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The term 'Cornoh tion! comes from the Tatin word
'Corpor§;e', ultimately based on SanSkrit meaning asg tto Torm
into a body's The In CJClOWQGdla 01 uOClal DCl@nCeS traced tﬂb'
early hlstory of the growsh of corporatlons and has deflned the
word fcorporationt as Ma form of organisation whiech enables a

group of individuals Lo act under a éommqp nane in carrying on

fn

one or more related ent :ir*scs, ho;ding and managing property

and distribﬁting the profits or béneficial interests in such
enterprises or property e mopb the assocliates eese its-shares‘afe
1transferable itg Life independent of the lives of the individaals;
its debts do not usually ereate a liability for'the latter.®
nalysing the definition, we‘can'saj that iv is almOﬂ* a complete
déscr;ntion of a compaiy, whzcn is nothing but a volunbary asso-b
cigtionlaf a nmumber of people, who generally deposit self-resources

/5
1nmo a common pool for the purpose of uuaertanlnb(specfxlod acti~

vities ~ generally trading or industrial - with the ultimate aim of

making profitse.

Dre s Ce asunxer, a noted hisborian, obgerved that

the earliecst form of corporate mntcrnrlses was in the nature ol

le fmbirajan, 3. - 'The. taxation of;cornorato income in Ingia',
- Asha Publishing House, Jombay, 1964, Pede



guildss He specifically mentioned that (i) ‘
nise& as a corporation in a lavw cons vty (41) it possessed immoﬁe e
property, (iii) the ezecutive oifi icer could‘c 4tra¢t.loan an beﬁalf
of Lhe gunld and (iv) one mig .t.give up the memberéhip on his own

- accords  The noted attributes are algo'found.as,cdmmon feaﬁureé

of the modern concept of corporations

In theLWOrds of Hre i ‘Ko -Roy, in his thegisy it ig

sald that modern buginess coroor@ui 1s. in india owe their existence

o foraign influence and zfaditlon. e pointed out the hiffic&l-
.ties in coping with the Tast eipéndiﬁg tradé'by,indiv idual efforts
and m”nLLODGd t?e iInglish Fast Indié Company was cnartA ed in
16003 The Dubtch &ééﬁ';ndia Company was formally instituted in
1602_aﬂd tﬁe Pirst French East India Company‘was formed in 1604

“He agserted that, that was the consequent of opening of trade

[ )

t is also admitied, that the srowth of corporate form
of’busizesé in India iargely ovwes 1its oﬁiéin to the corporatio ps<
abroad. Indian merchants were atiracted by the operational skill
ﬂqd'abilities'o; the Luropean Cha "bﬁred Companies; _BuSiness
hbﬁses iﬁ the form of companies_Were~first establiéhed5 in the

early ~seventeeath century, in Indias

B¢ RAy, fe K. - 'The Historical Lvolution of Corporatic: in
’ Indiats (Unpublished Thesis suimi t ed in CeUs in
Lvhe fear lv’lZéon"tt..wcc) '



cited by different economists in
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However, the coneept of 'Limited liability' was realised

and came into effect by leglslation after a long perlod of trisls

and errorse It wes. in 1857 the Indian ILegislature inbtroduced the

prineiple of 'limited liabilityt..

The principle of ‘limited Liability'! and the accompanying

‘privileges have led the corporate form of organisation most popular

in the business worlde Its growth has been so rapid that at pre-

ent it covers a substantial area of the industrial and commercial .
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he private sector of our economye

Whether corporations should be taxed or not is not a

natter of debate at presente - Though numerous theories had been

{-

-

he past, and most of the propo-
nents were in favour of taxing,doéporations aé tantificial juridical
pergson'y, the objectives to }b@ fulfilled and reasons fqr_imposing'
fax differed from man to mane It was said ﬁhat the corporations
should be ﬁaxed as these were in the organised sector of the ecohaﬁm
the Government would have no difficulty in‘enforcihg_the tax on
theme - It would produce also large. amount of revenue to,thg eﬁchg-
Quer, It was said in the 'privilege theory! of»fhomas Adams thai
corporatioﬁs gsinould be taxed}as a tpricet! for the privileges of
being.allowed to exisﬁ.onA{c¢rpo?ate pergonality', granted by the
Go#ernméhx. . In the *soclal costs' theory, it has been stated thet
there were many gb?ernménfal ser:iCGs which were egsential for the

conduet of business and which would have been otherwise pald for by
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the individual business Lousese  As for example, the'Gavernmént
gpands huge auount oﬁ academic and tecﬁnical educatlion, - without
which the private corporations had %o train up the pérscmﬁel on
thel? own aecorde  Public n;iéense, oceasionéliy created by the
éorpbrations on their activities, is also‘to be tackled by the
Govérnment a%;ﬁ:éégaﬁasgéiy meésures 1iké, pubiic héalth meésures,
sium iearance, afforestation, depollutiosn of'rive?g;efcu Just
1ike.an'external agéncies supblying the servieces and being entitied
to bhe fepleﬁished, the objectiwve of the Govermment ig tb ask for
fees~in the form of ‘taxation as a consideration for suéhvéerviéea

- In the }functional Tinance! éheory, the noted economist Abba Po
 Lerner feels that the tax is aivltal tool of'fiscal policy and gimsd
at keéeping tne‘economy stgble at @ high level of prodgction, employ-
nent and n@iioaal income. ﬁccording to Seligman in his thegry
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lability to pay', “the measure of general obllgation to the support
:I.S,

ak
4

hat supporbe®  Corporas

of Goverment : in the gtate as in tue fanily, vhe capacity on the

wSe

part of the individual. to contribute to ©

T

T

ons being affluent, they can contribute to that effect and there-

.

fore should be taxeds In 'socio-political' theory, Mre Adolf
Wagner is of oplnion that to the removal of inequality of lncomes
and wealth among the citizens shouid be the main economie Tunction

. of any Goverament and that should be the major objective with regard

3« Lerner, Abha Pe - 'The Heonomics of Conbrol', Mecmiilan Coe Nou
44 Sfelignan, Edwin Rede - 'Dssays in Taxation', Macmillan Coe Hew
Yorlk, 1923, pe. 332 ‘



tc the tax on of corborabions alsoe

A1 vhese theories have argu.iaer;té, for‘.eaa{ szg.d against,
and we can come to the conclusion that none of the theories can be
established as a firm basls of corporate btaxatbilon. f We are notv
‘here to discuss the theories in details butb ?oAshow, Whaﬁever nay
be the objectives and rahiounale behind cbrporation tax, ali the
economists are unanimous in their opinion of imposing ©a¥% of CODw
porate form of businesse. How uhe taxation of corporationsg has

-~

become a regular, universal and an aldoot indignensable Teabure of
the tax syshbem. .

in "thi s chapter we want to show l'low “chéz mo de and. nature
of cofporation tax,aﬂd.its'ove:all L‘uctﬂre had chaged from time
TO time, to keep pace ﬁitL the chan" f'eccmomvc,'polltlcal and
vsocial envirdnment, s&nce the income tgy-leguslq ion in Indis in

v

_ he Tern ‘CO““OrPﬁlon Tax' hag noL b@en defined ’n
ncome_t“x Aete  Bub tu3 convOﬁulon ltselT «hows that all oyp
of direct taxes tak@n‘to zethor, basea-oa company proflts may be
termed as ‘corporate-~tax’. .Howevev, owporauvo“vmay has been

defined under Artﬂclc 366 (%) OL un@ ndian- Csnstlzutlon in the

6
£ llow1nb words:

" MCorporabion Tax' meansany tax on income, so far as that

“tax is payable by companies and:is a tax in the case .of Whicﬁ~ﬁhe
5. dmbd rsgan, S. = Vihe baxauion of Corporate income in Indial,
 Asife Publishing House, Bombay, 1964, ppel9 & 20s .

6+ GoVie Of India - 'The Constitution of India' (Latest edn.) 1980.
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following conditions are fulfilled:-

(a) that

‘-J 13

t is not chargeable in res
tural incomes
(b) that no deduetion in raspect of the tax paid by

companies is, by any enactments which may apply to the tax, authow

rlgea to be made fron ﬂlVldﬁdub faJaDTe by unﬁ Compdllbs 0 indie
viauals

i

(c)!thag no olOV'sLoi e“isﬁé for uaLlng the tax so naid
into dccoua in comoutldg for the purposes of ing 'an'iﬂcome.té: the
total income of 7QdiV7dJulS rechlv*ng uch de1qo Sy OF LI CONPU=
ting the Indian income-tax payable by, or re f,ndably ‘o, such
“indiVidgalsé“ R ,
~The auove fea ;urﬁs afe cémmén_and attributed to the

Buper Tax Ackt, 1917 as amended in 1820, (n uhv gi of Sfm

Committee's recommendations, %4he Income s uct 1918 and uper Tax
Act, 1920 were merged into a sinzle Income Yax Act5jl&22. Before

1922, Supef-tax was uaken to mean as COrpo?azion t3Xe But feor our

study, we shall conslder all direct taxes, based on Corporai8 pro-

~

fits on Bevenue fdccounbs ag Corporate Lax.
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The history of corporate income »tz—ix'in' India dates
back o 1860 when first Incoms~tax Act came in i_‘éifce through the

' legislation.7 To ovércofae the z?inancial crigis followe;*l by the
Sepoy . Matiny of 1357, ‘the ﬂl’lui.gb P arliament had to séawch diffw |
erent sources of revemue and o Bill was proposed in tné Governor
General's Hxecutive Council in 1859 for imposing a bax on all
types of income holders 'includjjﬁg compé.ny,q_ The pi'oposal wasg
Pagsed in the Council and became law, whlch came into operation
in 1860s  The first ver of independence of 1857y which the |
British deseribed as mutiny, :meosed heavy financial burden on
uhe alien gmrer::me:‘ntc.8 Consequer tly, under the incgme-.‘bax act
incomes, includmg the agz_*icultural incomey were taxed at the |
‘rate of two percent, wﬁere”i;zcomespf‘elt within ﬁh'e 1imit of
"above fse 200 and below Te 500" peas ALL j,m'omeé of sy 500 or
moife per annum were 'téxable ¢ 4 percentes In 186_3,» by an anende
meat, the bax ra‘ce’lon higher slab wag reduced from 4 p_srfcent to -
3 per cent. The imposition of tax on commercial and industrial
sarnings first took place in 1864, Bat the nachinery of the
vGovernment, ﬁsea for 335955{3 ot work was so Weak fthat it provided

ample sc0pe. of marﬁ.pulatiom in swbmibting reburng by the asses!

