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ABSTRACT

India offers a well-structured tax system for its population. Taxes are the largest source of
income for the government. This money is deployed for various purposes and projects for the
developmentofthe nation.

Taxes are determined by the Central and 5State Governments along with local authorities like
municipal corporations. The governmentcannot impose any tax unless itis passed asalaw.

The entire system is clearly demarcated with specific roles for the central and state government.
The Central Government of India levies taxes such as customs duty, income tax, service tax, and
central excise duty.

The tax structure in India empowers the state governments to levy income tax on agricultural
income, professional tax, value added tax (VAT), state excise duty, land revenue and stamp duty,
The local bodies are allowed to collect octroi, property tax, and other taxes on various services
like drainage and water supply.

INTRODUCTION

Direct taxes are levied on individuals and corporate entities and cannot be transferred to others.
These include income tax, wealth tax, and gift tax.

As per the Income Tax (IT) Act, 1961 every assessee whose total income exceeds the maximum
exempt limit is liable to pay this tax. The tax structure and rates are annually prescribed by the
Union Budget. This tax is imposed during each assessment year, which commences on 1st April
and ends on 31st March. The total income is calculated from various heads such as business and
profession, house property, salaries, capital gains, and other sources. The assesses are classified
as individuals, Hindu Undivided Family (HUF), association of persons (AOP), body of individuals
(BO1), company, firm, local authority, and artificial judiciary not falling in any other category.

it is a matter of general belief that taxes on income and wealth are of recent origin but there is
enough evidence to show that taxes on income in some form or the other were levied even in
primitive and ancient communities. The origin of the word "Tax" is from "Taxation" which means
an estimate, These were levied either on the sale and purchase of merchandise or livestock and
were collected in a haphazard manner from time to time. Nearly 2000 years ago, there wentouta
decree from Ceaser Augustus that all the world should be taxed. In Greece, Germany and Roman
Empires, taxes were also levied sometime on the basis of turnover and sometimes on
occupations. For many centuries, revenue from taxes went to the Monarch. In Northern England,
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taxes were levied on land and on moveable property such as the Saladin title in 1188. Later on,
these were supplemented by introduction of poll taxes, and indirect taxes known as "Ancient
Customs” which were duties on wool, leather and hides, These levies and taxes in various forms
and on various commodities and professions were imposed to meet the needs of the
Governments to meet their military and civil expenditure and not only to ensure safety to the
subjects but also to meet the common needs of the citizens like maintenance of roads,
administration of justice and such other functions of the State.

In India, the system of direct taxation as it is known today, has been in force in one form or
another even from ancient times. There are references both in Manu Smriti and Arthasastratoa
variety of tax measures. Manu, the ancient sage and law-giver stated that the king could levy
taxes, according to Sastras. The wise sage advised thattaxes should be related to the income and
expenditure of the subject. He, however, cautioned the king against excessive taxation and stated
that both extremes should be avoided namely either complete absence of taxes or exorbitant
taxation. According to him, the king should arrange the collection of taxes in such a manner that
the subjects did not feel the pinch of paying taxes. He laid down that traders and artisans should
pay 1/5th of their profits in silver and gold, while the agriculturists were to pay 1/6th, 1/8th and
1/10th of their produce depending upon their circumstances. The detailed analysis given by
Manu on the subject clearly shows the existence of a well-planned taxation system, even in
ancient times. Not only this, taxes were also levied on various classes of people like actors,
dancers, singers and even dancing girls. Taxes were paid in the shape of gold-coins, cattle, grains,
raw-materials and also by rendering personal service.

DISCUSSION

The learned author K.B.Sarkar commends the system of taxation in ancient India in his book
"Public Finance in AncientIndia”, (1978 Edition) as follows:-

"Most of the taxes of Ancient India were highly productive. The admixture of direct taxes with
indirect Taxes secured elasticity in the tax system, although more emphasis was laid on direct
tax. The tax-structure was a broad based one and covered most people within its fold. The taxes
were varied and the large variety of taxes reflected the life of alarge and composit population”.

However, it is Kautilya's Arthasastra, which deals with the system of taxation in a real elaborate
and planned manner. This well known treatise on state crafts written sometime in 300 B.C,,
when the Mauryan Empire was as its glorious upwards move, is truly amazing, for its deep study
ofthe civilisation of that time and the suggestions given which should guide a king in running the
State in a most efficient and fruitful manner. A major portion of Arthasastra is devoted by
Kautilya to financial matters including financial administration. According to famous statesman,
the Mauryan system, so far as it applied to agriculture, was a sort of state landlordism and the
collection of land revenue formed an important source of revenue to the State. The State notonly
collected a part of the agricultural produce which was normally one sixth but also levied water
rates, octroi duties, tolls and customs duties. Taxes were also collected on forest produce as well
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as from mining of metals etc. Salt tax was an important source of revenue and it was collected at
the place of its extraction.

