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structure has been simplified by reducing the number of
slabs, According to the budget for 1985-86 the number of
glabs has been reduced from 8 to 4 and the range of tax rates
on various slebs has been reduced from a range of 20% to 55%
for 1984-85 to a range of 25% to 50% for 1985-86., 1In
addition removal of surcharge on income tax, sbolition of
Compulsory Deposit Scheme and raising the exemption limit
from Rs, 15,000/- to Rs, 18,000/- are other ways in which
relief has been granted to taxpayers. The percentage
inoreasse in d4isposable income due to all these measures is
more as the level of income increasses, According to the
Financ‘e Bill 1985, taking the effect of reduced rates amd
ebolition of surcharge, the relief measured as proportion
of tex paid before the change (made in 1985-36 Budget) goes
on deoreasing as the leval of inocome rises,

Due to inflation the effect of tax relief is eliminated.
The effect of inflation i3 greater for the lower income groups,
perticularly if incomes rise less for lower inocome groups
then for upper income groups. The effect oi' inflation on
the lower income groups cen be wiped out best by reising
the exemption limit,

Whether reduction in tax rates will result in better
tex complience is subject to controversey. The Finance
Minister expected better compliance ss a result of reduction
in tex rates. D.E., Pendse and Pranab Kumer Makherji echo

this view-point, R.K, Hazeri expects some olessses of
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taxpayers to show greater compliance. The Direct Taxes
Enquiry Committee related tax evasion to high rates and
supported the view mentioned. On the other hand, Mihir
Rakshit believes that better implementation of tax laws
rather than reduction in tex rates is the remedy for tex
evasion, The Direct Texes Administration Enquiry Committee
also does not think thet tax evasinn is due to high rates.
Administrati ve Reforms Commission on Central Direct Taxes
Administration 414 not find detected concealed incomes
changing with changes in tax retes. Arun Ghosh slso opposes
the view thet reduced tax rates will increase compliance.
N.J. Jheveri believes that lower tax rates by themselves
will not leed to better compliance,

A surcharge on income tax was introduced in 1951 and
wes abolished by the budget for 1985-86. This was done in
order to simplify the tax system,

Compulsory Deposit Scheme wes introduced in July 1974
for persons with income ebove Rs, 15,000/-. This scheme was
abolished by the budget for 1985-86,

Problems of Indisn Inoome Taxation

Our study concentrates on the following five problems

of the Indian Income-tax,

(1) The Unit of Assessment,

(2) Treatment of Hindu Undividea Family,
(3) Treatment of Income from Agrioculture,
(4) Treatment of Capital Geins and
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(5) Problem of Evasion of Tex. y

There is controversy regarding 'familyf or
1individual' as the unit of assessment reveels the following
position. Chitale and Rangnekar support 'family' as e unit
of assessment for reducing tax avoidence with some safeguards
to avoid hardship to lower income groups. The Committee on
Taxation of Agricultural Wealth end Income suggests !family!
es 2 unit of assessment as decisions are made with reference
to the family rather than individual, A4s it is the total
income which 1s taxed and as the femily receives all income,
taxing femily income is justified. Direct Taxes Enquiry
Commit tee believes that meking 'family' the unit of assessment
in addition to HUF would leaé to confusion.

According to the Committee on Taxation of Agricultural
Wealth and Income 'femily' as a unit 1s justified from the
point of view of equity. Chitale and Rangnekar also
expressed a similar view, The Direct Taxes Enquiry
Committee thinks that taxing family income might affect
adversely lower and middle income groups. Committee on
Taxation of Agriculturel Wealth and Inoome proposed reliefs
in order to evold such hardships.

Committee on Taxation of Agricultural Wealth and
Income suggests that famlly as a unit will reduse
inequalities of income by checking tax avoidance, Direct
Taxes Enquiry Committee points out the practicel dirficulties
in taxing femily income,
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Committee on Taxation of Agricultural Weelth and
Income considers the poﬁsibility of splitting up of families
due to taxation of femilies. This possibility is regarded
as insignificant by this Committee,

The HUF is a special feature of the Indian sooclety.
The Indien Income Tax Act recognises the HUF as a unit of
assessment, The individual members of the HUF cen secure
the advantage of separate assessment of the ingcome of the
HUF along with separate exemption limit and separate
deductions in respect of the life insurance premiums paid
out of the HUF income, Due to these advantages the HUF
s used for tax avoidance, Dividing the family into &
number of HUF units, dividing the property of the HUF and
showing the sncestral property as the property of the HUF
are the ways in wvhich tax can be avoided.

