lo
vards a paruieular industry,y as menuiOﬂed by lire Lhoksi, not ﬁe a .
particular company, _where 1arve prof;ts are eﬁerateé. In the
Isame indusurJ, iz magnitude oz nvofits subsnantially differ in a
particular company in comparlson‘uith th@ other, chouwh both of them
are worﬁlng uader the same re ulated economy, the ”wumant £OF ©Xe
cess profit due to some extra benu¢1ts does not st énd¢ There is no
.reascn bux to egnlain that such excess pro? it s’ ﬂalnly aue to

ombaraiﬁve efflciency in Aanagcmenu and oetter utiTieauion of eapi;
| talg ; oo, Sur-tax has got a direct ‘hearing on the efficmency in
\ mana emenu requluing highe” profits, and it acts as. punltive neg-

sure. . gome obhe¢ bezte* meang may be ubOdght of by the Govern.

v menu to squeeze soqe conszder tion frcm the 'fﬂVoured' 1ndu5ury,

not ‘from a particular company in uhﬂ zerm of sur-tay as a plea of

»excéss nrefihs carned due to uovefnmsnial meagures.‘ .

B Lherezoru, there 1s a scope of reuhinking on’ the eanti~

nuance of sur Lax

A study sroup, heaaed bJ br C. nanbarajan, Depaiy

Gevernor of tbe maverve Bank of Ipdla and consisuing of reuresenﬁa.

.

uives from the mmnisﬁries of flnance, 1ndustry, flnancial inSbiﬁu~
| 18. Choksi Committee's Reporu - oa.eit., Pe. 94. » '
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tiong, the Planning Commission and the Hatlonal Institubte of Public
Finance and Policy also noted the same wiew regarding sur taxe
Recommending on The financigg.of private corporate investment to
the Flanning Commission, to make theAcorporate sector self reliant

*

in the mobilisation of resources, the sbudy group suggested among
- 19
other things the immediabe abolition of sur-tax on company profitse

Sebe PROVISIOHS FOR DEDUCTIONS MDD ALLOWANCES :

Allowances and Deductions in computing the taxable ine
come of a company can be grouped under three gpecific categories,

such as:

.1) relating to the cost of earning which are allowed To
be deducted from the gross earnings in codputing
taxable income wunder the head "Profits and gains of

business or profession';

2) geductions granted for offsetting losses in the curr-
ent year, as well as susbained in one year agalngt

income in vthe Tollowing yearss

3) deductions granted to promote cerialn specifled

objectivese -

.
Here it i1g not discussed all types of allowances and

deductions which are allowable in computing the net taxable incone
19+ The Telegraph, Calcubtta, Saturday, 21 lMay, 1083,

‘ Study Group submitted its report to the Planning Conmisslion

in Nove 1982 and made available bto the press on 205830
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of a corporate body and to’prescribe‘some ideal policies for such

deductions and allowances which Will be ef ective for the purposes

H

for which thege were ﬁranted. | The obJeCuive is to show the present
fonm¢ of all types of allowances and deductions allowed to a COTLPO=-
rate body and to analyse the utility and eifectiveness of a selected
-itemg in the broad categories, |

Allowances : Deductions expressly allowed ¥ Secse 80 o 35.

\

le prenses in wcspect ox business oremiseso Secs 30

2¢"“Repairs and Insurance of Machinery, Plant and
Furniture. Sece 31.

,i
3e DeDfeClqtiOh on fixed assetse Sec. 320
4o Investwenrt 5llorances~3ec. 32A.
5 Development Rebete.‘Sec. 33

'6. Development Allowancee Sece 334, E“ @'

7. Rehabilitation Mlovance. Sece 338

8. Expenses on Scientific Researche Seca%35e

9. Expenses on Acquisition of Patent Riénts and Copy
" Rightse Sec. 35A | ’

10. nxport Market Development A_loqence.‘Sec. 35Be

1l. Agricultural Development Allowance. Soc. 35Ce

12, Rural Developmenb AllOUince.'Sec. BaCC‘

13« Expenditure by way of Payment to Assoc1auious -and -
Ingbitutions for carrying oub Rural Development
Programmeso Secs 35 CCA. '

14, umortisation of cerbain EreliminarylExpenses. Sece
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3) Prdfiﬁs,and Ggins £rom foraign>prcjec£é to be deduc.

ted P 257 provided the conslderation Tor: the ex eeution of such pr

‘ ject(SﬁchAwotm is payablg;in forelgn cur“ency, - Sec. 80-n,

"d) Dro¢_ts ana u&lﬁo Prom n@w1y es ablisﬁed.industrial

3 £
<~

.r a ceruavn dube in cert
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cages under Sec. 80-I, O 255 on iﬂcg“e'arising'ouz of such ctlvi i

or '@ numper of yszars subject To fuliilment .of cerbtain Coﬁd;tAOJSc
benefilt of vax Holiday under Zec, 80-4 has been replaced by bthis
. HA :

section of B0-I with'

rofibs and gﬁin, from pugi-
ness of Livesss

reeding or rouliry o Eiary]?armiﬂgs subjéct

maximum fe 15,000 effective from the agsessment year 1981-87, under

-

;COs-QO—J E

rading fron bugl-

- T & VT SR s ey : SR < S I pN -
6} Deductlon in »capcet of profits. and
=z N - § Ix

["“\

nesgs of Growing liughrooms, subject zo ﬂaglmum-%g 10, OOO e_Lccv¢ve

Toon the agsgegsment year 1080-31, under.dec. O_UQ.,&z

73 Dividends from 14 ¥-hol day D:o,¢t of ne - industrial

3) DeJuction ¢n>ﬂaspoct o?«ceruall 1nue -co°pohc

dividends at dlaférgaz rates ueleﬂulnﬁ Upon vwr1 ciy cums”ancts

o Sece 80-

e

ney ntroduced by the Finance fob 38Ze .
3 1y i U by ©i finance fet, 198Ze-. -
4 m*“ommei'*‘Peﬁﬁﬂmme:wu,ZQ&L '

w5 wiL wdrapa '

ain
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9) Deduciion in the c: se of an Indvan conpanj in reg~>
pect of royalt1855 commi S'ons, LGGS for Pendmrllg technlcal kndw’
how GLG., TGCCLVed fro& any con arn ia ~Md“m, @ Oﬂ undev B8Ce

'80~1

10) JuuthlOn @ 1005 on ilVLQ nds receivad by an Indion

COmRany from ceftamﬁ-foﬂeign CQMD&HL@S on suchy sé,rés in convertible

Fal L - .
! g

tochnical services under on. agresnent QD%POJQ@ by the Doard of

Direct Tax es, u.ar’xc¢ Gecs. 80-103

11‘ ugtionzﬂ'lﬁeﬁjin respeet ofmroyalpiéé, fees,
mmission emc., r@ce¢veu from. c»““arn forelg n enc )riaes or a

Qign Government and b¢0‘”1€ into Iﬂdia 3

b“Lalf vL wcoo*r'awnco J':s aqy law for the time belng in force, Lor

cabed
1

lealings in forelgn Lgusnwe on agzreecments

-
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o
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12) be auetion in respoct of -profits and ‘g

I3l

bu iness of‘@ubl'cation of books, < 205 on incomes ariging on such

ungcauion. thig provigion under Jec. 80-Q6 is applicable upto

the “wegﬁmmﬁﬁqfxm&ﬁéy

 13) Deauction in-respect of moneys borrowed to pay toxes

'14) Deduction in reapect szexpenses'indurral in connec-



tion with proceedings before the
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ﬁapita, expnnaiture, incurred for the business or prcfession,
malnly in the form of depz eczaﬁi&n under oee. .82 (7), subjeet to.
'.xdlfllmant of certaln condltlons, at the prese bed?rates ﬂiven

‘ in I’ule 5 f’mpenar{ I of “'ar .E of Income~tax Rule es 1902, on "che
ucqual coat prlce in tba case of ocean bo:m shlps and 1n all
oLhar cas s of dcnrwcﬁabla as seuv, on the WritbbnndOWﬂ va*ue. Sver
and above h¢s normal QGQ?QClale“, certain ouher Lonms of depre~
'clazson ullowancos are also a¢lowea under ceftain czrcumsbances
Like (a) thru shift alTOwances, (b) udditlonal deprecxa ilon
unde“ Jec. d° {1 (Lla), (c) InLulal depneclabion unaer Sece 32 (1)
(LV) (v) (vh), (u) Le*mlnal deoveciatlon under uCC. 32 (1) (1i1) |
_[,&anu aasq balanging charge W s. ;1‘(22;7;  -Lhere‘ls‘als0.a
Qrgvision“fdrfset,off and'car;y'forward_of unabsoréea depreciation

under Sees 32 (2)a. . e

‘Before submig ion of, the Report on. Ratioﬂal abion
and Simplification of the Tax SE“uCuUrQ by ’ri'S. Bhoathaﬂinwam
. in 1967,‘there‘we?é numerous rates for normal uepreciatlon on -

P W Y

dl Ifferent typeo of assetse M?. Bhoot hallnwam observed ese "?&ues
.OT depr301auion have @sse ntlaTLJ uo ‘be- derlved froa a judgmeﬁt
o-”} life of tie aqse se In the nazure'oa ﬂlﬂgs such judge~
ment can relase oaly to nke averare and cannot posglbly be true
in all cases.. cess I must OMgh ise hac there is reallj no. need
:to attgmpt-a'mctlcu_ouv Ju&gamsn of the Drobabie~life of aSS@us

in order LO oamld up a surucnure consmsulng of, numeroas depﬂﬂ"ia-

tion rat@s. sone I woulu recommand, uhere?ore, nat a tbw broad



calbe goI’lef‘ m.l:'é. be su:f.‘;ﬁ'lcient to serve the Guseﬂt.l.al purnose ot
_. 0 o ;

depreciation',
‘Based on the recommendation of Mre ’?Bnoatnaa.ingam

a- i‘ew broad ca,te, gorles of agsels have besn made of - Bull ngs ;

Hus:*muurm.and ﬁ::.t‘t:ings; i.,mm..l Ty and plant a.nd ships Where i;he
ra‘cgs of dei.u eciation vary i‘rom to 203 on 'w':z.ttan ‘dovn valueb',

of

of all tbe ”&} pesg of as;e’c« es.ce*:t in case. oi‘ ocean- golng ships,

'C.‘.GP,L ec:.a be.se is tai:en as ’acmal coau.

