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REPORT OF THE INDIAN TAXATION
- ENQUIRY COMMITTEE.

CHAPTER I.—INTRODUCTORY.

1. The main items of the Government of India’s diree: t

tions for g general enquiry into Indian Taxation are con-
gained in’ a Resolution of the Finance Department
(Accounts and Finance—Miscellaneous) No. 1412-F,,
dated Simla, the 26th May 1924, as follows :—

(1) To examine the manaer in which the burden of
taxation is distributed at present between thé different
classes of the population.

(2) To consider whether the whole scheme of
taxation—Central, Provineial and Local—is equitable
and in accordance with cconomic principles, and, if not,
in what respéets it is defective.

(3) To report on the suitahility of alternative
sources of taxation.

Further details relating to particular portions of the
enquiry are given in the chapters.to which they relate,
and the full text, both of the original order and of certain
subsequent additions to and interpretations of it, will be

found in an appendix.

9. The Prestfent and three members of the Committee
were appointed by the Resolution above cited, a,foursh
member was added in October 1924, and a fifth in Novem-
ber of the same vear.  The Committee issued a question-
naire in December 1924, and after attending the con-
ference of the Indian Economie Association at Benares in
January 1925, proceeded on a tour to the headquarters of
the Tocal Governments, which lasted with short intervals
till the middle of June. They examined orally or in writ-
ing 288 witnesses, of whom 66 were members of 1e°i§-
lative bodies, 110 officials, 35 cconomists, 18 husinbeqq
men, and A9 representatives of asseciations and ot-hg
non-official gentlemen. In addition they received contri
butions from 81 private gentlemen and associations, and
numerous-notes and memoranda on different aspec’tc; of
theiv enquiry from thé Govérnm i ‘

. ent of India, Local

Instruetiona
o the Com-
mittee,

Appointment,
of Meinbers
tour and
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- cular points, and these include in som
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g(;)(;/.ernme%llts, the Cent}"al Board of Revenue and other
thé l‘?:l ‘ lely take this opportunity of acknowledging
and tilév 1] e’a(y response made to their many requisitions
from. e fllge measure of help they have received alike

(;‘m‘ 1oxernrqents and from private persons. In parti-
39 d} they desire to express their sense of obligation to
klrt‘ osiah Stamp, who found time amid his many occu-
{)}a ;ons to send them a most valuable set of notes on

e questionnaire, embodying  with  his own opi-

nions 1t ] i
notes on special subjects by Professor Seligman
and Dr. Gregory. ) ”

» iﬂ 1In the meanwl_nile,. the part of their enquiry which
re atle( to the examination into the economic condition
ie people was for the most part ‘transferred to the

Economic Enqui .

“ ‘nquiry Committee, whose report 1 ond
3 v * o > as & 2
been 1ssued. ’ port has already

4. In the following pages the Committee propose {0
examine, first, the scope of the problem set to them, as
limited by the taxes at present levied in India, secondly,
:ﬁg nllerlts of the several taxes existing or proposed, and
i Ol;d y,H the}r mmdenc_e on typical classes of the popula-

on- . laving done this, they propose to arrange in order
of priority, first, those which in their opinion might be

- abolished or reduced, and second, those which might be

S(l;}:ﬁ;i r:m;;osed or enhanced in order to make good the
B bestgmg:; (()if revenue. They conclude by examining
pir S 0 .of d1v1d1ng .the various taxes between the

erent governing authorities and the methods of admi-

nistration which will | i
cfﬁcient Working. best conduce to their smooth and

5. In addition to.the evi
n to.the evidence, they have attached
the report a series of*appendices in illustration of pa,rt;ti(f

e cases mono-
ed by them in
ought together.
as a source of
dealing with a
ed to the Com-
hing more than

graphs in which the informati
respect of particular taxes haso r;_)ece?l]](i?rt
These are attached to the report merel
reference. It has not heen possib]é\ <i1}1’
subject of such magnitude as ‘that referr
mittee to put into the report itself ényt
gfs‘:;]rzir;lary of the facts sufficient for an understandi
O el recommendations. Further facts bearing on th
Juestior ‘sthm 1ssue will he fqund by those who re: uirg
joem in ¢ e monographs, which also 'embody statemq t
orrowed, wherever possible, frdm their authors ogr;hse’

-

3
cases for and against particular schemes. The Com-
mittee desire, however, to emphasise that nothing in
these documents is intended as in any way representing
an expression of their collective opinion, for which the
report alone should be referred to.

6. In issuing the Resolution above referred to, the
Government of India expressed a hope that the Cem-
mittee would be able to submit their report within the
space of a year. They vegret that they have exceeded
that period by a little more than a month. This is due
partly to-a combination of adverse circumstances, but
more largely to the magnitude of the task set to them.
It is a matter of extreme difficulty at any time for non-
ofticial members to give up a period of a year to an
enquiry of this sort, and the fact that some members
had urgent affairs of their own to attend to made 1t
impdssible for them to be continuously present. In addi-
tior to this all the four Indian members of the Com-
mittee have been engaged by the Government of India
at different times on other enquiries such as the Indian
Reforms Enquiry Committee, the Auxiliary and Terri-
torial Forces Committee and the Indian Sandburst Com-
mittee. The work of the Committee has also been
considerably disturbed Dby ill-health. While Sir Percy
Thompson was incapacitated for over a month during
the most critical period of the discussions, the work of
the office has from time to time been dislocated by break-
downs on the part of the staff.

7. The Committee would venture to add that the time
taken by their enquiry, long as it has been,-appe.ars to
thenr to be comparatively short when examined in the
light of the task set and of the time taken by other
Committees or Commissions entrusted with enquiries of a
similar nature. The Australian Royal Commission on
Taxation was appointed on the 10th September 1920 and
they did not submit their fifth and last regort u.ntll the
28th February 1923. The Departmental Committee on
Local Taxation in England and Wales took two years, and
the Royal Commission on Local.Taxatlon. 4 years and. 10
months. Lord Colwyn’s Commitiee, thch was appoint-
ed in March 1924 to report on the national debt and the
incidence of existing taxation with reference to 1t§ eﬁeqt
on trade, industry, employment and national credit 1s
still sitting, so far as the Committee are aware. Even in
the case of Committees or Commissions which enquired

The time
[LCHE

Comparieo 1
with that
1aken by
siinilar
enquiries.
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into single taxes, u year has not always been found
sufficient. — The South African Commitice of Lnquiry
into the Taxation gf Incomes derived from TFarming
Operations took 14 months, the Royal Commission on
Opium 19 months, the Indian Hemp Dyugs Commission
13 months, and the Burma Municipal Taxation Committee
13 months, almost the samo as the time taken by t}}C
present enquiry into all the aspeets of taxation of a conti-
nent, to which the .question of the distribution of the
revenues has heen added.

1 . : 4 N
8. The Commiltee cannot but he conscicus of the

mperfeetions in their report, resulting from the pressure

under which their deliberations and the drafting of 1t

bave been condueted.

numerous than they are must he attributed to the mannet
in- which their Scerctary, Mr. B. Tiama Rau, has devoted

The fact that they are not more ¢

. [N . oy, Yool
to his task an untiving mdustry and abilities of a high .

order. In acknowledging their indebtedness to him, they
would like also to mention the assistance received frow
the three Assistant Secretaries who have helped the Com-
mittee at diffevent times, My, J. V. Joshi, M.R.Ry. Rao
Bahadur 8. X. Sundaracharlu Avargal and Mr. A. R.
Rebello * They also desive to tender their acknowledg-
ments to the Hon'ble the President of the Madras Legis-
lative Council and the Madras Government for lending
them the services of M.R.Ry. Rao Babadur R. V. Krishna
Ayyar Avargal, as Legal Adviser, and to the Rao Baha-
dur himself, who, in the midst of his other duties,
unreservedly placed at the disposal of the Committee all
the resources of his Jegal knowledge.  Without his aid
the chapters in which the Committee have dealt with the
guestions of taxes on transactions, fees and probate duties
would have been deprived of much of any value they
possess.. Their acknowledgments are also due to the
members of the staff, who havé had {o work overtime
in the effort to et the work completed, and to the
Superintendent of the Government Press, Madras, for
his exeeptionally prompt and accurate work in the print-
ing of the report.

9. The report was signed by Sip Percy Thompson,
Dr. Paranjpye and Dr, Hyder at Bangalore on the 4th
Dgcember 1925 and by the President, the Maharajadhi-
raja. Bahadur of Burdwan and the Hon’ble Sardar
Jogendra Singh at Caleutta on the 14th of the same month.

»

9]

The Hon’ble Sardur Jogendra Singh was unable to take
part in the final discussions of the report unq wiw covnls’e-
quently unable to discuss with hl§ colleagues fze%.tbalr;
aspects of the taxation prol)lc}}l which !ll() has (10501.1‘16)(
in a separate memorandum. S l’cl'cy.fllpr}ll)§011 \r‘\% 105
to express his regret that, owing to sertous 111(hsp0511';1,(.)n,
he has been unable to take a full share in the revision
of some of the chapters of the report. While, thewffotllci
his responsibility for the draffing and for .S?lnl(.j 0 }it.
arguments advanced is lumtpd, he tul.\"es f;l‘ Ile.spi)ré;;w
bility for the conclusions arvived at, with w lic 11, ({1 b
material available to him, he is entirely in accord, ff(.cqt
to the extent to which he has definitely expressed d)b‘b.cn‘.
The other members accept full responsibility for Lile stm
ments made in the report, except m =0 far as tx?S(t}allnul
qualified in the chapters themselves, but _s‘onlmif_o'm 1&10
have thought it desirable to add memoranda (Lllfmil 8 e
conditions under which they think it desivable that efiect
should be given to their recommendations.
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CHAPTER H.f’i‘HE SCOPE OF THE PROBLEM.

10. The sources of the revenue of a State were
classitied as follows by a very carly writer on the
subject :— .

“Now there are in general seven ways of raising
public revenues (fonds aux finunces), which include all
that can be thought of.  The first is the landed domain of
the commonwealth; the second, conquests from cnemies;
the.third, gifts from friends ; the fourth, tributes from
subject states ; the lifth, public traffic or trading ; the sixth,
customs duties upon merchants who bring in or carry out
merchandise ; and the seventh, taxes upon the citizens’’.*

The more modern writers would classify these sources
somewhat on the following lines :—
(1) Btate domains and tributes.
(2) Fines and penalties.
(3) Business undertakings and monopolies.
(4) Fees. .
(5) Taxes.

Al some of themw would classify these various heads
under the categories of non-tax revenues, (uasi-taxes and
taxes proper.

L Tn an enquiry into the taxation of country
it iy necessaty i the first place b0 determine exactly
what items of revenue fall within the scope of the en-
quiry, and this is a matter of no small difficulty owing

to the division of opinion among the best authorities

as to where jaxation begins and ends. Professor Edge-
worth has stated that “what is the best definition of &
tax 1s an interminable enquiry”t and Dr. Dalton has
added that “‘the search for g clagsification iy more
instruetive than the classification when found.””t Most

. [ J
economists, however, are agreed that two of the most

essential characteristics of a tax are (1) that it is a com-
pulsory payment made to the State, and (2) that there is
no immediate quantitative relation between the tax paid
by the individual and the scrvice rendered to him by the
State. The Committee’s burpose, as set forth in the terms
of reference, involves two aspects of the problem, the
first, the administrative, tle second, that of incidence.

* Jean Bodin : les six liveas de Ia Réprblique, VI, 2.

+ al Commission on Looal Taxati M lati i
Loca) TaZes, 1956, pagenl‘l'l. 0oal Taxation, Mermoranda re aling {o Tinperial and

T Daltou : Pablio Finance, Chapter 1V,

the ground that the State is the proprietor of the

-~

[

For use in their enquiry into the former .aspetgt thely
propose, without suggesting it as in any way a‘ o‘r‘mtxhz;
for general adoption, to take as a wml\mg. Hass
following definition of taxation :— '

“Taxes are compulsory contributions made by the
members of a community to the governing body
of the same towards the common expendltl.n'e

. without any guarantec of a definite measured

service in return’’.

This definition will not cover cert'ain’ltems wlnch,al"o
sometimes included in the term ‘taxation’ for the purpose
of reckoning incidence, such as, for mstm(l"ce, Fhe Or:](;t
profits of the business undertakings of the Gover m'r]y :
but the Committee do not propose to go into detm s}ot
the way in which’ these revenues are ‘demved, ﬁl?]c]er ttl}z]i(;
would | involve hringing under scrutiny practically :
whole administration of large departments. ' ‘

12. There are certain items commonly lnchldg(ll .unillei
the Land Revenue which clearly do not fall w11t utn : }::
Committee’s definition of taxes, and ave creditab et 0 1;
head of revenues from State domains rather than ‘Ofrafle“q
other. Such are the sale proceeds of Government estates

and sale proceeds of waste lands.

13. In a similar category are revenues denv;}}(} fi S(r)r-l
the lease of fisheries and from mines which arte thi gent
perty of the GGovernment. | The first l‘eﬁreiennsd qe’llv o
fixed by competition for the right to co 1ec Ga ot
produce of waters under the control of tlet (?l roments
while- the second represents the rent voluntari ]3; Ee]onO-
the Government for the right to exploit, mmera g
mg to it. .

14. The case of forests is not dlsmmll}ar.lg;l;essogg(“
under the control of the Govgrnmetnt, wa:()lia‘ bﬁt ot
thing approaching a monopoly in parts Oices which do not
complete one. The produce 1s sold at pr by private
compare unfavourably with those Chall;fe'ns ayqui 1 pro
Parties. The purchaser in every cage 0 balv Tt appears
quo and is under no direct comp}llswn to buy. Slement of
to the Committec that on the whole there }:stnﬁl e ons
true taxation in the forest revenue, and tha

not fall within the scope of thefr enquiry. that the
15. Tt hag been suggested in some quarters

) d as taxation on
land revenue itself should not be classe soil, and

State domains
—-revenue
from State
lands.

— figheries
and mines.

—forestq.

’

-—the land
revenue
generally.
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that it is more properly described as a rent. This ques-
tion will be fully discussed in the chapter dealing with
the Land Revenue, from which it will be seen that, if the
land revertue has some of the characteristics of a rent, it
certainly has many characteristics of a tax also. More-
over, th_e Cgmmittee have been directly instructed to
eénquire into 1ts incidence, together with that of the other
taxes.  Consequently for the present purpose they pro-

pose to inchide it under the head of taxation.

16. The classification of fines and penalties is not easy.
hey are commonly divided between those that are im-
posed on account of offences against the State and those
that are imposed in connection with the regulation of the
revenue.  Professor Seligman includes both categories
under the head of taxes on the groundythat, if it is once
admitted that any payment exacted by the State, not with
the object of sccuring revenue, hut with some ulterior
purpose, may bhe classed otherwise than as a tax, it might
hecome necessary to exclude a considerable portion of
the revenue of modern States from the category of tax-
ation. Tle instances among other things the excises
lovlod for the purpose of discouraging consumption.*
The Committec recognise that there are a number of
border line cases in which it may be difficult to determine
whethel_‘ a particular collection is for revenue or for
restriction, hut it does not appear to them that this
difficulty is prominent in the case of fines and penalties,
or that there need be any veal difficulty for practical
purposes in distinguishing penalties imposed in connection
with regulation of the revenue, which they propose to

treat'as taxes, from those imposed primarily for purposes
of restraint, which they do not.

17. The category of prices, or revenue from State
undertakings, is a large and difficult one, including in
the case of the Imperial Government, receipts from rail-
ways, posts and telegraphs, purchase and sale of opium
profits of coinage, interest and miscellaneous - in thep ca«’a
pf Provincial Governments, receipts from irr’igation' ‘d
in the case of loca®bodies, receipts from markets and
slaughter houses, from charges for special qervicess and
from tolls and ferries in certain cases. Howk difﬁculé i%n'
to determine the exact classification to be assigned to -
tzunl_of thes‘e items of receipts may be judged fromcf}i‘(;
replies given by certiin leading economists and others

* Beligman ; Essays in Taxation, page 402,

.

“of extreme difficulty in any case.
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to one of the questions asked them by the Royal Commis-
sion on Local Taxation in 1897, name}y, should such an
item as the net revenue of the post oftice be treated as a

tax. The following are extracts from the replies which

represent different schools of thought on the subject :—

Mr. Edwin Cannan: “‘If any part of the gross rev-
enue is a tax, the whole must be. In considering
the ‘equity of taxation’, it is not desirable to adopt any
narrow view of the meaning of taxation, since the action
of the State must be ‘considered as a whole. I should
therefore not be inclined to exclude the whole or any* part

of the post office gross revenue from the present enquiry.”’

Lord Farrer : I think that the surplus revenue of
the post office after paying the expenses of the service 18
rightly treated as a tax.”’

. Professor Bastable : ‘‘In respect to the post office
revenue, two different views of almost equal plausibility
may be taken, namely :—(1) that which treats. the post
office as a State industry obtaimng a monopoly profit
through the economy which monopoly makes poss.l}y)hg.

e may perhaps with justice assume that undler pf“lt\}aa:i
competitive industry postal rates would not be‘ ower g ]b
at present. Therefore the gain 1s in a sense earne( ly
the State. But (2) we may also regard the Statf as only
entitled to ordinary profit on the capital it employs, an
then we must hold that the surplus is a kind of taxatloi)l.
If this latter view (which Is, 1 think, the better one) he
taken, we must further note that this tax ,f’alls, not on the
whole, but on a part of the postal serviee.” ;

Professor Sidgwick: *‘I am quite willing tolfo cz\i
Sir E. Hamilton, and take net revenue as the1 ?n Zrhefhe
mate practically available of the tax 1mpos;e§1 lt( 1;;01;;, L
post officc monopoly. 1 do not, indeed, thin ha hovs’r
Strictly speaking, the right estimate. In.fastlmz:n engts ow
much Englishmen are taxed through their f:r}: O o

i ' nsi
postal services, we ought strictly to €O o e
\at these services COSL

much they pay beyond wl .
much the};/ Il)n}; bgvond what theyﬁyoy’]d have to pay if
th r ‘v - ‘t no [s] .

e Government gave up its monopoy ow, the Com-

. . o foll
In deciding which of these schools to foll e
mittee have heen Jargely guided by the pmctlcai qo?,fgetlgf
tion of the figures that are available. The ascertain

i ; enterprise is a matter
the normal commercial profit of any K & e o ito

ofit -
Impossible in India to arrive at & figure of the pr Oﬁt that
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wight he made by a private enterprise if it were con-
dueting  scrviees which are now  condueted by the
Giovernment,

IS, The ligure available in the case of railways is that
resulting from the separation of railway from general
finance. Under this compaet it was agreed that there shall
be paid ta the Government of Tndia annually a contribu-
tion which “shall he hased on the capital at charge and
working results of commereial lines, and shall he a1 sum
eqial to one per eent on the capital at charge of commer-
clal Bnes (exeluding capital contributed by companies and
Indian States) at the end of the penultimate finaneial yvear,
plux one-fifth of any surplus profits remaining after pay-
ment of this fixed veturn, subjeet to the eondition that,
if in any year railway revenues are insutlicient to provide
the pereentage of one per cent on the capital at charge,
surplus profits in the next or subsequent vears will not
be deemed to have acerued for purposes of division until
such deficieney has heen made good.

“The interest on the capital at eharge of, and the loss
i working. strategie lines shall be borne by general
revenues and shall consequently be deducted Trom the
contribution so caleulated in order to arrive at the net
amount payuble from ruilway to general revenues each
year.

“Any surplus remaining after this payvment to general
reveuues shall be transferred 1o 2 railway reserve, pro-
vided that, if the amount available for transfer to the
riailway reserve exeeeds in any vear three erores of rupees,
only two-thirds of the excess over three erores shall he
transferred 1o the railway reserve, and the remaining
one-third shall acerue to general revenues,”

It is an open question whether even the amount so
pitid is true taxation, but on the whole the Committee are
disposud to think that it should be included.,

19, In the ease of posts and telegraphs the difficult
proeess of putting the accounts on g commercial hasis is
only just complete, and the Committee undersiand that
for the vear lust elosed there was no net profit.

20. Tn the ease of opium, in 8o far as the Imperial
Government are eoncerned, there does not appear to be
any element of taxation of the people of the country
except in so far as the restriction of cultivation rvduce;

e e e L

L ] l)

2 Procciings of the Lngluies Avsatly, 11 Sepbmsve g
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the eultivator's choice of erop. 'l']_u' reenie (lt‘l"l\'(‘.f}
fram opium exported is paid by forenmers _:uyl_ (l(l('.\'l‘;n
fall within the seope of the Commutter = definition. The

profit on sale of opium prepared for medicinal purposes”

18 negligible,  In the ease of ll‘u- purehase, 1n:lumi:£(‘.mlrle_.
and sale of optum to l’ru\'m«_'l:n] !u)\'c'l'llllh'll[s. i ~el o oY .l .
mereial accounts is now heing ”ll'l'()(lll('l'(l. amd ax .~luun l.l.\‘
this has heen completed, the priee charged will ]w t.:t
cost price ax ascertained. There will thus lu.- tey e
of tux at this stage. '

21. The profits on coinage may involve tuxu‘lm‘n at ,11
time of inflation. Iut in normal vn'.vulnst:uu'v? (-]“.,;::.l-
appear to the Conmitiee to do 0. It ix un]( ('!(::::"i\l\“:t e
any prolit results from l_l'“:u_ls:u-rmns m .)Hl.lf_ i_ ..! !

wli o atld be ascertamed, 1
lending money, and even it 1t cat soertaime s 1Y
doubtful if it wonld properly he (-ln_ss(-«l'.1.~ft.‘\‘:\v\;i”” in:

Phtre do not appear to be auy tems of .‘1.:.11\‘ .
cluded in the miscellaneous reecipts such as recepts
civil departments. ‘ o

22 In the ease of provineial heads of 1'f-\'c_-‘n_u.(".,‘:ll‘l:hi(l:(_
ing those of the Imperial Governuent \\'h;*.!f{_“ .\”‘:r- e
ing provineial functions.  the most a .-\‘ o --xt]d:-:ll e
arising concerns the price paid for water L A \.\"ln‘lh\'\' .
(‘Ullll'l‘)\'vl'S\' has raged  over the l[ll“",l"."_1.-(r-|liun and
Government which hax 2 m“n“p“l'\'\“‘-f'[”'hl;‘irriuati()ll
supplies water to the persons \\'h_u In I‘)l‘lt by ) )pﬁ o
works should charge just what Rl (‘(.lhlth l('zrh [l Y e
water, or a fair commereial proit,ob -“'-l‘l'u"\' Arising
those benefited ean afford to pay. A '(l“!“ll -‘r '\\"]wrc;
out of the confroversy is the question \\.l('f ll;ln.l
profit is realised, there is an clement of taxa .
ol e Bt B L
ways and the post office inasmneh as t u}N .::N e pane
e to the "”m"“”]‘.il." o :'ld“;}“l,)];'l.tl‘l‘v“ulwl of the credit
of irrigation the henefit provided hy e it
of th gemenal s user et 0 11 e oo
pm-ticuﬁr Linds.  The Conmmittee are (1 l-\..l.‘ -(m element of
as to whether the charge for water m\‘(? .\(t‘?-x‘ll\' within the
taxation or not. It falls, however, f'.\_mtlil“::m.l o ection
8gope of their cnquiry 1n "1“.:\,'{(;fh:.t:;::-ciﬁ;‘ son of
with the lund revenue and ol speetlic. o ore
v’;%tel‘itrl:;tv]s“\l\'ithin their terms of wr(l;”l(\:r\‘nl?((l t;;-:ll(-tical
ﬂley propose to treat it on {his basis, taking
purposes the net profit on the

undertaking as a whole as
i ; axation. )
representing the element of taxatio )

¢ \'uil-
The cas

—praofita on
eoinage, eto,

—the charga
for irrigation,
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23. T the case of the local authorities, where a local
authority makes g prolit on markets or slaughter houses,
more particularly if it uses jis power to establish a mono-
se places, the profit so made amounts
indirectly to a tax on consumption. A more difficult cuse
arises in the case of rates levied for particular services,
such as water-supply. - Where the water is metered and
the charge for water ig adjusted so as just to cover the
cost of the supply in cach case, 1t amounts clearly to a
price and not a tax. But under Indian conditions there
s practically no town in which such an exactly measured
charge is made, and in 3 great majority of cases the
charge does not appear even to recoup the cost of the
supply.  Morcover, the method of charging varies from
place to place. On the whole it seems to the Committee
best in the circumstances to reckon these rates in with the
rates charged for services of 4 more general natupe.  In
the case of tolls and fervies again, there are some cases M
which the element of price prevails, as whore a toll 18
levied for a limited period and the proceeds earmarked
for the building of 5 bridge. In the majority of cases
the greater part of hoth tolls and ferry charges amounts
fo. a tax on transit, and the Committee have decid'ed
therefore to include them under the head of taxation
revenue,

24. Fees have been deo

fixed by a Government in amount and method of payment,

which individuals oy groups of individualg pay as a speci_al
compensation for some service rendered by a public
body, or for Some expense which the individuals have
caused the State in the exercise of its functions.’’*
Fees, however, tend to develop into taxes, and it is
therefore Decessary to attempt to distinguish where the
compensation for service rendered ends and where the
taxation begins, Generally speaking, there may be said
to be three stages. There is, first, the cost of rendering
the: service, second, the value of the service vendered,
which may considerably exceed the cost, and thirdly, the

case in which the fee exceeds the valne, In the second
case, where the ut;

compulsory by legis]
but the element of
When the fees oxcee
true taxation.

ation, there is an element of taxation,
bayment for services still prevails.

S

* Wagner ; Finanewissenschatt, section 277, S

fined as “charges arbitrarily -

and there are great varia

Lisation of the services is rendered -

d the value of the services, there is
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The majority of the fees levied in ‘andm ‘éne; éo\;ﬁdfg};
Provincial Governments, or local bodwb., ;1(1){[ f;xcs for
regulation only, such as fees fo‘rv oop_yxx?t).;gh\”,‘n for
licenses in connection with explosives 01 p(”‘trades -
fees for carrying on offensive or dangem{olﬁ() rades.  An
clement of taxation appears in a second gr ft[, Suen @

i ses for registration of companies,
fees for gun licenses, fees for reg of compamies,
fees for registration of (}()01‘1n}¢?nt§ 1anl(inant ri-fees.
Finally, there are cases in whiclu it is prec }on‘ n r>acticaﬂy
fees for licenses to sell intoxicants, \\.7}110'1 a pare caty
an indivect excise. All these conmdexahozﬁeCommit_
with in more detail in the chapter on Fees. 1mers mt-
tee have not followed the practice of. some vs; ors Who
consider the duties on the transfer of plogiz);hw 11;1\'e
These appear to them to be pure tary({nt‘mn, (ftmn-sa'ctions.
dealt with them under the head of taxation of trs

; 3 s heads under
26* To come now to the last of the five li?n(}i}l;;;i(on.
consideration. There is no doubt '115 to thet_c dsg catios
| ' jtatl ¢ pportion ,
" capitafion ana apporuo
clies propar of cip 1 the chowkidari tax, taxes
including the thathameda and the oikidars lax, tared
on transactions, including those1 or%t ulpej& atments ane
i ax Jed under the Stam , INCOM
betting, and taxes levied ! D e ining ftoms
and super-tax, and probate duties.
call for one or two remarks.

oo ee
26. In the case of the land l'eveqm.li’ t(}ll(i\m?x?r:gmsllﬁﬁs
propose to treat as revenue from (k%m\,-eq-nment estates
and waste lands. more . services, either con-
Tevenue au.enated as‘tpa's"l‘rizngui?lirf\?:)l\'efl ’1% very lax':?fe
tinuing or in the past. tions in the cond‘tlo}il ", Wt}luei
; - ; anoth
one province may pay its village Se{\i}ntilén (C)is f,m-ticulur
may do so by remitting land 10\82 in favour-of the
lands; remissions similar to thclse ma ent may be made
village officers W}llo serve 131: OQEOZI?(ZMx?inage communityﬁ
1 ase of the servan . ioners; st
OI;hZ};: fl(zllsve been madg} m‘fa,vm?‘ Ofu.pggstlgmple,s and
another class of remissions 18 11 Lullo'c; the case of the
devasthanams : still further 1'emove() 1% the large number
Jaghirdar ; and lastly there is the case *(;,seﬂt rewards for
of revenue-free estates which repr redecessors of the
services rendered, in most cases, to tlplat there would be
British Gevernment. It is Ob.wm}lls incidence shown if,
a most misleading difference 1n the 1 dited a sum of
. 3 . ted, one cre
1 4w8 provinces similarly situated,

Taxes proper,

Tand
Revenue--the
oase of
alienation.
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one or two crores of rupees of land revenue and debited
it to pay of village officers, while the other, owing to the
system of alienation of the land revenue, made no entry
It is urged, on the one
hand, that the alienation of an item of revenune 1s the
equivalent of a double transaction of collection and pay-
ment and should thevefore e reckoned as tax-revenue,
and that its disposal is immaterial to the tax-payer. On
the other hand, it is pointed out that, if this argument
were followed out to its logical conclusion, it would be
nieeessary {o include in the land revenue a sum equal to
that which would be collected if there were no alienations
and no revenue-free lands, which of course is im-
practicable. The only practicable course which presents
itself to the Committee is to bring into the category of
taxation the land revenue which ig alicnated as a payment

for actual scrvices now rendered to the State, wand to
1gnore the rest.

27. Under the head of Customs, with reference to the
suggestion above made that, for the Committee’s pur-
poses, taxes should include only sums paid by the mem-
bers of the community, they do not propose to make any
exception in the case of export duties on the ground that
these are paid by the foreigner. They are always paid in
the first instance by members of the conmunity, zmd the
shifting of the hurden is by no means a matter of certainty.

28. Again, under the head of Iixeises, the Committee
propose to include the whole of the revenue from excises
imposed for burposes of restriction, although, when it
comes to the question of incidence, they propose to adopt
the view of Sir Josiah Stamp that these cannot be regarded

as Involving incidence on classes which do not consume
the articles excised.

29. Under Local Taxation they propose to include
octrol and terminal taxes, rates on houses and land and
betterment taxes, taxes on circumstances and property,
taxes on trades and professions, taxes on animals and
vehicles, pilgrim taxes, local cesses, and revenue from
tolls and ferries, subject to the limitations above men-
tioned. These taxes, however, are hot taxes levied for
the benefit of the community at large, and they partake
of the nature of bayments for services rendered far
more directly than the ordinary imperial and provincial
taxes. These are matters whicl must be taken into con-
sideration in considering the question of incidence,

15

30. It remains to explain briefly the system of classifi-

. et in’ ters
cation adopted in dealing with these ta-x.es 1n1 tltlsxc;l;a[})l ors
which follow. Capitation and apportionec e
)3 ng the most primitive
been dealt with first as these are amo d India is no excep-
forms of taxation in all countries, an Piered the land
tion. Following them has been conﬁl(ra/te formed the
revenue which, until recent years ?t‘?{)t};m ‘An examina-
packbone of the W}’E()]e Int(zjlm;otlllscfx“;q \\1: this in many cases
tion of the charge for water R xt follows
is linked up with the charge upon the\llgzl(}ﬂ tzgiis on con-
the large gl'loup Of ]mf\f“gllm?:)lisp:](l)xties and excises, :llfo
ton, that 1s to say, custony ino them are the
il)lrllipgsotui)hs}md taxes in India. AF()H?I\(}“I;;TPE};S;;X' The
more resently developed mcom("t‘;x aox‘l;nination of the
Committee have next i?lzseghi?} E)E’ewili;h are the stamp
t transactions, the ¢ . : an in some
dau)?l?es/s O.Izvhich are more important In tt}}:(isct)}:rdnrg’ce group
other countries. They next ?X&mlfn?e(,s they have dealt
of fees. Following the question Ol, roely for the reason
with probate or succession (]Utle?s’).tlntt’ ir)17 character from
that, though they are entirely d-lmll eiad under the Court-
court—fees? they are at present includ
fees Act. o
They have, as abov:ﬁlﬁ:ﬁm o vailways, or the poset
cussion of the taxation ele ‘e treated revenu
and telegraph services. rI’he}‘r tha\a (:1 dtl emines, o9 in
derived from Government forests nt lands, as revenues
certain circumstances from Governme have not thought 1t
orived from S (zomalss(.lisglils?i]on of taxes le\’iet(-i tf)};
Necessar enter mto any . ich are entire
Por(:s’SI‘{;uysttsoor other similar bodies, “Ezst}lly, they have
earmarked for special expenditure. which, as indicated
dealt separately with local faxatiof imperial or provin-
above, operates more directly than | es rendered, and in
cial taxes as a payment for seer((13 the same order as 1
dealing with this they have fOl-l()YYI?cial taxes, considermng,
the case of the imperial and provi and rates, second, the
first, the taxes on consll_mptmn ‘fees and miscellaneous
taxes on persons, and third, the

taxes,

ated, entered upon no dis-

The order of
treatognt.~
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Q}IAPTER HI.—CAPITATION AND APPORTIONED
TAXES.

Carirarion TAxES.

31. Poll

. * AXeS De e -
tion and they are belong o a primitive stage of clvilisa-
an Lo 3 are open to the ohvious objection that they
os in £Odsg;\et1n character. The collection of these tax-
population n Olwrls with a comparatively large migratory
defects ha . ?SO a costly and difficult process. These
form of gz;/ : t‘(ﬂd to two parallel developments of this
hag develop}i’ad“i)r?t.o In the one case, the capitation tax-

g an mcome-tax, i .

through the intermediar me-tax, in some cases passing
tax bIn ﬂl Y mediary stage of a license or profession
Par.t by In(ll(;l ?Ltlel‘, it has b(t.e n replaced in whole or in
fon. o e t;c taxes on articles of universal consump-
thus ceased tle be i of the salt tax. Poll taxes have
more advan (21 ée important sources of revenue in the
far more co(;relzm tatt}?s’ l-n‘t they have been and still are
. on a Ve ) .

In America, in t} nBlS~ generally supposed in Furope,
countries, in all e British Empire and in Fastern
be found’ Sia; JOf' which survivals of them are still to
t . osiah Stamp considers that a light poll
axX seems not unsuitah! . o d Uil P

suitable to Indian conditions.

32. In Fr .
have2lo§2 1])." emnc‘e, prestations fov the upkeep of roads
agricultu?al en an unportant feature of the working of
rendered Jo communes, but of late years they have been
mission to SS‘VQXEWOHS as a result of the grant of per-
according tp“y m  team-supply or labour or money
(contribution pameomience. The Trench capitation tax
reprosentod {1 personnelle mobiliére), which originally
sequentl e value of three days’ labour and was sub-
2 an ayoi‘tqmbmed with a tax on rentals, was levied
poses upg) tomlni)egtaii both for State and communal pur-
many cases ceas 1’ ut even . before that date, had in
of the pmvisio.e( to be a poll tax, largely as a result
pay their shau:en utnder which towns were permitied to
The tax is now out of the proceeds of the octroi duties.
munal purpose lmbposed only for departmental and ‘com-
head finds a plase mcs o Poll tax of 20 francs per
of the Fren(}})hac(g among the recent emergency proposals
levied in Swod overnment. A capitation tax is stjll

ecen, where it is a fairly important ém;rée

.

- China, Siam, Madagascar, Frenc

~ the Philippines, they do not
on practically all residents.

for more than three centuries,
revenue than all the other sources
high yield was made po
capitation tax into a ¢
the American conquest, the gr
been considerably reduced, an
mainly devoted to e

addition to Ceylon, in
South Africa, Fiji and
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of revenue, and also in some of the Cantons in Switzer-

land. A similar tax has apparently been recéntly revived
in Russia on all able-bodied citizens between the ages
of 18 and 60 with the exception of certain workmen,
soldiers, students, mothers supporting families and wn-
employed peasants.

33. In the United States of America the poll tax has
for a long time been employed by a majority of the“States.
At present, 38 out of 48 States have legal provision for
the tax, but with the development of the property tax,
the poll tax has ceased to be an important source of
revenue in the Northern States, and in most of them, it
18 no longer levied. Tn the Southern States, it has sur-
vived to a greater extent and in some of them, pavment
of the tax is one of the conditions of suffrage. Together.
with other restrictions, it keeps negroes away from the
polls. ¥ ~Even in these States, it is mostly utilised for local
services such as schools, roads and poor relief. The
aggregate income from this source in 1922 of all the States
and local authorities was 29 million dollars out of a total
tax revenue of 4,221 million dollars and it was levied

for State purposes in only eleven States. t

34. Poll taxes are also levied in Turkey, Persia,
h Somaliland, Ceylon and

other Eastern countries, but except in Ceylon, Siam and
form a very important source
of revenue. In Siam, the capitation tax was first levied
only on the Chinese, but since 1924 it has been imposed

Tt now yields half the direct
taxation levied by the State and is roughly equal in

amount to the yield of the land tax. In the Philippines
; the poll tax yielded more

combined, but the
ssible by the development of the
lassified occupation tax. After
aduated capitation tax has
d the proceeds now are

ducation and other local purposes.

re, the poll tax is found, in
British Columbia, the Um’op of
the East African Colonies. In
oukh Abnea, tW 4 -

* Jemsen : Problems of Publio Finance, page 226. _ . .
22'l‘ Bure:u of rt,hee]l(]’;;,‘nsms,- Washington, “‘Ir’ealth, Public Debt and Taxation, 4
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British Columbia, under the law of 1917, every male .

person over the age of 18 is required to pay an annual
poll tax of 5 dollars, but soldiers, sailors and persons who
have paid taxes on land, personal property, or income
or license fees in excess of b dollars are exempt. In
Africa, the tax is found in the Transvaal, Kenya and
Tanganyaka. In the Transvaal, the rates of poll tax are
for married individuals £1-10s. plus 15 per cent
of the income-tax paid in the previous year. In the
case of unmarried adults below twenty-five years of
age who do not pay income-tax, the rate is £1-10s. For
other unmarricd adults, the rate is £2-6s.  The poll tax
is not now levied on the African population. In Kenya,
the tax is levied on the African as well as the immigrant
population, while in Tanganyaka, it is restricted to
‘Africans who are not owners of huts. In the Cape Province,
Natal and the Transkeian territories a hut tax varying from
10s. to 14s. per annum.per hut is levied. Some colonics
use similar taxation as a means of exercising control
over the constitution of their population. Yor instance,
New Zealand imposes a tax of £100 on every Chinaman
who lands in the country. ‘

 36. Direct taxation of the nature of a poll tax has
been known in India from very early times. In ancient
Hindu India mechanics and artisans and Sudras who sub-
sisted by manual labour were required to work for the
State onc day in each month. Under some of the Muham-
madan kings, the jezzia or capitation tax was levied on

"all non-Muslims in lieu of military service, which was

required of all Muhammadans.

The taxes of this nature that now survive are largely
associated with and have been levied in lieu of the land
revenue, and with the exception of certain backward
tracts, such as Assam and British Baluchistan, they are
confined to Burma, The following is a list—

(a) Taxes on fugitive cultivators —

(1) The taungya in Burma.

(2) The hoe or house or dao tax in Assam.
(b) The thathameda in Upper Burma.
(c) The capitation tax in Lower Burma.

37. The taungya is levied under section 33 of the
Burma Land and Revenue Act, 1876, in lieu of the revenue
assessable on any land under taungya cultivation. It is
an annual tax either on each male person who has com-
pleted 18 years of age or on each family of persons taking
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part in the cultivation of such land, the rate being fixed’

from time to time by the Government, subjeet to a maxi-
mum of Rs. 2 per annum on each male cultivator or family
of cultivators. The levy of the tax'is confined to certain
areas of shifting cultivation, such as the hilly tracts of
Lower Burma, the Shan States and other frontier arcas
where there is no assessment on the land. .

The hoe tax or house tax in Assam is levied under
gection 47 of the Assam Land Revenue Regulation of
1886, which empowers the Chief Commissioner to direct
that “‘in lieu of the revenue assessable on any land an
annual tax may be collected on each person who has
completed the age of 18 years taking part in the culti-
vation of land at any time during the year of assessment,
or ‘on ecach family or house of persons taking part as
aforesaid.”” These taxes arc morc or less of the same
naturd,” but they are assessed in slightly different ways
in different districts, having been introduced by different
officers. The taxes are generally levied on the household
at the rate of Rs. 2 or Rs. 3 per family. The classes
affected are mainly hill tribes inhabiting wild tracts where
the cultivation is shifting and where consequently it is
not possible to collect land revenue on a systematic basis.

; 38. The same difficulty of dealing with the nomadled
to the levy of a tax which was in a small degree analogous
to these in the case of the nomad flock owners on the other.

side of India: -This is still levied in" British Baluchistan,

‘but it is graduated according jto the size of the flock.

In the Punjab it developed into a hearth tax,: the pay-
ment 6f which was accepted as cvidence of settlement
for the purpose of the distribution of colony land.

30. Under the Burmese Kings in Upper Burma, no
land revenue was collected except on the lands which
were the property of the King, and the thathameda was
practically the only tax imposed on the villagers. It was
originally an apportioned tax. The sum due from each
village was first determined by multiplying the number of
households in it by Rs. 10. This total sum was then
distributed over the individual households, roughly with
regard to their ability to pay, by the village elders or

- thamadis.

After the annexation of Upper Burma by the British
the question of the replacement of the thathameda by a
capitation tax on Lower Burma lines was considered. It

e
o

The case of
graziers.

The thatha-
mada,
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was imate '
iu:;o(;llllt(jg(lfw;l;v--x;}‘c'mdml’ when the land  revenue was
pad con)\zert 1_: an {;he thc_tthq'meda n its general form,
tural incomes lTllrllist llr?xgi‘\lgl Hnltol . t’dLX Onf B
! incomes.  Thi ves o departure from the ol
?Oui {1;1@1%) Eﬁ :lcttllglc af} assessing cach village at o sum cq(l)lz(lll
NPT \;u]nl Te | l)ly‘ tlhe number of households. Instead
{F Vit the st p%y}a ole by each village is fixed by multiply-
aSDpil,l't . tl;ﬁ (; )1<.)‘1.1§eholds by a figure which is assessed
b at of th m.l[i)uatlon'.gof the settlement of the land
perenie, e in(;On chnb}derut_lon n fixing it being the
other e the in iltlej( erived in the village from sources
oer fmn; Dl )ﬂcu ()lug. )thre this 1s small, the rate
uppmaohm -m\? 2 to Rs. 5. Where it is large, it
abpron 10 kwéh'.slomgf;une:s' even exceeds the old limit
e oo ’ude 13 tl ]-\l still levied in unsettled aveas
N g(;t c“ Vlun(.ll revenue 1s collected. The
e inpend for ‘13 vi lagc 1s still distrihuted, over
fove, i idual ))u:se, 1lds by the thamadis as be-
rate of Rs.' 3 L‘Lxclcptl.on. domestic servants pay at a
e 1o . T}tn( 1nig1 atory coolies at one of Rs.
N oo éi e{np oyees rof certain companies are
e phil:l rates.  The thathameda assessee pays
oo 3 w]; tlncuple exceeds Rs. 2,000 a year; but
. 3 ate of a sum equal to the amount paid
8 thd®hameda. The whole question med
L Burma Land and Revenue
Riification thegaunder. The
d to Rs. 4 lakhs.

i .
[it were assessed in the manner provided

whu_zh are not. There is
objections being made to
the assessiments ; but it is
arely or never utilised in

provision under the rules for
the Assistant Collector against
- evidenee that this vieht b 1
practice.  Thus, thougl (] el
iy pact o o sit theoretically it is not a poll t
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guality of the building and the arca covered Dy it, with

possibly an exemption for dwellings of the poorer classes.
Under the Burma Rural Self-Government Act of 1921,

power has now been given to District Councils to sub- .

stitute for the thathameda a circumstances and property
tax, so that any District Council can, on its own
initiative, secure the abolition of the tax. Under the
same Act, the rate at which such tax shall be levied shall
not, on an average, be less than Rs. 2 or more than Rs. 8
per annum per person liable to pay 1t.

40. The capitation tax, which, unlike the thathameda,
is not apportioned, but is levied at a fixed rate per person,
was originally introduced in Lower Burma by the Bur-
mese Kings, apparently with the ohject of determining
the fighting strength of the country, and was paid in kind.
It was converted into a fixed payment of mouney after
the British conquest, and its continuance under the
“ich administration was justified on the ground that
L1t tax was levied and that the rates of land revenue
low. It is now collected in Lower Burma under
on 34 of the Burma Land and Revenue Act of 1876
from all males hetween the ages of 18 and - Ggnyears,
ordinarily at the rate of Rs. b per head from married
men and Re. 2-8-0 per head from men who hagggno

*Wwives. )
This tax, being a poll {aknt a flag rate, operat

xth
less discriminatdon than the tha?_ﬁaw’?f‘éda and is ver¥ un-

opular, partly for this reasog, and partly because it
gas nevc,er Il)ost zhe stigma whieh attached to 1t when it was
imposed as a tax on conquered races. The Rural Self-
Government Act referred to above also provides for the
substitution of the circumstances and property tax for
the capitation tax. The grant of the option to local
bodies of converting it Into & circumstances and pf'op?rty
tax is, in the opinion of the Committec, an appropriate
way of providing for its extinction. The Commuittee
would, however, ecommend that in both cases the pro-
cess of conversion should he expedited and . that tl}ese
two taxes should cease s carly as possible to he sources
of provincial revenue.
of both these taxes is the provi-
¢ certain fairly large classes of
be sufficient to define the
itation tax. These include,

An important featurc
sion for the exemption O
persons. 1t will perhaps
persons exempted from the cap

The capita-
tion tax.
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roughly speaking, Government servants, including vil-
age magistfates and village headmen; ministers and
priests and teachers of religion; persons who are engaged
n the work of education; persons who have no property
or means of paying the tax, including those who are in
Frlson; residents of places outside Lower Burma travel-
ing from place to place; persons who have paid income-
tax; and persons who are certified to have rendered
special service to Government. ‘

Another important feature of the capitation tax is the
provision 1n section 35 of the Burma Land and Revenue
Act, 1876, that 1t shall not be levied in seven large towns
which are specified in the Act or in others.to which this
provision may be extended. In these towns there is levied
in lieu of the capitation tax a rate on land. This provi-
sion, 1t 13 understood, reflected the idea which obtained
at the time of the passing of the Act that it would'be very
difficult to assess a capitation tax on the people of the
towns. The difficulty was found to be less than w -
Pected and the provision has only been extended tOWBfie
town, though there is yet another town in whicl! r
hlstOI:wal reasons the capitation tax is not levied, while
one in Upper Burma has never been subjected to the
thathameda. .It is obvious that the incidence of the land

i@ very different from that of the capitation tax, ande
#gjuently the provision in question operates. to some

It as an exemption in the case of certain classes of

persons in those towns.

41. The latter of these provisions has a special bearing
upon a further development of the scheme of personal
taxation in Burma which has recently been much under
disqussion, namely, the sea passengers tax. The object
of this tax is to make the scheme of capitation taxation
complete by levying a tax of Rs. 5 upon every person
entering Burma by sea, the special purpose being to
secure taxation upon the class of migratory coolies who

are apt to escape taxation when they m
one village to another. y move about from

A scrutiny, .however, of the Bill as passed by the
Burma Legislative Council, seems to suggést that the
law would effect much more than the closing of a gap in
the existing system of taxation, and would really amount
to the imposition of new taxation. For one thing it is to
be applied to every person landing in Burma who is
classed as an adult for purposes of a steamer passage,

49

and it will, therefore, affeet both women and boys be- ‘

tween the ages of 12 and 18. It may of course be pos-
sible to meetthis difficulty by a system ofrefunds; butthat
would mean a considerable addition to the administrative
difficulties of working the Act. In the next place, it is
to be imposed on all persons at the rate of Rs. 5, although
apparently the labourer who is not accompanied by his
wife pays only Rs. 2-8-0 at present. In other words, it
will be a tax on the wife who has notleft India, or who may
not exist. In the next place, it will apply to persons
going to work in the towns which are at present free of
the capitation tax or thathameda. It is understood that a
considerable portion of the labour which goes over to
Burma is employed in these towns and that this labour
nover becomes liable to the land rate. Consequently,
in this case, the tax will be a new one. Again, there is
no prosision for limitation of the charges in the case of
an immigrant who visits Burma more than once in the
same year, or for the exemption of a Burman who 1s
returning to his own country. Lastly, as has just been
stated, power has been given to the District Councils in
Burma to make an end of the capitation tax or thatha-
meda by introducing a tax on circumstances and pro-
perty. This will, presumably, be applicable to Indian
lahourers working in the local areas affected.  Should
such a tax be imposed, there will be double taxation to
this extent. It seems to the Committee that on all these
grounds, and particularly because it is incompatible with
the development of the primitive system of poll tax into
a scheme of local taxation, and because 1t seems likely
to operate as a tax on transport and to 1mpose a.real
check on the flow of labour from province to province,
the tax on sea passengers should be condemned as a

development in the wrong direction.

ApporTIONED TAXES.

49. Poll taxes have generally been imposed by la
superior power. Apportioned taxes have more commonly
arisen out of local combinations to meet common egpeméh—
ture. The chief of the taxes of this kl‘nd which stx]l_eimst
are those levied to pay for the services of the vil sgie
police. The ancient police system of India was stkr}(gt 4
municipal, and both in towns and country th:ct chloé,(; 02 ggj
were appointed and paid by the p.eople.. n ! Lorci
police service in the towns was provmclahsed under

Wateh and
ward were
originally
paid for
direct by the
villagers.
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Mayo’s scheme of financial devolution; hut part of the
cost of the town police was for many years afterwards
borne by municipalities and cantonments. This policy
was developed further by Lord Ripon, and in 1883 almost
all the municipalities were relieved of expenditure on
local police. The rural police, however, continned to be
a local charge in most provinces for many years and

the tax levied for the purpose was in many cases appor-
tioned among the villagers.

43. Tt is difficult to give a clear account of these
collections. Tn some cases, the tax is collected by the
village police themselves, as in the case of the baluta in
Bombay. In others, it is collected under the authority
of the Government, hut dishursed without being hrought
to Clovernment account. Tn others again, it appears
both as an item of receipt and as one of expenditure. Tn
some provinces, the levy is mainly on the land: In
others, it is mainly on the non-agriculturists, and in others
again, it is on both. In some provinces cesses which
were levied for this purpose have been gholished and in
others they have not been. The follo%h;g details will

illustrate the way in which some of these developments
have come about.

In Madras, prior to 1893, the village police, like other
village officers in ryotwari tracts, were remunecrated
partly from fees and other contributions payable by
landholders, and partly from contributions from general
revenues. The Act of 1893 abolished all these colloctions
and imposed a money cess upon all holders of ryotwari
and inam lands. The proceeds were paid into a fund to
which the Government contributed an equal amount, and
the village staff were paid from these funds. A later Act
provided for a similar levy in the case of zamindari lands.

In 1906, Sir Edward Baker, the then Finance Member,
laid down the policy that “no local cessos should be
levied on land supplemental to the land revenue, exceps
such cesses as are levied by or on behalf of local
authorities for expenditure by them on genuinely local
objects.”’* Tn pursuance of this policy, all the village
cesges levied for provincial purposes in Madras were
abolished and the village officers, including the police,
have since that time been paid_directly or indirectly by
the Government, that is, either in cash or by the grant of
lands which pay no rent or revenue, usually -known -as

* Government of India Finanoial Statement for 1906-97, page 12,
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service inams. One result of this change has been that

the number of men employed for village wateh and ward.

has lately been largely reduced, and there is evidence
that the villagers are now commencing again to tax them-
selves for the purpose of employing their own watchmen.

In Bombay, the system is more or less similar to that
in Madras. The village watchmen in Guzerat and the
Deccan are remunerated by grant of land or cash alloy&i-
ances and also by perquisites (balutas) paid by the vil-
lagers, which often amount to a cons1derzlxbleM sum.
According to the figures given in Dr. Harold Mann’s

“TLand and Labour in a Deccan Village’’, in some villages

ing in all to nearly 32 per
the ryots pay balutas amounting in a : er
cefltr}c;f thI()a stsessment on the land. The village C?ohce
are remunerated on a similar system in Sind and Coorg.

In’Agra no separate cess was levied for tlhe ;rléleasie
police, but an appropriation was made fr}(:m a tog? cess,
the amount appropriated being equal 'tI?ht e z;)swas main.
taining the villagg and road police. etceof ras levied
in permanentl{gttled estates at the rate of A 'annual
each acre, and elsewhere at‘5 per cex}t up(; the ann
value of such estates (that is, 10 per Ci{l e Loeal
revenue). In Oudh, in districts 1n_ wllc oy solfoe
Government had undertaken to maintain §1e r1 ural pol &
a local rate of 2% per cent and a rura hp01 rate of
3 per cent were levied. In pursuance of the {i:;(t)i nmene
atiI())n of the Royal Commission on ]?ec%ntr?ncreased bt
the resources of local boards should edS creased, by
making over to them the entire net procee 1d;

cess. the Government of the United Provinces decided

. jation made in Agra
in 1914 to discontinue the appropriation £ rural police,

from the local rates for the BaWERTaE % Mo g™ As
and to provincialise the cost of rural po ent rural police
a result of the latter change, the 3 perlzced by an addi-
rate in Oudh was a];)OIiShéd‘fd gf dp‘grascl(::llz thus equalising
i : cal rate OI 43 4 : for
31? lctgalt};ixteliogs Oudh with that al?gaggogrgiiréf‘):ldrew
, ' e now pai
. YI"I}'II;3 rursal}ltp %Iéc:hzrtransfer of the cha?gi&;%r?i};e
e . 3 : b 5
gggsisﬁcial erI;mues in the United Provt}ncees, (?vsvilllllg to the
as been a latge reduétion Orfle‘:ﬁetoofigd funds to pay
inabili Local Govern ssar
:111122111?; g}fxet};?lha?lced rates that were found necessary

in-the case of a provincial staff.,
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. Itn.thfa Punjab, the cost of the chowkidari establish-
nt is recovered from the villagers under rules issued
?y the Gox‘lﬂernme.nt in 1876. The number of watchmen
or each village is fixed by the Deputy Commissioner
who also determines the rate at which a tax on the
?(Ielrrrllllll?ller V;glue of houses shall be levied for their
rem ation.  The remuneration may be either in cash
I In grain, and In cases in which it is payable wholly
or partly in cash, it may be paid at the option of the
majority of the village headmen from the proceeds of
certain village taxes, of which the principal are known
as Choopgee., Kamiana and Dhurrunt.  When the re-
muneration is paid wholly or partly in grain, the amount
1s often apportioned according to the number of ploughs

or in such other wav as the majorit
determine. y jority of headmen may

In the Central Provinces, the remuneration ‘of kot-
wals, or village watchmen, is generally provided for by
the assessment of a yearly rate, ordinarily not exceed-
Ing one anna in the rupee, on the rental valuation of land
held by proprietors or tenants. In ryotwari villages, the.
Govermpent contribute at least one-fourth of the re-
muneration, in the shape either of a revenue-free hold-
ing or of a rate on the revenue of the village, and the
balance of the remuneration is realisable from the patel
or headman and the ryots at a rate not exceeding
one anna per rupee of the asgessed revenue. TIn addition
to this, in both malguzari and ryotwari villages, the non-
agriculturists, when they form an important Cclass, are
also liable to assessment at a yearly rate fixed with refer-

ence to income. The kotwal’s remuneration is paid direct
by the assessee.

~ In Berar, the duties of watch and ward of the vil-
lage are performed as a rule by village mahars assisted
In some cases by a special watchman known as a jeglia
and to provide for their remuneration a cess at ﬁxed’
rates is levied under sections 159 and 160 of the Berar
Land Revenue Code. Agriculturists are asscssed under
section 159 of the Code at a rate not exceeding 12 pies
in the rupee of land revenue in the Melghat taluk of the
Amraoti district and 27 pies in other bparts of Berar
Non-agriculturists are assessed under section 160 of the
Code at a yearly rate fixed with reference to income.

In Bengal, Bihar and Orissa and i
, and : portions of A ,
the levy of the chowkidari tax is regulated by the Bisx?ggl
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Village Chowkidari Act of 1870. The village chowkidar

is paid from the assessment of resumed ch¥karan lands
and the proceeds of a tax imposed by a panchayat in

each village. The total of these two must be equivalent to -

the amount required for the pay and equipment of the
chowkidars, together with 10 per cent above such
amount to cover the cost of collection and losses due

" to nhon-realisation. The tax 1s levied on all owners and

occupiers of houses in the village, the amount being
determined with reference to the taxable capacity of indi-
vidual families as estimated roughly by the panchayat.
The maximum amount levied from any individual is
Rs. 12 per annum, and persons who are too poor to
pay half an anna a month are exempted. One of the
members of the panchayat collects the tax, retaming 10
per cent of the proceeds to repay the cost of collection.
There.is no right of appeal against the assessment of the
panchayat, but the District Magistrate has a general
power to revise the assessments in any village. The
assessment lists are, as a matter of fact, frequently
examined by Subdivisional Officers.

In Chota Nagpur, the levy of the tax is governed by
the Chota Nagpur Rural Police Act of 1914, which cor-
responds to the Bengal Chowkidari Act, the only differ-
ence being that, in Chota Nagpur, the tax 18 assessed by
the Deputy Commissioner and not by a panchaygt.

In Burma, there is no.tax at present levied cor-
responding to the chowkidari tax in India, though the
Burma Towns and Rural Police Act, 1880, gives power for
the levy of a cess, which can be applied among other pur-
poses to the payment for the rural police.

44. The figures available of the revenue d

the levy of chowkidari tax are as follows :— |
Rupees in lakbs.

erived from

Bengal ... et 2(5)? B
Bihar and Orissa ... 4:5
Assam i
Berar

he Central Pro-
The Governments of the Punjab and th :
vincey are unable to furnish the Committee With any
estimate without a special enquiry: o
i it £ the chowkidart
45, The question of the abglltlon 0 ‘
tax has been gonsidered by the (Jover.nment Of, I;l}?latmv(v);g
than once. As has already been pomted out, the to

—in Burma.
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Rensons why
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h-ve been
continuned.
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-have been almost entirely relieved of the charges for the

The present
line of
dévelopment,

maintenance of the police, and theoretically it is difficult

to justify the continuance of an apportioned tax for the
mantenance of the police in villages. The main justifica-

tion for the existence of the tax is the historical fact

that, from time immemorial, the village police have been
paid out of village funds. Moreover, it will be clear
from the deseription that has been given above that,
even where no tax is levied on Government account,
they are still paid in many instances by the villagers out
of funds collected in cash or kind by themselves.

The reasons that have hitherto prevented the abolition
of thfa tax where it still exists are malnly administrative
a,pd .fm.ancxal.. In the first place, if the charge were pro-
vincialised, 1t would be difficult to vesist the claim of
village chowkidars for higher emoluments corresponding
to those of the constabulary. In the second place, the
gxam Justification for the existence of a panchayat in
‘t_engal‘and the other provinces where the tax is appor-
t1oned 18 tl}e assessment and collection of the chowkidart
fax. Provmcxahmtmn of the village police would, there-
| ?re, have a serious effect on the corporate existence of
tne panchayat, which has been a useful means of edu-
cating the people in local self-government.

ble zi‘?n ’lhes§ considerations are no doubt partly responsi-
i a;no@ er line of developmgznt in the permanently-
bt ¢ provinces, namely, to continue the chowkidari tax,
| u. o make 1t also the basis of a personal tax for local
})ur poses. Bothin Bengal and Bihar and Orissa, the system
18 peqently been revised in connection with the Village
Administration Acts, which provide for, the formation of

~.groups of villages into union panchayats charged with

duties relating to local sanitation and the decision of
sunple civil and criminal cases. In these areas power has
been given to the union itself to raise the chowkidari tax
In excess of the limit provided by the Chowkidari Act
and the upper limit of the tax has been raised from Re. i
to Rs. 4 a month. Proposals for the conversion of the
chowkidari tax into a local tax for general purposes are
also under the consideration of the Assam Government.
A development on somewhat similar lines is also taking
-p}gce in the Punjab. Under section 35 of the Punjab
Village Panchayat Act, 1922, the panchayat may levy for
local purposes a village rate (haisiyat) which should be a
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multiple or fraction of the amount payable in respect of, the

chowkidari tax. These developments may be compared
with those that are in progress in the case of the thatha-
meda and the capitation tax in Burma.

47. It may be added in conclusion that, as in the case
‘of the thathameda, there is considerable complaint in
places of the method of assessment of these taxes by the
panchayatdars, and especially of a failure to apportion the
levy to the ability of particular villagers to pay. Itis to be
hoped that in both cases the conversion of the taxes mto
items of local taxation to be spent for the benefit of the
locality will remove some of the unpopularity which at pre-
sent attaches to them. But it seems desirable to point out
that, even as local taxes, some measure of control over
their administration appears to be required if they are
not to press too heavily upon the poorest classes.
4§." To sum up—

Poll taxes are far more common than is sometimes
supposed, especially under primitive qonditions; .

in the case of the fugitive cultivator there is no
alternative; ;
. the thathameda is theoretically little open to objec-
tion, the capitation tax is more so; the sea passengers
tax is open to many objections;

the rejection of the last is recommended. The con-
version of the first two into circumstances and property
taxes may be expedited. Even so their administration

nceds control;
the endeavours made to replace the arrangements

" under which the villagers taxed themselves for watch and

ward have led to confusion and inequality; _
the taxes still levied in certain provinces for this

purpose are theoretically unobjectionable, but are com-

plained of in practice; ) : |
the conversion of these also into a source of loca

taxation, subject to proper control, is recommended as a
desirable development.

Even if they
are converted
into a looal
tax, the
administra-
tion of these
levies needs .
to be under. .
control.

Sommary.
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CHAPTER IV—THE LAND REVENUE.

PArRT I.—REVENUE FrROM LAND USED FOR AGRICULTURAL
PURPOSES.

49. One item of revenue which has excited more inter-
est and criticism than all the others put together is that
derived from the land. In respect of this matter, the
Committee’s instructions differ in some respects from
those relating to other parts of the system. They are
to include in the enquiry consideration of the land rev-
enue only so far as is necessary for a comprehensive
survey of existing conditions. They are not required to
make suggestions regarding systems of settlement. But
1t is within the scope of their enquiry to study the in-
cidence of the land revenue (including water-rates) and
to point out any defects from the point of view of the
canons of taxation or any difficulties in readjustment of
the burden of taxation. In subsequent correspondence
1t has been added that if, as a result of their examina-
tion of the question in the light of the above considera-
tions, the Committee come to the conclusion that there
are defects which can be cured without radical changes
In any system or systems, they are to point out the
defects and leave it to the Governments concerned to
find and apply the cure. If, on the other hand, they

find so great a divergence in the systems or any of them -

from the accepted canons of taxation that a complete
change of system is necessary, it is open to'them to
suggest in broad outline the general lines of revision
which commend themselves to them.

60. It is proposed in the first place to make a brief sur-
vey of the systems of land taxation in other countries so as
to indicate the points of similarity between them and
the Indian systems, and to bring out by contrast the
more distinctive features of the latter. The income of
the State from land in most countries is derived from
two main sources—(1) State domains, (2) taxation of
property 1n or income derived from land. '

In the earlier Middle Ages the royal domain was in
most European countries the main basis of public in-
come, but owing to the extravagance of kings, which

-

» systems will illustrate the ways 1
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often took the shape of generous gifts to court favour- |
ites, to the growth of new ideas, to changes in the
systems of government, and to varlous other causes, the
State revenue from this source has dwindled in most
cases to a comparatively insignificant figure. In the
case of the local revenues, however, public lands con-
tinue, particularly in France and Germany, to be a very
important source of income. The French communes
hold several million acres of forest and other lands,*
while there are very few towns in Germany which do
not own a considerable proportion of the land within
their administrative areas. In fact, possession of land
is a common feature of communal life generally in the
German States, and there are some: cases in which the
yield of public forests and other Jands is so large that
it is unnecessary to resort to taxation for local purposes.t

The land tax is one of the oldest taxes, and there is (3) Toxation

hardly any country in the world that does not levy it in
some form or other. The methods adopted, however,

vary considerably. o N
~ Thus, it may be based on (a) the .capital value, which
is usually determined periodically with reference to_the
sale value; (b) the unimproved or public value, 1.e.,
such part of the capital value as is not due to the efforts
or investment of the owners or occuplers; (c) the net
produce, i.e., the gross produce less the cost of produc-
tion; (d) the annual value, 1.e., the gross produce less' the
cost of production and earnings of management; o;
() the net income of the farmer, 1., the earnlélgs of
management plus the value of the labour of the farmer
and his family.

1 .stion of some of the typical
The following short descripti p of some o e aront

bases are used :— . il

The land tax in France was .
tioned tax assessed on the net produce of the lan((ii, ie.,
the income which the owner secured after deducting
from the gross produce the cost of cultivation, sowing,

i I »f i d family. It
harvesting and maintenance of himself an j
was base§ originally on 2 cadastral survey begun 1o 1807

17
* ¢ : .5 Finance, Book 11 Chapter II, paze 171,
4 113)8;&211(12 BP;I\Llr)\lilgip;{lLife and Gove,rnment in (Fermany, Chapter V.

i iotion i based on— ) ‘
\ Th(l: ds;fi‘cg t-;mlr‘lIal.‘:ional and Local Finance , 'Cha&pter VIII; v
(2% Guide Pratique des Impots, page 306 ; and Lo Dumesni

(3) Rapport Tmpot Sur Les Revenus, by M. qI s
PPI?IO, 304§—Chambre; Des Deputés, Chapter 1T, page 19,

1914 an appor- Franes.}
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and completed in 1850. The survey, however, became
completely ‘out of date, and the whole system of land
taxation was reformed between the years 1907 and 1914.
Under the scheme then drawn up, the tax was converted
mto a uniform rated tax assessed on annual value, and
the rate was fixed in 1914 at 4 per cent on the annual value.
It was raised to 5 per cent from the 31st July 1917, and
to 10 per cent from the 25th June 1920. For purposes
of assessment, lands are grouped into 18 classes accord-
mng to use to which they are put. Lands in the agri-
cultural class are subdivided into further classes not ex-
ceeding five with reference to the fertility of the soil, the
value of the produce and the topographical situation.
The classification is made by the Controller of Direct
Taxes assisted by the Mayor and five classifiers appoint-
ed by the Prefect. In determining the class, the most
unportant factor taken into consideration by the Control-
ler 1s the actual rent paid for the piece of land or for simi-
lar land in the vicinity. The basis of assessment is thus
the rent which is actually paid to the landlord, or in cases
in which the cultivafor is himself the owner, the competi-
tive rent for similar land in the locality. Incomes derived
from land are also liable to the general income-tax.

The return from land in Ttaly is subject in the first
place to two schedular taxes—

(1) A tax at a flat rate of 10 per cent of the

cconomic rent assessed according to a system of cadastres,
which have been periodically revised since 1886.

- (2) A tax at 18 per cent on the income of the
cultivating farmer.

If land is let to o farmer, the proprietor pavs the
first of these taxes and the farmef pgys thepsZcond,
which 18 a tax common to all kinds of industrial and
commercml' enterprises, and is assessed on the basis
of declarations by a commission appointed for each
district. Incomes of less than 436 lire (£4), which i3
raised in some cases to 800 (£7), are exempt,

_ In addition, both landlord and tenant are liable to the
State income-tax, which applies to the aggregate income
received by the tax-payer, his wife and his sons of less
than 21 years of age, but is assesied on the net income
after deducting from the total of these separate incomes
all the other taxes paid, national and local, insurance

* The Committee are much obliged to Dr. Per Jacobsson of the Economis and

Finance Béoretariat of the Lea i i i
gue of Nations, Gereva, for information on the land
revenne systems of Ttaly, Hungary, Austyia a{nd other European countries,
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premia, interest on debts and a sum of one-twentieth of
the net income for each dependent person. The rate
varies from 1 to 10 per cent on incomes of over one
million lire.

In addition to this, again, there may be levied for
local purposes a local surcharge both on the schedular
taxes and on the income-tax. This surcharge is limited
to 160 per cent of the first schedular tax, that is, to 15
per cent of the economic rent.

The land tax in Hungary is based on an obsolete sur-
vey. The nominal vate is 25 per cent of the cadastral
yield, but Professor' Bela Foldes has estimated the pre-
sent incidence of the tax at from 8 to 12 per cent. In
addition to this, there are—

(1) A general income-tax, which applies to agricul-
tural profits, varying from 1 per cent to 40
per cent with the size of the income, the latter
rate being applicable to those in excess of
200,000 gold crowns. . '

. (2) A capital tax, the rate of which varies from 1
to 20 per cent of the net revenue on the
capital. '

(3) Certgin local surcharges, the rates of which
vary in different places. ' _

The combined burden of all these taxes varies from
15 per cent to 60 per cent of the net annual yield of t}he
land. The actual burden depends on the accuracy of the
assessments made by the authorities. —_

s in Hungary, the land tax in Austria is based on an

old ili\lzlcl*yH 1I§ 1313 the I}ominjﬂ Jate was 26% plm' ceil(t) ?f
the net cadastral yield, which was eq_u-lvalent t,o a )(),utl \ (;
15 per cent of the real yield. In addition, there welte e f;(
local surcharges which amounted in many ca.;es l0 (r}r(l)(;n g
than the State tax. Since the W{Ll‘, the tax 1?‘3 %(; ome
entirely a local levy. It was stipulated In ltl e‘éﬁ e on-
struction Law tha7t5the local tagtfh(;ﬁlgle;ﬂs(};o;lalu; S? the
rate to at least per cen ‘ b have
id in 1913, but, as a matter of fact, they
degg;% ltrlllis minimum, and the tax now amounts to 100
to 150 per cent of it. .
In agdition to the local land tax, an income-taX varg-

i f from 1
i 49 per cent and a capital tax o
tggﬁf;glrvn celntt (Zu*e leI\)/ied by the Central Government. The

combined rate of taxation in the case of th%}ﬁff’:fs:
estates approaches 70 per cent of the return,

5

Hungary,

@

Austria.
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landowner enjoying an income of about £400 pays 25
to 30 per cent if the assessment is made accurately.

. In Czecho-Slovakia, the old Austrian system is still
uf force. The land tax is a State tax and local bodies
are entitled to levy surcharges, which are often very

heavy. Agricultural profits are also subject to the income-
tax and capital tax.

Up to the year 1921, the Bulgarian land tax was hased
on annual value as arrived at with the aid of a cadastre.
This tax was abolished in 1921 and an income-tax intro-
duced. The system, however, hroke down completely
since the peasants did not declare any income and the
whole burden thus fell upon the towns. After a change
of Government in 1923, the old land tax was reintroduced.

Under the scheme of fiscal reform introduced in 1893, |

the land tax and the building tax in Prussia were assigned
to locz'xl. authorltles,'the Central Government merely
i‘iuHel(“]wsmg and paying for assessment. The tax was
evied on the annual value of agricultural land and was
%ssessgd by committees presided over by a Government
al()mmls§10ngr paid for by the State. The cadastre was
Siil% em?gétgamed at the cost of the Central Government.
e o, h(iwever, a State tax has been assessed on
the Ofp a .val ue of land and buildings, which in the
and' macahgrlcu turfle‘ property includes value of hive-stock
n enac mer{. 1‘1)6’3_ rate mn the case of such property
yanes Otm -1 to .25 per mille per month. The tax 18
b‘ d: )y special committees and collected by local
odies, which are also authorised to impose -surtaxes

approximating to nearly 200 per cent of the State tax.