Kautilya described in detail, the trade and commerce carried on with foreign countries and the
active interest of the Mauryan Empire to promote such trade. Goods were imported from China,
Ceylon and other countries and levy known as a vartanam was collected on all foreign
commeodities imported in the country. There was another levy called Dvarodaya which was paid
by the concerned businessman for the import of foreign goods. In addition, ferry fees ofall kinds
were levied to augment the tax collection.

Collection of Income-tax was well organised and it constituted a major part of the revenue ofthe
State. A big portion was collected in the form of income-tax from dancers, musicians, actors and
dancing girls, etc. This taxation was not progressive but proportional to the fluctuating income.
An excess Profits Tax was also collected. General Sales-tax was also levied on sales and the sale
and the purchase of buildings was also subject to tax. Even gambling operations were centralised
and tax was collected on these operations. A tax called yatravetana was levied on pilgrims.
Though revenues were collected from all possible sources, the underlying philosophy was not to
exploitor over-tax people butto provide them as well as to the State and the King, immunity from
external and internal danger. The revenues collected in this manner were spent on social
services such as laying of roads, setting up of educational institutions, setting up of new villages
and such other activities beneficial to the community.

The reason why Kautilya gave so much importance to public finance and the taxation system in
the Arthasastra is not far to seek. According to him, the power of the government depended upon
the strength of its treasury. He states - "From the treasury, comes the power of the government,
and the Earth whose ornament is the treasury, isacquired by means of the Treasury and Army".
However, he regarded revenue and taxes as the earning of the sovereign for the services which
were to be rendered by him to the people and to afford them protection and to maintain law and
order. Kautilya emphasised that the King was only a trustee of the land and his duty was to
protect it and to make it more and more productive so that land revenue could be collected as a
principal source of income for the State. According to him, tax was not a compulsory
contribution to be made by the subject to the State but the relationship was based on Dharma
and it was the King's sacred duty to protect its citizens in view of the tax collected and ifthe King
failed in his duty, the subject had a right to stop paying taxes, and even to demand refund of the
taxes paid.

Kautilya has also described in great detail the system of tax administration in the Mauryan
Empire. It is remarkable that the present day tax system is in many ways similar to the system of
taxation in vogue about 2300 years ago. According to the Arthasastra, each tax was specific and
there was no scope for arbitratiness. Precision determined the schedule of each payment, and its
time, manner and quantity being all pre-determined. The land revenue was fixed at 1,/6 share of
the produce and import and export duties were determined on advalorem basis. The import
duties on foreign goods were roughly 20 per cent of their value, Similarly, tolls, road cess, ferry
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charges and other levies were all fixed. Kautilya's concept of taxation is more or less akin to the
modern system of taxation. His over all emphasis was on equity and justice in taxation. The
affluent had to pay higher taxes as compared to the not so fortunate. People who were suffering
from diseases or were minor and students were exempted from tax or given suitable remissions.
The revenue collectors maintained up-to-date records of collection and exemptions. The total
revenue of the State was collected from a large number of sources as enumerated above. There
were also other sources like profits from Stand land (Sita) religious taxes (Bali) and taxes paid in
cash (Kara). Vanikpath was the income from roads and traffic paid as tolls.

He placed land revenues and taxes on commerce under the head of tax revenues. These were
fixed taxes and included half yearly taxes like Bhadra, Padika, and Vasantika. Custom duties and
duties on sales, taxes on trade and professions and direct taxes comprised the taxes on
commerce. The non-tax revenues consisted of produce of sown lands, profits accuring from the
manufacture of oil, sugarcane and beverage by the State, and other transactions carried on by the
State. Commodities utilised on marriage occasions, the articles needed for sacrificial ceremonies
and special kinds of gifts were exempted from taxation. All kinds ofliquor were subjecttoatoll of
5 precent. Tax evaders and other offenders were fined to the tune of 600 panas.

Kautilya also laid down that during war or emergencies like famine or floods, etc. the taxation
system should be made more stringent and the king could also raise war loans. The land revenue
could be raised from 1/6th to 1/4th during the emergencies. The people engaged in commerce
were to pay big donations to war efforts.

Taking an overall view, it can be said without fear of contradiction that Kautilya's Arthasastra
was the first authoritative text on public finance, administration and the fiscal laws in this
country. His conceptoftax revenue and the on-tax revenue was a unique contribution in the field
of tax administration. [t was he, who gave the tax revenues its due importance in the running of
the State and its far-reaching contribution to the prosperity and stability ofthe Empire, [tistruly
an unique treatise. It lays down in precise terms the art of state craft including economic and
financialadministration.