-

On the basis of vecommenci tions Ascg.de by Incomne ~
tax Lnaalzj Committee 1in 1936, _thowfrh' 'x:-'rit"f;@n dowiw value‘ method
of ohar ging depreclation ms imroduoed Trom the aé é. smﬁnt years
l‘)ﬂ-’)- 1, it was arrrued by ¥ Tw T%hoo hal:mmm .c.> ”all Lhau wﬂl
hap};,en is "chau a it tle l@sr ‘uax will be gizica in earl.:. 53;;@&3:'5
' and coz*:*espondmglj more in 1a.‘oex- }@mi‘?Spu c .Ln an J.l'l..J.&ulQIl&I‘}[
condiulon he Fecommenge su.ﬁ‘:-'.‘i ient  amount of denrec.f. ation on all
phjleul assets for tnc::.r rem aceman'b nrov:.s;v.on aud thet uould be
pos i;ﬂe if more tha.n uhe original cost. z_s .JPOVJ.u.ml for in the
form of uo?.‘ml deurem tione DP@ClLiCally he recomaemed wotal

-Jdcp ec'auion of 20,: more. uhm the . orimnzﬂ eo«t assamlng 10 %o
‘lo yec,rs avwag,e l:z.fe of the assebs 81161 average I-'z sa in nx'ices

oF

&Q 25 Q.a- ,

R - ‘But it ma,y bé, sg.‘d",tha“‘c the fiai:‘increase of 805 :
A not definitely correspond to acitual increase in ri ceg in nms-t‘

’éf the cacﬁ?s'of‘ allowable deprecischle- a" setge f&g‘uin the pr6Vi~-
20. Bhoothalingam Commititee's Pepsm; <« OPecila, pz:. 24425
21, Bboothalmgam (‘cman.‘c*e"«"s f{eooz't - 3’5;'&'1“;., Do 25
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””sib_;ou 1ﬂvestment allovance hag aareaﬁy been lnorcdueed by the

Finance dcﬁ, 1976 (to be Al geus cd anmr on) sefv1ng more or less .

<

the same purpose of ' giving an eztra can tal allovance over uhe
actual éosbs | SHo, one sLOuld'pulnk whepher there ié.further scope
for_extfaldepfgciaulonAinvthié‘contex%.

Regarflng exbra Sallu allowance wi cﬁ haﬂﬂbeen £ AN

‘ted, sinee the assessment Jear 10&0-41, to compcnsate the extra

vear ana tear of p?qnb and nacehing zy-ia,a facto yj w 50u and | 7 7003_

»

of ‘the normal d eciation £ v.éovb15 and trfpleA bLLt of worlking

5

re gctxvely, co@patcd OpOBuLO& AL.K vich the" numbcﬂ of &oﬂo?a

it/ triple shift working iz NE bﬁ the:no-mal,namber.of WoTm
;& . .
1 . ﬁ ; . Sy edn - ] ’ ‘ L . . -
r¢3f~ ye |  in the grevmouslyear. , Mr. n00uaall Tam mlwo opine d

A

in thp same 1ine that 1t is no tzmg bub the Qofemcd ta 'liabi}_ity

an stu?d be abollgh g as'znaukwill“noz‘nelp to rgpléce'the asset

1

concerned-;g futurea

Tm‘*ial dOO?ﬂCluu*bﬂ'allowaﬂCé 1v‘aivo an allow-
able deductilon in re spﬁct o? bui ings ne uly ereczed after 313

March, 1961, (if .sucb bd17dings aré solelj uged ror'a e residence

of the low, Uaidjemployees'o? ave malnly used f0¢ ti vﬁlfaﬁe of

such e 10 ees like establishmont cf‘hos vital, Libra rj, conboan
etc.),‘@ 4055 on the actual cost of thb bULl ing. 'TThis'allOWance

-

is ”’so gllowsd vn case of hotel *udeing m d by an Indian

N

comnany @ 2@: sabgacc to 1 ullemhnt of cer uain COHﬂlthnS.

%6, actual work nw‘dajm or 180 Ca ‘s 4n case of seasonal L&QLO ys
240 days 1n case of non,sewa onal fectory, whichever 1ls greaters




i

The pFOVlslon of addltlonal depreciaxlon under Sec. 32 (1)
(ila) has also been 1ntroduced by -the Fwnance Aet, 1980, whlch is
perm1331ble @ 507 on normal deDrec1at10n 1n respect 01 new plamt
1085,

. T is known Lnaﬁ Sece 34 (2) (1) of the Incomeuuax nCt
1961, provides that the agbregaue of a1l types of dQQrQC*ablon
allowances provided year after year should not etceed uhe original
cost of une asset concerned,- In that case ‘it can oe salid that all
thesge extra allowances a¢e nouhlnc but-delefr1ng of taz liabili—:'
ties and nay be treated as shoru-tefm “brlbe” a«alnst long-term
"handlcaps"g‘ Once the prOV1slon of vnvestmenu alTOHance has beeq
implumenued as extra ca01tal grant, - the Government should thlnh."1
there is any fur her need of allowlnﬁ extra depre01atlon which 1s
'neither‘based‘on.any rational thinking ngr-based onn the’ trie longi-
vity of the assefs;' Rather, the arena of(suéh‘céﬁifél allowance,
v1z., 1nvestmept allowance shduld 5e’extemded'and:the bUSiDess
vhouses saould be allowed full freedom 01 cnarglng denfe01qtlo in

one or more years of 1ts cholce.

In lnuerQaCIODal ex perlence, recently,‘lt 1s ‘seen: 1n many
countrles the dllferent tf)e of pollcy e;fort 1nvolv1ng nalnly the

1ntroductlon o? varlous Iorms of accelerabed depreclatlon ;or

’Qapltal;cost‘recovamw.



N 5

In the United iinvaom, the budget oubmittsa in Larca,

cr

1981, contains 2 propossal o_:aise-from 50 per-cent to 75 per cent

s

the initial deduction for ndugtrial buildings purchased since tiarch,

- [T ] )

1981les. The most far reaching change has been proposed in the Tnited

States under {he programme Tor Lcozomic Hecovery, uaveiled by the

S D end e s T -~ - R, | e ) ) - . s LI
administration in februory, 1981. e proposal envisages replacing
Fa PR 1 h s JU. S b Q. L ST - . A £} e . - de ] o g b
cne fxlisving agsset lives by the sa-called 10.9.3 'accelerasited systenm

oL cogt Tecovery plan® and applying. a combination of uw?e decli-

ning palance and subl-of-the-~years-di its acLhods of depreclatilon

over’*hernew llv,u. These lives are three_yaars fo? notar-véhicles,
five‘yeafs oy othgr machig@rj agd_eqvignen Gy dnd'teé years o1 mwgh
industrial buildings. Yhe ouh‘“ vrovogal s éuy be MLJLWQSGu ag
Ullman DML woden groups all mschinery aLé egulpnent intg fouw

e

clagsses witih livas of 3aB8aC-12 yeargsy and the ina 1ce Commithee hill

proposcd a system gimilar So Ulldan but with shorter lives of
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‘he startling and pheromenal progress made in the last

cence of fixed assets and the nead avisges to replace the aggetb

22+ fopits, Ceorge, Fe - !Indugtrial Countries : Increasc rheir Use
of “ax Incéntives Lo stimulote Mvestmentf. L.iF. Survey, ucto-
bOI’ 2 ] —..CGOB -“.?f l ‘39 r,r le . N .

iy Pande, DelPe = VLIVing uiuu'mn*lut‘Ou ~ Indexation Lor tax payoers!

? . =
Business standard, Cale - darcil, S0, 1932
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concernedy nob bsaéz.a.ém 163 :éxfe..eastimai;@d physleal mat.izas;‘-bééﬁ
exhansted bub bocause the cm‘himam& of Athaa;mé nay lead to an
unaamwie iﬁiﬁam&*ﬁim, @agvy changed production met haé%s-"nz&w @*éézair‘
different types of fixeq ¢ s:w%:.s, immava& magh hmas nsy render Gxlse
tlag mep! .ma‘ quite unmanamia :}.n Gho genge shat 1% prodiged }7’@"4065?
gualit ,12' oL goods or imwaaeafi numbe:* in the game qual:iﬁy or imml..
v@; Lesser aumount of aamnlcwmary arﬂm in mmgwﬁ.m %ﬁ. 1l b&w |

. 23
value of -s-ﬁrviae.s obtaineds - After ail. it is 2 mg&m@rm m:*cau

- blem &nd the galicy ‘t::; be pureued by mzem shoulkd n@t ba dieteﬁzaé{

or Mwwﬁ by c%ifmmm: provis sions imded. Lh@ *Exwam < tax fot as.
w ﬁ%ﬁ qmmbm Qi”’ depmm m ts ba pmvidaﬁ tan real 3.5:.@ of

bm agm@*& *%m %sa p%s*uae&.