e Iiiyog,:., Je Ps « '1he &roluuz.on of the. Ingiian Income - i‘ax,
King and Sons Ltde, Westminster, London, 1939, De 15¢

Be I8L, BeBs - 'Income - ax Iay and Practice, Vikas PLblisning
House Pvie L:td-, Hew Delm., 1981, PP 1=Ze .
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sseese  Uhe efficscy of bawing commercial and industrial incomes
: 9
Was under suspicion end wag *‘”nea auaogt 1nLo a,ﬁockery. Uloim

nately the tax was drop 1ed 1n 1865,

As the Tinancial noniﬁion of the uove-nmonu worsened,
the Bxc eqver had to think once again the imposition of tafes Withe
in a very shqét.periodp . Incoée tax was r01mposed‘w¢ h certain
_modificétions in the name of 'lic . enge tax' in 1857. Apart . .from
ClaSSlLlC4LlO” of asgesswees, ﬁaﬁ'was imposed on incomss exbeeding

4 .to. ?302000

ro

P‘b

Bze 200 per annum and the amoinit of tax varied

B

a separace

ja
»
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For the first tinme, Joinbastock compamvaas place
class of assessec and the maximum tax obligavion of & company was
fixed ﬁ TS S,OOO Deds . Tor providing higher exemption and shar
per progression this tax again was replaced dn the next year in

' e ' ancl 1886
1858 in thb name of ‘certificate btax.! Between 186(, a number

of experiments were made.

In 1869 the chome-ta" fet II was pagsede The Ac
' converted ‘certificabe tax into'géneral:*income tax'e This
nev Act did not actually affect bthe existing tax payers but it

ts coverage for‘cqllecting more revenuc. A number of

)
!
@
g. .
©
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ney assesgees were brought into its purvieve. Under the Aict, the

companies were chsrged at the rabe of one and a hall per cent,

 Government Securities ab two and a halfl per cent, while % halr ate
: / il
of tox on income from all ob bev sources was nevrly douﬁled, The

Qs Ambirajan, 8, _ 'The taxation of corporate income in Indial

Asife Publishing houﬂe, Bombay, 1964, pe 120

104 smbirajan, Se - 'The vaz at&on OL corpor%bm wncome in Tndi a'
PDe 121. ’ ' A : -
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bak ratos were further ralged in 1870s .The exemption.liﬁiﬁ'was
‘ . : o LN ; . .
&lsollibefaliséd and enhanced in the sane yeare - Due Lo waceor-

tainty of tasx ohligationg o

il

‘the tax payers end the amount oF

revenue to be collected by the GOVGrnment, the tax was withdaram

r.in_1873, it has been nted ot

-t

ey

o & by Hre ﬁmbiz*ajan that the

&

1°honeﬂ“v on the part of tax officialg, who Frenlj indulged on
* fvaua and nmaniptlation on computabion of taﬁ obligz ions and
submission of returns, was the main cause of wibi auul of such

taXe

\be cenurallscd ouStQP of aqmlamsuraslon for the

Dritish Indla insroduced by the Gov rernment of 1 nQ1 %CLS, was
reversed o a cero"in extent in 18Y1. The Covernmen of India
‘transferréd o the grov1ncea, with effect from the financial yeaxr

7'~7a, certﬁia dQD rhments Jlk " ucat¢o"9 polidé, mainberance
of I?&ng elce, uO be coptr oLLl ’d and manmgea by the Drovinﬁes.
Over and above annual gramt, the provincial 'rovewnme;rz s were given
' power uo imnoge Laxe.- if rozlizccs to make good thﬂ aef101eQCJ
in revenuey uQﬂS@quently,-uOTt’ tegbern Prov1nces Look a lead
to impose i'1 ﬁa taf' by enac ting snltuble act s to sult their
| local neads in 1@77, Othe provixces5 like Bengll, Madras

. , 11
followed a similar pattern in,tﬂe_same Feare

Ahis %“ama of ‘impogition ~ withdr Tal' cbntinue@ upto

"

1886 when income tax was resorted to as one of ﬁhe.basic elements

1le Ray, fe Ke = 'The Historical Lvolut sion of Corporation fax in
' Indiat, (Unpublished Thesis, submitted in CeUs in the year

lo OH OB EINy W



In Indlen £iscal sjstern. The Income - tax fct, 1836 setiled the

broad pattern of baxation in In diae

2e3¢ PERIOD OF IMNIHGRATION:

The Income-tax Act; 18386 wa s enlargement
and continuation of the exigting 'licenge tames's It remained
Without major alteration for a long period of 30 years. The fdet
maiﬁtained many deslrable featvures of 'licenge tax' and at the same
time it avoided the undesirable featuress Income wags categoriged
by four classes, vize, (1) income from salariés; (ii) income fron

' intercst on gecurities; (iii) income from profits of joint-stock '
companiegy and (iv) othe T Incomes including income from house Pro-

BETUY o

) '*ﬁe sharehblders of joint-gtock éompanies werevnot

required to pay further tax on their ghere of profits as the come
panies were required to pay. '
incomes, interest on. stock noterx vose'exempte from the tax bases
'Thé Act aljo exempted Dfofits,‘ib" taxation purposes, of foreign

income &nd the different rates

iy
&
t
Q
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shipping companiage i
of income tax on each head were incorporated in the

”omvunu lon oflﬁrofiﬁs and th@~fﬁle Tor allowable expenses for the
purpose of taxatidn wag the majOrifeatu_e of this income«tax act
of 188G No nrovision fof depreciatbtion and had debts was made.
0f course, in the 'licoufe tax'! of proanCLal vovoénments, ther&

was no scope of 56p¢CC¢utl0n,Oﬁ llh@d avhcus also, but var¢oug
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.brovin01a1 govnrnmepus us ed o provide such depreéiation allowvance
wn¢ou ‘h executive instructions at varying ratese That led to
¢ 1D : ) ‘
—old i . .
certain anomeliese Lne anomalies were ’Lct¢lled, gradudlly,

to some extent, sgpecizlly in the Act of 1916,

Al

Yhe fet was of a permanent nature and compubation of
tax was based on annual assessment of incomes relating to bhe
previous years Profitg of companies and the rateg of income tax

on the basls of such profits was given in Schedule II of the et -

The unbroken operation of the Indian Income -bax Zct,

1386 for a loqg period of 30 years led to the gredusl acceptance

£ the tax - system as an integral rart of Indian filscal system.
The 'Yperiod' halped the @overnment to unearth the defects of the

tax sjstém and showed the way how Go reform. Though theigmt'
Was am nded for a number of times but that did not effect, subs-
tantially, the tax patterLyof.joiﬁu - stock companies. ;s Tor
example, in the Income - tax (Azendmeht) fct, 1903, all incomes
b910w fte 100D pea. waos exempied Lrom taxabtion of all types of

assessees, other than corporat ¢ bodiesge Companies were\conbi-

nued to be tazxed on thair enbire incomee.

fTherefore, the poeriod from 1885 to ldlu may be’

termed as a period of integration, which led to a firm structure

'af Indian incone tax.

f“u\~_

. 12.‘38J, Ae Ee = Ylhe ulgoO?lCul Avo_ab¢on of Corooraulon
dn Ipdﬂa' , _
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244 PRE=INDEPENDENCE PEATOD:

The Plrst Horld ilar broke oub in‘191¢ feéulting hﬁge
budget defliclt in the next yeabs The Indian Incdméuta" ety 19158
was 0651gned to collect more wevenue by untroauclng graduated scale
of income tax iorAtne first time. The company tax rate wag raised’
from 5 pies in a rupee to 12 pies (617%) in a rupee.. Corporabte
bbdies'were.treatea as separate taxable entities and therefore the
. shareholders Wﬁre'ﬁllowed some refund in the'way bf:'grdssing up!t
of dividends for the tax al ready pald on such share of profits by
the companye %notheL nota ble zeatume of the fet of 1916 was the
exemption~limiu~ox Pe 1000 Deds in the income of colipaniess Thus,-
ﬁhe At indulged on SPliuting up of big companies in order to have
she tax‘advantgge by .enjoying the exemption limit in income. The,
waﬁ situation'warséneé and the Imperial Governient éanted to augment
its revenue position by impcsing?'suner~tax' in tne?year 1917 on the
undistributed profits of companies over and above bﬂu income tax
already paid by the companiess for the purpose of pompuu;gg the
amount of super 3aa, an exaﬁption ;imiﬁ of m.;so,ooofp-a. wag allowed

&

aad s bseduently lgo of ahe profits chargeable to income~tax was a2lso

alloved as deduction for conp ting the mrofits.charméable for the

purpose of guper taxe The rates of super tax varlcd Lrom 1 anna to
;?: ‘ . .

3 1 annag por rupee on graduabted slabs of 1ncome, compubed for the

purpose of super-taxe

*1 One anna was equlvalent to 12 piles. Deeimal coinage wag intro- .
duced in 1956-57 where 100 paise was b& en as equlva«ept to ?eol.
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for the year 1917.13 was based on profits for the aécoating yesr

191617 wider ﬁh@.Incomevﬁax Act, 1336 while under tbe Income - tax
Aet of 1918, the assessment for ﬁh@ yézr 1918-19 wag ultimately
baged on the profits Tor the accounting year 1918-19. &ﬂus,'the
p:ofits‘e arned 1n the accounz¢a;'year~1917«18‘mighﬁ eséape AS5CS Sm

ment altogebher.

Phis new fet was far from satisfac“ory in the matier of

its practical adninistration and called for 'mmediat@ rectification.

