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an amount of Rs. 7,000/-. In addition dividend on units ot 

Unit Trust ot India and interest on deposits under National 

Deposit Soheme is exempted upto a further amount of Rs.),OOO/-. 

Under the budget proposals ot 1986-87, a turther exemption 

is avsilsble tor interest on d.eposits under National Deposit 

Boheme ttpto Rs. 2, 000/-. 

�~�c�u�l�t�u�r�a�l� income is partially integrated with non­

agricultural income tor the purpose ot taxation. While 

agricultural income itself is not taxed, a person having 

non-agricultural as well as agricultural income has to pay 

more tax than a person having the same �n�o�n�-�a�g�r�i�c�u�l�~�u�r�a�l� 

income and no agricultural income, because agricultural 

income is taken into account to determine rates ot taxation 

on non-agrioultural portion ot income. 

Since 1939 the 'slab system' is being followed tor 

income taxat1 on in India. Betore this, 'step system' was 

being practised. The •·step system' involved sudden increases 

in the tax amount et particular points. The 'slab system' 

avoio s this detect. This system divides the whole income ot 

an individual into a number ot slabs and each slab is taxed 

at a different rate. The total tax liability is determined 

with reference to these slabs. The number ot slabs has been 

reduced. At present there are tour slabs. This reduction 

in number of slabs has reduced the progress! vity ot the tax. 

�T�l �~ �e� tax rate struo tu.re in India is progressive. 

Reoently the tax rates have been reduced and the rates 
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structure bas been simplified by reducing the number of 

slabs. According to the budget tor 19a5-86 the number of 

sl~bs has been reduced trom 8 to 4 and the range of tax rates 

on various slabs has been reduced trom a range ot 20% to 55~ 

tor 19a4-85 to a range ot 25% to 50% tor 19a5-86. In 

ad~ition removal ot surcharge on income tax, abolition ot 

Compulsory Deposit Scheme and raising the exemption limit 

from Rs. 15,000/- toRs. 1a,ooo/- are other ways in which 

relief has been granted to taxpayers. The percentage 

increase in disposable income aue to all these measures is 

more as the level of inoome increases. According to the 

Finance Bill 198,, taking the effect ot · reduoed rates and 

abolition of surcharge, the relief measured ns proportion 

ot tax peid before the change (made in 198;;.136 Budget) goes 

on decreasing as the loval of income rises. 

Due to inflation the effoot ot tax relief is eliminated. 

Th.e effect or intlatinn is greater for the lower income groups, 

perticularly 1f incomes rise less tor lower income groups 

than for upper income groupo. The effect oi' inflation on 

the lewer income groups cen be wiped out best by raising 

the exemption limit. 

Whether reduction in tax rates will result in better 

tax oomplieno e is subJect to controversey. The l"1nanoe 

Minister expeot~a better compliance es a result of reduction 

in tex rates. D.R. Pendse and Pranab Kumar Mukherj1 eoho 

this view-point. R. K. Hazer1. expects some ole sses of 
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taxpayers to show greeter compliance. 'l'he Direct Taxes 

Enquiry Coumdttee related tax evasion to high rates and 

supported the view mentioned. On the other bend, Mihir 

Rekshit believes that better implementation ot tax laws 

rather then reduction in tax rates is the remedy tor tax 

evasion. The Direct Taxes Adm1n1.stretion Enquiry Committee 

also does not th1.nk the.t tax evasion is due to high rates. 

Administrative Reforms Commission on Central Direct Taxes 

Administration aid not find detected concealed inoomes 

changing w1 th changes in tax retes. .Arun Ghosh also opposes 

the view that reduced tax rates will inoreese compliance. 

N.J. Jheveri believes that lower tax rates by themselves 

will not leed to better compliance. 

A surcharge on income tAx was intro~uce~ in 1951 end 

wes abolished by the budget tor 1985-86. This was done in 

order to simplify the tax system. 

Compulsory Depos1 t Scheme wes introduced in July 1974 

tar persons with 1noo'D19 above Rs. 15.,000/-. This soheme was 

abolished by the budget tt:>r 1985-86. 

E!:QH!ss ot Inclien Income Taxation 

Our study conc entre.tes on the toll owing t!ve problems 

ot the Indian Income-tax. 