Mre Cs Cs Chokshi, C‘haimm% of Direet Tz Laws Committon,
recomashded in ru.g Interin Rapa?"ﬁ, submitted in December, 1977y bhe
| mazio rabeg r:ﬁ“ d@@.‘?@&l&ti& 0y within whieh the ta:s: payors should
- have liberiy to np@fm@; “he Logle pubforwapd as rmgaz*és gelling
on depreciation rateg 15 (1) mumwm.@ nvm?zew of choles regording
ﬂaﬁ% ey erop- ua and it maj %aa imnasasi’ble aﬁ gaw of Incam-s
Lan ;au*ahm*i'-ies vo maint m the nmsammd Qarﬁ%ca.lam of agsebs

neerneds (2) bhe huﬂg z:arg position of the Governuent nay o

@ms:alf ﬁiﬂtwum i mﬂ.lmmﬁ choice of rabtes-in Mﬁ’wmﬁ y@m‘a,
limi%ea m 3:{}13@ is mf:e:,z’ef m} m.e i;&:zc pajmse 2o Lgr the sake of

23 m‘wy &‘g - *ionagenent .-,mamﬁmayf 2he EeLaBele and Hacdow
pald & Bvang Lbdey londong 19704 DD S?Oa?l Noijs Telie (0ds)e
*&,preﬁ,f.&uian snd Replasemnent f‘@iiﬁw x%a*‘thnml.*&nd Publis
:ahing; Company, Mmstordan, 1964, mg :L-}.&. )
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Viﬂxé;saizais@mmva aiffic ultles and ggwemmmﬁig m@ﬁaﬁmy in pude
getary provision, l.imii;m ion in aazzr@eia*" ion z*atgs, :’Ls iiesimman

Kt ﬁiwa.sis i:a h‘fs ﬁewmv‘s n?‘wm““‘tm aamept of
’b}.&mﬁ of’ auaaav' and mcammr*@é h@ 1t iz'm rates on the bagls

ai’ sueh %:%aehs, ag under: o

Bull dlngs Mit’élﬁg roadsy |

eulvertsy bridges etce. o 108
~ Purnitu e,anl ﬁ‘lwam Lo 2og
PlLent efid iiaﬁ»‘iainm. 3 et

Lhe mmsusz afama‘:z‘a af é@gmeei&.%ﬁ on féiz:-' %m; entire
Yiock of deprecl able assets in each of the ga emwi% vould be
" provideds i every stabe of addition of new a.saats, cost of Bha

new as ém“;: muld be aci\“@d up s::mn the .Zw:‘}m’@’ a,z. tﬁm existing

blﬁeii of &sgﬁﬁs and *f:.ne malmea AKOURG Gue o sam, damage or
‘destruation of any agset im the fora of gsole pmﬁ%ds, serap ox
"s shmﬁ.d be éa..
dueted from the WaleV of %:‘,41@ bloel of agsels aamﬁrmd. m the

s@};?age moneys reslised from insurance co pand

‘apinim of %e Committecy tn@ mabier of 'ﬁ&rmi.sal m@mmei&ﬁ:i{m'
er Yhalonelng ch *mgh‘ sazmlq mi; m'isa i;gx@eomzecﬁ»m with She
entire block and nob of in@mﬂua& assetﬁ

:he vory ¢mr*api: of f%:al.mﬁr aa%ﬁs* ig norE eozzx.
plicabed &an the con waept af Iagdividusl a«a obe I fsr%uig speaking,
: éaﬁr c*’s‘.@ﬁim 2.5 “Lhe woméa.mnam am nk af‘ mm" ‘and toar {}f |
' %‘ Shczmhi Commlbbeats aag:gm; - ay.cm., ,zan. :‘;leﬁ
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assets and all assebs in the same 'block! as‘suggegued, are not

ect to the sanme iropo;ti¢d of wear and tear. .  Sobt it would

J
be better to continue bthe idea of ‘individusal assebts! rather thor

clation rabte might be favoured by the tax exverts on the ground

which continued upto 1954. in 19565 the systen was abandoned in

o %)

favour of a nmore definite method with the argument tha
method! would noo bb OI‘iC&biG as it 21~hf rc~ ult in deliverate.
tay deferral . in many cascesg Wit tae,001seCﬂeLcial undesirable

fluctuations in government revenuess Therefore 1t iz suggssted

by some expe rt-’*hat there should be some lindit in the rates of
deprocistion within which the compenies may be allowed to ODG“”uxo
Sometimes, another arguum ie put forward in favour
of t'individual assets! concept ag against the concept of 'hlock of
ossets? favoured by lir. Chokshi. It 1s mentioned in the said
.report of Mr. Cholshi that whon the realised value of the indivi-

- ; i : 4 b s s PR . .
Cial block of assebs ezceods tine bloekl's original coss, Uhe GXCEE3

~tax a z1101ul to “«JGULQ profits; S0 it ie advised by MALY o



e e ~, " l”— . \ ) -
not -to deny the assessees of distzdict tax advantage by treating
the ‘excess amount' as revenue profits in place of capital pro-

- -

fitse IDowever for simplification o

[}

sbructure, it is suggested
tb%u 2ll ocher depreciation allowances, like imitial'dépreéiatL n&
additional deprcciation, extra shift allowsnces, terminal deprecio-

< ol e Flen M = oAl 4 1 3
vilon and the lilke mizghfT nob be considered except the 'normal denro.-

the Mnance Jet, 1878 hss replaced the schenms of ini
ulml dzpreciction allowance in regpect of plant and machinery,

granted corlier undsr section 32 (1) (vi) of the Income - tax fct,

lire Jubramanieom, tie then Jinance klndgler, had to iantroduce an

investnenteorisated gscheme, viz., Ilnvestment &llcﬂaﬂ&u under a new

raging invecstnent in new plant and machinery, uccu1nr~u1ﬂf D70 UL -

e S o~ e R - ¥ L byt e

tion and extending the scopa ol crdloynelie
(SR 3 2 ool -~z - . e - -
The beneldit of this ellowance 1ag avallable 2 25, of

aking after larch 31, 1875 producing articles
Pand acovczl ouuﬂity ox Investment'XlLowance', une
tonagenent A Co.l]ﬂtal“i; TeCeledsl) Cp1, Dece ""? ‘
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or things not Tisted in the ,I sek cdule w7 oT new ship or new air-

ter larch 81, 1976 or new pVanc and machlnefv

.

installed after Harchi3l,.¥976. Tut small scale indugtrial nder.

) 1.4 e 0 o - o ' . ’ ) . o
Talting™© produciln; any :vvclu or thing coumes under the perview of
Investment allovance. In all ths coses The iolL 7ing conditlons

N e e g e % o L s - S 1A, A
L) che aAsoessee  HUuge DC Tne O\'lﬂd.f’_ oL sucil Sill_, aiite

Y Yo of e o et .. - QNN Y o 7 - d
cral’t, machinery or plant / Sece 324 (1) 7 3
€y a0 ey ag] Vo T ey s B N - ' VWY
3} the progeribed paviiculars on‘ acb assets, as per
fale o4l ol the Income wax -ules, 1962, have been furnisbed by the

3biufng'qevont"-five per cont of

i : Leg or bthdings, not,eLtitied to Investe
ment Allowance in casg of 1Aﬂaocrles obn » than small-scalée
industrial 1uldczﬁxﬁ:iﬁo, Weela 4 Yo . 7 _

“Ge vhers the agzresabe value of planu ang machinery on the lagl
day of the 2.Y. does not exceed [ze 20,00,000, ef“occive Lrom
Gl ? '

ne Pete ending alftor July 81, 13&0.
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pu.rpose of buginess of.' the uﬂd@l“ﬁming; [' Secs 324 (4) (i::.) (a) _7
and in can not be uiilised for disnzlbuticn of d&v;&ands or for
‘remittance of profits outside India or for the ereation of any

asset outszde Indla during the sald period of ten years, [,Sec.
324 (4) (i1) (b) _7

-

5) Syeh asget'shouid:noﬁ bé‘tvansferfed or soLd ét.‘
any time beforn the expiry of el ~ht ycars?ron ﬁhe' rear ‘of acaui«
sition or installation, except to the Goverument, a local aukho=
¥ity, statubory corporation or Government company. or in connection

with amalgemation or succession / Secs 324 (5), 324 (6) 7

ALL the conditions aforesald must be complied with
aﬁd in default of any one of such conditions, inyéstmen%.alldw;
ance once granted to be withdram / Secs 324 (8)y (6) 7 by recw
tifying the original asseasment under ;ection 155 (44) of the

Income bax ﬂct, 1261.

aub~section (28) hes been added vith Secs 324 in
the Finance Act, 1977 giving a h_gher rate of 1nvesument allowanece
of 35% on plans or macbingr& 1nsualleu after dunglao, 1977 and
before April l,‘1982*9 for the purpose of assesse's buéinsss, ir
‘thé buginegs uses any technology,or'procesélor kﬁawahﬁwg deve-

loped or ﬁnﬁénted in a laboratory OWﬂeé or financed by the Govern

. %9 snother five years, upto Marah 81, 1987, evtenied by the:
Finance fet, 1982.
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ment of «.mia or cmed by . mzblic .aae‘e;of csef'*zz zny irz Indla or &
Umv(%?"lu?’ ctee : R