ﬂccard~n&lf, the ~il India Income Yax Omﬁ¢3uee, GOﬂSl“Clng of
official and;monmofficlulf emberg under the chalrmansllp Of Ga Ge

rt

umm was fa“wed o report on the workl “g pre ilﬁ g incowme tax

B

legislation; in 1921.

v

In the meantime, Super Tax fdet of 1817 was ameaded in

-

20 na

« ' Tb avoid the disincWi ation on the nart of companieg to

e
z

“bu 1& un ‘reserve fund from undis “rlbvted PQOLlL or fugure deven
Lopment of the companieg, this jet replaced the eréduateduéax by
éxargingrilat,rtte of one amna 1n ths 1u;ee in excess of income of -
mQ 50,000 Dele In the next ye&f the rate of super-ﬁgx-wasraﬁain
ralsed to 16’§ies’1n a rudee from'12 ples in a rupgé, Inter

corporate dividends were so long exempted from super tax but now

tnat made Liable Lo pay super-tax by the amending det, 1920.

On the basis of recommendationg of the Sim Committee,

mentioned earlier, submitted in 1921, the Income tax fet, 1918 and
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S@ﬁr«:—?a;‘: dety 1920 were merged into a single ﬁet, KRown &8s Ingeomns -
vax Moty 1922,  The prineipal recommendatioms of the commitiesy

z*alaﬁing to taxation of 'companiesy may be :smm'ised as followg:

1) income tax should be charged 'in ve wact of property

profits or galns of companles;

2) there should not be any exemption Limit beyand which
tax vas G0 be imposede Tax should be levied on the whole of the-

Ltazable daeome of the conpanys

3) 1053&3 under ong i_ead incame could be adsustad
;agaim G imma of encther heady but Ghe defic iency shmﬂ..d not be

allowed to be carried forvard for fubwre adjustments

on the basis of A1 Indla Tncome Tax Committeels (Sim
Comnities) recommendationg and in cazzsalb tion with the Law
Hinistry, a new bill was fromed and z:lacad in the Legislative
ﬁss&fah}_y on Sepbember, 1821, This bill wags after having been
x'gsfmfzred. to Select Commitiee Qagsed by ?ﬁa wf*ﬁ.alatwe in the

name of The Indian Tncome fax Aty 1022

The 1022 Zol introduced many chenges In the Iandian

Lameshructuras The prinelpal changes may be noted as under:

5

B

1) tax is ©0O be zgseszed on Lthe basgls c:f_ the J.mome

the L;revicua J&M and not on the :mrﬂent yca“

111- Gau- V.P. & mcwann, D b. Q- ‘,,ncc:ﬁza Tax Law and man«iae)‘
alyam Publishers, Hew Delhi ede =By 3;)8@, e M4e :
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2) the fet w'il:!. be eoncorned with basis, methods,
machinery and adoinistration of agsessment and the rates of tax to
be &aﬁw&.ﬁm&a by the JAmaual E?mmee ielae .leu ﬁ*i],l help the
amm&l budget requiréaents and the rate struc,twe '*‘56 Ahe framed in
sueh & Wwey as to mest the nesds of the Governmente In otherwards,
we can say vhat this ‘system' ig 1ik@ly to br:lngvilélastieity in the
fiscal systom -

3) in computing the amount of profils and gains of
buglness enterpriges certain exponditurss were gpseifically mens -

tioned, az allowables

4) adjustment of logses in one head of income agalnst

gain under another head of income Iin the same year.

Thusy we gee %haﬁ the Aot of 1822 hag really brought
m&a}“ importent angd far E’@aﬁhm&; changes. in the Q?Wailmg -
‘strucbures Uader ils deb, aduinistration of income e LAX was
 vegted in the 'Gaaﬁztal Government ang for éhe -Iiu‘s-‘fimw of », gmooth
pax ~ aduinigbtrationy the Central Doard of Revenue was esgb ablie
shed in 1024 , o |

The Tncome = tax Act, 1992 was moterially sitered in
1039. In the meantime, the Jovernment of India appointed a
Commitbee In tﬁe name of the Indimn Yaxation Enquiry Gﬁmzﬁ:fsea;
hgad@.& by Sir Charles Todhunter in 332’-’& to examing the burden of

- taxzabion, equity in economic distribtﬁsion and to show alterni
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%iv:z& Torm of haxation to callecﬁ nore revenues The Connlitee made
& number af‘ sugzegbions of zmicb the principal recommendations wers
to change the name of !super-tax' Lo ‘eorporation profit tax} as

a

the tax was imposed on profils earned by them as a result of cere
tain privileces attached with imcorporations the exemablon 1imlt

of fie 50,000 stowld be abolished for the coaleulation of super - baxm
ag smallness o bigness of companles dld nebt have w correlation
wibth the income of thelr shareholders; to treat a registered privabe |
companyy Lormed by an individual along or in cclmmmtﬂen with ngay
, relauwes, as a registered partoership for the purpose of baxations
;zs theore was enough scope of legal avoidance of tax 1iability by

not distributing profits ag dividends bub by giving loans at a

nominal interesty the above practiee would help in plugging the

geope of tax asvoldanoes

The gelect Comami "stee, to which the m:i.l wag referred Lo
incm*norauing the above **ac@wendatio 154 Pecommended thav ‘é"he Prow
vigloas of ime gmtlan should apdly to a com‘aan:; mxic‘z Wog m;g a
subgidiary company or in which the nublic wags not subatamially
intercstedy if the Income ua:a: Offiger was satlsfied that a coapany .
wag wder he eontz:'ol of not movre than five of i us members and that
its p‘f’m:a..ts and galng were n}.:!‘m:ea to apocumlate bheyond reasonabls
needs, eﬁstiag and eout._nvanu, of i%ts business wilhout being
distributed to its mombers, and that the accusulablon was made for
the purpose of preventing tﬁ@ imposition of btax upon any of the

members in regpect of their shares im the profits and galns 8o
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aocumulabode

~ Tha above szzg;g;esﬁio;gm baing of impm*tmée, vas fufthez:
z?:e:i'@r.::*e‘ai Lo a Second aalwy Ccm;ﬁtittee@ t Second Seleet
Comsiitites sagg%m@ o imlud& the ~ca§s&s where the conbomplatod
company capitaliszed a pwtiz}n or the whele anount of accummlated
prorizw and digtribubed them among tho sharsnold ers in the fomm
of boaug «mz:es with the aleaz: intention of avciflmg tax Liable
- 1itye Tids suggestion w&s ingorporated in the Indlan Incoms
%ax (Amendmeont) fet, 1930, where the Incomeabax Officer had been-
emnpoweredy with the previous gpproval of the ls%lstmt Comada.
sagioner, to charge a portien of prolibs, btaken as a loany as a

‘shave of income in the hands of tho reeipients.

The Select ‘Cs;mmiz’;“cée furbher :mcv;fimnded@- the basis
6?5 depreciation charge as i"wi‘aten dmm.v':aiu@f an bthe agsets
' '-ccmwma and not wh@ tarigingt ecm ‘i’t mggss‘aed that any
| shorkfall of ﬁmamemﬁim in a n-:amiam:}.az: yaa:f? ﬁua g1 mmiﬁy
of profit 3y h,“c»al.d be vll&’ix@u& Lo bo garried faﬁf’gfard for glx
.g@m*s;; to be adjusted against any. soureg of ﬂma;aa in fubiwee
“he egheept of :*I*c‘miml alloyaneet and *Aal.aming thargat was

also higi‘;l:z.mteé in the Select szzit%@e'f’ roconnendationgs

To give effect ‘-*c,ca- the re cwm{mﬁmm‘m of Incone tex

fin quiry Cosamld ue@Q ap;m..n ad in 'C-*«BE», wh:.cn mwam; ed the repoa.f“

15+ 'x?‘zq.f,, fe %o = 1The Hlgborieal ivelution af#"—‘"“"para‘aim Tax
in Indiade (z}npu‘blismd Thosis, ,;ubm.t;i,eﬁi ..:'n “Caly dn the
ya&e l«* éyaa‘ms-m) . ) ‘ .
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in 193 and to investigate the incidence of bax and effictoncy of
its aémﬁ.n.s@ amms & 13:3,3,1 315:13 mmrodmad in th@ L@gisl&ﬁive

| lAssembly in 1938y It vas passed by the Legi .,mwre, 43 Bodim

i’i@d by the Select Gmm%fss, in 353.;:9 as imeomenwx { dmendinent )

‘_mi:, 1959 The gvms::.,pal wauum g ﬁhﬁ% /3 may be swamarised

as fallowg: o

1} Lhe wmep* cﬁ.‘f ¥ ﬁeommi' @iv:ad»nd *&fa brought 'iﬁtﬁ |
: “mcsrc‘i. Whenaver the .,m.z:m@léws \r&eamwé any share of profiy
in any' Torimy izx »ﬁe form. af‘ Loan o otheririne, it that entitled
el eag@ »af w as: au, in case «:zf elasﬁlymﬂelé ep&mes; that nay
be ﬁ‘:z*m%:«ﬁ an *é;wdenc’i* in the ﬂmas of the reeiplents for the
zmrpes& af dno oma tsa:.i@ This p@m&. proviasion z»saé agpliaama if
at loast Sl;"‘:mf g@wm@ aﬁ‘ The asaeﬁsam@ incose of af the company
wag no‘b aigurihutwé ag dividend or wham a,?::@ aecmul&ueﬁ profits
hed excesded the aﬁ‘amt af gsaiﬁ - up aay;.t&l, i:ma whole of the

‘-amess vas nos cz..m*'zeibatmz as ¢ vid&nd,

ﬁ) the b&sﬁ. £ o aalmzlaﬁm of d@pﬂ%& auim BLL O
ance wag g*«f:.ézcm% over fmm sw;.igms ling mmw Lo Wmisa..i.n

'balmw amha@*
, d} mc,bsarwa d@m%mui&n and buginess Losses might
“be carried a.a:v?mrd far siz *z,su&»smm ysam :ﬁ’“w wa‘até:szg; uf..ﬁﬁ

, e&i‘: Ewm futupe incumg
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4:} ba..ammg aLarge and teraiaal alla anee in deprea

ei:z.nim wag allowed;