Landowners are furth® :
er sul o
the rates var ject to a federal income-tax,

the incomo. ying from 10 to 60 per cent according to

The minimum rate of to : .
tal t 1l
on land has been calculated to be 28 pefa)éggf n falling

Ip Sweden, the land taxes were abol; i
the gst quarter of the last century an}éOl;Sh;r(z)g;}::sliri’%
Income-tax af rates varying from 5 to 22 per cent has
become the main tax of the country. In the case of
u;co}rlr.les_ from agriculture, the machinery for the levy
out 18 18 supplemented by a quinquennial valuation of
all taxable land, and it is open to the landowner or farmer
tohfleclgre his income or to be assessed on an income
gl ich is assumed to be 6 per cent of the valuation in

e register 1n each case, and 12 per cent in the case

- of the owner farming his own land. Proposals have

.

* tion of Tncomes derived from Farming O
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recently been made to add to this income-tax a {ax oi
the. cagital v_zzlue of land. The rates of local taxation,
which is levied on the same basis, vary from 4 to 16
per cent, the average being 9 per cent.*

m Al : . :
T'he English land tax in its present form dates from England.+

the year 1692 and was originally both a property and an
income-tax, assessed at 4 shillings in the pound on the
annual value of all land and houses, on personalty of
every kind, on the stipends of public officials and on
movable property. Owing to the difficulties of annual
assessment it was converted into an apportioned tax in
1697, but it continued to be voted annually until 1798,
when it was converted by Pitt into a perpetual redeemable
rent charge. The portion of the tax assessed on personal
property had declined at a very early period and had long
fallen oyt of assessment before it was formally repealed
in 1833. The unvedeemed portion of the tax has thus
become a tax charged on landed property, subject to
which it may be bought and sold. In addition to the land
tax, an income-tax on agricultural profits is imposed as
in other countries. The farmer’s profits are assumed to \
be a multiple of the annual value of the land unless
accounts are produced showing them to be less. The |
multiple has varied in recent years from twice the annual )
value to one-half. Land is, of course, also subject to a (
heavy local rate, which is the chief source of tax revenue '
for local purposes in rural areas.

.. . . i . 1 Australia and
In these British colonies, the assessment 1s based o Australin and

the unimproved value of the land, in other words on
“that part of the annual, or of the capital, value of real
property which is not due to the efforts or investments of
owners or occupiers’”’.§ In most of the Australian States,
the tax is levied only on the excess over a specified min-
mum, which, however, is not deducted in the case of
absentee landlords. The latter are in some States sub)ect

to further special taxation.

In New Zealand, small farmers whose holdings are
worth less than £600 are similarly exempted, but there
is a graduated tax on the larger estates varymng from one-

sixteenth of a penny to threepence in the pound according
to the value of the estate.

Committee of Enquiry on Taxas
* The facts are taken from the B.eportet::L {g:s inmS e om, 1010,

inei Taxation, Chapter IV,
+ Armitage Smith : Principles and Methods of . .
3 Pirzﬁgﬁoonomm i \Woifave, Part IV, Chapter 1V, pog 609
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In determining the unimproved value of land, improve-
ments are valued only to the extent to which they increasce
the selling value; and increased value due to improve-
ments made by the owner is excluded. A landholder who
is dissatisfied with the valuation has the right of calling
upon the State to purchase his estate at its own valuation.

A recent Commission has recommended the abolition of
graduation.

.Bot.h in Australia and New Zealand the mcome-tax is
levied in addition to the land tax. *

The land tax in China is apportioned by the Central
Government among provincial authoritics, who redistri-
bute it among the districts. For purposes of assessment
land is divided into three classes, each of which is sub-
divided into three grades according to the fertility of the
soil, and the tax assessed consists of two parts, one
payable in money and the other in produce. There is,
however, no cadastral record, nor even a list of the
persons who are liable to the tax. It is stated that large
tracts of land escape taxation in consequence.t

In Japan, before 1871, the land tax, which then con-
stituted nine-tenths of the feudal revenues, had been
assessed by various methods by the different feudatories.
A careful assessment of the capital value was completed
in 1889, and the land tax was fixed at 3 per cent of
the capital value of the land, or 50 per cent of the annual
return, which was estimated at 6 per cent. The rate has
been frequently varied since in accordance with the
financial requirements of the State, and is now 2} per
cent on residential land, 4% per cent on cultivated land,
and 63 per cent on other lunds. These percentages, how-
ever, do not represent the actual burden, for the cadastre
is quite out of date. According to the J apan Year Book
for 1925, the market price of paddy land 1s estimated by
the banks at nineteen times the official valuation on which
the land tax is assessed. In addition to the land tax an
income-tax is levied on agricultural incomes, assessed on
the net profits during the preceding three years.}

* Pigon : Economics of Welfare. Part 1V, Cha'Fth 1vV. .
Report of the Committee of Enquiry on Taxation of Incomes derived
from Farming Operations in South Africa, 1010,
t Han Liang Huang : Land Tax in China,
$ Japan Year Book, 19241925,
. Financial and Economie Annual of J apan, 1924,
Articls on ¢ Japan ! in the Enoyolopedia Britannica,
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51. From this survey of the systems of land taxation in
other countries, it will be observed that the t.axz.xtmn tm-
posed generally combines th‘e following features i~—

(a) A flat vate on capital or annual valuc .
(b) A progressive tax on income, which includes the
income derived from the land. "

(c) In most cases a death duty or other capital tax;

in some cases both.
(d) A local rate.

The tendencies of modern development would appear
to be ag follows :— '

1) The flat rate is kept comparatively low. In
W 11}‘(‘;;1}1(({:2 lt?xit land ta%x propér amounts %o luballli
10 per cent of the annual value. In .m. yt'of
schedular land tax amounts to 10 per cen of
the economic vent. In Hungary it 15;5 t‘o 2
per cent of the cadastral yield. In Japan

Suma, p
the Ohie;y 0}
features of
the land taxes
of othey
eountries.

I : ' . per cent of the
15 roughly one-fourth of one per ¢ |

capital value.

(2) The income from, and properly Jand 1

treated for purposes of income-tax zmdl (‘lfez.ttlax
duty on exactly the same footing as other m
mes and property. -

(3) W(if;re an ingreasing share has been te;ke}r;t(\)f
the retwrn from land, it has gcneruly (,;,ll
taken for local purposes. In f}ustua,l t“i
land tax bas recently become entively 4 Joca
tax. In Prussia, the land tax proper gvzz,s
levied solely for local purposes ,ffm,n 1%“:) m(:
1923. Even under the law Qf 1)25, tllt f;-&
on land for local purposes 1s twice }t 1e1 .ni
levied for State purposes. In Italy,r t e oca.t
surfaxes on land often ammfnt to 15 per cen
of the economic rent. In Bogland, the main
tax on land is the local rate.

As a consequence, incomes from, and property in, land
tend generally to bear a heavier burden than gncontzle;;
derived solely from trade ov movable property, since

latter are not liable either to the proportional land tax

or to the local rates. '
These tendencies reflect to some extent the (?h'ange% ln;
the theory of taxation during the last fifty };le.ns. N éf
principles underlying them may be stated'm ¢ ‘?} W(lnt o
Professor Seligman : “The relation of the individual to the
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local community is somewhatdiffevent fromhis relatignio
the State at farge. The town isto acertain extentan associa-
tion of business interests.  While therefore the obligation
of the citizen to contribute to the general burdens shontd
be regulated by the principle of faculty or ability, it is
eminently proper that, in the case of the local bodies,
more attention should be paid to the priveiple of benefits,
.+ - An argument of somewhat the same nature :
led to the demand for the real estate tax us one of the chief
sources of local revenue. A tax on real estate is a real
tax, a tax on product; it is not a personal tax. Move-
over, the real estate fax is an especially good local tax,
partly hecause the beuefits of local expenditure accrue
primarily to veal estate and thus increase the faculty of
the owner; partly because making i a local tax would
at once remove from the public arena the wnseemly dis-

- pules about inequality of rvates and about equslisation,

with whick the public is scarcely less familiar abroad than
n America.’*

b2. Many of the complexities of the guestion of land
revenue in India can be traced to the facts that the Indian
systems are the result of a gradual process of
evolubion from indigenous practices, and that they
have been moulded into their present shape hy British
ofticers quite independently of one another to suit local
ciccumstances in different provinces. It iy impossible
w bring them wnder any general description. In fact,
many of the controversies to which the question has given
vise bave, as Sir Mountstuart Elphinstone remarked, been
occasioned “‘by applying to all parts of the country, facts
which are only true of particular tracts; and by including,
in conclusions drawn from one sort of tenure, other

* Seligman : Essays in Taxation, page 478.

t The history of the Indian systems is based on the following authoritiey ;=
(1) The Ain-i-Akbari. v
{2) Fifth Report on Bast Indian Afairs, 1812,

(8) Field: Landholding and the Relation of Landiord and Tenant. Sesond
Edition, 1885.

{) Baden Fows)) : Systems of Land Tenure in India, Volune 1.
{6) Artiols onu ¢ India ’ in the Eneyolopadia Britannica,

(6) Artiole in the Tmperiai Gazetteer on  Tand Revenus ”,

(?) Beport on the Land Revenve system of Burwa, 1991,

3) Tlt!: ;BO?bay Burvey and Bettlement Manaal, 1817, Volume 1, His
rival,

{P) Moreland ! India in the time of Akbar,
(16) Do, Akbarte Aurangzeb,

Ix
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tenures totally dissimilar in their . nature. tf:xltb \tlbtr;e
extreme there is the big zammda}‘ paymg, ad at thé
which in some cases is only a nominal one, an aying
other the cultivator of an uneconomic hold]mgé ?ndthe
a substantial portion of his mcome fromh a'nqses.sment
shape of Jand revenue. In some parts t 2 akeriodical
i unalterable, while in others it 1 sub)ecth . Eafnindari
revision. In Bengal and some of the ot ?r : aminda
tracts; there ave numerous mterrr}e(hanf:;, ‘316 Q‘e pa tm'-,v
thé 2amindar, the patnidar, the dirpatnidar, : flx'e i
dar and others, between the (}overnmen; a§( mbay and
vator, while in the ryotwari areas o ] Odirect with
Madras, the cultivator in many cases dea ih first step
the Government. In these circumstances, ¥ :m“s avising
towards the adequate discussion of ‘the SFO- tokexamine
In connection with the land revenne n In l% :s stexﬁs

some aspeots of the history of the different systems.

53. According to the description glvensbtytg‘xix& O; ;I;;
fiscal administration of an ancient Hindu f t%le" ross pro-
Source of the State revenue was a share 0 %
duce of all land, varying accor . imes the
labour necessary to cultivate 1. i nm-lsxililthtlrll)l\elt was
share varied between 0n8~twelfth an.d onéf war’ or other
liable to rise even to one-fourth n mmeisl Ot d, not from
public calamity. The revenue was L;lo ec gm,m unity re-
individua] cultivators, but from the ’?e harvest was
presented by the headman. The aggreﬁare of the State
collected info a common heap and the Sha eneral distri-
was set aside by the headman before edgthe King was
bution.t Between the village headmen f& n}ords-/ of single
a chain of civil officers, consisng 0 100 villages and
villages, lords of 10 villages, lords of nsible‘?or the
lords of 1,000 villages. These were respo ere remuner-
collection of the revenue, for V.thh they}? 's share of
ated by fees in kind, by a portion of the %nege. o irte
the produce, or by holding land revenue ir

of their office.

In the earlier days of the Mu
tion, the State share of the gross
the Hindu kings was converted 1r(1i
payable on land in couniries un
though the share taken was greater

The History of Indin, 1857,

hammadan administra-
produce demanded by
to the khiraj or tribute
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existing agency of collection was also utilised. The rapid
expansion ef some of the Muhammadan kingdoms, how-
ever, made the collection of the revenue under this
system a difficult process, and measures were adopted for
regulating the collections and securing a complete or
partial commutation of the State’s share of the produce
into money. The Institutes of Thnur emhodied the first
systematic attempt in this direction. Sher Shah (1540-55)
made the next, hut did not reign long enough to give
general effect to his measures. The third and the mosf
famous settlement was that of Todar Mal during the reign
of Akbar. He had the land measured carefully and then
divided into four classes according to the fertility of the
soll.  The Government share, which was fixed at one-
third of the gross produce, was commuted into money
with reference to the prices of the previous 19 years.
The commutation rate was originally applied to the actual
produce of the year, hut this practice was found to be
administratively inconvenient.  Settlements were there-
fore concluded on the basis of a ten years average. The
system involved the maintenance of an elaborate set of
accounts and the employment of a host of tax-gatherers,
who intervened hetween the cultivator and the Supreme
Government. One of these was the zamindar, who was

unknown in his present signification to the early Hindu -

system.  Originally he was merely a tax-collector, or
farmer of the revenue, who agreed to contribute a lump
sum from the portion of the country allotted to him.
Todar Mal’s settlement continued in force without
material alteration for-nearly a century, but as the.
authority of the Central Government declined, a number
of imposts (known as.abwabs) were added by the pro-
vincial rulers.  Sir John Shore caleulated that the abwabs
imposed hy Jaffer Khan, Shujauddin and Alwardi Khan
amounted to about 33 per cent upon the {wnar or stan-
dard assessment in 1658, and the impositions of the
zamindars upon the ryots to more than 50 per cent of
the same.*

64. Such was the state of the land revenue administra-

tion when the Fast India Company came into possession of
Bengal, Bihar and Orissa. They at first attempted to
administer the revenuges through supervisors, whose main
functions were to “determine the limits of estates

* Minuié of Sir dohn Shore, 18th June 1789, paragraph 41, Fifth- Report
on Fast Indian Affairs, 1812, Volume IT, page 11
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held by zamindars and the vent which the actual culti-

vators ought to pay to them. The object of this measure
was to protect the cultivators from the exactions of the
zamindars by the grant of pattas or leases, specifying
the exact amount to be paid by them as rent. The
attempt, however, failed, and the Company decided to
undertake a more direct measure of control. The
revenues were farmed out for five years, and Collectors,
‘with whom were associated Indian Diwans, were
"appointed to receive them. The older zamindars were
not, however, replaced by other farmers except in cases
where they refused to contract for the sums demanded.
Owing to a variety of circumstances this system also was
unsuccessful, and ultimately the Collectors were abolished
and Indian local Collectors were introduced under the
supervision of six Provincial Committees. When the five
years for which the revenues had been farmed out were
about to expire, Warren Hastings appointed a commis-
sion of three officers to collect information with a view
to reforming the system. As a result, the six Provincial
Committees were abolished and a Metropolitan Com-
mittee of Revenue was constituted in their place. Mean-
while, in 1786, Lord Cornwallis had arrived in India
with definite instructions to give effect to the Act of
Parliament passed in 1784, under which an enquiry was
to be conducted as to the real jurisdiction, rights and
privileges of zamindars, talukdars and jaghirdars under
the Mogul and the Hindu Governments that preceded the
East India” Company, and the amounts which they were
bound to pay. The grievances of those who had been
dispossessed in the course of the tentative and experi-
mental arrangements were also to be redressed, and the
revenue was to be based on a review of the actual collec-
tions of previous years. Lord Cornwallis caused ela-
borate enquiries to be made, and rules were issued
between 1788 and 1790 for a decennial settlement. He
recommended, however, that instead pf this a Rermanent
settlement should be introduced, and in 1793 his sugges-
tion was acted upon and steps were taken for a perma-
nent settlement under a regulation which was issued In

the same year. .
55. The main features of this permanent settlement o
1793 were briefly these— . .
(1) The }s,ettlement was made with the zamindars,
who were declared proprietors of the areas
over which their revenue collection extended

f The perma-

nent settle-
went,
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so that they might have some legal status
_which would enable them to fulfil their obli-
gations to the Gtovernment and induce them to
take an interest 1n their estates. This
right was, however, subject to the payment
of land revenue and to liability to have the
estates sold for failure of payment. The
Government also reserved the right to intro-
duce any measures they might think necessary
‘for the protection and welfare of the depend-
ent talukdars, ryots and other cultivators of
the soil’.*

(2) The assessment fixed on the land was declared
to be unalterable for ever and the Govern-
ment specifically undertook not to make any
demand upon the zamindars or their heirs
or successors ‘‘for augmentation of tke public
assessment In consequence of the improve-
ment of their respective estates”.*  But the
Government reserved the right to reimpose
the sair duties which had been abolished in
1790 or any other internal duties, and the
zamindars were not to be entitled to any
share of the revenues so collected.

(3) The assessment was fixed approximately at ten-
clevenths of what the zamindars received in
rent from the ryots, the remaining one-
eleventh being left as the return for their
trouble and responsibility.

It will be observed that the revenue collected from the
zamindars was a very high percentage of the rental. As
a consequence, for several years after the settlement,
there was widespread default in payment, and since the
law enforced the sale of the estates directly the zamindars
fell into arrears, large numbers of estates were put up
for sale. It was only as the effects of British security
made themselves felt and as the value of land and its
produce rose, and waste lands, which had not been
assessed to revenue, were brought under the plough,
that the assessment became proportionately light. At the
same time it has tended to become more and more unequal
as time went on, since it is obvious that the increment in

* Bengal Permanent Settlement Regulation I of 1793,
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value in an estate which was largely undeveloped at the
time of the settlement may be many times that which
accrues in one which was fully developed when the settle-
ment was made.

56. The prevailing system throughout the Bombay

The ryotwari
systems, -

Presidency and the greater portion of the Madras Pre- Madrasand

sidency 1s what is usnally known as the ryotwari system.

When the British succeeded to the territories of the Nawab

of the Carnatic in the beginning of the 19th century,

there was considerable diversity of opinion as to the

system on which the land revenue of the province should

be assessed. The Court of Directors, influenced largeiv

by the punctuality of the payment of the revenue, which

was perhaps the only redeeming feature of the perma-

nent settlement, directed the Madras Government to enter

into permanent engagements with zamindars and where

no such intermediaries existed, to create substitutes out

of enterprising contractors. The efforts of the Madras

Government to comply with these orders resulted in a

disastrous failure in almost every case except in the

extreme north and south of the Presidency where the

zamindars happened to be descendants or representatives
of ancient lines of powerful chiefs. The system of ryot-;
wari settlement was, therefore, after Gonsiderable discus-:
§iot, introduced by Sir Thomas Munro. The distinguish-}
ing feature of this system is that the settlement is made
with the cultivating proprietor year by year, and that he

is at liberty to rehnquish part of his holding, or, subject

to certain conditions, to add to it by taking up waste lands

as opportunity arises.

In Bombay, when the British came into possession
of the territories under the Peshwas, the system of farming
the revenues was in force. 'The ofice of mamlatdar, who
Was the collector of revenue, was put up to auction among
the Peshwa’s attendants, who were encouraged, and very
often compelled, to bid large sums. The mamlatdar in
his turn let his district out at an enhanced rate to under-
farmers, who repeated this operation till 1t .reached the
patels. The system resulted in great oppression, and, as
Elphinstone points out, ‘g man’s means of payment, not
the land he occupied, were the scale on which he was
assessed’’ * When the administration passed 1nto the
hands of the British, farming was abolished, the revenue

* Quoted in the Bombay Survey and Settlement Manual, Volume 1, page 18,
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was levied -according to the actual cultivation, and the
assessments were made lighter. Ultimately the ryotwari
system, which had meanwhile been introduced in Madras,
was adopted.

67. The North-Western Provinces, which came under
British rule somewhat later, presented a different problem.
In Oudh, which was the centre of the old Aryan dominion,
there were many petty Rajahs  who had been allowed
to contract for a sum of revenue and given the name of
talukdars.  Elsewhere there were o few Rajahs who had
become revenue zamindars, but their number was com-
paratively small. In the rest of the Province, there were
found bodies of villagers, claiming descent from chiefs
or other notables who had founded particular villages
or obtained them on grant, and who laid claim to the
whole village area, including the house-sites. The British
Government recognised the landlord rights of these
bodies and made them Jointly and severally liable for the
revenue to be paid. In the Punjab, the same system of
village or mahal settlement was adopted, but on a slightly
different plan. All these settlements were made liable to
periodical revision except 1n the cases of certain estates
n the United Provinces, which had already been brought
under the permanent settlement.

68. In the Central Provinces, the villages represented
aggregates of cultivators, each claiming his own holding
and nothing more. Under the Mahrattas the revenues
of the villages had been farmed out to ndividuals called
patels or malguzars. These men had in course of time
acquired a quasi-proprietary position. When the British
came into possession of the territory they were made
proprietors and became responsible for the payment of the
revenue. The malguzari settlement is also liable to pe-
riodical revision.

59. In Burma there was no land tax before the British
conquest. In most places in Lower Burma, however, the
cultivators paid a tax which varied according to the num-
ber of plonghs they used, and the rate was often differ-
ent according as they cultivated garden, rice, or dry land.
The assessment was supposed to represent one-tenth of
the value of the gross produce. After the British annexa-
tion the ares per plough was standardised, and the
tax became one on the land rather than on the
cultivator. The carliest rates were supposed to repre-
sent one-fifth of the value of the gross produce, and the

45

assess lly fluctuated with the area under cultiva-
tii;i.b bnienntllSl;l;)atl}:e Government decided that the a?lsess-
ment should represent a portion of the ne‘t prrcl)nel;c:(i
This was the position when Upper Burma was a e
in 1886. At the time of the annexation of thlf 'pfo noe
rent was paid to the Statc for the _lands‘w dnm o
recognised as Crown lands, but on private lldna s :& e
in the shape of rent or tax was levxcdﬁ, the on ytbcig Upper
being the thathameda. Since 1893 the ren p

a
Burma also has been based on the net produce, and

land tax on private lands has been partially substituted

18
for the thathameda. The present system In Burma
very similar to that of Madras.

. o il

60. When the settlement with tl'le zamlndalf ] tolf Bég%?-t

was mﬁde permanent, 1t was the intention ?; v1veho urt
of Ditectors that the interests of the tenants,

been deprived by the Permanent Settlement Regulation.

oved.
of such proprietary rights as they had beﬁoxi%g%nlog’:w_
should be safeguarded. The Regulatlorfl (})1 tenant, and
ever, did not define clearly the rights of the fenans, £
s far from conferring any security of tenulréa lpced the
the subsequent Regulations of 1799 and 1812 pla .

. H
tenant practically at the mercy of the landlord is

property was rendered liable to distraint and his person

1 ver
to imprisonment if he failed to pay blslggrét,t hﬁ?v;e]aw
extortionate it might be. It was oryxly n L85 e e
was enacted restricting the landlord’s Il)lowBencal e
ment in certain cases. Later, under the I fgr e
Act of 1885, which has served as a b'a&';iz for _ tenuncy
legislation throughout India, certain privilege

tenants were created.

In the areas where tenancy legislation 1s nov; nl(r; fo:r(l:g
two main classes of tenants,ll namilgﬁisggcupTheyquali_

- ryots, are legally recognised. - uah
Eontioilcsu%gc};oc}lllpancy rights vary with ‘the glho ent
pgzvi?mes In Bengal and Agra every person

: : iod of 12

i lding as a ryot for a period
oo c{)ntém:i)tl\lli{eél Oinl ag village acquires tket rlghlt8 é)é
couy I?(:l in that village. Under the Olidh'n tcheocase 0
gsgﬁ%?gh{s were originally r.ectogms:ghc;g }; rlxd ho case o
d had proprietary : m,
{r)enan}tls ngilzge has since been extended to e? pmgn]f
t(;lrts tw?u?se proprietary rights have been transferred by

Tenancy
legislation,
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sale or execupion. In the Punjab, no tenant acquires the
right of occupancy by mere lapse of time and the privi-
lege is restricted to tenants whose claims are based on
certain historical grounds. In the Central Provinces,
the 12-year rule was at fivst in force, to be superseded
by one which allowed purchase of occupancy rights at
two and a half times the annual rental. That gave way
m 1920 to two classes of occupancy tenants, both of
whom have transferable rights subject to certain condi-
tions. In the zamindari estates in Madras, every ryot
who was in possession of ryoti land when the Istates
Land Act of 1908 was passed, and every ryot, who is
admitted by the landlord to the possession of land, has
a permanent right of occupancy. There is no corre-
sponding law, however, applicable to tenants under ryot-
warl holders either in Madras or in any of the provinces
where the ryvotwari system is in foree. -

. Another feature of the tenancy legislation is the res-
triction placed on the enhancement of rent by landlords.
In the case of occupancy tenants, the rent can generally
be enhanced only by agreement or by suit. In Bengal
such agreements are required by law to be in writing, and
the enhancement cannot be made oftener than once in
15 years, and is also subject to a maximum of 2 annas
n the rupee. An enhancement by suit can be decreed
by the Court on grounds of lichtness of the rent as com-
pared with lands in the neighbourhood, rise in prices
of staple food crops or increase in the productivity of
the land due to improvements of the proprietor or to
fluvial action. The tenant has the right of suing for a
reduction of rent on the ground of permanent deteriora-
tion of the soil, or of a permanent fall in the local prices
of food crops. There are similar restrictions in force
In the other provinces, and in the Central Provinces the
rent is fixed by the settlement officer in the case of what
are known as absoldte occupancy tenants for the term of
the settlement and in that of occupancy tenants subject
to enhancement every ten years. Even in the case of
non-occupancy tenants, under most of the Tenancy Acts,
the rents cannot be enhanced except under agreements,
which in some provinces are required to be registered.

61. In addition to the rights of ordinary occupancy
tenants, there are what may be described as sub-proprie-
tary rights, particularly in Bengal. The patni tenures

a9

in this province are a development of the 19ih C(ir}tmyf:
the first Regulation dealing with them being that to
1819, When a landiord found that his estate was teo
large and unwieldy, or when he desired 1o Eh?}lle ﬁln 3
others the responsibility for the payment of the ted
revenue, which in some cases was very high, he meﬁa ed
a patni, in other words, gave, In refurn for ? )fle
annual payment representing rough!y the rentfa ~Vaart
of the tract, a permanent managing lease 101d' %st—
of the estate. The patnidar in his turn frequently v 0
ed himself of the trouble of direct management by gliﬁis
ing tenants of another class, the dtrpatmdar,t.an e
process has often been repeated by the crea 1orfl 1819
sepatnidar, and even further. The Regu]a{clon‘ ?e them
declared the validity of these tenures anc r}rlm( a lof
transferable and answerable for debt. In ’;‘he f{a ula-
arrears the tenure can be brought to sale. fe o the
tion also enables the zamindar to dcnfliln‘dla o -i(zn for
alienation of the patni right and collateral security

half the juna.

62. The circumstances which led to the creation of the

land revenue systems and the systems of tenuljgal 01{ W}'lll‘?w
their working depends have now heen (10§f11 )fut}.le e
Committee are not concerned with the details (t)' 1 bcf"’c}:re
tems themselves, but it seems to them essent qla‘),nd e
proceeding to examine the later deveIoPm(g‘ntt xtztion oo
application to the systems of the canons o - L
have an understanding of the main principles Itlrie eollow-
they are based. They propose, theltef(')re’ lfn the systems
ing paragraphs to give a brief de'scrlptl(.)nti) hi(;fy it
of tempoorary settlement, embodying 1n 1t the € ,
rical factors of importance.

63. Before examining the more elaborate systenrllii c())rf
the major provinces, it may be aPpmprm}te-tothnemtradi-
briefly the system in British Baluchistan, where

tional practice of sharing the.produce otill continues. The

produce of the land is assigned to different fagtors—

(1) land, (2) water, (3) seed, (4) plough gxgn, (512 %:uﬁfy’
(6) State dues. One-sixth of the gross plohucgt  enally
taken as the revenue, but in some Ccases tIe tha m.qe re
amounts to two-ninths or even one-third. ?1 Sia;eL a‘]e
land irrigated from 2 Government squrce,d tde re ti]e
to water (i.e., another one-sixth) is added on t )

revenue,

Principles of
geitlement,

British
Baluohistan.
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64. The principles of the land revenue scttlement in
the Madras” Presidency have not been embodied in any
statute, and the settlements are made under executive
instructions. The Madras settlements are preceded by an
accurate survey of each village, which is carried out by a
separate survey staff which furnishes the settlement officer
with a village map accompanied by a descriptive register
of all holdings. The settlement officer then “‘divides the
soils into certain classes with reference to their mechani-
cal composition, subdivides them into sorts or grades with
reference to their chemical and physical properties and
other circumstances affecting their fertility, and attaches
a separate gramn value to each grade after nmmerous
examinations of the actual outturn of the staple products
in each class and soct of soil.  The grain value is then con-
verted into money at the commutation price, based
generally on the average of the 20 non-famine years
mmmediately preceding the settlement, for the whole
district, with some abatement for traders’ profits and for
the distance the grain has usually to be carried to the
markets, and from the value of the gross produce thus
determined, the cost of cultivation and a certain per-
centage on account of vicissitudes of season and
unprofitable areas is deducted, and one-half of the
remainder is the maximum taken as assessment or the
Goyernmer}t demand on the land. After this, soils of
stmilar grain values, irvespective of their classification, are
bracketed together in orders called tarams, each with its
own rate of assessment. These rates are further adjusted
with refere’nce to the position of the villages in which the
lands are situated and the nature of the sources of irriga-
tion. For this purpose villages are formed into groups, in
the case of dry lands, with reference to their proximi!;\.; to
roads and markets, and, in the case of wet lands, with
reference to the nature and quality of the water-
supply. This accounts for different rates of assessment
being imposed on lands of similar soils, hut situated in

different groups or under different classes of irrigation.

The assessment thus fixed represents the commuted
valug of .the Government share of the surface cultivation.
but if minerals are discovered and worked in the land, a
separate assessment will be levied therefor’’ . * ’

These particulars relate to the i1gi

] process of original
settlement, which has now been completed. At the re-
settlement, which takes place at the close of the thirty

* Standing Orders of the Board of Revenus, Mudm-:?olume ', pages 2 and 8.
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years settlement period, the settlement officer makes a
detailed enquiry into the economic condition of the district
and then comes to general conclusions as to whether there
is justification for a change of the rates, and bases his
suggestions for alteration of the assessment mainly on
these general enquiries and on the average variations in
prices of food grains during the preceding thirty years.
The framework of the original settlement is not usually
disturbed unless it is discovered that it is patently un-
sound. Under recent orders of the Government, whatever
the enhancement that might be indicated by the enforce-
ment of the half-net rule, it has been directed that the
maximum enhancement will be limited to 182 per cent
when the variation of rates consists only in a percentage
enhancement based on the rise in prices.

65. The process of settlement in Burma is similar to
that in Madras. For the purpose of determining the net
produce the tract is divided into homogeneous cireles,
the soils are classified, and the normal outturns are valued
at local harvest prices. From the value so arrived at is
deducted the average cost of cultivation, including hire
of cattle, cost of seed and the hire of such labour as is
employed to supplement that of the cultivator and his
family. The rates in Lower Burma are so framed that
the assessment does not amount to more than one-fourth
of the net produce. _

It is of interest to note here that in Upper Burma,
prior to 1901, a distinction was drawn hetween State lanfls,
which were let out on rent, and private lands, on which
land revenue was levied at a rate equal to three-fourths
the rent taken on State lands. Under Regulation V of
1901, the legal distinction hetween rent on State lands and
land revenue on non-State lands was abolished, and the
rates in hoth classes of land have now been assimilated.
Another unvsual feature, which is common to Burma qnd
the Punjab, is the practice over large areas of levying
the charge only when a crop is grown.

66. Bombay differs from Madras in possessing a defi-
nite statute which regulates survey, assessment and other
matters connected with settlements and resettlements.
Tn addition it has reached the stage at which the first re-
settlements have been completed. Under section 48 of
the Bombay Land Revenue Code of 1879, revenue on land

* Report of £ Tand Revenue Committee, Chapter V,
4 Tiiong;bl;;BgurT:ey ajnd Settlement Manua’ﬂ, Volumes T sud II, and

appendix to the Report of the Burma TLand Revenue Comunittee.
7

* Burma.

+ Bombay.
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building or any other purpose. When land used for one
purpose and assessed for that purpose is used for any
other purpose, the assessment fixed on it is liablé to he
altered, even during the currency of a settlement.

The system of assessment in Bombay is essentially an
cmpirical one.  The system originally introduced by
Mr. Pringle in the Poona district was more or less similar
to that of Madras, but it broke down completely, partly
owing to its complexity, but mainly because the assess-
ments were too high. A new system devised by
Mr. Goldsmid and Lieutenant Wingate was introduced
about the year 1840 in Poona, and then with slight modi-

fications extended to the rest of the Presidency. The |

procedure adopted by these two officers has been concisely
described in a joint report submitted by them in 1840 :

““The present condition of the agricultural classes,
the state of particular villages, the amount of
the Government realisations, the prices of pro-
duce, and similar considerations, compared with
those of preceding years, afford us the chief
groundwork for determining satisfactorily what
abatement ov addition should be made to the
existing Jumma. We also by a similar process
arrive at an opinion of what the rates of the
different soils should be, and by applying these
to the ascertained arvea and classification we
find what amount of Jumma these rates will pro-
duce, and by examining whether thig is as mueh
in abatement or excess of the existing Jumma as
our previously formed opinions had led us to
think necessary, we are enabled to correct onr
Airst estimate of the approximate amount of the

* Jumma and thereby finally settle our rates.”’*

At the original survey the lands were classified after
-careful enquiries as to their fertility into several groups.
and their relative values expressed in fractions of a rupee.
16 annas representing the best class of soil. The classi-

. fication of the soils was not made with the ohject of
basing the assessment on the net produce, but mercly
served as a basis for the apportionment of the total
demand determined for the area on general considera-
" tions. Co

.

* The Bombay Survey and Settlement Manual, Volume T, page 64,

is assessed according as it is used for agriculture or.
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The determination of the assessment involved three

distinct operations. The talukas were first ‘grouped ac-
cording to ‘“‘marked and permanent distinctions’’,* such
as climate, situation and the general condition of cultiva-

“tion. The next process was the determination of the

total demand for the area under settlement by an examina-
tion of the revenue and economic history of the tract.
The third and linal operation was the distribution of the
aggregate thus determined over the individual survey
numbers with reference to the soil classification deseribed
above. The secttlement officer’s final  decision  thus
depended “‘not upon the formal working out of results
based on theory, but rather upon the subjective impres-
sions of local knowledge and experience’” . ¢

67. In the United Provinces, the settlement of the land
revenue is governed by rules framed under the United
Provinces Land Revenue Act of 1901. The settlement
operations consist mainly in fixing the rents of the mahais
or estates concerned. At the commencement of these
operations, the settlement officer inspects the villages
and groups them into assessment circles possessing a
general similarity of soil and physical character. e
then determines the rent rate for each class of soil.  The
chief guide adopted for "this purpose 1is the recorded
cash rental of lands under ordinary crops and held by
permanent- and vesponsible tenants who depend for their
livelihood upon the produce of their holdings.  These
rentals are accepted as the basis for assessment unless
they are found to be fraudulent, inadequate or abnormal.
The settlement oflicer then determines the vent rate with
reference to the ascertained rentals, after taking into
consideration factors such as means of communication;
increase of population during the currency of the expiring

- settlement, crop statistics, and increase in the area culti-

vated. The revenue assessed upon each mahal is nomi-
nally 50 per cent of the net assets caleulated on the lines
indicated above, but in determining the percentage various
considerations, such as the number and circumstances
of the proprietors, the existence of heavy charges on
account of malikana and the effect on the proprietors of
a large enhancement are taken into account. Another
factor considered is the caste and consequent capacity
of the tenant, - The variations due to these among other
factors are so great that in o recent settlement report it

* The Bombay Survey and Settlement Manual, ¥olame I, page 80.
Do. do., - do. pages 123-124,

* The United
Provinees.
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15 recorded that the ass
different conditions of cu

ted,6§(.>tlg~£;f iI;(lllinJ'&{)’ fhc(n;gticnl]y the revenue is collec-
or oimt o ofvi'( ua cultivators, ‘but from the holders
with administrz‘mve 311151%;g:;td%‘;1, e Dormat, coineide
I, : - Lhese proprietors, however
gi)(:n :rllloﬁlosltq Cc(iifs gl‘O}l}lpS of villagers, not necessarily Of‘
holdina 08 I.lOty, Who occupy severally quite small
the heods of 2 Jn;?re than a few acres. Although
and in theory 2‘1 ?{OHPS are recognised as joint owners
roprosensel Jonxy flequnmb]e for the revenue and
lambarday: n Y . ne of their number us headman or
o distril {);Zt(lztlce the share of revenue due from
pec genei e Jl:; ut : twndl sepz.u'a‘tely recoverable.  Thus,
prictors.  Tha st,and;r%u quators are in fact peasant pro-
the net assota, 1 afsessment does not exceed half
basis of recordéd re etsel are generally estimated on the
terms ‘net assets’ mflld& s, Wl’nch are mostly in kind. The

rent” are not identical, but gene-

1y .
fsa i};gzrfilg(li aansd ale;lsf%nablel rent paid by a tenant-at-will
net assets and the safe(;ltent v, rear approximation to the

them. The assessment guide and measure in estimating
onrents. The ex tn,.s are therefore in practice based
ment 1s fixed aftegc Plopor.mon‘ to be paid to the Govern-
conditions of each aper. LY to the general economic
culiar oy © gl area or circle of assessment. A pe-
of Bupms. iqetho 1the land revenue of thig pro;/in(AJP ag
system of fiuctiatzliilgge area in which there is in force the
. assessments, in :
charging only when 3 cr op is growri other words of
aoom . '

- 69. ll}eisystem in Beray
1t obtaining in the
zanmndari svstem,
there called, was orj

essment on similar plots under
ltivation may vary as 7: 4: 3.%

o 1? sumlqr to that in Bombay.
entral Provinces is egsentially a

the British Gover

the collecti
1on of land re e
. venue 1n ;
of assessment is so closel his maal

‘ . The system
}vhlch tand is helqd

Y associated with the tenures on
that a brief description of the latter
here ar y

re three clagses of tenants under the malguzar—

1 ‘
(1) Algzc;it;ﬁgi r;):;ug)arz%y tenants, whose rents are
_ e set

y tlenlent officer and are

* The Fj
lnu] Bettlement Report of the Muzaffarnagar Distriot
1l

1921,

guzar as he 18

car understanding of the problem.-
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unalterable during the currency of a settle-
ment. Their right is heritable and transfer-
able subject to pre-emption by the malguzar

(2) Occupancy tenants, whose rents are also fixed
by the settlement officer, but are liable to
enhancement decennially either by agreement
with the landlord or on an application by the
latter to a revenue officer. This right is
transferable subject to payment of nazarana,
or consent money, to the malguzar.

(3) Tenants-at-will, who work on the malguzar's
home farm, which consists of two kinds of
land known as sir and khudkasht. The rack-
rented tenant-at-will is found only on the sir
land, for khudkasht land cannot be leased
even for a vear without the lessee acquiring

.» occupancy right in it.

The fixation of rents, which is the most important
settlement operation, is complicated by the general and
increasing tendency on the part of malguzars to allow
rents to continue at a low figure and to exact nazaranas
on new leases of surrendered holdings or on the leasing
of land for the first time. The practice of levying
nazarana, which is in essence the capitalisation of the

inérease of rent, is of comparatively recent development,

but it is very widespread, and has resulted in serious evils
which have been summarised as follows in the settlement
report of the Nagpur district in 1917 :—

(1) The incoming tenant 1s deprived of most or all
of his accumulated capital, which he might
otherwise devote to improving the holding or
to buying stock. . .

(2) S8till worse, he may start his tenancy in debt.
Nazarana is a very common cause of the in-
debtedness of tenants in the best parts of the
district.

(3) Worst of all, the nazarana often takes t}xe form
of a bond to the malguzar, or sometimes the
debt is liquidated by service.

(4) The system leads to disputes between co-sharers.
(5) The revenue of Government is defeated, for

much of the annual value of the land is
capitalised.

(6) The money, being lightly come by, is often not
used to the best advantage by the malguzar.
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The settlement is a complicated process. The settle-

ment oflicér not only fixes the rent to be paid by the.

tenants, but also determines on a similar scale the rental
valuation of the home farm and of all land held free of
rent by village servants in lieu of pay, and estimates the
miscellaneous income from fisheries, water dues, fruit
trees, grazing and timber rights, ete.  Of the assets as
thus caleulated 50 per cent represents the normal pro-
portion to be taken as land vevenue. Tt will thus be
observed that the revenue is based, not on the rent which
under competitive conditions could be paid, nor on the
rent which is actually paid, but on the rent which the
settlement officer, having regard to general or particular

-circumstances, considers a reasonable enhancement on

the rent already paid, and therefore fixes as a rent which

shall be paid.

The fixation of rents in individual cases is effected by -

an elaborate system of grouping and soil classification
according to what are termed ‘soil units’. The soil
unit is intended to be a measure of the productive capacity
of the soil. The value is assumed to depend on the
average net profits of cultivation, and to each class of
soil in every position a factor is assigned expressing its
value relative to other soils, so that the soil unit varies,
not only with the fertility of the soil, but also with the
position of the land.

70. The principles of assessment described above d»
not apply to certain special tracts, as for instance
(a) lands used for tea and coffee plantations in the
Madras Presidency and Assam,
(b) lands used for the cultivation of rubber in Bur-
ma, and
(c) the khas mahal estates in Bengal and Bihar.

71. In the Madras Presidency the lands used for plan-
tation are usually sold under special rules by auetion, the
upset price being equal in all cases to the cost of the
survey and the estimatéd value of the trees standing on
the lands.” They are subject to annual assessment, which

is fixed initially at Rs. 2 per acre for forest land and
8 annas per acre for grass land in the Nilgiris, and gene-

rally at Re. 1 per acre in the other hill tracts concerned.
This assessment is Hable to periodical revision in the
same manner as that of ordinary ryotwari land. It is
usual to give exemption from-land revenue for a térm

56

of years in the case of land which has been newly plant-
ed with coffee, tea, cinchona, rubber or other special

produce.®

In Assam, tea gavdens are held on leasehold tenure
for long .terms at Jow vates of assessment. After the

“expiration of the term of the lease, the' land is liable to be

assessed under the laws in force, provided that no portion
of it shall at any time he assessed at a rvate higher than
that payable on the most highly assessed lands in the
district cultivated with any ordinary agricultural crop.
The market value of land suitable for tea cultivation has
increased to such an extent that the terms under which
such land is now settled do not give the Government the
full value, and encourage speculation. The Government
are considering whether and in what form some portion
of the ingreased value can be secured for the public

revenues.t

72, The system of assignment of land for the cul_tivation
of rubber in Burma is to some extent similar to the sys-
tem described above. There are stringent conditions as
regards the area to be planted within a specified period, and
the assessment is Rs. 3 per acre subject to revision in
1936 and thereafter at intervals of not less than 20 years.
At_the revision the rate is not to be raised by more than
50 per cent of the rate then current. A peculiar feature

_of the system is that, in addition to the land revenue, all

rubber produced from the area is Hable to a royalty under
the Burma Forest Act of 2 per cent on the net value of
the rubber, the net value being determined each month
by the average value in the London market of the pre-
vious month, with such deduction as may be prescribed
by the Local Government on account of the cost of pro-
duction, freight and other charges.1

73. The management of estates by Government has
heen retained in many cases in Bengal and Bihar, partly
for financial reasons and partly for administrative pur-
poses, since it enables the officers of the Government to
secure an intimate first-hand knowledge of the problems in-
volved in the management of landed property and of the
needs of the cultivating classes and the difficulties of land-
lords. The rent is fixed by the Government according to

T Standing Orders of the Board of Revenue, Madras, Volume I, pages 53-55.

4+ Paragraph 4 of Government

Adminisiration of Assam 19923-2%. ) .
mjt 1181111638 r\Imder {he’Upper Barma Land and Revenue Regulation, 1889,

Chapter V11-A.

Rubber
eslates in
Burma.

Rhas makals

Order on the Report of the Land Revenue |
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IG?ca] custom, and the relations hetween the tenant and the
overnment are regulated, as in the case of pri '

y A rivate e e
by the Bengal Tenancy Act. d sotes

74. In considering the later developments -
tems that have just been described, it is i?nportar?tf tt)hﬁost?:e
two lqndmarks, first, the general review of the
systems during the régime of Lord Curzon and the orders
passed thereon, and second, the introduction of the Re-
:gg(r)nrz nzlmdd ttl}e discus}slions that have resulted from the

endations of the Joi i
question of the land revonJuocl.nt elect Commitiee on the

Towards the end of the last century, as a result of a
series of severe famines and the representations of Mr.
R. C. Duft and certain other retired officers of the Indian
Civil Service, the purport of which was that the intensity
and frequency of the famines were largely due to the
impoverishment of the people caused by over-assessment
the Governrpent of Lord Curzon undertook a detaileé
and exhaustive enquiry into the system of land revenue
assessment in all the provinces with special reference to
the economic effects of the land revenue. The conclusions
arrived at were summarised in a Resolution issued in

1902, as follows :—

¢¢
(1 Th:lxt a permanent settlement, whether in Ben-
o 3 v . Yo : :
gal or elsewhere, is no protection against the
ineidence and consequences of famine.

(2) That in arcas where the State receives its land
revenue from landlords, progressive moder-
ation is the keynote of the poriicv of Govern-
ment, and that the standard of 50 per cent
of the assets is one which is almost uniformly
observed in practice and is more often de-

parted from on the sid ;
OXCeSsS. e of deficiency than of

(8) That in the same areas the State has not ob-
{eqed, and does not hesitate, to interfere by
egislation to protect the interests of the ten-

ants against oppression
landlords. PP at the hands of the

(4) That in areas where the State takes the land
revenue from the cultivators, the proposal to
fix the assessment at one-fifth of the gross
produce would result in the imposition of a
greatly increased burden upon the people.
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““(F) That the policy of long-term settlements is °
gradually being extended, the exteptions be-
mng justified by conditions of local develop-
ment.

““(6) That a simplification and cheapening of the
proceedings connected wjth new sejplgments,
and an avoidance of the hagassing mon of
an army of subordinate officials, are a part
of the deliberate policy of Government.

““(7) That the principle of exempting or allowing for
improvements is one of general acceptance,
but may be capable of further extension.

“¢(8) That assessments have ceased to be made upon
prospective assets.

““(9) That local taxation as a whole, though
susceptible of some redistribution, is neither

., . 1mmoderate nor burdensome.

““(10) That over-assessment is not, as alleged, a
general or widespread source of poverty and
hdebtedness in India, and that it cannot fair-
ly be regarded as a contributory cause of
famine.”’ .

The Government of India further laid down
liberal principles for future guidance and ex-

ressed their readiness, where the necessity
was established, to make further advance in
respect of—

““(11) the progressive and gr
large enhancements;

““(12) greater elasticity in
facilitating its adjustment

the seasons, and the ci
people;
““(18) a more gen
ments 1n ca
such reduction cannot b
terms of settlement.’’
heen followed for the last
al result that settlements ‘have

tended to be conducted more or less solely on the basis of
prices and rentals, and there hag been a continuous

tendency to reduce the percentage of increase. In this
respect, the present practice of some Local Governments

goes much further than the principles laid down twenty

years ago.
8

aduated imposition of

the. revenue collection,
to the variations of
rcumstances of the

eral resort to reduction of assess-

ses of local deterioration, where
e claimed undgr the

These principles have
twenty years, with the gener
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75. The discussions which were for a time set at rost by
the issue of the resolution quoted above have been revived
by the pronouncement of the Joint Committee of Lords
and Commons to the effect that they were of opinion that
the time has come to embody in the law the main princi-
ples by which the land revenue is determined, the methods
qf valuation, the pitch of assessment, the periods of revi-
sion, the graduation of enhancements and the other chief
processes which touch the well-being of the revenue
payers. They added : ““The subject is one which probably
would not be transferved to Ministers until the clectorate
mcluded a satisfactory representation of rural interests
those of the tenancy as well as of the landlords, and the
system should he established on 5 sceure a’nd salis-
famactory basis before this change takes place.”> This
{)1 o‘noun‘cement has. led to many discussions in the
ocal }eg:slatures, which have been characterised by much
criticism and no litle misunderstanding of the existing
systems, a widespread belief that thbey take for thz
Government a much larger share of the produce of the
land than they actually do take, much emphasis on the
expense of settlement and the indefinite nature of the
results, and generally by a lack of constructive proposals
except erther for the introduction of g permanent settle-
ment or for the continuation of the existing arrangements

coupled with severe limitations
revente. e limitations on the development of the

76. Meanwhile some Local Governments have prepared
and opherg have also introduced Bills desioned to carry
out the Wlshes Qf the Joint Select C‘ommiti‘jee with some
of the modifications suggested by the legislatures. The

main features of these Bill ]
Y: s may be summarised under
three heads— d ¥

(1) The principles of settlement and the determina-
tion of the standard rate of assessment;

(2) the limitation to be imposed on enhancements
at resettlements; and

(3) the period of settlement.

N Under the proposals which were put forward in
fTadras, and rejected by the Tegislative Council at the
first reading, the theoretical maximum assessment was to
gontmpe to be half the net produce. The precise method

y which !:he.assessment was to be determined was, how-
ever, not indicated in the Bill, though the various factors

the systems of assessment n the

59

which are to be taken into consideration in arriving at the
figure were specified. According to the Punjab Bill, the
assessment is to be 40 per cent of the net assets in the case
of lands cultivated by tenants and 83% per cent in that of
all lands cultivated by their owners, the term ‘net assets’
beihg defined as the estimated average annual surplus pro-
duce of an estate or group of estates remaining after de-
duction of the ordinary expenses of cultivation. In the
United Provinces, the assessment is to be ordinarily 40 per
cent of the net assets, but may vary from 35 to 45, and
under certain conditions may fall as low as 30 per cent. In
the Bills relating to the Central Provinces and Berar, the
principles of settlement are described in general terms,
and the detailed application of these principles 1s apparent-
ly to be regulated by rules to be issued under the statute.

An important feature of the Bill put forward by the
Madras ‘Government was the limitation of all future en-
hancements at resettlement to & maximum of 184 per cent,
and it is understood that a similar limitation has been
imported by the Select Committce into the Assam Land
Revenue Settlement Bill in so far as concerns the revenue
assessed on any individual estate in an ““established vil-
lage’’. In some other provinces, the existing rules govern-
ing the enhancement of assessment have been embodied 1n
the Bills. These limitations are, in the Central Provinces,
100 per cent on an individual holding, 66 per
cent on the total rentals of a mahal, and 33 per cent on the
total rents of a’ group. In the United Provinces, the en-
any mahal is not to exceed one-third of the
unless this limitation would result in
at less than one-third of the net assets.

A similar Limitation to 33 per cent on the total assess-
ment.of a group is already enforced by exccutive ovder
in Bombay, where no Bill has yet been drafted.

In respect of periods of settlement, the Central »Pr‘;)-,
vinces Bill allows for a period which may vary from 20

to 30 years; that for Berar tor one which may vary from

25 to 35; Madras retains the existing period of 30 years;
Ur 1 proposes to extend it 1n

and the United Provinces Bil
all ordinary cases to 40.

77. It will be observ

hancement on
expiring demand,
fixing the revenue

ed from the above description of
different provinces that,

except in British Baluchistan, the land 1'cvemu;n hz}s
ceased to represent a portion of the gross produce. There

Summary of
the principles
of settlement,
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are three distinet methods by which the assessment is
calculated. In the United Provinces, the Punjab
and the Central Provinces, the Uovernment demand
18 theoretically based on an cconomic rent, but
actually takes many other factors into consideration. In
practice, the basis of assessment is very much less than
the economic rent, partly on account of the operation of
tenancy laws, and partly on account of the deliberate
moderation of settlement officers.

In the case of Madvas and Burma, the assessment is
based on tho'nct_produce, L.e., the gross produce minus the
cost of cultivation. In Madras, the cost of cultivation
is calculated on the assumption that all labour is hired
and includes an allowance for the labour of the cultivator
and his family. In Burma, no allowance is made for
this item, and the Burma Land Revenue Committec of
1921 recommended that the Madras procedure should be
followed. In practice, in hoth cases, where there is a
comparatively large proportion of rent-receivers, the
rents actually paid by cultivating tenants are utilised as a
check on the estimates of the cost of cultivation, and the
net produce as estimated by the settlement officers i
nvariably less than the competitive rent.

In BOlnbﬂy, the rate of assessment is arrived at
ell}PQICE’«Hy with reference to general economic consider-
fftlt(;nb“, and in practice is based on the actual rents paid
rather than on any theoretical caleulations of the net
produce.

78. Before entering upon the eriticisms that have been
made upon the systems as above described and the pro-
posals of the Local Governments for modifying them, it
scems desirable to examine a question which hag lain at
the root of all discussions of the subject of land revenue
in the past, namely, whether this item of the revenues of
the State is of the nature of a tax, and so liable to be
tested by the canons of taxation, or of that of a rent
taken in view of the State ownership of the land of the
country.

These questions have been the subject of controversy
for nearly a century and a half. In the earlier days of
British rule, the precise nature of their relationship with
the Government was of very great importance to the agri-
cultural classes, since the recognition of State ownership
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of the Jand implied the theoretical right of the Govern-
ment to claim the full economic vent. The liitations put
by the Government on enhancements of assessment and

_the exemption enjoyed by the landlords from payment

of income-tax since 1873 have to a considerable extent
relieved the apprehensions of the agriculturists, and the
subject has not consequently excited much interest during
the last twenty years. But the proposal made by several of

the witnesses for the levy of an income-tax on agri-

cultural incomes is likely to revive the controversy, and
it seems thevefore desirable to examine the point in some
detail. .

79. The Committee are divided on some of the points
raised by this question, and they therefore propose to
consider the problem in velation to specific issues, 80 a8
to indicate the nature of the division. The points that
avise for discussion are—

(1) Did the State claim exclusive proprictary right
over the land—
(2) under Hindu rule,
(b) under Mubammadan rule?
(2) Did the British Government succeed to any such
right?
(3) Is the State now the proprietor of land held—
(a) on zamindasi, or
(b) on ryotwar: tenure?

(4) If not, arc the zawindars and ryots, respect-
ively, the possessors of the proprietary %jzght
subject lo the payment of land revenue?

(5) Should the land revenue be described as a tax
or rent?

The first two points involve considerations of history
which have been very completely and eghuushvuly re-
viewed by eminent- writers such as Sn‘_‘ Mountstuart
Elphinstone, Professor H. H. Wilson and Colonel Baden
Powell, and also by the Bombay High Court in the elgkg-
rate judgment in a case from Kanara dlspogefi of in 1879,

80. The conclusion arvived at ]')y the High Court on
the first point may be stated In tl.m_*n' own words

“This review of the authorities leads us to the con-

* " elusion arrived at also (after careful discussion

of the question) by Professor H. ,H" Wllsgn,
that the propriefary vight of the sovereign de-
nt from the ancient laws or insti-

rives no warrany 1 is not recognised by
tutions of the Hindus and 1s Dot recognised by

The subsin

diary issues
taibed.
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and Mubam-
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never clatmed
exclusive
rights in the
land,
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inodern Hindu lawyers as exclusive or incom-
‘l L-bl N . I . d. . l s l ver . 3 ,*
patible with mdividual ownership.

The Mubammadan law that was prevalent during
Muhammadan rule in Hindustan was that of the school
of Hanifa, and one of the greatest authorities on the
subject of land tenures under that law was Colonel Gallo-
way, who summarised his conclusions as follows :—

“The soil was the properly of the cultivator as
much as it could be.  Law gave no power,
policy gave no motive to remove him or to dis-
Ll_u'b him, so long as he paid his taxes. When he
did not, his lands could be attached; and so can
those of the first peer, holding by the firmest
tenure of the Lnglish law. The right of the
Indian husbandman is the right of possession and
of transfer; and the rate of his land. tax was
fixed; often indeed the amount. In what res-
pect, then, is his right of property inferior to

~ that of the English landholder?”’t

On these two points the Committee are unanimously
of opinion that, under both Hindu and Muhammadan rule,
the State never claimed the absolute or exclusive owner-
ship of the land and definitely recognised the existence
of private property in it.

81. Before discussing the next point, namely, the posi-
tion of the landlord and the cultivators under British rule,
a brief mention may be made of the state of affairs dur-
ing the chaotic period that intervened between the death
of Aurangzeb and their assumption of the administration
of the country, since the theory has been advanced in
some places that, as the authority of the Emperors de-
clined, some provincial governors and adventurers made
a definite claim to the ownership of land to justify their
exorbitant demands. There is considerable historical
evidence that the land revenue and the additional levies
superimposed on the standard dssessment, in the shape
of abwabs 1 Bengal and pattis in the Maharashtra, con-
stituted a very oppressive tax, and very often made the
possession of land a burden rather than a privilege. Tt
seems clear, however, from the statements of contempor-
ary historians, that no such right on the part of the ruler
was definitely recognised. Sir Mountstuart Elphinstone,

*. Bombay High Court Reports, Volume XTIT, 1875,
+ Galloway : Law and Constitution of India, 1825, page 48.
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who had been directed to report on the Miragi tenure in .
the country under the Mahrattas, summarised the con-
clusions he based on the reports of his three Collectors
and on his own enquiries as follows :— .

“That a large portion of the ryots are the pro-
prietors of their estates, subject to the payment
of a fixed land-tax to Government; that their
property is hereditary and saleable, and they
are never dispossessed while they pay their tax,
and even then they have for a long period (at
least thirty years) the right of reclaiming their
estate on paying the dues of Government. Their
land-tax is fixed; but the late Mahratta Govern-
ment loaded it with other impositions, which
reduced that advantage to a mere name.”’*

In the case of Southern India, Lieutenant-Colonel
Mark Wilks made the following statement :—

“We have now passed over the tract which I had
proposed to trace, and, as I hope, h_ave pr'oved to
the satisfaction of every impartial mind the
positive and unquestionable existence of pri-
vate landed property in India. After proving
its distinet recognition in the ancient Sasters
or sacred laws of the Hindoos, we have clearly
deduced its derivation from that source, and its
present existence in a perfect form in the pro-
‘vinces of Canara and Malabar, and the prime:-
palities of Coorg and Travancore, which had
Jongest evaded the sword of the northern
barbarians: we have found 1t preserved 1n
considerable purity under Hindoo dynasties, and
comparatively few revolutions in Tanjore until
the present dhy: we have traced 1its existence
entire, but its value dlmlnlshed, in Madura and
Tinnevelly, which had experienced numerous
revolutions, - and had long groan'ed unde‘r the
Mohammedan yoke. In the provinces _ad]acent
and west of Madras, which had spstamed the
close and immediate gripe of these invaders, we
have shewn by ancient documents its immemo-
rial existence in former times, apd even at the
present day the right, in quality, clear ':md.
distinct, but in value ap.pl'Qachlng to extinetion :
and we have observed in the later vears of the

* Qnoted in m;'ﬂigh Court Reports, Volume XTI, 1875,
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82. While it is thus clear that the British did not succeed Cotonel = - *
to any rights of absolute ownership, it wonid obviously prosiy - S

dynasty of Tyder, the perfect landed property
be dangerous to draw final conclusions of a general mwmsry,

of Canara approaching the same unhappy state in

which the proprictor from fear disowned his
Jproperty, and a small interval remained before
1ts very existence would he buried in oblivion.””*

As regards Bengal, as late as 1715, when the Com-
pany applied for a grant of the talukdari of 38 villages
near their Bengal factory, they were told that they would
have to purchase the rights of the owners; and when
Gulam Hussain, the histovian, was asked by Sir John
Shore whether he ought to pay for land of which he
wanted to take possession, his reply was ‘the Emperor
1s proprietor of the vevenue; he is not proprietor of the
soil’. t ‘

U{ld@l‘ the Permanent Settlement Regulation of 1793,
the Government definitely conferred proprietarvy rights
on the zamindars in Bengal, and it has heen 'infel?red
from this that the Government were the actual proprie-
lors at the time. Turther, in Regulations XXV and
XXXI of 1802 of the Madras Code, it is specifically stated
that the property in land belonged to the Government

by ancient usage’”. This point, however, has been
settled by two legal decisions by the Privy Council, one
n 1828 and the other in 1874. "In the former, in 2 case
relating to Caleutta, the Lord Chancellor stated as
follows : —

“Considering with the best attention in my power
these papers, they confirm most strongly the
opinion I should have derived from the Perma-
nent Regulations, namely, that the proprietor of
the soil had a permanent interest in it at the
time when the English established themselves in
that settlement.”’}

The second judgment is in the case of the Collector
of T’rwhmopoly V. Lekkamani and others, decided in
1874§.  This décision also disposes of any inferences
}:oztlls to t%le right of private property in the soil which
ad been drawn previously from Regulations XXV and
KT o L y egulations XXV an

* Lientenant-Colone) Mark Wilks : Historical § b
lBIO}VIglgme 11), Chanten o pagesl lkssa._ 1I;I;;E:s.tormal Sketches of the S_outb of Indig,
aden Powell : Land Systems of British India, Volume I 230-231.
% ﬁoori’s Ind’ian Appeal Qases, Volume I, Irem;an v. F:iriial:a lgSe2s8
aepherson’s Indian Appeals, Volume I 1873-74, pages 282 to 315,

nature regarding the conditions in. a vast country with

a heterogeneous population split up into large numbers

of small States, each of which had its own separate his-

tory and which had come under ihe British Government

at different periods and under different circumstances.

Accordingly, Colonel Baden Powell has been very guard-

ed in his summary of the position of the British Govern-

ment as follows :—
(1) Government used its own eminent claim as
a starting point from which to recognise or
confer definite titles in the land, in favour
of persons or communities that it deemed
entitled.

“(9) It retained the unguestionable right of the
State to all waste lands, exhibiting, however,
the greatest tenderness to all possible rights
either of property or of user that might
exist in such lands when proposed to be sold
or granted away. This right it exercised for
the public benefit, either leasing or selling
land to cultivators or to capitalists for special
treatment, thus encouraging the introduction
of tea, coffee, cinchona and other valuable
staples. Or it used the right for constitu-
ting State forests for the public benefit, or
for establishing Government buildings, farms,
razing grounds, and t}}e.like. )

- #(3) Tt retained useful subsidiary rights, such as
minerals, or the right to water m lakes and
streams. In some cases it has granted these

~ away, but all later laws reserve such rights.
““(4) It retained the right of escheat; and of course
to dispose of estates forfeited for crime, re-
bellion, etc. -
<¢(5) Tt reserved the right necessary for the secur-
ity of its ncome (a right which was never
theoretically ;
times) of regarding all jand as in a manner
hypothecated as security for the land rev-
The hypothecation necessarily implies

enue. _
ht of sale in case the revenue

" or includes a 1g
AT s
is in arrears.”’*

. T aes 234-286.
‘s Taden Powell : Land Bystems of Fritigh India, Volume T, pages 284-236.
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83. The Committee are unanimously of opinion that,
n the case, of lands under permanent settlement, the
Government have now no proprietary right, and that as
regards khas mahal estates and waste lands outside the
permanently-settled areas, they have full proprietorship.
On the question of their rights in relation to ryotwari and
other temporarily-settled tracts, the Committee are divid-
ed in opinion. On the one side, the view is held that
the position of a ryot in.a temnporarily-settled tract is not
fundamentally diffevent from that of the zamindar so
long as he pays the annual land revenue, since there 1s
no restriction on the right of the ryot to sell or mortgage
the land. He is under cxactly the same obligations to
the Government as the zamindar, whose estate is also
liable to be sold for arrears. On the other hand, it is
pointed out that the ryot, at any rate In some provinces,

Is in a position to relinquish any definite unit of his land,

while n others the land revenue demand is liable to
be revised if the land is put to some use other than agri-
culture. It is further contended that the question
whether in ryotwari and other tractg the Government’s
right amounts to a partial proprietorship does not admit
of a categorical reply, since waste lands, the right of
the State in which is undisputed, have been assigned on
different principles, some being leased and others sold
outright. Instances of such peculiarities arise in the case
of the Canal Colonies in the Punjab and of certain new
colonies recently instituted in Burma. It 1s held to
follow that, when the Government have assigned waste
lands permanently subject to payment of land revenue,
the nature of the contract between the Government and
the landlord can best be described as a lease subject to
While, however, the Commit-
tee are not of one mind as to the possibility of arriving
at an exact and genergl definition of the position of the
landholder in a temporarily-settled area, they are agreed
that in the generality of cases the zamindars and ryots
are respectively the possessors of the proprietary right
subject to the payment of land revenue.

84. Turning now from the question of the tenure to the
nature of the levy itself, the Committee find. themselves

‘unable to record a unanimous and definite finding on the

vexed question whether the land revenue is a tax
Or a rent, on which they are again equally divided. There
are undoubtedly some cases in which it is a pure rent,
such. as those of the ground rents in towns or. of land
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leased ‘to colonists in Burma, and an element of rent

Prevails in other similar cases. On the other hand, the

contention that it is a tax is reinforced by the fﬁ?t%
that the State has never claimed universal owners 1pi

. ' ' rights in permanently
that it has conferred proprietary Iig pe iy
settled areas; and that it imposes no restru?[tthn ;):1 sa
or mortgage in the case of ryotwari land. ! :)Sm f ed
in the second place, that the levy differs trbe 2 tax
and resembles a rent in the fact that 1t caz;lnolon lered
to suit the requirements of the State, in the ] Igl It)o iod
for which it is fixed, and in the amemtlf}s ﬁlfx;ze o e
Payers of land revenue in the shape of ren roe o
sites, the use of common lands, the grant o ans o
Otherwise. To this it is answered t{lat thgre anOt pef4
functions of a landlord which the btate_ ogs Dot be
form, and that the process of assessmenLTiI} | ottt
s akinsto that of a tax-collector. ni“ iz}lfélly o
urged that, whatever the position was OF %ases ; the
Government demand has n a great}‘ mim)lfmve o anged
amortised in the purchase price when lanc i bave s,
hands, and no longer operates as @ tax O% }1 e may
The reply made to this is thapﬁa Sgili; ilx tag O it
take place in respect of any di er% o by those
goods. The controversy can. iny fethe terms ‘tax’ and
who can first agree upon definitions o the terms 127 los
‘proprietor’, which are themselves 8 gn o N
dispute, and the Committee can bes}tl su P ded i
clusions by saying that, though they

. Id be
Opinion as to whether or not th'edl_a gguﬁvegﬁz SII;Z;S it,
regarded as a tax on the mdiy o deduction from

they ar reed that, since it forms eduotion oro
theyn:ti?)n?? gividend, it should be ta[fie?héntirl)l considers:
tion in dealing with the op‘xfe_s,t1}<:r11 0

taxation on the country as a whoie. | -
in accordance with their lﬂo,:
lication of the canons of taxlfxe
s, in so far as they ar

85. They now propose,
tructions, to examine the app‘
tion to the land revenue syste

‘applicable. L :
. : ved from tl ;
86. Cortainty —It wil l17161B (t)}lljsegarlier portion of this

tion of the systems given the land revenue 1S
erally speaking, settle-
:hgslt;f;m{hg%ic}gle?s ﬁxeié during the Cm:lerxlr?gngfi: made,
ment, and censequently, once thgatseltlee has to pay in
the cultivator knows precisely ¥ |

Application
of the canons
of taxakion,

the descrip- The canon of

certainty.
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the shape of assessment on his land. There are excep-
tiong to this rule in the case of the fluctuating assess-

¢ ments in the Punjab and in Burma and in that of the

The canon of
eonvenience,

variable charges which are responsible in a large measure
for the ar}nual settlemgznts in Madras. On the whole,
hos{vever, 1t may be said that the canon of certainty is
satisfied.

v . 87. Convenience.—As regards the ordinary aspect
qf'the_ canon of convenience, namely, convenience of the
time fixed for payment, the Government policy generally
is to collect the land revenue in instalments at periods
convenient to the landholder, though in some cases it has
not always been practicable fully to carry out this
pohcy,_ since the postponement of any instalment from
one official year to the next involves a complete loss of
that instalment to the public funds. The Committee,
however, observe that convenience has in some respects
been sacrificed to certainty. The settlements are based
on averages, the Government assessment in theory re-
presenting the sum that may be fairly demanded in a
normal season. The income out of which the assess-
ment has to be paid, however, fluctuates enormously
with the vagaries of the monsoon and other causes. As
the Government of India have remarked in their Resolu-
tion of 1902, “‘the agricultural classes have not, as a
rule, yet learnt to regard a good harvest, not as an
oceasion for larger expenditure, but as a means of insur-
ance against failure of crops. In truth, to a poor family
a short harvest must be a severe calamity. The assess-
ment may absorb but a small share of the gross produce
of its land. But its circumstances depend on the net
produce, on which the assessment is in higher propor-
tion, and 1t is obvious that on inferior land a substantial
deficiency in the outturn may leave no net produce

- whatever, so that (in the absence of savings) the assess-

ment can only be paid by borrowing or by stinting the
necessarles of life.  When such a deficiency is frequent
the rigid demand of the land revenue miust add very
materially to the hardships endured by a poor and un-
educated people.”’*  Some relief is given n many pro-
vinces by the partial or complete remission of the assess-
ment when there is a failure of the crop, but it is

undoubtedly a fact that the inelasticity of the Jand
revenue system drives a large number of people to the
‘money-lender- during bad seasons. B

* Begolution of the Government of Indj Poli the
Tndian Govemmont, 1905, ndia on the Land Revenue Policy of
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A second source of inconvenience is apt to arise
out of the long period of the settlements. A tax based
on the income of the year is met out of it and forms
part of the family budget and standard of living. One
that is changed once in a generation, and which is in
many cases amortised, does not make itself felt in the
same way, and when the change does come, if 1t is In
the direction of increase, it is felt as a serious hard-
ship. This is mitigated, it is true, by arrangements for
bringing in the enhancements by degrees, and still more
so by reducing the extent of the increase to be taken.
But that again has the result of reducing the yield of
the tax, while perpetuating the inequalities in its incidence.

A third source of inconvenience arises out of the
settlement itself. In some provinces, where the records
are comparatively simple and the seftlement 1s with a
village -a& a whole, the process of resettlement involves
comparatively little disturbance of the village economy.
Elsewhere, when the process continues for years
together and involves meticulous enquiry by a very large
staff, to be followed by appeals against the assessments
which are reckoned i thousands, the Inconvenience
and expense to the ryots concerned is undoubtedly very

considerable.

88. Economy.—The application of the canon of eCo- The eanon of

nomy is a matter wide enough to form the subject of
a separate enquiry, and one which cannot be decided
on considerations relating to the land revenue alone.

To take the question of survey and settlement first,
it has been seen how several other countries, which have
proceeded on the basis of a cadastre, have let 1t get
completely out of date, largely by reason of considera-
tions of expense. India has, in some provinces at any
rate, the most elaborate revenue survey in the \gyorld;
it oombines with this the most elaborate practice of
fractionisation; and the cost of demarcation 1 greatly
enhanced by the absence of hedges. The expense both
of making and maintaining a survey 1 cqnsequently
enormous, and more than one Legislative Council has,
since the Reforms, rejected the vote for the Land
Records Department. The desivability of reducing the
expenditure has been abundantly recognised, and numer-
ous enquiries and experiments have been made 1n the
direction of cheapeniné the work, but so far without
conspicuous success. Un the other hand, there can be
no doubt that the record serves many purposes other

eg nomy.
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than that of revenue—a circumstance which is suffi-
ciently dewonstrated by the fact that similar surveys
have been found necessary In the permanently-settled
provinces.