( 1 ) The Unit ot Assessment, 

( 2) Treatment ot Hindu Uhdivided l'amtly, 

(3) Treatment of Income from ~oulture, 

(4.) Treatment of Oapital Ga,.ne and 
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(5) Problem of Evasion of Tex. 

There is controversy regarding 'family' or 

'individual' as the unit of assessment reveals the following 

position. Chitele end Rangneker support 'family' as a unit 

of assessment tor reducing tax avoidence with some safeguards 

to avoid hardship to lower inoome groups. The Comm1 ttee on 

Taxation ot Agricultural Wealth end Inoome suggests 'family' 

es a unit of ass·essment as decisions ere made with reference 

to the family rather then individual. As it is the total 

income which is taxed end as the family receives ell income, 

taxing family income is justified. Direct Texes Enquiry 

Commit tee believes that making 'family' the unit ot assessment 

in addition to HUF would lead to confusion. 

According to the Committee on Taxation ot Agricultural 

Wealth and Income •temily' as a unit is justified from the 

point of view ot equity. Ohitale end Rangnelalr also 

expressed a similar view. The Direct ·Taxes Inquiry 

CotmUittee thinks that taxing family income might a:t'tect 

adversely lower and middle income groups. Committee on 

Taxation ot Agricultural Wealth and Inoome proposed reliefs 

in order to avoid such hardships. 

Comm1ttee on Taxation ot Agricultural Wealth and 

Income suggests that family as a unit will reduoe 

inequalities of income by checking tax avoidance. Direct 

Taxes Enquiry Committee points out the practical di:rt1oult1es 

in taxing family income. 



Committee on Taxation ot Agricultural Wealth and 

Income considers the possibility of splitting up ot families 

due to taxation ot families. This possibility is regarded 

as insignificant by this Committee. 

The HUF is a special feature ot the Indian society. 

The Indian Income Tax Aot recognises the HtJF as a unit of 

assessment. The individual members ot the HUl!' can secure 

the advantage or separate assessment ot the income ot the 

BUr along with separate exemption limit and separate 

deductions in respect ot the lite insurance premiums paid 

out of the HUF income. Due to these advantages the HUF 

is used tor tax avoidance. Dividing the family into s 

number at HUF units, dividing the property ot the HUF and 

showing the ancestral property as the property ot the HUF 

are the ways in Yilioh tax can be avoided. 

The Direct 'l'axes :Bnqui'ry Committee suggested a 

separate rate schedule -for BUr with rates higher than those 

applicable to individuals. This can be effective only it 

there is no further possibility of dividing the HUF. Further, 

as per calculations by I.s. Gulati and K.s. Gulatl there is 

not much increase in tax revenue due to these rates. 

The Comm!ttee on Taxation of Agricultural Wealth and 

Income suggests withdrawal of recognition given to HUFs for 

tax purposes. 

The present Income-tax system of the union Government 

does not tax agricultural income directly. This leal'ls to 
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inequality regarding taxation ot agricultural and non­

agricultural incomes. Also income-tax can be evoi~et! by 

showing non-agricultural income as agricultural income. 

As a solution to this problem the Direct Taxes Inquiry 

Committee and Chokshi Committee suggest amendment to th• 

Constitution to bring taxation ot agricultural income under 

the· purview ot Central Goyernment. Such an amendment, 

hO'Never, is not likely to be accepte~ by the State Governments. 

The Committee on Taxation ot Agricultural Wealth and Income 

suggests an alternative in partial 1ntegrati on ot agricultural 

income wit-h non-agricultural· income. Due to this persons 

with non-agricultural end agricultural incomes will· have to 

pay tax on non-agricultural income et the rate applicable 

to the combined income. The portion ot agricultural income 

will be added in such a way that agricultural income a a such 

will nat be taxed. 

D.T. Lakdawala suggests a system ot taxation ot 

agricultural income accorcUng to potenttal ability principle. 

It is true that non-agricultural income-tax cannot be levied 

on the potential ability princi.ple. This tax has to be 

esoeseed on actual earnings. All the same it is worth 

adopting the 'potential ability' principle tn the case ot 

agricultural taxation. 