5) in.a cla.fs@ly-imz.d company” 2y a5 ab le&st sixky j_:xez'.
cent ot whe asseggable income wag not ﬂis»ri‘bunaa bus the ccﬁaﬁe_.ny
xi;i,gtz' buwé such amomb az gmeadeﬂ fifpy five per ce::zu, tho
¢ ompany would be siven an opportunity of revising ite digbribue
tlon, wlthin three months, to make good the deficiency In disbtrie

bubtian, in order to avold the penal measube of tdlvidendts

6) the rate of income-tax ar companigs was ralged

from 26 ples, already madey in a rupee to 30 pleg in a rupees
?) :Ln cage of SOpEr = tax, the eammmlan prw s;}.cm
of Dse 504000 petie WaS w:atlzﬁmumn |

8) the classitication of Ipegldentisl stetus’ asg

resident, nob-ordinarily resldent and nonwrepident, was inbtro-

duceds
Therafore, we can say that mueh of The present (5 A
glructure oves Lo oz*iyirx %o the .“é aome-uax (*menamnt} .‘sc"c, 1938

“3e A cammny in wk"»icn pu’b? ic wrsa subgtm@ially uxta:revtam.if
ah leagt twenbty-five per cent of itg voling power vere
beneficially held by the publis and the shaves wers onllsh
in a recogaiged Sbock Ewchange and freely transferabley ﬂ:m:a
termed as *zmel:%- ngkd conpany and the ¢companies which qid
nob fuifil sueh Cﬁ’léﬁﬁaﬁ.&’lﬁ, *v;wz:zad as elosely hold comphe
niess



48

1o the neag uizﬁe ”he & »oml lorld War broké out in 1939,
regulting huge vequirements -Qf: r@sdﬁ%&sﬁ, ~ mcardingly; e 2illL
‘weg prepared and placed 4in the Leglslative Assemhlﬁ?; to nop up
additional prolflts aceruing o the business houses, resulting
from war < envircaments In 1:;40, the P11l weg p;zss'&d and hecane
Aot in the name of The fmcess Profits Tax fct, 19&94 The Act,
came into operation from | Septe 195%e The fob immévea 5055 tax on
She emgess profits, nade by bhe L:;g_,.ness haw'cw m «‘:‘z.uJ &ecﬁun*'.n"
yeary over ohe 'shoundard profitte ) . The Goveronr »r ¢ also accapted
Yhe sugpestions of the JGJ.QCL Commititee and ‘all@eeu 0 carcy ‘Lol
ward! for Ybackyard' of é.a;‘-; aeflclency .’m Tgtundard prolist a. a
nade 1t deductable in ¢ompuiing agsesseble income i’m* the purposs
of income-toz and superetax of the assessea. Ovei; and abave the
(3““?42‘;'3.’::'5 profibs taz, the provisian .cm’;_‘ surwcharge @ 3./321,&1 on all

Lazes on eorporate profits (mcaae-.oax 30 pies + 1/12 Seley and

super-tax ¢ 12 ples + 1/12 5uCs) was inbroduced in the Finance fot,
1640.  fotually sirechorges hid been levied earli{m An 1938.37

5
M

bub vas digcontinued prowptly from the next yeare & The Finance Aot

1941 further increaged the rabte of omcesy profits bax t0 66 per
cent from 50 per cent and surcharge on ine omg tax m‘w& superehan

(popularly known as Corporation tex) to 1/3 rd from 1/12tha

*3 for an e.»ﬁ.st.zz{f b&sinass /

#Aaverage of a«xwal profits over the la. few yeers and for a
new buginesg 10Y aor 8% of caplial e.r:u.a:;ec. in' the buginess
on the basis of controlllog inte*’es‘ta the directorg or
noty subject to miniuum anount of e 36,(‘00 DB
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Apart from ingomestax, super=tax, excess<profit tax
excess dividend Lax 1946, buﬁinea.s gmi‘i’cs sax 1%'? and capitgl
gains cax 1947 were levied on eczmpzmi@s dn & sp:ate_ of amondments
to the Indian income-tax Act af ter 1940, Mnireduction of ’:L-‘be.'-.f
ral provisions eneouraging mv:.nrrb, investuent and werall =teloiste o
nie aﬂ?ﬁlap.s.cnu wag als0 obs “wed. ci:u“iaf; ohe sa,z:ze peEri od.m ".i.“he
ﬁcmme-:ﬂ* adv@.me D >mcn., of tax and gx’evms*a.lal aa.aesaa.ﬁent was

ram..aed :!.n .,.Qe% and 1848 respoctivelye

2.5‘ PG“’ T LEDEPEHLEHCE PEHEI0D:
In the year of i;fac%epem*éeaceé Hrg I :zm at ALL Khan,

Indlan y..mance Hember of bthe then Coalibion Ministry, introduced
a #ilL in she Legislaﬁive Assembly in l‘.:lfi?, giving a proposal fop
a special tax as ‘business profits taxly ou co:zg«nlesg; Aeer
belng congldered by the Seleect Commlitteay the Bi;!_-l was passed by

the Leglsiature and becane 4ot in the nome »a”‘ Puginess Profits

Taxm foty 1947, Tax @ ..?:’.. % Pefs <n income, cowputed ageording

te the Indian Income Tax ;-,x_et.,-,_ 1928, arising oub of business actie
vities and In oxcess of 67 6n the capital (computed 2ccording to

‘the methods mentiloned in the Sccond Zchodule) or M 1,00,000 which

ever would be groater, was taken as 'business prolits Tax's

Inother BILl wag introduzed for inelusion of caniﬁal gaing tax on
sgmeasegs in raspest of any yrofits- or .zeams arising out of )
*trmsi‘@?',- whieh included sale or e;::chan g0 of & caj:m.al agaet

emaading 8 certain ;l.:uaiu. It was fuptihep pro»ziu@d Lthat a ;Less

iGe fmb ,..;jaa, Se = Yihe aaxat.wn off corgwme iacone in .i'.n:i:z.a'
w-g'ia. Publishing iousc, :josaba,/ 1964y Dow 126wTe



on one head of capital a set could be adjusted a~ﬂ_ust gain in
another head of capital agseb and the deficiencyy if any, could

-

have been carried forward for gix years for adjustiment against

Tuture capital galnse “he Jlll was passed with cerualn nodifi-

catilong, suggested by the Select Commitiee, and hence 'Cap cal

galns tax' became a part ol totsl income-tax from the income yeor

“he rate of supér-tax on corporate profitg raised

from one anna in the rupce Lo the two annag per rupee, indicaving

& ==
income~tax and super-bax aggregating 7 annas in a rupee (incoue
tax rate was ralged to 5 annag in 1948). uxcegs dividend tax!

the Minance 4ct, 1947,

-

era was introduced Dy the first WYine 1ce M;nls or of independendt
India, lre Shanmulthan Chetity on February 1948, Baglc rabes o
- ’

income-tax and super-tax o omained the same &s;s.abnwu and 2 annas

in a rupec. But, in order to glve lmpeltug To Smaller companies,
the Finance Hinisber reduced tho dnccme tax rate to 2% ammag Tor
income of companies, wihicn did not exceed a certain-limit. ine

rate of super-tax Wwas raised To 3 annag in a rupe e Tor suchh QG

ividend within India.
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In connectlon with Business Profits Tax, rabte vag reduced fronm

9200 3 . . : o~ e : ERTIN -
16?? /4 to 105 on income, in cxcess of 6/ on the capital employed
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-

in the business or M. 2400, OOO, whichever would be greaters

Finance fet, 1948, presented by the then Finance
Minister, Dre John 'Mathéi, aboiished the provision of Caﬁiﬁal_
gains tax,rintioduced in‘léé?, and made 2 certaih nlnor changes
in corporate assessmente Companies were claQ51f4ed into four
categories for super-tax purposes ang the rates»varied from one
aﬁna in a rupee to four annas in a rupes.

-~ The main % heqe of the Minance Act 1345 was the provia
sion of additional depreciablon allowance, in respect of.buildings,
crected after 3lst March, 1948 and on new plant énd machinery -
installed after'Slst Harch 1948, Multiple shi ft allowances were
also allowed by the Fiﬁgnce Mbe 'Tax‘holiday'vconcepﬁ wag
'jigtroduced in a nevw section 15C to the Indianzlﬁgome rax AcT,
1948, where profits upuo a certain perce 1gé on,Capital euployed
in a new industrial undertaiing, be ginning DPQu&CulOQ after 3lgt

Harch 1948, were. exempted for three years

The first Bill in the Republic of India wag intro-
duced by the Finance Minlster, Dre Johm Mathai,ﬂin 1950-51
which wag much appreciated bJ the bus iness comﬂunity. The bhusl.
ness commanlzv was hailed becauze the 'Bus¢n o Profibs Tax,!
: 7 EVVZe el ‘els1va, Aacl been daéfa./rm 72 d&, ¢4an__

introduced in 1947,‘ﬁ§$5 asic ratns of income tax, which was

raised to Tive anAas ina rupee in 19d6, had aliso been_reduced

d-

o four annas in a rupee by the same Acte The rebabte in respect 3

“O'

£ profits retained in the business was continued. Though the




ﬁbi’fec Wﬁe rabc ai supelmbox was ‘mxs@u by m_s_ azz. ‘mma. nea m:sea,
-w;;:z.-z,mzm ek ei bumzze&s profits tax and reduction @ra: bagie rates of

incone tax r g:.ﬁ:i:&d 5018 marginal _;mliag O f:‘.im ﬁ@;?QOEaCﬁ agetore

N 42 S

The third E'imnk«a Mind sher alter inuazmndmce, Hre CaDs

De gn smulkiy (She o other belng ¥/ ! naﬁnuﬂmn Gize”’m‘;y and John -
Mothal) presented his “‘manea BILL in 1951 wh%{fh wasg nothing bub
Praditional and the only mhwz-*@ wag the raigir *w c:s:f’ nargingl rates

on incomewtax and guper-tox 0'1 Qorp r"v‘& profitsy |

The Finance loby 1962 did not reveal @;:Ezzf- noy fesbore
iﬁr the year 3.9"".-&3, which was ducldentally the g@cm of Zdes ?z.