- Te camm%; the ehailaﬁm scﬂm:z.@y s;:t‘ eaaital md
abundant supply of lahour vrh:iah vcmltaé’ in aggramﬁm of Por

resehing sot Lomgeonaiic _ ;:f,amwi tde 'etém@env:; zvm:amT, sz one of -

N

z:mgaz*“s ;Lm& sfe‘tz@ cams o f%& gduced ym& 3 wesea u& in uh@{ '
voar 1955« . Bince iairiﬁm a ﬁtﬁg‘bﬁz f fiﬁmges has ?3&222 m&ﬂe 23;7

az.i‘iﬁwen 7‘5.3}&11&@ ﬁw%;« "f*x'm ‘x‘;m us bdﬁi@ with the aaiﬂ @i}j 3 &ﬂ‘
Cavall aiss'.fi"z‘:y of eaz}iﬁa}. to w@ sﬁ@l@dﬁﬁﬁ .incm&wws wmh ave We
1.,&,11 1) z}@ aefemnad i:n ai‘i@ iwi‘ds a:;'f" the Eﬁl‘ﬁ.?&%& ﬁﬂ‘ﬁf&k@.»ﬁﬂ@iﬂ?&

without ap J:ﬁml sum&ﬂs:»

o :’ﬁiz s.*acsﬁlce, such tax fres 'ﬁ@aai‘mﬁ ﬁzé‘:iaaﬁéd a‘i&é&d@ﬁﬁy
mang cmwar&murs %o uso wapital more L i‘*%:&‘éliyg, av‘an é:agtéfal}.y,'
in ¢apitel éq&;ipm@m‘; ‘Ehan 1t wag Ju,,uiﬁ‘i@d rom the polat of view |
ol econouic ‘ﬁﬁ&%s'ﬁﬁi‘%@f@ _' Ura ﬂmthalingaﬁ, f@'%&i@%? Sea—mﬁ&?ﬁ in
the Hindgtry of Plnance, Gorsrnment of Indie Sy abcez:* fed in ha.s Pl |
port on Rat i;; wﬁmmien and i i.razal Picabion of the m.m asbrugt 1‘1.";.‘%3,
that the veqaimamnﬁ of ﬁﬁna@ihﬁ' é’**’%véiwm&mﬁz Febate Reserve %
the extent of 7535 of the amount of robate asmzaa.ly al}.a‘zﬁez, waleh
si:mlc‘ ngt h&& ha&m uged for ;}mpaa@ﬁ auuar than 'bagm@sm 'awga-.
Fssr;‘, cmﬂ.@ not eurtail the xr@adem m. CoTPEN f»zs u@ uge thel

regources as they wmlé‘. thnle £it if bhey had obh er pes c,rvg,:a.'-
Thorefere he . z’eemws&ﬁea m«. ibg WAL zfiiz;*;,,ual, a"*" éﬁms@ before ity
Wik Am::a,b;al ize rirnly epbed for %ahia&al»‘sﬂ 5 ““é grec:zai on

+ Pande, D Pq - 'Developmen’c Rebate = A4 Rebro spec“t' - Liana ement
mcountant (ZOVAT) Cals Jude, 1976, .- | gement.
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systen as a pra-condit?on;‘ The sysbem of 'develoument rebate! for
sTant and na cbinery insta11ed affter May 31, 1u74'wa$ @ithdramn
following resolutions made in ghe budget session for i97l~72- It
was recalled that timely delivery of plant and machinery might not
be‘assured due to unforeseen éirdumétances 1ike'availability of
shipping space, uncertaanmy in ,nuennatlonal market, shorbtage of
power eucsy the benafit of development rcbaue‘was exuenied upto
June 5, 1975 in selected cases. In pursuant to tLe_demand for
some other fiscal measures to brovide eontinuaus iﬁéentive for ips
vegtment, 1n¢tial ueprecxatlon undcr section 32 (1) (1v): G’ZOp on
the actual cost of Qlunt and machinery iﬂSbullﬁﬁ.a_tCE May 31, 1974 '
wag introduced in gselected inauctvies in the buﬂgeu 1973.7 . But
the scheme of in;cial denvecimtlon had been unaanously regarded by
, 1ndus»rial circle as not the proper subotltute of development T
‘batey as the former was the part and parcel of overall depreciation
and the later wés like giggg§tal graﬁt. Soy 'inVeS%ment‘alldwance'
was introduced by the-Finanée'Acﬁ, 19764 The buéview'of the |
scheme has been extended and the ra‘bes, and berveflt structure have

becn re; uionalised.

" This allauanse incluuing depreciaticn anables an indus-
trJ an allowable deduction of at least 120 per ceno of cost of new
~ plant of machinery with a view to compensate skyrocketing capital

cosbs in recent yeoarse

- In the case of an exlgting coupany it:éay be. possible
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to ge=off eur:ceht depréciation, investment Sllowanee etce oOver and
above unapsorbed buginess lossy if any, againgt curﬂenn "oar's
profits and still may be in & position to degclare normal dividurd
to 1ts shareholders. But in-the case of nevwiy f;oated company -
if may take thres to fouf yéars Yo reach a level éf subsistence
and-further three to four yeérs 1may lapse Lo set-off unabsorbed
buginess Lossess Congidéring}thesé eircumstances it can be said
that it will be difficult to obbain risk capital frbm investors‘as
They will have to wait six to elght years for getting any dividend
on thelr invostmeﬁt‘_‘ At'“he _same tﬁme'they may 5e'influenced to
invest thelr investable funds with tbe existing companles or in
long-term bank den051ts, narticulawly if th@ro is & climate of
price stability, vhero uhe assured income is “empued from tax
upto a certain Limic. 'mo, someglmes iu is said that invesiment
allovance will not help a newly,fldatéd compény ig its growth of

~

¢apita1.

Investment allowsnce may hob help alse to ereate
opwdrtunities for uhemplbyéd persdnSw ihe GOVerhment itag been
ekperimenu.ng with capital liniced. flscal inccnzlve scﬁemes for the
lasu several years buu ava¢lable evidence might show that growth
| of employm@nt has lag6ed far behind than the capzpal employed in
the business housese How can pné'@k@éct from the indusbtriallsts
to employ men rétﬁer'than.maéhines when they gre”sure to get

active fiscal benefits if they employ machines but no beneflt

V]

Py
et

]

if they employ men? So,s 1t is high Lime to Think If there is
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any seope oL linked ué capital'investment scheﬁe wiﬁh the volume
of[émployménﬁg Investment allowance induces'capitél intengive
producticn systems and quiek turnover of capital goods whicﬁ SOMGw
times beconmes unjustified On'technb;ogicai considerétions spéciapf
lly in a developing country“iike Tndia where empioyﬁent and output

levels are more endowed with lzbour resources rather than{capital.

LhG hiéh@r rate of investment aMTOVance, ViZey 85ﬂ on
plénﬁ and MmChinerlQS for the manufacpure of arti cles with the help
of indegeneous know-how is supposed'to ba encouraging and should

'be con“inued [e] enfich India's oumn technologye. ?he Ceneral in-
vcscment allowance mlfnt only be granted with Gt”lCu discretion in
a very selected flelds for speczxie purposes-but overall capltal
iﬁvestment allowance is suggésted.to be 1inked up with'different

allowanctes creating hore employments
3e Developument Rebate:

~Oo the'basis of the recommendations of The Taz atLUn
‘Enquizy Commigsion, 1968-54j headed by John Mathai, Development
Rebaté wag introduced in‘1955 ﬁiﬁh the pfovision of ‘carry Lol
ward! from 1958. The Commlssion dbserved and rééommended that
for industries of national importance which are unlikely to be |
developed'in the hands ot the private ent:epreneu?s without spe~
eial stlmulus, a reb ate in - the name of ‘'development rebate’ is %o
be intﬂomuced reolacinv ’inlblal depreciation!' anﬁ'tha concegsion

gshould be confined to the prodacers aoode ana capz sal "oods induge

P
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| ‘Lries and the benefi*b snould be avallable for a.ll purcbases of
fl?%d asgeto, whevher for replacemen% or for expan51on of indusge
‘trmes. In praculce, such tax-free bemefit aa not ‘gerve the
purpoves for which that wa as alloweﬂ 1n1t1a11y (gl”eadj referred
ﬁo).,‘ That is why hr. Bhoatha ,ngam in his Bepov critici L

the 'al’ouance' vehanenuly anﬂ recomnmended fow 1Bs abol¢tvon. on
The basis of such reeammemdaulons, this ‘a1lovance= virbaally |

sad to ex1st with effect from May 31, 1974
: 4,~Amortisaﬁion of'?reliminary Txpenses :

5.nﬂw section 3SD‘Was added By the Tazation Laws

(4mendment) Aet, 1970. providing .‘;flof the amortisation of qualify-
iag aﬁounz of certain Dvelimlnafy expens ses incﬁrréd»aftér Harch,
1970 by an Inaian company. : vUQh expenseg may - be related with
'.th befcre or afﬁ T commenceaenﬁ of the bU%ibesSc‘? The expendi- -
ture, incurrod afcer the ccmmenceménu, g%;?he in eonneetion with
the setting,up-a new industrial undertaking or eztenslon of the
existing Industrial undertakingss ‘7mhe &eduéﬁion?ig allowed with
refercnce to the qualifyﬁnw amount¥10  in 10 equal instalments
,heginninw with the previoua vear in'uhicb the businsss commences

or ext senslon todk place or pro&ucuion beg lns.
lO. SLN of the cost of the @roject (aggravﬁte of aml flfed

tassets) or B%ﬁ of the capital employed in the busines,,
ot the di screulon o~ the caﬁnany assessee. L
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The préyision'can be explained with éﬁ illustration:+

The com?any in our example is supposed to be an In-
’dian company and its business commenced from Pebruary 1, 1981
‘when the faetory started ?roductioa; " It is further assumed
that bhe expenses grouped under 'preliminary expenses! are not
claimed or'allowad for under any other provision;as limited under
Seees 35D (6) and‘all the expenses were incurred ﬁefora‘the
cozmencement of the business, The aggregabe omount of qualify-
ing itenms of expenditure is taken to be X 1,60,600. The actual
cost of fixed assels as al 3l.12.81 is fse 503004000 and.cagital
employed in the buginess is m..ﬁsioogoool(aggrégéta of paid up
share capltal, debenbures and loﬁgqﬁerm.bdrrowings from the ~
ﬁﬁvernm_eil‘c/i‘inancial institubion/person bu‘cside'india, not re-
payable Eefore 7_yeérs, on the last day of the DeVele ALl The
AStated.fixsd agse£5‘and capitél empioyed were~iﬁ;connection witﬁ
‘ﬁhe seikiﬁg up of that new industrial unit. o