The inability of the staff to maintain the curvey
record and the accounts which depend on it is responsible
in Madras for a large addition to the cost of a settle-
ment, the prelude to which is the appointment of a
speclal staff to bring the village accounts up to date.
The settlement enquiry itself is marked by much meti-
culous detail, and it has frequently been pointed out in
the Councils that the average increase in the year's
revenue barely covers the cest of the staff.  Of course
the one is recurring and cumulative while the other is
not, but the fact is significant when the system is being
tested by the canon of economy. :

In considering the general staff of the 'Revenue
Department, the first point to be noted is that the vil-
lage organization, which is taken as part of the natural
order of things when it is paid for by contributions in
kind or out of the proceeds of village lands set apart,
becomes at once a target for criticism when its salaries
are placed on the budget, and that from two opposite
points of view, the one, the immensity of the total bill,
and the other, the inadequacy of the salary of the indivi-
dual. Here again, there are numerous duties other than
those connected with the revenue to be performed. It
can only be said as regards them all that, while it is
1mpossible’ materially to reduce expense by breaking up
the traditional organization, the attempt to regularise
it by paying cash salavies has led to the sharp realisa-
tion of a burden which was formerly accepted as if
1t were part of the order of nature.

Immediately above the village staff are the kanun-
gos, or revenue inspectors, whose duties are almost
entirely connected with the revenue. Generally speak-
ing, their number depends on the degree of elabora-
tion of the survey and settlement arrangements and on
the extent of the fluctuating charges. Thus, in parts of
the Punjab and Burma, where the sum due by the culti-
vator has to be reckoned year by year with reference
to drea cultivated and crop grown,“the Committee can-
not help thinking that the expense involved is liable tc
be out of proportion to the revenue.  Elsewhere Iir
'p.laces considerable expense is involved by the elabora-
tion of the water-rate rules, while in Madras there were
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a large number of miscellaneous Huctuating charges
which involved inspections with a view to seftlement at
the annual jamabandi, which is peculiar to this province.
It is understood, however, that the number of these has
now been reduced.

The officers next in rank, namely, the Tahstldars
and their assistants, are still revenue officers in the main,
but have a large proportion of their time taken up by
the work of other departments.  Their number depends
on this as well as upon the degree of elaboration of the
settlements. In the next grade, that of the sub-divi-
sional officers, the proportion of revenue work is still
further diminished, and it becomes still more so when
that of the Collector is reached. Above the Collectors
are Commissioners and Financial Commissioners or
Members of Boards of Revenue, whose duties are largely
taken up svith land revenue and settlement problems.

The Committee have made several attempts to isolate
the charges debitable to land revenue with a view to com-
paring the percentages in different provinces with the
revenue collected, but they have found it impracticable
owing to a variety of causes. In the case of the village
staff, their salaries are sometimes entered, on bo@h S{des
of the account. In other places, their remuneration 1s a
percentage on the land revenue, which may or may not
be taken before the money is brought to account. In
other places again their remuneration 18 paid by the
villagers themselves, or s met out of the proceeds of
lands assigned for the purpose. Again, this remuneration
in some provinces includes that of the village staff for
watch and ward, while in others a separate fax 1s levied.
In the case of officers higher up in the scale, the duties
not connected with the land revenue vary from province
to province, and the fractions of the cost which different
Local Governments propose to debit to the land revenue
vary so largely that the Committee are not able to arrive

-at a common formula.

" They can only conclude their constderation  of t'&e
application of the canon of economy to the lan(i
revenue by saying that unquestionably, if the assessmen

“and collection of the land revenue were the only matter in

' i et ] heme under
18sue, 1t would be practlcable to devise a s¢

which the present revenue could be collepted at a rfmic}}lh
smaller cost. The justification of the high cost o ) e
settlement and collectorate establishments must therefore

‘be looked for in the great advantages derived from the
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maintenance of the record of rights and the protection of
the interests of the poorer cultivator, in the avoidance
of disputes and even riots over questions connected with
the possession of land, and generally in directions which
do not fall within the scope of the terms of reference of
the Committee.

89, Ability.—In considering the question of the appli-
cation of the canon of ability to the land revenue systems
in India the- Committee desire to emphasise the statement
of Dr. Gregory that the land revenue is essentially a tax on
things and not on persons, and as such it is not a tax to
which the doctrine of progression can be applied. The
canon of ability can thus have only a limited application
In this case, and in examining it the Committee propose
to confine their attention to the question of the burden of
the land revenue on the land, in other words, the propor-
tion which the Government demand bears to the economic
rental or net profits in the differcnt provinces.

90. The British inherited in most parts of India a very
oppressive system of land revenue assessment, and in the
earlier days of Company rule the rates of assessment
adopted by British officers were very high according to
present standards. Under the Permanent Settlement
Regulation of 1793, the Government share of the produce,
after deducting the cost of collection, was fixed at ten-
elevenths, the zamindars being assigned one-eleventh a8
their share, hut the Government soon began to moderate
the severity of their demand. Before the end of the 18th
century, ‘the State demand had been limited to two-thirds
of the net assets, and this was the ratio adopted in the
permanently-settled tracts of the Madras Presidency. A8
a result of a detailed enquiry into the incidence of land
revenue conducted in 1855, certain rules were issued in
connection with the settlement of the Saharanpur distriet
of the North-Western Provinces, which definitely fixed
one-half of the net average assets as the Government
demand. This standard has since been in force in the North-
Western Provinces and the adjacent distriets of the Central
Provinces. In Nagpur and the surrounding districts the
‘Mahratta Government had taken in some cases over 79
per cent, and the first order of reduection in this case,
1ssued in 1860, reduced the maximum to be taken to 60

.per cent of the gross rental, though in Nagpur, which
came under British administration in 1854, assessment

up to 60 per cent of the gross rental was permitted by
separate orders issued in 1860. In Orissa the rate was
333 per cent in 1822, 70 to 75 per cent in 1832, 69
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per cent in 1840 and about 54 per cent in 1900. Tn the -

Punjab and in the Madras Presidency, the theoretical
standard was half the net produce.

91. This brings matters to*the point at which in 1901
the Government of Lord Curzon undertook the detatled en-
quiry into the burden of land revenue in India, the results
of which have already been summarised.

One result of the orders then issued was to convert
the standard into a maximom, and while in most pro-
vinees the half net has continued to be recognized as the
maximum in theory, the actial rate taken has been
reduced o as no longer to bear any velation to it. At the
same time, it ig extraordinarily diffiendt to say what the
present standard 18 because reductions have been made,
sometimes for gpecial reasons such as the particular eon-
dition of different distriets, fometimes arbitrarily in
accordance with the idiosyncrasies of particular officers,
and in many cases under rules which limit the percentage
of inerease while leaving the theoretical maximum
unchanged.

42, The best method which the Committee have been
able to devise of illustrating the effect of all these changes
is to compate the progress in the land revenue with that

in the net area sown and in the prices, on which regettle-

s mainly depend.
menis main N I Index Index Index

number of  nuwher o number of
Year. Tand the net area export
Revenne, 80WD. prices.

.. 1006°0 100 100
%ggigg .. .. 978 100 10}
1905-06 .. .- 978 100 113
100607 . - 1048 103 185
1007-08 97“4 IOE 141
190809 . .. 104@ 1905 1:17
1909-10 . . 113‘0 102 120
1910-11 . 1021‘? 10:‘ 1:23
1911-12 .. .. 1083 103 132
1912-13 .. e 1115 108 141
1913-14 . - 1127 105 149
1914-18°. .. .. 1112 109 155
1915-16 % .. .. 1160 107 150
1916-17 .. .. 1199 m 156
1917-18 . .. 1137 110 165
1918-19 .. .. 1139 97 193
1916-20 . 118‘? 107 26?
1920-21 . .. 11}'0 102 2%3
1921-22 . o 1251 107 2: 2
1922-23 .. . 1244 108 :238
1923-24 .. .. 1204 107 217
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It will be observed that, while prices have risen by
117 per cent, the land revenue has risen by only 20 per
cent, and that a portion even of this risg must he due to
the inerease by 7 per cent in the area sown.

93. For the reasons just given, which operate between
district and distriet, as well as between provinee and pro-
vinee, it is so difficult as to he almost impossible to obtain
any general idea of the ineidence of the land vevenue.
The Committee, however, feel that it is incumbent on them
to make the attempt and they therefore proceed to
examine the five possible standards which have been
suggested to them, and which are as follows :—

(1) The vatio borne by the land revenue to the
population.

(2) The ratio borne hy the land revenue to the
occupicd area, i.e., the average assessment
per acre.

(3) A comparison of the assessments per soil unit.

(4) The vatio horne by the assessment to gross or
net produce. '

(5) The ratio horne by the assessment to rents ov
annual value,

The land revenue per head may be distributed over the
Wlmlp population for comparison helween province and

provinee, or again over the agricultural population for a-

similar purpose, or over the agricultural population for a
!m‘gor or a smaller area for the purpose of comparing the
ncidence on the agriculturist with the incidence on the
industrialist.  These comparisons, though somewhat fre-
quently made, are of little real value.
comparison of like with like, because the proportion of the
agricultural population to the whole varies in different
places, and the second because of variations of the
fertility of the soil, the size of holdings and other condi-
tions. The third may be useful as part of a general
examination of thie incidence of the whole system of
taxation on classes of the population, but is of little value
for other purposes.

The second method is equally useless for the purposes

of the Committee, since any provincial comparisons based”
[ on such a method are vitiated by the different degrees of

fertility of the soil, especially when the results of irriga-
tion are considered.

-annual value can be ascertained.

The first 1s not a -«
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The third method is possible only in provinces where
a classification of soils with reference to their productivity
has been made for purposes of assessment, and even there
the figures are not comparable for regions with inherently
different types of soil, nor is it found in practice that the
classification has been done on sufliciently uniform lines to
give satisfactory results.

The fourth method, m so far as it concerns a com-
parison with  gross produce, has heen adopted m the
reports of the Famine Commissions and elsewhere, but
it is open to the serious objection that the cxpenses of
cultivation vary enormously, not only with the nature of
the soil, but also according to the crop raised. It is quite
out of the question, for instance, to base any comparison
on the gross yield of a crop of sugarcane, paying a
water-rate of Rs. 45 an acre, and that of a crop of millet
on dry land. On the other hand, a comparison with net
produce, which would be far more satisfactory, is in
practice impossible since the expenses of cultivation are
not known with sufficient aceuracy and it would take
years to ascertain them.

94. There remains the last method, namely, a compa-
rison of the percentage borne by the lund revenue assess-
ment to the competitive annual value. This is accepted by
a *majority of the Local Governments as affording the
most accurate basis of comparison if the competitive
Even in this case,
however, it is pointed out that any comparisons that
might be made would nced a good deal of qualfication,
since, even where the proportion of assessment to rent
is similar, there may be other factors, such as differences
in the fertility of the soil’or in the proportions of good
soil to bad, variations m the competition for the land,
or in the share of the net produce taken in the shape of
rent, or in the cost of subsistence, -which may materially
affect the real comparative status of the cultivator.
On these grounds the Government of Bombay point out
that, for-a full comparison hetween provinces, it would
theoretically be necessary to exhibit how the net produce
is divided between tenant, landholder and State, and
this would have to be done for various standards of
net produce per acre for every provinee.  Unfortunately
it has been found, as a result of the Local Governments’
enquiries, not only that anything in the nature of theoreti-
cal perfection is out of the question, but that any
information at all as to competitive rents 18 very difficult

Competitive
annunal value
the most
reliable, if
figures
obfainabls.
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to obtain, and when obtained shows variations of such
a nature as to put the striking of an average of any value
out of the question. 1t s propostgd, therefore
to abstract below simply such information as the
Local  Governments have been able to give the Com-
mittee, grouping it for purposes of C(?mpzu'ison with
reference to the general similarity in the  systems of
settlement.  In presenting even these figures, it seems
necessary to repeat the warning issued b?l several Local
Governments of the great danger that exists of incorrect
and - misleading  conclusions ~ heing hased upon 'u;
statistics that are not the result of Tull and (lemilcfl(c-lgi
quiry. , C
To begin with the permane el it s
‘ beg ¢ permanently-settled areas, it is
reported both from Bengal and Bibar and Orissa that
rents are governed by custom and tenancy lm;vks that
t compefitive rent in agricultural tracts is wnknown, and
t\}/l(?[';ﬁny z;ttcmpt therefore to ascertain the economic rent
reh'zu(lc eoriJ gufde%llt 111{1 a sperc}llutlve figure on which no
e placed.  The only figures of gny sort
i

and revenue DN : )
venue on customary vents in ten distriets in Bengal,

and o averaae _
of the average percentage borne by the total 1ond -

re > ! ‘ont e y,
venue to the rental value of the land as determined

for TONe : C ,
Vo purposes of cessex in Bihar and Ovissa.  In both

these cases of i

secases course the figur ' 1

those cases of o s¢ the figure of rental is far below
_ remt. The percentuge in the fifst case

varies from 6.5:40 57.7, with an av ‘fm2l " dc';}

AV e T AR an average o an 1€

average percentage in the second case is 12.5.

In as o N _
1le  case of the Central Provinces, the: Local

Government ¢
fove nt declare themselves ; :
) < 'es unable to gi aur
that could be relied upon. ) give any figures
In the Punjy: |
: , ah, the pe :
hefore q(xm(,,m:‘ t Tor percentage taken of net rentals
from 13 (0 27 nt for 1L districts recently settled varied
ment f.-) U the average heing 17:8, and after scttle-
T the lﬁlllxlit(lfl) ]t)o 56 per ol@nt, with an average of 25.
Poumted Provinees, the T Y I )
rental value, which s 10 pereentage of revenue 1o
inasmuch as el 1s less thau the econdmic rental,
asmuch as it makes no allowance for nazarana and

cesses, varied from 20 to 42 per i
cames to 42 per cent, with an average

As regards _ ) .
BomI;a le{%&fdb t.he ryotwarl provinces, in the case of
7 Y> the percentage which assessment bears to rent

varies from 17 to 50 in different parts of the Presidency:

I R
n Berar, in the case of two cotton taluks recently $ettled,

that are available are some relating to the igeidence of -
‘ -of the district at the time of settlement, wi

"the systtm of reducing t
‘the crop of the year toac

Y 17

the average 1s 10 per cent, which may be ,taken as a
minimum. In Madras the result of an elaborate examina-
tion of the question made ten years ago showed that the
percentage of assessment to rental in the case of all classes
of leases taken together varied from 107 to 29-0, the
pertentage in half the districts being less than 17:1. A
further comparison in the case of the three districts in
which resettlements have most recently been made shows
variations from 6.25 to 24.1.
*

05. The factor which chictly forces itsell on the atten-
tion in connection with these figures is the extreme uneer-
tainty as to what is the share taken of the net produce of
the land, which share was till quite reeently the ehief
source of revenue of the Bate. In other countries, as has
been sgen, the land tax is imposed at a definite rale upon o
definite’ basis of assessment.  In India the basis may
e rentals or net assets.  The rentals may he customary,
controlled or assumed. The net assels may mclude or
exclude the subsistence of the cultivator. The rate may
vary with the opinion of the individual settlement officer
as to the circumstances of the tract, with the conditions

v ith the conditions
of tenancy, or with the -opinions of the Local Govern-
ment of the day as to what 18 a reasonable merease to
take. As a consequence, 1t 1s impossible to say what
is the intidence of the land revenue U fn the land, and
as has been indicated above, the Local Governments have
been almost unanimous in deprecating the basing of any
comparisons upon the figures supplied by them. It seems
to the Committec that this uncertainty as to hoth the
basis of the assessment and the rate 18 one of the chief
respects in which the Indian land revenue systems are
open to criticism. .

Lt the land revenue viewed
as a1 scheme of taxation 1= not m?l_v not progressive, but
actually tends in the opposite diveetion. At one end,
the large landlords, many of whom ave creations of the
British Government, form one of the classes who pay
& compmut‘ively gmall part of their surplus towlm'ds thg.
upkeep of the State. At the other end of the scale comes

the cultivator of the aneconomic holding, in whose case
. the State’s share from a share of

ash average, coupled with the
t harvest time, has led to

96. Tt is further evident tl

-collectiébn of land revenue a

The chief
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Other defects
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sumwarised,
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extravagant expenditure by an improvizlent cluss in good
years, followed by indebtedness and transfer of lands to
money-lenders in the lean ones.  Mcanwhile, one of the
most claborate cadastral surveys in the world has facili-
tated transfers, while the elaboration of the secttlement
systems has often resulted in producing arrangements
which the ryot cannot understand. Even in cases where
the assessient has been light, the lightness itself has
aggravated these evily, sinee it has had the vesult of
converting many o landholder who would have had to
cultivate his land if the State’s share hagd been larger into
a rent-receiver living on the proceeds of another’s labour.
The net result bas been the creation of a very\ large
nunber of uncconomic holdings, the holders of which
pay land revenue which would be inconsiderable if culti-

vation were intensive or on u large scale, but rests as a -

heavy hurden upon a small and impoverished hoider.

At the same time, the pressure of the land revenue ig
by no means the sole or even the main cause of a state
of affairs of which Jow production, heavy indebtedness
and excessive fragmentation of holdings are the chief
symptoms. These must be attributed in the main to other
causes, .such as inerease in the population, paucity of
alternative cmployments, the law of inheritance, the
attachment of the people (o the soil and their unwilling-
ness or mability without assistance to form their estates
nto economic holdings. o '

Nor does it appear that the entire exemption of the
small holder from land revenue, which has been suggested
m several quarters, would carry the -benefits which - axe
generally claimed for it. The exemption would either
have to be given at settlement or from time to time as
holdings were broken up below a fixed limit. If given at
settlément, the eflect would be to freg gertain pleces of
land from revenue for a period, and the probabilities are
that these would he sold hy the holders, who would be able
to secure a bonus equal to the capitalised value of the con-
cession. If they were not sold, the net yield being pro
tanto increased, the probabilities ave that, 1f the conditions
above recited continued, there would be further fraction-
isation and the original conditions reproduced. If the
exemption was given from time to time, as individual
cultivators were able to show that their holdings were less
tl.xan the minimum, a premium would be put on fractionisa-
tion of the economic holdings. Moreover, the heavy loss
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of revenue which would he incwred would have to be
made up from other sources, and the burden of the relief
would probably fall on industry and so pro tanto retard
its development and curtail the demand for labour. In
the result the position of the poorest holders who
vemained on the land would be no better than before,
while their chances of alternative employment would be
diminished.

The inequality pointed out above as between land-
holders of different classes may also be said to have been
aggravated by the conspicuous absence in the Indian
taxation system of*an income-tax on agricultural mcomnes
or a death duty, which serve m the more advanced
European countries and Japan to introduce an clement of
progression in the tax on land. F:l{hu'o to utihse th_oso
sources of revenue has tended to shift the burden more

" and moreg on to the less prosperous cultivators.

Tt is needless to enlarge on the inelasticity of the land
revenue.. In the permanently-settled areas it 1s fixed in
perpetuity. In thoSe that are temporarﬂr}: settlec}ijr a
termit is commonly fixed for thirty years. [he programme
of settlement generally results in a moderate gl'Q\\'tll, the
ratio of which tends steadily to decrease. This source
of revenue therefore affords no help to the exchequei in
time of stress. On the other hand, its very fixity operates
hardly on the parties who pay it, who become accustomed
to a certain standard of living in the currency of a seitle-
ment and arg liable to have to change 1t when it is revised.

‘ 18 lency which is so conspicuous in
.Meanwlﬁé,.the e estor tries, namely, ihe
the systems of taxation in Western countrics, A

allotment of this source of revenue mainly for lveal
purposes, has not yet made itself manifest fo any

appreciable extent in India. The land revenue in India s

still largely a direct mpost levied almost solely .foll"prlo-
vincial purposes., *‘Only a very small fraction of the tax
collected from the cultivator is actually used for‘rural
dévelopment, and the illiterate ryot is therefore unable to
l‘écognise the benefits which he derives from the dirvect

tax he pays.

97. Tt will be useful to bear these considerations in
mind in examining three groups of proposals that have .b(‘*on
placed before the Committee for the replacementf 91 m-
provement of the land revenue systems. The first set

are based upofj the idea of redemption either in part or

-
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in whole, the second on the substitution of a tax on
produce fer the revenue from the land, and the third
on the substitution of a system of valuation coupled with
a definite tax on capital value for the present system
of ryotwari settlement.

98. The idea of redemption is generally associated
rather with a desperate crisis in national affairs necessita-
ting the raising of a capital sum than with a stable system
of continuing taxation. Tt wasresorted toin England during
the Napoleonic wars and also in Italy in the critical period
preceding the declaration of Italian unity, when a great
part of ‘the State lands and of the confiscated property
of the ecclesiastical bodies was sold. In India redemp-
tion of the land revenue was resorted to on a compara-
tively small scale for some years after the Mutiny, and

the result has been the creation of a number of revenue-
free estates and the loss to the public revenues, in so -

far as they are concerned, of any part of the incre-
ment due to the advance in the value of land and the
prices of produce. The scheme involyes the idea of per-
petuity and the risk of a charge of a breach of faith, if
any subsequent Government finds 1t necessary at a
later stage to impose taxes on land. An endeavour has
been made to meet these objections in the present in-
stance by an ingenious scheme drawn up by Sir Ganga
Ram, who has put forward a proposal for redemption
on a basis which would be sufficient to cover the normal
rate of increment due to resettlements, and for the in-

_vestment and deposit of the money so paid with the:

Accountants-General, who would then undertake to meet
the land revenue demand on lands which might be re-

deemed from taxation. The advantages claimed for this

scheme are that the Government would be saved the ex-

ense of making periodical settlements, and the cultivator
would be free to make improvements in-his land without
any fear of possible enhancements of revenue. Further,
that it would save the expense of yearly collections and
would give the Government a secure source of income not
dependent. on the vagaries of the season. It is also claim-
ed that it would help industries considerably, because the
money invested would be’at the disposal of the industrial-
ists. These conclusions appear to involve a series of
assumptions of a doubtful nature. In the first place, it

'is assumed that the ryot is able to command the sum

needed to redeem the land revenue. If he has it in hand,
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there is nothing fo prevent him from investing the money -
in Government securities and paying the land revenue out
of the interest on the sum so invested. If he has not, he
would either have to borrow money for the purpose, or
the State would have to advance it and recover it in
instalments. For the successful working of either plan
the amount of capital required would be enormous.
Though a certain amount might come out of private
hoards, most of the money would have to be borrowed.
If it were borrowed privately, the rates of interest, which
are already very high in Indian wvillages, would un-
doubtedly rise, and it would not pay the landlord to
redeem the land by means of money borrowed at exorbi-
tant rates unless the rate of capitalisation was fixed at a
very low figure. In practice, only lowly assessed lands
that happened to be in the possession of money-lenders
and capitalists who could not find a better use for the
money would be redeemed, and the scheme consequently
would not benefit the classes for whom it is mainly
intended. o ’

If the State were to advance the money, it would have
to recover it in instalments extending over a period of
at least twenty years. The amortisation charge would ob
viously be greater than the annual assessment, and during
all these years the land would be mortgaged to the
Government as security for the loan. The landlord
would thus not only have to pay a sum which would be
more than the annual assessment, but he would not be
able to borrow money for agricultural operations with
the same facility as before. In order to carry on under

~ these conditions, he would have to lower his standard of

living for a term of twenty years. The landholders might
perhaps be induced to make this great sacrifice if there
were a fear of oppressive assessment by the Government,
but even the most extreme critics of the land revenus
policy have never asserted that the Government are rack-
renting them. . :

Another claim advanced on behalf of the scheme is |
that the cost of the revenue establishments would be large-
1y decreased by the redemption of the land revenue. Tt is
obvious that the reduction would be slight unless redemp-
tion was universal. The scheme could only be brought
into force all over India by means of legislation making
redemption compulsory, which 1s not within the range
of practical politics.

11
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At is unnccessary to examine the other advantages
clapncd for the scheme, hut it is phvious that the ossi%le
assistance to industries i ilhlsofy. The total I:)1mount
of money available for agricultural and industrial pur-
poses would not be increased by any process of redemp-
tion unless the Government decided to issue notes or t}I;e
landlords melted all their hoarded gold and goid orna-
ments and converted them into cu;?rency. [ither of
these processes would result in monetary inflation.

99. It may be appropriate to notice here certain
Sch_omos of an opposite tendeney which have been suggest-
ed in the case of zamindari arens. These schenimkdzgé‘nd
upon proposals that the Government should eithe; buy out
all the proprictary rights or those of intermediate holders
between the landlord and the actual cultivator. Tt seemé
to the Committee that these schemes must faiL if for
goe(‘)ttl}m‘ reasoul, by reason of the 0n0rnious ér;ancial
rirc)rhlt? lpns]mvolvgd. _To buy out all the proprietary
' fb lsl m the zamindari aveas would involve the raising
of éz ofl?:;::)(;izg S‘llﬁl of money at a comparatively high
e o erest. Tt would he impossible to recover even

est charge on this loan without levying from the
a}ctua} cultivator, who would he loft face togface with
I: elg,t(m‘verlnmont, something in the nature of a full rack-
o "cho‘fut’ .a,{q 2L.I'(‘,Sll]t, neither the Government nor
th iSL t}ua, Fultlvatm would be hetter off than at present.
chicfly IS;GHOI)((‘,)]iltlinr‘l(lzce‘ssm:y to labour the other results,
shiefly Thg Bucg ﬁnatme, that would obviously be in-
golvel e b ymh‘ out of the intermediate holders
WO e an even more diflicult financial operation. The
mterest on the ampunt so expended would have. to be
recovered through the rental, but if the landlord were
to be placed in the position,of the malquzar of the Centrai
Frovmces, and the land revenue were to he based on
50 per cent of the rental paid to him, it will be evident
that he would secure half the profit on the transaction
and that, 1f the '(}0\'or'nmont.woro not to l()so; it \V(;(xl(l be
?sst(*;ss‘l,zy n this case also for the tenant to pay a rack-

100. The second set of schemes which have been
placed hefore the Committee depend upan the substitu-
tion for part or the whole of the land revenue of a
tax on produce, taken either at railway stations or at
ports of export. These schemes are based on the assump-
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tion that each farmer grows and
sary for his subsistence and sells his surplus, the great
bulk of which finds its way in due course to a local or
foreign market by rail or sea. The fact, however, 18
that all farmers do not grow food crops, so that those who
grow industrial crops would have to purchase their neces-
sities out of the proceeds of the surplus which paid the
tax. Nor does the whole of the surplus go to railway
stations. Much of it is consumed in the locality after a
cart journcy, and the effect of the tax \'vou]d e to substi-
tute road traffic for railway traffic in many cases in
which the rajlway is used at present. A more
vemote effeet that would certainly follow would be the
establishment of factories in the neighbourhood of the
places of production so as to avoid payment of th‘le tﬁ(,
and this might prove Iin some Cases to he a Lh()l(mgl:y
unecoriomic course. Moreover, a4 Vey large part
of the production which travels by rail does not
travel at once to its ultimate  destination, hut goes
to an entrepdt where it is collected and perh:}xps‘ stfb-
Jected to some initial process of manufacture. Thus pro-

. ) ’ -
duce which was put on the rail more than once mig
, and this fact, if the tax

ay the tax several times over, :
?Va}; persisted in, would cause, a further disturbance of
the course of trade. Ultimately th.e'effect of all these
causes would he to reduce the quantities of goods payng
the tax, which would cortainly necessitate mncreasing the
rates in order to make up for the revenue lost. As ‘thg
rates were increased particularly m the case off t(ixpoll] tifi-
goods, the demand would fall, and the dng ?gitn(s), thf ifl -

vator would decline. In the case of foo would

i : orker
ould fall and the industrial wor ;
bt rou the cultivator. In the ultimate

benefit at the expense of .
© a i(y
result, the cultivator would suffer and land on ﬂiem}iiﬁ
would go out of cultivation. It will at least be.(, m‘r1 (in
this brief examination of the case that the proposa s,ur-
80 far as their merit lies in 1mMpoSINg t‘dXthlOI?_ on \iith
plus, have nothing to commend them 1n qompansorll 1
the normal method of sccuring such taxation, namely, )};
including incomes from agriculture under thle. gen'(;)lra7
scheme of income-tax, as they are included 1n every
other country that levies that tax.
101. The essential feature of the third set of slclJlomos,
which ave in force in Australia, New Zealand aln( ]:}I\)ané
is that the assessment is based on the capital value o

keeps what is neces-

Touposition of

a tax on
capital
value,
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land. It Is claimed for this system, first, that it would
be clearly intelligible even to the most ignorant ryot;
secondly, that it would enable the legislature to fix the
rate of tax according to its financial requirements;

thirdly, that valuation and assessment would be two -

entirely separate processes, in other words, the settle-
ment oﬁlcer would not assess the tax as at present, bub
would simply perform the function of valuation; fourthly,
that the valuation would be extremely useful in a num-

ber of other respects, as for instance in the case of land -

acquisition or in the event of the imposition of a death
duty. The objections to the scheme are, first, that capital
value does not bear a constant relation to annual value,
but varies with the general rate of interest. In the
second place, althongh valuation has been a compara-
tively simple process in the Australasian colonies, it has
been found a matter of extreme difliculty in Furopean
countries, and in India would undoubtedly be ‘Very ex-
pensive. In the third place, if equality of incidence is
to be maintained, the valuation would have to be revised
at much more frequent intervals than those at which dis-
tricts are resettled, while at the same time it would
oﬁmously.ngt be possible to introduce it completely until
all the existing settlements ran out. In the fourth place,
1t 15 to be Qbserved that, while in a ryotwari area there
may be a single person to whom the whole capital value
would be creditable in the case of sale, in areas where
rents are controlled hy tenancy legislation there may be
two or more capital values of different beneficial inter-
ests 1n.the lar}d to be considered. ~Lastly, in order to
determine capital values, the settlement officer would in
many cases have to estimate the annual value, which 18
to some extent the basis of the assessment at ;;resent, 50,

that the introduction of a scheme on Australasian lines®

would involve a greater change in the basis of assessment
than is really necessary. -

102. Meanwhile ,it scems to the Committee that it may
be possible to arrive at a result that would be almost
equally satisfactory with much less disturbance of exist-
ing conditions. Their proposals refer of course only to
the temporary scttlements, since the permanent seitlement

18 outside their terms of reference. ” The essentials to bé

sought for in any new scheme of te

WS _ cmporary settlement
S{aem_ to be, first, that it should be deﬁnitle as Zegards both
the basis and the pitch of assessment; second, that it
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should be as simple and cheap as possible; third, that 1t
should, so far as possible, case or s
the smallest cultivator; and fourth, that
common with the rest of the system of taxation, have
some clement of progression in
owners.

103. The basis of assessment is defined under prescrt
arrangements in a variety of ways, as the net produce,
the met assets, the economic rent, the rental value and the
annual value, Sometimes two or more of these mean the
same thing, sometimes different meanings ave attached
in different places to one or the other. It has been seen
that the original settlements, -which were based on a great
variety of factors, such’ as crop and soil values, and the
expenses of cultivation, have been replaced by resettle-
ments, which are based mainly on prices and general
economiv' factors. In the carrying out of these resettle-
ments, an increasing degrec of mportance has been given
to annual value as ascertained by records of leases and
sales and other similar factors. ¥'his feature has perhaps
reached the greatest degree of completeness in Bombay,
where a most accurate record is kept of all leases, and
these really form the basis of the new settlements. What
the Committee would recommend is that for the future the
basis of the settlement should be annual value, by which
term they mean the gross produce less cost of production,
including the value of the labour actually expended by the
farmer and his family on the holdng, and the return for
enterprise, and that the functions of the settlement officer
should for the future be limited to the ascertainment
of this value on a uniform basis under such conditions a
might-be most appropriate in each province. ‘

%104. There are two matters in connection with the
Jotermination of annual value to which the Committee
think it desirable to rvefer.

The first is the question of

previously been mentioned,

controlled by tenancy laws, !
tends to limit the right of the landlord to exact a full

economic rent, while in one province the rents of occu-
pancy tenants are actually fxed by the settlement officer.
In the case where rents are fixed hy free bargain at arm’s
length, the settlement officer in determining apnual value
will be guided by the rent actually paid, but 1n the cases
referred to above the rent will tend to be below the true
annual value, or in other words a part of the annual valge_

he case of the larger

controlled rents. As has
rents are In some Cases
in others force of custom

.
/

!
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will be vegted in the tenants. To what exient this is the
case the Committee have no knowledge, the working of
the tenancy laws being a matter outside their purview.
Theoretically, the proper course would be to determine
the true annual value and to divide the charge between
the landlord and tenant in proportion to the value of their
respective interests. The Committee feel, however, that
the adoption of such a course might involve admi-
nistrative and other difliculties which 1t would be unde-
sirable to create. They therefore recommend that,
in the definition of annual value, it should be provided
that, where the rent is fixed by the settlement officer or
is limited by law or by custom having the force of law,
(such rent-should be taken to be the annual value.

The second point is that of nazaranas. A nazarana is
‘nothing more or less than a premium paid for a lease, and
“is just as much a part of the consideration as the rent.
The Committee therefore consider that, so long as these
' nazaranas continue, their annual equivalent spread over
the term of the lease should be added to the rent for the
purpose of detérmining the annual value.

105. As regards the:rate, or, as the Joint Select Com-
mittee described it, the pitclr of th® assessment, the Com-
mittee find it almost impossible to make any recommenda-
tion in view of the absence of any definite information as
to what_percentage is taken of the annual value under pre-
sent conditions. What they would contemplate is that there
should be an expert enquiry in cach province with a
view to ascertaining what is the most general rate at
present “exacted. The local legislature would then be
In a position to fix a common rate for the province.

These rates would initially no doubt tend to conform to .

the existing pitch of the assessment. In future, it would
be open to the legislatures to increase or decrease the
general rate in accordance with the share they thought it
fair should be contributed by the land revenue to the
expenses of the State.. From what they have read of ‘the

discussions of this matter by the legislative bodies, the

Committée anticipate that the tendency would be, wher-

ever {inancial considerations permitted, towards standardi-
sation at a comparatively low rate, as in other countries,
What that rate should be must depend mainly on the
determination of the percentage at present taken. In

" so far as the materials before the Committee afford any

indication, they point to a standard rate of not more than
25 per cent as desirable. .

«
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106. As regards the introduction of the scheme, it The process
of introdue-
tion and

It might be undesira- term of
settlement,

would be undesirable to make any change during the
currency of existing settlements.
ble to do so even at the close. If, for instance, on a
distriet falling in for settlement, it were found on a
preliminary examination that the rates of the current
settlement bore a proportion to the annual value in ex-
cess of, equal to or nearly equal to the rate fixed by the
legislature for the time being, then it would be destrable
to postpone resettlement in such a district until such time
as the rise of prices had reduced the proportion materially
below the standard fixed. If in any province it were
found that financial circumstances permitted the fixing
of a standard for the future somewhat below the present

~ pitch of assessment, then the object desired by many of

the critics of the present systems, namely, an extension
of the present settlement, would automatically come
about and bring with 1t a reduction of expense. Again,
it might be found possible, where a district had once ¥
been settled at the standard rate and there was no mate-
rial change in conditions other than in prices; to adopt a
percentage increase on the :éxisting valuations instead
of going througlt the elahorate process of revaluation.

107. Meanwhile, tfie Corrhittee anticipate that, as the The further.
share -of ‘taxation horne by the land revenue tends to de- ¥rgien o

crease, there will be-a concurrent, if not equal, tendency by Joal
0d1es.

to take a larger share of the profits of the landholder in
the shape of local taxation. " As has been secen, such a
tendency would be in accordance with those that have
manifested themselves in most European countries. Taxa-
tion of this class’ would he much less unpopular than an
increase of the land revenue, since’it would be imposed for
local purposes by local bodies, which would be largely
composed of representatives of the landed interests. At
the same time ﬁp is evident that, while the future develop-
ment of the country will mvolve an enormous increase
of expenditure, the services on which this money will
be spent will be predominantly services in which the
local bodies are interested. In these circumstances, it
seems fo the Committee to be only right that the stand-
ardisation of the land revenue should be accompanied |
by a moderate increase in the local rate. In the absence

of any information as to what the standard rate of land

revenue will be, it is difficult to suggest any limit to be

imposed upon the rdtes, but roughly speaking it seems

to the Committeethat the maximum for the ordinary

®
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- rates should be somewhere about 25 per cent of the sum

taken as land revenue. There would be no objection to
the imposition over and above this of additional special
and temporary rates for specific local - purposes.

108. Tt has been seen that, since the land revenue is a
tax in rem levied at a flat rate, it would be impossible
cither to graduate it or to give exemption to particular
Jands becanse of the circumstances of the persons who
cultivate them. It has also been seen that the difficulties
of the poorest cultivator arise, not out of the land revenue
itself, but out of a combination of circumstances of
which the chief feature is a large extension of uneco-
nomic holdings. The real relief of the poorest cultivator

in these circumstances is to be found in a better system of

rural economy generally rather than in a change of the

land revenue system. In so far as it can be relieved by
that means, the only measure possible s to standardise
the rates at a comparatively low figure. The Committee
have attempted to provide for this, and they believe that,

inasmuch as the annual value of the smallest holdings is
inconsiderable, the application of a rate of, say, 25 per:

cent is not likely to involve a heavy burden.

109. As regards the large holder, it seems impossible,
for the reasons just given above, to introduce an clement
of progression. The only countries which have adopted
duch a plan are some of the Australasian colonies-where 1t
fwas adopted with the object of breaking up large estates.
While action on these lines is not ‘necded in India, the
Committee find from the report of the New Zealand

Taxation Committee that even in that case a recom-
mendation has been made for the abolition of progres-

.

son. Tt seems in these circumstances that provision
for this element must be found in some other part of the
taxation system. The obvious ways of introducing 1f
are through an income-tax on agricultural incomes, or
through something in the nature of a succession duty, or
both. The pros and cons of these taxes are considered
in the appropriate chapters, and the question of the ad-
justment of the system of taxation as a whole so as to
hat the burden on the different classes shall be
more nearly proportionate to their ability to pay will be
considered in the chapter on the Order of Precedence.
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ParT IT.—REVENUE FROM NON-AGRICULTURAL LAND.

110. Lands used for purposes other than agriculture
may be divided into three classes according as they are
(1) outside the limits of villages or towns, (2) within the
limits of villages, and (3) within' the limits of towns.

111. The practice in dealing with sites of factories and
other lands put to industrial or similar uses outside the
limits of villages or towns varies very greatly in differ-
ent provinces according, largely, to the theories that
are held of the land revenue. In Burma, in areas in
which a system of fluctuating assessments is in foree, a
share is taken on behalf of Government only when a
crop is grown, and land built upon is treated as if it

were fallow. In the United Provinces, though the law

provides for the charge of the usual agricultural assess-

" ment, it is only levied during the currency of the settle-

ment, and the land is freed of any charge at the close.
In Madras, where there is no statutory provision for the
assessment of land to land revenue, the demand by the
State is made in virtue of the King’s prerogative to col-
lect a share of the produce. It has been held that legally
the share of the produce so taken cannot exceed the pro-
duce itself, and that produce must for historical reasons
be regarded as agricultural produce. Consequently, the
most that can be taken is the assessment. fixed on the
land as if it were being used for agricultural purposes.
In Bombay and the Central Provinces, there is a distinct

Non-agrieuls
tural lands . .
fall into three

classes.
-

Faclory sites
and gimilar
lands outside
towns and
villages.

provision in the law for the re-assessment of land assessed -

to land revenue for agricultural purposes if it is con-
verted to any other use, and a reasonable share of the
annual value of the land used for purposes other than
agriculture is taken.

Tt seems to the Committee that the Bombay practice
is unquestionably the sound one, though care should be
taken not to press the provision too far. The matter
is one which is likely to be of increasing importance as
the industrialisation of the country proceeds. The ques-
tion. of legislation in respect of the land revenue is now
under consideration in all temporarily-settled provinces,
and the Committee would recommend that the oppor-
tunity be taken to.introduce provisions-on the lines of

12
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the B :

" 1an3n11-23£niw thult, whe'eneve}' land which is assessed

o and reven cuﬁ? ttl_e bu§1s of its crop value is diverted

oo use or eul vation, 1t should be liable to re-assess-
asts of its annual value for other purposes.

11 , PR

house—zs.itg‘sl,l?npgilcy N alnrmSt equally variable in respect of
coltuints . Th illages. To take first the case of the agri-
of the state efre %s to he observed in this case a reversal
that oo ,1a(1)1dq<zilrs that might be expected, namely,
site should be lb- et to a tenant, provision of a house-
which rent is E)quit Og the subject matter in respeet of
where the GO\P(;:-(' n the khas mahal lands in Bihar,
rent is collected nment 15 undoubtedly the landlord, a
the form of ;Lot()n/ ;he house-sites of the cultivators in
vinces, where tl ?Tp wa.  In some of the ryotwari pro-
lord is disputed l(i}p Os(l‘tl"n of the Government as land-
this function of ’a i‘le Jovernment undoubtedly performs
vators house-site fa.ndlord masmuch as it giveus the culti-
by the pa mentﬁs f,lee of charge as an amenity covered
! ever )Illnive o] land revenue. Thig practice is not
ally taken aCCOII"?]%. Homestead land in Assam is usu-
per cent more than fo its class to be worth ahout 25
oquivalent of th 1an the best arable land, down to the
of bare house-q'f poorest .agrlcllltuml land in the case
Lower Burma ‘tl}es’]‘ and “is assessed accordingly. In
cultural land ;q ll)e 11n d revenue assessment of non-agri-
and not on ité asu' on its possible agricultural value
land is used fo:-1 on-agricultural use. When culturable
currency of a ttlnon_ag“.ml]t‘“'al purposes during the
the rate that settlement, 1t continues to be assessed at
a settlement iqw as frxf;‘ql?q_nefl to it at the settlement. When
Leplement s v . ol o e g
ment for the agricultural lands I:; tllll: ({reiZifl}l}tGyneW settler

T e .

eXcepht(iaonsaninr(l3 t?lﬁelence of policy prevails, with one
These pec; le e case of other residents in villages.
) heroditary vills be divided into two classes, namely
sites to .Who};nVI age artisans, the granting of free housei
amenity giv Iﬁlay be regarded as an extension of the
Culturigtsg (ler)l thy the Government as landlord to agri-
habitants of 1th ¢ money-lenders, traders and other in-
levy is made be t;’llllages, who likewise benefit when no
though, ‘as me¥nb e amenity granted to the agriculturist,
towards th ers of a class which contributes little

e general expenses of the State, they are in
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no way entitled to do so. The instance in which this

case differs from that of the

agriculturist is that of

Bombay, where there is provision for the levy of assess-
ment, but owing to the practical difficulties of discriminat-
ing the agriculturist from the traders, the law has not

been enforced since the year 1886.

A further Point to be noted in this connection is that
In the ryotwari areas of the Central Provinces these sites

are not transferable, so that no

saleable title can be ac-

quired, and in Madras since 1900 a provision has been
entered in the grants of this type declaring the grant
subject to cancellation or levy of ground rent if at any
subsequent time the village 1s converted into a town.

In spite of the inconsistency tha

policies p.q,rsued, the Committee
change n respect o

t is apparent in the '

" do not recommend any | -

f the treatment of agriculturists or |

village artisans. They contemplate the possibility, as!

the villages grow, of something in th

tax being levied by village panchayat
sition of anything in the

different matter to the 1mpo
nature of State taxation, which
able in its effects from an addit
In the case of the mon-agricu

them undesirable to attempt to

reasons which led to the aband
in this case they think it

Bombay. At the same time,

e nature of a house
s, but that is a very

would be indistinguish-
jon to the land revenue.

lturists also, 1t seems to

discriminate, for the
onment of this tax in

desirable to observe that the fact that these people en-

joy an amenity to which th
good ground for the imposition

some other form, of which the m
be a local tax of the nature of a license

ey are not entitled offers a

on them of taxation 1n

ost appropriate seems to
or profession

tax. 1In all cases, the Committee would recommend,

where it is not in force, the a

to that which has been mentione

under which new grants 0
are made subject to the levy of
the village becomes a town.

113. The case of lands 11
more eomplex. They may
separate subdivisions as follows

(1) Lands which were in pri

subject to 1o taxati
towns came under

doption of a practice similar
d in the case of Madras, :

¢ lands of the class In question

ground rent if and when

| towns is similar, but far.
be distinguished into four

vate possession and

on at the time when the
British rule, and lands

1
i

!

Town Jands
fall into fouc
classes.
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which were revenue-free as old village-site
and subsequently included in towns.

9N Lunds vl ‘ . .
(2) ﬁdit\vlneh‘lmve been given by the British
overiment on {reehold  tenure or  other
tenure of a permancnt or semi-permanent
nature. '

(3) Land._s' I towns of comparatively recent growth
which were subject Lo agricullural assess-
ment when they were hrought within the town
limits.

(4) Lands in which the Government still possess a
title or part title and which have been given
out under conditions similar to leaschold
tenure.

Those that - RPN . i .
s hose thit As regards the first of these classes, theve 1¢ little to

%)::;t,::::a] }-):prsssl(inezc%githisf: t‘hat).})1111(111'1g—sitt- I{Lp({s in towns

! m of property which has in many cases
mcreased very largely in value, especially in recent years
and that this 18 a form of property which pays a very,’
sn‘lall. share of its return to the State. While, however
this is a point to be borne in mind, it does ;mt ztppeal,“
to the Comml'ttee that 1t wonld be practicable at the
%);;esent day to impose anything in the shape of a provincial

— or practi-

aly o The second case includes such cases as the quit-rent

lands in Madras, and quit-rent, ““foras”, and “pension
and tax’’ lands in Bombay. These cases are in a great
.measure similar to the former. There is no doubt that,
n respect of many of them, the Government have made
bad bargains in the past. It is too late to remedy these,
but the fact remains that here again is a class of property
g;:‘fépays a comparatively small share of its return to the

Those  that .
etil) pay The case of lands in towns that still pay agricultural

e s e i
e : g area, espect of which it has
_a been recommended that there shonld be adopted generally
~a law on the lines of that in force in Bombay and the
Central Provinpes under which, on conversion of a land
from the use in respect of which it has been assessed,
1t becomes liable to revision of assessment. The assess-
ment of the lands in question is already liable to revision,
but in view of the legal opinion above quoted in the case
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of Madras, such revision can m some provinces only be
made with reference to agricultural conditions. If the
law is changed, it will be possible to make a revision with
reference to the annual value instead. Whether and to
what extent it will be desirable to do so will depend
on local circumstances, such as the period of time that
has elapsed since inelusion of the lands within town limits,
the extent of the rise in values and the extent to which
amortisation has taken place. But provided due notice
is given, there scems to the Committee to be no reason
why the change should not be introduced tentatively and
by degrees as periods of settlement expire.

114. The last class is by far the most important, and
includes khas mahal lands in towns in permanently-settled
areas, large areas of what are known as nazul Jands in
Northern and Central India, and those that are dealt with
under the ground rent rules elsewhere. The case of the
Lkhas mahal lands in towns has recently been the subject
of an enquiry in Bengal, which has vevealed a very
considerable loss of revenue through the practice of
leasing at customary rents and otherwise. For instance,
in the Orphanganj Market in Calcutta, the lease amounts
were calculated to return 4 per cent of the cost of the
building and nothing at all on the value of the land, which
is estimated at 85 thousand rupees a year. This matter
is now being set right and a more up-to-date practice
of leasing adopted. State lands in Upper Burma have
already been dealt with on this prineiple, and the Govern-
ment acts like any other prudent landlord. In the
case of nazul lands in the United Provinces, the municipal
bodies collect the tax and are permitted to keep the pro-
ceeds, in the Central Provinces the lands are managed
by the local revenue officers, but the bulk of the proceeds

is made over to the municipal bodies. It seems doubtful

whether under the former practice a full return 1s

secured, and it is desirable In these circumstances to con-
sider the procedure adopted under the orders of the
Government of India issued in and after 1895 in the
case of ground rents, which will now be described.

115. The ground rent land's, for instance 1in Madrgs,
though they were generally assigned on a rent, were prior
to 1895 seitled by settlement officers on principles assimi-
lated to those governing the seftlements of agricultural
lands, but there was no uniform plan adopted in assessing
them, and in many cases they were assessed on far less

Those in
yespeot of
which the
Government
acts as a
Jandlord.

The ground
rent polioy.
Orders of the
Government
of India.
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thap the annual value. In that year the Government of
India issued orders from which the following is an
extract :—
“The objects which these prineiples should secure
are three-fold: first, that the grantees should
m all eases acquire such sccurity of tenure as
to afford a sufficient inducement for the expendi-
ture of capital in building and improvement;
secondly, that the source of revenue should in
no casc be permanently alienated, but that a
rent should i all cases be fixed, subject to
periodical revision; and thirdly, that the amount
of rent to be taken at each revision should be
subject to such limitations as may be necessary
to secure the grantee in his property.

“The Government of India leave it to Local,Govern-
ments and Administrations to decide whether
sites should be sold, or leased, or granted on
a permanent occupancy right. But if they are
leased, the lease should not ordinarily be for
a shorter period than thirty years, and should
in all cases provide for rencewals up to a mini-
mum period of ninety years, if not in perpetuity.

“Ground rent should in all cases be fixed. It should
not ordinarily excced 33 per cent of the letting
value of the site, or be less than the highest
rate at which land revenue is assessed on lands
in the neighbourhood. It should be subject to
revision not less frequently or, if the grant is
m perpetutty,  at intervals not longer, than
thirty years; and at each revision the above
limitations should apply.”’*

These principles were to be applied, not only to new
grants, but also to all renewals of existing leases that
might fall in.  Tn a subsequent lettert to the Government
of Bombay, the Government of India explained that it
was not their intention that any part of the full value of
such lands should be foregone. They agreed with the view
of the Government of Bombay that, in towns where

there was a keen demand for building land and sites, the

* Resolution of the Government of Tndia, D ment of Re d Agri-

“““’“'Fei,e}ig- 21-223-12, dated 7th October 1opg, T mont of Revenue and Agri
. er to the Government of Bombay, No. 1504, dated T:h July 1897.

published as Appendix J in the Bengal Goveroment Estates Manual, 1919.y

‘Where development schemes a
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restriction of the ground rent to one-third of the full com-
petitive rent was inapplicable, and, if adopted, should be
accompanied by provisions requiring an initial payment
to be made by the grantee for the remainder of the
value. These principles have been adopted in most of

the provinces. In Madras standard scales of ground;/
rent have been fixed, and when any land has to be dis-
posed of, such one of these scales as may be appropriate

1s applied to the plot, which is then sold by auction
subject to that rent. The ground rent is subject to revision
at resettlement. The Bombay procedure is more or less
similar, and land at the disposal of Government is usually
sold by auction subject to a standard rate of assessment,
which is revised every fifty years. When the rate is
revised, however, the Government take only half the
increased value and leave the other half to the owner. In
the Punjab, the lands are sold subject to an annual pay-
ment, which is periodically revised. In some cases,
the value 1s estimated at that portion of the net
rent which exceeds a fair remuncration for the
capital invested in building the house. In others the
original price of the land 1s compared with the selling
price of land in the neighbourhood and the ground rent

15 then enhanced by two, three or four per cent of the

_increased value so gauged. In the case of new towns,

the first assessment of ground rent is fixed for five years
after sale, and subsequent assessments are made at inter-
vals of ten years. In the urban areas of the Canal Colonies,
a different system is followed, and the charge is inter-
mediate between the agricultural and the ground rent
rate. The urban areas are divided into three groups,
(a) intra-mural sites, (h) extra-mural sites for factories,
and (c) extra-mural sites for bungalows. The intra-mural
sites are again subdivided into several classes, and appro-
priate rates are fixed for each class, sites for shdps in
mandis and main streets being charged the highest rate,
while the menials’ quarters pay the lowest. These rates are
liable to revision at each resettlement.

116. Another feature deserving of notice in relation to
these collections is the tendency to hand over the whoie
or a large part of them to the local body concerned.

re in progress and there
are Government lands within the areas under develop-

ment, it is a common practice to assist the scheme by

making over the whole or part of the Government's

7

The proceeds
are commnonly
made over to
municipali-
ties.
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title fo the lands to the Development Trust.  Similarly,
as has been seen, in the United Provinces the whole
management of nazul lands and three-fourths of the pro-
ceeds of the same are made over to the municipal couneils.
A similar practice obtains in the Central Provinces, where
the municipalities are credited with four-fifths of the
return.  In the Canal Colonies of the Punjab, half of
the corresponding income is made over to them. In
Mndr;w, they are credited with an amount equivalent to
the difference between the amount collected and an
assumed rate of land revenue. All these proceedings
embody a recognition of the faet that the increased re-
turn from the land is partly due to the amenities provided
by the municipalities. These  tendencies seem to the
Committee to be in the right direction, and they recom-
mend that the practice of making over a substantial
fraction of the proceeds to the municipal hodies should be
generally adopted. At the sume time, it secms to them
undesirable that there should he made over with them thie
management of the lands, which seems to he much better
left in the hands of the revenue authorities.

117. It remains to mention a proposal that has been
pressed in several quarters, namely, for the taxation of
the uncarned inerement in land values in towns. This
is a species of property which is especially suitable for
taxation, .zmd a rough attempt to measure and levy toll
on such increment has been successfully introduced in
(fermany. A more ambitious measure introduced in
England was not successful and was withdrawn.

,
Four principal cases may be distingnished~\

(1) The attempt may be made to impose the tax
generally on increments that have already
acerned since some fixed date in the past;

(2) the endeavour may be to tax past increments
in so far as they have acerued to particular
persons who may realise them in futare;

(8) arrangements may be made to tax future incre-
ments generally; and ,

*

(4) arrangements may be made to tax future incre
ments in particular cases, especially those In
which they are due to some new development.
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The first of these courses tends to be both impracti-
cable and unfair. Not only is it extremely’ difficult to
ascertain the value of land at a given past date, but in so
far as property has changed hands sinee the date fixed,
the increment may have been amortised, and consequently
it is unfair to impose taxation on the present holder.

The second plan is more or less akin to that adopted
in Germany, but in that case no attempt is made to sepa-
rate the value of the site from that of the building, and it
is therefore not a true tax on increment of land value. In
India a special stamp duty has been imposed in some towns
on all transfers. While this affects the case in which there
has been a loss as well as that in which there has been an
increment, the fact that the duty was imposed at a lime
of rising prices tended to cnable the municipalities 10
secure a small measure of taxation on the unearned
increment.

The third plan can only he applied if there is made
an accurate valuation of all land in the towns concerned.
This was the plan adopted in England under the Finance
(1909-10) Act, 1910, which hroke down owing to the
complicated provisions for separating the value of the site
from that of huildings and other improvements. In these
circumstances, it is recommended that in India no attempt
chould he made to eliminate the value due to past improve-
ments, but that an account should be maintained of
improvements offected in the future, and that the valie
attributable to such improvements should be deducted
from the value on the occasion on which the increment
duty is levied. These processes require the services of
expert valuers, and can only be 1'9comn}onded to large
towns with highly competent staffs, but given that condi-
tion, the scheme does not appear to he impracticable n
India. In the case of new extensions or of towns m
which a large amount of new building is taking place, the
process is simpler and can more readily be applied.

The fourth scheme is applicable where a Government
or local hody is creating new values in lands in towns by
town extension or other developments. In these cases it i8
comparatively easy to ascertain the values of the premises
affected hefore and after the developments, and Acts have
already heen passed providing for the levy of betterment
‘taxation by local bodies. These will be diseussed in the

chapter on Local Taxation,

13
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CHAPTER V.-—THE CHARGE FOR WATER.

1S, The instructions to the Committee direct them to
include in the cngniry they are to make into the (uestion
of the land revenue the cognate question of water-rates,
which term they understand to include all the charges
of various kinds that are made for water for purposes
of irrigation. They have already declared their inability
to agree as to whether these charges include any clement
of taxation.
such a diversity of conditions, opinions and practice
@hat it is exceedingly diflicult to set these out clearly
i any comparatively hrief statement, ‘ ‘

. Ilﬂ._ The subjeet is one i respeet of which, so far as
its taxation aspeet is concerned, there is no great amount
of help to he cained from the practice of other countries.
From Taly, France and Npain, there is much to be
learnt, when India is veady to learn it, in regard to
the subject of purchase of water by module and distri-
lmt,g(m. to farmers by means of (‘,(;-npor:tli\'o irrigation
societies.  But the Committee have not heen able ta
discover how f{ar any element of taxation enters into
these arrangements. The main irvigation works ave
1)‘0.@;\’0.@.‘\'('(1 in some cases by companies, in others hy the
Goveynmenis.  The former no doubt make some ‘com-
mercial profit and, so far as the Committee are aware,
the Governments do the same, and irrigation hecomes,
from the farmers’ point of view, an clement in the
expenses of cultivation. Tn addition to thig, the Govern-
ments colleet income and schedular  taxes from them,
:)Ols:ldm(t)p the profits of farming which the water helps

In America, the chief feature of the systems, so far
as the .Committoo have heen able To ascertain, lies in
the assistance given by legislation {o the establishment
of companies, which are enabled to raise money by the
issue of honds for the construetion of irrigation works
and to colleet the interest on the honds by compulsory-
charges on the lands affected - by such works. The
Government do not enter into the matter further than
by giving legislative assistance.

And they f(ind the subject involved in

distributaries are ap

9

In Faypt, us in some parts of India, there is no
gultivation without irrigation, and there Is wo separate
water-rate. The payment of land tax confers the vigl
to a supply of water and lmposcs on the Government
the obligation to make that supply available.  According
to Strange’s ‘lerigation, Roads and Buildings’, the irriga-
tion rate in Ameriea amounts generally (o {rom onc-
fifth to one-sixth of the value of the evop, in Egypt to
one-seventh and in India to oue-tentl,

120. To turn next to the case of Judia.  The great
variety in conditions, opinions and practice has heen re-
ferred to, and may now be examined in more detail. The
chiof of the conditions in respeet of which variations
veeur are conditions of rainfall, conditions arising out ol
the configuration of the country, conditions of tenure,
and conditions ol crops.

The fainfall varies from 461 inches to about one-
hundredth part of that figure.  The results ave seen al
ihe one extreme in aveas o which a crop can hardly be

grown on account of excess of water, at the other mn
an he grown without rvigation.

areas in which nothing ¢ !
Between these extremes every variety of case 13 lo be
found; swamp land that will grow vice unfailingly with-
out the aid of irrigation at all, rice land where the rain-
fall requires to be supplemented occasionally, land that
will grow wheat without irrigz}ligu in a _nurmal year,
but requires supplementary trrigation 1 .occasumal
years, and Jand that will yield a good crop with regular
wrrigation  and pothing  without.  Thesc considerations
affect the value of the water, which in some cases. call
convert an arid desert into a smiling pluin,‘\\'hi!v in others
it is really needed only in years of scarcity.

Conditions  arising out of the contiguration of the
country have celution chiefly to the opposile aspect
of the (uestion, namely, the cost of supplywg the
water. In some  Cases the rivers flood  the fields
through the action of nature. In others they can be
made to do so hy flood canals which simply tap a pass-
ing supply. In others headworks are necessary, but ﬂvl.l‘,
levels of the Jand still render the construction of distri-
butaries and branch channels a cheap proposition.
Where the country is more cut up, both headworks and
“apl to increase in cost. And in the
tases where theve are ho rivers, relianee has fo be
placed on reservoirs, which ave more or less expensive or

-

‘Uhe raciety
of conditions
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— rainfall,

— oonfigura-
tiva of the
Jand,
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reecg g S S nre 3 1
E C'_“l“)llb,.ab cireumstances  dictate.  Another  set of
ﬁ;:;%b}( uutm}ns arises out of the possibilities of an alter-
hi(rin\eitbti;pp yl. Whpro the level of the subsoil water is
an he easly tappe it 1
p()os‘s‘i,b]o 1( 3 ¢ casily tapped.  In other cases, it is not
ssible to tap it at all and surface works form the only
means of irrigation,
The conditions of
e G Sondit s ol tenure vary from the case in which
e U .\c'nnment render water available to the proprietors
lmg bLlll'lld‘lll(‘llt])’-SC“lO(l estates to the ease in which they
s¢ land commanded by irrigation to members of
depressed elass, 1 . 8 embers of a
AN lass. Inthe first case, the person who bene-
s by the expenditure of the capital of the general tax-
payer 1s already enjoying AN
Byor is atrea y enjoying u large unearned  inerement
be udd(h tgnb, and thc}rg 18 no reason why that should
> H 7 oIvIinge N . . LN N
Droduotit fy gwing him the means of increasing the
procuely y of it for _anything less than the value of
3¢ means to the recipient. At the other extreéme, the
object in view is to ind ho i * actually @
ol i e 5 10 Induce a man who is not actually a
g 0}1 Lo settle on the Jand and learn to muake a pro-
of it; and pending his doing so, a charge for the
water that is equivalent t TN Lee o
oter ‘l 1s equivalent to what it costs the Government,
Diﬁiciﬁltli “(,bb,f 15 commonly considered to he justifiable.
" va'(; tenure ave imcreased where there is a
cul'l‘rllk d:sf \\;‘ Las a Jandlord to he dealt with, more parti-
r’entt y il the land revenue is based upon a controlled
Tl' , - .
: o )1e‘natuu. Qf the crops grown cxereises a great
s111 uenee over the charge per acre. A crop such as
s g::lgaxlc may require a constant supply of water run-
ng 1lnto two scasons.  Some varvieties of rice require
(,nm]zgl to make a swamp, others much less.
l.loe(ls.lvgu]zn' watering, gram takes less, and so on. It
ts obvious that, so long as there is no system of measure-
lmopt-, ]1f a fair charge is to be arrived at, it is necessary
o quahfy the rate per acre by reference to the nature
of the crop grown.
] f) Y N
.l,l..l,. It Is not to be wondered at that, where such
\;n ely varying conditions prevail, opinions as to what s
t/\u ’]plopcr charge should show variations equally wide.
. rt the one extreme are those who argue that the supply
(; - water 1s a service which the State ought to perform for
1 stmemhors, and that the charge should be limited to the
ac nal] cost  price. Such a policy seems to involve
@ reductio ad absurdwm. Under it, if it cost nothing to
‘ » M )
wun the water on to the land, no charge would be made,

Wheat
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and as time went on and the easier schemes were
completed and those in the less favourably situated areas
werc taken in hand, the charge for water would rise,
often inversely to the benefit derived. Nor does 1t appear
to the Committee to be any answer to this argument to
say that the State should not discount the favours of
nature. That idea would strike at the root of any land
revenue policy based on the varying productivity of the
soil. At the other extreme, it 1s contended that
an irrigation work bencfits only a section of the com-

munity, that the capital oul of which it is constructed W22 .7

! 1N

belongs to the general tax-payer, and that the State 13
bound to employ this to the best advantage and to take
on his behalf so much of the added return from the land
as will just leave the party using the water a suflicient
inducement to convert his land from dry to wet. Between
these extreme points of view there are many variatious,
most of them due to particular variants of the conditiops
of rainfall, nature of the works, tenure and crops that
have been deseribed above. 1t will be convenient to
examine these in discussing the practices to which they
are related.

122. The practice in charging Lor water not only varies
from province to province, but frequently shows varia-
tions within the limits of a single province. For a clear
comprehension of it, a complete study of the irrigation
systems of different provinces and the conditions under
which the charges have grown up would be necessary.
The following is a very imperfect attempt to bring similar
practices together into classes. .

123. Tt will be well in the first place to deal with the
broad and generally recognised distinction between pro-
tective and productive works. The former are works con-
structed with the knowledge that they ave not likely topay
their way, purely as preventive of the evils of famine.
By their very nature they are not expected to bring m a
full return on their capital cost, though indirectly they
may do so by avoiding 0xpend§turc of a more. wis
kind on measures of famine relic
clear that, in the words of the In
sion of 1901-1903, ‘‘apart from
protection, there is no reason
accept a permancnt charge on the
of increasing the productiveness o
private owners.”’* P

dian Trrigation Commis-
the question ‘of famine

revemie for the salge
f land belonging fo

* Report of the Tndisn Trrigation Commission, 1901-03, "‘?“""“’l‘ *
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why the State should...
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I3 AT .

‘L-Un:itl{l:;-u}‘n“lg' Ihg LLise, 1 s ulcur. that the only
: ation e lixing the  charge for water {rom
f\\id(xl }\folilis 1y what the parties are able to pay; in other
WJ{}M&:},“ Ctvxg;“u:lt.io:s)15?301;1(1 he periodically examined with
atanee L P (u and other c<>§)(htl(u‘1s', and if it 1s found
that ¢ tc 10 wen from the land is sufficient to cnable the
o wa tO)l.b t(l) )pa:?/ more than they have been paying for
ht | ater, the rates should be raised.  The Committee
t;yl,»i(l)jli-lx?c S;l:ffil(?l- .tl‘n.s point {wcam:sc they have reason
;rotécti e th L ‘u‘x‘c are cases in which cultivators under
b ve works can well afford to pay more than the

arc paymg at present. -

124, To ¢

k. 4 Oe Now to the more veneral eaw .

([U('r“'\'\) \\'Ul‘k‘\‘ 'Fh' . ) maoue 54( “(ld-l case U[ l)l()‘

classes. th o L e rates chavged may be divided into two
ses, those charged on the actual cultivator, and those

charged on the owner of
. : wr gt the k hether is
cultioator e [the Jand, whether hie is the
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The vates charged on the cultivator are—

(1) A consolidated wet rate charged on the settle-
lilult prineiple of taking a share of the pro-

@ A duce ]qﬁ the Jand and water together.

2) & consolidated wet rate charge
con \'uh':l»‘:td{ \\(‘L rate charged onthe same plat,
y \ i o the additional principle that the
Q;U'HHI“H]L are cntitled, on the ground of

e Pl 1 »' 3 7
t'lcv\;‘;:ﬁummu,mg the supply of water, to
r}\i{ adarger shave of the produce in the case
0 and 5o guaranteed than they take in the

L ease of ordinary dry land.

(3) A (:O;I?Ullf'dawd rate charged in Sind, where the
i;u do lu.nd and water are treated togctﬁer
ecause wit irrigati

ause without rrigation there could he no

. ewltivation at all,

(4 (;1;{,’91'01&1;11 rate based on the excess over the

y rate, to whicha purticular piece of land i3
assessed, of the corvesponding wet rate in the
sanie village,

BY A Biverd rode : :

(5 A Iék\cldn rate, varying denerally with the nature
of t ie nrigation work and the nature of the
“]OI)] grown, and charged by agreement
whether the land commanded ‘is cultivated
or not. '

(6) A {lX(‘d rate hased on similar principles, but
charged only on the arca actually eultivated
n the year.
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The rates charged on owners ave much less developed,
but the following may be noted as indications of a ten-
dency to add u charge on the owner for the added value
given ta his land to that on the oceupier for the service
rendered to his crop :—

(1) A fixed charge of Rts. 25 per acre in the Kistna
delta in Madras for the privilege of inclusion
in the guaranteed avea,

(8) The owner’s rate in the United Provinces
charged under section 37 of the Northern
India Canal and Drainage Act, 1873.

(3) The water or canal advantage rate sometimes
levied in the Punjah.

(4) Theve is also a proposal for the introduction by
law af a4 cess on the owners of irvigated lands
in the Decean distriets of Bombay.

125, The eonsolidated rate is the plan under which 70
per eent of the irvigation revenue of the Madras Presiden-
ey is collected. Tt may he dauhted whether even theore-
tically this system is sound. Tt is hased on principles of
Jand revenue settlement and the half-net theory, the idea
heing that, just as the State share of a dry evop is half the
net, so where the State provides water as well as land, 1t
is entitled to take the same proportion.  This idea scems
to ignore two important differences hetween the two. Tn
the first place the water is supplied to wet land at the ex-
pense of the gencral tax-payer, while in the ease of dvy
land the Government inewe no expense of any sort.
Again, the return of the cultivator of the dry Jand is pre-

Tt is true that the assessment is bhased on an

carious. ’
average, but that frequently does not help the cultivator.
out of the return

He has not the forcthought to save

of a good scason against the chance of a had one. The
return to the cultivator of the wet Jand is gnaranteed, and

the guarantee involves remission, if e is unable to gather
a crop. Consequently there wonld he inequality hetween
the two cases, even if half the net were taken. Actually,
however, what is taken seems to be nearer a quarter than
half the net. It has been suggested in the previous chap-
ter that the Governments would be well advised to stand-
ardise the return from the land at or near this compara-
tively low rate. But the considerations that apply to the

standardisation of the taxation of real property do not
apply to the payment for services rendered, ‘Y]llph forms
d large element of the charge for water. If it s agreed

— and on the
owner,

Qceupiers’
rates—

the oconaoli-
dated rate
in Madras.



— in Burma,

w= in Sind,

) 104

4
that one consideration at least in determ‘{ning the pay-
ment for such a charge is the value of such a sepvice, in
other words, that one of the important factors (ubetakenﬂ
into consideration is the price at which the crop;,l}g!,i;bé‘_;‘
sold, then it is clear that, under the conditions 8 .7
which the land revenue is collected at present, -the ¢ 0~
lidation with it of the charge for water is no longer appro--
priate. It is obviously out of the question to ma e a\
change during the currency of a settlement. There may’
be a difficulty in ever doing so in the case of old works.
But in the case of all new works at least, the Committee
would recommend that this system of levying the clmrg&}i
should be abandoned, ‘

126. In the cases in Burma in which a consolidated ratdy
18 charged, allowance is made for taking a larger propor-
tion of the return in the case of wet land than in the case
of dry. This is an appropriate recognition of the faet
that the return in the case of wet land s guaranteed, In
other respeets the eriticisms made on the Madras system
apply. A further eriticism applicable to this system arises
from the fact that it is coupled with the system of fluctuat-
mg assessment, in other words complete remission for land
that is left fallow, which involves, as in the case of the
ITlmj:\h, a very large amount of inspection and ecaleula-
tmr']. It seems to the Committee that in both cases it 18
legitimate to apply the theory that land as the chief ele-
ment of production is ultimately the property of the com-
munity, and that it is the duty of the particular persons
to whom it is assigned to use it as a means of production,
in so far that they may well he charged the revenue due
whenever cultivation is possible, whether they choose to
grow a crop or not. This consideration is of course only
applicable to developed areas and in cases where the full
amount of water required can be guaranteed. Where
an area is under development, it may of course he neces
sary temporarily to encourage cultivation by a concession

of the kind.

127. In the case of Sind, where, as in Egypt, the land
will practically yield nothing without the application of
water, it is prima facie logical to take a combined charge
and to credit nine-tenths of this to the irrigation account,
but having done this, it appears to the Committee to be the
reverse of logical to apply to the nine-tenths regulations
which are properly applicable only to the one-tenth, such
as the long-term settlement and the limitation of inerease.
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To guote the remark of My. Padshah, made as a Member
Sugar Committee, ‘‘when irrigated crops rise in
. e owner of water has as much right to a share
B the increase as the owner of land”.* Morcover, _whlle
Wices- tend to vary, as they have of late years, m an
¢ ¥pward divection, the cost of maintenance of irrigation
¢ Works varies with them. When therefore both the zost of
¥ 8upplying the water and the veturn to be secuved by its
+8se are thus liable to variation, it does not seem desivable
o fix the charges that pav for it for too long a period of
Sime, for, whatever may be the opinion held as to the
~Matiwe of the claim of the Government to_a share in the
unaided vield of the land, their claim to an adequate retwn
- for the ‘water provided is incontestahle. ' 'Thgse
~ arguments apply with even greater force to the limitation
O Increases at settlement to 33 per cent. This may b‘e
& desirabje provision in the case of a charge whxr}h 8
Partly at least in the nature of a rent charge fixed for a
generation, but considerations which apply to a charge‘of
that nature have no application to & charge for service
rendered, which should be revised at fairly frequent
Wmtervals with reference to the cost of rendering the
Service and the value of the same.