_general elections The Finance iot, 1953 contempl e,aiaﬁd eemm

(54
fee

penelits to L inms*‘x*y and aid Bet eﬁ‘fezr '&&f cms.ag,e in the bamiﬁ

rabes Qf.‘ mcemaaﬁa}: and suneretars

| ' Pending the Pecelpt of the rec mman&%ima ox tm
Taxetion Enquiry Commission, seb up in 1953 under 'ﬁﬁ@ Chalraal
ship of s‘“‘}m Joha Evathﬁi--- the Finance Bill 1954 mmfeﬁ the %‘«‘.g"i—

r

tesalong to the induss ury %:c:: eﬁmwm wto 3‘1.3‘& Eé&? ;iz,v. 195584

The regmr"’ 0,, u},n Zaxation ;‘nrzuz Y {‘Q:m::, sien was

prineipal. r@ﬁ@ uaﬂnﬁmim“’m L
£13%F

relating to corporate af*s&as ceos may bhe rﬁ:mafz brie 3‘.,; as milma"ge.

pubmitted at the ond of Lx 4 and itz

Es

3.21. Li.lg BaBe = fIocome « Tax Law and Prectles’y ;i;a" Pu m.i i
House Ui }ﬁ:ﬁ&,‘ f‘?&‘«% Delhi, 1?181‘; ‘Psle R A _

18s Ray, de Ke = '7he Hstorical Bvolubion of Corpovation Yex in
mdmu (Unpublisned simui.,,,\ gubnitted m Pl m the ye far

3.@;@ ﬁb*&ﬁiﬂu*nﬂ)
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-‘lbva;&am@any_ta»bﬁ preaﬁaﬂ ag ezcnelJunwid.aampany *f
the controlling interests ﬁasﬁ on legs :Laﬁ six pebs ans. For
galemtation of tﬂz nurber of popgong for aah %urpaae; une tbﬁﬁm@i
shaveholderts attached uQ a person. sha@ld be .r@@tgﬁ as szﬁgﬁg pefe

00y

2) to be a widely-held compamy the percenbage of holde
ing must be ab least 5O on tobal pald up eapltaly regording vobing

povier by the memb@rs of the publicy
% ) 8 '}

3) unabsa'bgu.l@s»eg to be allowe to be carrisd fore

word omly AT the spme business continues aﬂ'whicﬁ»@ugn losg arose;

4) for the mu*ym E of veﬂa* provision off 'deemed
dividend’y capd alisﬁd,reUurva s&ﬁﬁlﬁ;ne; f@rm,augﬁrt of Tpaldeup

capitalts

) clos elyunglﬂ ~ﬂvag%aa@u eoﬁnanies sha;&a be required

to digbyibute lﬁéﬁ-ax their profits left afﬁaé.:nx imﬁa sdtiong

& *heJastaay ghould pay aﬁdﬁtiaﬂal income tax on the
ﬁneﬁﬂwf*ﬁated por ﬁiﬂﬁ of 1ty ’ﬁisuributam & yrafits’;

?3 ORI Q?u&&¢ty “@Oald be plven Lo the eimgeiywﬁe1ﬂ
| conpeny €mx fRlfilling it q%aiuuury e&?lzatisns rawarciab ALELF L
butlon of profits ase dividends within a certain perdod in %éer o
avold the @%ﬁgi‘grﬁviﬁiaﬁs'Qf-&d‘*ﬁiﬁﬁél,iﬁ&@m@éﬁ%ﬁjfiﬂ cerbain

a8}
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8) :l.n compusabion of 'é;f.awiwtable ;}?'D its',,' any
kind of tax levied ay cm*mral, stave and 3;0&&1 amﬁm;‘iw should
be ai.lmz»sd %0 hc dedue b@ﬂ, for the purpose of additional incomo

FR A

‘“O

9) excoss div‘*rs.bzwim of dividend over the STEEUm
tory obligaticn may be allowed to be earried fopvard or the |
three successive years, wideh asy be adjusted age ms“i:, shortinll

>

of distributlon in future lu the per ;geat Ive of })cm haxe

The Compdssion fuﬁti&é@ 'wecormzzde& the :‘.zztrcciéction‘
.Qf ' Developuent Rebate! on all. new nlem: and machinery in a
mmﬁi’-a@tm‘»i&g enterprise, over and above the .zmrz;izs& doprsciation
allovance allowed in such assebs, to 20k as Incentive for indus-
trial developsienty exbengion of the benefits of " éc%;ian _,,gc
pentioned earlier, 50 a more selected industrics and '&”'lﬂl’ti"‘an

tion of preliminary oxpenses for gequiring intongible as  50EH.

{n the basis of such recommendationsg, the Finance
Bi1l for 1955+56 zfms introdived and becans operative as a Lawe -

The main feabures of ‘Lh@. fi,*{,..ce iot, 1955 were:

1) ’:mi ial deprec iabion! gu plant suwd mac hinelyy

'mrok.@.acnd in .i‘%%b vas w hwln_,i

2) ‘Devclopnant Rebate' on new plant and machinery,
ingtalied after 3lst Harchy 10564 © &;,; on actuel eost, over and

above normsl depreciaticn allouancey was inﬁfcsg».zc@d;-
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- 3) ay gsum conbribubed for selentifie Mzwmﬁ was Lrese

ted &g allowable éexpendibure for the computetion of Business profitsy

4) *Carry farwerd? of business los sos for aa indefinite
Pordody provided the some hdaiﬁl@.’i&é c:z:*. whieh guch Los s 711&-3 Incurped

coubinued ab the time of et - *?’f«»

B) vhe geope of inuw«ca“:zzaazzy {Lviaands m%r ting mjgarq

tax, was enlargeds

&) the aeﬁ‘in_.tlm of clmalym?ml& and wi ue‘? rehald QoM

&

pany vag ,,pcm.z.fieally menticned with nodified rasmégtimsgg

n

7) the defipibion of 'dividend! ‘;\as'iu.ww ywidened Lo
the tax purposes in connectlon th pensl masums 013; elosely-held

companiess

, B) Lo avold penal addivl m&& sUper-Las % annag in @
Irupoe Lor %Q@QU&QE‘ ﬁiﬁfél‘ih;&'{ilm, the ¢l Qgﬁl}’uh&l& a@m@wy :msu'
digtribute ab lmaqﬁ 604 of Its distributable imma,, w be Qﬁ«ﬁ“
mined in g particuler manner, within u.fm.m mxz_yas w om the eﬁa of
tha’ zamvﬁ.aﬁg yeam' & Gomnpany w&asa reseive axcecds ft%za» value of _
paiéﬂuﬁ caplialy imlud:ing z.atm, ar ms:z Actual cost of fized 89580 5;
mugh distribute the wiole of the ddlstribuboble ine f:m (tazable income
togs szll tg;mg of Ea& 5} as divi *'n't in order Go aveld ponal supgr-

s
11/ &u.)

2) ex¢ess dividend aver Yahatubory 1imit? could be
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¢arzled forvard fﬁi‘.“ﬂ;@':f:i? thrce years ta azd;hlss% ag Y.mst —?a"fmmmy@;

A

B;zs:z.c r&tag QF *a“{ar r&mm szmi angaa, .m m'ﬁm* to
fing out how Lo minimige the ._mmveniamea to ths a.ssas‘,eeg, the
irect Taxes ‘;ﬂ%&ninistmﬁie? ﬂmuiw Comraltt ﬁ wag | zé up in 1958
under the Chairmenship of Hahebir Iyag gla “',".Zn 1a mﬁm‘tm&, Profs
'.’;‘E;Z:calag Ka}.c}nr an i*ztﬂ*na iw a1l bas c,:;w:'z"t, wae 'm tad in Tndia
_;’;;3.11.‘ 3.956, *&a‘racormgm& she wy gysten Lo enwich tﬁe gavcrmzﬁnt“

: ﬁfwezmé é@igme&mﬁgg mw@raj. chsnges ‘had been m&ﬂ@ on the bhasls
“»:z.:" ¢ ?dar"s reagma&d@i:mnw, Py 8.{? @fmeﬁ Lo in ﬁn:’v al ©nanes
;’i?aé‘cg Tron 1968 to “1%8*, ;m“ the antusl frame xmm,. m Indian Tax
- strueauzm i3 now 'tmsed o Divect faxes Admind r~*‘1~f,wian 2333;_:11-:;

mmx,i; aa's I‘o}g@f&, swmuwd in m&. ~

’f'im «:m; st ai‘ z'ef mma Lo 4

he dmp 1. m:ri.'x’cwn f::»'f’ ﬁz‘b Integrabed

advise Uovernment about the impl
sthehe of ::3,;?.“&(:‘6 taxablon and ’znaam:m_.gwmisa Mzm Py Logale

- @4 88 sUchs _ S ST

_ | , i’*h@ m«miﬂy Corml ""‘ae cybgs&:%@ﬁ ie ”* fﬁaﬁsue .&fﬂ‘«sh
-aﬁtzé@ﬁ {ad mr &uﬁﬁﬁt‘@f‘ was that ahanges wera vemg __eff;*m‘h& in
the taz J,m@v ratiwss oo frequentlye - In re scont *‘a@:‘ag there have
been umercus chm&;@s in the bax hasey tha m*tzag of tox ag "amll as
‘methods of assa@gmam. -m.nu ig auc:h ﬁrwuem changes were

not effect @d :Ln the tax Llewgy ib zmv}.d add to U e ez:uz.cia ey of
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19
Iniatration.

| The Commlttee advised %o aveld frequent changes and
suggested not Lo @&lﬂﬁﬁ cz&zmg;es in tax lawe tiarf:{ugfz fnnual Finence
_&nts, bt if reguired, whrough amuﬁﬁlng the ﬁa* itselds |

“he principal r@cc:;mem tloas concerning copporabe

U &@9:::&{:&%102 a asseisy used in mm ‘busii-,@sg% to
| be c&le* Labed on wi‘i@”x}&ﬂ uo?»:n m...m gs,.siv: ag s}.u presant but the
20 =g
awmount of dmmci tion shoul d vary on Umonths of user” besls 3
2} ﬁ@rm.na}. zﬁ.}.o ey et sima..,ra b gz:'& nted in regpect
of furniture a‘}_s&, over and above in plant and machinery which
Was 311{313@{' earlior; |
3) rebention gerl&; ol plent m@ m\,g *mr:s; in the
i buSMQNQ,; cfoncemed. for motm" th@ prix ilaf*e of ‘fi@w" apmm..
Crebhate' should he reduced to 3 yenrs Irom 1{} ,f TSy 28 gt ipte

he asset Yo the Goves *m%ep’f,, GOVELe

(Z'{”

leted earlicr. . Sale of !
ment eompanicsy ¥ mmww Gcrtsaz‘&tiang and pau:%.a nbiLity. ean»

perns or ca**mlw:ﬂ:‘_.l" :mr}misi*’ 1 made by Goy ermz@m or 1 »:‘::cal

18. Gover:s r:.e‘,h. ol I.lmi»» : ’{smor z;s. z;w:s I,:wac*- ’&’&&ea smmim.sww

. btion B qamg Cama.tu@o, RIS P = .

