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Addendum 

In response to the requests set out in L/3039 page 5, paragraph 2, a further 
reply which is attached hereto has been received from the Government of India, a non-
member State of the Organisation for Economic Co-operation and Development. 

Further replies will be circulated in addenda to this document. 

INDIA 

Structure of the Tax System 

PART I 

1. •Amount of revenue col lected by the Central and State governments and loca l 
au thor i t i e s 

Please see Appendix I . 

2. (a) Indirect taxes 

Customs excise and sales tax 

Detailed information on the general characteristics and the rate structure of 
the indirect taxes levied by the Central and State governments and by the local 
authorities is given in Appendix II. 

(b) Income tax 

Under the Indian fiscal system, income tax is :levied and collected by the 
Central Government, but the personal income tax is shared with the States. 

(i) Personal income tax: " The rates of tax applicable to assessees other than 
companies, are progressive and graduated in slabs of total income. The amount of 
tax is calculated by applying the appropriate rates to the different slabs in which 
taxpayer's total income falls. The rates of income tax.applicable for the year 
1968-69, to taxpayers other than companies, is shown in Appendix III. 

RESTRICTED ... 

Spec(68)88/Add.5 
17 February 1969 



Spec(68)88/Add,3 
Jkge 2 

. (ii) Corporation profits tax: In India corporate organizations are called 
companies. For tax purposes, companies are classified into two. groups: 
(a) companies in which the public are substantially interested̂ -; and 
(b) companies in which public are not substantially interested. They are further 
classified as domestic companies and foreign companies. 

' • ::A company is said to be a company in which the public are substantially 
interested if: 

(i) It is a company in which at least £0 per cent of the shares are held 
(whether singly or taken together) by the Government or the Reserve Bank of India 
or a corporation owned by the bank; or 

(ii) It is a company which is not a private company" under the Indian 
Companies Act and which satisfies the following conditions: 

(a) its shares (other than those entitled to a fixed rate of dividend) 
carrying not less than 50 per cent of the voting power (AD per cent in 

. . v the caae of an industrial company) should have been allotted 
unconditionally to, or acquired unconditionally by, and were throughout 
the accounting year beneficially held by (i) the Government, or (ii) a 
corporation established by a Central or State Act, or (iii) any company 
in which the public are substantially interested or a 100 per cent 
subsidiary of such a company, or (iv; the public (not being a director 
or a company in which the public are not substantially interested); 

(b) its shares (other than those entitled to a fixed rate of dividend) 
. should have been, at any time during the accounting year, traded on a 
recognized stock exchange in India or were freely transferable by the 
holder to the other members of the public; and 

(c) its affairs or the shares carrying more than 50 per cent ôf its total 
voting power (60 per cent in the case of an industrial company) were at 
no time during the accounting year controlled or held by five or less 
persons, (in determining the number of such persons, persons who are 
relatives of one another and persons who are nominees of any other 
person together with that other person are counted as a single person, 
and the Government and a corporation established by Central or State Act 
or a company in which the public are substantially interested or a 
100 per cent subsidiary of such à company, are not taken into account.) 

A domestic company is a company (whether an Indian company or a foreign 
corporation) which has made "prescribed arrangements" for declaration and payment 
of dividends within India. Therefore, a company which has not made such prescribed 
arrangement regarding dividends is viewed as a foreign company for the purpose of 
tax assessment. 
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The company profits tax structure consists of two elements - income tax and 
surtax: 

(i) Rates of income tax for companies: for the financial- year 1968-69 are 
indicated below: 

(1) where the company is a company in which the public are 
substantially interested -

(i) in a case where the total income does not 
exceed Rs 50,000 A5 per cent ©f total 

income 

(ii) in a case where the total income 
exceod8 Rs 50,000 55 per cent of the 

total income 

(2) where the company is not a company in which the public are 
substantially interested -

(i) in the ease of an industrial company -

(1) on so much of the total income as does 
not exceed Rs 1,000,000 55 por cent 

(2) on the balance, if any, of the total 
income 60 per cent 

(ii) in any other case . .. .. 65 per cent of the 
total income 

The general principles followed for assessment of taxable income, is that 
income tax is levied on the amount remaining after deducting from the gross 
income received, expenditure incurred on gaining or producing that income. Thus 
in the case of an industrial company, the deductible expenses include all 
operating costs including depreciation on plant, machinery and equipment, 
expenditure on scientific research and development, advertising, sales, etc. 