128, The differential water-rate is another Madras plan
which has heen proved after long experience to be un-
sound in theory and exceedingly clamsy to work m
Practice. The theory is based on the assumption that.
where there are in o village a series of tarams or rates of
assessment for wet land, and another sevies of tarams for
dry, the difference between the rate of the first taram
wet and the first taram dry will give an equitable measure
of the addition to be made to the dry assessment, if the
dey land is cnltivated with a wet crop, and similarly with
the others. “This assumption disregards the fact that tho
wet taram mav he for soil of one class and .the _dr__v
taram for soil of guite a different class, Even if thtf{ 18
not the case and similar soils are involved, there remainy
the fact that soils of dffferent claswes do not react to irri-
Zation in the same proportion. Practically the system is
difficult of application, since it involves a more or }z-s;:
elaborate calculation in every case,.:md even if 1t wore
quitable in theory, it would be bad in practice s0 long 3@
it was not possible to explain to the ryot in a few words
what was the rate of charge and how 1§ was arrived at.

Lapan SO

* Report of the Indisn Svgar Commities, 1920, page 441
14
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129. Agreemcht rates arise normally under two oppo-
site sets nfpconditinm. In the one case, as in the Deccan
districts of Bombay, there is a very large demand for
water by enterprising cultivators, who wish to cultivate
valuable crops. The rates are revised every six years
and it is understood that the fixation of them 1s somewhat
in the nature of a contract, in the determination (?f which
the amount the cultivators are prepared to pay is taken
into consideration.  Accordingly very high rates,
amounting to Rs. 45 in the case of sugarcane, ave settled.
The opposite case is that in which the rainfall is normally
sullicient to raise a crop, though one or two waterings
may improve it. In this case, the advantage m securing
terms for regular supply is not only on the part of the
cultivator, but also on that of the Government, which as 2
consequence of a guaranteed payment, secures a measure
Af insurance on the works and so is enabled to reduce the
expenditure on distributavies.  This system has been very
logically worked out in the Central Provinces where
cultivators who agree to take water for a term of years,
whether they require it or not, are charged at a lower rate
than that charged to those who take water only when there
is a shortage of rainfall. Under a recent amendment
of the law, provisicn has been made by which a four-ffths
majority of the cultivators of a village can enforce the
svstem of agreement upon all the owners of lands u.ndf‘l‘
a particular work in the village. In the United Provinces
the demand is similarly unstable, but for a diffevent
reason. In the Central Provinces, there is no sub-soil
supply and reservoirs which will cateh the surface water
are needed as an insurance against a deficiency in famine

ears. The conditions of the United Provinces are
peculiar. The distribution of the rainfall is such that m
some areas the ryots can normally raise a crop without
wateving, though one or two waterings might improve 1t,
while further away from the mountain ranges the necessity
for irrigation bhecomes greater. Similarly in regard to
the lovel of the sub-soil water, witich can be tapped with
greater facility in the areas nearer the hills. Clonse-
quently, the demand is very intermittent and the works
which have been constructed can supply only 45 per cent of
the aren commanded. The demand is thus very variahle
and the suply difficult to regulate. Tt would appear that
something in the nature of a tacit agreement has been
entered into in so far as large areas of lands have been
classified as nahri or wet, that is to say, they pay a higher
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rate of land revenue on the presumption that they use
urigation, but there does not appear to e anything
corresponding to the agreement rates 'in the guaranteed
arcas of other provinces. ’

In Madras also there is a regular agreement in some
cases, such as those of the zamindari lands which are
included in the guaranteed area under the major irriga-
tion works, and are known under the name of ‘bupat
wet’, and there 1s a tacit agreement in others, as where
lands under a projeet are charged dry rate plus water-
rate instead of being converted into wet. This latter
case deserves special notice as illustrating the impractéca-
bility of continuing the system of the consolidated wet
rate as the main system of the Presidency.  Under pre-
sent conditions, the return for water which can be col-
lected under that system is so Jow that it frequently will
not pay the interest on capital cost and the cost of main-
tenance of the works. Consequently, in order to cover
these charges, there is imposed a water-rate which is in
some cases twice as high as that charged under the older
works, but which is a rate which the ryots concerned are
both able and wiliing to meet.

130. In the remaming case, that is, where there is no
agreement express or implied on the side of the Govern-
ment to supply water or on that of the ryot to pay for it
whether he needs it or not, it is usual to require applica-
tions to be made for permission to take water and to
charge what is known in some provinces as an ‘occa-
sional’, in others as a ‘demand’ rate. In the Central Pro-
vinces, where the agreement is largely to the advantage
of the Government, the occasional rate is considerably
higher than the agreement rate. Elsewhere it is generally
charged at the same figure, but where water is taken
without permission, heavy penalties are added. Tt is
obviously desirable, in view of the amount of work and
opportunities for harassment and corruption which te
dealing with these annual applications invclves, that the

.area of guaranteed irrigation should he extended as far

as possible and the field of occasional rates reduced to a
minimum,

131. The charge of the rate on the owner may e brict-
ly explained. The Government, by making irrigation avail-
able to a particular piece of land, especially if it guaran-
tecs to continue to do so, gives a potential inerease

»

Occasional
rates.

Owners'
rates.



~-‘tke incju-

don fee in
Madras,

~~ the
owner’s rate
in the
United
Provinces,

108

hoth to the ammual and to the capital value of the fand.
There wotlld of course be no actual inerease in the latter if
the whole of the inerease in the annual value were taken in
the shape of payment for water.  But in actual practice
what Iy taken iy generally quite a small fraction of this
inerease.  Consequently, the vesult of the action of the
Government in- guaranteeing the supply of water is to
give a large uncarned inerement to the owner of the
land, whether he is a cultivator or a vent-receiver, and
1L is a generally accepted theory of taxation that there is
no source of meome from which a considerable share
may be taken for purposes of the State so appropriately
as from an unearned inerement or windfall of this kind,
espeelally when it arises from the action of the State.
This is a theory which has been accepted with remark-
able unanimity by a large majority of the witnesses who
were examined on the subject, but as has been stated
above, the application of it in practice has hitherto been
on u very limited seale,

132, The case given in Madras is an isolated one. It
deals with a guaranteed area in which very large irrvigation
)vo1'ks are In operation and it was found possible to
include in it cortain pieces of tand which had not previ-
ously heen entitled to a guarantee.  The privilege was
most cagerly sought after, and accordingly a fee of
Bs. 25 per acre, which was 2 small fraction of the value
O_f the privilege, was charged under the name of ‘inclu-
sion fee’. It is understood that the possibility of recover-
Ing a part of the capital cost of the Mettur project from
the ryots, whose land will come newly under irrigation,
through means of a similar fee, has been considered.

oot : : . ‘
133. The owner’s rate in the United Provinces is

evidence of a much more definite and long-standing accept--

ance  of the principle. Under present conditions, an
owner’s rate can be levied on land which has never been
irrigated, but is newly hrought under irrigation during the
currency of a settlement, during which period the owner

is enabled to recover a part from the cultivator. At the.

resettlement the owner’s rate is absorbed in the land
revenue by classifying the land as nuhri or wet, and both
the controlled rent and the Jand revenue arve increased.
The actual collections in the shape of owner’s rate are
small hecause well cultivation is so abundant that only
one-tenth of the land newly brought under irrigation
actually pays the rate. -

shstricts of Bombay, in respect o
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134, The canal or water advantage rate in the Panjab
8w similar churge interposed between the mu!li‘kmlza, Oé
seigniorage levied by the State as owner of the b‘an(f, ;m
the abiana, or occupier's rate.  The matler Is ‘o. (:.s
Importance in this provinee because of the glealt t%){cl-
valence of OWNer-occuplers, and it s understood 1(;1
though rates of this kind continue under some ()f t'l(,
older systems, they have not been imposed in the more
reeent cages. ,

» case in which the Committee have
a charge on the owners
is that of the Deccan
f which a Bill is under
¢ owner, on account of
¢ which irrigation gives

135, The only othe
observed o tendency (o m:_d\'c
45 well as on the occupiers

consideration to levy a cess on th
the very large unearned ineremen .
- Very large uhearned 1o r
to him.” The owners of lands commanded by wor ks wlllf,]
© orig] St as famine works, and which hac
were orgmally built as fanune W e
I the first instance extraordinarily lhttle value, lav
£ | ition to give up cultivation m
ound themselves in a position to § p outtivation
View of the large ventals which they are d.d c{}  com
mand from enterprising cultivators over and 4bo :
1 hose Government, and 1t
water-rate which these pay to the (J()\(,f uienl, and X
seems to be only legitimate that a share <¥ , :S] mearned
merement obtained at the expense oi}? “Sbtattj?u
Payer should go into the coffers of the e.
onsider the actuab rates charged.
ave to be deter-
d be lixed and

156, It remains to ¢ '
In this conneetion #wo important points 1
wmined, the basis on which the rate shoul
the period for which it should be current.

As regards the first point, a number oflb:se‘s)rhivees
been suggested such as cost, quz}nmty',“va flgnly P
profits, rents and prices. C()‘St.ls of importance ly Iron
one point of view, namely, lixmg the nnnmgum.n ;]0; f)é
¢xcept under u'protective work, wate;: tsl 191; n(terest b
supplied at a rate which does not cover mf thé st o
the capital cost and the cost of mamten_at_lcel.o‘ iuiividuu}
but subjeet to this pl'()visi()n, th't‘ pzutlc‘u ar 'lecial s
who receives the water is not entitled to an;z 5(;)1 st
vantage. because it happens to be comparaively

to supply it to the particular ares I ' :
situatgg.y lzt& charge Il))y qu;mtxty is of c?uﬁsg ul?eaoli” ‘isalzfzr
cially in a country like India where the ]u ] ezn Jater
is 50 seldom obtained, hut $0 fﬂl“lt llas a)e n found
possible to levy such a charge only in the cas

—~ the water
advantage

' rate in the

Punjab.

‘'he proposed
cess in
Bombay.

The points to
be considered
in determin-
ing the rates,

in which his land 1s
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two large holders in the Punjab, who take fixed quantities
for areas Within a ring fence. ~ An approximation to
charge by quantity, however, is made in the Canal Colonies
where the land 15 divided into squares and the eoutlets
from the canals are so arranged as to give for fixed
periods quantities sufficient for the watering oh each
square of a normal rotation of crops.  Combined with this
is u charge by arca and by the nature of the crop.  The
value or net prolits will of course have to be taken into con-

sideration, but this can only be done in a géneral way.-

_Rents would not be a suitable basis since that would -
volve ‘basing the charge on a standard rvental for a
particular class of soil without reference to the crop
grown. The remaining alternative is that of prices, whichs
afford a general indication of values.  On this subject,
© the Committee agree with the recommendation of the Irri-
gation Rates Committee of the United Provinces that
prices can well be utilised to determine variations in
rates. In other words, what ig recommended is a combi-
nation of area, crop and prices as the basis of the deter-
mination of the rate. Another consideration, particularly
in arcas irrigated by tanks, is the nature of the source
of supply. This may be more or less secure or precarious
as the case may be, and since it is undesirable to vary
the charge with the crop raised in each case, the alternative
presents itself of charging an all-round lower rate where
the chance of a full crop is less. :

These conclusions are mot dissimilar to those which
have been announced from time to time by the Government
of India. As long ago as 1880 they laid down ‘‘that the
full value of the canal water should be recovered for the
general tax-payer, by whom the capital is provided, so far
as this can be done without prejudice to the interests of
the landlords or those who use the water’”.  In 1904
they wrote : ‘“The introduction, into a tract of irrigation
al the expense of the State nereases the produce  of
cultivation, and the Government as representing the tax-
payer is entitled to a portion of that merease, (1) as the
owner of the water which it has brought to the ficlds at
great cost and then sells to the cultivators, and (2) as the
sovereign landlord, entitled as such to an enhancement of

‘land revenue in proportion to the enhancement in the pro-
prietary share of the produce. . The fixing of the price for
the water is of the nature of a commercial transaction
and should be regulated mainly by the price the cultivator
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) ‘ o
is willing to pay for it.”” In 1922 they reiterated the

statement that “‘the declaved policy of the past has
always been that the full value of the water distributed

. by Government works should he recovered for the tax-

payer, by whom the capital is provided, so far as is
consistent with the maintenance of the demand for water’’,
and at the same time called attention to a resolution passed
by the Board. of Agriculture at Pusa in 1919 as follows :
““The maximum charges for irrigation water should be
reconsidered in connection with all irrigation schemes,

“in view of the new level in prices.””  The Committee

have received a large body of evidence from official
witnesses that the existing rates are too low in most parts
of India. .Tt is hardly necessary to add that Government
mtes are much lower than those charged by private
owners. ‘

187. “Meanwhile, as regards the term for which the rate
is to be fixed, it will be obviods that, in the case of the
consolidated rate, it is not possible to make a change ex-
cept at the close of a settlement. This is a very serious
consideration when. as has been the case in one province,
the cost of maintenance of the works may increase by
as much as 80 per cent in twenty years. Elsewhere there
appears to he a conspicuous lack of policy and a disincli-
nation to make changes, which has repeatedly attracted
the notice of the Government of India. For instance, in
1864 they requested the Government © of the North-
Westorn Provinees to ““watch for opportunities for gradu-
ally raising the charge for water in accordance with the

increasing value of water, a principle which shounld he

applicable to all provinees’. Apain in 1893 they
brought to the notice of the Government of Madras the
fact that the rates on the Kistna and Godavari canals
had not been enhanced for thirty years notwithstanding
the large increase in prices during the period, and the
Government of Madras made an addition, under pressure,
of 25 per cent, with the result that they added 10 lakhs
to the revemie of the Government. Another 30 years
have since clapsed and the rates still remain at the figure
of Rs. A per acre for paddy, which was fixed in 1895,
o circumstance which has the result, among others, of
making the charge less on the holder of permanently-
sottlod estates under these works than it is on land under
temporary settlement immediately adjacent. The rates
are likewise less than those imposed in the case of lands

The period
for which
rateg should
remain in
force.
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under other systems that are far less favourably situated.
Similarly in the United Provinces the rate for wheat irri-
gated by flow was fixed at Rs. 1-10-8 in 1862-63, raised
io Rx. 2-4-0 in 1867-68 and to Rs. 3 in 1878-79. No

further change was made till 1905-06 when it was raised

to Rs. 4. That vate remained unchanged till 1923-24,
when it was raised to Rs. 5. Meanwhile, in the Punjabh,
rates that had been for a long time unchanged were
raised in 1924 for the purpose of halancing the hudget.
An undertaking has since been given that ?‘hmn willhlw
reconsidered. . h

The proper cowrse appears to the Committee to be
to revise the vates, whether in the direction of increase
or decrease, periodically with reference to prices. The
neriod adopt.od for this purpose hy the Government of
Bomha_v 18 81X vears, and the Terigation Rates Committee
i the United Provinces suggosted five The Committee
would recommend ten ag g ;mximum.. h

2Q - . . N
futul-%‘thio principles of general application for the
v'n'vliznrw lct‘ may'h(‘ {Sleduc(‘d from these eriticisms of the
AYMS Systems in force may . :
. e mav perhans \
as follows : — may perhaps he summed up
() T ?oon;g to be elear, espeeially in view of vecent
f}meopmonts of the land revenue systems,
t}mt wherever possible the charge for water
should he separated from the charge for the

land.

(2) The mmi_mum charge, except in the case of
p_r()t,e-etwge works, or where a special conces-
ston s given to a particular area or class of
cultivators, should bhe the cost of supplving
the water, that is to say, the cost of main-
tenance of the irvigation work plus interest on
capital cost.

(3) The maximum should be a figure so fixed as o
!;ako for 'tho Government r\the whole of the
- Increase in the return from the land except
such portion as will be just sufficient to induce

the eultivator to take the water.

(4) The normal should be 3 moderate share of
t.he value of the water to the cultivator.

(6) This value will vary with prices, with the
demand for the water, with the reliahility of
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the source of supply and with the quality of
the water in so far as, for instance; it carries
silt, but should not bear any relation to the
cost of the supply, once the figure of the cost
is covered.

(6) The rate should be fixed per acre or other
unit of area and should take account of the
value as so determined and of the quantity
used as estimated with refevenee to a schedule
of proportional =requirements of different
crops in the locality.

(7) The rates should be as few as possible and
they should be examined with a view to
increase or decrease periodically not less
than once in ten years.

(8) Where the demand is not constant, and the

" yyots agree to pay for water whether they
require it or not, a reduced payment for a
term of years may be accepted.

(9) Where a guarantee of, supply is newly given,
it is legitimate to take a reasonable  sharve
of the addition made to the capital or annual
value of the land by such guarantee. This
should be a charge on the owner and over
and above the charge on the ocenpier for the
use of the water. In the case of a controlled
rent there should be provision for recovery
from the tenant as under the Agra Tenancy
Act.

(10) The rates under protective works should be

‘ examined periodically with the rest, unless
there are special reasons for subsidising the
cultivadors under these works at the expense
of the general tax-payer. ‘

Sir Percy Thompson agrees generally with the
conclusions of the Committee except as regards the
fourth of their recommendations. In his view the qorrect
principle on which to base the charge for water 1s that
enunciated hy the Government pf India In 1922 and
quoted on pége 111 He recognises th:‘lt, es.nocm.”v at
the initiation of & scheme of 1rrigation, 1t yvﬂl be
necessary to leave to the cultivator a conﬁldemble
measure. of the benefit conferred by water in order

15



114

to induee him to take it; but if rates are kept permanent-
ly low, the henefit will very quickly be absorbed by the
landlord in the shape of inercased rent, and the cultivator
will not benefit in any way hy the low rate.  This seems
to be contempluted by the ninth of the Committee’s

recommendations, which would be unnecessary if the-

charge on the cultivator was adequate.  While he has
every sympathy with the cultivator, he can see no reason
whatever for presenting the owner with an unearned in-
crement. The only way to avoid this is to make the charge
for water commensurate with its value, and this is the
basis of the principle enunciated by the (Iévernment in
1922, In his view this policy should be resolutely
pursued in spite of the difliculties  oceasioned by past
errors, :

CHAPTER VI.—TAXES ON CONSUMPTION—
CUSTOMS.

InporT Duties.

L3y, Import duties form the largest single item in the
Fevenues of the Governmeni of ludia, vielding in 1924-
1926 a2 total of 41.51% crores.  Before the Mutiny
the rate was 3% per cent on raw produee and 3% ov H per
cent on manulactured articles, these rates being doubled
In the case of goods coming from countries other than
the United Kingdom. In 1859 a considerable enbance-
ment was made, but the differential rates were abolished.
As the finances of the country recovered from the strain
of the Mutiny, the, rates wereragain lowered.  In 1864
the general rate was 74 per ceat, with cotton piece-goods
at 5 per cent. Eleven vears later further reductions
bec.mne possible, the controversy regarding the cotton
duties arose, and following the partal abolition pt the
cotton duties in 1878 and 1879, the whole of the import
duties were abolished in 1882, excepting those on arms
and liquors. Iixcept for these and a small duty on
petroleum, which was imposed in 1888, the import of
goods into India was free until 1894.

In 1894 customs duties were reimposed as part of
the taxation necessarv on account of the f,all 1n tl}e
sterling value of the vrupee. The tariff which was m
force from 1894 to the outbreak of the European ~War,
was a low revenue tariff with a general rate of o per
cent. As exceptions to this, raillway materials and
machinery were admitted free, and a low duty of 1 per
cent was imposed on 1ron and steel. A further important

exception was made in 1896 when the duty on cotton
Plece-goods was reduced to 33 per cent, simultaneously
ise duty on cloth m

with the first imposition of an excise ¢ o
India. The special rates on arms and liquors continued,

and tobacco was added to the list of goods which paid a
Comparatively high rate.

~ Since the outbreak of the _;;V L
mportant increases in the tanl rates, Lo
1922, The first revision raised the gencral rate to '175 p;ﬂ

cent, imposed a 10 per cent duty on sugar, ant 3'1]1)-
jected machinery, other than that for use 1n ﬁﬁﬁtﬂ’lf‘f_isi
- dut'yAv()n imported salt.

ar there have been three
in 1916, 1921 and

* This includes 2:61 e.oves,

Brief history
of the revenue
taniff.
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rallway materials and iron and steel 10 a duty of 2% per
cent. In the following year collon picce-goods, which
had been left untouched in the 1916 revision, were
brought under the general rate. Tn 1921 the general
rate was raised to 11 per cent, the duiy on sugar, liquors
and tobacco enhanced, and a high specifie duty imposed
on matches. A new schedule of ‘luxury’ goods, such
as motor cars, silk goods and watches, was introduced,
The last
revision, that of 1922 frought the tariff to its present
form.  The general rate was ercased to 15 per cent,
with  the important exception  of  cotton ])iu:o—gm)dﬁ,
which were left at 11 per cent. The rate for ‘uxury’
goods was increased to 30 per ecnt, and the duties on
matches, sugar and liquor enhanced.  Another import-
ant change was the raising of the duty on ratllway
materials and ron and steel to 10 per eent. It was pro-
posed to subjeet machinery o the same inercase, but
during the passage of the Bill through the Legislative
Assembly, the old rate was restored.

140, These successive revisions of the tarifl were due
to the pressing need for additional revenue, which could
most conveniently he met by an increase of the customs
duties.  While therefore the Indian  tariff can still be
described as a revenue tarill, except for the delinitely
protective duties which will be menticned later, its effect
m practice is Lo give protection to certain Indian indus-
tries, and thus ecrecate vested interests which are likQIy
to become an impediment to changes in the taviff which
might be desivable on purely revenue considerations.

141. In 1921 the Indian TFiscal Cominission was ap- .

pointed “‘to examine with reference to all the interests
concerged the tariff policy of the Government of India,
including the question of the desivability of adopting the
principle of Imperial Preference, and to make recom-
mendations’" . The Report of this Commission was signed
in July 1922 and their principal recommendations were
as follows :—

“(a) That the Government of India adopt a policy
of protection to be applied with discrimination along the
lines indicated in this report.

‘ ““(b) That discrimination be excrcised in the selec-
tion of industries for protection, and in the degree of
protection afforded, so as to make the inevitable burden

on the community as light as is consistent with the due
development of industries. '

the proposition that the
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“(c) That the Tarifl Board in dealing with claims
for protection should satisty iself—
(1) That the industry possesses natural advan-
tages. L
(1) That without the hefp of protection Ituls .n“ot
likely to develop at all, or not so rapily
as is desirable. .
(1) That it will cventually be able to face wol Id
competition without }_);‘()tgc'»aox\,.l i
als : sy be ordi-
“Yd) That raw materials and mach}mf)’ [Ectm'ed
navily admitted free of duby and that Smu_l%lu}ulur;htil e
goods nsed in Indian dustries be taxed as hgntiy
possible. L . C urboses of
“(c) That industries essential /foz f ~lhicﬁh con-
national defence and for the dpvolopnwnt L())) \‘\ Hr ey
ditions in India arc not unfavonrable he adeq
rotecled,; 1 necessary- . TR
i “(f} That no cxport duties be ordmu;lly mx‘llfos'f;é
. 110 o
ex-cept for purely revenuc purposes dn'(,;l ?1(§nne%e siary
very low rates; but that when 1t 18 cOnsIC e1'e o be
to Testrict the export of food grains, the If}ii nen by
effected by temporary export duties  a
probibition.”* ' o
Under the second of the above keads all?li;;);}é{ityf
the Connission wished to go falrthor_ Ihzgn‘ fx“il nqulaliﬁe
Their recommendation was 2 fmfo;}l o bzst Sibed for
pronouncement that the lscal pohcy 3 at being that
India was protection, the goal to be au}l&f ghe foremost
India should attain the position of i ? she should so
industria) nations of the world, an? t- lawi:hin a reason-
develop her industries as 10 enable her g her own
able period of time, in addidion to SWPP IS /0
needs, to export her surplus 1113@1&0!-1{16 ;, o o
In order to carry out the policy w}(ucho i;;ient o
mended, the Commission proposed the 'dplt) bolition of
Tariff Board. They also recommendee tf.l y ms duty on
(o cotion excise duly, thf lezynootf (;ll;:etot;riff with a
P el .
Governme it Stores,.,,bth"e tld.)O‘_r. 0 the cautious ex-
View to the removal of ambigmuices, & s and tarifl
tension of the system of gpecilic  duties ¢

Valuations. Lo ' .
142. These recommendations were dlsgluss;end g:? Sg); i
portant debate in the Legislam;’:dz;is;a(zxmgfg D ciph
ooy 2nd o reseluioy Wﬁ&st;aga;o}écy of Indla may legin-
fostering the development
s

mately be directed towards !
e Henort of the Tndian 1921-22, pages XV and Xvi.

B A
* Revort of the Indian Fiseal Copmission,

Asadopted b
the Govern-
ment of
India.
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of industrics in India  This policy should be subject
to the revénue requirements of Government and to the
saleguards suggested by the Tiscal Commission.  In ac-
cordance with the recommendation of that body, a Tariff
Board was set up.  The Tarifl Board has investigated

the claimg of a number of industries, the most import- -

ant of which is the steel mdustry, and as a result of its
enquiries, protective duties have heen adopted in res-
peet of steel and cerlain articles made of steel and iron,
and paper, while the duly on sulphur has been removed.

5. Apart from such aetion as was delinitely pro-
teetive il purpose, the mportant developjents which
within the space of cleven years have quadrupled the yield
of the import duties have naturally exercised a con-
siderable inﬂue_ncc on trade and some influence on
the meidence of taxation. Two main tendencies may be
lookcd.f.or, one for the increase in duty to-exert a
protective cffect and to cncourage the indigenous pro-
duction of commoditices formcrlvOsupplicd from abrodd;
the other for high dutics to coniract the demand to such
an extent that the high duty yields less than a lower duty
would do.

The commodities, the mdigenous production of which
may be enconraged by light revenue duties, may be
commoditics for the production of wlich India is natu-
rally suited, or the reverse. Thus dutics of this
hature may either have a useful protective effect or may,
m the extreme case, if not accompanied by an excise,
result in losing customs revenue while fostering an un-
stable industry. An instance of a duty on an article

which is & very gocd revenue producer, and at the same’

tme one n respect of which an element of protection
1s not undesirable, is that on sugar, which at present
pays a duty of 25 per cent. A somewhat more doubtful
case 1s that on cigarettes, in which case a very high
duty on the imported article, coupled with a compara-
tively low duty on unmanufactured tobacco, has led to
a large local manufacture of cigatettes in which a con-
siderable proportion of imported t@bacco is used.

case about which even greater doubts have been ex-
pressed 1s that of the duty on matches, in connection
with which the first effects of the imposition of the duty
were to encourage the import of undipped splints to be
dipped and sold as matches in India. This practice has
been stopped by the imposition of 2 heavy duty on
splints, and a more complete process of manufacture,

~and silver plate and electropl

[19

whether from imported or from’ local wood, is now heing

carried on. It is still an open question, however, how

far it could be successfully carried on withont the aid

of the duty, which gives it protection to the extent of

200 per cent. . ’
144. As to whether the duties on ar}y.art}cle have ‘fgzt%gff]&ﬁn

reached the point of diminishing returns, 1t 1s difficult on the case of

. v : : others, the
present information to avrive at a definite finding, since [0S
there is not available a record of t

he course of trade over diltl;irnnislili;g
a scries of normal years. The abnormal years of the o eched.
War were followed by an unprecedented boom m im-

ports : the hoom was succeeded by a severe slhimp, and

the last fow years have been years of gm‘dnail recovery

from the slump. It is thus impossible to isolale the

effect of the duties on the volume of trade. In evi-

dence of {his may be cited the fact that the imports

of numerqus kinds of goods dropped when thc' 11 DCI

cent rate was imposed, hut increased when th? lqteY}\ya.lf

raised {o 15 per cent in the following vear, a fact w ncf

indicates the conclusion that the aradual roco‘vmy\‘?

trade was g factor of more importance than the increase

in duty.

Subject to these considerations, nl ‘ :
cate cegisitnt(:hﬂi((:sewhich appear to be o:(orcmug_:1 %}1?%1 silver thread.
trictive effect on trade. The 1mpotts of .‘w’.")ldﬂn S]'\\’een
thread have fallen greatly, and evidence has been give

C [ 1 1 Q resen h'(’h 1 i(‘q T S g t‘in.‘
0o tll(‘ (‘vl ¢ LA h P s¢ IC ( } "t; t.ar(; 1(.);‘(1 l(!qnz"
1 I l.t ne . U‘ 9 : '[ nport O] 1mi (t.IO f.,’ . lS <l ]

T ¢ ow ﬂ,hlnb thC p SH"OT “)](‘ﬂ(l m

fostering the manufacture of gold and
India.

Manufactured ivory seems to 1 narter of what
much as the imports have dropped to a gua

i “milarly the imports © gold
i e in 192235 Snml::;g] ware hlave fallen to

it is reported that lacal

o . ‘neli- —the case of
it is possible to indi gold and

. . : _ —ivory and
e & similar case, Mas" gaied ware.

half the amount in 1922-23, and It is. however,
manufactures are taking theiw place. mntion of such
very likely that a diminution in the consumj

C .t effects of a slump; an
luxury articles is auwf the first effects o 2

a1y attm
the reduetion in igpgorts czmnot1 bto nocessary
to the increase in the import duty. .
y b 1 -e to notice the case of ane b,
It may he appropriate here 10 1o _

e whi libe-
avticle, namely, saccharine, in respect O£1 ‘;iughn?agt%r of
rately prohibitive duty has been Imposimaf The Com-
Protection to the large revenue rom Stﬁo matter scems
mittee have received evidenco, i faCtth's duty is widely
t0 be one of common knowledge, that this cuty

.-the case of
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evaded. BSuch evasion is @ common experience in other
countrics with high revenue tarifls, and great difliculties
have been found in dealing with it.  One suggestion
which has heen made, and which the Committee put for-
ward for what 1t is worth, is that, if it is found that
smuggling cannot be put down under the ordinary pre-
ventive law, the further step should be taken of prohi-
biting import except on hehalf of Government and of
prohibiting dealing in saccharine that is not put up
in packets bearing a Government mark.

The high duties on cigars have been followed by some
contraction in imports, hut the general dechne in cigar-
smoking throughout the world renders it unsafe to attri-
bute this to the duty.

On the other hand, the much-criticised 30 per cent
duty on motor cars has justified itsclf as a producer of
revenue.  After a severe stump, which w:zsjwt]y due
to special causes, Imports have nearly rvecovered to the
level they attained in 1919-20.

J

145. From the point of view of the incidence of taxa-
tion, it is important to know whether the increase in cus-
toms revenue has involved the shifting of the burden from
one class (o another. With a view to arriving at an
estimate of 1ts effeets in this divection, the revenue from
mport duties in 1924-25 and 1913-14 has been ana-
lysed so as to distinguish the taxes on articles of direct
consumption from those on means of production and
those on raw materials. The first class has been divided
again so as roughly to distinguish articles consumed
mainly by the richer classes from those consumed by
the population as a whole. The comparison shows that
there has been an increase in the duty collected on raw
materials of industry and on means. of production from
H4 lakhs and 38 lakhs, vespectively, in 1913-14, to 494
lakhs and 193 lakhs in 1924-25. This is due largely
to increased Imports, partly to increased duties and
largely again to the imposition of pé#gbective duties on
steel.  While it is desirable that she- duties on raw
materials ¢f industry and means of production should be
reduced where possible, it is evident that no conclusions
can he drawn from figures which are to a great extent
the direet result of a policy of protection. In the case
of articles of direct consumption, there has been an in-
crease, in the case of those gonsumed by the population

as a whole, from 430 lakhs to 1,746 lakhs, or by 307 per
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cent, and in the case of articles, mainly of luxury, con-
sumed by the richer classes from 400 lakhs to 1,416 lalilhs,
or by 254 per cent, So far as these figures go, t};) ey
tend to indicate a certain amount of shifting of the bur-
den from the richer classes to the general popu]at’;(t)lné
The duty chiefly responsible for this appears to 'b6189a4
on sugar, which was imposed for the first time 113 894
at b per cent, raiged to 10 per cenE in 1916, to r}p .
cent in 1921 and is now fixed at 25 per cent, at ,“ e
figure it yields 14 per cent of the total ‘customs}réx ?nu&)
Tt has been stated above that this duty 15 a g0oc rfe‘\ (;z} h
producer and at the same time one i respe(g; to'tw 1110&t
an element of protection is not undesirable, hu 1T :lfhe
not be forgotten in noting these facts that‘ it asua ass e
effect of raising the price of country sugar a5 wiz}ee as that
of imported sngar and thus tends to merease ]’nsumefs
of taxatinn on the poorest cl3ss, who are large co

of both kinds. .
146, A class of goods upon “yhlph a lugh.er dlll)te}’o ;o{:ﬁﬁ
apparently safely be imposed consxst;; <‘)f f:wxryxe ,Tem; sl;r)w
spirits. The import figures for the fast e\\t}} £'e—War
that those of beer are a long way helow f’le IiJrite are
level, but are gradually recovering: those of spymis

A . o ine have

practically statvionary,} the t“;ar”{?zzlth r[c‘)lfp‘zllo‘(rested
3 1311‘ re, b . . Lt e P

recovered almost to the Rts support, however, not so

Increase in rates derives ! | L 50
much from these figures, as from the hiclto ﬂtxgt I(?s;t in
Local Govex-nments”have. found'lt })Oﬁ\;{to ; g/u{)ple_
vend fees charges which In practice ngx AT L
mentary customs duty. Thus in Bom ?13 e oved
fee based on quantity is charged ontg Jiquor romor™?
from the custom-house \yluch is d%s m:aomeWhat sump-
tion in the Bombay Presidency, fim]n( a somewhal o
charge is levied in Bengal. If t‘ese P winees <, py
the mecr oF Tudin ¢ Dl | 16?80%‘“; 1% to be In-
the rest of India cannot, and 1f_t1e} uldy s o be
creaged, it is much better that it s g)'rect‘und e
through the tariff than by such md

means. the customs duties

nerease in ] . -ates have
andlfh,ze' i’r];t}if)cl{:mtfon of a v{metai_\}r.eogfdtlg é‘l‘gxﬂ}zgii dules
revealed the fact that the str;xcf re o for light and fairly

is no longer suitable. It wa  eposes only,

e
uniform rates of duty a;c)le f(;}rtgzv{fef;\;t e}ljabOrate tarifis
and it is in consequence

p ver ver
in exigtence. The raies nNOW in force range O y
16

the v:'eight of
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The whole
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wide categories of goods, and as might be expected, con-

siderable difficulties have arisen in the interpretation and

application of the tariff. Importers naturally fight points
when they are paying a 15 per cent duty which they
would pass over if the rate was only 6 per cent. To give
examples of the kind of difficulty which arises, an article
of iron or steel may fall under any one of five categories,

so that an importer may be unable to say at the time of -

giving his order what duty he is likely to be liable to
pay. And owing to the existence of very wide categories
there are many border line cases: thus it is left to the
Collector to decide whether a given article is a picture
dutiable at 30 per cent or a work of art dutiable at 15
per cent. '

The Fiscal Commission realised these difficulties, and
while recommending a cautious but considerable exten-

sion of specific duties and tariff valuations, pointed out

that more elaboration was necessary both on that ground
and because protection inevitably involved a multipli-
cation of the items in the tariff. The need for such ela-
boration has been confirmed by the evidence furnished
to this Committee, and especially by that of Dr. Gregory,
the author of “‘Tariffs—a Study in Method’’ who says:
““Specific duties are, haowever, degressive if imposed at
a uniform rate. A thorough-going system of specific
duties involves differentiation of different grades of the
commodity, and this is inconsistent with the principle
of ‘blanket’ rates, or a few rates among which all the
articles are distributed, which seems to characterise the
present Indian tariff.”” He adds: ““In a period of rising
prices specific duties must be altered if the real income
of the State is not to suffer. For this reason the customs

~tariff should be the object of periodical survey.”” The

Difficulties of
appraisement
form an added
argument in
favour of this
course,

Committee concur in this view and recommend that an
expert enquiry be undertaken forthwith.

4

148. An additional argument in favour of revision on
these lines is that the present form of the tariff throws a
considerable strain on the appraising staff. It is gene-
rally recognised that the®theoretical advantages of an
ad valorem tariff are apt to be discounted by what
Dr. Gregory describes as the overwhelming disadvantage
that they involve valuation. This disadvantage is increas-
ed in proportion as the rates of duty are raised and as the
number of places at which valuations have to be made
is multiplied. In India there is the additional factor
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of a special difficulty in securing men with an expert

"knowledge of the many classes of goods that have t

be valued. :

149. A further difficulty to which the Committee’s
attention has been called arises out of the application of
section 30 of the Sea Customs Act. _Under this section
the real value of goods that require appraisement is
deemed to be—

(a) the wholesale cash “price less trade discount
for which goods of the like kind and quality
are sold, or are capable of being sold, at the
time and place of importation, without any
abatement or deduction except of the amount
of the duties payable; or

(b). where such price is not ascertainable, the cost
at which goods of the like kind and quality

The operaiion
of gection 30 -
of the Sea
Customs Act,

could be delivered at such place, without any -

abatement or deduction except as aforesaid.

In practice the value adopted in the second case is
generally the invoice value plus the cost of freight. The
effect of the section is thus to make the duty on the
higher value, namely, that which includes the wholesale
dealer’s profit, chargeable where the market price is
ascertainable, and duty on a lower value where it is
not. It seems to the Committee, not only that this prac-
tice of charging on the wholesale dealer’s profit, which

has the same effect as charging a higher rate, gives .

rise to a sense of injustice, but that the order of the
application of the two clauses of the section Inverts
the proper order of things. The tendency of the pre-
sent section is to put a premium on making the whole-
sale cash price unascertainable. The tendency should
be, in the Committee’s opinion, to put a premium on
the production of an honest invoice, and to penalise

“failure to do this by subjecting the importer who so fails

to what is in effect a penal charge of duty based on the
wholesale rate. What they would recommend therefore

is that, when the Agt comes up for revision, the order-

of the two clauses should be inverted and that the charge
should normally be on the price at which goods of like
kind and quality can be delivered, that is, the invoice
price plus cost of freight, subject to the application of
the wholesale rate if there is reason to suspect that the
invoice is not genuine. . :
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of the Royal Indian Marine. The absence of any effect-
ive guard over the coastline is to some extent explained
by the practical difficulties of landing goods at places
other than the regular ports and by the absence of means

PREVENTIVE ARRANGEMENTS.

. /v . " .
'};ﬂ:s}gfsguty 150, A consequence of the high rates of duty that has
bave given . given rise to concern is the encouragement which they

much haVO ’iVC‘l’l to smugcgeli m o8 . - 7
. b mg. l.h Y $ e 1D . . . . d

encontages o é. . Dgf 8 T ¢ conditions in I‘ndia. are It of communication with the interior. But there seems

ment to ome respects peculiar. hough the coast line is very little reason to doubt that facilities do exist for the

the preventive
arrangements,

wmuggling.  Jong, there is a dearth of good harbours, and the

great bulk of the foreign trade is concentrated in the
five ports of Bombay, Calcutta, Karachi, Rangoon and
Madras. This fact greatly minimises the cost of collect-
ing the customs revenue, which is further facilitated
by conventions entered into with all the Indian maritime
States, except that of Cutch, under which they levy duties
at the British Indian tarilf rates. In some cases,
notably that of the Kathiawar States, through which
there have been very large importations of goods sub-
ject to high rates of duty, such as matches and silks, these
conventions do not appear to have fully effected their
purpose.  Further difficulties arise from the fact that
there are also several ports belonging to Foreign Powers,
of whieh the principal are Goa, (Pohdicherry,‘ and Kari-
kal. Boupd the hinterland of these ports it is necessary
to mamtain a land customs line, while in the extreme
east of the Indian Empire there is a long land frontier
between Burma and China and Siam. Except in Bom-
bay, where there is maintained, in addition to the forces
operating round foreign territory, a considerable force,
mainly for salt and opium work, on the inner border o
Kathiawar, and a smaller one along the British coast
line, the preventive force is confined to the precincts
of the main ports, and the watching of the coast is left
to the ordinary administrative staff.

1561. At the main ports, where there are regular pre-
ventive staffs, there is little evidence that smuggling is out
of control except in the case of a few articles such a8
opium, hemF drugs and cocaine, in relation to which the
prizes for the successful smuggler are very great. The
ports differ in the facilities which they offer for smug-
gling : the situation. of Calcutta and Rangoon on rivers
at some distance from the sea renders them somewhat
difficult to guard. The minor ports are managed under
a variety of systems. Those in Bombay are controlled
by a separate officer, who is also in charge of Salt: in
Madras, where the out-ports are more important and the
work of the Collector of Customs at the chief port is less
onerous, he is able to supervise their working. In
Burma some of them are still under the control of officers

smuggling of articles of small bulk and high value which
could be utilised by an efficient organization of smug-
glers. The most difficult of the problems of prevention
is, however, that of protecting the land fronticrs, and it
is here that smuggling, particularly of matches, ciga-
rettes, saccharine and gold thread, has been most marked.
The difficulty of guarding the Pondicherry land frontier
lies chiefly in the fact that British and French territory
are inextricably mixed up in numerous small enclaves,
while there is no natural obstacle to reinforce the customs
line. In addition to this up to 1924 great difficulties were
felt owing to the inadequacy of the law. The only powers
which the customs officers possessed were those given
by the Madras and Bombay Land Customs Acts, which
provided for the prescription of routes and the collec-
tion of duty on goods passing by these routes, but did
not make smuggling an offence. Goods crossing the
frontier in a clandestine manner could be confiscated,
but the smuggler was liable to no further penalty. In
1924 a new Act was passed which extended to the land
frontiers certain provisions of the Sea Customs Act and
rendered smuggling an offence. In Burma the position
was still worse. 1\%) law existed under which duty could
be levied on goods entering from Siam, and the only
remedy was the drastic one of total prohibition. The
new Act has enabled a land custom-house to be estab-
lished, and though the length of the frontier and its
hysical difficulties render adequate guarding impossi-
ble, the latter characteristic also affords a considerable
obstacle to the operations of the smuggler. '

152. Tt will be evident from the above survey that,

while the present high tariff offers great tem tations to the ekitled
smuggler, there is a lack of cohesion in the preventive ™y

arrangements, which certainly offer many facilities for
his operations. It is not desirable to recite instances of
the way in_which advantage has been taken of these
facilities, but it may be said that, though there 1s no
evidence that any considerable percentage of the customs
revenue is lost through smuggling, it is clear that there
is a loss amounting at least to several lakhs a year, and

in the words of a recent note in the Pioneer ‘‘many
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articles are sold all over India at prices which puzzle

the honest trader’’.* It seems therefore to the Com- -

‘mittee that there is at least ground for a thorough en-
quiry into the extent of the loss that does occur and
into the possibility of stopping the gaps that exist in
the present system. What they would recommend is
that a skilled preventive officer should be deputed to
compare and co-ordinate the arrangements in the differ-
ent provinces, not only at the main ports, but also at
the minor ports, along the coast and on the land frontiers.
It is possible that such an enquiry will reveal the need
for an increase of preventive staff or for the incurring
of expense on protective works. The Indian customs
revenue is collected at a very low cost, being 1.78 per
cent in 1923-24, and if further staff is necessary, there
need be no objection taken on the ground of expense.

163. If it be permissible to look forward-to a time
when many of the present difficulties which stand in the
way of its realisation may have been surmounted, it seems
that an ideal arrangement in the circumstances of India
would be a customs zollverein. An agieement of this
nature would obviate the expense and the obstructions to
trade caused by the maintenance of internal customs
lines, and would give the opportunity for a more logical
apportionment of customs revenue between British India
and the maritime Indian States than is afforded by the
present arrangement of giving each the duties on goods
passing through their ports, irrespective of their destina-
tion. But considerations which it is not necessary for
the Committee to enter into put any such solution out
of the range of practical politics at present.

ExporT DUTIES. .

154. Export duties formed an important part of the
darlier customs tariff. With one exception they were
gradually abolished, and between 1880 and 1916 the only

" export duty levied was that upon rice. The need for new

revenues -during and after the War led to a revival of
taxes of this kind. In 1916 jute and tea were laid under
contribution, and in 1919 a tax was placed on experts of

- hides and skins, though this was not at the outset purely

a revenue measure. By 1924-25 the yield of the export
duties had reached &75 lakhs of rupees, constituting

: ) * Tioneer, 10th October 1925.
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12.1 per cent of the total customs revenue. The ques-
tion of export duties in India was fully condidered by
the Indian Fiscal Commission, who made the following
recommendations :— - ‘
(1) That ®xport duties should only be levied on
articles of which India has a complete, or

at any rate a partial, monopoly. .

(2) That in any case the rates should be low.
(3) That an export duty should not be utilised for

the purpose of protecting an industry.

The Committee are disposed in general to accept
these conclusions, but Dr. Paranjpye considers that
export duties are justified in cases where an essential raw
material is exported to another country, manufactured
there and returned to the country of origin, since he
considers that in such a case local manufacture is likely
to be.successful. He also thinks that export duties
should be levied for the purpose of discouraging the

export of such materials as it is to the interest of the’

country to retain at home.

A characteristic of export duties on which emphasis
has been laid by customs officials is that they are diffi-
cult to administer, since goods cannot be satisfactorily
examined without delaying shipping.

155. In addition to the duties imposed for general
revenue purposes, certain small cesses are levied on tea,
lac and cotton. These have been imposed at the request
of the trades concerned, and the proceeds are devoted to

trade purposes. The incidence of these cesses, which

varies from .2 per cent in the case of lac and cotton to .4
per cent in that of tea, is insufficient to influence exports,
and the object with which they are imposed differentiates
‘them from ordinary taxation. The export duty on jute
exported from Calcutta, which is levied under section 84
of the Calcutta Improvement Act, falls in a different
category, since its proceeds are applied to the purposes
of the Calcutta Improvement Trust. The imposition of
two export duties by different Acts, one Imperial and
the other Provincial, is theoretically unsound,. and the
imposition of any new duty of the kind would involve
a breach of the seftlement of revenue between the
Imperial and Provincial Governments. It does not
appear necessary, however, to suggést any change in the
existing position. s ‘
156. The most important of the export duties is that
levied on raw and manufactured jute, which in 1924-35
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produced a revenue of Rs. 375 lakhs. The incidence
of the duty is between 4 and 5 per cent ad valorem and
no criticism has been made of it. The concentra-
%ﬁn of the export trade in Calcutta facilitates collection.

e article upon which it is imposed is astrue monopoly.
Though a number of attempts have been made to grow
jute .in other parts of the world, they have been
unsuccessful.  The monopoly which at present exists
would be infringed if an equally cheap substitute for jute
could be discovered, or by an extension of the system of

bulk-handling of grain. The possibility of such develop- -

;nents 13 a reason why the duty should not be increased
eo an extent which would render jute appreciably more
xpensive, but, as matters stand at present, the  condi-

fions 1 . X
al;);lsf ullrgnngfch an export duty can properly be imposed

Certain witnesses have advocated that

' . the dut
slgo&ﬂd be increased. Theoretically, the maximum ratz
of duty which could be levied on jute is determined by the
pomt at which the trade is in any danger of injury.
special factor which must be considered in this connec-
tion, however, is the concentration of the growth of
jute in one province. In spite of the monopolistic

character of the product, there exists a possibility that, -

(llntcert:un conditions of the trade, a portion of the export
uty may fuall on the producer. For this reason a con-

siderable increase in the rate of duty involves the -

%keh}‘l;)()d”()f differeptia,l taxation on the inhabitants of
engal. The Committee do not recommend any increase

in the rate of taxation, and in any case a necessary

It))re]u(le to t}‘m Q()}'lsidemtion of any such increase wonld
e an cxamination of its effect on trade by the Tariff
Board.

157. Though rice is not a monopoly of India, the ex-
port duty has been in operation for many years without
any bad effects. Tts justification lies in special circum-
stances. The only countries which export appreciable

quantities of rice are India, Siam and Indo-China. The.

Indian share of the trade varies between one-third and
one-half. As each of these countries levies an export
duty, the Indian duty does not handicap the producer
and its remission would in fact put an equivalent amount
of money into the hands of the producers and the middle-
men. The rate is low and itggeight has decreased greatly
\ ces. ﬁ duty is a proper one to
jmpose : any alteration in 1t8 rate must depend on the
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world price and the situation in the other exporting
countries, and an examination by the Tariff Board would

be an essential preliminary.

158. The export duty on tea resembles that on rice in
that India is only one of several exporting countries and
that its principal competitor, Ceylon, also levies an ex-
port duty, which is at present double the Indian rate.
The Fiscal Commission advised the abolition of the Indian
export duty on the gronnd that India was not in a posi-
tion to impose her terms on the world and that evidence
existed that Java tea was displacing Indian tea, especially

The duty on
tea.

in Australia. The course of events since the Fiscal -

Commission reported gives reason to doubt whether the
export duty is actually having the effect which they
feared. A comparison of the trade statistics for the
three years ending 1913-14 with those for the last three
ears shows that India has increased her share of the
world trade from 39 to 49 per cent, and, though Java
has increased her share from 8 to 12 per cent, her
progress has been made at the expense of China and
ot of India. The consumpiton of any particular vanety
of tea is largely a matter of taste and normally does not
depend entirely upon comparative cost. To some extent
the effect of the duty is mitigated by the preference,
amounting to two-thirds of a penny a pound, which

Indian tea enjoys in England, its principal market. The
tea duty is-one which may continue for the present, but
it should be removed or reduced if and when the condi-
tions of the trade indicate that it is having a prejudicial

effect.
159. The last of the existing export duties is that on
hides and skins. This was first: designed mainly as a
measure of protection to the Tndian tanning industry,
and to divert the tanning of Indian hides from Germany
to the British Empire. The expeviment failed to achieve
either object. The Indian tanning industry did not suc-
ceed in establishing itself in the manner which was ex-
pected when the duty was imposed; the export of hides
from India has fallen to about half the pre-War figure,
and the greater part of the trade has again passed to
Germany. The Fiscal (Commission condemned the duty as
wrong in principle, on the ground that, if .protectlon was
needed, it should be ohtained th)_:pugh an nnport and not
through an export duty, ar glg-{;%ﬁmdered that it had failed
in its objects. Recognising™the defects of the duty,
the Government of India in 1923 reduced the rate to

17
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5 per cent and abolished the 10 per cent prefer-
ence on hides and skins tanned in the British
Empire. The retention of the duty in its modified
form was due to the need for revenue. The Committee,
by a majority, agrec with the Fiscal Commission in con-
sidering the duty on hides to be wrong in principle and
dangerous in 1ts effects, and would advise its early
abolition.  Dr. Paranjpye and the Hon'ble Sardar
Jogendra Singh consider that the experience of the last
few years cannot be regarded as conclusive on account
of the abnormal conditions due to the War and its after-
effects. They consider that a vigorous effort should be
made to encourage the Indian tanning industry and that
the export duty should not he given up.

The duty on skins falls in a different category.
Indian goat-skins, though they contribute only one-third
of the world’s total, enjoy a good reputation, and the
trade figures since the duty was imposed do not indicate
that it has had an injurious effect.  The duty upon them
may he vetained, but a convenient opportunity should be
taken for an examination of the position by the Tariff

Board.

160. A number of witnesses have indicated the possi-
bility of the imposition of export duties on articles which
are now free, In view of the possible need for developing
the revenue from export duties in order to replace exist-
ing taxation, the facts have been examined. The
principal new subject suggested as suitable for an export
duty 1s lac. Lac is produced only in India, Indo-China
ard Siam, ard as the two laiter courtries only produce
23 per cent of the total, Tudia enjoys a practical mono-
poly. The only factor likely to cndanger the trade 18
the utilisation of substitutes in trades which use shellac.
Various substitutes have been tried, but success has not
hitherto been attaincd in reproducing the qualities which
render shellac valuable.  In particular the Germans found
that the wuse of shellac substitutes rendered their
electrical machinery unfit for wse in hot countries.
Owing to frequent failures of the supply to meet the
demand and to the difficulty of forecasting the supply,
the price of shellac fluctuates widely, ard for this reason
it is doubtful whether a moderate export duty woul
have any appreciable efffct in driving consumers to- the
use of substitutes. Lac 18 ¥herefore a suitable article
upon which to levy an export duty.
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Attention has been drawn to a growth of the export
of unmanufactured lac. A few years ago the exports of
seed and stick-lac formed an inappreciable proportion
of the total exports, but in the last two years the quantity
has materially increased, and in 1924-25 amounted to
10 per cent of the total. To some extent this growth in
the export of unmanufactured lac may be ascribed to
the fact that for certain purposes the unmanufactured
article 1s equally suitable with shellac.  kvidence has,
however, been given of the establishment of factories
abroad for the manufacture of shellac from stick-lac.
If this development constitutes a danger to the Indian
shellac manufacturing imlustry, the mmposition of a pro-
tective export duty oﬁlmnufucturcd lac would m the
Committee’s opinion be justifiable.

In Burma a royalty is collected at the Customs on all
lac exported. So far as this charge relates to lac
produced in Government forests, the collection through
the Customs, though unusual, can be justified as a piece
of machinery for collecting o royalty which might other-
wise be evaded. But in so far as the same charge is
levied on lac produced on private land, the levy appears
to constitute a provineial export tax, the justiication
for which it 1s difficult to discover. If a general export
duty is placed on lac, the latter charge should be absorbed
in it.

The yield of an export tax at the rate of 5 per cent
ad valorem at present prices would be about 38 lakhs.

161. The advisability of an export duty on raw cotton
was pressed by a number of witnesses, partly as a revenue
measure, and partly as a measure of protection to the
Indian cotton-mill industry. A majority of . the Com-
mittee agree with the Fiscal Commission in considering
such a duty to be unsound because it would fall upon the
producers of Indian cotton and might do considerable
harm to the export trade. Turther they agree with the
Figcal Comumission in considering that, if the Indian
cotton-mill industry rvequires protection, the proper
course is to increase the import duty on manufactured
goods. A minority of the Committee, consisting of the
Hon’ble Sardar Jogendra Singh and Dr. Paranjpye, hold
that, as Indian short-staple cotton is, as compared with
the long-staple cotton of other countries, a practical
monopoly of India, its use being extremely profitable on
account of its comparative cheapness, and as this cotton
is mainly exported to countries which compete, by the

— 1AW
ootton,



— oil-seeds
and manures.

182

hglp of bountics, shipping subsidies and other means,
with Indian manufacturers in the Indian market itself, an
cxport duty on Indian cotton is justified. They consider
that, although the share of India 'in the cotton production
of the world is smaller than that of some other countries,
still the world production of cotton is not equal to the
demand, and that the encrgetic efforts that are being
made to find out and develop other cotton producing
tracts show that Indian cotton is essential to the world,
and that the export duty, if moderate, will probably not
fall on L)ho producer.  They would suggest that the pro-
ceeds of such an export duty would go a great way in
making up for the loss of revenue caused by the repeal of
the cotton excise dutics which has been recommended by
the Fiscal Commission and which has been demanded by
Indian public opinion ever since their 1mposition. )

162. The Committee are not unanimous regarding the
advisability of levying an export duty on oil-seeds, bones,
and other forms of manure. A majority hold that it is
important in the interests of Indian agriculture to
encourage the use of fertilisers, and toincrease the
supp}y of a valuable nourishing food for cattle, whose
condition is gencrally regarded as deteriorating, and
they think that the most suitable method of doinbg s0 18
to impose an export duty which would have the effect of
encouraging the crushing of oil-sceds in India and of
cheapening the cost of oil-cake and other forms of manure
to the Indian cultivator. They would also recommen
that a part of the proceeds of this export duty should be
applied towards educating the cultivators to make an
increased use of these artificial manures and thus increase
the productivity of the soil. The President and Sir Percy
Thompson are opposed to this recommendation, on whic
the Maharajadhiraja Bahadur of Burdwan expresses no
opinion.
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CHAPTER VII.—TAXES ON CONSUMPTION—
EXCISES LEVIED FOR PURPOSES OF
REVENUE.

163. Consumption taxes levied on local production,
commonly known as excises, fall into two classes, those
that are levied for purposes of vevenue only and those
that are levied with an ulterior object, generally that of
restriction of consumption. Some taxes of the first class
are an almost necessary corollary of a high revenue taniff,
and it was from this point of view that they were consi~
dered by the Fiscal Commission. That body drew up
certain propositions regarding them which, with a slight
modification in the last case, the Committee accept as
follows :—

“(1) Excise duties should ordinarily be confined to
industries which are concentrated in large factories or
small afeus.

“(2) They may properly be imposed for the
purpose of checking the consumption of injurious articles,
and especially on luxuries coming under this category.

“(3) Otherwise they should be imposed for revenue
purposes only.

“‘{4) While permissible on commodities of general
conswnption, they shonld not press too heavily on the
poorer classes.”

(5) When an industry requires protection and a
conswnption tax is also required from the produce of
that indusiry in the Interests of the revenues, the neces-
sary amount of excise is unobjectionable, provided that
it is accompanied by an import duty equal to the excige
duty, together with the necessary protective duty, plus
a small exira duty to compensate for the administrative
inconveniences to the manufacturer caused by the excise
duty.

Savr.

164. The chief of the excises levied in India is that on
salt. The objections to this tax are well known : it
falls on a necessary of life, and to the extent that salt is
essential for physieal existence, i is in the nature of a
poll tax. The bulk of it is paid by those who are least
2ble to coniribute anything towards the State expenditure.
Salt is also required for various industrial and agricultu-
val operations, and for cattle.. , Unless it is issued duty
free for these purposes, sOmg: burden is thrown upon

e industries in which it is ased.
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~ The case in favour of it may be staled in the words
of a recent American writer :—

‘From ancient times sall has [frequently Dbeen
selected for special taxation. Almost every country has
taxed 1t at one time or another. An alternative method
of exacting revenue from the salt industry has been to
make 1t a fiscal monopoly. Such has been the case in
J apun, China, France, Austria and Italy. Iilsewhere
1t 1s usually the object of a high excise duty. Irom cvery
point of view salt 15 admirably adapted to be a tax-bearer.
1t 1 llmversally used, but the amount that is used by any
one tax-payer is small.  The demand is very inclastic,
especially when the tax is conlined to salt used for cooking
purposes.  While the yield, unless the vate be very high,
18 not large, it nevertheless amounts to something, and in
the case of a fiscal necessity all sources may need to be
drawn upon.’’* o
~ Mr. George Plowden, who was appointed as Commus-
sioner to investigate the whole matter of salt taxation in
India in 1856, stated the question in other terms as
follows :—

. “When the question of the propriety of a salt tax
in India is investigated, it is found to resolve itself into
the‘qu.estlon of whether it is proper or not, to lay, divectly
or mdlrcfctly, any tax whatsoever upon the mass of the
community.”’ V .

The latter question is answered to some extent by Sir
Josiah Stamp as follows :—

“I should work out the tax burden on a low in-
come (via salt) and ask, if abolished, or altered, in what
probable respects well-being would be improved by the
ordinary exercise of the improved purchasing power.
mconsiderable, I should continue the burden.”’

165. Where such a tax is levied, the further questions
arise of the rate of duty and the method of levy. The
rate of duty in India originally varied from province t0
province, and that in Bengal was as much as Rs. 3-4-0 2
maund up to 1844, that is, at a time when the purchasing
power of the rupec was very much higher than it is now.
Numerous changes followed and it was not till 1882 that
a uniform rate of Rs. 2 was adopted for the whole of
India excepting Burma. , This was raised to Rs. 2-8-0
s 1888, reduced again toRs. 2-0-0 in 1903, to Rs. 1-8-0

"f%i%{), and to Re. {-0-Q in 1907, when for the first
B i .

* Jensen : Problems of Publio Finance, pages 303 and 804,
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time the rate in Burma became equal to that in the rest
of India. The general rate was raised to Rs. 1-4-0 in
1916 and to Rs. 2-8-0 in 1923, and it was finally reduced
to Rs. 1-4-0 in 1924.

166. The question whether or not the rate of duty is
¢xcessive may be tested to some extent by taking figures
of consumption per head over periods when different rates
of duty were in force, and seeing how far they corre-
spond with, or fall short of, the quantity necessary for
health. Unfortunately this is a matter in respect of which
useful statistics are difficult to obtain. In the first place,
to quote Dr. Ratton, ‘‘the amount of salt required for daily
consumption to maintain the body in a condition of
health, varies greatly with the dietary, as salt is already
contained more or less in most artieles of food”.*
Flsewherg he quotes the following figures of annual con-
sumption in different countries : “‘England, 40 Ibs. ; Portu-
gal, 35 lhs. ; Ttaly, 20 1bs. : France, 18 Ihs.; Russia, 18 1bs.;
Belgium, 161 Ihs.; Austria, 16 Ibe.; Prussia, 14 1bs.;
Spain, 12 Ibs.; British India, 12 Ibs.; Holland, 114 Ibs.;
Sweden and Norwav, 9% Ibs.; (Schleiden) Switzerland, 8%
Ibs.”’. He adds: *““England and Portugal, which are
untaxed, lead the way; but Norway, which 1s also un-
{axed, lags far hehind. Assuming that the people only
require 10 lbs. per head of taxed «alt for thewr own use,
everything above that represents so much industrial
activity.”’T He gives the following figures of the daily
allowances included in official dietaries: ““In the French
Army, the allowance of salt is 0.5 ounce; in the Navy 0.77;
in the Russian, 1.59; in the English, about 0.25.”°* These
figures may be compared with the annual allowance in
pounds provided hy the Qietavies in the jails in India, which

are adopted on medical advice, and are as follow :—
Europeans

: ians. n lo-
A
dr: . . 17.60 17.60
%fmiii, oL Tum 1173
Bengal Co T rmeo 1466
United Provinces 111127(‘; 1111%({;
Il;ﬁ?if N L ii.gg
i i e 17.60 . L
Bihar and Orissa '!... o0 o

Provinee.

Assam "

« Ratton : Handbook of Common Salt, page 109.
t 1" 1 1" "
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- The figures of general consumption per head as given
n the administration reports are less reliable : they only
cover a part of India; they are not prepared on the same
system 1 each case,and it is feared that in some cases they
overlap. So far as they go, however, they again illustrate
how markedly consumption varies with the change from
a diet of which the chief constituent is wheat to one com-
posed more largely of rice.

Statement showing annual consumption of salt per head
in the different Provinces in 1921-22.

Ihs.
Punjab ... 10.26
Sind .0 T T 10m
Rajputana and Central India ... 10.59
Bihar and Orissa ' 10.97
United Provinces .. . " jglog
Central Provinces and Berar L ']'1:5(;
Bombay (excluding Sind) . .. 13.94
Bengal N 15.94
Burma N o184
Madras (including Mysore and Coorg) 18:88

tenf?(ihcg:%s‘e s]o)t@ (])Wf ﬁgn,ros ‘for what Athey are worth
_ : 'm Dr. hatton’s statement as {o the manner
In which salt consumption varies with the dietary. It
fr)Unws'that no final conclusions can be drawn from a
comparison of the varying rates shown with his suggested
standard of 10 Ibs. as the quantity required to m:zin%:?in the
E)ody in h(?a]th, hut there is no reliable evidence hefore
l.hetComm)ttee that the quantity used in India is inade-
ghate.

167, Tt vemains to consider the effect of variations in
the rates of duty upon the consumption. For this pur-
pose 1t 1s proposed to take as the index number the figure
of consumption per head for continental India in the yvear
1878-79, when the duty was Rs. 2-14-0 in Bengal and
Rs. 2-8-0 in the other provinces. To arrive at this and
the corresponding figures for subsequent years it is pro-
posed to divide the total of the imports plus issues from
places of manufacture by the total population affected.
Even in this case it is impossible to be sure of accuracy,
because, while a large part of India other than British
India uses salt that has paid duty to the British Govern-
ment, other considerable areas provide their own sup-

» fies, and the ascertainment of the population over which
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the duty-paid issues have to be divided is largely a matter
of guess-work. The figures, however, are sufficient to
afford some gencral indications of the effects of the duty
and the tendnecies of consumption. On the basis indi-
cated the consumption per head in 1878-79 was 8.9 lbs,
With this as an index number it is found that, for the
twenty years from 1882-83 to 1902-03, for the first six
of which the duty was at Rs. 2 and for the rest at
Rs. 2-8-0, the consumption ranged hetween 109 and 1186.
Successive reductions from Rs. 2-8-0 to Re. 1 between
1903-04 and 1907-08 accompanied an increase to 136.
The consumption remained steady after that for three
vears and then continued to increase, in spite of an
increase in duty to Rs. 1-4-0 in 1915-16 and of the short-
age and high prices during the War. For 1922-23 it
rose to the figure of 175, to fall to 153 on the introduc-
tion of .a, Rs. 2-8-0 rate for the single year 1923-24,
which of course meant large issues before the duty was
raised and again after it was lowered. On the whole,
the figures of the 45 years show an increase of 50 per

cent. .
168. It would thus appear that, so far as general
averages afford a guide, they do not support the idea
that the effect of the duty has been to raise the price to
a point at which it restricts the‘consumption below the
quantity necessary for health. Even granted that it has
not had that cffect, the 3 annas per head per annum
which is what a duty at Rs. 1-4-0 a maund would roughly
represent, may involve a hardship in the case of the very
poorest. But, to apply Siv Josiah Stamp’s test, 1t may
fairly be doubted whether a complete abolition of the
dutx: would result in any considerable increase 1n \{v?ll-
being in the case of these classes. If such an abolition
were accompanied by a removal of control and free

competition allowed, with its rixks of mu‘nipllllatlon]s of
supplies, it is quite po':qsﬂuo that it would l‘f‘SI‘I t,hz.lthea};gf
temporarily, in large 1'nc1~onses.0f price, mm} which the
control now imposod in the mtf*ro'sts Qf t‘le Iievfgnue
affords an effectual check. z}‘r}d it iz of mtmostf ere .t?
record that in Japan when "o and aftor}the ]énancla
year 1918-19 the idea of realising proﬁ@ in the tsa f‘.monic;i
poly was done away with from thefwew'pon}moo_r Eognd
policies,””® the monopoly of manu acture, import

sale was continued.

i i of Japa
* Financial and}Economie Annual P
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n, 1924, page 3+.
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It may he concluded that, if it is desirable to impose
any tax on the mass of the community at all, there is
much to be said for the continuance of Lhe’ salt tax.
The present rale of duty is appropriate and causes
no serious hardship. The retention of the machinery for
collection makes it possible to secure additional revenue
with ease in case of grave emergeney, which should be
the only ground for raising it. It scems desivable to add
that changes in the rate should neither be made noreoffi-
cially adumbrated except in cases of such grave emergen-
cy. There is abundant evidence that the discussions of
recent vears have resulted in much unsettlement of the
market, considerable inercases of price to the consumer
and profit to the dealer with no advantage to the Ex-
chequer. Dr. Paranjpye would like to sce Fhat the rate 1s
reduced to about 8 annas in normal times as the figures
given abov_e show that the consumption incmasesbwith
a decrease in duty. He considers that this is a legitimate
source for increased taxation in cases of emerﬂeﬁcy and
would therefore keep the normal rate very low.  Also
he thinks that any reduction in the rate should be ap-
preciable, otherwise it would not henefit the mass of the
people who buy their salt in very small quantities at a
time.
contlr?j]). DF(' )(z;” ‘11;11 lézfﬂsg'st:}pding of‘ the various systems of

, . foree, it is necessary to touch briefly
on the hmtpry of the salt revenue administration.
This began in Bengal, after the assumption in 1765,
under the Emperor’s Firman, of the Dewanee of Bengal,
Bihar and Orissa, by the grant of what amounted fo a
monopoly to an “‘exclusive eompany’”. The lalter deve-
loped through sundry vicissitudes into a monopoly of the
East India Company, which was protected by a high rate
of customs duty. The whole matter was enquiréd nto
in 1836 by a Select Committee of the House of Commons
which recommended that the monopoly should at least be
reduced to a monopoly of manufacture, and stated that
they hoped to sce it veplaced by a combined system O
customs and excise, under which other parts of India
and British Commerce might get a share of the supply;
and that a trade might grow up from Madras to Ceylon.
By the time the Committee reported, changes in these
directions were already in progress, and among them was
a ramoval of the obstacles to importation as a consequence
of which a considerable import trade, for which bonded
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warehouses were provided, had Dbeen commenced. In
the meanwhile the Madras Government, at the instance of
the Governor-General in Couneil, had adopted a monopoly
somewhat on the Bengal lines, but proposals put forward
for the institution of one in Bombay had been rejected
by the Court of Directors on the ground of the unsettled
state of the country, and the various methods of taxing
‘bav’ salt in that Presidency had been developed into
a ®rt of excise system, except in the case of the large
factory at Kharaghora on the edge of the Lesser Runn
of Cuteh, where a monopoly system had been established.
n Northern India the taxation was chiefly taken in the
liest instance in the shape of transit duties at the inland
custows line ov in that of town duties m outlying towns.
This was developed by degrees by the assumption of
divect control of the Khewra mines in 1850 and the
acquisifion of the right of manufacture in the Sambhar
lake and other similar sources in 1869. In Burma the
system of manufacture was by boiling and the system of
control in force was a primitive one of levying a charge
based on the capacity of the boiler.

170. While these developments were in progress a
clause was inserted by the House of Commons in the Bill
which subsequently became the Act for the Government
of India of 1853 directing that the monopolies in Bengal
and Madras should ccase and that a system of excise
chould take their place. This clause was expunged by
the House of Lords, and an enguiry was directed into the
possibilities of such a change, and Mr. Plowden was in-
structed to make it. The general result of his enguiries,
published in 1856, was to suggest certain modifications of
the Bombay system of excise and the application of a
similar system in Madras and Bengal. The Bengal mono-
poly was actually given up and an excise system introduced
in 1863, but meanwhile the imports had grown from
9 lakhs of maunds in 1835 to 29 in 1851 and to 67 in 1863,
and it was soon found that the private manufacturer was
anable to hold his own against the importer at equal rates
of duty, and the locally-manufactured salt almost entirely
disappeared and was replaced by salt from BEurope, and
iater from Egypt, Aden and the Red Bea.

171. Meanwhile in Bombay a fresh inquiry was order-
ed in 1872 and conducted by Mr. Pedder, who was by no
means of the same mind as Mr. Plowden, and doubted
twhether it would not have been a wiser measure to huy
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up the existing rights of Shelotrees and thus to ntroduce
the Madvas system. " He reported, however, that it was
thgn too late to make the change. Soon after a visit was
paid to Madras by Mv. Falk, President of the Northwich
Salt Chamber of Commerce, who gave a highly coloured
account of the quality of the saltlocally made. As a result
a Commission presided over by Sir Charles Pritehard of
Bombay was in 1875 instructed to investigale the question
of introducing an excise system, and this Commisston,
while finding that M. Falk's statements were exaggerated,
r.epo.rted that there were no insuperable practical difficul-
ties in the way ol a change from monopoly to excise and
that the measure was not likely to prove mjurious to the
interests either of the consumers of salt or of the imperial
revenue. They regurded “itas the most hopeful means of
bringing about the improvement which™ was <‘desirable m
tl.le quality of the salt, and of giving to the Mudras Pre-
sidency the share in the trade for the supply of othet
patts of India and of Burma and adjacent countries whicl
its natural advantages und geographical situation should
enable it to command.””t A change was made in certain
factories on the strength of the recommendation, but
it was soon found that none of the anticipated results en-
sued, and some of the fuctories reverted to the monopoly
system, while in the case of others extensions were insti-
tuted under what is known ax the modified exeise system,
under which the licensee is bound to sell his produce or
part of it to Government if notice is given him before
a fixed date.