The Government of India is emphasising, inter alia, enhanced fiscal transparency to improve
budgetary management, which the impending passage of the Fiscal Responsibility and Budget
Management Act will further reinforce. In this regard, the Government is convinced that
rationalising and simplifying direct tax laws and redesigning procedures to bring them at par
with practices of other dynamic economies is sine qua non. Accordingly, the Task Force was
assigned the following Terms of Reference: (i} Rationalisation and simplification of the direct
taxes with a view to minimising exemptions, removing anomalies and improving equity; (ii)
Improvement in tax-payer services so as to reduce compliance cost, impart transparency and
facilitate voluntary compliance; (iii) Redesigning procedures for strengthening enforcement so
as to improve compliance of direct tax laws; and (iv) Any other matter related to the above
points. 2.2 The Task Force was intended as the forum to deliberate upon and correct many of the
existing anomalies in the Indian direct tax system. Towards fulfilling this mandate, an attempt
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has been made to outline steps required for initiating and expediting a requisite change in the
fiscal paradigm of the country by way of a process transformation on the direct tax side. The Task
Force deliberated on ways to reduce costs of tax administration, examined best tax practices in
the world and extensively debated means of empowering Central Board of Direct Taxes (CBDT)
to fulfill its function effectively. The approach of the Task Force has been influenced by the
recognition thatin the recent past, economies have increased their tax revenue-to-GDP ratio not
by increasing tax rates but by simplifying tax structures, widening the tax base and improving
tax administration. This Report contains the Task Force.s considered judgement, melded from
views culled from a diverse section of stakeholders. In conjunction with the reduction in the
incidence of commodity taxes which are by definition regressive recommended by the Task
Force on Indirect Taxes, the tax structure of the Indian fiscal system is sought to be made more
progressive and to improve the functioning of markets. 22 2.3 Hitherto, tax policy, including
exemptions, has been used in instances where other instruments at the disposal of the
government are prima facie more suited to achieve stated objectives. There is a widespread
perception that [frequent) changes in the tax code in the last decade or so have [unintentionally)
been akin to substituting the erstwhile license raj with an exemptions raj. Confusion in assigning
instruments to objectives result in an inefficient allocation of resources and often defeat stated
aims. Clearly demarcated distinctions among objectives to be achieved and increasing
transparency in the use of expenditure and tax instruments for these objectives can be expected
to yield better results. Old-age social security and pensions, for instance, can be better provided
through transfers funded by explicit social security taxes (as is done elsewhere). A definitive
separation of the two broad classes of instruments will have the secondary effect of reducing
ambiguities in justification of expenditures and also impart greater effectiveness to
parliamentary oversight ofthe governments fiscal decisions. 2.

RESULTS

There isa Minimum Alternate Tax (MAT) regime in India. Normally, a company is liable to pay tax
on the income computed inaccordance with the provisions ofthe Income-tax Act, 1961 [the Act).
However, the profit and loss account of the company is prepared as per the provisions of the
Companies Act Historically, there were a large number of companies who had book profits as
per their profit and loss account but were not paying any tax because income computed as per
the provisions of the income tax act was either nil, negative or insignificant In such a case,
although the companies were showing book profits and declaring dividends to the shareholders,
they were not paying any income tax. These companies are popularly known as Zero Tax
companies. MAT was introduced to ensure that no taxpayer with substantial income can avoid
having a tax liability through exclusions, deductions or incentives available under the provisions
ofthe Income-tax Act.

There isaMinimum Alternate Tax [MAT) regime in India. Normally, a company is liable to pay tax
on the income computed in accordance with the provisions of the Income-tax Act, 1961 (the Act).
However, the profit and loss account of the company is prepared as per the provisions of the
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Companies Act. Historically, there were a large number of companies who had book profits as
per their profit and loss account but were not paying any tax because income computed as per
the provisions of the income tax act was either nil, negative or insignificant. In such a case,
although the companies were showing book profits and declaring dividends to the shareholders,
they were not paying any income tax. These companies are popularly known as Zero Tax
companies. MAT was introduced to ensure that no taxpayer with substantial income can avoid
having a tax liability through exclusions, deductions or incentives available under the provisions
ofthe Income-tax Act.

The rates of tax are an important determinant of the compliance behavior of taxpayers and
hence revenue collection, These also affect the economic behavior of taxpayers ie. choice
between work and leisure and the choice between consumption and savings. The design of the
tax rate schedule - progressivity - also signals the redistributive policy of government. Hence,
the need to redesign a rate schedule which is equitable and efficient. The principle of equity
requires that a person with a higher income should pay a relatively higher proportion of his
income as tax. This could be achieved by providing for a high basic exemption limit and /or high
marginal rates of tax. However, a high basic exemption limit has the effect of keeping a large
number of taxpayers outside the tax net.

CONCLUSION

Therefore, it becomes necessary to provide for high marginal rates of tax with an objective of
generating revenue. This, however, causes a relatively higher distortion in the economic
behavior oftaxpayers and therefore, promotes inefficiency. Under the Income tax Act, a taxpayer
isallowed a deduction ofa certain percentage ofhis salary income subject to a maximum amount
as standard deduction in the computation of his salary income chargeable to income tax. This
standard deduction is allowed in respect of expenditure incidental to the employment of the
taxpayer.
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