(ii) Company surtax 

In addition to income tax on companies, the Government has levied surtax on 
companies. Surtax is attracted where the chargeable profits of a company exceed 
the amount of statutory deduction admissible to it. Such deduction is calculated 
on the basis of 10 per cent of a company's "capital" as specially defined for the 
purpose of surtax or Rs 200,000 whichever is greater. The rate of surtax payable 
on chargeable profits is 25 per cent with effect from the assessment year 1969-70. 
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The definition of "capital" is so wide and broad-based that the effective 
rate of surtax is substantially lower than the nominal rate. For example, 
companies engaged in priority industries would be subject to effective rate of 
surtax of only 2.85 per cent under certain reasonable assumptions even if such a 
company earns profits of 4-0 per cent on its net worth. Even in the case of 
companies not engaged in priority industries, the effective rate of surtax is 
reduced to 3.75 per cent under similar assumptions when such a company earns 
4-0 per cent profit on its net worth. 

(iii) Tax incentives 

Since the essence of development planning is to encourage investment in 
general and to channel resources to priority sectors in particular, the 
corporation tax policy naturally contains a number of tax incentives. Some of 
the important ones are given below: 

Development rebate: The most important tax incentive to corporations is the 
development rebate which is in addition to normal depreciation allowance. The 
rates of development rebate vary from industry to industry according to the 
priority attached to it in the development plan. For instance, for any new 
machinery and plant installed in specific priority industries, the rate of 
development rebate is 35 per cent while for other industries, it is 20 per cent. 

Tax holiday: Corporations establishing new industries in the priority 
sector are given exemption from payment of corporate tax up to 6 per cent of the 
capital employed for a period of five years from the year in which they commence 
production. 

Special 8 per cent deduction from profits: Domestic companies engaged in 
certain priority activities like generation or distribution of electricity or 
those manufacturing certain products considered essential for economic 
development are entitled to deduction in.the computation of their taxable income 
of an amount equal to 8 per cent of the profits derived from their priority 
activities. Thia incentive is available to those domestic companies in which the 
public are substantially interested and whose total income exceeds Rs 50,000. 

(c) Property tax 

Property taxes, under Indian classification, comprise wealth tax, estate 
duty, land revenue, urban immovable property taxes, gift taxes, and stamps and 
registration duties. These taxes are levied by the Central and State governments. 
Wealth tax rates vary from 0.5 per cent to U per cent. Gift tax rates range from 
5 per cent to 50 per cent depending on the slab value of gifts. Based on the 
progressive tax principle, estate duty rates vary from U per cent to 85 per cent 
subject to the exemption limit of Rs 50,000 worth of estate. 
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(d) Social security charges 

Under the social security system in India, employees are offered certain 
welfare facilities such as medical care, and provident fund schemes. 
Administration of provident fund schemes is decentralized. The management of 
such schemes is required to invest certain fixed proportions of the employees' 
and employers' contributions in Government securities. 

PART II 

A. Description of indirect taxes 

India has a federal constitution, and the financial powers of the Central and 
the State governments have been defined in the constitution. In the field of 
indirect taxes, while the Central government is empowered to levy customs duties 
on imports and excise duties on goods produced and manufactured in the country, 
the State governments have exclusive right to levy tax on sale and purchase of 
goods within the area of the State. 

Detail description of the nature and characteristics of the indirect taxes 
levied by the Central and State governments is given in Appendix II. 

B. Treatment of exports 

1.,. The border tax adjustments in India do not fully compensate exporters for 
the tax incidence borne by their products. This is so, for two reasons: Firstly, 
while border tax adjustments in the form of exemption from payment or rebate of 
the actual tax paid on exported goods are allowed in the case of customs and 
single stage excise duties, such adjustments for exports are not made so far as 
sales tax imposed by various State governments, except in the case of two States. 
Normally no exemption or rebate is granted in respect of local taxes on components 
and raw materials used in the manufacture of exported products. Secondly, as 
indicated below in Il(c) no refunds or exemption from payment of customs or 
excise duties are granted in respect of capital equipment and ancillary materials 
and hydrocarbon oils used in the production of exported goods. 

2. (a) Goods produced for export, are generally exempted from payment of 
excise duties. In cases where excise duty has already been paid, the exporters 
may claim rebates. 

Goods intended for re-export may be imported without payment of customs duty 
under bond. In the alternative, drawback of customs duty paid, may be claimed on 
re-export. 

(b) In the case of raw materials and components, used in the manufacture of 
an exported product, drawback of the whole of the import duty or excise duty paid 
on imported or indigenous raw materials respectively, is admissible when such 
product is exported. Manufacturers of goods producing for exports, may also 
obtain certain raw materials under bond, without payment of customs and excise 
duties. 
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(c) No refund or exemption from payment of customs or excise duties is 
granted in respect of capital equipment, ancillary material cr services used in 
the production of exported goods. 

C. Treatment of imports 

1. Customs duties, at the rates prescribed in the Indian customs tariffs are 
levied on imported products at the time of importation. In addition, a 
countervailing excise duty, equal to the excise duty is payable in cases where 
excise duty is leviable on a like indigenous product. 