~ 172. Another featurce in the history of this period was
the development in Bowbay of a system of grading the
salt by passing it through sieves in order to take advant-
age of the fact that, the duty being levied by the weight
and the sale in Southern India heing by the measure, the
salt that gives the greatest number of measures for a given
weight is that which yields the largest profits in the retail
market. The development of this process led on the one
hand to the extensive invasion of the Madras market, with
the consequent danger of factories on that side having to
be closed and the labour in them put out of employ,
and on the other to the fact that, since stocks of graded
salt were seldom carried over from season to season, there
was a danger of shortage in the Bombay factories, which

¢ Report on Salt Manageme-ﬁt in Bombay by Mr. W. G. Pedder, page 14,
1 Report of the Madras Salt Comuwission, 1876, paragraph 559.
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sold three-fifths of their produce outside the Presidency.
These and other circumstances led to the appointment
of the Salt Committee of 1903-04, who, while divided
in their opinion as to any radical change, were unanunous
in recommending that steps should be taken, when new
factories were erected or old Government lands given on
fresh leases, for the adoption of licensing on the modilied
excise plan to enable the Government to secure more com-
mand over stocks and prices. This recommendation has
not been carried into effect.

173. The last stage of the history is concerned with
the War and the events following it. Bengal and Burma,
which were mainly dependent on imported supplies, were
to a large extent cut off from them. Drices rose, some-
times to a fabulous figure, and a salt famine was threat-
ened. The Northern India sources were unable to supply
them becattse of the shortage of railway stock, which even
gave rise to difficultics in supplying their ordinary
markets. The Bombay factories did little in the way of
expanding their output. It was left to the factories n
Madras and to the local manufacturers m Burma to
make up the deficits. In both cases a very large increasc
in output was secured, but 1t was secured at a serious
loss to the manufacturers, who found themselves, when
umports recommenced, unablc to compete ‘owing to differ-
ences in qualities of salt, .hlgh rates of freight and certain
other handicaps which will be mentioned later.

174. The above brief sketeh of the history of the salt
revenue system shows how it comes about that 35 per
cent of India’s needs Is produced by or for sale to
Government, 30 per cent is imported and another 35 per
cont is manufactured by licensees subject to a payment
of excise.

175. The sources al which salt 1s produced for sale
by Government are the Khewra mines 1)n _the Punjab, the
Sambhar Lake and subsidiary sources i Rajputana, and the
large factory at Kharaghora on the edge of the Lesser
Runn of Cuteh, in addition to which ‘Hnm')c are 'm)%molno-
poly factory for the manufacture of hay '5.11% m 1ontl hay
and a number in Madras. In ‘the areas d(rpon( on_' on
{he first two sources, the practice of theT]com‘l'tlry‘ ls t(;
buy salt by weight and not by measure. e salb Issuec

of uniform quality and it 1s issued

from the sources 18 / .
iy on indents received for 1ssues by

at cost price, genera HOT 1551ES 1)
;ail. T%e s’ys%em has the advantage that 1t facilitates
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farge scale production, which in the case of salt conduces
greatly to cheapening of cost, that it eliminates the private
prolits of the manufucturers and to some extent that of
thie dealers, and that it enables the Government to regu-
late the supply to meet the demand and to place a reliable
article on the market at cost price plus duty. Nor, 80
far as the Committee are aware, is it open to the objec-
tion o commonly raised in the case of Government enter-
prises that they are expensive and badly managed. The
department has o reputation for cheapness and efficiency.
This is true also in o great measure of the supply from
Kharaghora, hut in a le® degree of that from what are
known as the monopoly factories in Madras, that is, facto-
ries ab which salt ix manufactired under license for sale
to Government, and to the similur factory in Bombay.
These factorics, if they are to command a sale in a marke!
in which lightness is the chicf desideratum, must adop
the processes of manufacture of the excise licensees with
whom they arve in competition, and if they refain stocks
agalnst a shortage, ave lable to find that in course of time
they arc unsaleable.

176. The arcas which ave chiefly dependent upon inl-
ported salt ave Bengal, Bibar and Assam and a great part
of Burma. Their dependence on this source is due n a
great measwre to the qualily of salt imported, since the
ordinary bay salt, which alone is suitable in a market
that buys by measure, 1s distasteful to consumers who are
used to a white fine-grained article. In addition to this
the importer has the advantage of very low freights,
which result from the fact that the vessels which bring
the salt to India would otherwise have to travel in ballast.
He is able to import his salt in bulk and pays no charge
on account of duty on what may be lost on the voyage
On arrival he is able to put his salt into a bonded ware-
house, and in the case of Bengal he can transfer it from
there to an inland bonded warehouse, and so again defer
payment of duty until he actually issues it on sale. On
the other hand, the Indian manufacturer is handicappe
in his competition in these markets by a limitation on the
tonnage of the vessel in which he may transport, by
regulations regarding transport in bond, by a charge for
duty on losses on the voyage, by high rates of steamer
freight and still higher rates of railway freight, by the
exclusion of salt transported by rail from the bonded
warehouses, which receive only salt imported by sea, and
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by the absence of any inland bonded warehouses for salt
imported by rail. ~ Another serious difficulty is to be found
in the fact that a strong combination of the merchants
in Caleutta is able at one time to prevent any new class of
salt from finding a footing in the Bengal market, at another
to raise the price to the Bengal consumer to a figure
much above what might be expected from free competi-
fion. Similarly in Rangoon the prices are kept at a high
level as long as the imported salt is alone in the market
and fall immediately the monsoon abates and supplies
from the local factories become available.
»

~ In short, the present import arrangements, by open-
mg the markets of the world to Bengal, give the
Bengalees salt of a sort they have learnt in the course of
years to appreciate. On the other hand, they are at times
compelled {o pay for it a price in excess of what is reason-
able. Moreover, so large a dependence on imported
salt results in a danger of shortage of supplies such as
occurred during the War and in discouragement to an

- Indian industry.

177. A considerable part of the arguments bearing on
the comparative merits of the monopoly and excise sys-
tems has been developed in tracing their history, and the
Committee do not propose to repeat it here. Before
summing up their conclusions, however, they think it
desirable to mention two points which have a general bear-
ing on the case. The first point is one that affects any pro-
posal for concentration of manufacture, and consists in
the fact that, both in Madras and in Burma, tlie manufac-
ture of salt is in a large measure a subsidiary industry to
agriculture. Thongh many of the holdings of the licensees
taken by themselves are uncconomic, the mannfacture
takes place in the hot weather and gives employment to
agricultural labourers at a time when there is little work
in the fields. The necessity for such subsidiary employ-
ment is constantly being insisted upon as one of the chief
economic necessities of India, and the existence of an

industry that supplies it is a matter to he taken-seriously

into consideration in any proposals for concentrating
manufacture so as to be able to place 1t on a sounder

footing from a purely commercial point of view.

The second consideration is one relatin'g to the system
of control, and is intimately connected with the question

The excise
system.
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of graﬂing. In Madras, from the earliest times, there has
been in foree an extremely meticulous system of control
and accounts at every stage from the time the salt leaves
the pan till it is sold and removed from the factory. These
processes, x_vhich are perhaps unduly meticulous under
present conditions and under the present rate of duty, are
fully deseribed in the Salt Manual of the province. " Con-
ditions in Bombay are very different.  So long ago as
1856, Mr. Plowden wrote : cT

. “The weak point in the Bombay system of Excise
15, that a sufliciently correct account is not seeured of the
stock of Salt on hand at a given time, at any given place.
_ The produce is not weighed or measure

into store, but is booked up by estimate. Tt is ol)jected
that 1t could not he measured as stored into heaps without
a great imerease of expenditure, and that, even if it were
measured into store, the loss from wastage and other casu-
alties would conslantly vitiate the stoci account. T am
not satisflied of the sufliciency of these objections. In the
Madras Presidency, where the process of manufacturé
{md storage is preeisely similar, the produce is measure

+into heaps of 10 garce, or 1,200 maunds. The heaps In
the Bombay Presidency vary from 200 to 3,000 maunds,
and there seems to he no reason, therefore ’ why, on the
whole, the produce should not he moasured’ into store ab
the Bombay Works with as much facility, and at as smal
a cost, as at the Madras Works, nor should there be any
greater difficulty than at Madras in keeping up the subse-
quent account.”’* The Committee, at thoirninspection of a
Bombay factory in June 1925, found the existing condition
of affairs very much as deseribed ahove. Tach of the
numerous licensees keeps a separate heap for each of his
numerous grades of salt. During the manufacturing
season these are heing constantly added to or deducte

from, and no account is taken except of the quantity sold.
After it the salt is left in heaps of varying sizes, covering
miles of country. There are no fences, and the guarding
arrangements do not appear to be very efficient. The only
account taken of the manufacture of the year is by an
eye estimate, and it is admitted that, for the purpose O

making any accurate comparison of manufacture with
wastages and issues, the accounts are worthless.

* Report to the Government of India by Mr. G. Plowden on the manufacture
and sale of, and tax upon, salt, page 50.
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178. It remains to sum up the comparative merits and
demerits of the two systems. A system of excise will
almost neccessarily involve a measure of freedom
from control hoth in the process of manufacture
and in the character and quality of the product.
This freedom will naturally be exercised by the manufac-
turer to produce an article which will command a ready
sale with the largest possible margin of profit, and except
to the extent that it affects sales, purity will be a
secondary consideration.  The question s, whether such
freedom is compatible with the duty to the consumer of
a Government which imposes a duty of several hundred
per cent on the cost of a necessity of life. It 1s also the
duty of Government under such circumstances to see that
stocks are maintained and that prices are not raised
unduly high, whercas a manufacturer working for private
profit will maturally seck to take advantage of shortages
of stocks and if possible to corner the market. Again,
the system of grading, which is born of the excise system
and fostered by the system of sale by measure, has tended
to check the manufacture in Bombay and Madras of a salt
acceptable to the Caleutta market, which is the first step
towards making India sclf-supporting. On the other
hand, the cost price of salt s so small in comparison with
the duty as to allow of a considerable degree of profiteer-
ing without complaint on the part of the consumer, and
the shortages which have occurred have not so far given
rise to a situation comparable in seriousness to that which
resulted from the check on imports during the War. On
the whole the Committee concur with the conclusions of
the Committee of 1903-04 that there is no necessity for
a radical change, but that it is desivable to take measures
for securing more control over stocks and prices by giving
Government an option of purchase whenever leases are
renewed or new leases given. To this they would add
a recommendation that, when both sets of factories come
under the control of the Central Board of Revenue, steps

should be taken to introduce into Bombay a system of
store similar to that in force in- Madras,

h more accurate and complete system
of accounts, and that there should be made an enqu.iry
into the possibility of improving the system of fencing
and guarding n the Bombay factories. :

179. To sum up, the Committee are of opinion that th’e
uction in Northern India and the system
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of manufacture at Kharaghora result in the suppy of
salt of good quality at a reasonable price, and that the
arrangements for sale are cheap and satisfactory.  The
obstacles to the supply of Indian salt to Bengal lie in—

(2) the long land jowrney from the monopoly
sources of the north;
(b) the handicaps on teansport from Bomhay and
Madras; and )
(c) the fact that the quality of salt whieh is con-
sumed in Bombay and Madras is not aceept-
1 able to Bencal and Burna,
To remedy these defeets the Committee are of opinion
that an enquiry should he made as to the extent to which
the handicaps on the Indian manufacturer can he removed
by removing the limitation on the tonnage of the vessel
and by madifying and making wniform in hoth provinces
the regulations regarding transport in hond and the charge
of 'duty fqr .lossos on the voyage, by examining the pOSSi‘
]”1“'.}’ of giving lower rates of vailway freight for salt load-
ed I retwning coal wagons and b\,"'oponin(_{ Inlnne
1)0Hdpd warchouses for salt imported l)); rail.  Tn addition
to this they consider that every encouragement should be
given to the manufacture in these provinces of salt suit-
able for consumption in Bengaly and that among the means
adopted to that end should he the piunoori}q of such
manufacture by Government, the leasing of (Government
pans to ecapitalists who are prepared ta develop such
manufacture, and the grant of an allowance to the loca
manufacturer of a sum equal to the cost to which the
licensee is put by reason of Government control. They
further consider that it is desirable that India should be
made self-supporting in the matter of salt supply, if this
end can be secured by the granting of a strictly tempo”
rary advantage to the local manufacturer, whether by way
of rebate of duty or of a differential duty on imports, 0T
both, and that an enquiry should be made into this &SP?Ct
of the question by the Tariff Board. In order to modify
to some extent the defeetive operation of the excise 8Yys-
tem, they would further recommend—

(a) that, in places where manufacture by petty
licensees s incvitable, leases of Govel‘nt_rlf’nt
pans should on renewal be given on condition
of sale of the whole or part of the produce to
Government,if demanded hefore a fixed date
in each year;
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(b) that excise licensees should when practicable be
offered the option of sale to Government;
and

(c) that new factories should not be made over to
small holders.

Dr. Paranjpye considers that the aim of Govermment
policy should be to make salt manufacture a monopoly
m the hands of the Government and that no new steps
should be taken that would militate against the attaimnent
of this aim.

180, It remains to consider the arrangements made for
the issue of salt free of duty for use in industries and
agriculture. Qo far as the 1ssues for textile and other
mdustries go, the Committee have examined the rules in
foree in different provinces and find them satisfactory.
In the case of agriculture, rules have been issued in Bom-
bay, which hppear to be on the right lines, and the Commit-
tee would suggest that they should be extended to other
provinces. There remain the duty-free issues for the pur-
pose of fish-curing, whieh scem to he open to criticism from
two points of view. In the first place the duty on salt
is a duty on an article of food. Tt is probable that only
a proportion of the salt issued for fish-curing actually
passes into consumption with the fish, but in so far as it
does so, theve appears to be no ground of principle on
which the duty-free issue of this salt can be justified when
the person who consumes other articles of food and takes
salt with them pays duty on all the salt that he consumnies.
Against this somewhat theoretical argument has to be con-
sidercd the practical fact that the salt is added to the fish
as much for the purposes of preservation as for consump-
tion and that the effect of the concession has been to ren-
der availuble for supply to the people a large amount of
foodstuff that would not otherwise have been preserved.
This was a matier of grave importance at @ time when the
duty stood at Rs. 2-8-0 and the value of the rupee in
relation to foodstuffs was much higher than 1t 1s at @he
present day. The other criticism 13 that this exemption
tends to be partial in its operation. Of the nine provinces
of India only five have any consxder:}hlc extent of coast
line. Of the five, two enjoy the mam advantage of the
concession. Of the two, Madras and Bombay, the issues In
Madras are three and a half times as large as they are
the ease of Bombay. These differences arel ungoub_ted-lyl'
largely a matter of history and recult from the Provincia
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administration of an Imperial tax.  On the whole, it seems
to the Committee that it is desirable that the concession
should be continued so long as it docs not involve, as it
has sometimes done in the past, any cost to the Tmperial
Government in excess of the actual duty remitted. At
the same time it scems that it iy essential that, subject
to this condition, the concession should he extended to
all provinees, provided satisfactory administrative arrange-
ments can be devised, and should not be confined as at
Frescnt to sea fish or to curing establishments on the coast
ine.

~ Corron Pieck-goons.

181, Of the central exeises the next in importance after
the salt tax is that upon cofton picee-goods. This tax
18 one which calls for examination from two points of
view, firstly, on its merits, and sceondly, in the light of
its history. k

182. From one point of view, viz., that of the con-
sumer,‘lt.m a better tax than that on salt, inasmuch as he
can within certain limits  veduee consumption without
injury to health, and has in fact heen doing so in a marked
degre;e i recent years.  When taken in combination with
the import duties on cotton goods, the tax to a great
moasu'rc_satisﬁes the conditions tid down by the Fiscal
Cmpmxssxon for an excise. The duty is collected on accounts
mantained at the mills with a minimum of cost or inter-
fergnce with the processes of the industry; and if they s0
flesn'e it, the mill owners can pay it on issues from bond
instead  of on manufacture. In combination with the
import duty on imported goods it affects practically all
classes of the Indian population; and inasmuch as the
mmport duty, which applies chielly to goods of the finer
qualities, 1s much higﬁer than the excise duty, which
applies to the coarser goods, the bulk of which are made
in this country, while the coarsest of all which are made
mn hand-looms are free of duty, there is an element of
graduation. On the other hand, it may he mentioned that
the corresponding tax in Egypt has recently been removed,
and that that which is understood to be still in force in
Japan has been condemned by the Taxation Commission
of 1920-22.

183. It has been contended with much insistence,
especially during the last year, that the tax has had an in-

Jurious effect upon the cotton industry in this country and
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hasbeenlargely responsible for the losses which have recent-
ly been sustained. There can be litile question that as a
matter of history, over a period during the greater part of
which the duty has been in operation, the industry has
developed greatly and that it has had periods of very
great prosperity. The first mills were built in the fifties
of the last century, and by 1880, 58 mills were in opera-
tion. By 1896 their number had risen to 167 and by
1923 to 323. 1In the last quarter of a century the number
of spindles has increased from 4,945,783 1o 7,927,938,
and the production of yarn from 512,385,000 to
705,488,000. pounds. While the growth of spinning has
been comparatively slow, the inercase in the weaving
branch of the industry has been very great. In 1900,
40,124 looms were in operation, produeiny 341,177,000
yards of cloth, while in 1923 there were 144,794 looms
with a praduction of 1,725,218,000 yards. The capital
invested has increased meanwhile from 13% to 43 crores,
and the dividends distributed during the eight years ending
1922 amounted to over H0 crores. Even as late as 1923,
the last year for which complete figures arve available, 60
mills out of 91 quoted in the stock and share lists issued
dividends amounting on the average to 31.86 per cent on
the paid-up capital.

On the other hand, the price of cotton all the world
over is now exceedingly high, the price of cloth has
outstripped the purchasing power of the people, and this
has resulted in a large decrease in consumption. As a
result of this and other causes there has been a period of
over-production of textiles all the world over, and this
has been specially pronounqed in India where the
potential output of coarse piece-goods is mow 2,000
million yards as against less than 1,200 mlllloqs less than
ten years ago. China is another country in which produc-
tion has increased, and this has resulted in the loss by
India of a large market. Japan is another and is alleged
to have been enabled to increase its hold on the Indian
market as a result of cheap labour, longer hours of work-
ing, double shifts, with a resultant reduction of overhead
charges, cheap freights, bounties, a falling exchange, and
a command of the home market which enables it to sell
goods in India at less than they cost to produce here.

184. The arguments advanced n support of the con-
tention that the duty is injurious to the industry may be
reduced to three : first, that the protection afforded by the
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tavifl’ iy inadequate; second, that the industry is heavily
burdened by other taxes; and third, that the tax is a tax
on production, ;

The question of protection is a question for the Tariff
B(,»;u'(l, and the degree of protection to he given is a matler
mdependent of the propricty or otherwise of the exeise
daty.  So Tar, however, as figures are at present available,
they seem to indieate that the competition of Japan is
chiefly with Lancashire, and that, in the ease of voods
produced m the Indian mills, there has so far heen no
large mvasion of the market.

. The other taxes on the industry about which complaint
15 made are, first, the eustoms dutics on machinery and
materials uxed in the mills, ad seeond, the municipal
taxes in the eity of Bombay.  Ax regards the first of these
taxes, the rate on machinery is only 2% per cent, and
action has been taken in the Financee Act of 1925 to apply
the same low rate to reeds and shuttles and similar articles.
As 1'(‘:Qz11'(1s the municipal taxes in the city of Bombay, the
question is one for examination under the head of local
taxation. It is clear that, if on revenue grounds a general

cexeise duty is desirable, it would not be proper to reduce

1t beeawse of high local rates in a particular arca.

Tlm_'v remaing the argument that the tax ix a tax on
production. It ix urged that no other industry is burdened
with such a tax, that the tax represents a tax of 5 per cent
on the paid-up capital, that it has to be paid whether there
15 a profit or not, and that, if it had not been levied in 1923,
the recorded loss of the mills in the Bomnbay Island of 117
lakhs of rupees would have heen reduced to 17 lakhs.
This last argument is clearly hased on a wrong assumption,
nawely, that the whole of the cotton excise duties was
paid by the mills which made the loss. It has been seen
above. that two-thirds of the mills paid dividends in the
year in question at an average rate of 32 per cent. 1If
they paid two-thirds of the excise duty, then the amount
available to he set off agaimst the loss of those that worked
at a loss would be, not 100 lakhs, but 33% lakhs.

- Asregards the case as a whole, there is probably some
clement of truth in the contention that, if the exeige duty
were abolished, this industry would benefit, if it is to be
assumed that the customs duty on all grades of imported
cloth is to remain at 11 per cent. The degree of protection
afforded to the Indian manufacturer would thereby be

‘.

“and which on a hroad v
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increased from 7% per cent to 11 per cent in 'H.l(‘ classes of
goods in which he has to meet severe competition from the
foreigner, since he would be able to demand ‘the same
price for his products, while the cost of production would
he reduced by the amount of the excise. The Coml}m.oo
understand, however, that the competition of the foreigner
with the goods made in the Indian mills, with one excep-
tion, that of sheetings, 1s comparatively amall. [p th.u
case of other classes of goods, therefore, the.pr%co 18
determined hy the conditions prevailing in India itself,
in which the main factors arc the cost of production, the
mtensity of internal competition and the purchasing power
of the consuming masses. In such circumstances the tax
must be hotrne ni:\‘inlv hy the consumer, inasmuch as com-
petition will impose the same limits of profit or loss to the
mannfacturer whether the tax is in existence ov not. The
chief advantage which the manufacturer might veap by
the abolition of the duty would be due to the poss!l)le
stimulation of demand owing to the reduction ofqg)rlce,
hut the offcct in this direction of a reduetion of 3% per

cent is not likely to he profmmd.

185. The genesis and carlicr history of the tax is a fac-
tor which cannot be disregarded in estimating its merits,
and it must he confessed that the civeumstances under

which it was originally imposed and adhered to in spite of

public opinion and of the opposition of the Government

of India has created a volume of hostility whlchl tlmle
and changed circumstances have m mno way abated,
jow must seviously impair the
merits of the tax.

Tts history, which has been fully recorded .in the re-
port of the TFiscal Commission, falls m.ng_fhl:v into three
stages.  From 1875 to 1882 the question in issue was
whether it was legitimate that the Indian tariff, which
was imposed for revenue purposes, should tax .Enghsh
cotton manufactures imported into-Tndia.  This stage
ended with the aholition in 1882 of the general import

tariff. The second. stage hegan with the revival of the

general tariff in 1894, when, as a result of prosmn‘(]\,‘ from
' 1 [ 5 per cent, corresponding to
England, an excise duty of 5 per cent, co ‘ .]_'t . Lo
the duty imposed on imported goods, was first mmposec
on Indian yarns of counts above twentics, the ohject
being to impose a countervmhng duty on both the varn
and the cloth which competed with imported goods.  In
1896 this was changed into an excise duty on cloth, the rate
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l\)ﬁl;rilcghl (zgtllced to. 52 per‘cent, and the duty on coarser cloths
viheh did not really compete with Lancashire was thus
first mposed. At the same time the import duty was
reduced to the same level us the excise duty. This period
of equal duties continued till 1917. The third period
one of differential duties, began in that year with thé
raising of the import duty on cloth to 74 per cent. It
was raised again in 1921 to 11 per centz. In 1922 an
mport duty of 5 per cent was imposed on yarn and a
proposal to raise the cxeise duty to 7% per cent was
ljcljectu'l. The local trade has thus since 1921 enjoyed
{)lll(ot;cil(on( }0 rt:h.e oxu‘rr.]% (_)‘F 75 per cent on cloth, while in
f yarn there is o difference since 1922 of 5
per cent. 'Thc whole case was meanwhile under review
by the. Indian Fiscal C'ommission. That body were unani-
mous in recommending that the duty should be abolished,
(Z,L}?(fiowil]l]e thp recommendation of the minority ended
e, the major sidere : i

been taken u]) “I‘L(?ivion'\t]}(lh-'l:](.l L)}'l"lt’ after .uctu.)n‘ had thus
. n the slate™, the matter should be
examined de novo from the point of view, first, of protec-
tion, and sm}ond, of revenue. 1In oth’or w,ordé their
g((‘,\c‘();rlnno‘ndutlon'w;xs that the Tariff Board should consi-
Of‘theloili?lhoqt:f 1‘mqorlt duty necessary for the pmtoctidll
egislotin ;1;(;\{113n210511;?tr,' when that had heen fixed, the
patootiy auouid do crmine whether, in addition to the
futy, a consumption duty was required, and if
so, should impose a suitable rate on local production and

enhance the import duty hy a like amount,

Meanwhile, simultaneously with the introduction of
the first measure of protection in 1916, His Excellency
Lord Hardinge had given an assurance that the excise
duty would he altogether abolished as soon as financial
considerations permitted, and the history of the cotton
duties since 1922 is the history of the offorts of the
Government of India to restore the financial equilibrivm
which had been lost in the aftermath of the W"tr This
pledge has heen repeated since hy more than LOI;P high
official of the Government of India, and as receI{tly ‘a8
August 1925 by His Excellency the Viceroy himself ¥

.18(}. To sum wp: if for revenue reasons a general
eXcIse 18 necessary, an excise duty on loeally manufactured
cotton goods, coupled with an adequate customs duty
:m llmported goods, need not necessarily be condemned
S0 long as the burden on the consumer is not too great,

* Bince the ab : T -
doty has been sns‘;):id‘;?{mge was written, intimation has been received that the
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and is less objectionable than some others, inasmuch ag
it falls on the consumer and not on the producer, and
is collected with a minimum of trouble. It affects the
industry only in so far as it has the result of increasing
the price and reducing consumption, but the Government
of India are pledged to remove it as soon as financial
considerations permit, and therefore it must be classed
by the Committee among the taxes to be abolished, and
when abolished replaced by other sources of revenue.

PETROLEUM.

187. The third of the excises at present in force is one
of 1 anna a gallon on kerosene oil and of 4 annas a
galon on petrol, the corresponding rates of customs duty
being 24 annas and 4 annas. The duties are ecasy to
collect. The former falls on all classes of the popula-
tion, butsmore heavily on those who use considerable
quantities of oil for lighting purposes. The latter 18
partly a tax on transport, but falls principally on the
classes that are sufficiently wealthy to possess or use
motor cars. Some objections have been raised in parti-
cular to the taxation of petrol, but the Committee do
not consider that there is any urgent case for reduction.
In any case, should remission of taxation become possible,
they would give preference to the tax on kerosene.

New Excise DuriEs—SUNDRY SUGGESTIONS.

188. New excise duties are suggested sometimes for the
purpose of restricting consumption, sometimes for the
purpose of preventing a loss of Customs revenue, some-
times for the purpose of creating new sources of revenue.

Those of the former class belong to a later chapter.
Tt is suflicient to mention in passing here the suggestion
that, because India is a sink of the precious metals, an
endeavour should be made to check their unprofitable
use by a consumption tax. This is a point for consider-
ation, if at all, as part of the currency problem.

189. The maintenance of a high revenue tariff may
result in the fostering behind the tariff wall of an industry
which profits at the expense of the consumer and reduces
the Customs revenue. An instance of such a possibility is
found in the case of matches, in connection with which
local factories are springing up under cover of a duty
amounting to 200 per cent. The statistics available to
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the Committee do not indicate that the time for inter-
vention has yet arrived, but the matter is likely to need
examination by an expert body sooner or later, especially
if 1t appears that, as a vesult of the duty, a heavy
burden is being put on the consumer without any corre-
sponding henefit to the Exchequer.

~ 190. Excises for revenue purposes have heen suggested
on candles, tea and coffee, wrated waters, coal, patent
medicines, hetel and tobacco. An excise on candles is
undesirable hecause it would operate mainly only
in Burma, where it is understood they are used largely
in connection with religious ceremonies.  One on tea and
coffee would be difficult to collect, and in the former
case would tend to discourage a habit for the encourage-
ment of which the industry has subjected itself to a cess.
An excise on coal would mnvolve taxing the raw material
of the industry generally and taxing a particular indus-
try which is not at present in a position to bear it. A
provineial tax of this nature would also involve the levy
of a tax by the provinces in which the coal mines are
situated upon their neighbours. On all these grounds
the proposal appears to the Committee to be unsound.
The levy of an excise on betel is a very old proposal,
and has usually been combined with proposals for the
taxqtlon of tobacco, which will be dealt with later.
While, however, it would clearly he undesirable to im-
pose taxation on both at once, such distinction as can
be drawn between them is in favour of betel,
since Indian opinion tends to regard tobacco as the more
harmful luxury. The remaining articles may be dealt
with separately. ‘

/F'RATED WATERS.

191. An excise on zrated waters has been levied in
England and in other Furopean countries and has.recently
been recommended in Japan by the Taxafids Qommission
of 1920-22. The plan of levying it is commenly through
a stamp pasted over the mouth of the bottle. A simple
plan in India would he by a tax on cylinders of carbonic
acid gas issued for this purpose. It would fall largely

on the upper and middle classes. The objections to it.

are that it might drive people who would otherwise avoid
it to the use of impure water and that a multiplication
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of small excises is undesirable. A majorify of the Com-
mittee are of opinion that it may be noted as a compara-
tively unobjectionable way of raising money, but that 1t
should be given a low place in the order of preference.

PareNt MEDICINES.

192. Patent medicines are generally considered a suit-
able subject of taxation, partly for reasons of regulation,
partly because they involve a form of luxury consump-
tion, which is occasionally harmful, and are taxed among
other countries in the United Kingdom, Canada, South
Africa, Italy, France, the United States of America and
Japan, though it is understood that in the last case th_e
abolition of the tax is in contemplation. The tax 1s
usually levied in the shape of a stamp duty and is col-
lected with comparative ease since advertisement 1s an
essential*of the trade. In England the charge of duty ex-
tends to all medicines in which any proprietary right is
claimed, or which are advertised or held out, without
disclosure of the formula, as a cure for any ailment or
disorder incidental to the human body. The adoption of a
definition on these lines would meet one objection taken
to the tax, namely, that it would interfere with the busi-
ness of vaids and hakims. It will be clear that such
interference would only arise in the case of advertised
medicines, and not in that of prescriptions made up for
private patients. A suitable rate for the tax would be 4
annas in the rupee. Its imposition should be accompanied
by the application of a similar definition to imported
patent medicines and an increase in the tariff rate on these
to 50 per cent.

TosAcco.

193. The ahsence of any internal taxation on tobacco 18
ich distinguishes the fiscal system of India
almost every other civilised country 1n the
‘onsiderations which have led 1n o.the.r

SR “selection of tobacco as one of the prinei-
pal subjec 8 for consumption taxation apply with equal
force to India. It is a typical instance of a con-
ventional luxury whose mise goes down to the poorest
classes, and it is an article the consumption of which

a featurqh'wh
from the

" can be varied greatly both in quality and quantity accord-

ing to the means of the consumer. Tis use is also re-
tarded with disfavour by large sections of the people.
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Though anything in the nature of exact statistics is 1n-
possible, there is reason to believe that its use in India
15 even more widespread than in many of the countries
which subject it to taxation. In the Sikh community the
use of tobacco is forbidden. Al other communities use
it in one form or another, without distinction of caste
or creed, and in many parts, without distinction of sex.

194. The taxation of tobacco has been considerved on
numerous oceasions in the past when the need has arisen
for new revenue. But it has always been felt that the
administrative diflicultios of evolving a suitable system
which would bring in a suflicient revenue prevented the
imposition of the tax. The forms in which tobacco 18
consumed range from cigars and cigarettes made up in
European style to forms of tobacco which can hardly be
distinguished from the raw leaf. All forms of manu-
factured tobacco imported from abroad pay a tax, which
is as high in seme cases as 100 per cent ad valorem. In
addition to the imported article, there is a considerable
manufactwre in India of cigars, cigarettes and smoking
tobacco on European lines. To the extent that imported
tobacco is used in these, the article is already subject
to taxation. Of the factories where they arc made the
more 1mportant are up-to-date concerns using power-
driven machinery. Below these come organised facto-
ries employing hand labour, and af a still lower stage
the manufacture of cigars, cheroots and biris is carried
on as a cottage industry. There are also small factories
engaged in making up country tobacco into forms in
which it is smoked by members of the richer classes who
have not taken to European forms of tobacco. But the
great bulk of the fobacco which is consumed in India
is grown in small plots scattered over the country, sub-
jected by the cultivator to a very rough form of curing,
and either consumed by the grower or sold like any

" other form of country produce in the bazaars. It will

Beme of the
poeaible
methods are
stil]
impracticable,

be clear that the chief difficulties which stand-in Yhe
way of tobacco taxation in India are the wholly un-
organised system of production and the fact that, on iis
way to the consumer, the tobgcco does not pass through

any well recognised stage'at'dgg" i¢h an excise duty could
be levied. £

195. The possiblél methods by which tobacco could be

taxed in India are four in number—
(1) a Government monopoly,
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(2) an acreage fee,
(3) a regular excise system, and
(4) a system of licenses.

A Government monopoly in India would be too vast
an undertaking to be considered. A system of taxation
through an acreage fee levied on the oultwqtqr would
have the advantage of simplicity and productivity. But
administrative difficulties render it impossible to recom-
mend this form. The chief dificulty s that, though the
growing of tobacco on a commercial scale 1s concentrat-
ed in a few well defined arcas, the enltivation of to_bacco
for home use and for sale in the local markets 18 ex-
ceedingly scattered. The plols are very frequently a
small fraction of an acre, and though m certain pro-
vinces the land revenue system would probably enable
all cultivation to be reached, in the permanently-settled
areas a speeial staff would be necessary; and in either
case, supervision of culilvation which Is scattered o s0
marked a degree would be expenswe, difficalt and
onerous to the cultivator. Another difficulty 1s that
there are great variations in the yield of tobacco
from a given area, which would render the imposition
of a single acreage rate impossible, while a system
of differing rates would agan involve large expenditure
d an opportunity for oppression
Fven if these difficulties cou}d
be surmounted, unless a similar duty was imposed 1n
Indian States, cultivators in Br}tlsl_l India 'wou}d be at a
serious disadvantage. An objection which has been
raised in the past to an acreage fee system is that 1t
would be regarded as a preach of the land revenue

settlements to impose a special tax on a special crop.

Tt does not seem that any real breach of faith would be in-

so an essential distinction must be drawn
gzgveede,n g,eccaill;rge in the nature of land revenue, which
is meant to fall on the cultivator, and one which Is ex-
pected to be passed on to the consumer. It is doubtful,
however, if the cultivator would appreciate the iﬁéstmc—
tion, and for this reason an acreage duty would pro-

bably excite a*siderable resentment and is not to be
. Jd N
recommended.™ i »;;—

196. There remain the '%ms of ei(;isg and of collect-
ing an indirect excise through a system of licensing. Bot

v considered, but have
e systems have been repeatedly ) )
g;eei\ rzjected, the first, because there was no organised

on supervision am
by subordinate officials.
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industry to which it could be applied, and the second, be-
cause 1t was considered that no system of licensing would
yield a revenue suflicient to make it worth while,  The
position of affairs would appear to have altered in both
these vespeets, i the first place because a considerable
local industry has grown up behind the tariff wall, and in
the second because there is a considerable amount of
actual experience of exeise systems within the limits of
India under which a by no means inconsiderable revenue
is collected.

197. In connection with the first of these points the
tariff has heen increased by successive steps from 5 per
cent on eigars and cigarettes in 1909 to 50 per cent in
1916, 75 per cent in 1921 and to a figure which amounts
I some cases to 100 per cent in 1925.

Among the results has been the practical extinction
Qf imports of cheap cigarettes, a large inerease in the
mport of unmanufactured tobacco for use in cigarette
making, and a large development of the local manufac-
ture of cigarettes, which is estimated to amount to about
4,560 millions per annum.

198. Meanwhile in the city of Bombay a revenue of
4.85 l.ukhs is derived under a system of taxation which has
been in force since 1857 through a town duty of Rs. 7-8-0

a maund levied at bonded warehouses, coupled with a

nominal license fee. In French India, while cultivation and
manufacture and possession are not restricted, the privi-
lege of vend of tobacco is sold by auction under condi-
tions which give each shop a practical monopoly of a
local area. In Portuguese India a customs duty i lgvied
and a license fee charged for wholesale or re ‘
The Committee’s information regarding the im R}
of a tax of the same kind in the Indian States is ine o TSN
but they have received particulars from fifty-eight States
that impose such taxation. The commonest for
import duty, which is coupled in a few cases wiliMugax
on local production, but more often with a system: of k-
censing vend. In two cases complete monopolies are
given. The States that receive the largest revenues from
this source are Trayapcore, Cochin, Nawanagar and
Patiala. In Traganec#® aggd,Cochin, cultivation is pro-
hibited and a dutxiig ried, P the former case on tobacco
entering the State, -

retail shops are sold by auction. In Nawanagar the mono-
poly of the right of collecting duties both on imported

Js an

e in the latter both wholesale and
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and on locally-made tobacco and of selling the same
is sold by auction. The lowest rate of duty for ordinary
tobacco leaves, whether imported or locally produced,
is Rs. 10 per maund, and this rises to Rs. 16 for cleaned,
sifted and sliced tobacco. Couplde with this are rates
of one rupee per thousand for biris, 50 per cent ad valorem
on country-made cigarettes, and 8 annas per pound on
scented tobacco and other special sorts. In Patiala, free

cultivation is permitted, but the cultivator is allowed to

sell his crop only to a licensed vendor and the State 1s
divided into monopoly areas, the sole privilege of vend
in which is sold by auction. The return in revenue under
these systems varies from 2.2 anuas per head in Patiala,
and 3 annas a head in French India to & annas a head m
Nawanagar and 8.1 annas in Travancore. Some idea
may be gained of the possible revenue effects of mtro-
ducing a -similar system into British India when 1t 1s
remembered that one anna per head on the population of
British India would give a revenue of 164 lakhs.

Tt would seem to follow from these ﬁ_g‘ures that, while
there is now a manufacturing trade which could bear a
light excise without hardship, there is also reason to
suppose that the introduction of a hcepsmg system would
not be so unproductive of revenue as it has hitherto been
expected to be.

199. In describing a system on which it would appear
to be practicable to introduce the taxation of tobaceo, it
will be convenient to deal first with tobacco manufactured
in Buropean fashion in regular factories. As has already
been indicated, there are.various grades of factory, the
mostiy

#hortant being the large cigarette factories which
@en established to supply the Indian market.
“Batablishments manufacture cigareties of various
grades and smoking tobacco. Tart of their output con-
sists of gigarettes made wholly of imported tobacco} or
contaifiag a large proportion of such tobacco. Another
part comsists of cheap cigarettes intended for consum_plj
tion by the poorer classes and competing largely with
biris. These are made chiefly of Indian tobacco. Where
the factory is an organised one,cusing power-driven
machinery, there should be gl AR ‘m'levymgTan
excise on its products, based Bn thadigery books. The
rate at which the excise would be levied would no doubt

be fixed after a detailed examination of the conditions

~,
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of the trade. The rate imposed in the case of the better
class cigarettes would have reference to the tariff rates
on mported cigarettes, while the excise duty on the
cheaper cigarettes should be such that it would not ham-
per the factory unduly in competing with biris. Mean-
while the cigar trade has suffered severely owing to the
loss of 1ts overseas markets since the War, and to the levy
of duty in England on the weight, and careful consider-
ation would have to be given to the amount of duty which
the trade could bear.

In the case of the smaller undertakings and those
W.hzch are carried on as cottage industries, it would be
difficult to levy a regular excise without a degree of
supervision which would ahsorb a large proportion of the
proceeds and at the same time hamper the industry. It
may, ho.weve'r, ‘become necessary  to deal with these
undertgkmgg if 1t is found that the excised factories are
prejudiced in competing  with hand-made articles. It
would he well, therefore, that in any legislation imposing
a tobacco duty, power should be taken to levy a fixed
fee hased on the presumed output on all places where
tobacco made up after the fashion of cigars, cigarettes

or pipe or cigarelte tobacco as used in Furope, is manu-
factured by hand.

200. For the taxation of other forms of tobacco, the
o_n]y fpamb]e m.otlmd appears to be to institute a system of
ieensing, leading ultimately to a system of selling the
monopoly Qf retaill vend in speciﬁo‘d areas. A sudden
attempt to introduce at once the full system of a mono-
poly of retail vend might be dangerous. An essential
prohmmary 15 to concentrate the dealing in tobacco. If,
therefore, it is intended to levy a tax on country tobacco
In any area (z_qu the system has the advantage that it can
be introduced in particular areas without beti)nd extended
to the whole of India), the first step should be to 1mpose
a simple license tax with a fixed fee on all retail vendors
of tobacco.  The rates would probably have to vary,
smcee, except in urban areas, there are no special shops
for the sale of tobacco, and it might be advisable to pro-
vide a fee varying roughly with the turnover. At the
same time powey should be taken to forbid the retail sale
of tobacco by any person not holding a license. At this
2’0;1(§§et§et sal}c: olfdtgbacco which has pald a customs or

uty should be i
exc countr}},r should b covered by the same license as that
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After the system of fixed fee licenses had been
in force for some time and the trade in t{obacco
had been brought under some measure of con-
trol. there are various further stages which could be
introduced for the purpose of developing the revenue.
The next stage would be something akin to the system
of French India, the sale of a monopoly of vend by auc-
tion. The Cochin system, which divides licensees into
wholesale and retail and compels the retail licensees to
buy from the wholesale licensees, carries control a stage
further.

The full system, which would be on the lines of that
in force in Patiala, would involve the demarcation of shop
areas and the sale of the monopoly of retail vend within
such areas. It would be necessary to provide a limit
of private possession and to enact that the cultivator
should ory sell to a ]icensed‘monopohst, wholesale or
retail, or to some one licensed to trade in tobacco. At
this stage it would probably become necessary to take
measures to watch the disposal by the culmjato'r of his
crop. Further, the increasing measure pf taxation 1nvol\_fo(l )
in the monopoly system would necessitate the separation
of licenses for the sale of manufactured tobacco which
had already paid customs or excise duty, from that of
country tobacco. The former should continue to be sold
under a fixed fee license, though the same dealer might

hold licenses of both kinds.

This development would bring the taxation of tobacco
almost exactly on a par with that of tari in the provinces
where there is no tree tax, or of pachwai, or of country
spirit in areas where outstills still exist. The system is
not an ideal one, but the experience of areas where
are in force affords a hope that it would

similar systems e ail (
d would bring in a considerable revenue.
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CHAPTER VIII.—TAXES ON CONSUMPTION—
RESTRICTIVE EXCISES.

201. The present chapter relates to exeise duties that
are mmposed with other objeets as well as that of raising
revenue, the commonest of such ohjects being the restric-
tion of consumption of intoxicants, to which considera-
tions  of revenue always give way. The mere fact,
however, that high rates of duty are used as a méans
of reducing consumption of itself results in making
these excises a very powerful engine for the,raising of
revenue. As a consequence, although the Indian peoples
ave among the most sober in the world, and the system
of excise under which they live is one of the most
restrictive in existence, the revenue from excises on
liquors and drugs has, for more than half a century, con-

tributed from 6 to 13 per cent of the total tax revenues
of the country.

202. For a clear understanding of the excises under
discussion, it is desirable to define the articles on which
they are imposed, which do not fall under quite the same

categories as those that are the subject of excises in other
countries,

The most important of these s what is known as
‘country spirit’.  This ig plain spirit distilled in India

from a recognised country spirit hase, generally mahua

or sugar, reduced to a fixed issue strength and excised
at rates which vary with the particular localities to which
it is issued, the cause governing the variation being the
extent of the danger of illicit practices in particular areas.
This spirit is required to be sold at the strengths at which
it is 1ssued, and colouring or flavouring it is prohibited.
A further regulation, which has had widespread effects
from the point of view both of temperance and of revenue,
is the prohibition of possession, otherwise than on
licensed premises or under cover of a permit, of any
quantity in excess of a fixed low limit, generally one
quart. This has the result, among others, of strictly
limiting consumption off the premises.
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’ . s « q
] spirit is ‘fore r’, which
In contrast to couniry spirit is foreign higuor’,

is of two kinds, first, what is imported, and secoud,

what is locally made. The latter category ge%et;lld;,l
wefudes, in addition to locally-wade ummuoz}ﬁj’t(:a lhizh
spirits as whisky, brandy, gin and yum, all 51(9111 b'sw11r»fi!
are in any way sophisticated, and all (;l}ese iquor; el
recently paid duty at the tariff rate. The chaza‘csten;.t e
of ‘foreign liquor’ is that, in contradistinction to “countuy
1 its chi is for tion off the premises,
liquor’, its chief sale is for consump premises,
largely with meals, by persons who follow European,

it of life, the Leenses for “on’ sades in places wheve
habits of life, the licenses for ‘on’ sales m place

rery rigidly restricted.
there are no sueh consumers being very rigidly restric

Forsign
iguor.

Another peeuliarity is that the duty Jlevied on nnporis

goes 1o the Government of India, while ,'thix't‘ Ilta))t;fir;;x_x
the locally-wmade article goes to the Provineial U
ments. L o
The next most important class of mtoixmufni,s mi?;é;
of the country fermented liquors, which are o )(tiw.ol'1 xe ¥
the first being tari ov toddy, or the f)ez-mte'réte&' 3;115 o
cocoanut, palmyra, date or uther paim_ br ;’emucted
sccond, rice beers. Tari is the sap ov juic Cxtrace
either from the stem of the tree or fx(}m 2 spz%t m,f] . .l ;n;
unless measures are taken to prevent it, stavts 1{0 er r:/ titv
practically as it drops into the vessel put to 1 .GC'GIUV i
so that when the pot i tuken down in th«% 1;)(')‘“'1111(};:-2'.;395:
tari is equal in strength to a }Lgilt “)C“_';‘%n,( tins merea:
as the process of fermentation pr?gzeb.ses. R
The other country fermented liguor, Z:th;}h zs&l\nli;(.‘\;‘x
by a great variety of names, 1s made y‘e Izm’ggnbi
Lon of indige%f})lus ﬁm:ltkml%:\?:: toiotiep;)rgwss is as
rice or millet. e first produce of U Jrocess 18 b
strong as whisky, and it 1s somebimes Fhun - in $his con-
dgtioli E}Lyut, mm)'/e commonly, x‘t is largely d!‘lflt;’;j gfj?ﬂ
consumption. This liquor 1s 10 eonn‘ml)jn) u:(‘ 1 B
and Assam and over a large part of engal, lllv R
found in ‘various other parts of India, generaily g
the lill ranges. _ _ 5
Hemp dgrugs are consunied i three fOI’?I?:: \v}lxit;}:
contain varying percentages of the zthzvetl‘)unctgehow_er;
prineiple is found in a resin which collecéb on o flower
g heads of the female plants of the Cannubis ,

if they are not fertilised by male plants. Charas, the

\ esin collected
& drug, consists of the re (
strongest form of th g s, Gunin, the

. fferent
almost pure by it e, ranje, | U
communezt, kind, consists of the whole flowering head

Turi,

Kice beexs. -

Hewp drugs.
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pressed or rolled together, so that the resin makes it
adhere. Ganja varies considerably in steength with the
variety of the plant and the method of  preparation.
Bhang should rightly be the powdered leal and flower
of the wild plant, and should contain very little of the
intoxicating principle, inasmuch as, the female plant
having heen fertilised, the resin should be little in
evidence.  But it will he obvious that, if the male plants
are rooted up or even thinned out partially, there may
result a state of affairs under which bhang contains quite
a large proportion of the intoxicating element.

Opium is the inspissated juice of the poppy, which is
collected from cuts in the capsules and made up into
cakes of a uniform consistency in a Government factory.

208. The history of excise in India is one of numerous
experiments and enquiries, of which the three principal
were those of the Royal Commission on Opinmt of 1893,
the Hemp Drugs Commission of 1894 and the Indian
Excise Committee of 1905-06. The details of the deve-
lopment vary so much from time to time and from
provinee to province that it is impossible in a brief space
bo give anything like a comprehensive account of them.
It will perhaps be sufficient for the present purpose to
indicate the objects sought to bhe achieved and the
principle means hy which they have been brought about.
The objective is the reduction of harmful consumption
of licit or illicit intoxicants, and the means pursued, 1n
the case of the former, the steady pressure of increasing
taxation coupled with a continuous reduction in the
fucilities for obtaining intoxicants, and in that of the
latter, the steady pressure of preventive measures of
increasing efficiency.

204. Starting from the farming system, which the
British Government inherited from their predecessors, the
chief means by which control and reduction of consuinp-

tion has been sought to be achieved may be stated to be

four, namely, concentration of production with a view to
control, separation of the privileges of manufacture and
vend, reduction of vend areas, and limitation of the num-

ber of places of sale, the hours of sale and the strength
of the intoxicants.

205. In the case of country spirits, under the farming
system the farmer purchased for a lump sum the right to
set up as many places of combined manufacture and vend
as he found profitable. In the profitable areas he sold
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as much as he could; the out-of-the-way tracts he left
to the illicit distiller, so that the system was calplglatcd
to sccure a maximum of consumption and a mmnnun;
of revenue. The first step towards securing control o
production, which consisted in levying a charge based
on the size of the still or the size and the number of the
fermenting vats, was ineffectual, and no real control .'wu‘s
sccured until manufacture was concentrated by bring-
ing all the distillers into Government compounds km‘)wnr
as sadar distilleries, where a rough and ready process oli
mposition of a direct duty on the liquor was omploye(‘.
As these distilleries developed, the larger men got more
and more of the business into their own hands until n
many cases they were able to set up 'pl'actl(/zzx? nl(ln‘llol—.
polies, using larger and more cfficient stllls.. Mcaﬁn\‘v 1}1 ¢,
the distillation of spivit was also developing  as '1L‘1 Y-
product of the growing industry of sugar l'ohmn‘g. . 1;{.\;,
the next stage 1n the development was one of sing ((Uls—
tilleries capable of supplying large areas. At this stat‘,(/,
the difficulties common to any attempt to combine frce
competition with control of a trade began to m.a-mffst‘
themselves in attempts to secure and hold particu fu—
shops, coupled with alternations of cut-throat competl
tion and combinations to raise prices. Of the various
means adopted to deal with this difficulty, the one wlucl[}
has been most commonly accepted, as a result o
the recommendations of the Hxcise Committec lof
1905-06, was that of contract supply, under W]llC{l tm‘
private distiller using his own premises or a Con'téldcttlm
using a Government distillery makes a COTltl_act with irlii
Government to supply for a term of yeal s 4 pure s%en
at fixed strengths to all retail shopkeepers in a gl o
ares at a fixed contract price, to which the Gove1.n1({1(1,1_1;
add the duty, and the 1'etail vendor, w.ho hu,ls :-ie('ilu‘?ri-].:‘ls
privilege of vend under eiveumstances to )-( (flsc hed
hereafter, adds a sum suflicient to recoup ll.lb. ﬁl}uy dof
yield him a profit. Thus, the systemn 1s really one
managed monopoly.

206. Parallel to these efforts in the matter ()f} G({}ll'ir()l
of production, and intimately connected up ‘\\1t1 1 1;:1(1),1
there was proceeding a process of hmltgtio? and cotn‘ ol
of the agencies for vend. These hegan with .alkms ex c_nt
g to whole districts. These farms were ln(_) en up into
farms for tahsils, and later for groups of villages, until
finally there was attained a system of sale by single shops.

Liwmitation of
places of
vend,
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Meanwhile, the system of supply to holders of shops had
been gradually developed from one of direct connection
with the producer to one under which the shopkeeper
had no concern with him except to obtain liquor at a tixed
strength and price from the particular wholesale depot
to which his shop was attached.

207. The method of disposal of licenses is one over
which great controversies have raged.  The Exeise Com-
mittee of 1905-06, after an exhaustive examination of the
subject, found that of the systems tried up to that time the
system of auctions, which had heen commended in some
quarters by temperance reformers, was the most effective
for securing the Government dues and preventing fraud
and chicanery and the establishment of vested interests,
but they recommended cautious experiment with a system
of‘ §urcharge, under which the amount paid for the
privilege of vend depended on the quantity sold. Sinee
they reported, experiments  with systems  of fixed fees
have established the correctness of their condemnation of
that system. A system of surcharge, but on a sliding
scale so arranged that for each unit of quantity issued to
a particular shop the percentage of profit accruing to the
vendor 1s less than that on the previous unit, has shown
itself successful from both the temperance and the revenue
points of view, where it has heen worked with serupulous

care under the control of a highly efficient staff, though -

there is evidence to show that where this is wanting the
system 1s open to ubuse. The rationing system is a purely
temperance measure, and its success depends upon the
assumption that the shopkeeper, being rationed himself,
will ration his customers. Experience alone will show
whether it is possible to develop it, as is the intention,
into a system of vegistering consumers. Meanwhile, 1t 18
agreed on all sides that its success postulates an effective
preventive staff and that it is unsuited to areas m which
illicit supplies are readily available.

208. Tt may be useful to conclude this review of the
general tendencies of the excise policy by a few figures of
the results. In giving them, however, 1t is important to
note that, owing to the variations of the areas under
different systems, it is extremely difficult to secure an
accurate basis for comparison, and thiat the existence 1mn
practically every province of comparatively minor areas
which are still under less advanced systems 18 apt to cause
any general statistics even for a province to be misleading.
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In the figures that are given below, an attempt has
been made to limit the examination of the question to the
broader issues, and wherever possible, to compare only
like with like.

209. The stages of the development may, for the Ee“:.,fi‘;&?n{‘

present purpose, he divided roughly into three: (1) the
first, a long stage of enquiry and development under the
auspices of Provincial Governments, resuliing in a con-
siderable variety of systems, prior to 1905-06; (2) a stage
of more uniform development on the lines laid down by
the Government of India with reference to the report of
the Committee of 1905-06 from that date to 1919-20:
(3) a stage of intensive restriction, in some cases with
prohibition as the avowed goal, from 1919-20 to date.

210. One of the most important items of the develop- i‘i‘i;‘ of

ment that has been sketched is that of the imposition
of a fixed duty on the consumption and the gradual
development of this more stable element in the taxation
at the expense of the less stable item, the fee for vend.
The following figures compare in the case of country

_spirits, for selected years and for areas which have been

continuously under distillery systems, the average rates of
duty per proof gallon with the proportion borne by direct
taxation to the total yield.

Percentage proportion

Average raty of duty per berne by direct taxation to

proof gallon. {

the total yield.
Province. ) e
1906-07. | 1910-20, | 1923-26. |1906-07.|1919-20 | 1923-24,
M @ | ® W | @ | ® | o
RS, A. P,} RS, A, P.| Re. A, P, |
Bangal ., .. .| 411 0107 2|16 5 2| 6t 85 29
Central Provinces .l 2 8 8] 814 0(1£15 0 45 80 " 62
Panjab ,, ., .| 313 7| 5 8 2 1 0 5 65 59 59
United Provinees. , L] 215 1)1 6 5 411012 0 70 63 T4
Bombay . . .1 89 17 2 1010 3 89 ) 73 66
Sind e ov Ll #1532 71 810 910 96 61 56
Burma ., . 314 6( 6 7 9 9 8 7 83 66 60
Madrss “ ..l ¢10 9} 8 0 0]/ 9 3 0 75 72 82
Bihar and Orissa,. ..] .. 216 1 612 8| .. 63 | 712
Agssm .. o 4 6 5] 416 7 . 62 a1
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In the latter respect the first three places are taken by
Bengal, th(} United Provinces and Bihar and Orissa, the
three provinces in which the sliding scale system is in
force. The remarkable feature of the figures for the
other provinees is that in the Punjab an average duty of
Rs. 14 yields a lower proportion of the total revenue than
one of Rs. 5 in Assam or one of Rs. 9-3-0 in Madras. The
conclusion suggested by such a state of affairs is that
very large sums are paid for the privilege of vend for
some reason that is out of the normal, as that each shop
commands a monopoly of a wide area or that the license
gives cover to extensive illicit sales. These conclusions
find some support in the review hy the Punjab Govern-
ment of the Excise Report for 1923-24, of which the
following are extracts : “‘Hitherto attention has been fixed
on this remarkable reduction in the consumption of lieit
excisable articles. The fact that at the same time the
consumption of iflicit excisable articles has increased at 2
rapid rate has not been sufficiently noticed. Consequently.
there has been a tendency to complacent satisfaction at
the supposed improvement in the habits of the people.
The facts disclosed in the report as to the existence ol
illicit distillation and smuggling indicate that there is less
reason for satisfaction. There is reason to fear,
therefore, that by raising the duty as high as it has been
raised, and by lessening the facilities for the purchase of
all licit excisable articles, the consumption of some O
those articles may actually have been increased. . -
Tt is possible that the duties on the more important of the
excisable articles are now so high that Government 1%
not only not obtaining the highest amount of revenue, bt
the amount consumed is greater than it might be with a
lower duty.”’

On the other hand, it wounld appear that an increase
in the direct duty might with advantage be imposed 1M
Bihar and Orissa and Assam, and that, if the result was
a reduction in the sum paid for the privilege of vend,
that would be all to the good.

211. The next statement compares the total number of
different

country spirit shops in different provinces at

periods and the area and population per shop for the

provinces as a whole and for the districts, vespectively,

in which the one or the other are the highest.

Number of country Avrea per shop in Population per shop.
spirit shops. square miles.
Provinea, T T _'T""—_'—"_—" T ]
Madias 11,451 |6,207 {6,082 12| 23 2t 3,338 6,916 7,004
Bombay .. 9,511 1,880 | 1,631 , 30 40| 48| 6,09t 8570 | 9,816
Sind 203 | 182 126 | 161 | 250 | 275 | 10,959 | 19,302 [ 26,024
Bengal 3,060 [1,13L | 979 | 25| 68 ‘ 78 | 16,576 | 41,175 | 47,696
United Provinces | 5,58 | 4,003 2,615 | 19| 27, 41| 8537 11,331 {17,316
Panjab .. 1202 | o6 | 517 | 7+ | 1tt| 186 | 15,795 | 31,169 40,153
Lower Burma .. 121 { 152 ( 155 427 | 425 929,507 | 31,652
Upper Burma .. 361 20 8 1,234 | 1,083 91,930 | 52,699
Central Provinces | 5,270 |3,525 (2,400 | 10| 28| 40| 2,213 3,046 | 5,587
Assam 188 | 187 964 | 265 39,925 | 40,139
Bihar and Orissa. . 1,86¢ 1,729 15| 48 . 18,241 {19,665
| bistie n which i he P I T 1 75Er oy

Provinoe. shop is the dls:l:;?:em pel'lh_hop is the dlp t!xe

highest. b niles. hig hest, istriet.

Madras The Nilgivis .. U “oi5 | Tanjore .. 20,956

Bémbay o Ahmednagar 390 At mednagar 13,000

Bengal oo | Juss01s 146 | Jessore 86,050

k United Provinces. : Almora .. 780 Almora .. 75,714

Punjab Pyt 807 | Robtak .. .. | 110,285

Burwa | Akysab 642 [ Inzein 208,000

Central Provinces. | Dumoh 108 Saugor .. - 12,878

Agsam Kimrup .. 183 Kamrap .. 95,875

Pihar and Origsa. | Puri » 208 ' Cuttack .. 206,500

*It will be seen that in the extreme

respectively nearly 900 squa
persons to a single country sp

%2

cases there are

re miles and over 200,000
irit shop, and that generally
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. . . ' q ‘ -es the average number iy
in the districts named cxtreme reduction in the number 213. The last statement compares the ave T017-18 to production
f sh led with tl 1cti i of cases of illicit distillation for the yecars 191/-1o
ol shops coupled with the restriction of private posses 1991 : 1922-23 ’
sion results in something nearly approaching prohibition. -22 with that for o
. Average for
(ﬁrgg‘f:sze 212. The third statement compares the progress of the Province the yea:s 1023-23.
n . o . . . : . t
and con. FeVenue from country spirits with that of the population : St
Z‘;;?.ﬁ;‘f;& and that of the consumption for different provinces In
the areas under the more advanced systems. 3 Madras .. .. .. 1,435 2,001
| Bombay .. . 570 913
Populution (in thousands). Consumption {ia 1,030 gallonsy* Revenuo (in 1,000 rupsos). Punjub ., .. .. 127 205
—— e United Provinees . 223 403
| j . . RDX
38 |3 | | ¥ oy PR Bihar and Orissa - 828 1,120
BEAIEEA 52,; ggf'\ 5;:51\;13:3 Yontrs OViTICeS . 175 1,245
Province. £58153E) ' ‘38?\%8? ,g_g: §§§ Central Provinees . o
SIS S 3. 3 587
= i - 5 oK r O
FTHLEE ‘é’oég'ﬁ’ngg g5: %%g Total .. 2,553 5,58
18 |3 BESEES 5 |5 | 3 1855E0E 2 | s | 5 |55c)2E3 b - T
> y & B’U,\ @ DU ' 3 9’»:,9‘8’3 s 9 N o I~
8 12 |8 I5sglEs=s 21 20 8 Bhpieidl 2 | & ] & 13.glELE
= - 1 ':u o “i = z ! = ‘&’ov&’ov g ) '22‘ aavao«
. | . d 1] 1 -
) - ""‘*l I e v—»i" —— ,] - »—«-\A___.’ e _ — Tt seems deswable to add here a few quOL‘]’monS'lnus
2 i . . . CRFEY o I Q-
RN ' 56 \ 3 k 9 ‘m n{n e |u |is]|®. trating the signiticance of these latter ﬁguw?‘. It 1s re
“ T corded in Bombay that the cases detected “are gnly a
g - wann N ] RERE v
Madras oo 20048 | 81364 | 82215 | 48 | + 8 | 15 | 2007t 1207 [+ 53 |~ 25 | o0 | 18590 | 18423 78 |— 3 fraction of those that actually oceuwr’”.* In the Central
Bombay .| 19100 | 1339 | 13992 | 4 | — 2 | o0 | amn | s by o | oo | R ) Provinces “‘for one case detected doubtless fifty escape
I el R e i““ + detection’’s+ The ILixcise Administration Report of ‘Lfle
S8ind .. .| 82 23513 | 3970 ol — 96 | ern i N ; 1 .
fn B S8 ) 3200 0wl — 7| 106 | 206 ) 129 410 1~ 40 | 1019 | 2315 | 2419 4128 |+ 6 United Provinces for 1923-24 has thf% following : A
Bengal . [ 10097 [ 16770 | 17072 | £ 4| £ 2| e sos | g | ; careful examination of the reports received from time to
2| €581 505 455 (4 10 |— 10 | 3341 | 62201 8301 'y 86 | 432 fime suggests  that “there- is hardly _any district
United | Pro-1 25223 12550 | 23150 | 48 | 3] 863 | 027 ) 231 |~ 25— g3 | 3047 | ae1 33oa’+ 78 |- 48 where illicit supplies are not supplementing lawful con-
o v | 150 { sumption "% . The serious spread of this
8 3 : — a9 - - * : . . M 7
5119311 $1 4T 02| 7821 154 |4 94|80 | 2308 | o731 | a7 4181 |- 45 offence recelves attention m no less than 31 dlSt(I)‘lCt
| : - review. . . . One
Burma oo 18380 1587 ) 2723 14 1y 9| 3] 43 5| +38) 1931 419 807 l4117 {-+114 l‘eports for thej .year unflel 1ev1ew.f ‘ <o
Comtral B Assistant Commissioner estimates that for every ca
o 5022 3¢ 5092 H 3 ¢ H ' i 3 a >
vjntgzs. ro.- | 5022 | 539 ! 5592 | + 6| -5 o4 oog| 229 | 24 1 — 62 | 4498 | 6733 | 5400 |4 49 |— 18 detected nine gO undetected. HIS COI)C]USIOHS me.boln'e
. . . N . xr 9 . 1-
Assam .. .| .. 5691 6208 | o L) || e . |—as| o | usee| pwes] L |18 oui by district officers an('i by the facts ¥ e 1sleSt
. _ mated elsewhere that the illicit consumption was as large
Bibar & Orissa. | ... | 26810 | o7ut0| .. | 41 7L\ o3| L=l | asaa| oasa| .. [+ as the licit. The Punjab Excise Administration Report
S , i for 1923-24 states: ‘‘Iilicit distillation is now being con-
* Totul issues luve been tuken us the consumption, ducted on a scale and In a manner wihch was not known
+ An sbnormal yenr for Madras. 1t was 1,432 in the previous year and 1,462 in the subsequent year. in the past Althou“’h the num})(’,l' ()f l'illdS ilﬁd ﬂl‘l‘eStS
h . i} :
. - . » s detected
It will be seen that between the first two dates there has greatly increased, the numbel; O.f Ofﬁe;i(gm %nmded
was a general tendency towards increase in the consump- is only a fraction of the total number of Persons engise
31011, wheh, hO_Iwev}er, was much less than the increase in T Report for 1023-2¢ page(;sw'_’w'"m- -
e revenue. g . ¢ Exci dministration Report for ~2%, page b.
¢. In the second period there has been, else- * T?gﬂfgfﬁﬁﬁié Faotee Administration Report for 1923. page 2.

where than in Burma, a marked fall, accompanied in some

cases by a fall in the revenue, in oth :
of the i}r,lcrease. » In others by a retardation
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in these operations.””  As an instance of the gepqml
results, 1t is estimated that the quantity of liquor illicitly
distilled in certain districts in 1923-24 was 54,000 gallons,
while the total lieit consumption in those distriets during
the same year was 79,000 gallons.  An experienced
Commissioner says that “‘the consumption of illicit liquor
is a crying evil. It leads to grave disorders, murders
and outrages of every kind’’. He adds elsewhere :
“Every Sikh village in the Central Punjab resorts to illi-
cit distillation.””  Madras records in the Ceded Districts
““a heavy decrcasc in the consumption of licit liquor,
consequent on the activities of {he non-co-operation agi-
tators™ but adds that “the increase of illicit cases detect-
cd shows that there was probably no reduction in the con-
sumption of liquor. . . Disrespect for law and order
and sympathy with the law-breakers on the part of the
general public are most disquieting features of present-
day conditions, and operate as a heavy handicap to officers
in their attempt to prevent and detect excise offences.”’*
Of Burma an experienced officer says: ‘‘Right along the
raillway line from Rangoon to Moulmein are a series of

hills and you will find that every little gully has an illicit
still.”” ,

It is possible that part of the increa
creased activity on the part of the
conclusion is unavoidable
of temperance require
attendant circumstance
danger of a heavy loss
ing advantage.

se 1s due to in-
excise staff, but the
that progress in the direction
s a full consideration of all the
8, and that there ig g very serious
of revenue with little correspond-

214. In the case of foreign liquor, re
effected by increases in the tariff rate
on the number of shops, especi
sumption on the premises of
The following table illustrates
rate on spirits, the total quant
total number of licenses issue
that were of the nature of
the revenue derived from for

striction has heen
and by restrictions
ally those for sale for con-
herwise than with meals.
for typical years the tariff
ity of spirits imported, the
d, the number out of these
public house licenses, and
eign liquor.

* Madias Excise Administration Report for 1921-22, bage 5.
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Foreign Liguor.

' , 1906-07. 1619-90, 199324,
4 . 21-14-0
Tariff rate on spirits per proof Re. 7 Re, 11~4-0 | Rs ‘
gallon.
; 1,300,219
Total quantity of spirits inport- 1,306,992 1,433,660 s
ed in gallons. ]
Y 111,661
Total quantity of locally-made 54,803 526,312 B
oreign spirits issued in
gallons.
56 4,608
Total number of retail licen- 2,983 3,569 s
8es issued.
H 362
Number out of thege that were | Not available, 413

Publie house licenses,

) 1 6.53
Revenue derived from foreign | Rs, 27,561,442 | Rs. 80,809,365 | Rs. 81,36,0 7
liguor by Liocal Governments*

————

* Includes uty on locally-made foreign liguor and license fecs onjmporied
and locally-made foreign liquor.

215. There are two features of this part of the admlras-
tration that call for attention. The first arises flrorr:i 'tlg
fact that the duty levied at the.qustom houses 1s cre 1 (73'
to the Government of India, while the fees for the privi-
lege of vend are credited to the provinces. Certain pr{z-
vinces, for the sake both of restriction and of reyenu}«l ,
have imposed fees which are based on the sales u;ht e
shops, and in one case cover all imports, lncll}dlgg ; }?fe
by clubs or private indi\(iduals. In otl'ler‘vsr‘or si t;q)e,
have imposed an addition to the tariff lqte.l nd he
opinion of the Committee, if %l'e}tq?fﬁo?lff I;Sé I; ;‘iz(e\zd at

r than that to which 1 sed |
:cfffgsn(l;w\iith the policy of the Govprnment 1of Indg;,—
then it is for the Geovernment of_ India to make an 1t
crease, but the fee for vend, which should_ ag)prc;_mma e
as closely as possible to the real yalue of the 1ce;'1'se},l
should be taken at a fixed rate or in a lump S(lilg'lt'w‘ni :
will not partake of the nature of a direct addition tc
the duty.

iff 'l : do

cond difficulty that has arisen l'ms..to_
Withzh?é xrflgiusfzcture and issue of locally-made imltlgxthns
of imported liquors. The recommendation of the -xc:ig
Committee of 1905-06 was that all these sophisticated
liquors made in India should pay duty at the tariff rate

The tariff
rate.

DiEculties
conueoted
with the
excising of
lceal mana-
factures.

and at the same time be free from the restrictions on trans-

port and possession which form part of the administration
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of country liquor. They further recommended that, in
order to enable each province to secure the duty on its
own consumption, arrangements should be made, wher-
ever there was scope for them, for the opening of bond-
ed warehouses, on issues from which these liquors would
pay duty. Since the Reforms and the large recent in-
creases 1 the tariff rate, these arrangements have broken
down. Duties on locally-made imitations of foreign
liquor have been reduced in several instances and are
now lower than the tariff rates. This has necessitated
the reintroduction of control over transport and posses-
sion, and complex arrangements have had to be made
betw_eer} provinees for the securing of the duty on inter-
provineial issues. The difficulties resulting are far
greater than the importance of the subject warrants.. The
making of these imitation liquors is not a business that is
entitled to protection, and it seems to the (lommittee
that it would be much better to revert to the arrange-
ments under which locally-made imitations of foreign
liquors were treated in the same way as imported liquors
were. They would go further and suggest that, inasmuch
as the root of the difficulty lies in the fact that the duty
on the imported article goes to the Government of India
a‘nd that on the locally-made article to the Provincial
Governments, it would e best, in any rearrangement of
the proceeds of taxation that may be made t?) arrange
that both should be credited to the same h’ead, and so

to put an end to the unhealthy competition that results
from the division. ) '

,217. In the case of country fermented liquors, the
progress towards control has been much less than that in
the case of spirits.  The only method that has been
devised for levying anything approaching a direct tax on
tary consists in requiring the trees which are tapped for
particular shops to be numbered, and levying a tax based
on the average production of each tree tgpped. This
has proved m Madras a useful method of restriction and
a very effective machine for the collection of revenue.
The_ realisations under tari have increased for ten-year
periods as shown below :—

Year, Tree-tax. License fees. Total realisations.
1903-04 RS, (LARHS), Re, (LAKHS), 18, (LAKHS).
~ .. 4318 4717 90-35
1913-14 .. 7951 9147 170-98
1923-24 .. 10502 131-14 236:16
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In Bombay, which originated the system, the pro-
gress has not been on quite the same lines, as will be seen
from the following figures :—

Year. Tree tax. Licenss fees,  Total rcalinations.
g3, (LAKHS). 1S (LAKHS). RS, (LAKHS).
1908~04 .o 975 567 1542
1913-14 .. 1366 694 20'60
1928-24 .. 1887 1827 3684

The Excise Committee of 1905-06 found, from a
scrutiny of the figures then available to them, that if the
statistics were to be-believed, the shopkeepers were pay-
ing increasing sums for the privilege of vending continu-
ally declining quantities of liquor. The figures given
above, which show an increase of 222 per cent in the
sum paid for the privilege of vend, while the payments
of tree tax have advanced by only 90 .per cent,
appear to point to a similar conclusion, and this is con-
firmed by the reports of the Excise Commissioner. The
fact appears to be that a system of this kind can only
be successful when it is worked through the agency of
a considerable staff under the most effective control. It
is mainly for this reason that the trials made of the sys-
tem prior to 1905-06 in Bihar, the Central Provinces and
the United Provinces were unsuccessful. The further
trials made since the Excise Committee of 1905-06 re-
ported have given better results, especially in the Central
Provinces, and the Committee would urge that they be
persisted in wherever there is any considerable consump-
tion of this liquor. The case of Burma differs somewhat
from those of the provinces mentioned above, because it
is complicated by difficulties in dealing with the dhani
palm, in addition to the high cost of the staff. In this
case, the Committee would recommend that the question
be reconsidered on the following lines. In the first
place, an endeavour should be made to introduce the tr(.ae
tax system gradually, beginning with town shops in
Upper Burma, for which a comparatively large number
of trees within a small radius are marked. Once the sys-
tem is established in relation to the town shops, it might
be possible to extend it further afield. In this latter
respect the Committee observe that the Crime Enquiry
Committee have already recommended the with-
drawal of the orders exempting tari from taxation in Upper
Burma outside a rddius of 5 miles of a shop; and they
would suggest the introductiqn of monopolies of vend as
a step towards the introduction of the tree tax system,
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The introduction of this system to the case of the dhani
palm in Lower Burma should wait, at any rate until the
mitial difficulties have heen got over in the case of the
palmyra tree.