20s ii’“iﬁ* Do

#de drprec: atim at full pate for az seﬁs asec;[,fa at leags
moubihgy hall of the preseribed rabe 1 usged ab leoast on
month Pt }.@Os than six mﬂmn B n.o eiw‘f*ec,.amm far agsats
used Loss than a wzom;:; in the previous j aara

F

o
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authority, should not h@ﬁ%yeatéd as trangfer or sale for the pure

pose of getting the benefit of sueh sllowances’

4) benefit of charging bad debis e».lléﬁwame, A g
alloved earlicy asg of grex&:ure in nuture nay be gllowed in
ion

pubgsequent perlod ab Lbe discrets of the Incon eut&x fomﬁar,

o S ) S . . o nrm s A1 b fon W o e .
o) 4 numer of changeg régarding clossly-held Cors

panieg nad algo besgn recomuendods

The subsequent Pinance jebs and the Income~Tax iob
Enguiry Committee of 1959 and of Lagr Conmissionts Heport of
-1958 - |

Provision of ‘v%@sszﬁ upt of givzéamds by the
‘gharehelders, on which tax had alroady be@g§§&maéhy the Company
wes abolished in the Finance foty 1960s  The same Finance ity
also eh anged the provision of 1&9ﬁ suﬁtu&omy_éié@ribuuAeﬁ af

Tdigtribubable proflitsty by closaly helé_infasaméﬂﬁ'eamganies

i

o 9045 amount of axpaudiﬁﬁ”“ o ﬁé#en%ific %eghéraﬁ wag trogbed
s gllowable exponsesy rate of incéne th'w&ﬁ raanaaa,fram 305
%o 2048 and the efifective rate of sap&r*&az‘§a3~fi:aa ab 20 por
cent for widelyeheld Indl ian Companigsy having 1ac@ma 1ot LIRGO.-
;uln# P %5,0&0 §~mg and 28 ?&wﬂganﬁ for w ~ic@13sh@1m ompaa&es
having income aycaaﬂigv the Limit and for all bypes of elogelyw

held c@m§&ﬂi431' Ponusg iﬁ&ﬁ;s als 50 come into the purview Qf'(



bazations In cage of mr:eig;n ampmieg; which m&i not declare
dividend in Imm, ihe rabes of u.izcame“um and sm& «bax wers

raised to e.’.ﬁ/.? ang 436 ft”ﬁpfﬁa&.‘.\fﬁlyt

Frovigion £on ’ﬁevem:@m:xt Reb .,_tm ;m v*@spec%

offlce a,zix;:alimgas. and road ""ﬁmm‘mm vehiltles, Wwag vithdrmm

el

from the nssepsment year 106051

The Finance BiLL 'fér 195162, was iﬁgmm@ in the
Pa 3.:3.& 1enk b@ the then Finsnce Minlstery ;imxm*ezu}i Deaad on
E ce’;; v 126%s  The Bill cont alneci a fow nesmlﬁ enmge in
Cﬁlﬁlﬁﬁt@&ﬂ with t‘ﬁ)i’”)@. sk azﬁessm By ass:s.wn may b_ss g:baw&; ag :

follows:

1) grenting of in j:t Lal depr %cm“‘.:s.cn in pespect of
roglde zﬁ ial building of :s.cw-'phid Q«lﬁleGﬁag e:zg}lw@d in Ghe
pusiness, construcied by the emy lajemwmaug é‘hm’:},a, 2) enters
teinment allowable expenditure would be subjected to a celling,

calma,.*ium on the basis of profi%s carned; 3) tax holiday proe
vigion In re v'—f'@ci} off zmdu rial wadertalcings was oxtended to
the cage of %4137 congirueted ap; Wm?eci hotelss 4) where ab

least 785 of the invegiment, In share cagzﬁ;aﬁ, aﬁ‘ & ¢ompanyy wasg

*1
a

made by chariteble instl “f_*“?o\a, the company will not be &sm‘z‘aed

ag closely~ield company i“m" tax purposesy O) coriain mar ginal

Ll

tax cmrzo glong in favour . 0"‘" forwlgn ccmpmm«* mr@ nadee

A c-ammeémmwa 5311 vas introducsd in the Fariia.

ment in 1961 to enact & new Income.tex fet in the pergpective of



| 60 |

Law i}oz:’missim' 5 mﬁg@"i}, az_s.hmme:-& in 1955 é.ra’ h@ s:wmz Taxes
f*e.;zmm.awmﬁ,z.uﬁ i&muw&r Commitieets xieimxw, mnmi‘ﬁwd in 1& ‘.mz,a

} zgggar ted &mﬁnﬁm@mﬁs in gm:a ;,.“Ll moy ‘be ﬂws.mz* t.;aci as Iclltms‘}
1) Tterminal o r:;v a0 e i‘m"‘: fmﬁiliéz;wa" a:!,,sog

27 n,a-degﬁmcimim for on Ags @t zrci,,&,,iar}a and sotd in

3) egndition for r Lesﬂé..u()i“* of s.w'w 102 the muaess.,

of developuent rebabe, Lim ii. 2d Lo alght v'aas.sz

=y ?;s:a,si debba, diﬂmwm ewiifsr on zm vmma ef

prematur ch-cl.gzim, Bay be az.?.m ad in the sa.bsaq‘.,mt 303::5‘

o 5) any zmz liure, i.n c:o::mﬁ.,mm u*ﬁ;h :31133..1
'.a;me:za.f which wag ol ly, necessarily and ewel ulg‘ nay bhe

brented as quelified allovable sxpsnditures;

6) the definibion of elsasslyahei dy Lleoa eompgﬁy in
. wihieh the public were ;wr subsbantislly ime.?es%a&,:a further
“tignﬁeﬁ@-z“ig 7 o& ﬁi@s@&;ﬁ#m}.@ _cmmﬁaaﬁy ,weu.i& ’i::se 'rf;w@n an oppars
m:mw ?3‘.:3 malte pood the shortfall "03 'L‘i*;tri ub cm‘ i£ t*ﬂau el

. " y . B A . o . '4'1‘,.\‘ » g
“ghort of the 'ghatubory percentaget by 105 enlg»}g :

:3; 'cs’w fopward of business 3.05@* ~ms den m‘;- to

cilosely~he ed oot *f,zmnm amﬂug certain ooz ﬁﬁ.u..gi’lg

—('m SR
;’3’
ij
=t
o

C et
@
&
L)
ot
Lo

Tho 13;11.1 wag ane mea@ by the Selec



a certain ex*ent, and 1t was passed into law at uhe end of 1961

and came Into i force on ané f"om st upril 190u.

Whis Act was amended for a.number of times to keep

Lpace Uifh enan glng 5001o~economic eondlcians. _ he a1“°erence of
short-tern and 10n~~term capital assets, céﬁfyizorward of lossea
on, acccanu;o, LR Musfer' of such asset and uar‘trea%mept'cnerean,
lovering of 'oudtuuory percen tage! of Jlgurlbat_an of profits in

cage of closely-nald companies, revision of ﬁa& 1~at<z ware so

' of thé'prév sions effeeting corporaLe aSaCSQQGS, 1nbrouncea in
’the Finance fety 1962, In the Finance éct, 1963 the then
Blnance‘M¢nvsoe_ re uofafjl )esal, did not su ve%ﬁiany-ﬁross ]
_chanre in the effective rates of anome-tax and, suner~oay iﬁ‘rn“
lation ﬁo‘cofpgra%e'assessées‘ﬁﬁT he pronosea to intwodace 'suner
profit tax! as a means to ercate d7SLPc@Hu1V8 to eX¢QSSIVe~pro—
it lecordingly a Bill wag introduced in the Parliament in .
- 19636 The tax wag lmposed at graduated r_ tes onj'chargeable

. *5
tal base, - @ 59 and ‘exceeding 107

proiits’, exceedlnp‘eﬂ on,@a i

of the capital base, & Gire iﬁ was opined that such tax would be
aﬂtl-ln*lwtlonary cha*acter aluo.‘ “he Chlncoe ag sion of
India mi”hm lave lmdace& the “inancb nlnlsucr "to 1nLroduco une
Bill to cope Wluh the ~ncreaslng reaulrcmenus 01 revenae of the

Governnente ‘;’anill was cb.ly passed into .law and bec wn.e iwhe

Super Profits Tax fct, 1963+

%5 gum of paid up capitel and reservess
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| . In view of the uneven‘iocidence of‘the sdper profiés .
uax on the companles, and the apprehended psychologlcal res1s-. w
cance of lndustrles, resulting 1n retardatlon 1n 1ndusur1al
grouth, it was replaced by 'Suf-Lax' on proflt 1n 1964 21A1n the
name of The Compa.nles (Proflts) ‘Sur-tax ket 1964. The Act
provided for ube levy of tgurtax! o? 'chargeable Droxlué'$6.in
excess of the 'stauutory deauctlon’ 7' at a.partlcular rate, the

rate belng 40%.