The Direct Tsxes Enquiry Committee suggested a
separate rate schedule -for HUF with rates higher than those
applicable to individuals, This can be effective only if
there 1s no further possibility of dividing the HUF, Further,
as per calculations by I.S., Gulati and K.S. Gulatl there is
not muoch incresse in tax revenue due to these rates,

The Committee on Taxation of Agriocultural Wealth and
Income suggests withdrawal of recognition given to HUFs for
tex purposes,

The present Income-tax system of the Union Government

does not tax agriocultural income directly. This leads to



147

inequality regarding taxation of agricultural and non-
agrioultural incomes, Also income-tex can be avoided by
showing non-agriocultural income as agricultural income,

As a solution to this problem the Direct Tsxes Enquiry
Committee and Chokshi cqmmittee suggest amendment to the
Constitution to bring taxation of agricultural income under
the purview of Centresl Government, Such an amendment,
however, i1s not likely to be asccepted by the State Governments,
The Committee on Taxation of Agricultural Wealth and Income
suggests an alternative in partisl integretion of agricultural
income with non-agricultural income. Due to this persons
with non-agricultursl and sgriocultural incomes will have to
pay tax on non-sgricultural income et the rate applicable
to the combined income., The portion of agricultursl income
will be added in such a wsy that egricultural income as such
will not be taxed.

D.T. Lakdawasla suggests a system of taxation of
agricultural income according to potential sbility principle.
It 18 true that non-agricultural income-tex cannot be levied
on the potential ability principle. This tax has to be
assessed on actual earnings. All the same it is worth
adopting the *potential ability{ principle in the case of
agriculturel taxation.

A partial integration of agriculturel income with
non-agricultural income is the only practicable solution

today, At the same time the State Governments ean be made
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to levy texation on agriculture in a reasonable manner.

Capital gains form a part of the total income of the
individual, Indian Inocome-Tax Act treats short-term and
long-term capital gains 4ifferently. Some kinds of property
are excluded from the definition of capital asset, TFor
example, stocks-in-trade, stores of raw materials, personal
effects of the assessee, goodwill eto.

For computing the cost of acquisition of assets those
acquired under a specisl mode of transfer are distinguished
from those acquired in the normal course, In order to avoid
the possibility of understatement of the value received while
selling an asset it is provided that the fair market value
might be substituted for the value declared by the assessee.
Concessions are given where capital gains are invested in a
residential house or in specific financial assets.

It 1s commonly agreed that the income tax is evaded
on a large scale in India. Various suthors and Committees
appointed by the Government have given various estimates of
tex evasion, 0N,K, Rangnekar gives the estimate as
Rs. 18,241 orores for 1980-81, A study by the IMF estimates
incoms escaping tex at Bs. 72,000 erores for 1982-83 as
against an estimate by Adiseshiah for the ssme year at
Rs. 59,000 orores., National Institute of Publio Finance and
Policy estimates unacocounted income at Rs. 36,786 orores for
1983-84., From this it cen be concluded that there is a

significant amount of income escaping tax,
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It is generslly believed that evasion is due to high
tex rates, The Direct Taxes Enquiry Committee showed how
the benefit out of evesion increases with high marginal tax
rates, However, this does not mean that lowering of tax
retes will by itself reduce evasion, The Finance Minister
has justified the recent lowering of tax rates on the ground
of results in the form of increase in tax revenue. This
claim is disputed by R,N. Honaver and D.T. Lakdawala.
According to them strict enforcement and more stringent
punishment are also the factors leading to increase in tax
revenue. D.T. Lakdawals also points out that income tax
revenue has not Increased more than revenue from other
taxes, Dr. Vinay Kumar points out that the number of
asgsessees with income exceeding Rs, 1 lakh 4id not increase
much in spite of substantiel lowering of tax rates. In
short, it seems more possible that lowering of tax rates
does not reduce tendenoy to evade taxes. ‘

It was found by A.K. Jain that prosecutions against
persons evading taxes do not give satisfactory results.
Penalties for tax evasion are related to income concealed
rather than to the tax evaded., The Direct Taxes Enquiry
Commit tee has suggested relating penalty to the tax evadead
on graded scale. External surveys can bring more persons
within the tax net. Co-ordinated cempaign by different
Government departments can also help reducing tex evasion,

A comprehensive return for all direct texes was suggested
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by Kaldor, This would meke tax evasion d4ifficult. No such
return is used in India.

Making the concept of income comprehensive so as to
include all incomings and ohangiﬁg the unit of asseésment
from individual to femily are some measures which can reduce
tex evasion.

To the extent that tax is eveded in order to save
money for the future, an expenditure tax replecing income-
tax may help in reducing taex evasion. The expenditure tax
elso does not discourage work, saving and investment. As
an alternative measure, income tax may be retained but income
computed by excluding net sccretion to all financial assets
except currency and gold.

Demonetisation of currency notes of denomination of
Rs. 1,000/- and ebove was tried as a measure to reduce the
volume of black money. This, however, 4id not have
significant effect.

Two more meesures, namely, voluntary disclosure scheme
and special bearer bonds have been tried in India to reduce
the volume of black money. While these schemes have brought
into the open a part of black money, they have not effected

the tendency to evade taxes.
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