It scems to the Committee necessary to press the
desirability of some action towards greater control over
this intoxicant, in view of the fact that every increase in
duty on one class increases the resort to the nearest
alternative available. Nor is evidence wanting of such
increasing resort to tari. Recent reports record a remark-
able increase of consumption in Bombay and a 50 per cent
mmcrease i the number of cases of illicit tapping in Madras.

218. The remark just made applies with even greater
force to the country beers which, as will be seen from the
description already given, afford a ready substitute for
spirit. - One main difficulty in securing adequaté control
o}yer these liquors Ties in the fact that, as made in India,
they will not keep. Tt is understood, however, that
;)_neans have been discovered by which in Japan a similar
lquor 1s made in central breweries and treated in snch
3 way as to acquire the necessary keeping properties.
The Excise Committee of 1905-06 recommended that
experiments should be made on similar lines. It is

understood that such an experiment has now been com-
menced in Burma.

219. The table below illustrates for selected years the
number of shops for the sale of tari and rice beer in

country : . :
tormenieg Gifferent provinces ;—
liguoys,
Number of shops for the retail . Number of shups for the retail sale of
Provi eala of tari, rios beer.
vinee,
— ._.—-/
1906-07. | 1919-20. | 1923-24. | 1906-07. |  1919.20. 192324
Madras . 18,685 10,741 10,531 . °
Bombay .. .. | 1303 1,069 1,076 . o
%md . . 8 6 "y o .
ongal .. .. 629 564 o 1,2 1.208
Bihar and Orissa .. | } 13,661 b "388 "3
Aouar and Origs . . 5‘,709 5.56§ 1,880 353 ?
United Provinees .. '~ 4,351 2,463 2,002 ‘1o
%ﬂﬂjﬂb R .. .. ~ a1 17 I
urma .. .. 885 586 ’ 20
Central Provinees, 1,140 477 Zé}ﬁ 592 366 3 i
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These figures exclude those of tree-foot booths in
Bombay, shops for the sale of unfermented tari in Bengal,
Bihar and Orissa and Assam and home-brewing licenses
in Bengal, Bihar and Orissa and the Punjab. In addi-
tion, there is no restriction on home-brewing in Assam
or on tapping for tari in Upper Burma cxcept within
a radius of 5 miles of the town shops.

220. Restriction and control of hemp drugs hegan with
the Commission of 1894, and in the course of the next
twenty years cultivation has been limited to five areas,
namefy, one near Naugaon in Bengal, another near
Khandwa in the Central Provinces, a third near Ahmed-
nagar in Bombay and a fourth and fifth in the North
Arcot and Guntur distriets of Madras. Meanwhile the
importation of charas has heen brought under stiict
control through bonded warehouses in the Tunjab, and
over the south of India the wild plant, from which bhang
is made, has been rooted out and has disappeared.  In the
north, its growth continues all along the terai as well as n
many of the plains districts.

At an early stage of the control, a difficulty arose in
most cases through the fact that it was not possible to
arrange for the cultivator to sell direct to the lcensed
vendor. Consequently, there grew up groups of middle-
men at the store-houses who secured an undesirable
control over the trade to the detriment hoth of the
grower and of the seller. The cure for this has been
found either in (Government purchase of the evop or in
the introduction of some system of contract supply, but
even the arrangements made on the latter hasis do not
appear to be entirely satisfactory from the complaints
received by the Committee regarding the prices charged
by the co-operative society of ganja growers at Naugaon
to vendors in other provinces. On the \\.'holo, the ar-
rangements for control amount to something so closely
resembling a monopoly that it scems to the Committee
that, if trouble with the middlemen continues, there can
be little objection to making an end of it by converting
the system into a complete monopoly. .

In the case of this drug, the inereases in the direct
duty have been remarkable. In spite of them, consump-
tion has not declined to the. extent that might have heen
expected, and this is reported from more than one pro-
vince to be due to the prohibifive prices - of country
liquor resulting in resort to hemp drugs as an alternative,
The following table illustrates for typical years the rates
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Hemp drugs
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g'o Rete of duty per geer. | Number of shops. Total realisations. .
s = T e ——
Provinoe. s . : O R B . . -
c13 8§19 541218 | 5 |7
slg g s8/8/gls| ¢ 2 4
;112328 88| g g ]
——— e L i —_—
i -
Ry ) RS. . RS, ; ' I us RS. BS.
Madras N 5 176 1 20 636% 408! 42¢ | 4,78,71¢ | 15,26,499 14,87.?
| i
Bowbay Al ; 5| 15 925 571 | 889 | 517 | 4,44,014 f 16,78,961 |19,57,.¢
. & i
flind LE 5| 15 ; 22 5 493{ ?67' 263 | 3,35,262 | 6,31,641 | 9,13
1 o] o t ‘ !
Bengal* .. 5toll] 20 | 20 '2,794“1,5;1’1,530 28,12,081 | 38,32,665 | 41,6808
. . - . l
Ur;nitr?éleﬂwl’w | ato 11‘\. 20 30 to 3»; 3,721 | 3,206 | 2,843 | 19,78,670 .| 33,84,369 35,04:”!
Do. Vg lBto 8 225 3010 3 ? * i
_ ¥ 425 o
Punjab Jg 818 1 40 ; 979 | 328 1 285 | 5,35,251 | 8,93,604 | 12,50
; ( y
Burma, .. . Prohibited
Cent . | . 5 o ‘
e?illea. Pro 1' | 5| 125 25 (1,283 1,109;1,084' 4,48,517 10,24,171‘
Assam . %g A LI T ! 23t | 235i .. $,31,008
Bihar and 9 PALY ‘ |
har 1 [ to 11[12 to 20130 to 40 (1,02 1,481; . 26,03,282
R X i | I | I |
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mposed in the case of ganja and charas, whichever is
most commonly used, the number of shops opened and
the total realisations :— '

. As regards bhang, which is generally regarded as
mnocuous o

. ‘ and 0}){01,9‘5*(] accordingly at vates which vary
fmm. S annas to Rs. 3 a seer, except in the Punjab where
the rate 1s Ixs.. 6, information has reached the Committee
that in some instances at any rate the people of the hills
on which it is grown are quite cognirant of the effccts
of removing the male plant. It scems desirable there-
fore, that samples should he sent periodically for analysis
w1th‘ a view to ensuring that a variety of ganja 18 ot
passing into consumption under the guise of the more
mnocuous drug.

221. Opium was formerly grown in Bengal, Bihar and
Malwa, and to a small extent in the Punjab Hill States,
and was exported from Bombay as well as from Caleutta.
Cultivation and manufacture are now restricted in British
India to the United Provinces, and the Ghazipur factory
also buys a certain amount of opium from Malwa. For

ganja of Nangaon, which is strangér than that prod

—
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, q . Py .
reasons given in the chapter on the Reope of the lu}bll«/fm,‘
the Committee are concerned olrll'."_“".th whal 1y '&10,( H,(())l
consumption in British India. This 18 a I‘m.n{l(-)[;(l):\ *Eu-xll
~duct of the Ghazipur factory except as yegards e =
quantitics from the Punjab Ihll‘Sla.tcs,)wl}:ch J}f} seipal
rately excised for conswmption 1n thl‘llfm’i]'u])'{‘ th;l i(”ul

o table ares for continental India tor typie
lowing table compares for cont e s of cluty
years the quantities issued to shops, the : 7o
and the total realisations :—

-
e ‘
Rate of duty

S

Total realisations.

Consumption (in seers). per seer. B
— R T . B ST T B ] g ‘4"
e E 34 s e R e 5 3
Provinee. e l (;\, ;l; f_; 5 «C s ‘ 5 gl,';
¢ g g5 3.2, 3 | % 5
2 = CRINIE SR N SLE RS S
T ﬁ"‘— : 3 RS,
l { RY. RS. ptiN ) RY. \ RS.
| | ey 94,00,781
L 10 3,997 | 22,657,004 | 24,00,
Madrag |, , 38,356 | 35,618 35,180 10-3 | 37 40 9,1 | 22,57,
| 0912 | 24,86,200 | 21,62,014
Bombay 37,227 | 46,680 | 26,866 I‘ 10 10 45 | 7,82,912 l u4,86,2 l
w 5 1 4,01,561
Bind 9491 | 6524 5858 | 10 | 10 ) 30 1,809,970 \ 4.31,306 x 015
b Abd E St K ) ‘ ‘
y 182 | 24,86,209 | 31,79,285
Bengal 1890 | 41,963 | 39,817 ‘[8‘5 1ol 37 | 41 |¢3,51,682 521,86, 0y |31,
gal .. 81,89 , . plo ' n
i“ 2 40 | 847,566 ' 17,40,365 | 17,92,
United Provin- | 68,865 | 40,843 | 24,128 170 to] 27 A, ‘| “
o ’ | '9.{5 195 | 40 | 7,290,117 | 29,10,663 ' 30,41,818
Punjap . 59,907 | 14,683 | 38.377 | t 58'0 , | e
| : }93,32,227 ' 24,15,8¢
Ceniral Provin- | 65,450 | 37,014 30,433 | 156 | 82 3%0 18,87,658% , , |
s | aoa21 oo 5 | 138,37,125 38,10,161
Assam ’ 9,024 | 36,421 120 zt_o 37 I .’ \ .
) o to 5,1 | 18,97 ,08:
‘ 5 15,192,493 | 18,97,
“Bibar and Or; a9 (31 | 26,165 | 85 to| 32 to | 35 toi i
S IR B " gg5) a7 | 41 | | |
| | L N IR D .
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hieing brought mereas-
ndations adopted by the
these are put forward

999 This is a traffic which 13
ingly under control under recomme
League of Nations, and though o ate pub forar
on grounds that have no concern with the re I‘S ,not
seems desirable to consider whether the -Lunei 11vd..w of
come for so modifying the revenue ql'l'all}giéllzi ‘1 ‘}uﬁhey
make it easy in the future to fit them 1n \V‘xtil .tl:ll
measures of control that are likely to be adopted.

There are five uépects of this question which have

attracted the Committee’s notice—
(1) Tn the first place, the cultivation of the poppy,
though now restricted in British India _mamly to a single
rovince. is carried on there in as many as 29 districts.
bl v . . .
his large dispersal of 1t, coupled with the enormous

temptation to the smuggler which results from the high

The time
appears to
have comne
for the
cloger
regulation
of the
opium
traflio.

The dis-
pereal of
cultiva~

tion,
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rates of dwv i , . . )
mn Bumnmﬁ'\/' ;_“l[m.,\(.([ m-India and the still higher vate
all the <;;'1 nakes it exceedingly difficult 1o vn:urv 1il‘tt
to he v ;l-\l “l“ " :’;'”ll;:'ht into the factory, and it ﬁ(l;ls
cvery desirable to seeur S see
L ; re a larcer ¢ .
cultivation, even if thi a tarder concentration of
R, (l;l(\tt_ nif ;lus vesulls i an inercase in expense
i extion of eultivation aries | 2 mse.
the opiu 0t e o ivation arises in eonhection wit
the opium that is grown in the Punjab Hill 8 with
s mamly grown for jab 1ill States, where
which are used as or the production of poppy heads
4 certain ‘t'“ an article of diet and medieine, but
to the l'm;j‘l[,nn\‘ | f’{} ”i};_‘“ll is also produced and fexued
i Jan, wineh affords a ecov v
- . Do over t N A
t‘;”“ld scem desirable, if i s Ml:(llt.fn;].\mugglmg. It
we manufacture of . o actreable, to suppress
to vive tli(f :l(lli[ll( (Cf “Pl“[m - these Stilt('\" hut [)(I‘l!h':])s‘
Ve anomeoreturn a linnted " o
. ‘ " .
tion of poppy heads. monopoly of the produe-
(2) Tn'd
= 1¢ next place .
the (ihu'/?ipur f‘l(‘t:::cti lzla(( , the Committee observe that
, ae <carrying a stock whieh i
proportion to its pres wrying astock which is out of all
very Targe lod s present issuex and which represents a
P large Joek- ’
. ge doek-up of capital. It scems desirabl .
ground that eultivation should be limite sirable on this
to come. ¢ hmited for some years
153
(3) In the thir ae
to see "‘XDUx'il\lvllt:u:}) 1}:1‘%'.“’ the Committee would like
. . ; Qe ol .
f}z‘?tol'_v mto doses, and thi:nfnlllut]l\mg the opium at the
thine. there i ’ “ three reasons.  For ,
o2, ere I8 o \\”l\‘t(‘ f o 18, fOr one
. ‘ R of labour whe e
vinees, ecach shopkeeper i ur when, ax in some pro-
opitun issued II'\/('PM Is required {o cut up all the
LDt b \.;l»‘ i into portions of a weight ’v,qni\'alcnt
paper. [n(‘[}'w\(‘f two-anna picee and to wrap cach in
a very heavy (]S‘; C,(md. place it is desirable, when such
sumer gets what ';vl 15 unposed, to ensure that the con-
Toon Y d b ¢ avs for. y . .
teration are not unc Pays for, and allegations of adul-
of the opium i /,Omlnon' _In the third place, the 1ssue
\'m“‘“"l(‘ll' Tlm cakes lends itself to the practices of the
heen reject 11(1 proposal is not a new one and it has
the | cjected on previous oceasions on the ground f
+ hygroscopic nature of ' » ground ©
understand, 1 e of the drug.  The Committee
stand, however, that recent enquiri(xs have shown

that 1t w R s
would be quite possible to make it up into pills -

with : T . X
i:}‘&i;: i]gllt[l‘ltl‘l"k]\\lrllf;. xm_:L'chum‘wluch would keep their form
et M l'}w ‘\'(u, 1.\.\'11(\.(1 m corked and sealed bottles.
the \)vl(;lv[]((l) )i](,(,tl()ll to this proposal is the cost.  But the
cost, woul 1,113' f'f:oglt]lﬂ'c as compared with the duty, and
n view of m, iq‘q i ;1‘1t‘.1’nz}kers of medicines find it worth
their, On]\} ) f'-' ut(‘, n sl_lnllar packages articles which are
to the Coum;nit]ti((z I‘Ei?ato Ett}}\so(llllll({yl " th?l D e
least to take up the proposal on a l?exﬁtstivzvzzglle“hlle *

(4) Meanwhile, as will be seen from the table above,

the rates of duty ave tending to an equality, and
ase the reason which hax operatec

evident that in this ¢

to preserve in the case of country xp
varying excises, which obtains nowhere
ho 101}ger operates in the
the time has come when there

excise or mohopoly p
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up e that case. But it is the more necessary hecause,
while the arrangements for dealing with wastage under
present conditions give a ready cover for fraud, the
drug as at present made up loses its properties within
a space of two years. A certain amount of success has
already been achieved in Madras in making the drug up
into cakes somewhat resembling cakes of plug tobacco.
The matter appears to be worth examination by an expert
industrial chemist.

224, The above remarks as regards opium and ganja
have heen contined to continental Indix.  The treatment of
both the drugs in Burma is peculiar. Ganja, though 1t
presents no attraction to the Burmans, is proh’ibith Doth
to them and to all other inhabitants. Opium is permitted
only to non-Burmanx and to Burmans in Lower Burma
lelO _lworc opium consumers before 1893 and were en-
el e s oyl S

g the years 1900—1903. These registered
consumers are required to show proof of their registry
cach time they make a purchase, while an elaborate record
15 kept in the case of non-Burmans also. Purchases
are nmdq n s.hops at which a Government officer sits
szde by sulp with the vendor to wateh the transactions.
U)uplcd_\wtl} these restrictions on the sale is o rate.of
(lllll_V x\_'lnch iy out of all proportion to those ‘in the rest
olf India, bheing ahouL.Rs. 150 a seer. In consequence,
the amount of smuggling is enormous.  Two oflicers put
on spectal duty to enquire into the matter in 1910 esti-
e v than 430 e s & snglo e
he desirability of allowing a s of on cnquH.V_‘m‘ -
i ability ot allowmg a supply of opium to {isher
men and others who were very subjeet to malaria in the
Maungmya township of the Amherst district, revealed
that they have so little difficulty in securing i]lic’it supplies
that over a thousand persons had no hesitation in register-
ing themselves as consumers of opium, although “under
the law they should not have been able to obtain any.
‘R‘ecent exeise reports record seizures of as much as
268,401 tolas. THardly a week passes without the news-
papers recording some sensational discoveries. The inter-
provincial smugglers operating from Northern India via
Calcutta to Burma and back are highly organized and the
local excise forces are quite unable to c%pe with them.
In parts of Burma, it is as much as the lives of the men
are worth to attempt to do so. In the case of ganja, the
drug appears in places to be almost openly grown. The
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seizures in the single year 1921-22 recorded in the ex-
cise report amounted 1o 932,632 tolas, which give for
the Hindu population, which alone conswmes gunju, MOre
than the consumption per head of continental India.
The Excise Commissioner for Burma, himself a Burman,
!las summed up the situation in a letter to a newspaper
in the following terms: ‘“The total prohibition of opium
to new Burmans during the past three decades has failed;
the total prohibition of ganja to Indians has failed; and
the total prohibition of liquor other than tari to Upper
BUI'mans has failed.”” The problem involved is not en-
tirely a fiscal one, nor is it one which the (ommittee have
had time fully to investigate, but the fact that the im-
position of a prohibitive rate of duty in one case and of
actual prohibition in another has resulted in creating

-this gigantic smuggling organization, with the inevitable ac-

companiment of disrespeet for the law, while fl“()\\‘lng{' con-
sumption {6 continue on a scale which is equivalent to the

consumption in provinces where these measures have not

been,, adopted, seems to indicate: the desirability of a
Special enquiry from the point of view both of temperance
and of rvevenue, and generally of law and or_dor, for
which the present arrangements are engendering such
a disrespect. :

In any such enquiry, the Committee would recommend
that one of the terms of reference should relate to{tho
system of licensing of sale of opium in _Bnrma. Under
the present arrangements licenses are given to relected
persons and an endeavour is made to work out, first, a
retail price with reference to the price of smuggled opiim
in the neighbourhood, and second, a who}osule price
which will give the vendor a profit in the'nmghhour}m-od
of Rs. 1,0()0 a year. With him is associated an exclse
officer, who is iaermzmontly attached to the slmp_,_:m(l
who supervises every detail of the vondqr’s transactions.
It is agreed that, if a trustworthy official vendor could
be substituted for these arrangements, there would result
a saving of about half a lakh (_)f rupees a_year. To
persons who have not grown up with it, the w'holo system
has the appearance of an uneasy (_:ompmmlse"l»otweon
an excise for revenuc and restriction to medlqal use,
which is not very successful in securing either aim.

295. Meanwhile, 1t appears to the (‘rommit'tee t]}nt
arrangements are urgently necessary for coping with
inter-provineial smuggling.  An officer was a‘ppomtqd to
go into this matter in 1911, and as a result of is enquiries,

The need for
special -
measures to
deal with
inter-provin-
eial smug-
gling.
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arrangements were organized for the appointment of
provineial officers to deal with the more diflicult cases and
to operate on the railways. These establishments have
since been interchanging information with one another,
but it is clear from the evidence that the arrangements
are still madequate.  Something more is needed to co-
ordinate them, and officers with special qualifications
are required to follow up the inter-provineial smuggler
from provinee to provinee. The  Committee  would
strongly recommend that the matter be enquired into
again and a snmall imperial foree employed capable of
tracing up cases from the places where the opium 18
grown in Malwa or in the Umted Provinees over the rail-
ways to the harbours where it is shipped and landed,
and to the places where it is ultimately consumed.  The
same stafl should deal with the similar extensive smugghng
of ganju, which goes on to a large extent from Madras,
and that of cocaine, which there is reason to helieve
comes into continental India from Burma as well as from

abroad. _ ’ -

226. To sum up, the Committee would recomniénd—

In the case of country spirit, that a system of suppty

through a managed monopoly, such as that of contract.

supply, should be extended wherever possible, that the
rates of duty should be raised in Bihar and Orissa and
Asgun, that, where it is proposed to depart from the
auction system of disposal of licenses, the sliding seale
system appears to be satisfactory if supported by @
sufficiently large and efficient preventive staff, and that
the rationing system to be suecessful requires an efficient
preventive staff, absence of easy facilities for illicit distil-
lation and a certain amount of effective public opinion
n 1ts support.

In the case of foreign liquors, that in licu of vend
fecs being imposed in the shape of additions to the tariff
rate, as is now heing done in certain provinces, a defintte
merease should he made in the tariff itself.

In the case of country:made foreign liquors, that
the tariff rate of duty should be levied and that, to avoid
further difficulties in this connection, arrangements shonld
be made, as part of the division of the proceeds of taxa-
tion, to credit the duty on imported liquor and country-
made foreign liquor to the same head.

In the case of country fermented liquors, that the
tree-tax system should be extended wherever possible,
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monly under rigid and systematip control,. anq that
experiments should be expedited in the dlrectlox: olf
control.

bringing the brewing of country beers under £
The fact that every increase in the rate of duty on spirits
increases the resort to alternative intoxicants makes the
control the more urgently necessary. '

In the case of hemp drugs, that a system of contract
supply or managed monopoly should be introduced where
it does not exist, that enquiries should be made as to
the proportion of the intoxicating principle in the bhang
consmhed and that experiments should be mad;z in
making up ganja in a more uniform and consistent l(()lulr)l.

In the case of opium, that the cultivation should be
restricted, the stock should be reduced, the duty. made
uniform, the auction system abandoned, and experiments
made in making up the drug into pills of a fixed size.

Finally that a special.enquiry should be ingtltuted into
the results”of prohibition of ganja and partial pmhlblri
Mg opium in Burma, and 2 special force employer

to de#with the inter-provincial smuggler. '
| 227. Tt remains to endeavour to make an estimate of
\the place the excise revenue will fill in the finances of the
future. This is a question of which 1t 1s difficult to exag-
gerate the importance, seeing that, with the customs
duty on imports, it represents a total sum of 22f (}rc:ix:es
of rupees, or 14 per cent of the tax revenue ‘o ; n 1::,
while in one province, Bihar and Orissa, 1t leplleser} 8
no less than 40 per cent of the tax revenueé of the p'ltl(:;
vince. It is impossible to make any such estlmatg Wlthe
out touching on the subject of prohibition, r;ot ?r e
purpose of discussing the rights and wrongs of tha

policy, but for that of seeing what will be the cost to

the treasury of enforcing it, totally or by d.egrees. Ain(}:
here the Commitiee would like to emplgasxse that wha
that policy involves is, not only the extinction of t}(lie gzitolse
revenue, hut the effective abolition Qf d?ll.lk an Lugs%
both licit and illicit, and that in the opmion of one 0f
their members who is himself a convinced advocate o‘
prohibition, it is worse than us.oloss to attol,mr;t to ;gmt]ﬁ g
the first objective without taking eﬂ"ectuq steps ¢

same time to securc the sedpnd. .
The direct loss of excise revenue, as has l}gefn seeimci
would he 22 crorves of rupees, a figure which wou

unquestionably advance if no change of policy were made.

As to what it would cost to enforce the law and to deal

The loss of
revenue that
prohibition
would
involve,

The ulti-
mate cost.
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with tho;Qe who broke it, it is possible only to make &
guess. The Committee understand that the cost of the
preventive staff in America, which is likely to be largely
mereased, amounted in 1923 to over 13} crores of
rupees, while the sentences of imprisonment f)assed in the
s}ame year amounted to 2,781 years, and it 1s stated that
{ 1ere are cases accumulated that it would take the present
c}onf‘ts lifty years to try. It would appear, therefore, that
there will have to be added to the cost of the actual pre-
ventive staff a large increase in the expenses of the

administration of the courts and gaols. India has far -

greater facilities for manufacture of intoxicants and
narcotics than America. Every palim tree is a potential
source i)f aleohol; ganju grows wild over l'zn'ge tracts;
g::(e)t\'ti)lt :)efl t]}?(l:gg )}l‘a‘cts the people are habituated to the
grow, e 7)1‘ um poppy; over others again there 18

y a village in which people cannot be found with a
knowledge of the art of distilling with vessels locally avail-

able; in yet others the home-brewing of rice beers is an -

almost universal practice. The Minister respongible in
;);110; pliovmce has named 2 crorves of rupees as the pfobable
Minl_lc’; ?ost Qf effeotn'e‘n?eamn'os of suppression. Another

1ster cstimates that it would be necessary to treble

‘the existing for r : '
existing force. The Bxeise Commissioner in a third

10 1 Ol arag ‘ 4 .
gn ‘tllllrilf]o/)i(ic]axe,s ltl'mt it would requive a standing army-
i o of( 15, anything like real prohibition would involve,
revenue and expense of prevention, a sum that

may be put down at probably not less than 18 per cent

of the whole of the present tax revenues of the country-

t This, however, is a guess at the final cost. In order
to get an 1dea of the cost of the first stage on the way
it may perhaps be useful to examine the effect of the
steps thal have already been taken in the direction of
prohibition, which, especially since the institution of the
Reforms and of energetic action in the direction of pro-

- hibition by Ministers in the various provinces in response

~ there is, in the case of spirits, a total prohibition of sale.

tp public demand, has already gone further than is some-
mmeg }'e.,ahsed. Reference has been made to the total
pl‘Ohll).ltl()l’l.Of ganja in Burma and the partial prohibition
of opium in the same province. A similar policy in
respect.of opium 18 now being extended to Assam, while
charas is prohibited in Madras and Bombay. Meanwhile

%) certain races and tribes such as Burmans in Upper
urma, the Todas and Badagas in the Nilgiris and the
. - v

* based on these lines shows t

* ventive force has not kept pace Wi

1817 ’ ~

Khonds in the Khond Mals; and in certain areas, such as
selected taluks in the Madras Presidency, while in other
areas the restriction of shops, coupled with the increase
of price and the limitation of possession involves practi-
cal pgrohibition to large classes of the population. For
instance in the Punjab generally there is an area of 186
square miles and a population of 40,153 persons to every
country spirit shop, which means that the bulk of the
population must go without or resort to illicit supplies.
Most provinces show similar figures for individual

districts, as has already been llustrated.

It is very difficult to say what has been the effect of
all this action upon the excise revenue, which is notorious-
ly difficult to gauge, because it varies more than
any other item of revenue with the state of the season,
the condifion of trade and the condition of the people
generally. “In addition to this, the sudden and large
enhancements of ‘duty that have recently taken place have
had effects which it is difficult clearly to identify. The
only method that suggests itself of arriving at a result
1s to prolong the curve of increase, which was fzurly. conti-
nuous up to 1920-21, and see how it compares with the
actual results for the years in question. An estimate
hat there was a probable
loss. of revenue of about 4 croves of rupees in 1921-22
when the non-co-operation agitation was at its height,
and that for 1923-24 the revenue was 5.4 crores of
rupees short of what might have been expected under
the earlier policy. These figures are to some extent
confirmed by the declarations in three provinces
of losses already incurred of 39, 50 and 75 lakhs
of rupees, respectively. Meanwhile, the fact cannot
be ignored that the increase in the efficiency of the pre-
th the increased severity
of the law they are expected to enforce. In the words
of an official publication in Madras, throughout the twenty
years from 1883 to 1903, the newly organized and well-
disciplined department deliberately set itself, at a cost
of about 25,000 prosécutions per annum f£o stamp
out excise crime by the strict enforcement of the law,
regardless of the feelings of the community, and in 1903
the Government of Madras could declare with confidence
that there -was comparatively little illicit ‘consgmptlon
of arrack.* An increase of nearly 200 per cent In cases

Fizoise and Temperanee in Madras, page 26,

e,

* D, N, f{rathie:
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of illicit distillation within the last fifteen years, and chiefly

in the last four years, makes it clear that it would be im-
possible to make any such confident declaration at the
present day. Another instance may be eited, namely,
L!mt, in the words of the United Provinees lixeise Conunis-
sioner, “‘present taxation has overstepped the limits of
the consumer’s purse, patience and readiness to obey the
law; and  widespread evasion is the result”.  In the
Punjab, as has been seen, the administration have been
reduced to the device of estimating the illicit consumption,
while 1 Burma the price of illicit opium rules the rate
at which the licit article s sold. 1t is obvious that in
conditions  like these the pursuit of the present policy
will require a very large increase in the cost of the
preventive force if any real decrease in consumption 18
to be secured, and that, as a result, a large addition mustb
be made to the 5.4 crores of rupees of revenue that has
already to be replaced.

The Committee consider it necessary to emphasise
these points of view since it does not appear to be
sufficiently realised in some quarters that the consistent
pursuit of a policy of reul prohibition will involve the
exploitation of cvery alternative source of possible
fevenue,

189

CHAPTER IX.—TAXES ON INCOMES.

Parr I.—GENERAL.

228, The introduction of progressive direct taxation Historical.
o

through a modern income-tax is perhaps the most mport-
ant change of modern times in the Indian  taxation
system,

~ The first income-tax was introduced in 1860 under
the stress of the financial difficultics consequent on the
Mutiny. It was enacted on lines borrowed from Eng-
land; “its legislative provisions were unsuitable to India
and the, administrative machinery required to work so
complicated a tax did not then exist. It remamned in
erge for five years and was succeeded by numerous ex-
Periments in direct taxation in the form of income,
license, and certificate taxes down to 1886. Some of
these measures extended to non-agricultural mcomes
only, while the Acts of 1869-73 resembled the original
Act of 1860 in subjecting to taxation income derived froih
agriculture and agricultural rents.

In 1886 an Income-tax Act.was passed which remain-
ed in force for thirty-two years. This Act applied to
incomes of all kinds other than those derived from agri-
culture. It provided for assessment in watertight com-
partments, and there was no power of calling for a return
of total income. The tax was levied at a flat rate of .
5 ples in the rupee, with a rate of 4 pies for certain
classes of income below Rs. 2,000, The financial stress
of the War made it essential to make the tax more pro-
ductive. In 1916 progression was introduced up to
Rs. 25,000 and in 1917 the nced for further increasing
the yield led to the enactment of the first Super-tax Act.
This, s in England, was in the nature of an additional
income-tax which extended graduation heyond -the point
at which the maximum rate of income-tax became
payable.

It was soon found that difficulties arose in attempting
to assess and collect a progressive income-tax under an
enactment devised for a tax at a flat rate. In 1918 a
pew Income-tax Act was passed, the principal change

<
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being the substitution of assessment on income derived
from all sources for assessment by watertight compart-
ments. The combined rates had now rcached a maxi-
mum of 4 annas in the rupee, or 25 per cent.

During the next four years frequent ¢hanges were
made In the rates, until in 1922 those of the income-tax
ranged from 5 pies on an income of Rs. 2,000 to 18 pies
on an income of Rs. 40,000, while the super-tax rates

were increased and in the case of the largest incomes’

reached a maximum of 6 annas in the rupee on any
excess over % lakhs. The increasing weight of taxation
led to a demand for more accurate assessment, and to

meet this demand, the law was completely revised in Act
XI of 1922,

229, Before the provisions of this Act are discussed, it
15 advisable to indicate the general conditions under which
the problem has heen approached. The last decade has
heen one of constant change. The law has been modern-
ized and its administrative provisions improved and it
is very advisable that for the next few years, attention
should be concentrated on the task of organizing a really
efficient machine for the assessment and collection of
the tax. Great progress has been made in this direction
during the last few years, but much remains to be done.
Not only is the task of accurate assessment one of great
difficulty in the special conditions of India, but it is also
true all the world over that a tax whose justification
lies in its accurate adjustment to personal ability to pay
can only be successful if it is actually so adjusted. The
Committee regard this improvement of the machinery a8
of the first importance and they have, therefore, in mak-
ing their recommendations for changes, refrained from
advocating some which, though justifiable in theory, are
not of sufficient importance to warrant interference ab
the present time with the process of consolidating and
developing the administrative machinery,

230. The present basis of assessment is the income for
the previous year, as compared with the income for the
current year, which was the basis under the Act of 1918,
and the average of three years, which is the basis in
England. The one serious criticism made of the present
arrangements 18 that, while they levy taxes on profits in
every year in which a profit is made, they make inadequate
provision for the setting off of losses against profits of
subsequent years. This is a circumstance for which

’

- ministrative difficultie

great. At the same time t

ik

provision is made in the English law under the
three years average system, and the Royal Com:
mission on the Income-tax, 1920, recommended thqt
a set-off for six years should be allowed if the prev;-
ous year’s profit was adopted as the basis of asseslsrgen .
It is true that a majority of the Australian Roya ; %m;
mission advised against such a set-off being allowed, bu
they did so on grounds with which the Committee qr?
unable to agree. It seems to th?m that the substantlat
justice of the claim to be permxtted to set off (iaré{l‘o
be denied, but they recognise the necessity in 1‘115
conditions for a strict limitation of the concession :am1
for hedging it round with conditions. Their prc;posgm
is that a loss sustained in any one year should be
allowed to be set off against the profits in the next subse-
quent year only, subject to the condition that arﬁy
assessee who claims to have made a loss must prove the
fact by producing his accounts as soon as possible after
the close of the year in which the loss 1s made.

isti -ge of income-tax
. ¢ the existing law the cheu.b ) -
ol y ses or is received

extends to all income which accrues or ari ]
in British India or is deemed so to accrue or arise or, to
be received, but it does not extend to income which
accrues or arises abroad and is not received or deemed
to be received in British India. Moreover, profits and
gaing of a business accruing or arising without Bl‘l'tlih
India are not chargeable even if received or broughtdm )
British India, provided they are not so received of
brought in within three years of the end of the year iln
which they accrued or arose. It has been urged that, ad-
g are experienced in ascertaimng
whether income has actually been received in British
India, and that much fraud occurs, and. it has been sug-
gested that the practice of the United Kingdom Sh?im% be
adopted under which persons resident and domiciled there
are liable, generally speaking, to tax on income aé'ls'mgtgr
accruing abroad, whether or mot 1t is réceive in ; e
Uniited Kingdom. On the other hand, in most of 1?1'
itish Empire the practice is to tax only

arts of the Briti )
Ehe income arising in the country. The Committee,

1 isi i i i8] t of the pre-
while recognising the difficulties arising ou pre
sent law gfloubtgif the loss of revenue is really very
A hey see a prospect of con-
siderable administrative difficulties as well as of diffi-
culties connected with double taxation if such a radical

Incomes of
residents
ariging
abroad,
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change as is proposed were made. On the whole they
consider that it is best to leave things as they are.
Dr. Paranjpye dissents from this view and considers that
there should be provision for the taxation of outside
incomes of persons resident and liable to taxation in
Indu'i masmuch as their whole income and not only the
portion at present taxed determines their ability to pay.

23_2. In the case of non-residents the attention of the
Comngnttoe has been drawn to four cases, that of persons
drawing in other countries pensions that have been
carned in India, that of persons resident out of India
who dr{lw interest on the sterling debt of India, that of
non-resident firms which have agents or branches in
India, and that of the owners of shipping resident in
other'countries who do business with India. A cognate
question is that of refunds to non-resident ass#(’%sees
whose incomes from Indian sources are liable to a rate
less than the maximum.

. 233. In the case of pensions 1t seems to the Com-
mittee appropriate that the eclaims of domicile should
prevail. \

It may be appropriate to deal here with the case of
leave sa.lanes, which, though not on all fours with that
P‘f Jbensions, has sometimes been {reated along with it.
This is a case which has given rise {o a great volume
of orders, which the Committee find it ﬁnpOSSil)]C to
reconeile with one another. These orders are dictated
largely by considerations other than those of taxation,
for which reason the majority of the Committec refrain
from making any recommendation in the matter.
Dr. Paranjpye is of opinion that leave salaries of persons
employed in India acerne in this country and therefore
should in all cases he lable to income-tax, subject, of
fplll*ﬁ@, to the usual provisions regarding double taxa-
ion.

234. The opinion has heen somewhat widely expressed
that India has heen a sufferer heeause Indian income-tax
is not deducted from the interest on sterling loans which
is payable in London. Tt seems nccessary to emphasise
that, in a case where one country horrows from another,
@ho question whether income-tax should he payable on the
nterest paid should he decided by the terms of the loan.
Obviously, if the lenders know that the interest will be
subject to- such a deduction, they. will charge a *higher
rate.  In the case of future loans, therefore, it is clearly
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desirable that there should be a dgﬁnite statement in the
prospectus as to whether Indian income-tax is gomng to

be charged on the interest on the loan or not.

935. Under section 32 (1) of the Income-tax Act,
1922, profits and gains accruing to a non-‘remdent directly
or indirectly through or from any business connection
or property in British India are deemed to be .11'100m<;
accruing or arising within British India. A provision ©
so all-embracing a nature has led to considerable doubt as

to the income which should be taxable.

936. There are two cases which may be distinguish-
ed : those of a selling branch and of a buying branch. In
both cases the most equitable arrangement 18 clearly to
provide that the taxable profit of the branch shall be
neither greater nor less than that which would be charged
in the case of a resident. In the former case, where a
non-residentt maintains a branch in India for the sale of
his goods, the object to be attained would best be secFrﬁd
by the adoption of a provision on the lines of rule 12 of the

English General Rules, which runs as follows :—
ident person 1s chargeable to

““Where a non-resl ' le
income-tax in the name of any branch manager, age b
of any profits or gains arising

factor or receiver in respect a .
from the sale of goods or produce manufactured or pro-

duced out of the United Kingdom by the non-resident
person, the person in whose name the non—re&den(t] person
18 chargeable may, if he thinks fit, apply to the omxg_us-
sioners by whom the assessment 18 made., or in case (; ‘ an
appeal, to the General or Special Commissioners, to mfye
the assessment to income-tax in respect of thos'e- va'o.ltls
or gains made or amended on the basis of the profits which
might reasonably he expected to have heen earned bg IZE
merchant or, where the goods are retailed by or on beha

of the manufacturer or producer, by 2 retailer of .‘.r,he.
goods sold, who had bought from the manufacturer ox
producer direct, and on proof to the satisfaction of the
Commissioners concerned of the amount of the profits
on the basis aforesaid, the assessment chall be made or

amended accordingly.”’

937. The case of a buying agency must be treated on
slightly different lines. The proper method of as.cer.talr}-
h can justly be taxed im India is to

ing the profit whic
Ché:lrde rFot more than the difference between the cost
y ket price f.o.b.,

price of the goods bought and the mar ) '
less the expegses of getting them f.0.b. The equity of

25
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this view is evident from the consideration that a foreign
merchant without an agency or branch in India, who is
clearly not taxable, can get his goods at the f.o.b. price
and no question of Indian taxation will arise. If, there-
fore, he establishes a branch or agency in India, the
maximum profit which can reasonably be charged is the
extra profit he makes by doing so. '
238, The same principle should apply whether the
goods have been subjected to some process-of manu-

facture in India after purchase by the branch or agency

or whether they are exported in the same state as when
they were purchased, but in the former case the actual
cost of manufacture will be an additional deduction in
arriving at the taxable profits of the non-resident.

It appears, however, from certain High Court judg-
ments to which the attention of the Committee has been
drawn, viz., in the cases in re Rogers Pyatt‘ghellac Co.
v. the Secretary of State for India, heard in the Calcutta
High Court, and the Commissioner of Income-tax v.
Messrs. Steel Brothers & Co., heard in the Rangoon High
Court, that the effect of section 42 (1) of the Income-
tax Act and particularly of the words “‘aceruing from
any business connection or property in British India’’
is to impose a very much wider charge on the non-resi-
dent than the Committee have indicated should be the
case, and to tax not only the profit arising from operations
conducted in India, but also the profit arising out of the
sale of the goods abroad. Tt seems to be a very strong
measure to seek to charge profits which neither arise out
of activities carried on in India nor belong to a person
resident in India, and the matter is by no means without
importance in relation to the arrangement for double
income-fax relief which exists between India and the
United Kingdom. Tt is to be borne in mind that under
this arrangement the brunt of the relief is borne by the
Exchequer of the United Kingdom. The moral claim
of the United Kingdam Iixchequer to levy duty in respect
of profits which arise out of sale operations conducted in

~the United Kingdom and which acerue to a resident in

the United Kingdom is unquestionable, and if through
the incident of the establishment of a” buying agency or
branch within their jurisdiction, the Indian Government
take toll of profits neither earned nor belonging to persons
residing within their jurisdiction, the question will arise
whether the British Exchequer can fairly be called upon
to bear the cost of the double income-tax relief.
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N In the view of the Committee the section under ré-
view should be amended so as to limit its operation in

»the manner that has been indicated.

~ 239. Another case of taxatien of the income of non-
residents arises in connection with shipping concerns.
This question has special interest at the present time in
view of the fact that several countries have entered into
reciprocal arrangements under which the profits of a
shipping concern resident in one of the contracting
countries are exempted by the other contracting country
from income-tax in respect of profits earned within its
jurisdiction. The British Finance Act of 1924 contains

‘provisions which practically amount to an invitation to

the Colonies and British Possessions to enter mto simi-
lar arrangements. The Commiitee have considered
whether it js desirable that any action should be taken on
this invitation. If there were any considerable amount
of shipping registered in India, it would be desirable to fall
In with an arrangement whicl is for the common advan-
tage, but in present conditions it is clear that such action
would involve India in considerable loss with no corre-
sponding gain.  In these circumstances, the Committee

are unable to make any recommendation in the matter at.

present.

240. It is understood that, when a non-resident
derives an income from Indian sources which does not
reach the amount at which the maximum rate of income-
tax 1s chargeable, he is entitled to a refund of tax at a
rate equal to the difference between the maximum rate
and the rate applicable to his total income from Indian
sources. This refund is given however large the income
of the non-resident from other sources may be. This
was also the case in England up to 1910. The law avas
changed by the Finance- (1909-10) Act, 1910, and the
privilege is now restricted to British subjects and certain
others, and even in their case the full relief is not given

‘where the claimant has income from other sources not

liable to British income-tax. In the view of the Com-

Profite of
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coneerns.
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mittee there is a good deal 10 be said for the enactment

of a similar provision in India.

241. The question of the exemption limit and that of
allowances for dependants are related to each other and
it seems desirable to consider these iwo questions
together: The exemption limit in most countries bears
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relation to the cost of subsistence.  In India it began at
as low a figure as Rs. 200, from which it was raised suc-
cessively to Rs. 500 in 1886, to Rs. 1,000 in 1903 and to
Rs. 2,000 in 1919. It is thus actually higher than the
exemption limit in the United Kingdom. One of the prin-
cipal reasons for this last increase was the very large
number of assessees falling within the lower range of
mmcome and the small sum realised by including them with-
in the scope of the tax in relation to the trouble and ex-
pense involved in the assessment and collection of the
duty. This is a reason which has gained added force
since the transfer of the work of assessment from the
ordinary district staff to a special Imperial one.

While several witnesses have urged a reduction of the .

exemption limit to a lower figure, others have pressed for
the introduction on English lines of provision for allow-
ances 1n respect of wives, children and dependents. In
this case again an administrative difficulty arises. In
England it is easy to verify the claims made on this
account by reference to registers of births, marriages and
dea}ths. In ¥nd1a these registers are not sufficiently
relable or ur}lve;‘sal to render such an arrangement possi—
ble, and while English experience showsbthat in the
absence of_ safeguards fraud would be likely to be
atten}pted, 1t would he impossible to prevent it in Indian
. conditions without enquiries of an inquisitorial nature.

. Me:.mwl}lle, the circumstances of the two countries
dlffer mm view of the fact that marriage is practically
umversal in India, and the number of bachelors whose
incomes, though below Rs. 2,000, are such that in view
of their greater taxable ability they might reasonably be
called upon to make a direct contribution to the Ex-
chequer is very small.

On the whole, it seems to the Committee that it would
be best under Indian conditions to set off the higher
exemption limit against the absence of allowances in res-
pect of dependents, in other words, to maintaio
the status quo in both matters. ,

Dr. Paranjpye would allow an abatement of Rs. 200
for one wife and Rs. 150 for each minor son or un-
married daughter to a maximum of Rs. 950 provided it
:i“’\réazls.l lglalnlled. He does not consider that any assessee
ot !il‘la ke a-false declaration without being easily found

- The case for abatement will, in his opinion, be
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still stronger if, as is recommended later, the incomes
of husband and wife are aggregated- for the purpose of
determining the rate of tax.

242. The differentiation between earned and unearn-
e¢d income is another idea borrowed from European coun-
tries, the application of which to Indian conditions appears
to the Committee to be premature at present. The rea-
sons underlying such a differentiation appear to bfa, firstly,
that earned income is in its nature more precarious than
income derived from capital, and secondly, that the whple
of an income which is earned is.not available for spending
if, as 1s usually the case, provision has to be made for old
age or for dependents. These considerations apply with
much diminished force in India for two reasons, first,
that there is no large class of reniters depending on 1n-
comes from investments, and secondly, that, in. so_far as
there is such a class, by far the greater part of its invest-
Ients is in land, and so long as income f1:om Ian('l escapes
income-tax altogether, it would be invidious to impose 4
differential rate of tax on the relatively small balance
of investment income that remains. The case would be
different if at any time incomes derived from agriculture
were made liable to the tax.

243. Graduation is a feature of most modern income-
§ax systems, its object being to secure that the highet
income pays a larger proportion of its surplus than the
smaller one.

The system adopted in England on the recomme‘n‘d@-
tion of the Royal Commission on Income-tax of 1920 1s
as follows - From the total income of the tax-payer for
the year there is deducted a sum equal to 10 perNcent
of any earned income, subject to a maxumuin of iZO’O’.
The resulting balance is called the ‘‘agsessable Income’ .
From this certain fixed deductions are made for the'tax-
payer himself and for his wife and.children an(‘i‘ certain
dependents. The resulting balance 15 called the ’taxable
income>. At the commencement of each financial year
a certain rate of income-tax, known as the staﬁld?,‘rd raéele,
is imposed by Parliament. The first £225 of the "‘taxable
income’’ is charged at one-half the standard rate
and the balance at the full standard rate. The result
is that the effective rate of -tax vames according to
the size of the income, and in the case of the largest
incomes approximates closely to the standard rate, while
in the case of incomes just in excess of the amount of the
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allowances, the effective rate is very small. In the case
of the larger incomies the graduation is steepened by the
addition of a super-tax, which is charged at gradually
mcereasing rates on successive slices of Income m excess
of £2,000.

In India a different system, somewhat similar to that
oblaining in England before 1920, is adopted. Incomes
are ranged into classes by reference to their amount, and
different rates are charged according to the range within
which the income falls. The defect of this system 18
that, in the absence of a provision to meet the case,
an income just abuve each limit at which the rate increases
would pay an amount of tax which would exceed the
amount of tax paid by an income at or just below the linit
by more than the difference between the two incomes, and
accordingly the tax-payer with the higher incoine would
be worse off than the tax-paycr with the smaller income.
This defect is not entirely removed by section 17 of the
Income-tax Act, 1922, which provides that where, owing
to the fact that the total income of any assessee has
_reached or exceeded a certain limit, he is liable to pay
ncome-tax or to pay income-tax at higher rate, the amount
of income-tax payable by him shall, where necessary, be

reduced so as not to exceed the aggregate of the following .

amounts, namely~—

(a) the amount which would have been payable if

his total income had been a sum less by one

rupee than that limit, and
(b) the amount by which his total income exceeds

that sum.
If the rates were being considered for the first time and
theoretical perfection was the object in view, it would
be well to substitute something on the lines of the English
system. On the other hand, it has to be remembered
that the tax in its present form is a comparatively new an
heavy impost, and that it is essential above everything
else to secure a satisfactory system of working and not
to make changes in the machinery without very solid
grounds.

244. As regerds the sufficiency or otherwise of the
rates applied to incomes of various sizes, the following
table represents the results of an attempt to compare
as accurately as may be the percentage of incomes taken

mend that a far-reaching change of jhi.
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in taxation in England, India, Austria, France and Japan,
the figures taken for the purpose of comparison heing
those for the year 1924.

Percentage of income taken in ingome-tax and

super-tax.
Income in sterling. England.
India. | Austria. Frz(n;ce. Japan.
0
(@) ®
. 11 ) .
w ooulon ol | s | s | e
136 . .. 2:6 2:2 9 | 80
10 .. N 1o | 98 | 33| 10| 30
300 .. . » 68 26 ot 18 | 50
00 .. 33 126 31 67 b4 | 6
1,000 108 188 +7 | 108 7' glo
2,000 .. 17-0 227 78 | 189 | 12 }7.0
5,000 . 28-0 308 | 115 | 284 | 206 T
10,000 ? 38:0 39-0 148 378 340 25-3
50,000 50-0 500 | 829 | 471 [ 470 |2 0
100,000 52:0 520 | 399 | 482 | 485 [ 27

It will be observed that, in the case of.incomes up th)’
£500, the Indian rates are comparable with those in the

.other ¢ountries, and that on the largest incomes they do

not fall far short of them, but that in the case of incomes
from £1,000 to £10,000 they are decidedly low by
comparison. The Committee have been favoured by the
Central Board of Revenue with a very exhaustive analysis
of the effects of certain changes in the scales
which have been considered, which results 1n the conclu-
sion that a more equitable scale than the present one, and
one which would introduce certain elements of the English

system, would be as follows :—

First slice Up to Rs. 2,000 ... Tree.
Second slice ... Rs. 2,000 to Rs. 5.000 ... 9 pies 1m ‘the
rupee.
Third slice ... Rs. 5,000 to Rs. 10,000. 1 anna 1n the
) rupee, . .
Fourth slice... The whole amount in ex- 1 aona 8 pies 1n

cess of Rs. 10,000. the rupee.
The introduction of a scale of this kind woqu,b howi‘
ever, complicate the tax and multiply the number 1o
claims to repayment, and on the grounds stated i the

i i : ) om-
previous paragraph, the Committee are g?lkr)llg ;ﬁoliﬁfl -

i i ith i ' all ¢ earned ’
ied man with three ohildren, with income a .
@ %:: f’g:: ﬁﬁfor with income all ¢ investment '

83 Tax for a bachelor, regkoned at current rates of exchange.
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undertaken at present. Nor does it seem to them desir-
able to increase the maximum rates, especially in view
of the fact that these are being reduced in England.
What does appear to them to be equitable is a.moderate
increase in the intermediate scales, for instance, by apply-
ing the 9 pie rate to incomes from Rs. 10,000 to
Rs. 15,000, the 12 pie rate from Rs. 15,000 to
Rs. 20,000, the 15 pie rate from Rs. 20,000 to Rs. 25,000,
and the 18 pie rate from that point onwards, at the same
time making Rs. 30,000 the limit for super-tax with a
new rate of 6 pies on the first Rs. 20,000 or part thereof
in excess of that sum. In the case of the joint Hindn
family the limit of exemption might be reduced to
Rs. 60,000, the anna rate being applied to the first
Rs. 40,000 of excess.

245. 'A'ppezils lic on questions of fact to departmental
officers, while on questions of law a reference can be made
for the opinion of a High Court.

* In the former case objection has been taken on the

ground that the department responsible for the assessment -
acts as judge in its own canse, and the possibility of.

introducing something on the lines of the General and
Special Commissioners in England has been many times
canvassed. The Committee have examined the question
again, and as regards the mufassal, find that the great
body of opinion is still against the proposal on the ground
that suitable persons for employment as Commissioners
are not available, and that the Indian business man is
peculiarly sensitive to the disclosure of his affairs and pre-
fers that such disclosures should be limited to officials of
the department. It seems possible that there might be
scope for the commencement of arrangements on these

- lines in the Presidency towns, and this proposal was dis-

cussed with the representatives. of the Chambers of

Commerce, but while the representatives of the Bengal °

Chamber gave a qualified approval to it, the others were
distinctly. opposed to it. At the same time the Committee
find that a concrete proposal regarding a Committee of
Referees in a somewhat similar matter was unanimously
rejected by the Chambers. In these circumstances, the
majority advise ‘that- the matter be left i status quo.
Dr. Paranjpye is of opinion that advisory bodies should be

constituted in large centres so that the assessee can ask -

that their opinion be taken. If that opinion was against
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the assessce’s contention, then he should have no power
of further appeal, but the assessing officer might be allow-
ed to send all the papers for final disposal, if he con-
sidered that the opinion of the body is manifestly wrong.
A return of such cases should be published in the annual
report.

246. In the matter of points of law, difficulties have

. arisen from the fact that no appeal lies to the Privy Coun-

cil against a decision under section 66 of the Income tax
Act because such a decision is merely advisory and not in
the proper or legal sense of the term a final judgment.
As aresult, differing judgments have been given by differ-
ent High Courts on mportant questions, and there is no
means available short of legislation of securing a final
settlement of the questions in issue. The Committee would
therefore suggest that whatever steps are necessary to
secure an appeal to the Privy Council in such cases should
be taken without delay.

247. It may perhaps be appropriate to mention here
two instances mn connection with which such differences
of opinion have arisen. The first is that of the assessment
of agency and brunch profits, which have been dealt with
by the High Courts of Madras, Calcutta and Rangoon.
The judgment of the first Court tended to restrict the
powers of Income-tax officers under section 42. The
tendency of the two latter was more in favour of the point
of view taken by the department. The Committee have
recommended an amendment of the section.

248. The other case is that of the miscellaneous
incomes of the holders of permanently-settled land, such
as the income from mining royalties, fisheries, markets
and fees of various kinds. This has been dealt with by
the High Courts of Madras, Calgutta and Patna, the point
in issue heing whether the taxing provisions of the Income-
tax Act override the provisions of the Permanent Settle-
ment Regulations. The point of law involved is one upon
which the Committee do not wish to express any opiniorn.
It appears to them, however, that from the point of view
of cquity, there can be no question that, if the exemp-
tion of Incomes derived from agriculture is maintained,
then the zamindars should have the full benefit of it, but
that, in respect of incomes which do not fall within the
terms of the exemption, they should pay the tax.

249. There may be mentioned here a proposal
that has been made for the imposition of a special tax on

26
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income derived from mining royalties on the lines of the
Mincral Rights Duty levied in England under the Finance
(1909-10) Act, 1910,  Prima fucie, since the mines are
chiefly situated in permanently-settled arcas, and sinee
they weve not reckoned among the assets at the scttle-
ment, this income ix of the nature of a windfall and
pre-eminently suited for  special - taxation.  The (fom-

Cittee find, however, that the matter was considered 1n

1922 by the Local Government ehiefly concerned, that
of Bihar and Orissa, and that the proposal was rejected
on the grounds that the rvovalties taken in the case of
coal were generally low, amounting to not more than
4 annas a ton, and that the income derived from them
is wesessed hoth Lo ineome-tax and to speeial local rates.
In these ceireumstances, there does not seem to he room
for a special tax so long ax the income-tax 1s levied.
Should, however, the Courts decide that this income 15
exempt on the ground that the charging sections of the
Income-tax Aet do not override the Permanent Settles
ment Regulations, the ease for special taxation would be
complete. )

250, The recognition of the importance of complete
secrecy in income-tax refurns is comparalively recent 18
India. Until 1918 a provision existed for the puhlicntlon
of notices speecifving the tax payable hy persons with
incomes helow R, 2,000, and 1t was not until 1022 that
the law provided for complete scerccy.  Unless assessecs
are satisfied that their income-tax returns will be use
only for the purpose of assessing them to income-taX,
it is impossible to expeet them to furnish correct returns,
and for this reason the maintenance of secrecy 1s an
important  factor in the development of an eflicient
administration of the income-tax in India.

In two respects, however, a departure from the pl'(’ﬁent
practice may be made without infringing the principle
on which it is hased. The adoption of the practice O
publishing in the annual veports a list of persons penalised
for income-tax offences, which is in force in Aust}'a]}&,
would possibly operate as a deterrent to the commigsion
of such offences, and might he tried.

In certain provinces where a profession tax or similar
local tax exists, the present law makes it impossible for
the authorities responsible for its collection to utilise the
information in the possession of the income-tax depart-
ment regarding persons assessable to hoth taxes. In
order to obviate the necessity for a double assessment,
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the law regarding secrecy might well be amended so as
to permit Income-tax officers to draw up lists of such
persons and the sums for which they are liable under local
taxation Acts and to furnish these to the authorities
responsible for collecting the local tax.

251. The super-tax which is levied on the profits of
companies is in fact not a super-tax, but a corporation
profits tax. There is no advantage in retaining the pre-
sent name, which gives a false impression of the nature of
the tax, and appears to have led, in the matter of the
exemption limit, to the perpetuation of an anomaly.

A corporation profits tax 1s a conminon feature in other
countries and was in force in England for some ycars
after the War. Its justilication lies partly_in the fact that
companies derive certain advantages and enjoy certain
privileges as the result of incorporation, and partly in the
fact that that portion of the profits of companies which
is not distributed as dividends, but is placed to reserve,
escapes assessment to super-tax. The tax has now been
abolished in England, partly owing to defects in the Act
and to the necessity of relieving the burden on trade, but
largely because other means had been devised for dealing
with the problem of undistributed dividends.  The me-
thods adopted there are not such as could he adopted in
this country, wheve meanwhile the advantages of limited
liability and transferability of shaves which incorporation
gives to a company have more value than they have m one
that is more developed. The tax ix, therefore, a suitable
one to impose. The rate of one anna in the rupec is not
much in excess of the rate of 5 per cent which was
imposed in England and does not stand in need of redue-

tion. On the other hand, consideration of the faets that

the tax is an impersonal one, that it is apt to be amortised,
and that the dividends which it affeets are inany case an
item of unearned income tends to support the suggestion
of Professor Seligman that this 1s a class of taxation that
might well be developed.

If the tax is recognised as a corporation profits tax,
it becomes clear that the exemption limit of Rs. 50,000 is
illogical. Small companies derive relatively as much ad-
vantage as large ones from the privilege of incorporation,
and the amount of profit made by a company bears no
necessary relation to the wealth or poverty of its share-
holders.” It is recommended therefore that the present

The super-
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(jr:\'cnq)tmn i, which scems to have been based on a
alse analogy, should he abolished.

A further OO e ol e
- );-[:)'[!(h-“t 0()1.1,“,(]111( nee of treating the tax as a corpora-
“.cut(})d 'l A Laxis that, as an inpersonal tax, it should he
cule 1}& e expense of the business i arriving at the
profits which are to he subjected to income-{ax.

y Finally, a good deal of eriticism has been directed
agumst the practice of charging  super-tax on  those
parts _of a holding company’s profits which repre-
sent dividends of subsidiary companies already taxed to
super-tax. At present, owing to the  existence of the
exemption limit of Rs. 50,000, there is the practical
difficulty that only an indeterminate portion of the prolits
of the subsidiary company is taxed, and it would be mani-
festly unfair to the revenue {o exempt in the hands of the
parent company the whole of a dividend paid out of
profits, <>nl‘y part of which have heen taxed k With the
}'clzl()\'atl of the exemption hmit this (lif[iCllity; would dis-
appear.  On grounds of equity it is not 1"ig}3t that the

same profits s v lax ; i
ame profits should he taxed two or three times, and m-

future they sh 7 be taxed 1 :
AT, }(/}()ml(;rrl](;'mll) be taxed in the hands of the
Dr. Paranjpye does Qoree wi s Vi '
company l)t?]]g}iibt; (1):;(1”i}r;((farf;i)l;‘iii::Ml'“”S v EVG}'Y
My ene: - moc ation and us  this pro-
posed corporation ax is o he considered as a part of the
expenses of business, he considers no case has %)ecn made
out for this recommendation. B
.7,“{) r L iR eTee g o .
d :0 :il(gf}::‘()\“?((l“d(’h( ,’T’. @horrz.m* of the meome-tax has
o the growth of certain forms of leeal evasion which
are fi.l«(‘,lllt{u.(‘d hy peediritios in the Iuw‘: ~Of these, four
prmcqzal cases may be distinguished— o
{1) A man who is fiable to a high rate of {axation
may by taking in dummy partners brealk up his Dusiness
mto a series of unrvegisteved firms.  Fach ﬁrm' will then
be treated as a separate entity and the rate of income-tax
appropriate to its separate prolits will he applied to 1t
while as regards super-tax, the tax-payer will get the
benelit; not of one deduction of Rs. 50,000 buzt;3 of as
many deductions of that amount as there arc firms;
~ (2) a man may execute w pavtnership deed making
his Wlfe‘und minor children partners and may vegister thg
firm. The partnership may be quite illusory and the pro-
fits may not be distributed in the manncr specified in the

partnership deed. Each partner is then entitled to an *

i
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ajustment of the rate of tax charged on lus share by
reference Lo his total meome and cach obtains an allow-
ance of Rs. 50,000 in computing his Hability to super-tax;

(5) a privale company may be formed, controlled
by an individual cither alone or in conjunction with his
near relatives.  Super-tax at the rate of one anna in the
rupee is payuble on any profits in exeess of Rs. 50,000,
but the hability of the so-called shareholders to personal
super-tax is avoided by paying no dividends and giving
10&11_5 at nominal interest to the sharebolders, which are
not mtended to be repaid;

(4) 2 company may be split up into u scrics of
S}nallcr cotpanies cach of which will obtain the deduc-
tion of Rs. 50,000 in computiug ity hability to super-tax.

The advantage which the fowrth and to some extent
the third of these deviees secures will disappear if effect
15 given to the recommendation that the exemption limit
of Rs. 50,000 for companics’ super-tax should be abo-
lished. The most suitable method of preventing evasion
by the formation of private companies and the withhold-
ing of dividends is to give the income-tax authorities
power to treat such companies as if they were registered
partnerships, the partners heing the members of the com-
pany having a controlling interest in it. While in such
“circumstances it would still be possible for an individual
to evade a part of the hability by distributing shaves
among members of his family, 1t seems unlikely that this
device would he resorted to in many cases. At present
it is not feasible to adopt this method, because the oppor-
tunities for evasion by bogus firms are equally great.
But if the proposals for dealing with such firms which
follow are adopted, the remedy becomes prgmtiqable and
may he applied. The conditions under whieh it should
be made permissible for the Ineome-tax ofticer " to
treat a company for the purpose of income-tax and
super-tax as a firm should, 1t Is suggested, follow those
laid down in the Fnglish Finance “Act, 1922, section
21. They are (1) limitation of the number of share-
holders to fifty or Joss, (2) restriction Qf .thc’ J'lght {0
transfer shares, (3) absence of any public mvitation to
subseribe for shaves, and (4) limitation of the control of
the company to,not more than five persons. Since the

wdaw already providcs for access, to the _h.ﬁts of share-
1ders, difficulty would not avise 10 ascertaining the facts.

~

*
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298, Incorder to prevent evasion through the forma-
ton of bogus lirms, three changes are advisable. In the
first place, since a wife is the most convenient form of
hogus partner, the fact that the law does not provide that
the income of a wife living with her hushand should be
treated as iy, obviously affords considerable opportunity
for evasion.  Apuwrt from this reason it is only jJust on
general grounds that the incomes of married couples living
together should he taxed at the rate applicable to the
agdregate meome, which represents theie real ability to
pay. It is, therefore, recommended that, for the purpose
of charging income-tax and super-tax, the income of
a hushand and wife living together should be aggregated
for the purpose  of computing the amount of tax to
which they are Table : and that the tax on the whole at
this rate should he divided hetween the two in proportion
to the amount of their separate incomes. . -

In the second place, the right to he treated as an
unregistered partnership should be restricted. Tt would
no doubt he a hardship to compel every sinall firm to
execute a deed and register the p:,u'tm:rship, hut the
Income-tax officer might he given power in p:tl'ticulul'
cases to require the partners m an unregistered firm to
f.urr'n:s'h particulars of the partnership and to compute the
liability of the partners on the same basis as if the part-
nership had heen registered. There seems little danger
that such a power wounld be used 1o harass the tax-payer
unduly inasmuch as in small cases conversion from an
unredistered to a registered partnership would have the
effeet of reducing or even extinguishing the income-taX
liability.  Take, for instance, a firm composed of three
partners with equal shares making a profit of Rs. 5,000
per annum.  Ax an unregistered firm the liability woul
be-Rs. 156-4-0, while, assuming the partners {o have no
other income. the ultimate liability as a registered part-
nership would be nil. Tndeed so  substantial ave the
advantages aceruing from registration that it would seem
only right that, when the income-tax machine hecomes
stronger and more able to cope with its task, these advan-
tages should he pointed out to the tax-payer.

In the third place, measures are necessary to ensure
that partnerships are genuine and are not merely fabrl-
cated for the purpose of cvading taxation. To achieve
this end it may he providedthat particularsof the registra-

tion of any firm shall be recorded by the Income-taX ‘
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officers and shall be open to the inspection of any person.
It would also be desirable to provide for the imposition
of a heavy penalty in cases where loss of duty has arisen
through failure to distribute the profits in accordance
with the terms of the partnership. It might therefore be
provided that, where a firm has heen a registered firm
for any year and the Income-tax oflicer alleges hy notice
served on any of the registered partners for that year,
within a certain number of years after the end of“ that
year, that any share or part of a share of the profits of
that year, which under the partnership arrangement
should have been paid or credited to any person regis-
tered as a partner, was not in fact paid or credited to
that person, hut was paid or ecredited to some other
Person registered as a partner, and that hy reason thereof
the full amount of income-tax and super-tax which ought
to have been assessed and paid for that year was not
in fact so assessed and paid, the other person to Wh_om
such profits were paid or credited shall on conviction
be liable to a penalty equivalent to a specitied number
of times the amount i)y' which the income-tax and super-
tax assessed and paid for that vear fell short of the
Income-tax and super-tax which ought to have been
assessed and paid.

254. An wrrangement for relicf in respect of double
taxation hetween the United Kingdom and India has been
made and is emhodied in section 49 of the Inc;ome-tzlx
Act. These provisions are working in  a satisfactory
manner from the Indian point of view. "!‘he major part
of tho cost of the 1'elief falls on th(‘l BI‘ItlSh ]Lxcll(‘(]l]m-,
since up to the point at which the Indian rate exceeds
half the British rate, nothing is payable by India.

255. Tn the case of the Indian States, arrangements
have heen made with a majority of those that‘ levy. an
income-tax under which an assessee who has paid on the
samé income both in British India and in an Indian State
is entitled to recover the lesser of the two taxes, and Fho
cost of the refund is shared equally between the two taxing

authorities, . .

256. In Upper Burma income-tax was levied prior to
1924 only on officials and rallway employees. It has since
been made gencral. But from the 1st April 1924 a rebate
of income-tax is given equal to the amount pf the thatha-
meda in the case of assessees who have paid hoth taxes.
Having regard to the nature of the thathameda and the
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fact that it is being developed into a means of local taxa-
tion, the Committece doubt if there is any real case of
nguble taxation here. In any case it scems to them that,
if a rebate is to be given, it should be given by the Pro-
vincial Government and that the Imperial tax should have
the prior claim.

Parr II.—INCOME-TAX ON AGRICULTURAL INCOMES.

257. In the preceding paragraphs, the Committee have
examined the existing arrangements for the levy of a
progressive income-tax in India in the light of the
arrangements in other countries, especially in the United
Kingdom. But they have made only passing references
to a feature which distinguishes the Indian income-tax
from that of all other countries that levy such a tax,
namely, the exemption from it of incomes derived from
agriculture. This is a question of so much importance
and one which has aroused such bitter conttoversies in
the past that they have thought it desirable to reserve
it for separate treatment.

258. The question may be examined from four points
of view, namely: (1) the point of view of history, as
illustrating the reasons underlying the exemption; (2) the
point of view of the equitable distribution of the burden
of taxation when the special circumstances of the Indian
land revenue are considered; (3) the point of view. of
the yield likely to be realised; and (4) the point of view
of the administrative considerations involved in the levy
of such a tax. There is of course a fifth aspect of the
question, viz., the political aspect, which may overshadow
in importance all those that have been detailed above,
but which is hardly one upon which it falls to the Com-
mittee-to pronounce.

259. Tor an appreciation of the history of the exemp-
tion, it is necessary to have a clear understanding of

of these ave the parallel development of attempts at direct
taxation on the one hand, and of cesses on the land for
imperial, provincial and local purposes on the other.
When, in the financial difficnlties that arose after the
Mutiny, it was found necessary in 1860 to impose an
income-tax for the first time, incomes from agriculture

were clearly inclnded under it. Mr. James Wilson, who -

was responsible for the tfax, explained the inclusion of
mcomes from lands under the Permanent Settlement by

T

lapsed in 1865.
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saying, ‘I hold him (the zamindar) to be exempt from
any special charge upon his land, but to be liable to any
general tax that applies to all others.”’* ‘ ‘

This Act, which was enacted only for five years,
In 1867-68 it was replaced in part by
an Act imposing a license tax on professions and trades,
which was converted in the ensuing year ihto a ‘certi-
ficate’ tax. Neither of these taxes applied to agri-
cultural incomes, but when in 1869-7T0 the certificate

tax was in turn converted into a general income-tax, -

agricultural incomes were again brought under taxation.