Super-tax was merged with inoome—tax}in the Finance

, det, 1065,

In the Finance Aet, l;1964-. many tax 'I_'el:’i.-ef measures
were introduced, but 7.5%, extra levy Was>imposed{on dividends
- in exoess:of 10% of paid up equity capital, in order to allow
companles to build up larger base of self-flnan01pge "It was
subsequently withdrawn in 1968 follOW1ng reeommendatlons of ‘the
“Jhootballngam Commlttee (Ratlonallsaulon and Slmpllflcatlon of
| the Tax Structure, headed by S Bhoothalingam) in 196'7_68._ Mre
Bhoouhallngam observed thau "uhe rate off d1v1dend*1s no true R

1ndex eiuher of the capability 'or of the need of tne company

to retain profitse Lhe rate depends malnly on the ‘capital

] 21. Chakrabar Tyy Be = A: atudy of Corporate Income .Lgcxation in
" India, (Unpubllshed lhe31s, submlnted in the Viswa Bharati.
- University in 1980) . . ,
*6 broadly comprised the profits as computed for the purpose
- of income-tax, reduced by the tax payable Lhereon.

#7 It was Rse 2 lakhs or 10% of the capital bage, ‘whichevér was
higher and capital for that purpose was, taken as- paid-up .
share capital, reserves and long-term borrOW1ngs including
debentures.



63

Structurce esesse it i very doubbful whethér the dividend tax
does in fact contrlbute to greazer retention of profit for deve-

2‘)
1onmenu.

Tn 1966 Finance ict, the income tax rabe was incres
sed by 5 per cent with effact from'the asseﬂsmentJyear_1966-67.
In the case of w*dely-hélu domestic companies, . tae’bas*c'rw+
of 1ncoge~taX'was 45% for income not exceeding R 25,000 and
Ssﬂ.for others as againgt 42.54 dﬂd 507 in the pf@V‘Ous agsess-
—ment vear 1965466 In the case of Porelwn companlea also nae
general rate was increased from 653 60'70ﬂ. +he rabe of sure
tax was however reduced from 40ﬁ‘to 35/ on 'chérgeable'profitsj'
In case of close;y-hela companies, for the first ﬁime there was
difference ol rates of inbome-ﬁax~on the basis of 'industrial'
and 'non—lnjustﬁlal' c’asszllcatlon. The tax on bonﬁs shares
wasg aoollsaed with effect from the year 196 b-6?k' Regerding
deprecxaﬂlon allowance, dcprGCL tion upco 1ull value of plant
and nacalncry was alloweﬂ 1n a s¢gble jear, ¢f'unn cost did,not
exceod fse 750  The definition of 'lcu-u 1ah'emm1oyees for
the purpbse of"lni 1&1 derOC¢aulOQ' vas enlaéwed of hMVan
income Upto Te 7500 Deds. against R 2,400 peas earlicre A
néw éecﬁion‘BSA rég&rdiﬁn amortisation of ﬁatent~ and urade

marks was ineluded in this Finance Act,x19oc.f.

-

224 Government of ndia « ROQO”t on ?atlonaLlratian and simpli=
fication of the Tax<Struet urc,( inal) 1967, DDe 19~204
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/

| The Iinance fet 1967 brought a %ery‘mdnor change't6
| the definition of wideliéheld small companies as the companies
to be truated as ‘small' 1f" the 1ncome does not ezneed.m.SO 000
Pels in place of T 20,000 Dol ‘he Aet also introdnced certain
ebates and rellefs to the corporate sechor like 'rehabllluation-
allowahée' U/Q’ 33b and ext endea the ezlot_ng benefits to a
considerable extent, | It 1ntroduqed the expression ‘amalgama~‘
tion! underlsectioﬁ 2 for the purposé of getting,tai benefits By

the companiess

In the mcuntlme Hre Bhaothallnnhm, Lhc ;ormer

o

-uecw targ in the linistry of Finaice, wio was appouaugd ag an
one-men Committee [or recommeding measures on raulonalisatlon
»and’simplifioation of the tax structure, submiﬁ%éd hig Final 23
Report on 26th Decenmber, 1967, His important recommendations
'1) Unifornm rate for all domestic companies
2) 'Dividend Tax'. éh&uld be ‘abolished; |
3) tsur~tax! In itg pfeéenttform or iﬁ,any minor
. véfiant of it éhbuldibe,abolished"és‘it penalyses the more
effecéive use-of capitals | | ‘
: | 4) tax base should‘reméin stable for as 1ong;a'périod
as pé gelble the'rates may have to be varied invnésponée to the
vneeag of the sxtaation° ” - | |

g
5) certain expenditurev' 'uhicn.wcre An the gepera—

TS SRootnalingan Comittes’ 8 Rgporty 1967‘
%g Ib”‘dug DDe 23-24s
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_llty of cases necessaﬁy and legitimate sheu.d be allowed a8 .dCw

“;ductable expendibures in eomputlng profltgg

_ B8). adontlcn il few rates of dﬁpreeiatlo for all
‘ags aus and wLVlnm uhe dedacﬂion after incrnaein@ the original

cost
7). as a beneral meaourm of eﬁcourageman to 1ndastrg-
1t wcald oe deolrable to al1dw ~omewhau nore QevfecLaclan~mn

.earlie? years than’ the laqe is is inher ent 1n tne ueunods of

caleulabing deprec1auloa on writte dovn.vaLue bas1s,

o 8} the provision of 'Develqpmegﬁ Réﬁaﬁe! shoul,d be
abol:c.glwd,~ SRS T B
"9 expor‘r;....ncerﬂ“lv“ -gcheme shozﬁld also be abolisheds
10) m@Oolulon of 10w reoc of La"'ofiéne pev'cent on

all caaital mobil sed in tae huviaess, ouneq ana borroued, an d

sim taneous feauculon in rabe of tax on pv f s of dome tic.

. companles,,whlqh should never exceed 45 percent;

'11) ‘he quesgtioned the efficacy of additional income

N
4

ok
£
¥
e

n?) rema;dlaw 1nﬁv;_covn aié'*iv‘dm:d to av01d
‘do1mle taaa*voa, he sugge ted to e cTude ;fcm ﬁhe:uay ba
dxvidonds from subsidiari ies which are effeculvely controlled'by
he company recelving the q1v¢dends,
13)_nc_need_o;vclas .liGaLlon OL comganzes ag ‘1ndu
triali'éﬁdi'nén;induéﬁfiéif for;baxipurposese;;

\
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The Finénce Aot 1968 containéd'a sefiés'of measures
for corporate growth, preductlvity ana export promotlon. - Phe
fet of 1969 introduced certain changes in'depreciation allowancs,
sur~tax, emortisation of preliminary expenses, etce Régardiug
tamprtization!' the ceilinﬂ limit of 2% per cent. on tnroject cosu'-'
on the last déy of une prev1oxs year n&s iﬂurouuceg lrom The
assessment ycar 197172, Lhe nrovmsﬁon for alloainr derecLation
fqr extra~-shift working of plant and aachlnbry, Was introduced in
the Finance Aot 1970, eliec ive from uhe as sessment Jear 1970-71e

The‘ﬂﬁn%nce fet, 1971 contained a series of stvactural chenges

affecting © he'corporate asse sees.- The then Fin ance Minlgter,
Hre Yo B. Chavan, served a notice d alloszg 'aeveTopmenﬁ rebateh
‘after 3lst May, 1974. Tax relief nmeasires to the specified

Yo X

prlorlty industries were gubstantially curtdiled; The rate of
'sur_ua? on ch@frﬁable nrofl 8 was roduced and made it progressive’
'by lncroau01ng tWo rates, 25ﬁj upto 57 o? cepital base and 30
for the bqlunce. ur—charge h Q-SJ on computed &ncun~ tax on
comp«nies was introauced, pevhaps in the ldight of Bangla Desa

War, which came into operatxan from the assessment year 1972=73

In the meantine, the Government of Ihdia appointed
-8 Commltiee, vize, Direct Taxes Enquiry Commities, Under The
Chairmanghip of .LO'“ 187 Um.a_ Jugbice of "cbe uD*'eme cou'ﬂédo;

India, Mre Ke Ho Wanchoo, with the subject of Te-cfepce‘

24, CGovernment of India, - VReport of Direct Taxes Hnqulry
Committect, under the Chailrmanship of Keledanchoo, 1971, Dels




1
(a) to recommena concrete and effectiVQ measures:

(1) to unearth black money and prevent 1ts nrol
,rauiqn through Iurther evagil 0n*~ '
(i1} %o cnech avo¢qance of t&a Lﬁrougn various Legal
' devices, including the formation of trustsy and

(iil) to reduce Gax aﬁrears;_

() exaaine va;io&a gz emnﬁlons allawed by bthe Tax Lavs
with a view %o Ld&l? uoa11¢camlon, curta11ment
or Wit draw;ral s

(e) 1nd1caue the manner in whlsh %ax assessment and
admln stration may be 1m3woved xor giv.n@ c “eet

to all its recommenaauloQSq“

The Committee gubmitted its Report in December 1971
On the basls of recomwenQquo“a, the Taxation Laws fActe was

amended in 1975 1ncorgoratln& Gove rnment'ﬁ'adwerﬂta unearth

blach money, curb tax. ava°¢on, r@duce ta& arrears and sureamnlne

6

the g@xﬂnistrativa\set;up.é9V  rphe Commlttee recommenaea for

- inclusion of ﬁ'nﬁmbevl f addi ional Lteﬁ“, like lumn sun gajmanfs
foﬁ tecﬁnicél 'Eno@_no:'- expend¢ﬁure in coquCuxon ulth

=a”ﬂ ?aﬁation' br Imerge 1' “bC»s in Lﬂe 1ist of " amortis sation
The COmmltuc° obsgerved uhac most -of the incenti'e gchemes, such
as develonmeﬁt rebwte' unaer s»ciion 33 = c.nd f 1&-b0116 ay! bene-

fits underisection SQJ‘of‘I.E. ete, 1961, yuercapltalloriented; 

25, Lal, BaD. - 'Income - T Tax Law and Praculce* Vikas Publi-. - -
) ghing House Pvie Lide, Hew Delni, 1981, -
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It ecommenoed that "tax webate ranrlnﬂ from 5 per cen% to 10
\

PeL ‘cent of the ﬁax Qajable be allowed to an asseﬂsee 1nwr apect
; : \‘t '
of incaae derived from a. 1abour—orlenLed indusurial unlt 3