, The qualifying amount may be computéd as 2k% of

Be 50,00,000 = Rte 1,25,0003 and 233 of Ke 55,005000 = Ise 1,37,500
 and surely the company ﬁill'claim the greatef one at its discrea-
'fion and Re 13,?50 will be allowed for amortisa?ian in each of
1the successive ten years beginning with the assessment year

1982-83.

o+ Pandey UsPe = 'Capital in Business for Tax-purposes’s The
- Hanagement fccountant, (IeCsils 8eI) Caley/febe, 1281.
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There is a strong suéport that all types of capibal
expenditure, in @roportioﬁaie amount, whether in the form of
depreclatlon or amoriisation, which is incidental io or counected
with the business should be allowed but regarding computation of
amortisable amount with qualifying limitation is a subject of

Controversys

The Income~tax 1s concerned with computation of capi-
tal bage for four different purposes, ViZe, (1) for amortiszation
of preliminary expenses under Secs 35D (ii) for &llowihg tax
holiday benefits In business of nevly construeted industrial un-
dertakings,‘hotels or ships under Seece 8073 (iii) in the perspec-
tive of additiconal income«~tax under Sec. 104.102 for closely-held
companiesgs and. (iv) for imposition of Suretax under the Surwtax
iote  Although each of the compubations ls based on the same seb
of facts, they are calculated differently for different purposese
In the case of ‘amortisation'y ouly the paid up share capital,
vorrowings and Loans on the last_day'of the previous year have
been taken into account, whereas.for the purpose of 'tax holiday}
to be discussed la@er on, the concept of net assets as on ﬁhé
first day of the previous year has beeﬁ brought into play, so
al.go 'eapibalt is coacelved in another way for the purpose of
Sece 109 In the case of sur-tax only the owned capitaly 1sce,

pald up capital and reserves, have been taken inbo account.

Such’ diversified definitions of ‘'eapital employed®
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~.Ubuld necessarlly leaﬂ to com@licatlong and unwanted emert on on
the part of companmes, tax authari ies aﬂd t&& planners.' That
_may resulb also in litigation ag 6o qpecific meanlng of certain
‘terms relating to camputaﬁian of 'capital‘ 'borrdwed' manay -
or *debt«'; Towed! or. 'due'» 'reserve' or ’prov;sicn‘ are. same .
of the areas wher gslegal Lonf11ct may arise as a matt er Qf gon;“ |

~fflictmg meanings

To avoid such unnecessary commliCQ»ions an unifc?m -
‘definition of 'eapibal empLoyed! in a business 1n relation to 2
feompanj for the purpose of taxation shoald be eonsi&ered. Hor
all purposes, 'capit 1t may be ueflned to mean uh@ ags regaﬁe of -
paid up ghare ca@ital= reserve as appr onriaoian'af'nroxits~having
the same meaning as in Part III of .Schedule VI of the Companies
Act, and debentures and obher long~term borrowings, which are
'repayab1e>after é.eérbain‘péricd, say & ar‘lo.yéars; on the last
day of the previcus yeara That will help to aéeié’unnecessaxy
Iliﬁlg&tlcn and'will smmplify and ratvenalise tba provismons of

e

laws

As regardssthe-fqualifyinv amount ! @2%% of tﬁe cost
- of pvojecu or capital employed in the businﬁss, no reason or -

| juvuiflcauian for such ceilln may be found gamn the jaks ins;nle
of a;lowing certain specific pre and poSufincorporaxion exnenges

. has been accepteds Therefore, it is often suggested by many

25. Banthanam, R. - 'Choksi Committes on Sur-tax', Chartered
Secretaryy = (I.C,S Ta) Ve VIIT Nos 10, New Delhi, January,
1979 | N -
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to remove such 'ceiling' on prescribed prellmlnary gxpenses for

the Durpoﬂe of amovtisauﬂon.

'Be Set off and carry;forward of losges:

Tn Chapter VI of the Income - tax Aeb, seetions
70 to 80 deal with the provislons of set off and carry forward and
set off of lossess Yo reduce the risk of invesﬁménﬁ-in different
sectors and to induce additional investment in the business under=
tqkings, the present provisions under sections 70 to,SO are reg-
-’poaubly clear and seutled. According to the schemey losses arie
sing from dlfferent heaag of" ;ncome can be adjuotfd against any |
-gource of income of the agsessee ia the same year In most of the
cases except in case of losses arising from gpeculative businosss
lbhgatetm capital gainsy loiterles, cross-word puzzlesy card games
and obther gamesrcf any sort of gambLing,or,bett ng; and horse
| racess In case of earty.forward of Suéh loss, thgt'ean be set
©off againgt the same‘éaptigned head=ef/income withia a stipulétad{
beriod in the respective cases but inte3¢heéd adjﬁstment iﬁ res-~
tricted_almosﬁ in all eases and the allowabie pe:ioa'cf aarry;fora
ward.also varies for daifferent soureces of inCOme;‘ 'For,this study
it is dealt with the provisions rélsting to the losses arising
unéer the head 'Business (other than speculaﬁive)for profession or
VOéation' and tovstudy if there is any scope of xationalising and .

 simplifying the provisions regarding business losse

It 1s given, loss arising from nen-speculative
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buginess or proLesgion or vocation can be set off against the pro-.
f£its and gains of another "buginess?! of the same assegsee, incluw
ding speculative business / Under Secs 70 (1) 7. in the same year,
then against any other head of Aincome In the same prevﬁousljear

£ Under Sece 71 7% Loss uo the extent not set off within the

| same year can be carried forward and set cff_agaLQSL the proxiqs‘
and gaing (inc;uuing speculative ona) of any businegs, profession
or vocation for subsequent eight asgessument years follow:i_n.g the .
:assessment yeaﬁ for vhich the logss wag first computed.[fﬁnder 3ec.
72J7' provided‘“he husinéss, profegsion or'vocatien in which such
iloss'was susbained, conuinued to be carried on by thc same assS= )

ssee (Who clalmg such gseteoff) subdect to certain uxaepulons;

The schemé is reasonably clearland acceﬁ@@blee

" Put a few comments may be added in this regard:~

Gross ihcoméwof 2 company is computed b# ag?res__
gating net incomes arislng from all the difxerent sources and
taxable income is aseertained by deducting certain o%hnr allow-
able expenditure thereone Théﬁgfore, it doss not appear a&s a
‘sound principle when restriction is imposed for setting off of
Losses in inter-heads of income in certalin casess So 1t 1s

gued by sone that Loss under one head of -income should be
 a1lowed to be set-off avalnst any head of income nn the currens .

.year ag well as in.fuxure years in‘case of carry forward of such

' lQSSGS.
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Without adjusting ungbs orbed business loss and

' loss under any other hcad, if any amount remains unabsorbed a;ter
the expiry of the gtipulated perﬁod, tax imposed on the company
agsessee does not reflect the~true tax burdens So . spme are not -

in favour of 'restrietlon' o1 earry, fo"ward nt unabgorbed buolnesé
logs and loss under any other heads of income.for an 1nde11nize |
.period to be adjusted in SﬂBCGSSiVB years aga-u~u any soacce of

inecone forming part and parcel of botal taxable income.

When there ig. a provia¢0n of setnoff and ca:ry fore
ward of losses in a bu51ness underntaklng sﬁme do’ n@u find auy
‘reason of further allowing such advanﬁage to certain other ex~
penses and allowances, llke depreeiauiox, investment allowanece {y;
etes, Which are deductable and automatloslly adjusted to £ind out
p“of‘iue or losses of the businesgs undertaking for the purpose af
uaxation. They argue that the prgsent practice ghould be dise

pensed with in favour of greater rabtionalisitiof.

Cs Decductions allowed to selected industries:

1« To ensure balanéed economic.grow§h~éec. 80 HH
had been inﬁroduge&,'where zo.perfeent'prdfits and'gains'derived
from an industrial undertaking or the business of a hobel in
}5ackx-rard_ arcasys as per Schedule Lz.gh.ﬁ, wiiieh started functioning
-after March 31, 1973,'15 éllGWéa”tO‘be deducted for sach of the

10 suecessive assessment yeqrs, provided certaln conditions
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ave fulfilleds The Deriod of ten years to be reéjl’soned with the.

agsessment year z'eif.'evgnt to the previous year in 'z{iﬂah the “bu?;id.

ness was first started. | n

| 2e To prevent reglonal 3.moalmce, aec., 80 HHA had

been introduced where 20 per ceh_t (25% Weeefe Ghe! A.y. ﬁosms«%zgll
D:I‘O’*"i"us derived from the Qi'@l.Lus aim gains. oi‘ neuly gstablished
small scale indus triai Lmdertal.mb e in any m:cal a.'r'e-ae, is

"allwec_ to be deduched from GLhe Eross :mcome %o lmd out total
income of the company for 10 e-u.c:ce:s.:.'}.ve asse>smann years bega.n.npg,:ﬁ i-l

mth the a segsment year: relevant uO “the m:‘evxous year in uh:r.ch

. .sueh sm&ll-scale mdertm:z.ng b%lne, bo manu,..ac sure or produge . ... -

articles, subject o fulfilment of certain cona.tion If the
deduction is claimed and al?.owed in relat:a.on to. the— 98}'}1@ indus- -
vaﬁrLa“ tmdertaking under bobh the SQCuions 80 HH ahd 80 HHAy elbner,