The income-tax then imposed remained in force till the

improvement in the financial situation made it possible
to abolish it in 1873-74. The famine of 1876-78 revived
the necessity for direct taxation, and on this occasion it

. took the form of a license tax on the trader, which was

combined with a cess on the land, both for the purpose of
forming a famine fund. This license tax remained in
force till 1886, when it was merged in the general income-
tax, which was then for the third fime introduced, on
this occasion on lines which made possible its permanent
continuance. ‘ : ' '

Tt will be seen from the above that Jucomes-from.-

_agriculture were taxed from 1860 to 1865 and from
18697t0 1873, that the exemption they enjoyed from
1873 to 1878 was in common with all other incomes, and
that the taxation scheme of 1878, which was part of the
famine insurance policy of Lord Lytton’s Government,
combined taxation of the income of the trader with a
cess on the land. ’ ‘ : '

It may be added that the whole period was one of
continuous trial and error with different schemes of direct
taxation, no less than 24 Acts being passed in 26 years,
and though the income-tax was undoubtedly generally un-
popular, largely on account of the inquisitorial procedure
which it involved, it does not appear to have been in any
way specially so with the agriculturists. It may be perti-
nent to quote on this point a short passage from a speech
by Mr. Bazett Colvin on the Northern India License Bill
of 1878. ‘‘Any objection,”’ he said, ““which is taken
on this ground to the proposed tax, is just as applicable
to an income-tax, which has beéen levied from the agri-
cultural classes at different times during the past sixteen
years. The cases are precisely similar. I know of no

* Proceedings of the Coancil of the Governor-General, February 18, 1860,
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argument which applies to the one that does not equally
apply to the other. Yet, though T cannot say that the
Income-tax was anything but an extremely unpopular tax
mn the part of the couniry where my experience has been,
1 do not remember that there was any strong or general
feeling aguinst it on this ground in Upper India. The
agriculturists did not expect to escape from having t0
help in bearing the common burden, and submitted with-

out serious discontent to their share of it during the
continuance of the income-tax.’'*

260. Meanwlile, to quote Mr. Colvin again, “‘the levy

of cesses or rates on land in addition to land revenue had

been faniliar to the people for many generations.”’  For
the most part they had been utilised for local purposes. It
was only in Bengal, when in 1871 it was proposed to levy
a cess for educational purposes, that a great controversy
arose, which was settled by distinetly affirming the liabi-
lity of the land to additional taxation provided that such
:caxatlon was imposed in just proportion to the additions
3mpose'd upon other property. And it may he mentioned
In passing that the Secretary of State in his despatch deal-
Ing with this cess emphasised the fact that the objections
that' were urged to it could not bhe urged against
the income-tax, of which he said : “Tt was in the fullest
sense of the words a ‘public demand’, levied over and
above the public demand which, under the permanent
§ettlement, had been fixed “for ever’. Tt went directly
nto the imperial exchequer, and was applied precisely as
the land revenue and all the imperial taxes were applied.
But. there is one thing which that tax was not; it was not
an increase on the public demand levied upon the zamin-
dars in consequence of the improvement of their estates.
Tt was levied upon a wholly different principle, and in
respect of a wholly different kind of liability. One index
and proof of this difference lav in the fact rthat. althongh
this ‘public demand’ was made wpon those to whom
the promises of the permanent settlement had heen given,
1t was made upon them onlv in company with other classes
of the community, and with no exclusive reference to the

-source from which their income was derived.”’

261. Tt was in pursnance of the same idea that Siv John
Strachey, when mtroducing the Northern India License
Bill of 1878, made use of the following words: ‘It is, a8
I have already fully explained, an essential part of the

* Proceedings of the Counceil of the Goverﬁor-Ger{eml, Feb;;a;;s'-_ﬁ878-
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policy of the Government that this new taxation should
fall hoth on the commercial and agricultural classes, and
that, so far as may he practicable, each class shall bear
an approximately equal burden. This principle hzsdg!—
ready been to a great extent carried out already. -
tional rates similar in character to those which we are
now proposing to levy in Northern India h‘ave alread?f
been imposed in Bengal, and Fhe Bill taxing the commer-
cial classes of that province will, I presume, soon becolme.
law.  We desire to apply the same principle to thc‘ o‘? 1e1
provinces, the only exception being thjat, for reasons
which have been stated at length to the Council, 1t 18 not
thought proper to impose at the present time frelsl} t%{;;
ation on the agricultural classes n Madras and Bombay. :

In his budget speech of the same year he explained the

same matter somewhat in more detail as follows: “In
Bengal we,have got already our tax upon the land; we
now desire to impose a corresponding tax on the commer-
cial clagses. In the North-Western Provinces we have
got already a tax on the commercial classes; we prolposlc
to develop it and supplement 1t by a tax on the Iar(llc'.
In the Punjab, in Oudh, and n the other parts of India
mentioned in the Bill which I am asking leave to intro-
duce, there has been no fresh taxation; we now wish to
impose similar new taxes in those provinces, both on the

. . »
commercial classes and on the land.”’ T

962. Tt rcmains to refer to the circumstances under
which formed the equivalent burden to
the license tax, came to an end, while ]:he license tax, or
its successor, the income-tax, continued in force. Inintro-
ducing the budget of 1906-06 Sir Edward Baker anlnm(lln;:—
ed a policy of confining the cesses levied on the and to
those levied for local purposes, and took measurcs to'
repeal all the Acts under which cesses were_lewed' f;n
other purposes, including the cesses imposed 1n:]3 1}877- 18
for the purpose of protection against famine. 1ehox% y
case to which this did not apply was that of Bengal, where,
under a consolidating Act of 1880, the public works ce;;
of 1877 had been consolidated with the road cess of 18h

on the understanding that half the proceeds went to ht 1%
Local Government for public works and the other ha

to local bodies. This arrangement continued  till
1913-14, when, in pursuance of the recommendations of

* Proveedings of the Counail
1 Proceedings of the Counel

which the cesses,

f the Governor-General, Fcbroary 9, 1878.
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the Decentralization Commission, the whole of the cess wag
made over to the local bodies and the Local Government
received a compensatory assignment from the Govern-
ment of India equal to the amount of its share.

The other 263. It will thus be seen that, in the first instance,
patoonagricultural incomes were assessed to income-tax, and

that when the income-tax was replaced by a license tax,
they were assessed to o corresponding burden in the shape
of u cess. It was the continuing existence of this corre-
sponding burden that was responsible for their exemption
in the Aet of 1886, The corresponding burden has now
been removed under a system under which there is no
charge on the land except the land revenue and the local
rate. Consequently, there is nothing in the history of the
case to justify the continued exemption of this class of
income trom the income-tax, and this is a circumstance
which was recognised hy more than one prominent non-
official in the debate on the proposal made in 1918 that
incomes from agriculture should be taken into account 11

} determining the rate at which the income-tax was to be
levied on incomes from other sources.

On grounds 264. The consideration of the bearing of this question
thor isno  UpPoD the equitable distribution of the burden of taxation
oo oY ot 5, 2Dt 1O be confused by arguments relating to the poorest
the larger O those who derive their living from the land, and espe-
e werclally to the cultivators of uneconomic holdings. There

_exempt. 1s no doubt that, under the system of fractionisation O
holdings which prevails in India, the difficulties of the
poorest cultivators are considerable, but this is a question
jwhich' has no concern whatever with the question o
imposition of income-tax upon incomes from agriculture.
The income-tax is imposed only on incomes in excess O
Rs. 2,000. If it is assumed that the return from land
is four times the land revenue, then the number of persons
paying land revenue of Rs. 500 and upwards would be
a measure of the number of persons likely to be liable
10 assessment on incomes from agriculture alone, and the
figures of persons paying a land revenue of that amount
in the ryotwari areas of Madras and in the Punjab shoW
that the total number likely to be affected in these tWO
cases would not be more than 4,000 and 3,000, respective-
ly. It would of course be necessary to add a certdld

number of persons deriving incomes from other sources,

the addition of whose incomes from agriculture woul
either bring their total income above the exemption limb

some of them are almost as mu
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o inerease their existing liability to the tax. The question
then is whether, in the case of either of these classes, the
existence of the land revenue isareason against their payng
income-tax on their incomes derived from the land. In
considering this question it has to be remembered, first,
that in a very large number of cases the land revenue'
has been amortised, and, second, that a very large numbel
of persons who derive income from t_he: land neither cul.tl-
vate it nor pay land revenue. While it 1s true that a desmé
to possess land makes that a very favourite form o
investment, and therefore that a lower return is looked for
from it than from some others, the fact remains that there
Is, generally speaking, a return ‘comparable to that on
other investments. And if a man, having a sum of money
to invest, can secure a return of, say, Rs. 5,000 from a
speculative venture, Rs. 3,000 from Goverqm‘ent paper
and Rs. 2,500 from investing in land, there is no reason
in theory why the first two investments should be subject

10 the income-tax and the third free.

265. When the question of the yield likely to be
secured is examined, more serious considerations arise-
The question may be looked at from the point of view of
temporarily-settled and permanently-settled areas sepat ate-
ly.  In both cases estimates have been asked for from
Local Governments, but only four such estimates have
been received, and even these are largely guess-work.‘-
In the case of the temporarily-settled provinces, ong'fo:}
the Punjab, based on the figures of holdings above referre

to, amounts to 6 lakhs, but one for the ryotwari areas of

Madras, worked out on somewhat similar Pr1n01ple§,
amounts to only 4 lakhs. In sharp contrast ‘w1th this 1s
an estimate of 4 lakhs for a single division 1n Bombay.
While this illustrates the small amount .of conﬁdfan;:e_
that can be placed in the figures, the estimates forf t}xe
first two provinces seem to show that, in the case o t't e
temporarily-settled areas, the return from such taxation

would be less than is commonly supposed.

. o b

¢ permanently-settled areas, althoug
T T ch broken up a}rlnonghsinall
hol he ryotwari tracts, there is on the whole a
m(ilgﬁr?agezt- ;r?éortion of large holders, and therefore
of large incomes. The two estimates received are one
for Bihar and Orissa of 70 lakhs and one for the per-
manently-settled areas of Madras of 32 lakhs. A further
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consideration that has to he taken into account here, how-

ever, may be stated in the words of Siv Provash Chunder”
3

Mitter as Secretary to the British  Indian  Association :
“It is true that about ten crores of rupecs is supposed
to be intercepted by zamindars, tenure holders and sub-
tenure holders,* hut the bulk of this ten crores is inter-
cepted by a very large number of petty tenure holders
and small co-sharer zamindars whose individual income
is only a fow rupees a year.”  Tn other words, it would
be fallacious to hase an estimate on the difference between
the rental paid by the actual cultivator and the Jland
revenue paid by the zamindar to Government.

267. A further serious consideration is that ()f.tl{e
administrative arrangements that would be necessary if 16
were decided to levy the tax. Reference has just been
made to the large number of intermediate holders in the

case of permanently-scttled lands. A great many of these '

are persons who are of no cconomic use to the community
and from whom it is very desirable, if it is possible,.to
exact a contribution to the common purse, but the tracing
out of their share of the receipts is a task which seems t0
the Committee to be an almost impossible one. Reference
has also heen made to the fact that many income-taX
payers have small incomes from land, and again that per-
sons, whose incomes from other sources ave just b‘elOW
the Rs. 2,000 limit, might he brought over it if thelr
incomes from land were included. But again it 1s difficult
to see how these incomes could be traced out without
inquiries of a laborious nature. Lastly, there is the case
of the larger landholder. Where he is purely a rent-
receiver, the-impesitien.of the tax would not be difficult,
but the taxation of the.income of the farmer has given
rise in all countries to difficulties, which have been got
over by various devices such as assuming the income to
be 4 function of the rent.” Tn the temporarily—settled
provinces in India such a plan would present great
difficulties, first, because a much smaller proportion of the
land is rented than is usual in European countries, second,
because of the extraordinary variations in the relation 0
the land revenue to the rental value which have been
discussed in the chapter on Land Revenue, and third, 1
some provinces, because of the difficulty of aggregating
* This appears to have heen arrived at from the figures in the Report of the

nd Revenue Administration of Bengal for the year 1918-19, which shows the

gross rentals as 12'85 crores of rupees and the land revenns as 2:99 crores, leaving

2:0 rt::e balance intercepted by the landlords, including the tenure holders, 9
]
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. A} 1 ot .
the holdings of any particular landowner. This latter

difficulty, with some others that are cognate to 1t, are

llustrated in the following extract from stutement pre-
pared for the Commitice by an experienced Collector
Madras . —

““Fven if the land revenue registers were a record
of rights and our list of pattadars was in fact a list of
owners, and even if our land revenue assessments were 1n
fact what they are in theory, i.c., half the net yield of the
land, it would be difficult to arrive at a list of agricultural

" assessees which would he sufficiently exhaustive to -justify

the imposition of income-tax without laying Government
justly open to the charge that they were imposing an in-
equitable tax which was a tax on honesty. The task .would
be difficult owing to the scattered nature of the agricultu-
ral holdings of any one man, the ignorance in one \:1llatge
of the conditions of other villages, even those in its
immediate neighbourhood, the existence of capital en-
cumbrances on land, the fluctuating nature—particularly
in India—of the yield of agricultural .land, apd the diffi-
culty of ascertaining accurate information in villages fro.n;
people—more particularly those pqssessed of spec_lah
knowledge—whose interested sympathies are entirely wit !
the assessees and against the Income-tax Department. The §
task becomes insuperable when it is realised that the land
revenue registers are not records 'of rights and .that the
land revenue assessment on a field is not in practice what
it purports to be in theorv, when in'fact, }t is I‘O:‘lllS(‘d that
the land revenue shown in a patta is no indication of the
income from the land, and the name shown Jn the patta 18
no indication of the earner of that income.
The other side of the case is stated by the_Income-

tax Commissioner of the same province as foll.ows —
~ Tt is obvious that there would be considerable
evasion at first, but T consider that it \'vould he no greatmi
than existed in the early days of taxation of business, anc
I think that after two or three years our list of assesslqgts
of agricultural incomes would be as accurate as our I
of business assessees.

“Tn r,egafd to the ascqrtainment of the proﬁ.ts,' I
think that it would be feasible to follow our existing
methods, i.e., if an assessee produces satxsfacf,ory ac-
counts proving his receipts from and exnendltﬂlre onf
lands, he would be assessed accordingly. If such proo
were not forthcoming, he would be assessed on the best
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information available. This would probably take the
form of a multiple of the kist. The multiple would vary
with the class of the land, the leases prevailing in the
village and the nature of the season in question. The
information necessary to make such an estimate would
be easily available from the settlement registers or from
Land Revenue officers.  On the whole, 1 believe our
estimates of agricultural profits would be more accurate
than our present estimates of business profits becausé
the yield of particular kinds of land can be ascertaine
fairly accurately. It might be enacted, as I think it has
been in England, that if a farmer does not produce
complete accounts, the tax shall be a fixed proportion
of his kist. If estimates made on these lines were faultys
the remedy would be in the hands of the assessee, ViZ«
to produce accurate accounts. L
““The procedure does of course depend very lal”g?ly.
on the Land Revenue Department registers being
approximately accurate.”’ »
The same officer suggests, in common with others, ﬂ}at
an easy way of mitigating the difficulties that might arise
would be to raise the limitof exemptionin the case of agr'”
cultural incomes. The Committee can see no justification
for this proposal, which moreover, would give rise to difti-
culties and anomlaies in the case of mixed incomes derive
hoth from agrienlture and from other sources.

_ 268. The Committee have already referred to the poli:
tical difficulty, which, though it hardly falls within the
scope of their terms of reference, is onme of so mMuc
importance that it cannot he ignored. In the case of the
smaller holders they have received evidence in sever?
provinces that the suggestions made to them for the levy
of this tax has raised apprchensions which extend tO
numbers of persons outside the sphere of liability. B

the case of the permanently-settled estates, regard must be

“had to the strong feeling on the matter which exists among

the classes upon whom the tax would fall, and also the fact

that, whatever the rights of the case may be, many ©
these people have not nnnaturally come to consider_them”
selves to he exempt from this particular impost. In t 18
connection it is relevant to remark that the history of the
question is so Involved that it has taken the Committee
themselves a considerable time to arrive at a clear under-
standing of the rights of the matter. These are undoubted”
ly considerations to which weight should be given in b ¢
determination of the question.
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269. Tt will be suflicient to notice briefly certain side Zgﬁzs_’?ﬁe

.issues arising out of the main question. The proposal that seckoning ot
income from agriculture should he taken into account for the agrioul:
the purpose of determining the vate at which the tax on the i d?}termi:x-
other income of the same persons should be assessed was B e
rejected during the War largely, as the Comumittee judge, iwom:

on grounds arising out of the conditions then obtamning.
In view of the history given above as to the imposition of
an income-tax on agricultural incomes and the Imposmont

and subsequent repeal of other substitutions, it 18 ev1dentS

that there would be ample justification in theory for the
proposal if it should prove administratively feasible und}
bractically worth while.

970. The case of the tea planter or other manufacturer the cuse of
who devives his income partly from cultivation and partly D¢
from manufacturing the produce so derived has been
settled by an arbitrary rule. In view of the systems on
which much of the land under plantation is held, it seems
to the Committec that these assessees may be decmed
fortunate in securing the benefit of the excmption. .

971. The case of the money-lender who s a Jandholder T tormed iate
only in name has been referred to. It is casy to exempli- bolder.
fy cases in which such persons ought in equty to pay
the tax, but the line of division hetween them .zmd cher
cases is so fine that it docs not scem administratively

practicable to impose it.
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SIAPTER X - TANES OX TRANSACTTONS.
.'272. The faxes on fransactions levied at present in
India may he divided into two classes @ those governed by
the Indian Stamp Ael, as maodilied hy recent provincial
lo;{xshl(.!nn, u.n(_l the miseellancous faxes generally, also of
recent imposition, which fall autside tllv..s'('npu of the Act.
It will perhaps he eonvenient to deal with the Iafter in
the first instance before eoming to the large group of
taxes covered by the kv relating to sl:unp.: 7

Taxes oursing rug scorr or g Tvpiay Srame AcT.

: t2’;3. T::nxos on cntertainments have heen tmposed in the
plated insther phcce.” The tox vomiety o e oy on
. _ pls ax consists of a simple levy o
tickets of admission 1o the place of entertainment, at the
rate of approximately 25 per cent. The operation ©
the Acts is confined to centres where oroanized cntertain-
ments are common, and they are nctua]]} in force only in
certain municipal towns. . ’ .

. Ilt Bena:‘tl the Chamber of Commeree stated that the
t’z::; ':]»::t f::’lln;_q l.l;)l)ll lhe‘pmp_riofm-s of places of enter-
o + and produced figures (o show that the receipts
for admts.-';un} to the race eonrses had diminished since
the tax was impnsed, and that theatres and cinemas
h‘oon reduced to finaneial straits; and vecently a resolu-
tion admnn}inq the abolition of the tax was p:\ssed by
a large majority in the Bengal Tegislative Couneil, It
18 diflicult to sav whethor the fall in attendanee has been
dne to the tax or to the general depression in husiness.
There dnos.not. hnwever, seem to he apy reason to sup-
pose tha! in normal times anv large imrt of the tax
wm\ld.f:nll on the proprietors, apd in the opinion of the
Cmn‘mﬂ.l.vo, the exiding ontertainment taxes should be
continied.  sinee they  secure an appreciable contri-
bu.tmn from a tvpe of expenditure which is‘poc\lliarly
snitable for taxation,

In view of certain proposals that have been made for
converting this tax inlo an item of local taxation, it
sermg desirable to add that the power to levy the tax an
the administration of it shonld be retained in the hand®
of Local Governments, among other reasons hecanse the
tax involves possibilitien of introducing class taxation:
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At the same time the tax only affects those living in the
larger centres, and for this reason a share of the proceeds,
to be determined by the Local Governinents, should be
}nﬂde over to the local bodies concerned. In determin-
ing the sharc of the tax to be so made over, the governing
consideration should be the extent to which the entertain-
ments attract people from outside the jurisdiction of the
local hody.

274. In Bengal a tax on betting has been in force since
1922. It takes the form of a levy at the rate of 4 per
cent on all moncy paid into the totalisator and a tax
at the same ratc on all moncy paid by licensed book-
makers to winning backers.
Rs. 20,76,782 in 1923-24. In Bombay, where book-
makers are not allowed, a Bill imposing a totalisator tax at
the same rate has recently been passed into law. Betting is
recognised in many countrics as i suitable object for taxa-
tion and the form of the taxes levied in India does nol
call for comment. At the same time, since most of the
betting is done on the race courses, the difficulties that
prevented the introduction of similar taxation in England
are not prominent. The tax has a restrictive as well
a8 a revenue aspect. The latter should not be allowed
to stand in the way of any measures that may hereafter
e taken to minimise the evils ol betting.

275. An advertisement tax is in force in several Euro-
pean countries, but has not yet been attempted in India.
[t may take the form of a tax on posters and other forms
of displayed advertisement, or of a tax on newspaper
advertisements, or both. 'The lormer is usually levied
through a stamp affixed to the poster, and the latter on
the basis of returns of revenue from advertising submit-
ted by newspapers at regular intervals. A tax on adver-
tisements is open to the objection that it falls upon a
fusction which is an cssential part of modern trade, and
ote which in India is of importance, because the dis-
tences render advertising the cheapest method of approach-
ing prospective customers, and onc which so far Las not
been largely developed. :

Apart from this objection, a tax on advertisements n
newspapels in India would bring mn very little revenue.
Nor does the tax on displayed advertisements appear Lo

have produced much revenue in the countries which have

imposed it, and it has been retained partly as a means of
control. In India it would be suitable for both purposes
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in some of the larger towns, in which also the nced.for
revenue is speeially great, and the Committee by a major-
ity would recommend that munieipal bodies be given dis-
crellonary power to levy it.

276. The imposition of a tax on railway tickets of tl_le
higher clusses has been advocated by a number O.f wit-
nesses, though it has met with strong condemnation 1
other guarters. The Bowbay Fxeise Committee went fur-

. ther and advocated a tax onall travellers by rail. The ad-

vantage of such taxation lies in the ecase of collection.
Its disadvantages are that it operates as a tax on trans-
port, which ought to he as cheap as possible, that 1t
mterferes with raitway finance, and that it is impossible (0
frame a tax which would distinguish between ‘luxury
tavelling and  travelling for  business purposes. For
these reasons the tax is not one which can be recom-
mended. o

Dufies uxbeR rale SraMe Act.

[ vl

277, Stamp duaties do not themselves constitute a sepas
rate tax, but are a method of collecting taxes of different
kinds.  Almost any tax can be collected through them, and
many taxes which have no sort of connection with one
another ave so collected.  The wrm ‘stamp duties’ 18,
however, commonly used (o denote, not all the taxes
which are colleeted by means of stamps, but the duties
on deeds and other instruments which ave imposed under
the stamp law.

278, The systens of levying duties on documents relat-
ing to transfers of property and commercial and other
transactions is theoretically not one of the best methods of
taxation, and has been criticised by many economists a8
unsound and subserving no principle. As regards stamp
duties on transfers of property, Adam Smith thought that
they were ““all more or less unthrifty taxes’.* “Such
taxes, even when they are proportioned to the value of the
property transferred, are still unequal; the frequeacy of
transference not being always equal in property of eqll?"l
value; when they are not so proportioned, they are still
more unequal”.* He thought that taxes on the sale of
land always fell upon the seller, who was obliged to sell
it for reasons of convenience or necessity and that they
were therefore ‘cruel and oppressive’. Bentham was of

opinion that sales of property were commonly ‘brought

* Wealth of Nations, Vol. 11, page 458,
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about by want, and that “‘in intervening at this distressful
season, Lhe eXchiequer bases an exiraordiary Lax upon
personal misfortune’”.*  Mill also supported the objecuon
Wt the tax almost always fell “‘on a necessilous persoil
in the erisis of lus necessities” T, and further condemned
all taxes which threw obstacles in the way of the sale
of land or other instruments of production as tgndmg
t0 prevent the property passing mnto the“hands'ot‘ tho%f:
that could make the best use ot 1t and assunung those
modes of aggregation and di\vision‘ which were n.w.si
conducive to s Producti\'cness”- Taxes on connncllcm
instruments are, so far as they go, o check on dcvg up-‘
ment, while taxes on insurances have been ‘4“50“9“1_ a3
2 diroct djscouragenwnt to I)I'Udenqe and to}-)eth()ugm.
Hobson in his °-fuxation i the New State”” regards
stamp duties generally as a restraint on trade 01 other
formg of pgesumablc pcysonul and social uthity.§

279, In spite of the fact that stamp duties have been
treated as anomafows taxation, they are popular with
practical financiers for various reasons : (1) they huve the
torce of long custom; (2) they are very convenlent to
collect and to supervise, and to a great extent they collect
themselves ; they arc easy of operation; (3) thew burden
is not felt at the time of puyment because they are general-
ly collected in the process of the circulation or distribution
of property; (4) they afford facihties for proportxomng
taxation to value; by grading the p{yxces of the lyecessaly
stamps the tax on any act or transier can be adjusted Lo
the amount dealt with. Stamp duties are therctore mn
general use in many countries.

280. In India stamp duties have for more than half o
century contributed a very considerable proportion of the
revenue, On the 11th December 1868 Mr. Cockerell,
while stating that the scale which le then proposed to
introduce had been framed as nearly as possible on the
model of the English system, added: ““The Indian rafes
are doubtless much higher than the rates prevalling 1in
England, but then it must be recollected that the mass of
transactions in this country involve much smaller amounts
than general transactions in England and that the reduction
of the Indian to the standard of English rates might result
in a very serious gacrifice of revenue, which the State could

* Theory of Le islation, Principles of the Civil Code, Chapter XV,
4 Prineiples of Eoonomics, Book V, Chapter V.

§ Page 125,

—
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not afford to bear.””*  Forty-two years later, Lord Meston
said in the Imperial Legislative Council : ““Lhe stamp duties
were certainly higher i India than in England and all that
we have done was (o try and bring the rvates into harmony
with the generad seale.”’t At the present time the percen-
tage borne by the duties received from non-judicial siamps
to the total tax revenue of the country is 9.4 as against 4.2,
the corresponding pereentage in the United Kingdom.

281, One important limit to their levy lies in the fact
that beyond a cevtain stage their productiveness beging t0
diminish.  An exeessive enhancement of the vates may
impede transfers of property and cause a diminution of
business generally, or it may lead to an evasion of the
d‘utm:s or a neglect of the requisite formalities of stamping.
For instance, if the stamp duty on a receipt is too high, the
payer relics on the eredit of the payee. If the stamp
duty on cheques is inercased, people resort to other
methods of trunsmitting money. fxcessive stamp duties
thus not only retard business, but defcat their object
by tempting persons who have to pay them to resort 10
evasion, both legal and illegal.

282. The principal guides to the rates of stamp duty
therefore are—

(1) The point at which the value of the convenience
ot utility attaching 1o the use of a pill‘tiC“'“.r
kind of dogument ‘or to the resort to a partl-

cular kind of transaction approaches the amount

of the stamp duty involved.

(2) The point of diminishing returns, or, in other
words, what the waflic will bear.

(3) The point at which hardship on any class of
the community is involved.

283. The Indian Stamp Law is o a large extent:

modelled, so far as rates of duty are concerned, on the
British Stamp Act of 1891. On the whole it fulfils 1t8
purpose satisfactorily, and the Committee do not propose
to recommend any drastic changes.

As in England, the rates are in some cases ad valorem
and in others fixed. Broadly, the bulk of the documenﬂ

. Prooeedingu of the Council of the Goverm‘).:»(ieneml, 18.6&.4; pa;ge 5.
+ Proceedings of the Council of the Giovernor-Gieneral published in 1
b8 Gazetor of Indic, duted 19th Maich 1910, page 161,

art VI of
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to which the ad nalorem rates apply may he elassed under
three main heads—-
(%) Conveyvances and other transfers of property.
(1) Bonds, mortgages, debentures and allied doen-,
ments,
() Bills of exchange and promissory notes (payalle
otherwise than on demand).

284. Convevances and gifts of property are, under the
Imperial Act, ‘chargeable with a duty of 1 per cent
on the amount of the consideration or the value of the
Property. Bonds are liable to .5 per cent on the amount
secured and hills of exchange to .09 per cent on the
dmount of the hill.*

The corresponding rates in Iingland and the United
States of America are—

' England. g:;::g
PER PER

CENT. CENT.
Tranafers e .. oo 10 ‘10
Bonds .. . - 125 05
Bills of exchange .. .. 05 02

The duty on bills in India is, therefore, nearly dopble
that in England and nearly 5 times that in the United
States, and that on honds 4 times that in England and no
less than 10 times that in the United States. Moreover,
the disparity in the case of bonds has been accentuated
by the fact that in some cases provincial legislatures
have increased the rates of duty by 25 to 50 per cent.

The high rate of duty on bonds in India is believed
to have the effect of encouraging the use of promissory
notes, even in cases where bonds would he more appro-
priate instruments for carrying out the transactions: It
is desirable that the dutv on documents of indebtedness,
such as bonds and mortgage deeds, be reduced as soon
as circumstances permit. ‘ ‘

285. A distinction is made in the Indian Stamp Act
between a mortgage deed where possession is given or
agreed to be given and a mortgage deed where possession
is not given or agreed to be given. A similar distinction
“exists in the case of an instrnment of further charge. The

* Throughout this chapter, wherever Indian rates of duty are mentioned,
those quoted are the rates contained in the Indian Stamp Act, 1899, before amend.
went by the proyincial legislatures,
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Committee see no sufficient reason for this distinction and
they recommend that in all these cases the lower rate of
duty should apply whether possession is given or not.

»  286. Reconveyances of morigaged property pay duty
at the rate of 1 per cent on the consideration, subject to 8
maximum of Rs. 10. In England, the vate of duty
chargeable upon a reconveyance is only sixpence for
every £1QO, and, in effect, a reconveyance of inortgaged
property is a mere incident of the discharge of the mort-
gage debt. '.I"he rate charged on such reconveyances in
India should, in the opinion of the Committee, be reduced
and the maximum removed: a suitable rate would be 2
annas per Rs. 100 of the mortgage debt. |

287; Deeds of cancellation at present pay a fixed duty
of Rs. 5. It seems desirable to fix in respect of them the
same duty as is payable on the instrument seught to he
cancelled, subject to a maximum of Rs. 5.

2%8. Under article 62 of the schedule, a deed trans-
ferring an interest secured by a hond, mortgage deed or
policy of insurance is required to pay the dufy chargeable
on the bond, mortgage deed or policy of insurance s?lbjec
to a maximum of Rs. 5, even thongh the rights transferre
rI{xay. be of less value than those originally secured.
Again, if the interest secured by more than one instrumen
g.traqsfc‘rrod. by means of a single instrument, the transfer

eed is required to hear a stamp of a value equal to thé
sum of the dutics with which such instruments are chargé-
able and not of a value equal to the duty on the aggregate
amount sccured.  Provision for reduction appears to bé
desivable in both these cases.

289. At present all deeds of adoption pay the sameé
fixed duty of Rs. 10 irvespective of tl?e vah?e }:)f the pro-
perty to which the adoption may give a right. Where the
Prpperty nvolved is of a valne not exceeding Rs. 2.,000.
.-hls.dl.lty might be reduced to Rs. 5. Again deeds of
authority to adopt pav the same duty as deeds O
adoption, though an authority to adont may never he
followed by an actual adoption. In this case also, the
duty might he rednced.

Dr. Paranjpye is not a party to the first of these re?
commendations. On the other hand, he regards trans-
actions by way of adoption as not being taxed sufficiently:
In his opinion an adoption among Hindus, though it ha¢
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ariably an act creating

& religious bearing, is almost invarial .
Mitakshara family the

new rights to property. Thus, ina
adopted son gets an unmediately ex ‘
the ancestral property of his adoptive father. The act
is therefore of the nature of a conveyance and should
be taxed at a rate similar to, hut somewhat lower than,
the latter.  From the point of view of theory, :m.:ulnplwl
son comes by a windfall either actually or potentially and
the transaction is therefore a fit subject for taxation.

200, The Comnrittee have indieated cortain instruments
on which the duty might with advantage be reduced. They
now proceed to deal with cases in which a higher duty
may appropriately be charged.

A settlement is liable to a duty of one-half per cent
on the value of the property cottled. A gift is lable
to one per cent on the value of the property ll':ll!sf('l'l'(‘(l.
The distinetion hetween the two is small, and m many
cases, having regard o the definition of t ‘sol.l.lmnont m
the Indian Stamp Act, it would not be diflicult to draft
a deed of gift in a form which would render it liable to
the duty on a settlement. Morcover, should a death duty

the present probate duty be

be imposed in India or ' s
extended, a seltlement as defined would be as ¢ ective

a method of defeating the claims of the revenue as gift.
Taking everything into consideration, there seems to be
no reason why the duty on a settlement should not he the
same as the duty on a gift, namely, one per coent.

201. The duty on a release i the_same s that on
a bond, subjeet to a maximum of Rs. 5. This is appro-
priate to the ecase mtended by the Act, as where a
benwmidar executes a_document disclaiming any mtor(\s!;
in property standing in his name. B\.lt .ﬂu-rv :n'v.o'll.wn
cases in which documents which fall within the delimfion
of a release really operate to convey property hy way of
aift or sale. Tn such eases, the daty at the hond rvate,

subjeet to a maximum of Rs. 5, munn.&;\ nmlppw»]nl'ml.v, a]nl(l1
i opri .o them chargeable
it would he more appropriate to make th {1

o cont of the value of the

at the eonvevance rate of one per
proverty conveyed.

292, Proviso (2) (b) 0 article 45 enacts that, in the
case of deeds of p:u'lit.inn where .l:md i held on revenue
settlement for a period not exceeding thirly years and pay-
ing the full assessment, the value for purpose of duty
shall be calculated at not more than five times the annual

29
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revenue. In documents relating to conveyances on sale or
gifts, lands are valued according to the consideration
for the sale or the value of the property given and vob
according to a multiple of the assessment.  As the parties
to a partition deed contract with each other on the basis
of thg.actual value of the properties divided, and not
according to a multiple of the assessment, the Committee
would recommend that the proviso should be repealed.
293, The duty payable on an instrument of partnership
is Re. 2% where the capital of the partnership does not
exeeed RBs 500, and Rs. 10 in any other case.

If the suggestion made helow for the levy of a duty
on the nominal capital of limited companies is adopted,
ﬂu'f«: rates might be abolished and an ad valorem scale
applied to the capital of the partnership; an appropriate
rate would he 4 annas per Rs. 100,

294, In India, on the registration of limiteds companics
fixed duties of Rs. 25 and Rs. 15 are charged on the
Articles of Association and Memoranda of Associations
respectively. But no duty is charged in respect of the
amount of the cupital (nominal or actual) of the company:
In England also, these documents pay a fixed duty 0
10s; but in addition, under section 112 of the Stamp Act,
1891, as amended by section 7 of the Finance Act O
1899 'a.n(] section 39 of the Finance Act of 192%
theve is levied a stamp  duty on the nominal sharc
capital of a company with limited liability at the rate @
one per cent at the time of registration, and a like duty
on any increase of capital of such a company, and the
filing ‘of a statement of such initial capital or of any
subsequent increase is compulsory. Tn view of the bene?
fits which accrue to a company registered with limite
liability, the Committee consider that the nominal sharé
capital of snch companies is an appropriate subject for the
levy of an ad valorem duty. A suitable rate would be ¢
annas per Rs. 100, and in the event of this suggestion
heing adopted, the {ixed duties on Articles and Memorandd
of Association might he reduced to Rs. 10. ¢

205. Tt is now proposed to examine certain aspects ©
the stamp duties of a more general character.

206. TIn charging duties on ad ralorem scales, it 18
usual, in order to avoid the trouble and inconvenience o
providing separate stamps for every amount, to separd
the points at which the duty increases by intervals f“ore
or less wide. It is, however, desirable that in ordinary

3
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cases the intervals of aseent should not be too wide; othet-
wise there is a danger that transactions may be split
up and cffected by more than onc.documcn.lt. .l‘lll-'thc.l',
a charge which is suitable for the highest point in a stage
may be too heavy for the lowest point. For these reasons
it is desirable that, in the case both of conveyances and
of bonds, where the amount involved exceeds Rs. 1,000
and does not exceed Rs. 9,000, the intervals in the scale
should be Rs. 200 only and not Rs. 500.,

297. Under the existing law, the duty puyable if a docu-

ment s attested 1s in o some Cases different from that puep

payable if it is unattested. For instance, scction 2 )
of the Act defines a bond as including, wter alia, any
instrument attested by » witness and not payable to order
or bearer, whereby a person obliges himself to pay money
to another. Again, article 6 of schedule I cxempts an
instrument’ of pawn or pledge of goods, if unqttestcd,
from the duty chargeable on an agreement l'c.latmg.to b}
pawn or pledge.  Similarly, by a notification of t,lw
Government of India, Finance Department (Separate Re-
venue—Stamps), dated the 14th February 1018, No.
387-F, the Governor-General in Couneil has remitted the
duty chargeable under article 40 of schedule 1 on an
unattested instrument evidencing an agreement relating
to hypothecation of movable property. Again article 17
of schedule | preseribesthe stamp duty on an m.strumc'nt
of cancellation, if attested and not ot}wrwmg .pl.ol-
vided for. The purpose of attestation 13 to furmsh
evidence of exccution, and its presence Of al_:s‘once
does not alter the characier of an instrument.  There
secms, therefore, to bhe no reason why there sh?uld
bes a distinction wmade for the purpose of stamp
duty according as an instrument _ does or does not
bear on jts face evidence of its having been exceuted.
Further, questions have arisen as to what is meant hy
attestation. Where the actual writer of a document signed
i, the Madras High Court held that it had been a.ttested(i
while the High Courts of Bombay, Calcutta and Allahaba
have held in similar cases that the document had not been
attested. 'The Committee recommend that documents
which are now cxempt oOr liable to a lower duty, if
unattested, should be placed on the same footing as
similar documents which are attested. .
298. An exception might Dbe made and exemption
granted in the case of pawns and hypothecations of mov-
able property for small amounts, whetber attested or not.

-~
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299. 1t is highly desivable that, where possible, the
dul._y payable upon an instrument should depend upon facts
which will nornmally appear in the insteument itsell, in
order that it may he cvident from a perusal of the doen-
ment whether it is prima fucie properly stamped or not.
Phe duty should, however, depend upon the aetual facts
:.mtl not upon the facts staled in the document, il such
facts are meorrect. In artitles 15 and 62, which relate
to partition deeds and transfers of sharves, respeetivelys
the expression ‘value of the share’ is used without the
words ‘as set forth in the instrument’.  Other articles
O! the schedule, however, e.g., conveyanee (2%), exchange
(a}), reconveyance of morlgaged ln'-up(-r(.y (A1), release
(55), seltlement (58) and trust (61), require paymest
‘()l the slamyp {lll!y at rates ealeulated on amounts or values
as seb Torth in the instrument’. The vesult of (his latter
provision s that an insteument in which an .insuflicient
consideration or an insuflicient value has heen inserted
s nevertheless duly stamped, if stamped by reference
to the consideration or value so inserted. T¢'is true that
.;(-(ft.mn 27 requires the consideration, if any, and all other
e o st e sl of
fully and truly set forth in ;.l.l:'uil::\:rn:;:{g( M-(’l that

. : v ; enl, a
seetion 64 imposes a heavy penalty in euses of failure to0
do-so.  But .wh('r(- these provisions have heen infringed,
a document is nevertheless duly stamped, if stamped by
reference to an msuflicient value or consideration insert
ed i the insterument. The Committee would recommen
that ll.u- words ‘as set forth in the instrument’ shoule
he omitted in the Tndian Stamp Act wherever they oceut.
It may be objeeted that, in the absenee of such words,
!-ho. subordinate officers  of Government  hefore whom
instruments may he produced, would embark on vexalious
enquiries as o the correetness of the value or consider-
ation reeited. But such objection ean he met by (»xpl'essl}’
providing that the consideration recited in the instrumen
shall he presumed to be covreet until evidenee to the con”
trary is forthcoming.

3”('. rl‘h(‘ (‘,i\'il Justicv ("‘n"“i“(.(. llil\(' l'('('()lllm(‘ﬂd(’d

that several elasses of documents which are not prcscnt
necessarily reduced to writing should hereafter he requir-
ed to be so veduced,* and a member of the Committee
who gave evidence added the suggestion that a distinetion

¢ Civil Justice C;mmillee'u—Repon t, pagel-ﬂﬂ and 169.
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should be made hetween documents which are now requir-
ed 1o be reduced to writing and documents which may
hereafier he required to be reduced to writing. While the
Commiltee agree that an expansion of the yield of stamp
duty entailed by considerable extension of the classes of
documents which are required to he reduced to writing
would justify and facilitate a general reduction of rales,
they are not prepared to recommend specific reductions
m Lavour of particular documents that may be afTected by
legislation undertaken as the outeome of the report of the
Civil Justice Committee. In their opinion, these documents
should be dealt with on the same principles as are applicd
o other documents of a similar nature.

~30L. 1t is now proposed to draw attention to certain
minor points avising out of the schedule to the Act in regard
to which it is desirable that legislation should be under-
taken whensa suitable opportunity arises.

(a) In the case of various instruments, in order to
enable the parties concerned to distinguish hetween Slocu-
ments which are gcncrally similar, but have _;_\.zu'tlculur
dlb‘l-inguishing characteristics, illustrations should ne :ul(lvd
to the definitions in which these characteristics s.hould be
broughtout. Examples of the documents in question are—
(1) a bond, agreement and a promissory note; (2) a receipt
and an acknowledgment; (3) a release, a discharge and a
reconveyance of morigaged Rropcrty. )

(b) The conflict of decisions as to the cases Lo wl.uch
article 15 of schedule I of the Stamp Act and article 6 of
schedule 11 of the Court-fees Act respectively apply,
should he set at rest.

(¢) A deed of partition
inchude a list of shares drawn up
amony co-owners and signed hy the par

S1ocK AND PRODUCE TRANSACTIONS. _
and sale of stocks and shares and
¢ are usually effected through a
broker on the stock exchange, and whm:e this is the case,
two documents ordinarily come into heing—

(1) a contract note, which is defined as a note or
memorandum  sent by a hroker or agvn:‘
intimating the purchase or sale on a(*mun.t. of
a principal of stock or marketable securily,

and
(2) a conveyance or {r
able secunty.

should be so defined as to
at a division of property
ties.
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B0, The first of these documents is chargeable under
article 45 of the first schedule of the Indian Stawmp Act
with a duty of one anna for cvery Rx. 10,000 or patt
thereof of the value of the stock or sccurity, and the -
sceond ix chargeable under article 62 of the schedule
with one-half the duty on a conveyance for a considera:
tion equal Lo the value of the share or the face value 0
the marketable seeurity as the case may be.

Dutics of a similar nature are chargeable in Lingland
both on contract notes and on transfers, but as l't‘ga"‘ls
contract nofes there are two important differences in the
law of the two countrics.

In England the term ‘contract note’ includes a note
sent by any person who by way of business deals, or holds
himsell out as dealing, as a principal in any stock or
marketable seeurities, advising the prineipal ot the vendor
or purchaser, as the case may he, of the sale or purchase
of any stock or marketable sceurity. Sccondly, the
Issue of a contract note is made compulsory and failure t0
issue such a note is punishable with a fine of £20, couple
with a disability to recover brokerage.

T India 1 note sent by a principal to a principal docs
not fall within article 43, and the issuc of a contract
note 1s not compulsory.

It is understood that in the stock exchanges in India
no distinetion exists between a broker and a dealer OF
jobber suchasexists in England, and thata so-called broker
in India on receiving an ovder from a client may an
frequently does bhuy or sell the stock on his own accou{lt'
Ile in fact acts as a principal, and the note sent by him
to his client does not fall within the charge of duty. Thus,
combined with the fact that the issue of a contract no
is not compulsory, must lead to a considerahle amoun

of evasion, and it would be desivable in these two respects

to assimilate the Indian law to the English.

304. Turning now to the question of the later doct"y
ment by which the stock or marketable security 18
actually transferred, it is to be observed that the duty 13
very largely evaded by the system of transferring stock8
and marketable securities by blank transfer deeds, 1.
by transfer deeds in which the name of the transferee 3
Jeft Llank and is only inserted and the execution of the

" charter, it may be po
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deed completed when, after a number, and possibly a
large number, of subsequent sales it falls into the hands
of a transfereec who desives to have the stock actually
g‘egisto'red in his name. So common is this practice thpt,
in the words of the Bombay Stock Exchange Enquiry
Committee, ““shaves with blank transfers ave hawked for
sale round the bazaar’”.* The question of putting a stop
to it has heen many times considered without a’satis-
factory method heing discovered, and in fact Act VI of
1910 witnessed the adoption of a counsel of despanr mnas-
much as the duty on transfors was raised in ovder partly
to compensate for the loss of duty entailed by the practice
of using blank transfers. In England there do oceur
intermediate transactions which do not result in an actual
transfor of shares, but, subject to certain exceptions,
they cannot he continued for more than a brief period
owing to.the practice of periodical settlements at which
transfors must be cffected, and under thq rules of the
Stock Exchange a blank transfer is bad delivery.

305. The obstacles to reform in India may be said to
be three : in the first place, the organization of the Stock

Exohan;zes, especially that of Bombay, and particulariv .

the facts that settlements do not necessarily result .in the
delivery of transfers, nor is a blank transfer bad delivery;
«in the second place, the reluctance of the Government
to impose regulations upon the mcml)(:rs of a volunrary
association which would not he applicable to  persons
operating outside ; and in the third place, the fact that the
only general means of action so fm: suggested, namely,
the making of blank transfers void, would .h'c more
drastic than the situation warrants and apt to injure the
innocent purchaser. In these circumstances, the only
true path to reform appears to lie in co-operation with
the authorities of the Stock Exchanges. The Securities
Contracts Control Bill recently accepted hy the Bombay
Legislative Council enables a recognised stock exch:mgf*,
subject to the sanction of the Local Govqmmont, to m.al\ci
rules providing inter alia for the .makmg, sottl;.ng .Lln(
closing of bargains and the regulation of all dea m,qls W
members for their own account. Tf this is followed by a
gsible for the (Government to ?htmn
the agsistance of the Stock Exchange authorities in the

collection of the Government revenuc. This assistance

would include in the first place the framing of a rule

* Roport of the Bombay Stook Exchange Enquiry Cownwittee, page 12.
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that a blank transfer is bad delivery. In addition to
that, some such machinery as the following in relation
to the collection of duties might be instituted.

It might be providéd that the contract note should be
in a preseribed form printed by the Government in foil
and counterfoil with a minimum stamp embossed thereon
and a space left for the addition of further adhesive
stamps, which should he of a speeial nature.  Arvange-
ments might be made, where they do not already exist,
for the sale on the Stock Bxchange premises of forms of
coptract notes and transfer deeds and Stock Exehange
stamps and for the cmbossing of stamps on transfers.
It mught be provided that there should be filed with the
Secretary of the Exchange a copy of cach of the con-
tract noter.  Theze notes should bhe sorted according to
the seeurities to which they related and cleared periodt:
cally after settlements or on the expiry of a fixed peviod
by a production of a transfer deed. If and when these
arrangements ave’ carvied out, the (uestion of redueing
the duty on transfers should be taken up.

306. In the absence of any such arrangement \\'l:th
the authorities of the Stock Exchanges, the most promis-
ing method of levying a toll on stock exchange trans-
actions scems to be through the medium of the contrach
notes. To this end, it is recommended that contract’
notes should be made compulsory and that the duty
thereon, which is now at the rate of one anna for every
Rs. 10,000, subject to a maximnm of Rs. 10, should be
raised to 4 annas for every Rs. 10,000, subject to 3
maximum of Rs. 40,

307. A further difficulty that has been raised is as
regards deposits of shaves as sccurity for loans. n
India, the common way of giving such’ security is by
depositing shaves or marketable securities accompanied
by an agreement such as is contemplated by section 23-A

" of the Indian Stamp Act, 1899. There is reason o0

helieve that this course is pursued owing to the heavy duty
which would be exigible if an actual transfer of the
securities were executed. The duty on such a transfer
would be that payable under article 62 of schedule I of
the Stamp Act. In England, the duty on such a transfer
is a fixed duty of 10 shillings, and it would he advantage-
ous if in India also the duty were made subject to 8
maximum of Rs. 10.
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o 308. The case of the produce exchanges is in some
e8pects analogous to that of the Stock Exchanges in the
Maiter both of the nature of the transactions and the
Ocumentg that pass and of the necessity for regulation
OF reasons other than those of revenue. In these
€Xchanges business is conducted in the purchase and sale
O produce, hoth for present and for future delivery.
$ a rule no contract note passes, the terms of the con-
fract being entered in the books of the dealers; delivery
'8 effected by means of a delivery order which is liable
0 a duty of one anna under article 28. In addition to
Phe _legitimate business there is a large amount of gambl-
ing in futures, for the taxation of which sundry proposgxls
aVe been made, including one by the Bombay Excise
mmittee, The only action which it has so far been
found possible to take has been the enactment of the
ombay Cotton Contracts Act of 1922, under which' a
charter hag been given to the East India Cotton Associa-
bon. TIn Calcutta a private member of the Legislative
Counci] hag recently introduced a Bill providing for action
on similar lines to distinguish between legitimate and
gambling business in produce in that city.

309. The Committee have examined the proposals
Made fo! the taxation of futures, and it seems to them
hat it would be not only practically impossible, but on
Other grounds undesirable, to recognise these gambling
Yansactions and to attempt to secure a revenue f:rom
them. The better solution appears to be to continue
action on the lines already initiated for repressmng
gambling transactions and giving statutory recognition to
associations which undertake the contiol of the legitimate
Usiness, If and when action on these lines has been
taken, the question of requiring the issue of a contract
note for each transaction and imposing a moderate stamp
duty thereon might be considered.

. PENALTIES.

310. In India, subject to certain exceptions which will
be referred to later, an unstamped or insufficiently
stamped instrument may be validated on payment of the
duty or the deficient -duty, as the case may be, and a
Penalty of Rs. 5, or ten times the duty or deficient duty,
Whichever is greater. ‘ .

In England the corresponding penalty is £10, and,
Wwhere the unpaid duty exceeds £10, an additional penalty
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of interest at the rate of 5 per cent on such duty from
the day upon which the instrument was first executed
up to the time when the amount of interest is equal to the
unpaid duty.

In both countries a discretion is given to the Revenue

authorities. to remit the whole or any part of the maximura
penalty exigible.

In India every person having, by law or consent of
parties, authority to receive evidence, and every person
in charge of a public office, except an officer of police
is bound to impound any instrument not duly stamped
which comes before him in the performance of his func-
tons. The amount of the unpaid duty and the penalty
then becomes a debt which may be recovered in the same

way as arrears of land revenue. In England there is no
such provision.

. Both in India and England it is provided that an
1nstrument_ ghall not be admitted in evidence or acted
on unless it 15 duly stamped, or unless the deficient duty,
together with the maximum penalty, is paid into court.
It seems to the Committee that, in view of the wide
powers of impounding with which the courts and public
officers in India are invested, the penalties in India are
unduly severe, and in certain cases tend to defeat their
own ends.  Where an unstamped document liable to 2
very high duty is tendered in evidence, the penalty may
amount to a prohibitive sum and may entail the abandon-
ment of the suit. The power vested in the Revenue autho-
rities of remitting the whale or any part of the penalty
has been mentioned, but i may well be that the person
tendgrmg the document is quite unable to raise the sum
required; and in any case he cannot know at the tjme
what portion, if any, will be ultimately refunded.
Another effect of this drastic penalty is that courts are
apt to be unduly lenient in admitting as evidence un-
stamped or insufhiciently stamped documents, and in many
cases documents falling under one head of charge are
“without sufficient scrutiny treated as falling under a
different head involving a lower duty.

The Committee recommend that for the existing maxi-

mum penalty there should be substituted a penalty of
twice the deficient duty plus Rs. 5. They also recom-
mend that the limitation to one year of the period with-
In which a document can be voluntarily “produced to
the Collector for rectification of the stamp duty under
section 41 of the Stamp Act be removed,
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. 311, A digability of a different nature attaches to (a)
bills of exchange and promissory notes and (b) instru-
lents (other than bills of exchange, promissory notes
and receipts) chargeable with a duty of only one anna
or half an anna. In the case of these documents the

¢t contains, in lieu of the provision for validation on
Payment of a penalty, one to the effect that none of them
can be admitted in evidence if they are not duly stamped.
The justification for so drastic a measure is that other-
Wise the duty would be extensively evaded. It1s possible

at & measure of this nature is necessary in the case
of bills of exchange and promissory notes, but it does not
appear to the Committee that, in the case of other docu-

Bxelusioi
from evidence:

ments liable to so small a duty as one anna or half an .

anna, there is justification for so heavy a penalty. So far
a8 bills of exchange and promissory notes are goncerned,
the Commjttee do not recommend any change in the law,
but they think that the provision should cease to apply
to the other documents at present covered by it.

312. A matter which has been prominently brought to
the notice of the Committee is the difficulty avising out
of the provincialisation of the revenue from stamp duties.
The authors of the Report on Indian Constitutional Re-
forms recommended that the revenue from stamp d}lt_les,s
should be discriminated under ‘General’ and ‘Judicial
and that the former should be made a central
subject and the latter a provincial subject. The

unctions Committee approved of this dlStI‘lbUthn{i
It was the Committee on Financial Relations that alterer
the scheme. Their reason for doing so was that they
found no other means of securing a complete separation
of the sources of revenue between the Provincial and
the Central Governments which would give an adequa}te
Tevenue to certain provinces. Accordingly, under the
Devolution Rules, non-judicial stamps were made a pro
Vincial subject, subject to legislation by the Indian
legislature. .

813. As a consequence of this arrangement several
Provincial Governments after the War applied-for the
sanction of the Governor-General to the introduction of
egislation for the enhancement of stamp duties. The]a
Governor-General reserved certain items for centra
legislation and allowed a free hand to the local legxs_ai
tures to deal with the rest. Thereupon, several provincia
legislatures increased the duty on all, or abmost all, the
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items of the schedule which had not been reserved for
central legislation, and in most cases the increases took
the shape of a percentage increase of the existing rates
without any detailed consideration of the burden they
imposed upon particular classes of transactions. :

314. The existence of different rates in different pro- .

vinces causes Inconvenience in cases where an instrument
stamped In a province in which the stamp duty has not

‘been Increased is sought to be exhibited in another pro-

vince where 1t has been increased, and in cases where
the same instrument covers properties situated in differ-
ent provinces or matters or things done or to be done
Apart from this inconvenience,
several provinces also appear to lose a substantial portion
of their legitimate revenue under this head as a result of
its provincialisation. One instance of this loss of revenue
arises from the stamping at certain centres only of cheques
used all over India. In the same way the stamp duty
on transfers of shares in companies operating in other
provinces, goes to the province which has the stock ex-
change at which the transfers take place. Again, under
the e);istmg system, there is no guarantee that stamps
used in a province are actually purchased in that pro-
vince, while many transactions on account of property

v

In one province may be effected in another.

315. The problem of securing for one province a
share of the stamp revenue paid in another in cases
where transactions relating to the former are carried out
in the latter, has actually arisen for solution between
the Local Governments of Assam and Bengal. Several
species of documents relating to property or transactions

in Assam are executed in Bengal with the result that
Assam loses a part of its stamp revenue to Bengal. On

the basis of calculation made for an experimental periOd,
the amount of  this loss was estimated at Rs. 45,0f'0
per annum, which the Bengal Government, after negotia-
tion, agreed to pay as a matter of grace. The Assam
Government requested that the assignment should be
given retrospective effect from the 1st April 1921, and
though the demand was an equitable one on its merits,
the Bengal Government refused to comply with it, and
in doing so, were strictly within their rights under the
terms of the Devolution Rules. A somewhat similar
difficulty has arisen in the matter of the division of the
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unified postage and revenue stamps between the Govern-
ment of India and the provinces. This has been settled
for the time being by the adoption of a formula, but
1t must be obvious that any such arrangement must of
necessity be arbitrary and liable from time to time to-prove
a continuing source of trouble.

316. Thus, while the enactment of central legislation
governing the duties leviable upon a considerable_cate—
gory of mmportant documents in itself forms a tacit ad-
mission of the desirability of uniformity, the actual ex-
perience of the five years’ working in the provinces since
the introduction of the Reforms tends to emphasise this
necessity. Nor is there any prospect of matters mm-
proving in this respect as time goes on. On the other
hand, the fact that proposals have been made in more
than one quarter for the introduction of special provin-
cial stamps indicates the danger that exists of further
difficulties ’ arising out of decentralisation. The only
argument in favour of it is the financial argument which
has already been referred to. This is a matter which
will be considered further in the chapter relating to the
Division of the Proceeds. But it may be stated here that,
if: any other solution of that ques@ion can_be found, 1t 13
abundantly evident, from the point of view of the ad-

A return to
uniformity
desirable, it
practicable,

ministration of the stamp law, that all the advantage lies

in favour of uniform legislationand unified rates.
\ .

317. It remains to make a suggestion regarding the
maintenance of a record of revenue derived from differ-
ent classes of transactions for the purpose of enabling the
authorities responsible to estimate from time to tlme'th%
effects of the duties imposed. In the annual reports 0
the Commissioners of Inland Revenue in England, there
are tables in which the receipts from stamps are classi-
fied in accordance with the transactions to which they
relate, and it is accordingly possible -to detect marked
fluctuations in the revenue derived from different classes
of transactions, and to trace them to their causes. r{“}?}e
reports issued in India give no such information. i e
reason for this distinction arises largely out of t.he differ-
ence in the method of stamping. In Englapd, thq pro-
cedure most commonly adopted is that of. impressing a
stamp, and the stamp 1s not impressed until the marking
officer has determined the amount due. The record of
this officer forms the basis of the return which has been
referred to. In India the stamps most commonly used
are those sold by stamp vendors. Though in some pro-
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vinces a record appears to be kept of the nature of the
transactions for which the stamps are sold, these records
are not compiled, with the result that no information is
available as to the revenue derived from different classes
of transactions. It seems to be doubtful whether, with
the agency at present employed, it would be possible to
- secure a reliable record.in all cases. But inasmuch as
the fixing of the appropriate rates of stamp duty is largely
a4 matler o_f trial and error, it seems to the ‘Committee
to be very important that the most reliable record possible
should be kept of the result of the trials made. They
would therefore recommend that enquiries be made as to
the possibility of securing a record of the purposes for
which stamp papers are sold and of compiling it some-
what on the lines of the returns adopted in England.
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CHAPTER XI.—FEES.

318. Fees ‘‘are distinguished from taxes by the fact
that,_ with fees, the ruling principle is special payment for
Special service, of special reckoning in each case be-
tween the treasury and the contributors; while, with taxes,
the ruling principle is general contributions for general
services, that is, general contributions for the expense of
maintaining order and promoting the welfare ‘and culture
of the people. If the duty to pay taxes follows from the
fact of membership in the State, the duty of paying fees
arises only as a result of making a special demand upon
Public institutions. Of course in practice taxes and fees
easily pass-over into one another’’.* As a consequence
there are charges of many varieties that are classed under
the general title of fees. At the one extreme there may

e cases in which the public purpose is all-important,
a8 when it is found necessary to prescribe that persons
Who wish to deal in explosives must pay fees for licenses
Permitting them to do so. At the other end the element
of taxation may prevail, as when a license for the sale
of liquor is sold by auction and the fee represents the
auction value of a monopoly. Between these extremes
1t 1s difficult to distinguish the circumstances under which
an element of taxation arises in connection with fees.
Generally speaking, it may be said that, where fees are
charged for a service and do not exceed the cost of that
service, the fees do not, for practical purposes, consti-
tute taxation. The next stage is reached when the fecs
exceed the sum which it costs the Government to give
the service, with a small margin for unexpected expenges.
In such cases, there is an element of taxation unless the
service is one which can be used or not at the option of
the payer. But up to the point at which the fees equal
the probable value of the service, theugh an element of
taxation “arises, the element of payment for  services
rendered still prevails, and for this reason such taxation
must be judged on principles other than those that ap-
Ply to true taxation. Finally there is the case where the
fees are raised to such a height that they exceed the
value of the service. Here true taxation arises, since

* Eheberg « Finanzwissensohaft

X : quoted in Bullogk’s Selected Readings in
Pyblig Finance, pages 193-194, .
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the charge in excess of the value of the service is with-
out any quid pro quo. Though, however, these distinc-
tions can be made in theory, it is in practice very difficult
to determine what is the value of any particular. service
rendered by the Government. In the present chapter,
1t 1s proposed to deal, first, with certain miscellaneous
fees in which the element of administration is predomi-
nant, next with fees for the registration of marriages, of
companies and of documents, in the latter of which the
element of taxation begins to appear, and thirdly, with
the important case of fees levied in connection with legai
proceedings.  Fees for licenses for the sale of intoxi-
cants being, as has heen pointed out above, almost pure

taxation, will be dealt with under the head of Restrictive
Excises.

819. Fees are levied under the Indian Motor Vehicles
Act of 1914 for the registration of motor vehicles, for
licenses to drive and for licenses to ply for hire. Similar
fees are 1ev1ed under local Acts for police registration of
hackney carriages. These fees are imposed chiefly for
the purpose of regulating the use of vehicles and to en-
sure that the public safety is not jeopardised by the use
of unsafe vehicles or by unskilled drivers. Such charges
should be kept distinet from the taxes on vehicles, which
will be dealt with in the chapter on Local Taxation, and.
should not be more than sufficient to cover the expenses
of examining and registering the vehicles and testing
the drivers. From the table below of the sums realised
In respect of motor vehicles in 1923-24, it would appear
likely that this limit is exceeded in some cases :—

e e e g i N e

RS.

Madras .. .= S1,000
Bombay .87,000
Bengal . .. . . 1,43,000
United Provingces .. .o .. 89,000
Burma 30:000

320. The fees charged under the Indian Petroleum
Act, 1899, for possession and storage vary from Rs. 12,
when the quantity is not more than 1,000 gallons, t0
Rs. 250 when it exceeds 50,000 gallons, with higher fees
for dangerous petroleum. There are also fees for licenses
to transport. In the absence of information as to the
cost of regulation, it is impossible to say whether there
Is any element of taxation, but it is clear that that ©
regulation is predominant.

‘been made at various times in India.
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321. In the somewhat similar case of explosives, a
suggestion has been made that th® example of certain
continental countries should be followed and a Govern-
ment monopoly introduced. The purpose of the sugges-
tion is apparently the securing of control as much as
revenue, and has this to recommend it, that there 1s no
large trade to be interfered with, and that the bulk of t}}e
manufacture and distribution of explosives is already in
Government hands. These, however, are not considera-
tions with which the Committee are concerned. From
the revenue point of view, there would appear to be little
to be said for the proposal. The imports of blasting ex-
plosives in 1924-25 were valued at only about 25 lakhs
of rupees, and they already pay a duty of 15 per cent.
The imports of gunpowder and smokeless powder do not

And nnder
the Explosives
Act,

appear to have exceeded 2 lakhs of rupees and they pay -

a duty of 30 per cent. The profit to be derived from
a monopoly of local manufacture of fireworks, ete.,
would be comparatively small. In these circumstances,
it is not possible to support the proposal on revenue
grounds. . .

322. The licensing of firearms 1s gcc.ompamed by
fees which are based chiefly on the principle that, the
more dangerous a weapon 1s to the public safety, the
higher should be the fee paid. In view of the purpose of
the Act, this principle is reasonable. But in other coun-
tries, as for example in England, the use of arms fo‘r
sporting purposes is made an otccaalons :;2 (zglf)ft:é?ll}lév:

gg s to the
small revenue, and suggestion e O o
dcale can be devised which can be harmonised thh the
principle on which the present fees ave based, .th? 11(‘91‘[-'
sing of firearms might well be made to vielc mmei
revenue. Instances which oceur as suitable for increase(
charges are weapons licensed for purposes of s‘pcnjt ztrllld
display, and cases where numerous weapons are 1n t e

possession of the same person. ‘
323. The registration of births and deaths returns

nothing in the shape of fees, even for extracts from1 the1
registers, and involves the Government and thfa‘ gca
bodies in a very heavy charge. In the case of marriages,
registration is compulsory for certam comr}numtles,
chiefly the Christians and the Parsis. In the case
of Muhammadans, in which community 1t 18 almost
the universal practice for the Qazi to register the name
of the contracting parties and 9f the witnesses, whose
presence is required by the Sheriat, there is a system of

- 81
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voluntary registration in several provinces. In the case
of the Hindu community generally, a Bill has recently
been passed into law by the Bombay Legislative Council
enabling the major municipalities to enforce registration.
A private member’s .Bill proposing to extend similiar
powers to local boards has been introduced, with the con-
sent of the majority of the Council. The passing of
similar legislation elsewhere, coupled with the levy of a
fee, has been strongly advocated by a number of wit-

nesses bhefore the Commit_tee. The Committee are con-

cerned only with the fiscal aspect of the question, From
this point of view, the introduction of such a proposal
might have the result of assisting to some extent the
resources of the local bodies, which are badly in need
of funds. On the other hand, they cannot ignore the
danger that the introduction of a scheme of registra-
tion among the Hindu community generally, and especi-
ally among the ignorant classes, such as mill hands,
might have serious consequences, while at the same time
they think it desirable to emphasise that, in any legisla-
tion of the kind, it should be made quite clear that the
purpose of the registration is to afford superior proba-
tive value of the fact of marriage and not to interfere
with the customs of the people in respect of the question
of validity of any particular ceremony. On the whole,
they are disposed to consider that the time has come
when a cautious experiment might be made in local areas

~which are selected by Local Governments as suitable for

the purpose, or in which a genuine desire for such 2
scheme has been expressed by the people of any local

*area or by the members of any particular class or caste.

324. It may be appropriate here to touch upon a cog-
nate proposal which has been pressed in several quarters.
namely, the taxation of dowries. While recognising
the economic harm that results from wasteful expendi-
ture on marnages, the Committee are unable to recom-
mend the imposition of anything in the shape of a sumptu-
ary tax, which moreover is advocated on grounds of
social policy rather than of revenue. Even when looked
at from the former point of view, it seems to them that
such a tax would be very unpopular and difficult to assess,

‘while they doubt if its imposition would achieve the re-

sult desired, a reduction of expenditure. On the other
hand, it would be likely to increase the expenses incurred

?yuthe parties upon whom the present heavy expenditure
als.

“share capital.
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325, Fees™are charged for the registration of com-
Panies on a graduated scale with reference to the nominal
The scale extends from Rs. 40 for a
company with a capital of Rs. 20,000 to a maximum of
Rs. 1,000 when the capital exceeds Rs. 75 lakhs. The
reason for levying these fees is that, for the protection of
the public; it is necessary to regulate the operations of
companies, and that for this purpose regisiration 1s neces-
sary. The fees are higher than those levied n England,
but in that country there is also an ad valorem stamp duty
on the capital. The Committee have reco_mmen(_ied in
the chapter on Taxes on Transactions that in India also
an ad valorem tax on share capital should be imposed, 'the
rate suggested being 8 annas per Rs. 100 of the nommi)é
capital. If this recommendation 1s adopted, they Wouh
recommend that the registration fees be reduced to the
following scale :—

RS.

Comi)ani es with a nominal capital not exceeding o5
Rs. 20,000 .. .. s d...
Companies with a nominal capital exceeding

RSITRZO,OOO, but not exceeding Rs. 50,000 . 50
Companies with a nominal capital exceeding

R£ 50,000, but not exceeding Rs. 1,00,000. . 75

Companies with a nominal capital in excess of 100
Rs. 1,00,000 .. .o . . ..

FEES FOR REGISTRATION OF DOCUMENTS.

326. A more important class of fees than any of those
80 far considered from the point of view of the revenue
consists of those levied for the registration of documents
under the Indian Registration Act. In 1923 these fees
1s rendered in return for this payment consists 1n the
maintenance of a correct public record of all documnients
of certain classes, of which the registration 13 compulsory,
and the granting to other documents, of which tllle reglls-
tration is optional, of a superor probative va uef.‘1 n
deciding what portion of the receipts 1s to ])G.CIaSbb.( la,s
taxation, it is necessary to exclude those paid for t'ua1
optional registration of documents and for certain }specla
services given by Registration officers to those who are
willing to pay for them. .

327. On the other hand the fees paid for the registra-
tion of documents of which the reg1§trat19n is compulsory
possess an element of taxation. Since it belongs to the

yielded a gross total of Rs. 120 lakhs. The service which.
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class of payment for services rendered, such taxation may
be justifiable so long as it does not exceed the probable
value of the service to the recipient. Tn all provinces
the receipts from registration generally show a consider-
able surplus, ranging from 29 to 70 per cent, over the
cost of the department.  The fees paid in respect of com-
pulsory registration bore in 1923 the following relation
to the value of the property affected :—

PER

CENT.
Bombay and Burma .. .. e oo 2
Madras, Bengal and United Provinces .o 04
Punjah .. .. .. .. .. 05
Central Provinces .. .. .. .. 06
Agsam . . .. .. .. .. o 07
Bibar and Origsa ‘. .. .. .. 08

In view of the security which registration gives in the
buying and selling of landed property and the conse-
quent increase in the price which purchasers are willing
to pay, 1t seems justifiable to hold that the rates do not
exceed the value of the benefit which registration confers.

328. The fees levied on documents conveying 1nte-
rests which are capable of valuation are charged on 2
regressive scale graduated with reference to the value of
the interest. The rates, which are fixed by executive
order by the Local Governments, vary in the different
provinces. To take a rough average so as to illustrate
the nature of the graduation, a document of the value of
Rs. 100 usually pays a fee of 1 per cent, but where the
value reaches Rs. 10,000 the usual fee is .2 per cent.
The scale thus depends on two factors—the cost of per-
forming the service, which depends more on the length

~and intricacy of the document than on its value, and the

value of the protection afforded to the property by regis-
tration.  The basis on which the fees have been fixed
secems to be reasonable. -

The seale adopted in the Punjah is markedly higher
than those of other provinces. On a document convey-
ing an interest valued at Rs. 50, the charge is as much as
4 per cent. Such documents would not usually be com-
pulsorily vegistrable, but the rate where the amount in-
volved 1s Rs. 100 is 2 per cent and where it falls between
Rs. 200 and Rs. 1,000, 1 per cent. It would be adv.lsable
to revise the scale so as to make it press less heavily on
transactions of small value.
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329. The fees for registration of documents have been
increased in several provinces since the Reforms, and 1t 18
sometimes thought that these increases represent an in-
crease in the element of taxation. An examination of
the figures, however, shows that this is not the case. In
1919 the surplus of receipts over expenditure amou(n‘t}c:d
to nearly 57 lakhs, or 55 per cent of the whole. In 1""}"'),.’
in spite of the inerease in charges, it amounted only to o5
lakhs, which was only 45 per cent of the gross receipts.
At the same time, the evidence recorded by the Qomnnttcc
reveals a remarkable consensus of opinion that, if further
»taxation is required, it is permissible lo increase regis-
tration fees up to the point where they correspond to .tll‘(,
probable value of the benefit.  Necedless to say, m pt ac-
tice it is impossible to determine accurately the _pom’tr at
which the fee equals the value of the beneht’. .iw
security given by registration cannot be isolated ﬂ‘(;fni .t 1(;
effects of other factors, and probably varies in differen
Provinces. For instance, in a province with an eﬂ]Clexllt
record of rights the advantage of registration 1s Pl'o‘;)gxbﬂy
less than in one in which registered documents uvl.e‘ ?lue tz
relied upon. In practice, therefore, it 1s adwswe_‘vl
exercise considerable caution in raising the fees, espem(}1 -
ly in the case of documents that are compulsorily
registrable. .

330. Another possibility of increased revenue whml;
may be mentioned lies in the extension of the classes ci
document liable to compulsory registration. The compul-
80ry registration of documents relating to lm_mov?b}cedpraoh-;
Perty when the value of the right, title or interest de t
With is less than Rs. 100 has frequently been advocate
in the past. In fact it was u.nanu_nously recgm;
mended by a Committee which enquired 1mto the sug]ebc
in 1879, and their recommendations were endorsed by
all the Local Governments. Changes of this nature must,
however, be decided on grounds other than fiscal.