2. For information regarding the rates of taxes and methods used in determining 
the rates, please see answers to points 1 and 5 in question A, given in 
Appendix III. 

3. The Indian customs tariff provides for levy of ad valorem, specific as well 
as "specific cum ad valorem" duties. In case of ad valorem duties, "c.i.f. value 
plus landing charges" is taken as base for levy of duty. Tax base for 
countervailing duty, in cases where excise duty on like indigenous product is 
payable on ad valorem basis is the "landed cost of the imported product, plus 
customs duty". 

4.. In cases where domestically produced goods are exempted from payment of ' 
excise duties, no countervailing duties are levied on like imported products,. 

The countervailing duty levied on an imported finished product, is equal to 
the excise duty payable on similar product. However, excise duties paid by 
domestic producers on raw materials and components are not taken into account in 
determining the level of countervailing duty. For example, while domestic 
producers of cigarettes, pay excise duty on tobacco, paper as well as cigarettes, 
importers pay countervailing duty equal to excise payable only on cigarettes. 
In a large number of cases, therefore, incidence of internal taxes on imported 
goods is less than that on indigenous products. 
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PART I; QUESTION I 

Amount of Revenue Collected by the Central and State Governments 
and Local Authorities 

(in Rs million) 

fa) Indirect taxes 

Sales tax 
Excise duties 
Customs duties 
Octroi and other 
local taxes 

(b) Incomo tax 

Personal income 
Agricultural income 
Company profits 

(c) Taxes on capital and on 
estates and inheritance 

(i) Wealth tax 
(ii) Gift tax 
(iii) Estate duty 

Central government 

1964-65 

8,015 
3,975 

2,665 

3,140 

105.0 
22.2 
54.3 

1965-66 

- 8,980 
5,390 

2,718 

3,050 

120.6 
22.6 
66.6 

1966-67 

10,338 
5,854 

3,087 

3,289 

IO5.8 
17.5 
62.6 

State governments 

1964-65 

3,300 
845 

108 

1965-66 1966-67 

3,810 
964 

99 

4,510 
1,089 

106 

Local authorities 

1964-65 1965-66 1966-67 

Not readily available 



Amount of Revenue Collected by the Central and State Governments 
and Local Authorities (cont'd) 

(d) Property taxes 

(Land revenue, stamps 
and registration, 
urban immovable 
property taxes.) 

(e) Social security 
charges : 

Snployers' contribution 
and employees' 
contribution 

(f) Other tax revenue 

Total tax revenue 

Central government 

1964.-65 

51 

178 

18,204 

1965-66 

56 

205 

1966-67 

61 

251 

20,609 (23,066 

State governments 

1964-65 

; 1,911 

1,484 

1965-66 

1,899 

1,647 

1966-67 

1,738 

1,930 

7,648 | 8,419 | 9,373 

(in Rs million) 

Local authorities 

1964-65 1965-66 1966-67 

Not readily available 

1 

1 

Note : Data are shown on "collection" basis. Thus, although revenues from estate duty, personal 
income tax and central excise are shared between the Central and State governments, these 
amounts are shown under Central government because they are levied and collected by the 
Central government. 

TO CD, 
CD O 

!» £ 

fX 
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PART II - QUESTION A 

Description of Indirect Taxes 

1. General 
charac
teristics. 

Excise duty 

Excise duty is a 
selective single-
stage tax imposed 
by the Union 
Government on cer
tain goods 
"produced" or 
"manufactured" in 
the country. 

Customs duty 

Customs duties are 
single-stage tax 
imposed by the 
Union Government on 
goods imported into 
the country. 

Sales tax 

Under the Indian 
fiscal system, the 
States have exclu
sive power to tax, 
sales and purchases 
of goods within the 
State. Almost all 
the State govern
ments levy sales 
tax on transactions 
within the State, 
but the system of 
taxation varies 
from State to 
State. It is a 
single point in 
some, and multi
point in others. 

Octroi and 
other local 

taxes 

The local authorities 
such as municipal 
corporations, local 
self-governing 
bodies like village 
panchayats, levy 
taxes such as 
octroi duties, on 
goods intended for 
consumption in the 
area under their 
jurisdiction. 



2. Taxable 
goods and 
services or 
where appli
cable taxable 
transactions. 

3. Any 
exemptions. 

Excise duty 

At present excise 
duties are being 
levied on 71 
commoditiesj 
important among 
these are sugar, 
tobacco and 
cigarettes, tea and 
coffee, petroleum 
products, plastics, 
paper, tyres, 
matches, textiles, 
certain products 
of non-ferrous and 
ferrous metals, 
motor vehicles, 
refrigerators, 
air-conditioners 
etc. 