©of the two msy be granted at the opti@n of the assessee. '

e A new sec'i::ion, viZe, 80 HHB has been adaeci 'bj -

‘ahe Finance &Cu, 1982 wwez'@ 25 5 of . proi‘i‘ba a.rz.e-..ng from spacli‘ied

projects underta.«:em by an. Indi m Campzm:,r in :o:e:.gn countrms has'
‘-_Zbaen allowed to be deduc ted provided the cons.e.derau:z.on for the

”exeeut:.on of such project/work is paya,ble in foraign curreneys

Ay To promote the gene:e‘al climate ‘of indus‘crial |
develapment in the coum:z:;r, capltal-based deciuctlo*l, ponularly

known as. Vtax holliddy benefitty was allowed under section 30~8

%11 rate enhanced by the Finance icte 19824

*12 when the aggregabe value of machinery and plam- 1ns*called
therein is on the last day of the Pe¥s does not excced Re20
lakhs (r..namce Aoty 1981) as c.f"&iﬂst fse 10 lakhs.
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in computing uhe tobtal :Llcome oi‘ the com*:an,y‘ deriv..ng i'z'om .z.ndus..
o.t?ial activity or the bu.sinevs of a hOuel or ub.e oneratmn of a
f .mia and the raté of such deduc tion was 85 13. 2 upta Mareh 31,
1975 and 75 Peas az“ter uha.t qaue on the amoanc of.' 'cani’cal emplo--' ‘
ved! in the buslness wi m .m.ruber provision of a,arﬂ;r--T orward oi
ueff.t.e.,._ency i;_. amr for a number of years.%éf E
SeCa 80-3’ m_s becone rbczundanu ai”cer Harch 81, 1931
and nemb mp}.ﬂ.ced by Sece 801 1rom the i‘mancial yea; 1281824
a.‘ Tiﬁglélwenq ive under ;::GCg 80-1 becomes operaﬁvvm
after March 31, 1981  and appl.z.cable to new 3_ndustr3.el unden-
takings (ineluding cold stbrage pianﬁs), amoﬂowed notols and’
sh:.ps .ﬂh@ rate of dedaet..on is . 253 of proi‘lus Dede demvmg from -
| the &ornsa:z.d activities and is allowed for the ‘f’irst elght”

) asseasmcnt vears, nopu..ﬂrly known as thax ho}.iday pr'f’im‘, rele-

yant to the previous year in which the industrial Lmdertan.ing

© " beging %o produce articles outsiae Lhe non-.')riora.uy ligt of

#14 : .
Fleventh Scbeuu.le y O uc operate its cold vuarage plants or

: “Lhe bu.vinoas of b.ctel Suarts fum‘aioning or the ship is sroughu

':s.mso use, | Thisg deaue’cable allowance is subgec’c to the fulfil-
B ‘ment of certain coadi’ciens glven in sectz.o,zls, BO; (8); (3) and
(@ ) | '

060 J.v.!-uﬁu, C@J.o ‘DeClSiOn. V- Ig HO» 24 NQVG 1974¢ o .
-+ Pande, DaPe = ' Capital in business for Ta*:-purnoseu e The Mang.
gement Jfccountant, Cals Fob. 1981. S

“‘3:3 “Introduced by the Finance Ac‘a, 1981,

%14 The benefit is applicable Vo small seale industr:.sl under-
A taking, even if it manufactures or proauce« articles - speci
fied in the. Bleventh Schedules The ! ™eventh Schedule has
been introduced with effect from the &.Y. 1978-79.
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Ge When the gross total income of a domestic company
ineludes any income by'wa& of dividends from another domestie |
cpmpany, which is S% aged malnly in Ghe manufacture dr Droduction
: of'specified items.  and which is formed and registered after the
| 88«2.19754 in respeet of such lncome of tha ¢ompany the whole of
the amount (1007) is =llowed as straigntway deduetlon in compu~
.téiion'of‘thé total incbﬁé of ﬁhe‘receiving dcmestic companye In
regspect of dividends feceived from any other Indian company, the

rebe of deduction is 603 (Seca SOM).

7. Where the nrbss totai-income.of the Indian company
ineludes dlvidend$ on shares iesaed by Lor"ian companies in
exchange of uechnlcal know-how or uechn_cal mervzces weﬁdered owl
- agreed qube rendered, on the basis of agreement made and appro-
ved by the Board of Direct_Téxes*;s‘and if'ﬁhé dividends are re-
ceived in convertible foreign eXc&angef17 ‘the whole of such

Adividend_is allqwed to be‘deduqﬁed‘under_section 80~1s

}ny income of an- Iadwan Company by uay of royalty,
commlssion, fees ebce received L”Oq any concern in Lnalq as COllw
'slderauion for the prov1sxon OT techn_cal know-how in the speci-

—,

fied Tields or for rendering services 1n.connection'with=the

*15+ Ibems listed in the IKth’Schéduie, wecsfe April 1, 18982
electronic components and raw materialss comnnters 1nd
peripherals etce have been includeds

*16. The power of approval was vested with.the Central Govorn-

' ment upbo Mareh 31, 1972 and since after the Board of

- Direct Taxesg. ’
© %17, Recognlsed by the Reserve BanL of India Tor regulating DAY=
'ments and dealings in foreign exchangee



N

provision oz such uechnical knowancw, gnde an apﬁroved agreemenﬁ
rade afber 3lst ,Maxchg 1969, is .;,ubaec'b To a oeducm.on of 40% on
| such income under Sece SO-MiMe -

|

uconomlr* QCVLlOD[ﬂEﬂb of any counﬁw largely depends |

!
.

- upon J_tc' 3.ndustv~1allscuvon and 1110.113&:1‘1&118&%10- is b ased on memr

‘opec;m.’ .”he b roader as ects 1’1‘1,]' be menti.onefi a
N (i) technologlc development in thn 5; 0cessess
(:Ll) seut.e.ng up of new industrlﬁ un:zfus in diffgrent |
regions ang boosting up oﬁ‘ promc'clon anu -

(iii) euS@ in exports. to m:; for esfsential importse
The g,ovmrnments of all uhe coun’cries 01 the world :a};e
many J.ncc,nuiva schemesg f‘or t‘m devel opmem: of all such produce
bive ,.,\,ab«.s a.ad mda.a .LS no eyca*m%on in m..:z.s rerfa‘ud. So za:c' as |
corporate tax is concernea, sections SO-IL.i and 80-»%: have been
:.ntroducea as bax incentives for J.”l(lllstfiml.!.satiea in rurdl and
b:zcls.ward areag of the coua.try- Sec ulo;.ls 80=-J and 80-.4_ »i‘or gene-
ral lﬂdﬂs’tficlis& tion and gac sions” bo‘i, 80H and- 80 Giz) in connec- J
t;on with inter - corpo:cate dividends, royaliies k anci cowd. sio&.,
as congideratlons of :tl’;@ pro‘\;i_si.pns of t@c%‘-ﬁic al ! L:nox»:-now recels

ved in-terms of foreign exchan ge; Secs 80 HEB amd 894 ©are

#*18, v/s 804 Tor export 'bu:epovaf e'v:ceeﬂing 105 over the lagh
year, tax deduction at specified ratbe, to be novified by
the Govts of India, from the to‘i:al tax payab?e on such
excess tumovw (L .A. 82). _
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meant for earning'foreign-exchahgeg

AllL tb.ese dedue uione are mostly welcome ag incentive
' measures but the nature and ways, on which such measuras are
allowed, are not beyond critic?sm and well subaecﬁea to the scope

(
"

of ratmonalisauion.

To Temove regional imbalances there shoul.d be proper
incentives to start or shift indusumal umts J.n rura.l weas, ‘But
if one looks at the indusorial nap of Indigy it may be sesen thau
iiidustria; devélopment is notie eable mainly near me{cr_‘gpolitaz)..
eitiess In terms of Income-tax .«%cﬁ, -'eertaihdedué%ions- are
allowed in %the income o? unﬁts set up in backward arease = In
1908, the ﬁatlonwl Develcpmﬁnt Cbuncil aonstituted.tWU ubrking

'Groups <= one under the Ghairmandhip of Mrs B¢ D. Pande, Secreu%ny,

Planninv Commissicn and the obher under Mt W. N Eanchoo, Secrew
TarY, Ministry of ,néus'r~al Development and;Compagy~Affairs. The
former group, hieaded by lire Pande, was entrusted t&levclvé erie
' teriaiof 'béckﬁardness‘“anﬁ the later group. hbaded by Hre 1 ﬁannhOO
was énﬁvué%ed to evdlvé nature of tconcessions'. to be extended to
tr L indugtrialigts t@ such backward regiops. as Foﬂmu»ated by
tae f.'.‘lI’Sb Working Group, areas naviag 25% below the naticnal '
averq“e, ba064 o1 per capita _ncome, ger cap&ﬁa consumpulen of
éléctrlcluy, length of roads and railways, 94Cs werg identified as
tbackward's Wanchoo - Group formula@e& financial and fiscal-coﬁn
cassions tgéhe'allﬁwed for abtracting indnstries~té such ldenti-

fied backward regionss . B S
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Sowfar as’ tax incentives are concerned, t may be no»ed :

that Sact;ons 80 JH and .80 HHA co not rexlect bhe desired regulus‘l
It;mlghx be the reasons that different Tiscal ircentivem including
tax, ave offered by the Govermment and Governmentalwagenczes in an
uniform ﬁann;r to all'tbe‘rhgions,'marka& éSf‘baékWérd' without con=
sidering the 'ae@rea of bacl waranees' ' Thﬂt'h's egulted con;én-
nraulon of industries in'a satellite menner near vae metmanolls‘

#he io Lo renove reg 1onal 1mbalances and rural backwqrdbess,

' th& quantum o? anenxlves ﬁor ¢nduSLr1alisatlon should.be 1¢nhed un

w1uh the degree of baekwa=ane S8 Hore the backwaruness higher

should be the ate offlﬁcenﬁives.