A partial integration ot agricultural income w1 th 

non-agricultural income is the only practicable solution 

today. At the same time the State Governments can be made 
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to le"fY taxation on agriculture in a reasonable manner. 

Capital gains form a part of the total income of the 

individual. Indian Income-Tax Act treats short-term and 

long-term capital gains differently. Some kinds of property 

ere excluded from the· definition of capital asset. For 

example, stocks•in-trade, stores of raw materials., personal 

effects of the assessee, goodwill etc. 

For computing the cost of acquisition of assets those 

acquired under a special .mode o:t' transfer are distinguished 

from those acquired in the normal course. In order to avoid 

the possibility ot understatement ot the value received while 

selling an asset· it is provided that the fair market value 

might be substituted tor the value declared. by ·i;he assessee. 

Concessions are given where capital gains are invested in a 

residential house or in specific financial assets. 

It is commonly agreed that the income tax is evaded 

on a large scale in India. Various authors and Committees 

appointed by the Government have given various estimates ot 

tax evasion, · P.K. Bangnekar gives the . estimate as 

Rs. 18,241 , orores tor 1980-81. A study by the IMF estimates 

income escaping tax at Rs. 72,000 crore!' tor 1982-8) as 

against en estimete by Adiseshieh tor the same year at 

Rs. 59,000 crores. National Institute ot Public Finance end 

Policy estimates unaccounted income at Rs. )6,786 crores tor 

1983-S4. From this it can be concluded that there is a 

significant amount of income escaping tax. 
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It 1s generally believed that evasion is due to high 

tex rates. The Direct Taxes Enquiry Committee showed how 

the benefit out ot evasion increases with high DJBrginal tax 

rates. However, this does not mean that lowering o:t tex 

rates will by itselt reduce evasion. The Finance Minister 

has justified the recent lowering o:t tax rates on the groun~ 

ot results .in the :torm ot increase in tax revE!Ilue. This 

claim is disputed by R.N. Honaver and D.T. Lakdawala. 

According to them strict enforcement and more stringent 

punishment are also the :taotors leading to increas~ in tax 

revenue. D.T. Lakdawala also points out that tncpme tax 

revElO ue has not rno rea sed more than revenue :trom other 

taxes. Dr. Viney Kumar. points out that the number o:t 

assessees .with income exceeding Ro. 1 lakh did not increase 

much in spite ot substantial lowering o:t tax rates. In 

short, it seems ~ore possible _ that low~ring o:t tax rates 

does not reduo e tendency to eva~e taxes. 

It was :round by A.K. Jain _that prosecutions against 

persons evading taxe.s do not give satisfactory results. 

Penalties :tor tax evasion are re:J.ated to incane concealed 

rather than to the tax evaded. The Direct Taxes Enquiry 

Committee has suggested relating penalt~ to the tax evaded 

on graded scale. External surveys can bring more persons 

within the tax net. Co-ordinated campaign by d.i:t:terent 

Government departments can also help reducing tax evasion. 

A comprehensive return :tor all direct taxes was suggested 
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by KelC!or. This would 1111ke tax evasion di:f':f'1cult. No such 

return is used in India. 

Making the conoept o:f' income comprehensive so es to 

inolude ell incomings end changing the unit o:f' assessment 

:from individual to :family are solll8 measures which can reduce 

tax evasion. 

To the extent that tax is evaded in order to seve 

money 'for the :future, an expend! ture tax replacing income­

tax may help in reducing tax evasion. The expend.1ture tax 

also does not discourage work, saving and investment. As 

an alternetive measure, income tax may be retained but income 

computed by exoluding net accretion to all :financial assets 

except currency and gold. 

Demonetisation o:f' currency notes o:f' denomination o:f' 

Rs. 1,000/- and above was tried as a measure to reduce the 

volume o:f' black money. This, however, did not haTe 

signi:f'ic ant e:f':f'ect. 

Two more measures, namely, vOLuntary disclosure scheme 

end special bearer bonds have been tried in IntUa to reduce 

the volume o:f' black money. While these · schemes have brought 

into the open a pert o:f' black money, they have not e'f:f'ected 

the tendency to evade taxes. 
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