Changes in the 
statutory rates 
of excise duties 
are made by the 
Central Government 
from time to time. 

......... 

Customs duty 

Goods subject to 
ctistoms duties are 
listed in the 
Indian Customs 
Tariffs. 

In a number of 
cases, the actual 
rates of customs 
duties charged, are 
lower than th6 pre
scribed statutory 
rates in the Indian 
Customs Tariffs. 
Such reductions or 
exemptions are made 
by the Central 
Government from 
time to time, by 
notification in the 
official gazette. 

Sales tax 

The Sales Tax Acts 
differ in regard 
to coverage of 
transactions as 
well as in rates 
of tax. In 
general, sales tax 
applies to sales 
or purchase of all 
kinds of movable 
properties, but 
various classés 
of goods are 
exempted, either 
by the Act itself 
or by notifications 
issued by the State 
Government from 
time to time. 

See answer to 
point 2 above. 

Octroi and 
other local 

taxes 

See answer to 
point 1 above. 
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4. Tax base. 

' 

Excise duty 

Excise duties are 
imposed and 
collected fron 
manufacturers of 
goods, in the case 
of manufactured 
goods and from 
processors or 
wholesale dealers 
in the case of 
agricultural pro
ducts. In a large 
number of cases the 
tax is levied as a 
specific duty, but 
in cases where 
duty is levied on 
ad valorem basis, 
the price at which 
goods are sold to 
wholesale dealers 
by manufacturers or 
in the case of 
agricultural goods, 
the wholesale price 
obtained by inde
pendent dealers, is 
taken as tax base. 

Customs duty 

Customs duties are 
levied on c.i.f. 
value of goods 
plus landing 
charges. 

o 

Sales tax 

Broadly speaking 
sales tax, under 
the single point 
system, is levied 
on the sale or pur
chase price of thé 
goods at the retail 
stage. Under the 
multi-point system, 
the tax is 
collected on the 
basis of prices 
charged at 
different stages 
by dealers. 

Octroi and 
* other local 

taxes 

Tax base for octroi 
duty is generally 
the declared 
invoice price. 



5. Rates 
applied. 

Excise duty- Customs duty- Sales tax 
Octroi and 
other local 

tax 

The effective rates 
of excise duties, 
vary widely from 
product to 
product. They are 
as low as l& in 
some cases, while 
in the case of 
luxury and 
unessential 
products they are 
as high as 300$. 

Broadly speaking, There is a wid6 
the effective rates variation in the 
of customs duties prescribed 
could be grouped in by different 
four classes: States, 
capital goods and 
basic raw materials 
are subjected to a 
duty of 27^; 5056 
duty is levied on 
other raw materials 
and intermediate 
products| consumer 
goods and luxury 
articles are sub
ject to a duty of 
100%', import of 
fertilizers, food-
grains, family 
planning 
accessories etc. 
are exempted from 
payment of customs 
duties. 

There is a wid6 
variation in the 
rates prescribed 
by different 
authorities. 

hi CO 
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6. Tax 
revenue. 

See Appendix I in 
Part II. 

Not available. 
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Appendix III 

Rates of Income Tax Applicable to Taxpayers 
Other Than Companies - 1968-69 

On total income: 

(1) not exceeding Rs 5,000 5 per cent of the total income 

(2) exceeding Rs 5,000 but not 
exceeding Rs 10,000 Rs 250 plus 10 per cent of the excess 

over Rs 5,000 

(3) exceeding Rs 10,000 but not 
exceeding Rs 15,000 Rs 570 plus 15 per cent of the excess 

over Rs 10,000 

(4) exceeding Rs 15,000 but not 
exceeding Rs 20,000 Rs 1,500 plus 20 per cent of the excess 

over Rs 15,000 

(5) exceeding Rs 20,000 but not 
exceeding Rs 25,000 Rs 2,500 plus 30 per cent of the excess 

over Rs 20,000 

(6) exceeding Rs 25,000 but not 
exceeding Rs 30,000 Rs 4,000 plus 4-0 per cent of the excess 

over Rs 25,000 

(7) exceeding Rs 30,000 but not 
exceeding Rs 50,000 Rs 6,000 plus 50 per cent of the excess 

over Rs 30,000 

(8) exceeding Rs 50,000 but not 
exceeding Rs 70,000 Rs 16,000 plus 60 per cent of the excess 

over Rs 50,000 

(9) exceeding Rs 70,000 but not 
exceeding Rs 100,000 Rs 28,000 plus 65 per cent of the excess 

ovur Rs 70,000 

(10) exceeding Rs 100,000 but not 
exceeding Rs 250,000 Rs 47,500 plus 70 per cent of the excess 

over Rs 100,000 

(11) exceeding Rs 250,000 Rs 152,500 plus 75 per cent of the 
excess over Rs 250,000 