. ~But tax 13 not: uﬂ@ prlﬂarj force 1n,Lnurouur1ng'nﬁu S
terprlses in the aac&ward areas. A@equabe ;nxrastructure'facili—'
tieﬂ like DTOViSlOH of acccs able'roéds' develdped iénds traﬂspoﬁt;_
‘wat er, Do”er etc. over and above soft loan Faczlity, avall bility of

man power, rav meGrialS and Proper assurance o1 marhetln the‘pro-
ductﬂ are the basic needs of fLW°7 indu5uﬂiallsatﬁon. . It may be
sugzeat ed to allow all types of expendltures‘wh_ch are Incurred
'necassa ilJ apd uKClLSlVelY for the purpose of °Uch industrial wnit .
.aﬂd the de cy of income maj be allowed co be carrled forward .
for an indefinite period._t_o be set-ofi‘ against .tnevtvotal income of
the company arising from any of the‘scurceSa" The?present,system
df.ﬁllowing deduction at a certaiﬁﬁmércentage:onwprofi%s and ggins
‘ariging ouL of activities Ol newly esbablis hed unéértakingffbr a

iixedlperlod is a strlngenu.measure’ag ot real DGHQLLtS if at



. all; Tgx iiébility beeomes.meahiﬁgless if‘?heré is;no privilegé
'offestablishmeht of enterprises in the rural areaé@at the first
instance and soecially on thoge cases where a gestation period,
even after esuabllshmenu, cowers not less than lee to & Jeafs

‘l.

of time. Thus, it may. be sug ge %ed;tnau tﬁLS complex syscem.a;
incentiqes Shéuld‘be aqne aw@y.vith-and s*r igh t iﬁqentlves ngy
be given for rural.ihdustrialisatign.  ' .
”Reﬂardinv incentivés for qeneral indusgrialisatioﬁ wnder
sections 80 J and 80 I, che 878 tem of percentage QGQUCuiOu on. pro-
?its and . aalns 3hould also be abollsbed and 1n nlace of that the .
lncenbwves should be-dlrectly elabed_wicn the levgl.of pﬂqduction
\and on capaelty utllisa+¢an as Suévaua bwa. He ﬁaﬁchoo in hiq
fﬁnal reporﬁ on Direat akes Rnaulrs Cémmit%ee‘: "an incentive bv
“way of tgx rebaﬁe be aLlo*ed to nompanles, engaved in the manufac-
ﬁﬁre.or;productlon of spagliied goods, to rewa:a adaltlonal}pro-
ducﬁiV1u3, de2e, incﬂeaséd utilisation of installed capacity and .
LHEVO& ed pr o¢uc+ioﬁ. Lh@ rebate nay be 1n'une ;org of a deducw
tion4”an. ng from‘s to 10 pﬂr‘cent of the tax payable for every

27 . : ,
10 per cent incresse 1n oubput. ; AC Ghe same tlms the defi-

S£Ld

31ency, if any, may be allowed to be carried Tarwa¢& for fubure
set-O fy in the 1ine aiucus ed ea:ller.
Whet is”suggested.is not %o allow plece-meal incentives

in sDeclTic cas es out to creaﬁe favaarable climaue for overall

xxgtmceg ngustrlal,frouth andg the 1ncentlves &hould be directly
27, wanChqozCommlttee's (flnal)~3eport -ﬁ?l,op.cit., Ds. 123,
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reléted‘with;ﬁha‘purpose:fdé which thgse @rejgrantéd;

| Inter ccrporaté 1nVestmenL 1s a powerful ingtrument for
- the groth of corpormﬁe entities and to hasuen nhe aconomic growth
of any dev“loning country.»" Dhat ig why, in mosu'of5the countries
in the world inter corporaue dividend hés.been éithéé fully exemp=-
ted fron ﬁbé nufvieW'of téxaﬁion in the hanﬂa of'f%e investing cot
paniés or thers may bb a suovtun ial tax re llel on such incomee
Prior %o 1036, there wras no ‘tax on’ dividend incomegon their cor-
porate investment in U.Sfﬁ;" ATter the date there-was nominal tax
. imposed on such income. ﬂun“”cd onwACent'e emntlon 15 allowbu in
paﬂ, Canada and West Gewmanyg' 'In France wra u@hed vel;ef is

-

"alloweds In some,other,councrleﬂ'1ike ﬁust"011a, Jeuzeale ,‘ nter
corporate dividend income i Ouuglae the tax net ulbOS@ﬁth. Iin
Indla algo inter corporaue dl’iéond is Luily ezemwuod in specific
cases, aé given in SGCulons 80 M and 80 Ne - It has“been observgd‘
by. sShri S;; hootaalingam, in Ils final report on Rationali ation
and “lﬂﬂLiilCuUlOﬂ of the *ax utructur& ees When gn_enterprise
has or can comuand surplur 1unds,»1t;has to make a cholce betwesn

¢ L e ]

diVGrficatlon within 4tv own vcr@ct urs or the adoption of a diff-
erent Of?&ﬂiuuthﬁQ sueh as a subs ifi&ry company. Exercise of

DUAT

C‘“

this choice will certalnly,be iniluenced by the taxatlon of in

+

aﬁnorﬂbv dLViQGﬂdg. e L&O“O is no reason to ex@ect that influce

J

nc%nw the cﬁ01ce ¢n favour of dr‘g ainst any p 1ca1ar *ovm of
organisation will vield 1ny betuer economic declsﬁons than a free -
| choice."zs ‘ ?herefore, frem~inier-natibnal_experience and well
28. Bhobthallngam Committeels Report - 1967, 0peCilisy De 3l
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thao“g%buL DraCuICG in India lu may. nob be Ju uified to deny the

 privii cge grantea to inber corporate dividend.eﬁﬂn¢ng but ore
‘can raise cauuion againet uhis dividend income which may Tead to

monopoly wendeney resulting *nequltable dl«crvbution ot 1ncome

ﬂnﬁ'wcal h.'

| Inzer compamy inves bment may ncln in creatlng
iroer~700&1nb clrect04sk~p and than may operate to the benefit
of both the companies,»enaleng one to inflaue_eﬁpenditure and
the Obh&f to engoy high pPOflb. , Subsi&iary combanieé may supply

Aerplees ) _
rawmaterlalF and - uechn¢cal to the investing companies at inflated

=

ate a*i%hei '0@01ce, wno may'waqt the a“minution of tax 1iabin
1ities;‘{ ihc gcope o? 1nt or company loan abt a hlgh rate- of
ip resn can not be overlOQKGd‘algo.'A It has beén oboarvéd by
-Shri ﬁ; K. Chandra in hl° arbicle ~"uonopolj Cayltal, Priv§te
"Co porate gector amd uhe xnalan uconomy : g'mtqu ln_nelative
'iééowth,vlgolp76’ “Manovol¢es in India have venéfaiiy been able
to retain or expand bh@l” murket pover not 80 much by Supe”iO“
geconomlc ef?wclency, utuby-qontrclllng.phe-supgly of rawmate. -
‘rials and inteﬂmediates ‘hf@ﬁgh‘tgeir intimate.iinks with the

tabe machinery and re trlctlve selling practices o ghut down
smaller firmge"

*

¢here50fe A7 Tth

ﬁD

‘abuses of interécbrporate iavest-

29, 'Zeonomic and Political i Jeekly! Bombay, August, 1979, 'Special
Noe . o ) .
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ment, which may leao LO the creation oz‘mpnopoly‘business houses,are
'iwﬁmm 1ygu~waa§vmﬁ,mmvviu;ﬂwmwgﬁﬁﬂ&@ﬁﬁcﬁmﬁrﬁM£

.

1n tax co sidepation. on dividend dncome on rmbual investme?t; 0L NG -
Wiée int sr-corporabe dividend ginould be regarded as 10 a~ fferant

fron recuj;-on invesbnent of any other kind and shduld;be taxed as
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Sur-tax on companieslearninglextra 'rof'ts.exceediag a Tspecified
limit'; and diffcrent prpvisio- ng deductions and allow-

tion of certvain specified

objecuives and seiting oif Gy

of loszses (3.1).
The reasons for such complicated tax structure
have been critically analysed and arguments levelled against such

cemplexities by differcnt writers have beoen cited in detalls.e e~
commendatliong of differsnt Comuaiittees and UOWﬂ’SSlOnS, specially
viaose formed sfter 1955 have been analytically discussede IT has

been poinved out Lhat the distinetion betwecn ’closuT r-eld? anc

3”10”7j-ﬁde’7 Yindustrialt and ’hoq_inﬂ= *Jﬂi‘@ ﬂoo only creates
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REeZUIrGlily SUP=UAX QR compan

duced in 1964, conflicting recommendation

Committees were available. Hr. Bhoothalin

conbinuance but also

)
}_.'
3
o)
[o]
ci
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v of this type of thx on companics.

ier

. - P, R ) ) P o
vhen are wolking undoer

(&

1 econonic clinmabte regul-

ERT - 1 N FERC I 2N n RO " P O g~
Cing fron  Governmantal ywol'itg! argumont due o
P e .. RN 3 x
Government policles, ag cited by lir. A

1 hy Dre Ce Rangarajan, deputy soverner
of the Aégerve Dank of India, also recomncnded withdrawal of sur-
tax on companies to moke the corporate scetor gelfwreliant in the

nobilisation of regources (3.2, 3.3 and 3e4).