's»t up after @ gpecified Qaﬁbp : ﬂle rcb&ue snould be admi sxble

for a period of_sryears be&inniﬂﬁ from the year: in wr:ch tn&

28
ODG?&VLOQ“ conuche -f ”he Comdlnue flrtuerﬁrecomﬁenued"%‘
o b W\
reneze or increasing 'brodu ] »y’ of the comywn

ur%ed'unon 'lower levy' in Lhﬁ case of mull companlcs.
1‘rcgarao Adaltlonal *ncéée;uax, on. cloeelj-nelu comoanvcg, tﬁé \
Committee observed that7”€h? QPOVL ions of ‘section 104 oav the \
Income-tax et are inténded to plug avoidance of tax by share-
.'holders of closely-i ld conp“n*es. In p%actide:,however, the
provi ions do not seem.uo‘:“va acnleved thelr 1nxendeu Quroova.v
sese recoggenaed uhat SéCulOQ 1041 of the Incoge-b ax 4et pe
éﬁluteda" | The Commi Lee ecommendud oop unifora rate of
incoa@ltax for all domééﬁic companles, whether iaely-ael é or
closely=-held, ¢ngasur¢al o7 n0n~indﬁ ﬂ'al.- Lik@ thOulallngam
Commftuee, this G mmlbtee a1so did not see any raaﬂon to C Ol
tlnue foLr-ta?‘ any rurubeg.

his ﬁeportaiha, ed many, changes

of Farepeachning lmportance in the subgequent Finance febs

" The rlnance Aoty 1976 replnced uhe scheme of 1n1~
t;&l dea"ec1atlon allowmlce 1n regpect 0¢~plant or chhlnery,
rranted ea rller under HPCblOQ 32 (1) (vm) of the. anome-ﬁax

éﬁt, 1u61, by a scaeme of 'LnJegument Allowunco' unuer'sectloL

28e Ko HNe Wanehoo - Obecibe, - pe 122,
27e¢ Ibide  DPDe¢ 133-4- . o
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324, with the objeet of encouraoihg Investment iﬁ new piant and
machinery; accelerating production and extendinglthe seope of
employnents ‘The rabes of income tax on different sources-of
'foreign»cgmpanies had been reviseds The Tinance Aet 1977 had
inserted a new sectlon, 724 in the TeTe Aot for»amalgamation of

industrial sick units.

In June 1977, the Minister of Finance, Government of
India, Mre ie ide Patel, announced in the iok Sabha to éppoint a
Committee of experté ﬁo examine aﬁd»sdggest iegal and adninisbraw
tive measures for slmplification and rationalisation of the
direct Lax lawse ‘Accorciizi-gly, che Direct Tex Laws Committes was
. . v
formed on 25th June 1977 under the Chalrmanship of Shri Hei.
Palkhivalas. -The interinm report and the final ééport ﬁere S e
mitted in December 1977 and Ceptember 1978 respec%ively under the
Chairmanghip of Mre Ce Co Chokshi (in pursuant of ﬁhe'appointment

of Mr. Hehe Palkhivala as Indla's Ambassador in Washington DeCe)e
23
The report contained a number of valuable suggestions in the

v i i
\ perspective of corporate Gaxation, specially as regards *depra-
\ - cilation allovance'; !'Mmalgamation of Industrial Unitg! under

o e

Section 7243 'Additional Theome-tax' on undistribubed profits;
computation of 'tax on capital gaing'i provisiong regarding
tSet-off and carry-foruvard of losses' and the ubtility of chara

cing 'sur-tax! over and above the mabtlers connected with the

23e Government of India, ~ 'Aeport on Direct Lax Laws Commilttee}
1978 wnder the Chairmensghip of CeCeChoksile



as es,,ment pmcedurcs, anae&.s, refundg etes -

The Covernment has not yet iven. efi‘ecu o'F‘ it%; G-
co;amenuam ons and proposed to mux'oduce venara‘ce bill :f.‘oz' \I\“l-
corporating %he vculuable» SU e;tims in the airect tax. lawé\

: : , : . AR
In the neant ime, the Govef'nmem am}omﬁed a.mﬁhex\

‘Commi‘"“ee on Hay, 1979 wader bae uha*rmansalp 01; Hre Ve Mo
Dandekar, to staay the :uamct o du.;eront uw:, rebatesg and ‘ \\
relief meas ures on tme_tecmuques of proauc ‘len Vib-anvis \

ca oii:al intensive and laboar..,mmnc_t.vc. i“'he ‘Cdimittea “subiii- \
“tlted dts reuor"c, in the NaNe = ! tReport of the ..us:per* Committee

29
on Tax Measures to Prgmobe mm oymt,nu‘, in Jmmary 1980

AR The Finance BIll 198O was ola ced in du.m, and bee zne
‘1 aw in July 1980 and took f et from tsze assessmem year 1981~
82, m:. rel ev;ut c:mnr'u nado in the fct may. ?m ai.qtmd brim}_y

as unrler :

l) additional ae‘or*qi ation for nev pl'mu and machie
hcr‘y, @mwr secuan dd fl) (.3.8.), was cz..lowed 350;':13 of" normal
ue*n*ecuxwmz., insta lled after 31‘.,... - March 198 O but before st

April 1985, in the initial year

) a new’ vect‘? on 801 was inseried 'fbr allowin:-~

ta V-,.O.L.luaf Dnnof_g_us ;;" C,J/) of pI‘O.L"l uS and a" “lS Of a IlOTT induge

P -‘

29¢ Govemmenu of mu:_a ~ VReport of the J::r*:)ort Comnittee on
‘Tax HMeasurss o Promote .Jmploymenu‘ 5 mce° he Chairion=
- ship of V--;. .Janclelmr, .L980.
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trial undertﬁking or ship or hotel basiness with certain condl-

tﬁono atﬁachcd nhcreuo,

3) balancilng charge on assets acquired on scientifie
rescarch would be based on actual cost.increased by twentyfive
percente

The Finance ;ct 1931 introduced cer tain provisions
and toose pwlnc1dal provigions once:ming corporaté assessees

nay be enumerabed as follows:

1) surcharge had been reduced from 7«55 to 254 of
Jdncome-tax in the case of all classes of companies, Introduced

earlier

2) sur~tax might be paid in advances
3) fburteen groups of industries héve'been removed
from the ! leventh Schedule to ‘the . Tncome-tas Aot 1961.wh1ch
contained a list of disqualified industries for investment-
ed tax concessions like investment @.].lcm.%‘a;n.ce‘5 tax
holiday; which meant,-henceforth such industries ould becone -

eligible for the specified tax concessiors;

- : L) 001910 8 Lak holiday in rﬁspact.of units set
un in free trade zones for an initilal period of five yea:s;

.

) dividends derived from industriel companies

{82}

- having manufacturing electronic components would be couple-

¢

~ bely exempted from income~tax. _ S C
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6) Lor the purpose of getting tax benefitsg 's\all-
scale industrial compuny' nad been redefined as having th \gggre-
gate value of plant and machincwf installed Lhevein o the lavo

day of tiae previous year upbo Re 20 lakhs as ga~nst m. 10 la&hs«

The main provisions relati#g Lo corporate bugines ﬁ\

houses uvnder the Finance fet 1982 are given below:

\ \

i
1) tax deduction, rates to be notified by the Govorni\

.. . \
ment in respect of export turnover of businegs housges if the amovn%

exceeds at least 10% over the last year, under section 89A. \
. o !
2) in compuu~ag total 1Dcome Iron newly established \

L s |
small-scale industrial undertaulng in carualn spec1lled areas, ‘

deductlon will be made & 257 in place of 207y ‘under section 30 HHA,

introduced in the Pinance fct, 1977; .

. N e
3) invesbment allovance ab enhanced racve of 354 on

plant and machinery used for the manufacture'o? production of any

article or thing, using indegenous technolody, undﬂ“ seetion 324

(2B) has been extended.for another LI ve years (orig Anally should

have been expired be?owe first uaj OI April, 1982);

4) depreciation rate has‘been enhancedito'BOﬁ on

devices and systems for energy saving or fgr minimising environ-

mental pollution or for congervatiosn of natural regourcese.

The Finance % 1983 brought significant changes

relaulng to corpor te assesgees an 14 +he main DrOV1slona oh such
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chanpges given below:

fo
7
&)

1) Rate of denreclation on D1ants and machinery hasg

~

‘been raised from 10 to 15 ber cent.

2) Hundred por cent'denreéiation on systems énd
devices used Tor energy saving hag beer llowed.

3} Allowed to write off fully the sméii itens of
plants and ma.éhinefy_vaiuing e 5,000, raised £rom fe 750.

4) Suwcnmrve paid by ccdpanleq on. 1ncome-tay ha
been:faised_from 2e5 per cent to 5 per cenis o

5) Fiscal incéntives has been li@ite&‘tg 70 per cent
of profitg, Ghus ensuring at least 30 per cent.éf the profits as
taxables Provisions for unabsbrbeaAdep-eéiation and losses to
be continued and not to bhe considered-for The said 70 per cenv.

-6) Eﬁsineés houses. having ex poﬂu turnovar cxceealng

the previous year's figure, are entitled Lo dedacn 5 per cenv 01

ineremental turnover in computing taxable income. ‘This haa re-

etn

moved the relevént provisiong, introduced in 1982.' indian
exporters would he furthe r,e witled to a deduetion of 1 per cent
cf the export turnover of the relevént years "

'7) Indian company whose_bﬁsiness cbnsistS'mainly in
the congtruction of shins or the manufacture orfpfocessing of
goods'or in_mining or'in-ﬁﬁe genération or distfibution of
electricity or any other form of power‘ahd.wnOSe shares (not

being shares entitied to a‘fixedwrate of dividend whether with
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i
\

7 without a further »isght to participate in profits) carrving not

O

L) H al [ 2,0 Lo ol ‘
less than '50 per cent! of the voting power have been allotted

o)
o

uncondibionally to specified autncrities, have been substitub

Ly 140 per cent! voting power for the definition of 'industrial

8) Twenty per cent of expenditure by componies on
travel and advertisement, excluding a few items stated as trave%i

dar,

expenditure, to be disalloved while computing taxese