allouwances

& corpora

and effectvivencss
fa

laege number of orovisions have been taken for. our -studye Capibal

consurpbion allowances, Lilke, depreciation, investament allowance,



dewré],opme:‘zc rebate, and ’*‘fzorlu.v. wtion o rcllm_.naf,/ expensss; dem
@):Lc'siof:is granted under uecz.e 70 Lo 80 w. Chiapber VI of the Incolcw
Tax fete regarc ”Q; set of'l and carry forvard aLd}setbef different
types of,iossés; and ceducbhiong ”ﬂﬁﬁu d uO pramoté ééﬁtail SpeCie

having balanced'eccnomic growth in indla, like

g

raotionalligation and bettor memns for simplificoiism, ‘hcnm“ ag

S Gk : TIET v 3 7 TTTA L e : ~t P T o 4 4 oer ey g
under gecsions aounh and 30-:Ld% are meant for induscrialiassbion in

rursl and backuerd aress of the-country; 80-J and.80-~1 for reneral
ndustrialisation; sectionng 8014, S0-¥ and B0-I1I are in connection

S S A R, . r e 33 - S T e
with intor-corporate dividend, royalties end comnls iols; and soC-
tloils UO—JAL “pa 0.4 are meant for carning Lo bLgi Sroliangs have

1 i * ’ -2 . o ey elpny .
heean lﬁ87358t and sone bentavive sugrestiong have ! ae@ made to make, .

them nore effcebive (3.5)

Our recommem.ations in this coxmectlon, after a

careful study may be briefly '~‘taued as .a.ollows s

1) The campl.e.cated procegs of classixicamen of com-
Penie for the purpose of taxation ag. 'widely-held' and ' clo sely-
helg? ’indusw.r.a].' and ’nm-indusufial' shwl.d 'be disrensed with
- (8ud)e ‘

2) To keep tax structure as simple as Dossibm a

straight &educuion from the cmmmted tax may be made for inc’mstrrial
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- companieg recognising national priority (3.4)e

3) Iﬁ.place of 1ower'rates of tax on eompanies -
having income upto a certain limib 1ncome-tax may be charged at an
uniform rate irrespective of the level of income and 1% would be.
betier to»help small business houses by taking such meagures as
liberallisation In the granting of licensé; method of financing,

‘product marketing and various infrawstructural facilities (3.4).

| 4) The proviéions ofiaﬁdi%ional,incomenﬁax may be
‘Withdrawﬁ fronm thequrview*oﬁ tﬁe non~-industrial companies algo as
they pro#idenfeeder services to the industrial seetor and their
conbribution to the economic growﬁh_and employment is not of lesser

‘impcrtance (3e4)e

'5) To eheck the contampiating 'avoidance! of tex
1igbility the broVision of"dﬁemed dividendf, spacialiy under SECem
tlan 2 (22 of tba Inceme-tax Act T'e,s,a.rdi:i..ng payment of advance or
loan’ to a person having 'substantial interest' with tne campany
should be . apallcable to all types of comnanies iv"esnective of

‘their nature and aetivit ies (3.4).

6) Uniform rate of’income—téx, sayvat 50 per cent
or less may be charged to all domestic companies irrespectiﬁe of

-their-nature‘gf sctivitles and devels of income (3e4)s

7)) In case of forelgn companies, comparatively
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higher rate of income-tax was suggested to be levied as it is
~difficult, if not impossible, to realise personal income-taxes
fTrom most of the shareholders who are diffused throughout inter~

national regliong (Se4)s

8) Regarding depreciation gllowance it is sugges-
ted that other than ‘normal depreciationt, all other ﬁypés of
depreciation allowances like, initial depreciation, additlonal
depreciation, extra'shift,allowances, terminal depreciation

.might be dlscontinueds As !'free mebhod! might Tesult in deli-
e My :

<

berate tax differhl in mahy cases with the consequential unde-
- slrable fluctuabtions in government revenue, it may be suggested
to give some Limit in the rates of deprecistion within which the

.companies may bg allowed to operate (3e5)e

) Sometimes it is s2id thalt invegbment allowances
usually doeg not help a newly floated company'and aléo doas not
help to ereate more emplbyment,'it is_high time to think by the
Government winether the scheme of investment allowance which ine
duces caplbal inbensive productlon systen and quick turnover of
capital goods in a developing country like India ls really vane
ted or nNove In India, employment and outputb levels are more
endowed with lLabour resources rather than capitele If it is to
‘be continued at ali, it should be linked up with conditions of

creating more employment alsos 8o far as the objective of



'1‘@" aciné.the'aséet" éénc rnad bahind deprec at:.on allowa.nce, this
J.mrestmbnt allox:«nce bogetba?" with depreciat 3on dlowance night ene
aolu a company %o izave an allowable &edact:a.on of at leasght 125 per
cezzt of cost of new plam: an.d m&chinery m.th a view ccs ccmpensma
.,l:yrocls.étmu capital costs in recent. year ~ In un 34 perspecu.ve it
' 3.3 sugges,ued Lhat Lhis scheme of‘ inves»ment allowance sb.ou.ld be €Xm
tended to a&.l other capiual ass ets and should not’ be allo"ed to e

: main conf.‘.med imo plart a.nd snaclunmfy on_y (3,5).
10) kR type oi’ capiiml exnenditure, vhich are :anl..{
dental "co or conrnected m.th ui”e bus ines of g cmym, should be
ellowed as chargeable expenses, vhath.er in the i‘orm of depreecia tion "
or in the form of amcrtisatmn. - 'Ceiling! a xeéaz’ds tqualifying

emountt @ 2%;-,3 fcr an;ortisax‘:ion is ‘s_uggestsd_to be %:ith@rmm (;3;,5).

ll) Ay dlvorwem dli‘mltlons of 'caaital employed in
;a ’ﬂusmess' for dlffex‘eat provis.mm of mccame-tax 1@8.& te ccmpli-
aations, wwanted eyert:mn on the part of cempames, tax suthori-
:ua.es md ‘Lax plaimers wh.ich _also _nviﬁe legal CO’I’P.LZLCU, a sgingle
ue:..z.n..ulon for different purposes mey be aCQGDueda  For the pur-’

ecaﬁe £

pose, 'Capital employed? ney be defined to “‘1%3]1 £ 3el

'i

paid,-up snare cap:.tal, resyrve as apnropm.auon of profits having .

the same meaning as in Pax-t I..LI of uchedule VI oi‘ *che Comnames |

'l
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cerua¢n period, sey 5.or 10 years, on the ;agt day of bLhe brev1gus
2 (o.5). .

12) Regarding set-off and carry forward of lo's‘ses; it
is_ sugges’c.ed_ that logs under oirrie head of inéome shoﬁld be allowed to
bo set-off agaihs’r_, eny head of income in the ‘c_urren% year as well z}é'
ir; future years in case of carry forward of such ld#SBS§' tBestrics |
tions on period'! of carry forward of losses under any head of income
forning part and parcel. of "c{:’sal tarable. income should be witharawn
(3.5)s |

- 13) When thefe is a provision for se.jl't.-ofif‘ and earry
forward of losses in a bﬁsinéss uﬁdértakiﬁg,' we do;?ig no;b 'f‘ind any I8
son Tor i‘urther allowing ‘such benefits to cerbtain ojther' expe.nseé and
allowances, :L-i,lceA depreciation, investment allowance etce, which are
deduetable and automatj.caily adjus{:ed for the. purpofse»bf computation
of ‘profi‘bs/loéses. Boy 1t is recommended %o cvlisper;se with ’chis PTE
sent practice (345)e | |

! - 14) Benefits under sec"cioﬁs 80.HH and »80.*1%3{& are given
as incentives for industrilalisation in ru-rel'and babléward areas in
Ind:i“a.' But it is seen that the quantum of incentive« is uniform for
all marked 'ba.ckuard' regn.ons Lrre spéctive of the degree of back- ‘
wardness., 1t may bhe suggested (s} l:z.nk up tne quantmn of incenm.ves

for industrialisaulon-, vhich arve meant. for rcmoving.‘ regional imba-
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lancesy withghe degree of backrardnesses Hove the b&CkWal’dﬂeSo
h:&.ghcr should be the rate of incentives. Adequate infrastructure
facilities along with the eoncessional treatment ip, various fiscal
measures including this tax benefit might help in rural industria
lisation (3e5). | K

15) The system of percensage ,dednct::i.on on profits
and gaingy under sections 80wd (reuunda.nt) and. 80-.3: as tax incen-
K ‘tives for general mc.usw?alisatloﬂ in India, is also suggested for
gholitione In plaqe of that there should he new Frov;sions givéng

addquate incenti%reS, which should be directly rele&;éd with the

level of production’ and canacity uullioat_a.on (8.0).

16) Presen" i‘avowable trpatment in’ ’caxauion of
Inter—corporaue d:x.vidend should be dispensed Iflth-: : flll kinds of
return on investment, including inter-corpcrate div* dend should ba
unifornly treated (3.5).

l‘?) Provisions regardi&g tecbnoloclcal development
under sec‘cions 80-M4 and 80.-1\7 are welcone (3.5).

18) Seetion éO—'Hl—IB, ;ﬁean"c. for augmeﬁ‘sing foreigne
eichange earnings, should be related with the auantmn of foreign
exchange earnings rather tha.n to pro (o earm ater being depen~
'dem oIl mauy huvaQD.OuS factors on wh.ch. the comnany ‘Bay not have

- suffieient con‘crol (3e5) and
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192y »Compém.ies may he urged upon by sultable leglslation,
to plough back a certain portion of their disposable income in a
vay, as desired by the Government or they may bve asked to da“posit
a certain portion of thelr disposable income on a J’i‘i};ed term and
the amount may be directiy dé,glucted 'éo compube tax liability in the
‘year_ ol siich ‘de_zaosit;_ ' >On. eﬁ:pir..y of the termy the .;'flmd,_‘ w’rien'vitn.’
drawn together with interest, showld be subject to tax. That will
help to divert' a portion of fund in the corpafate 'gec‘tor to the

goal (3e4)s

_desired channel by the ,Govéfment to keep parity v:ith the economic