331. It is customary to levy fees for mutation of names
in the record of rights or in the revenue registers. Cnea(;
value is attached to such entries as evidence of title, an
it is legitimate to levy fees for making them. ’ﬂ}gtre 1s£
however, great diversity of practice between the differen
provinces. 1In some no fees are taken if application }:s
made on the spot, while in others the fee is taken in the
shape of a court-fee on an application to a revenue officer.
The rules for levy and the charges in .relatlon to them
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could with advantage be made move wniform. The
charges should, however, be moderate and the suggestion
that an, ad valorem fee should be charged is unsutable.
A record of rights cannot be kept up properly unless the
parties come forward voluntarily and report the changes
which should be made. An ad valorem fee would dis-
courage applications and would react seriously on the
acguracy of the record. Moreover, many of the trans-

actions which are jche occasion of mutations are already
liable to stamp duties.

Courr-Fegs. ‘

332. The case of fees for the use of the services
afforded by courts of law is one on which the most diverse
opinions have been pronounced. At the one extreme are
the followers of Bentham and Mill who declare that the ser-
nc es of the Cmﬁ:fs».’s}l'o‘um'b"é"éﬁtirelv free; at the other
:ilue ﬂlg)s.e \'vho consider that indulgence in fitigation is ay
i’.on‘ o t‘fl(il?.lﬁ.}}apﬂ,c_»ljy and that there is much vexatious -
1f1gaf10_n which ought™to be penalised by heavy taxation;
L)let“’g‘qn these two extremes are some who consider that
t;g}glltlg}dntlon whose account a special service is- main-
1ﬁain1(;e§-11ou d. pay a sum sufficient to meet the cost of 1t8
ton tknce and no more; and others who divide litiga-
ton nto two classes, of which one class should just pay
1t§ way and the other may fairly be taxed. The views O
Bentham ang Mill, which have largely moulded such pub-,
lic opinion as exists against judigial fees, are to a large’
extent based on the idea that law-suits z;rise more often
from the imperfections or ‘incognoscibility’ of the 1aW

~and from intentional wrong done by one party to another

than from the mistakes committed by the parties them-
selves. As pointed out by Sir Henry Maine in the course
(()}f the discussions in the Legislative Council in 1869 on the
?urt—fees Bill, “a vast amount of litigation in this country .
arises from complications of fact produced by the neglects
of the litigants themselves or their predecessors in title,
by ugb;ismess-hke habits, by hecdlessness, or by sheer
folly”.*  Further, there are numerous ofher - cuses i’
which it would be clearly unfair to make the general tax-
payer pay for services arising out of the affairs of parti-,
culax" individuals such as the administration of a bank-’
rupt's property, the winding up of the tangled affairs ©

* P i 4 A . :
page %g?oeedmgs of the Council of the Governor-General, 10th Beptembet 1869
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a dissolving company, the collection of debts due from
defaulting debtors, or the interpretation of a carelessly
drafted will. In practice, as Adam Smith pointed out;
justice “‘never was in reality administered gratis in any
country’’.* In the opinion of the Committee, while the
State cannot be unmindful of the broader interests for
which it “exists, it is clear that what Sir Henry Maine
described as ‘‘the extreme theory that the litigant should
contribute nothing towards the expenses of litigation”*t

alm.s nothing to support it.

333. Granting that a fee is to be charged, it 1s clear
that, in the simple case in which property is invaded and
it is possible to determine that one party or the other is the
aggressor, the charges incurred by the State in adjudicat-
Ing and decidinig the invasion should be imposed upon
him. Where an action is brought in a criminal court,

gthe charges payable by the complainant are negligible.

here civil action is taken, since it is not possible at the
outset.of the proceedings to decide who is the aggressor,

Where one
party is the
aggressor it ie
right that he
should be
made to pay
the cost of
the proceed-
ings.

it is inevitable that the fee, if levied at the outset, be’

taken from the party who institutes the proceedings, but
he should be given facilities to recover through the court
by way of costs at the close.

334. The further question whether the court-fees

E should be so fixed as just to recover the cost of the courts,

:
4
!

H
i

H

s

or whether it is proper for the State to make a profit out

.’ of the service it renders, is a very vexed one. On the
| one hand, the cost of the courts Is only a part of the

much wider service by which the State upholds the law
and secures the rightsv of property, and 1t may fairly be
urged that a litigant who has infringed the law should
make a special contribution to the cost of this service.
Moreover, it is as much the State’s duty to save the
innocent from unnecessary vexation and expenditure n
courts of law as to protect rights and redress wrongs,
and if court-fees are pitched too low, there will be a
strong tendency to bring suits in cases where no real
right is invaded and where the real object is to harass
an opponent. It is, in the opinion of many, & social
necessity to check the excessive tendency to litigation,
which has proved the ruin of many persons In
this country. The extent of this is notorious, but one

Instance may pé}haps be pertinent. “In a recent speech,

. ® Wealth of Nat'ons‘ Volume TI, pages 300-301.
1 Proceedings o; the Cowneil of ‘the Gtovernor-General, 10th September 1869,

page 201,
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- Imposed court-fees, did so partly at least -with the

‘o ] 3 i 1 € o, e . .
- Object of repressing ‘‘groundless and litigious suits and
complaints’’.

248

Hig Excellency the Governor of the United Provinces
referred to the fact that there wag hardly an estate in
Oudh the holder of which had not at some time been
compelled to defend his title in protracted litigation.
Accordingly, the earliest regulations, beginning with the
of 1795, which originally

. On the other hand, the higher the fee the greatef
its effect in rendering access to the eourts difficult ilrﬂ
cases where real wrong has been done, and this diffi-:
culty will be felt more especially by the poorer litigants.

fm'ttHaVing regard to all these considerations, the Com-
fmittee are of opinion that, while the pitching of the

. scale of fees so as to . X

: . produce a rvevenue just ‘sufficient 0.
; ZEV% alll the costs. of the administration o]f civil justice’ﬁ
| astiF ea} th be almed. at, financial considerations may

P Justify the State charging something more, providéd that

{ the f

t the fees charged are n o
! : & > not such as to stantia
hardship to cause subs

litigants. any class and particularly to the poorer

] I;x Dr. Paranjpye’s opinion, while even civil justice -
51311](1 be practically free and speedy to the innocent
g? t a;v-abuhngpﬁnzen, who should De assured by the:
]kbui e“ r%tl}(; full enjoyment of hig property according to the .
£ ; out interference or vexation from others, court-

(:‘3}(135 may involve an element of penalty on the party

.goo tcom}fs' m the way of this full enjoyment, in addi- .
B N to thewr being a charge for the cost of the courts-’

it could be practically done, he would welcome the
levy of the greater part of the court-fees at the end Of
a suit, the court fixing this element of penalty on 37
general consideration of the conduct of the pavrties in
the sut, in addition to ordering the payment of the costs::
of the aggrieved party. This does not, of course, apply
to purely commercial suits. While this may be a counsel :
of perfection, he is inclined to consider heavy court-fees :
charged at the commencement of a suit as a practica!i
negation of justice in many cases.

335. Meanwhile, having regard to the gontroversies Z
that have developed on the subject, 1t seems to the Com=
mittee eminently desirable that a record should be mai‘ﬂ,;i‘-’g
tamed from which 1t should be possible to determine i
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every province what is the amount of fees actually levied
In the course of litigation, what is the actual cost of the
courts and how the one compares with the other. This
is a question which has been several times discussed
without any satisfactory conclusion having been arrived
at. In 1886, an elaborate enquiry was instituted, which
was not completed till January 1890, when the Govern-
ment of India issued a resolution in which they pointed
out that the calculations were extremely intricate, and
that, notwithstanding the labour that had been bestowed
on them, the result could only be considered to be
approximately correct, there being clearly in some cases
an underestimation of the charges. The result, for what
it was worth, went to show that in Bengal there was a
surplus which amounted to 14% lakhs; in Madras the
receipts and charges were practically equal; and in all
other provinces the charges were much in excess of t.he
‘¢Teceipts. In 1914, the question- of repeating the enquiry
was raised by a question in the Imperial Legislative
Council, and the Government of India replied that the -
calculations were troublesome and complicated and that
i was not worth while to embark on it. In 1924 the
Civil Justice Committee, after examining the figures given
in' the reports of the administration of civil justice, con-
demned the figures given as ‘meaningless or erroneous’*, -
and decided that no conclusions could be based on them.
hey recommended that the question should be fexam}nefl
by competent financial authority and that cerfain princi-
ples should be laid down for the allocation of disputable
items between ‘Civil’ and ‘Criminal’ justice. The pre-
sent Commitfee have repeated their endeavour to derive
information from the figures at present available and have
only been able to repeat the conclusions of the enquiry
of 1886 that there appears to be evidence that in certan
provinces the fees exceed the expenditure, while in others
the reverse is the case. To ensure that for the future
a common and easily intelligible basis for such a caleula-
tion should be available, they recommend tha.t, in the
future reports of%he administration of civil justice, there
should be introduced a classification of receipts from
court-fees and charges on account of courts on the

following lines :—
(a) The.principle should be laid down that the
copyist and process services should pay for

“ ® Beport of the Civil J ngtice Cowmittee, page 432,

' 82
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themselves and no more, and receipts con-
nected with these services should not be in-
cluded in the general account of the cost of
civil justice. This would involve in Bengal the
replacement of a profit on the process ser-
vice which in 1923 amounted to 14 lakhs of
rupees.

(b) The fees levied under the Court-fees Act
which consist of pure taxation unconnected
with any suit, such as'duties on probates,
should not be credited as receipts of courts.
Nor should miscellaneous items of receipts,
such as lapsed deposits, be included. They
should come under a different head. An
allowance should of cowrse be made for
court-fees refunded.

(c) On the charge side, there should be included
(i) pay and pensions of officers and establish-
ment (exclusive of the copyist and process
service establishments), less allowance for
time spent on criminal or revenue work,
(i) contingencies, (iii) stationery and print-
ing charges, (iv) a share of the discount paid
to stamp vendors and other expenditure in-
curred in realising the stamp revenue,
(v) a share of the overhead charges in the
Secretariat, and (vi) the charges for rented
buildings and the interest on the capital
cost and cost of mainfenance in the case of
those that are the property of Government.

336. In fixing scales of court-fees, different plans have
been observed in different cases. The primary principle
18 to grade them according to the cost of the service ren-

dered, and an attempt is made in the High Court in Eng-.

land, and, subject in one case to a partial exception, in the
three Chartered High Courts in India, to approximate to
this principle by charging a small initial fee and an addi-
tional fee at each successive stage of: the case. Even
this estimate, however, does not by any means accurately
measure the cost of the service in individual cases, and
any attempt to do so would probably fail. Accordingly,
and in view of the fact that to some extent the time
spent by courts depends on the value of the subject-

matter in litigation, partial effect has been given to thi;i

consideration in framing the scale of fees in the count

v
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courts in England. In the case of courts in India other
than the CharteredeHigh Courts, this process is carried still
further. In introducing the Court-fees Bill ‘c_)f 1869
Mr. Qockerell stated that the amount of the fees ““i1s fixed,
not in proportion to the measure of labour imposed upon
the court in the adjudication of the suit, but according to
the value of the matter litigated, 1.e., m proportion to
the advantage which the suitor obtains or seeks to obtain
through the court’s action.”’* This appears to the Com-
mittee to be an incorrect statement of fact and to enunciate
a principle which cannot be defended. Tl’le advantage
which the suitor obtains through the court’s action can
only be measured, if at all, when the suit 1s decided, but if
the advantage which he seeks to obtain 1s to be measured
in terms of the value of the subject-matter litigated, the
scale should of course be proportional, not regressive.
The system of basing the fee on the value of the subject-
matter litigated is not in itself a principle, but merely a
method, rough and imperfect though it be, of giving
effect to the cost of service principle.

337. In the conditions in India the system now obtamn-
ing under which the fees arc fixed on a graduated and

regressive scale by reference to the value of the subject- system.

matter litigated is, subject to the recommendation which
the Committee make below, a suitable one and to be pre-
ferred to any attempt to measure the cost of the service
in individual cases.

The possibility of modifying this system in the direc-
tion of securing a closer adherence to that of basing the
fee on the cost of the service rendered is indicated by
proposals that have been made that a refund should be
granted, or a lower fee charged, (1) in the case of suits
decided ez parte, and (2) in the case of those settlefi by

agreement or compromise.

The proposal regarding refunds is no new ome. A X
provision which allowed for refund on a decision or dis-
posal based on an agreement or compromisc was in force
under the Code of Civil Procedure of 1859, and again
under the Stamp Act of 1862, and even now, under t}le
Presidency Small Cause Courts Act and the Madras City
Civil Court Act, half the fee is repayable if the suit is

* Proceedings of the Council of the Governor-General, dated 10th Septemher
1869, page 288. :
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settled by agreement before the hearing. These provi-
sions, however, are not entirely satisfactory. An ex
parte disposal is not necessarily a speedy one, and an
ez parte decree may mean that the party who brought
the suit has been using the court as a debt-collecting
agency. Similarly, suits settled by compromise out of
court sometimes involve numerous enquiries and ex-
pensive proceedings connected with interlocutory appli-
cations for arrest or attachment before judgment and
the l}ke. At the same time, the benefit conferred upon
the litigant by a system of refunds is problematical, since,
apart from the considerable time taken and the expense
of obtaining the refund, it is more than doubtful whether
the whole of the money refunded will ever reach the
pocket of the party who has paid the fee.

538. 'The. other system which, while it is free from the
latter objection, is still subject to the former, is that in
fOTC? mn 'the. county courts in England, under which the
fee is paid in two instalments, one at the institution of
the plaint and the other at the trial or hearj , and in
cases where judgment ig entered up by consé® or in the
absence of the @efendant, the hearing fee is only one-
The Comne ing fee which is payable in other cases.

© “ommiltee are disposed, on full consideration of the
matter, to recommend that effect should be given to the
principle of measuring court-feeg by the cost of the ser-
vice rendered to the extent of taking the fee in two instal-
ments, the first being payable at the institution of the

suit, and the second on . or immediately after the settle-
ment of igsues.

339. The Committee have ‘so far dealt with the broad

general principles involved, and before going into matters -

of detail, they think it desirable to point out that
the experience of 55 years has shown that the Act of
1870 needs' revision in many respects—a fact which i8
sufficiently .demonstrated by the accumulation of rulings
of the High Courts and by the amending Bill, which i
now before the Legislative Assembly. Meanwhile, how-
ever, the situation has been complicated by the transfer
of the power to fix the rates of court-fees to Local
Government.s. . The amending Bill proceeds on the basis
that the principles of assessment and the procedure in
realising court-fees are exclusively regwlated by the

merely contain detgils which can be left to be dealt with

a

‘sections of the Act, and that the articles in the schedules -
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by the provincial legislatures. It seems to the Com-
mittee that, in the circumstances of the case in ques-
tion, such an arbitrary division of functions cannot be
satisfactory, and they would recommend that an expert
Committee should be appointed to examine the provi-
sions of the Act and the provisions of the schedules,
both separately and in their relation to one another, and
they propose now to justify this suggestion by an exami-
nation of instances of defects in the Act and the
schedules and the inter-relation between them.

340. One principal defect in the Act is in respect of t['lu
valuation of suits. Under paragraph (iv) of section 7,
Plaintiffs are authorised to value suits of various classes
according to their discretion, and this discretion has been
widely abused. The situation has been made worse by the
fact, not only that the court seems to be powerless to
compel a plaintiff to revise an unreasonably low valuation
and pay the proper court-fee, but that, while the cqurt-fee
is calculated under rules fixed by law, the right of
appeal to the Privy Council and sometimes the fox:um
of instituflh depend upon the real value of the subject
in litigation. The result is sometimes a reductio ad
absurdum. Similarly article 17 of schedule II provides
a court-fee of Rs. 10 for a variety of suits, some  of

The provi-
sLone
regarding
valuation of .,
suite,

which, e.g., suits for a declaration of title to property,

are clearly capable of valuation.* _ .
~Again, in respect of suits for the possession of im-
movable property, the Act lays down different cnteria
for different kinds of property. A permanently-settled
estate, or a definite share of it separately assessed and
entered in the Collector’s register, is to be valued at ten
times the annual revenue; a temporarily-settled estate,

or a definite share of it separately recorded as paying
‘révénue to the (Government, at five times the annual

revenue; a revenue-free property at fifteen times the
net profits of the preceding year, and where no such net
profits have arisen, with reference to the value of
similar land in the neighbourhood; part of a revenue-
paying estate not separately assessed, at the market
value of the land; houses and gardens also at.thc market
value. These arbitrary provisions again result in the
reductio ad absurdum that a suit for a part of a field

may pay a higher court-fee and require to be tried by a

* In this and sntsequent passages, where arate from the sehedule is quoted, it

‘ is the ratg emtodied in the Act of 1870 unless the contextshows that oue of thy

rates imposed by provineial legislation is in guestion,
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court of higher jurisdiction than a suit for the whole.
In addition, the varying ratios of value of land to assess-
ment make the fees arbitrary and uneven, while suits
for land, though they are generally more hotly contested

than suits for money or movables, pay lower court-fees

than the latter do. Moreover, the method is inconsist-
ent with the method adopted for the valuation of land
in the case of appeals to the Privy Couneil.

brought to the Committee’s notice :—

(1) In the case of Civil Revision Petitions [schedule
II, item 1 (d)], detailed calculations of receipts and

- charges made In respect of the proceedings in the High

® Proceedings of the Madins Legislative Cennci), dated 18th March 1925, page 280.

-

The prepara- 341. While the Bill hefore the Assembly proposes some
oo amendments in respect of section 7, it seems to the Com-
valuations  mittee that something more drastic s required, and.what
- recommendeds thoy would recommend is a thorough recasting of the
section and the preparation of a full schedule similar to
that contained in the Indian Limitation Act, 1908, of
suits and appeals which commonly arise in civil courts
with a method of valuation prescribed for each. There
would of course remain a residue of suits incapable of
valuation, for which fixed fees should be provided, but
these fees should, in the opinion of the Committee, vary
with the nature of the suits or of the forum set in
motion by the plaintiff, and they $ould particularly re-
commend consideration of the statement made in the
local Legislative Council by the Hon’ble the T.aw Member,
Madras, that there exists a class of suits which he des-
cribed as ‘luxury’ suits, which ought to be made liable
to a high scale of fees.*
Kegovery of 342. Another respect in which the Act appears to need
indeoided . amendment is as regards the provisions which enable the
suits, -~courts to collect a deficiency in the fees paid—uvide
sections 10 to 12 and 28.  These sections apply to pend-
ing and not to decided cases. The Committee would re-
commend that provision be made for the recovery by
the QGovernment within a reasonable period after the
disposal of a suit of any deficiency in the court-fee through .
means of an application to be made to the court for a
decree for the amount due against the party by whom the
same is payable. ' ‘
- Instances of 343. To return to the schedules, the following ate
}2{, inthe  S0ome of the instances of inadequate fees that have been
schedules,

255

Court of Madras for 1923-24 disclosed the fact that there
was a deficit on the year’s working of about Rs. 30,000
and a net loss on each petition of Rs. 30.

(2) Applications for orders of arrest or attachment
before judgment or for temporary injunctions are often
put in by parties for the purpose of obtaining 1ndlrec§
advantages over their opponents, aqd the orders passe
on them are appealable. The fee is only 8 annas, 1as\
against 5 shillings in England, which, considering the
level of court-fees there, is comparatively hlgh..

(8) A similar case is that of an application for the
appointment of a receiver in a case in which the apphcant
has no present right of possession of the properties m
dispute. _ . 1

(4) An application for compensation for arrest or
attachment before judgment or in respect of a .temp])o—
rary injunction obtained on insufficient grounds l;s also
charged only a fixed fee of 8 annas. As such app 1cat}110ns
operate to bar suits for damages, and the orders on them
are appealable, they f‘ggy well pay ad valorem fees. .-

(5) Application"s“' to set aside decrees passed ez
parte and applications for review of orders dlsmlssmﬁ
suits for default pay the same low fee, which may well
be increased. . .

On the other hand, applications for review of judg-
ments pay a fee based on the amount in 1ssue in the suit
and should be assessed only on the amount or value of‘
the relief sought for. _ o

(6) Applications under paragraph 17 or 20 of the
second schedule of the Code of Civil Procedure for per-
mission to file agreements to refer to arbitration or-
awards, and agreements filed under Rule (1) of Order 36
of the Code are rated in the schedule to the Imperial Act
at Rs. 10. In Madras the fees in these cases have been
raised to Rs. 15 and Rs. 100 according to the court to
which the application is presented. :

(7) Applications under sections 34, 72, 73, or 74
of the Indian Trusts Act for opinion or advice or for
discharge from a trust or for appointment of new trustecs
take up considerable time of the courts, and on the
principle of payment for the service rendered, should pay
a higher fee than that of 8 annas which they now pay.

(8) A similar remark applies to an application for
the winding up of a company under section 166 of the
Indian Companies Act. '
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(9) Another similar case is that of an application
under section 26 of the Provincial Insolvency Act.

344. A somewhat different class of cases consists of
petitions contesting elections to the local and central
legislatures and the various local bodies. In the former
case these petitions are tried by a tribunal of three judges,
who are either judges of the High Court or quahfied to
hold such office. They therefore cost an appreciable
sum to the State and contribute nothing towards it. The
cost in the case of petitions contesting elections to local
hodies is less, but still considerable. While it i8 no
doubt a primary concern of the State to ensure the purity
of elections and the return of suitable candidates to the
legislatures and the local bodies, it has to be remembered
that there are provisions for the intervention of the
State in cases of obvious malfeasance. At the same time,
1t cannot be denied that very often election petitions
are the result of personal or communal rivalry and
actuated by malice or spite. When these petitions come
to_court they are often fought out with great animus, and:
as has been observed, the trying of them costs appreciab e
sums. It may not be possible to make thém pay for
themselves, but it seems proper to levy an amount which
bears some relation to the cost of the service rendered.

34’) The Committee, while inviting attention to geveral
cases In which the fees at present levied appear tO ‘be
inadequate, have made fewer recommendations regarding
the cases in which they are excessive. The reasons are
three : In the first place, until an accurate account O
the receipts and expenditure is obtained on the lines
recommended above, there is no certainty that the fees,
even where they have been raised for the purpose ©
balancing the budget, do actually more than cover the
cost of the courts. In the second place, the recommenda-
tion made regarding the payment of institution fees 10
suits in instalments will result, if accepted, in a large
reduction of the receipts. In the third place, the Com-
mittee have recommended the scrutiny of the whole of the
schedule by experts. The cases to which they have calle
attention are some of the more glaring anomalies. But the
Committee expect that an exhaustive scrutiny by lawyers
will reveal numerous other cases in which a revision "
the direction either of increase or reduction is desirable.

' 346. Meanwhile, the Committee have not entered intc
any examination in detail of the variations in rates b otweer

- Cretion or 3 fixed fee of Rs. 10.
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Provinces that have resulted from receni provincial leg's-
lation. But they would venture to urge that the matter
of court-fees ts one in respect of which uniformity 13
desirable, not only in the matter of the general principles,
procedure and methods of realisation, but also, unless
there ig strong reason to the contrary, in the matter of
Tates. Not only does a large difference in rates engender

& feeling of injustice in the persons affected; it might

also tend to the transfer of litigation from province to
Province,

347. While uniformity is desirable generally, there is
one case in which the lack of it is a subject for remark, and
that. is the case of the three Chartered High Courts.

hile the Court-fees Act appliés to all other courts mn
ndia as well as to the Appellate Sides of the three
.hartered‘ High Courts, in respect of suits on thp Orlgmgtl
$lde these three courts constitute, as it were, imperia

. YMperio, exercising taxing powers irrespective of the

legislature. Not only do the fees levied by them differ
rom those levied in mufassal courts and in other High

ourts, but those levied in one Chartered High Court
differ from those levied in another. In respect of original
Suits, while the Calcutta High Court levies a fixed insti-
tution fee of Rs. 15, the Bombay High Court levies one
of Rs. 20 and the Madras High Court an ad valorem fee
of Rs. 150 for the first Rs. 10,000 of value and Rs. 20 for
every Rs. 5,000 thereafter. In addition to these Instl-
bution fees, there are levied other fees such as hearing
ees, exhibit fees, etc., so that the sum eventually paid
38 court-fees is considerably in excess of the institution
fee. Nevertheless, an actual comparison of the court-
fees paid on the Original Side of two High Courts in a
few typical cases shows that the total sum paid is con-
siderably less than the amount levied under the Court-fees

¢t in the mufassal courts, except in the case pf certain
Suits, already referred to, in which the plainpff is 31.10“’?1
10 pay court-fees on the valuation put by him at his dis-
If the agency which is
Set in operation is to be the criterion of the amount of
the fee to be paid, it follows that, that of a High Court
being much more efficient and expensive than any court
in the mufassal, a litigant on the Original Side should pay
a higher and not a lower court-fee. The Committee
recognise that this ancient privilege of the successors
of the old Supreme Courts is one which the Government
will be loth to disturb. Regarding the matter, however,

33.
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High Courts.
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from the point of view of taxation, they feel that the
retention of it cannot be justified. They would urge that
whatever steps are necessary be taken to render the fees
on the Original Sides of the Chartered High Courts as far
as possible uniform with one another and not less than
those in the courts in the mufassal.

348. In addition to the fees payable in courts, the
schedules of the Court-fees Act deal with various miscel-
laneous fees payable to Revenue and other officers. The
original provisions regarding these fees were widely
worded, and at one time they produced quite a consider-
able revenue because there was hardly any application to
a Revenue officer which did not require a fee of some sort.
Of late years, however, they have been qualified by 80
many exceptions and exemptions that it is probable that
the revenue derived from them is very small. In the

" opinion of the Committee a distinction should he made

between applications that involve enquiries of a judicial
character and applications for relief from or recovery of
taxation or applications which are incidental to ordinary
official routine, and they would recommend that an
examination should be made of the applications to
Revenue and other officers that are at present liable t0
stamp duty and of the revenue derived from them, ant
that, if as a result it appears that applications of the
former kind are sufficiently numerous to make the col-
lection of the revenue worth while, a separate schedule
containing them should be prepared and the remainder
exempted; if, on the other hand, the yield is insignificant:
all applications to Revenue and other officers not bemng
courts of law should be declared free of tax. )

349. In this connection, it may be mentioned that it 18
somewhat anomalous, now that court-fees have become
source of provincial revenue, that there should be
oredited to the provinces the fees on applications 0
Customs officers, the chief of which are those on what
are known as bills of entry. The Committee observe that
a suggestion has been made that, if applications to officer
of the Income-tax department are not already taxable,
fges should be levied on them and credited to the pro-
vinces concerned. If it is necessary to impose a fee fO}'
services rendered by these Imperial departments at_alls
1t would appear that the amounts in question shoul‘(_l be
credited to . the Imperial Government. The Committe®

have, however, recommended that all fees of this nature

sh_ggld be abqlished. :
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350. Under section 30 of the Court-fees Act, nothirig’ Fees paid to

contained in Chapters I and V of the Act applies to the
fees which any officer of the High Court is allowed to
receive in addition to a fixed salary. The Calcutta High
Court Retrenchment Committee, 1923, have referred to
various kinds of fees paid to officers of the High Court
on the Original Side for work presumably done out of
office hours. They recommended that the emoluments
of Government officers from sources of this kind should
be scrutinised from time to time and that care should he
taken that such employment does not interfere with the

~regular work of the officials concerned. Under section 81

of the Presidency Towns Insolvency Act, the 'Ofﬁmal
Assignee is entitled to receive for his remuneration the
commission fixed by rules made by the Court. The
remuneration varies from year to year and the emolu-
ments of .this officer have tended to exceed that of any
other public servant except the Governor, and even on
occasion that of the Governor himself. Both the Calcutta
High Court Retrenchment Committee and the Judicial
Retrenchment Committee of Madras recommended that
thé“office of the Official Assignee should be reorganised,

officers.

- -

that permanent salaries should be paid to him and his
establishment, and that the commission received by him

should go to the public exchequer. The two Retrench-
ment Committees above referred to -also recomn;ended
that the fees earned by the Sheriff should be credited to
the Government, and so far as this office is” concerned,
it is—understood that the recommendation has been
accepted by the Madras Government and that there the
office of Sheriff has been made honorary and the fees
received by him are now paid into the public treasury.
There may be similar cases of the levy of fees in cash
in other provinces. It is obvious that all fees levied on
Government account should primarily be credited to the
Government, znid that in the case of fees received by
officers for the whole of whose time payment is made
from the public exchequer, no exception should be made
to this rule. |

351. In conclusion, the Committee would venture to
recommend that more adequate steps should be taken to
ensure the full realisation of the Government revenue
in the case both of court-fees and of stamps. .It is gene-
rally supposed that these are revenues which collect
themselves. But the evidence before the Committee
inclines them to think that too much confidence is some-
times placed in this idea. The presiding officers of

-
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courts cannot be expected to regard themselves as fiscal
officers of the Government, and the ministerial officers ave
apt sometimes to Le careless, at others ignorant of the
Intricacies of the law and at others even to connive, for
instance, at t}le withdrawal of msufficiently stamped docu-
ments. Again, there is evidence that, owing to fallure to
deface stamps, it is not uncommon for these to be
abstracted and used again. Reference has also been
made above to the absence of provision for recovery of
deficient court-fees once a suit has been disposed of and
to the necessity for amending this provision of the law.
All these circumstances indicate a tendency towavds
leakug_e under this head of vevenue, and it scems to the
Coml}mttee desﬁrable that there should bLe a systematic
enquiry made into the matter. What they would recom-
mend 1s in the first instance a set of sample enquiries by
officers, trained both in the law of stumps and court-fee“s
and in accounts procedure, in selected courts over @
fixed period of time.  If as a result there appears 1o be
reason to think that a general IS}l v ki )’
place then g u general loss of revenue is taking

; ey would recommend that action be

taken to intrody :
1ce a general aud opeminte fir e
sources, 8 1t of receipts from thes

‘Special favour with democra

CHAPTER X1I.—PROBATE DUTIES.

352. Duties on inheritance or succession are levied in
most of the countries of Burope, in scveral countries in
the New World, in most of the British Colonies, and in
some countries in Asia, such as Jupun, Ueylon and the
Strfms Settlements. Though various duties which were
le."led in ancient times, notably the Roman vicesima here-
dftat“m et legatorum, introduced by Augustus in the year
6 A.D., were of a like nature to succession dutics, yet

Duties on
inheritance
are levied
in most
countries,

mheritance duties in their modern form are of compara- -

tively recent origin. In Kurope the increased taxation
Becessitated by the Napoleonic wars led to the discussion,
among other sources, of the possibility of large additions
to the national exchequers by means of the taxation of
properties devolving on death. This idea gained support
from, and was popularised by, the teachings of thinkers
like Bentham, Mill and Bluntschli, who advocated drastic
limitations of the right of unconditional succession.
Latterly, an extreme development of the theoretical
possibilities of such duties has been set forth in the writ-
Ings of the Italian Professor, Rignano.

353. The modern reliance upon the principle of ability
to pay as the basis of taxation has led to the graduation
of death duties. In this form they occupy an important
place in the taxation system of the countries 1n which
they are imposed. As a form of taxation which- falls
pre-eminently upon accumulated wealth, they have found
: tic thinkers. In Great
Britain the net receipts from death duties in 1921-22
and 1922-23 were £51,263,66mr£56,494,667, res-
Pectively. They form 6.9 per cent of the total tax-
revenue of the State, occupying the fourth place after
income-tax (including super-tax), —excises and customns
duties. In the fiscal system of Holland they are nearly as
important, forming 6.2 per cent of the total tax revenue,
as compared with 4.8 per cent In the United States of

America and 2.2 per cent in Italy.

And
constitute a
large part
of the
revenue,
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364. Duties on inheritance are by no means unknovylrl
in India.. Under the Zamorins of Calicut a duty- of 29
per cent was levied on the value of the estates o_f M\}h&l{k
madan landholders.®* A death duty is levied in Bikanir
at the present day, graduated by degree of 1'e1_at10nsh1p.up
to a maximum of 20 per cent. The general introduction
of similar taxation by the British Government was first
considered in the year 1859 in connection with the discus-
sions relating to the introduction of the income-tax, and
the practicability and desirability of such a tax }‘mve
since been discussed on numerous occasions. T0 &
limited extent, that of the probate duties leviable from
certain communities, duties of this class have been m
force from an early period, and the rates of these duties
were fixed in 1870 at the equivalent of the then English
rates. The more general levy of inheritance taxes haS,
however, hitherto been thought inexpedient on various
grounds, of which the chief were— '

(a) that they would fall with special severity upon
the landholding classes; .

(b) that there would be great difficulty in the
valuation of chattels;

(c) that the habit of investment was in its infancy

(d) that there were no reliable figures of trading
incomes on which the capital value of business
conicerns could be based ; and )

(¢) that the law of the Mitakshara joint family
introduced complications which could not be
surmounted. ’

355. The first objection has lost much of its force bY
reason of the continuous increase in the value of 13{1‘}’
accompanied in the ryotwari tracts by a progressive
moderation in the land revenue assessment and the in-
crease in the proportion of taxation borne by the
industrial classes. In 1903-04 the land revenue, includ-
ing receipts from irrigation, formed 43 per cent of the
total revenue of India; in 1923-24 the same two items
formed only 21 per cent. This change is due, not oni¥
to large increases in the rates of other taxes such 28
customs, income-tax, and excises, but also to changes
in“the practice at land revenue settlements and g’
deliberate limitation of enhancements of the demand.

Meanwhile, the amount of property in forms other than
. , R

aclean : Standing Information regarding the Official Admin-ilttaﬂon‘

* M;
of the Madras Presidenoy, page 8¢.
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] 1 ies of bringing
land has largely increased, and the difficulties of
such property within the scope of the machinery of
taxation have diminished.

The valuation of chattels is difficult, and leads tr.;
evasion in all countries. Owing to the peculi)ar laWZc{ih
habits of the people, such evasion 18 (;Ot (;,h;tx ggtent
Pérhaps in a greater degree in India, an o that whose
would tend to throw a heavier burden on pe 11501‘.; ct that
Properties cannot easily be cpncealed.. But t 1}(: tadefeat
self-interest and legal ingenuity may be at YﬁOl~ to round
and escape the operation of a tax is not a su Cl'(zndegsirable
for not levying it at all, though it may make‘c1 |
to moderate its operation in particular respects.

The'growth of investments in this country can be
judged from the following figures :—

In '1923-24, the total value of Government PaéP‘i’g
stood at Rs. 358 crores as against only Rs. .931 crore o
1883-84. The total amount of paid-up capita 1’30340_05
stock companies, which stood at Rs. 40 crores gl 0
amounted to Rs. 222 crores in 1921-22. ep}({)Sl.43%
the Post Office Savings Bank have risen from 1888.6—8';
lakhs, the quinquennial average for 1882-83 to be;‘
to Rs. 2,226 lakhs in 1921-22. Every year the n’?}?the
of new life assurance policies is on the mcrea}se,l(\:fjlg o
result that, while the sum newly assured in Ll
Rs. 449 lakhs, that assured in 1923 was Rs.lf : ?)t\her

he ‘total sum asstired on life assurance [}o i(élzeg othes
than postal insurance policies at the end o Loee
at 52 crores as against 39 crores in 1921. 23,11 addition,
there were in force on tHe 31st March f19R (%)2 Ay
insurance policies covering a total sum of k. :

i is reached
The extent to which the fund of mvesfcment is reac od
by the existing probate duties may be ]uc%ged f;ﬂ(())trzr;1 t](x)ef
fact that, in the year 1920-21, out o ?1 Jotal o
Rs. 4,10,75,000 worth of property which %)aé L the exiet
ing dutieg on probates in (alcutta, a sum o . d(')\;e,rn&\ent
consisted of cash in banks, Rs. 35,31,000 o Goyernment
securities, and Rs. 1,96,07,000 of property i i,
C6mPaﬁieé. In Bombay in the financial y.larsr 192)-22.
1922-23 - and 1923-24,- business assets va
Rs. 1,74,83,646 paid duty in 1381 cases.

i ' f the income of
‘The objection that reliable figures ot t ome
tl-‘ader: %I;,]\?:t;); to be obtained has to a considerable
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extent been met hy the reform of the Tncome-tax depart-
ment, and on this point the opinion of the witnesses
examined before the Committee was almost unanimous.

The difficulties connected with the joint family system
are no doubt real, and arise in relation both to the ques-
tion of property to be assessed and to that of the
machinery for collecting the tax. But the difficulties are
not nsuperable, as will be seen from what follows.

356. An examination of the systems of inheritance
taxation n force in different countries reveals two main
forms which these duties may take, viz.—

(1) a transfer or mutation duty, which in principle
15 a duty payable by reason of the passing of
property on death, regardless of its destina-

tion : the Bnglish estate duty is an example of
this form ; and

(2) an acquisition or succession duty. The succes-
sion and legacy duties in TFingland are a0
example of this form, under which the tax
1s levied by reason of the acquisition by 2

beneficiary of assets- belonging to a deceased
person, '

The mutation duty is levied because property has passed
by death, and is graduated with reference to the total
amount of property so passing. The legacy or succession
duty looks, not to the size of the estate loft by the de-
ceased, but to the size of the separate shares receive
by the beneficiaries, and as the windfall element increascs
with the distance of relationship to the deceased, it 18
often graduated further on that principle.

_ 357, On the subject of the joint family system under the
Mitakshara law and the many different laws of inheritance
in India, the Committee, as laymen, speak with diffidence:
They are advised, however, that these two condition®
generally put an acquisition duty on the lines of the
English succession and legacy duties out of the questipn'
The joint family is in the nature of a corporation whic
continues to exist and enjoy the property irrespective O
the death of any particular member. ~Meanwhile, the
systems of inheritance both among the Hindus and among
the Muhammadans recognise a plurality of heirs, and the
calculations connected with the division of property among

them, and more particularly the minute fractions int0.

which the shares of particular heirs may run, woul

- compulsory system of representation,
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render the imposition of a succession duty, as distinguish-
ed from an estate duty, impracticable. Nor v'vould‘ it be
easy, in the medley of laws and customs of inheritance
that exist side by side, to arrive at a uniform classili-
cation of heirs and a satisfactory scale of graduation
according to relationship which would apply to all cors-
munities in India. For these reasons also, a duty some-
what on the lines of the English estate duty appears to
be more practicable, and may initially take the form of
a transfer or mutation duty on death.

358. For the satisfactory working of such a duty, the
recognition of a representative of the de.ceased,‘where-
ever practicable, on whom the responsibility for the pay-
ment of the duty can he fixed, is desirable. A grant
of representation can be made conditional on payment
of the duty and enforced by suitable provisions calculat-
ed to prevent dealings with the assets of the deceased
in the absence of a grant.. In England, where a ani-
versal system of representation exists, the estate duty,
so far as it is payable in respect of unsettled prope«r;ly:6
now largely collects itself, and the first knowledge ,t a
the British fiscal authorities receive that estate duty 1s
payable in respect of such property 1s often actually
derived from the fact of payment of the duty. '

359. Provisions already exist in the Indian law for a
but it is limited as
regards the area affected, the communitlgs to which 1t 18
applicable and the circumstances which 1t ogel*ateg.
Under section 9 of the Admlmstmtor—ngeral s Act,
1913, the Administrator-General is required to t‘z}ke
hecessary proceedings to obtain letters of gdmlmgtmtu}ni
in every case in which a person not coming i erdp 1
definition of an exempted person® under the Act ' 1les,
leaving within his jurisdiction assets exceeding the value
of Rs. 1,000, if no person entitled to the grant of probate
ot letters of administration has applied for the szmtl‘e.
The effect of this provision is that universal r’epresg;‘n a-
tion is necessary in the case of all E}lropeang,.lEura}jmg:sé
Armenians, Jews or persons of foreign domicile w E’) i

testate or intestate, leaving within the jurisdiction ({ O%Igz
Administrator-General  assets .exceedmg. Rs. '1’86"-
Sections 187 and 190 of the Indian Succession Act, 5,

i isti Hindus, Muham-
. der the Act are Indian Christians, ) !
madan:} XI?T,};;:: dﬁ):(rlao}:\i:t:nor ; ersons exempted by special order of\ tgxe l(srgbvet;r;g‘r
General in Counoil under section 332 of the Tndian Succession Atk y from
the operation of that Act,

34
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make probate and letters of administration indirectly
compulsory in a few more cases. Under section 187,
where a will exists, no right as executor or legatee can
be established in a court of justice unless probate or
letters of administration, with the will or with an authenti-
cated copy of the will annexed, have been obtained, and
under section 190, in the case of intestacy, no right to
any part of the property of a deceased person can be

established in a court of law unless letters of administra-.

tion have been obtained. These sections, however,
necessitate probate or letters of administration only in
cases where rights are sought to be enforced in courts,
and tl}ere are decisions to the effect that they apply only
to_claims made by plaintiffs and not to those made bY
defendants. Muhammadans, Hindus and Buddhists are
cxempted from the operation of these provisions, while
under section 332 of the Act the Government of India
have power to extend the exemption to members of any
other‘ race, section or tribe. The Native Christian
Administration of Estates Act VII of 1901 has since
declared section 190 inapplicable to ‘Native Christians’.
The result in effect is that, in the case of Parsis, letters
of administration are now necessary both in the case of
test_ate and intestate succession, while in the case of
Indian Christians, they are necessary only in the case of
testate succession. Section 2 of the Hindu Wills Act,
1870, has extended section 187 of the Indian Succession
Act to wills and codicils made by Hindus, Jains, Sikbs
or Buddhists on or after the 1st day of September 1870
within the territories of the Lower Provinces of Bengal
or the local limits of the ordinary ecivil jurisdiction ©
the High Courts at Madras and Bombay, and to such wills
and codicils as, though made outside the above limits,
relate - to immovable property situated within them.
Except to this extent there is no provision compelling
probate or letters of administration either for Hindus -of
Muhammadans in the case of testacy or intestacy. )

In addition to the above provisions, | certain 1aws$,
such as the Government Savings Banks Act, 1873, the
Post Office Cash Certificates Act, 1917, the Provident

Funds Act, 1897, the Imperial Bank of India Act, 1920:
the Indian Companies Act, 1913, and the Indian Sect”
rities Act, 1920, indirectly enforce representation, 3%

they ‘contain provisions under which the production ©
probate or letters of administration can be insisted upo®
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as a condition precedent to the payment of money of
transfer of shares to the heirs of deceased persons. A
Bill is now before the Imperial Legislative Assembly, the
am of which is to enforce similar provisions in the case
of claims made under insurance policies.

The Succession Certificate Act, 1889, also contains
Provisions intended ‘‘to facilitate the collection of dehts
on succession and afford protection to parties paying
debts to the representatives of deceased persons’” by pro-
hibiting the passing or execution of any decree for a
debt due to a deceased person except on the production
of a probate or letters of administration or a succession
certificate under the Act. :

In the Bombay Presidency, a certificate under Bom-
bay Regulation VIII of 1827 offers an alternative to a
ilgll‘obate or letters of administration or a succession certi-

cate. ° > \

In all other cases it is at present optional to take out
Tepresentation, but the instances which have been given
show that, to some extent and for certain limited pur-
Poses, the principle of representation is already in force.

360. The duties levied under the Court-fees Act on And a

probates, letters of administration, succession certificates,
or certificates granted under Bombay Regulation VIJI
of 1827—all of which for the sake of convenience will
hereafter be referred to as ‘probate duties’—though
levied in the form of court-fees, partake to some extent
of the nature of the death duties of other countries.
Prior 0 1910, they were levied at the flat rate of 2 per
cent in respect of probates, etc., relating to -properties
exceeding Rs. 1,000 in value, but by Act VII of 1910, the
Principle of graduation was introduced in the rates, which
thercafter stood thus: .

~ PER

CENT,
Where the "amount or value of the property
exceeded Rs. 1,000, but did not exceed
Rs. 10000 .. oo e.  ee .. 2
Where the amount or value of the property
exceeded Rs. 10,000, but did mnot exceed .
Rs. 50,000 .. ‘e N . 25
Where the amount or value of the property 3

exceeded Rs. 50,000
The maximum has since been raised in Bengal, Bihar

and Orissa and‘Assam to 5 per cent and was raised in

Bombay for three years to 7 per cent.

considerable
amount of
taxation 18
levied in the
shape of
probate
duties.
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L spiie of the limited scope of the duties, a consider-
able0 revenue is derived from them, which amounted n
1923-24 to 36 lakhs of rupees, distributed as follows:—-

RS.
Madras 2,35,653
Bombay .. .. .. .. 1384438
Bengal .. e .. .. 1532206
Bihar and Orissa 35,651
Assam .. .. .. .. 34’457
Punjab Lo, 26,559
United Provinees .. .. . 1.72,324
Central Provinces and Berar 119:170
Burma 1,83,804

The high figure for Bengal is explained by the fact that
the Hindu Wills Act is in force t%u‘oughou{ the province.
As a consequence, duty is levied in Bengal, not only on
business assets and investments, but alsa on 2
considerable amount of real property. The value of
real property which paid duty in 1920-21 exceeded 2
crore of rupees. '

a0 . . . . . : 1 5
, '361. The existing duties are very inequitable i thetr
bnm ence. This is determined, as already pointed out,
E}‘rlrlc’)ace, 1e11£g10n. or locality. The assets in India of
eans ans, Armenians ‘
peans, Kurasians, Armenians, Jews and persons O.f

foreign dogicile must pay duty whether there is a witl

or not, or whether any vight is sought to be established
in court or not. The estates of Parsis, whether there i5
a will or not, and the estates of Indian Christians, where
there 18 a Wlllz must pay duty wherever the estate he
sttuated n India, though only when a right is sought to
be established in the courts. The estzﬁe’s of H?ndus,
where there is w will made in, or relating to, immovable
property situated in the Lower Provinces of Bengal of
the cities of Bombay or Madras, must also pay duty, but
again only when a right is sought to be establishea in the
courts. The estates of all Muhammadans who die testate
or mtestate, the estates of all Hindus and Tndian Christian$
who die ntestate, and the estates of all Hindus who di¢
leaving wills not falling within the scope of the Hindv
Wills Act need pay no duty, unless the parties themselvet
apply for and obtain probate or letters of administration

Secondly, there is no just apportiohment betweer
large and small estates. In England, not only are estater
not exceeding £100 exempt, but theres is provision fo!
the payment of a fixed duty of 30s. on small estates th
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gross value of which does not exceed £300, and of 50s.,
which includes all other death duties, on estates of a
gross value exceeding £300 and not exceeding £500. In
India, on the other hand, a duty of 2 per cent has to be
paid on the value of the smallest debt or seeurity in res-
pect of which a succession certificate is applied for, and
I a majority of the provinces the probate duty of 2 per
cent where due is payable on all estates of a value
exceeding Rs. 1,000, Thus, not only are certain classes
of ‘the community selectéd for taxation, but the tax also
falls with undue weight on the members of those classes
which are least able to bear 1t.

362. The extension of these duties to the conmunities
to which they do not apply has often been advocated In
the past, and is supported by a number of non—ofﬁcml
witnesses who have given evidence before the Commuttee.
Item (2) of schedule I of the Scheduled Taxes Rules 1s
“‘a tax on succession or on acquisition by survivorship
in a joint family’’, and under part 11 of schedule I of the

. Devolution Rules, taxes included in the schedules to the

Scheduled Taxes Rules are sources of provineial revenue.
The expression ‘‘on acquisition by survivorship in a jomt
family”” shows that the extension of the duties to Hindus
was contemplated.

363. Apart from any question of taxation, the exten-

.sion of a general system of representation to the commu-

nities in which it is not at present in force, would be Qf
manifest advantage to the communities themselves. Their
laws of inheritance recognise a plurality of heirs and 1n-
terests requiring protection, and this fact itself renders
an intermediate representation necessary. At present
among the Hindus, the laws relating to adoption, self-
acquisition, partifion and reversionary rights give faci-
lities for dishonest debtors or designing relatives o
traffic in family dissensions when property passes at
death. A system of universal representation would cur-

" tail these activities. In the caseof both Hindus and Muvham-

madans it would be of practical value to the honest
debtor as an indemnity. It would clothe the near-
est relative or the person who has the greatest interest
in the estate with a representative capacity which could
not fail to be of great use and assistance in dealing V\‘;t’}1
strangers, either creditors or debtors of the deceased’s
estate, instead of leaving the estatc to be got 1n and dis-
tributed by such fortuitous means as might be available.
Besides, where property had to be sold to discharge debts,

Their exten-
sion iy
provided for
under the
Devolution
Rules.
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sion of
general
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tbe communi-
ties concern-
ed.
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2}1 even for the purpose of making a division, the pur-
t'lasgr could deal with a duly appointed legal representa-
tive msteagl of with a number of persons claiming to be
Interested in the estate : purchasers would obtain a more
secure title, and this security would in turn lead to an
?nhancemer}t of the value of the property. The fact of
;eplr‘?sgntatlon would thus save the estate from loss and
vﬁ% I?HOI}: It would also solve a very difficult question
L ich arises where a Hindu or Muhammadan suitors
plaintiff 101- defendant', dies, and it heedmes necessary t0
iz:;ppf(l)’lcmn.'L representative to carry on the suit or to defend
eéted iln iﬁznt’~lt not seldom happens that persons uninter-
or Proceedinpmperty are placed on the record. The suit
perty, whi }g_goles on, much to the detriment of the pre-
Heciion i 1eft with no proper representative, to 3
should \o:s]c ) dcé‘s the finality which decisions of courts
remove Idlfﬁglg;it ‘ompulsory representation would also
belonging to d 1es m the way of the transféer of shares
due on insur eceased persons, the claiming of moneys
noln Insurance policies and similar matters.

the ngt.exlllllegze pfartl(-}ular case of wills, it will be seen from
Act that 2 pr 0 ?bJeCtS and reasons to the Hindu Wills
as long afo 0p05f ;O muk? probate .universal found favour
have comr atsxl 870, while the Civil Justice Comrittee
the followi;i? ec on the‘ ‘zzl)gence of any such provision 11
any person o tT‘ImS T Wlﬂ} no system which compels
tary pinsbtr{lmo I; ace before a judicial tribunal a testamen-
death of the (in Wlt.h".l a reasonable time following the
forward m: estator, it is not unusual for wills to be put
law 1o b any years after.””* Wills are not required b¥
o ‘e registered and the only way of preventing 2
purious will being set up years after a man’s death is t0

require that wills should De admitted to probate hefore

they are acted upon, and so to diminish the possibilties
perjury and fraud by bringing matters to a head within
;‘L‘SXed limit of time. ™ The Committee added, however.
nfortupately when we come  to consi’de;‘ whether
probate of such wills should be made compulsory; the
question of law reform meets a question of finance. - *

o oL 7
. - Considering the matter entirely in the interests of the

adxl}inistyation of the law, it appears to us, however, to b
?I_Pléy %)’ rule out an extension of the provisions of the
indu Wills Act to provinces outside Lower Bengsl for

purely financial reasons’’t. It is hoped that the pI‘OPosah

¢ Report oflthe Civi i ‘
+ I, m,e :7 (Sml Justice Commnﬁtefe, Page 469.

-

‘existing law of probate to all communities.

- Amount in éxcess of 20,00,000
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which will be made below are such as will provide for a
suitable combination of the two objects.

365. In the case of intestacy, the objection has been
raised in the past that the introduction of a compulsory
system of letters of administration would ‘‘Impose upon a
multitude of poor and ignorant people in cases where
there was no difficulty or dispute an unnecessary
amount of trouble and expense.”” * This presupposes
a IS:W of universal application. If, however, a fairly _hlgh
limit of exemption be imposed, the objection vanishes
and the operation of the law is limited to persons who are
likely to realise its advantages.

366. Tt is therefore recommended that, alike for the
purpase of introducing a general inheritance tax in India
on the lines of least resistance, and for that of removing
the- inequaljties in the incidence of the existing probate
duties, and as a necessary measure of* law reform, an

. attempt should be made to introduce into this country

the kines of that in force
o extend the
To ensure
the success of the scheme at the initial stages, the Limit
of exemption should be placed not lower than Rs. 5,000,
and even on sums exceeding that figure, the duty payable
should not be high. The duty may be in accordance with

the following scale :—

8 system of representation on
i the United Kingdom, in other words t

RS. PER

CENT,

5,000 NiL

~ Next 5,000 3
» 10,600 1

” 30,000 13

’ 50,000 21 .

” 1,00,000 24" =

.  8,00,000 3
" 5,00,000 g

00000 L. . e
2000 R
cent already obtains in the
Orisga and Assam and one

ted in the Report of the
s Amending Bill now

A maximum of 5 per
provinges of Bengal, Bihar and
of 6 per cent has been sugges
Select Committee on the Court-fee
before the Central Legislature.

| dated 6th June 1879, in introducing the
the Council of the Governor-General,

* Speech. by the Hon’ble Mr. Stokes,
Probate and Administration Bill, 1879, in

The objeotion
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case of
intestate
guceession,
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of the exist~
ing law,
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b ?HSQS.O{; estates under Rs. 5,000 should he governed
dytt 1e §X1stlr:g law of probate, but should pay only a fixed
uty of Rs. 5 instead of the rates at present provided by

 the Court-fees Act.

. 3_67. While it is desirable to effect the extension of the
eX‘IStlng law of probate to the communities that are at
glesent exempted from its operation with as little distur:
; an&e of the existing provisions as possible, it is not easy
in the comused state of the law as ahove described to
suggest means of doing so.

Bill,II‘il)ivﬁlfS]E Smtep} would appear to be to delete from the
P the .ine the Central Leglslature for the consolida-
succeqsionetlaw ‘ilpphca,ble to intestate and testamentary
fromkthe ol‘e ‘c auses exempting various communities
reproduce seth ation of the provisions therein which
Act. 1865 ‘ecgpns 187 and 190 of the Indian Succession
estates "qu-u Ject to an exemption in the case of sma}
m o%sibl fns would have the effect of rendering. 1t
to Il . e't Ol"f any person to establish a right in a court
b d tykpm of the estate of a deceased person unless he
ad taken out probate or letters of administration.

In the next pla isi i on
ing mutation in IZ~esc o prepon might be made préwnt
: espect of land, shares and other forms
of property passing on death, of which a mutation i
required for purposes of title, except on produciion €
probates or letters of administration.

In the third Pplace, a provision might be introduced,
such as is contained in section 37 of the English Stamp
Act of 1{315, 65, Geo. III, Chapter 184, un(i)er which 2
penalty is prescribed for taking possession of, OF
&dm{nl.stermg the effects of, a deceased person without
obtqmmg probate or letters of administration within Si¥
months of death, or two months after the termination
of any suit or dispute respecting the will or the right
to letters of administration. 7

It is probable that these three provisions would suffice

to secure the ‘taking of steps for representation in the
great majority of cases, but to provide for the residue,
1t might be desivable to take the further step of extending
the operation of section 9 of the Administrator-Genera 's
Act to all communities with ‘the difference that, whereas

it is compulsory on the Administrator-General to take
gctlptn‘ in the case of the communities at present covere ;
y it, it might be made optional for him to do so 1B

" vest in the executor or administrator all p
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respect of the rest. This modification is proposed be-
cause it is possible that to make it compulsory in all cases
might, at least i#t the earlier stages, involve an extension
of the operations of the Administrator-General and his
alg)lents such as would be neither practicable nov desir-
able.

- These provisions should be inapplicable throughout
t0 estates of less than Rs. 5,000 except in sq far as they
are applicable under the present law. v ¥

368. The persons entitled to a grant should ordinarily
be those entitled to the same under the Probate and
Administration Act; where the deceased had left a will,
they would be an executor, if any; a universal or a
residuary legatee; the person or persons entitled to the
administration of the estate if the deceased had died
intestate ; -any other legatee having a beneficial interest;
or a creditor. Where the deceased had left no will,
administration of the estate might be granted to any
person who, according to the rules for the distribution
of the estate applicable in the case of such deceased,
would be entitled to the whole or any part of such de-
ceased’s estate. Where several such persons applied for
administration, it should be in the discretion of the Court
to grant it to any one or more of -them. The usual
provisions relating to the execution of a bond by the
person to whom the administration was granted for the
due collection and administration of the estate would
continue.

- 869. The effect of the above provisions would be to
. roperty situated
in India of which the deceased was at the time of his
death competent to dispose. They would not, however,
operate to vest foreign property, seitled property, . o
property passing by survivorship, including the property
of a joint Hindu family. As regards foreign property,
express provision might be made vesting such property in
the executor or administrator, but as regards other pro-

perties which do not so vest, it would be necessary to
provide that, to the extent that it is intended to include
charge, the executor

such properties in the scope of the
i include them so far

or administrator should be bound to . .
the affidavit leading

as he was aware of their existence in
to probate or letters of administration and to declare

their value, if known. The duty would then be collected
on an account to be furnished by the person whom
such property was vested and to whom it passed by

Persons
entitled to
probate.

The case cf
foreign or
sottied pro-
perty or
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passing by

survivorship,
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survivorship. In the case of Hindu joint family pro-
perty this person would ordinarily be the managing
member or senior male member, but #here would seem
to be no objection to accepting an account from any
responsible member of the family. For the purpose of
determining the rate of duty payable, the value both of
property which does and of property which does not veg
in the executor or administrator should be aggregate£

_370. Subject to the provisions above stated, the
pgmmple of the law of estate duty in Englansd mig,httbé
a opﬁqd. _In oth_er words, where a deceased person dies
dpmlclled in India, the duty should be chargeable on all
}}1;18 property, hoth movable and immovable, situated in

l1)1t~1sh -Indla and on .his movable property situate

abroad : but where he is not domiciled in India at the
‘tlme 'of his death, it should be chargeable on his movable
and immovable properties situated in India. Lut not’ Of
any of the properties situated abroad. Dr. Paranjpye
would agree with this provision only if for the purposes
of these duties a person who is employed and is ordi-
narily resident in India for two years before death 18
regarded as having been domiciled in India. '

fouf;:inregards the locaﬁt.y of intangible property, the
acceptedg: %e_neral propositions of the English law may be

(1) The locality on a security payable to bearer or
other security transferable by delivery 18
determined by the actual situation of Ihe
document of title at the time of death.

(2) The locality of a security transferable by ent¥y
on a register (e.g., an ordinary share in 2
public company) is determined by the actusd
situation of the register.

(3) The local.ity of a debt or other right enforceable
at law is the place where the right of recovery
can be enforced. ¥

The difficulty of charging chattels in India b5t
already been referred to. The Committee have D9
information as to the extent to which chattels are aCt‘%any
charged under the existing probate law. They do not Pro
pose any general amendment of the law in this respec®
But they think it would be well, at least on the first %
duction -gf the law into rural areas, to have prOVif’lO:
under which this class of property can be excluded fro®

371. At present, in valuing the esfate of a decessé
person. for the purpose of probate duty, allowance #

* equivocal deelaration communica
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made for debts, funeral expenses, property held in trust
and other property not subject to duty. This may
continue to be he law.

 872. Tt is desirable, in so far as it is practicable, to
include within the scope of the duty gifts made within a
year of death, which should be treated for purposes of
this duty as part of the assets of the estate.

373. One of the difficulties which have been raised in
connection with the question of assessing the property of
an undivided member of a Mitakshara joint family to an
inheritance tax, has to do with the procedure to be fol-
lowed in such assessment, whether it should be on the
hypothetical basis that the Dayabhaga law is in force,
or whether the property should be taxed only on the
death of the managing member, or whether the share of
the deceased person should be taxed as if a partition had
taken place on the day of his death. The most accept-
able alternative is undoubtedly the last one, as otherwise
the duty would in effect have to be levied on properties
not passing on the death of the deceased.

374. Tt is sometimes urged that inheritance taxation

* ought not to apply to the property of a Mitakshara joint

family on the ground that, on the death of a co-parcener
belonging to such a family, there is no mutation’or
acquisition which gives occasion for the levy of a duty.
But it cannot be denied that a member of a Mitakshara
joint family possesses a beneficial interest m the pro-
Perties of the family during his lifetime, which he can
sell or mortgage, and in some provinces, even dispose of

Gifts inter
vivos.

The basis of
asgessment,

The objection
that there is
no sucoession
in a joint
family.

by gift, and of which he can get a partition during his

lifetime by suit, or effect severance by a mere un-
ted to the other mem-
bers of intention to hold separately. This interest clearly
passes on the death of the member, and 18 thqrefore a
proper subject for a tax in the nature of a mutation duty.
In the similar case in England, where property or an
interest in property passes by survivorship, it 1s valued
for purposes both of estate duty and succession duty.
Again, in the Bill to amend the Court-fees. Act now

" before the Central Legislature, it is expressly provided

that, if any member of a joint Hindu family governed
by the Mitakshara law applies for probate or letters of

administration in respect of
ber of the joint family, such estate shall not be deemed

to be property held in trust, and the applicant shall pay

the estate of a deceased mem-
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a fee on the value of the share in the joint family pro-
perty which the deceased would have received if a parti-
tion of the property had been made immediately before
his death. In the opinion of the Committee, this provi-
sion is based on the correct primciple that there is no
objection to subjecting to duty property or an interest

in property passing by survivorship on the death of a.

co-parcener in just the same way as property or an
interest in property passing by inheritance is so subjected.

376. The argument that, owing to the death of mmor
co-parceners, the occasions for the levy of the duty would
be much more numerous under Hindu Law than under
other systems of law, may be met by providing that,
the case of property belonging to a Mitakshara familyy
no duty shall be charged on the death of minors who have
any male ascendants living. In the case of separate pro-
perty, however, no such exemption should be made.

376, The case of the Malabar tarwad is peculiar n
that the right of an individual member thereof to demand

_or enforce a partition is not recognised, and that, except
with the consent of all the members, there can never be &

partition. The only alternative as regards the property
belonging to such a body is to levy, instead of an inherit-
ance tax as above described, an annual tax of the same
nature as the corporation tax in England, the minimum
limit of exemption being dependent on the number ©
people supported by the tarwad,

377. To prevent evasions of the duty on shares of
deceased members by allegations of oral relinquishmeﬂts&
or partitions, it should be provided that no partition OF
relinquishment of family rights would be recognised for
the. purpose of the duty except those represented by
regdistered instruments.

?’7'8‘ Settled property in respect of which the settlor
retaing any beneficial interest should, on the death of the

settlor, be treated as part of his estate to the extent of such

interest, but thereafter such property should he exempt
from duty during the continuance of the settfement and
until it pusses into the hands of some person competent
to dispose of it. A similar provision may be made t0

cover the case of a private wakf made partly in favour of

the person who makes it.

379. Valuation of properties for purposes of death{
duty should be in accordance with the market value ab
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the date of death. To prevent inquisitorial enquiries as
to valuation of chattels and harassment by officials
administering the tax, provision should be made em-
powering Local Governments to make rules for the
exemption of chattels, not being the st-ock—m-tr_ade of any
trade or business, and for the arbitrary valuation of land
in specific areas or in classes of cases.

380. An objection that has from time to time been
raised to the universal extension of the existing law of
probate and letters of administration is that the existing
number of courts would be insufficient to. cope with the

Machinery
for adminig-
tration.

work that would be involved. At present only District '

Judges have jurisdiction in granting and revoking probates
and letters of administration, though the ngh _Court. has
power to appoint from time to time such judicial o.fhc‘e:rs
within any district as it thinks fit to act for the Dls‘tll.ct
Judge as Jelegates to grant probates‘an.d letters of admimis-
tration in non-contentious cases within such local l_1m1ts
as it may from time to time prescribe. It may be ponn’.w(z
out that, in the event of the pr_oposals above made being
adopted, the bulk of the cases involved would be uncon-

“tested, while the diminution in other kinds of litigation

consequent on the introduction of a universal system 1of
representation would to some extent compensate f.or the
expenditure of time on this work. Further, if p1qba‘t.es
and letters of administration are made umvgrsal, .DI.Stl ict
Munsifs and Subordinate Judges may be given jurisdic-
tion up to limited amguntsd. |
trars may be appointed to deal W I
within sgch locrzgities as may be prescribed. Thestgloa\i}S
preferably be officers connected with the ReVemfle ; ngnis-
ment. Applications for probate and letters o @1 N
tration and accounts in the case of jomnt de;mV pfln
perty should ordinarily be presentable only to tl%m. -
contentious and doubiful cases, they should be_’egu‘.n
to transmit a statement of the case t0 the Court tdvthg
jurisdiction and to proceed thereafter accor'dlng Othe
nstructions issued by the court. In Oth'?ﬁ (lzases u ah};
should have power of disposal. There shouﬁ >)L1;1‘0b'clte
of appeal against the orders pussed by thd o a:nd
Registrars and District Munsifs™® to District ut}gle s
from Subordinate Judgest and District J ud6ge% :ﬁ he Tlieh
Court, in the manner provided by gection 86 of the

and Administration Ac_t_;, 1881.

ith non-contentious cases

e e s T

¢ In Bombay 2nd class Subordinate Judges.
# B Bombay 1st olass Subordinate Judges..

Tn- addition, Probate Regis-;
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- 3%1. The duty should be paid by means of a stamp
l xed to the affidavit leading to the grant of probate or
etters of administration. Probate Registrars and Courts
should have power to issue grants even in cases where the
full stamp had not been paid, and to require the person
entitled to the grant to execute a bond for the due pay-
ment of the duty. Courts should have power to transmit
cases to the Probate Registrars for the purpose of valuing
f}ll‘.otpe}rtles or obtaining bonds, and on their certificates
/ adtile proper duty had been paid or that a satisfactory
lon ad bee'n'obta.lned therefor, to issue probates or
ett‘e.rs of administration. In the case of joint family pro-
I')lqtlle('f’ .the.: account furnished by the managing member
3 tll(t); tlsllénlézflgiylbe liable to be stamped with the requisite
) ers : i i
bonds whenever ef{(;)réfl?égf.d being given power 10 take

382. It only remains to consider th stion of the
%ut(llloPty& which should carry out the proel)c?sl;?ftl:gnis&tion-
ar; er the Scheduled Taxes Rules the power. to impose

YaX on succession or on acquisition by survivorship in
3 ]l(l)lnt family has been given to local legislatures, princi-
E)ea yi as the Comn}lttee understand, because it was con-
st:lnp ated that duties of this kind wemld be collected it
Evglps., arid stamps are a provincial source of revenue-
; In this limited aspect of the question differences
Cave already arisen through the changes made under the
: i)urt-fees law in the rates of duty payable under articles

» 12 and 12-A of schedule 1 to the Court-fees Acts
and' m the Bill recently introduced for the purpose 0
revising that Act the Government of India have propose
to restore uniformity in this matter. While such uniform-
ity is desirable from the purely taxation aspect of the
question, 1t 18 even more so from another aspect. The

[

proposal now made is to extend the law of probate t0

communities to which it is not now applicable, an
while any local legislation in that direction would require

the previous sanction of the Governor-General, inasmuct
as it would involve the amendment of enactments included
in the schedule to the Local Legislatures (Previous Sanc~

tion) Rules, it is at the same time obviously highly up-
desirable that changes affecting the personal law of com~

munities should be made by local legislatures in a manner’

which might result in different provisions for the sameé
community in different parts of India.. On both

mend that legislation dealing with thé whole questiol .

\\these grounds, therefore, the Committee would recom”

should be undertaken by the Central Legislature.

M
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CHAPTER XIII.—LOCAL TAXATION.

~ 383. While all taxes are in a sense payments for
/services rendered directly or indirectly by the governing
authority to the tax-payer, this feature is present in a
‘Inuch more conspicuous degree in the case of local taxa-
tion than in that of taxes levied for the general purposes
of the State. Some local taxes are specifically levied for

the purpose of procuring particular amenities for the in-’

habitants of particular localities and earmarked for the
purpose.  Others are levied for purposes of a more
general character. This distinction has led to the classifi-
cation of local services inte two categories entitled ‘bene-
ficial’ and , ‘onerous’, which were distinguished by the
Royal Commission on Local Taxation, 1901, from whose
report the following is an extract :—

“We believe that the only method which can
secure fair play. all round is consistent adher-
ence toga principle which has often been put
forward in discussion, but to which insufficient
regard has frequently been paid in practice.
That principle is the distinction between ser-
vices which are preponderantly National in
character and generally onerous to the rate-
payers, and services which are preponderantly
Local in character and confer upon rate-payers
a direct and peculiar benefit, more or less com-
mensurate with the burden. The distinction
cannot, it is true, be drawn with absolute logi-
cal precision. In many cases it is plain
enough, e.g., just as water-rates are held to be
payments for service rendered rather than
taxes, so also it is clear that drainage works are
a local benefit of a similar kind. But in other
cases, the two elements are combined in differ-
ent degrees, since almost all useful local ex-
penditure is indirectly advantageous to the
country at large. But a service may be called
properly local when a preponderant share of
the benefit can be directly traced to persons
interested in the locality. . On the other hand,
universality and uniformity of administration 18
generally a mark of a natioral service, because

Local tax-
ation has a
arge element
of payment
for sarvices
rendered.
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such administration does not confer spec’iﬂﬁ
benefit on'special places. Again, the presum
tion is that a service is national when the Staté
in_smts on its heing carried out, and on a Cer<
1ain standard of efficiency being reached.”

A slightly different terminology was adopted by théf‘
Departmental Committee on Local Taxation appointed %
1912, as the terms ‘beneficial’ and ‘onerous’ had giVe_n";'j
rise to considerable confusion of thought in regard t&:
the proper amount of assistance to be given by the Staté™

to local authorities. This Committee divided locally”

administered services into two classes—

The natuore of
local bodies in

ot}ner ooan-
tries,

.

vcil with an elected head. The villages are grouped fo

(1) Local services, i.e., those which are carried
out and controlled almost entirely by local =
authorities in the interests of their respectivoys
localities and are not to any marked extent”

for the henefit of the nation as a whole; an

(2) semi-national services, or those which are
administered by local authorities, but 1P
which the

administration.

384. In endeavouring to see what principles underlié |

the systems of local taxation in other countries, it will per-
haps be useful, instead of examining the systems country
by country, to attempt to arrive at gemeral conclusions
as to the nature of the local self -governing bodies, the
nature of the functions which they perform and the man-
ner in which they are furnished with funds for the pur-
pose. It is proposed tc take as examples the loca
self-governing bodies of the United Kingdom, France,
Prussia and Japan. S

»

The unit of administration is generally something
corresponding to the Indian village, namely, the parish
in Englfmd, the commune in France and Prussia, and the
village in Japan. This is generally governed by a coun”

r
purposes of assessment of taxes into unions in England,
qrrm.zdissements in France, circles in Prussia and coun”
ties in Japan. There are other groupings for electoral,
judicial and other purposes. but these have little concern
with local self-government. The next effective grouping
for that %urpose is into counties in England, departe-
menis o

State has at the same time 80
;nar.ked an interest in their efficiency as t0
justify a claim to the sipervision of thelr °

rance, provinces-in Prussia, and prefectures. .

281

" in Japan. These groups are governed by councils' pre-

.Bided over by the Chairman of the County Council in-

N.;.England, the Prefet in France, the ‘Chief President™

-in Prussia and the Prefectural Governor in Japan. -In-

the case of towns, a similar organization obtains with a
slight alteration in name, and there is much less differ-
ence made than in India between the local administra-
tion of :he towns and that of the rural areas. There are
of course many minor differences in the organization of
sthe bodies, only the chief points of similarity of which
have been brought out. The latter arc the points which
are most instructive for the present purpose.

385. The services performed are very similar in all
cases and may he divided into six large groups as
follows : —

(a) Education, including libraries, museums, and

', picture galleries;

(b) public health, including water-supply, drainage, ‘

hospitals. conservancy, town improvement,
lighting and regulation of traffic, housing of
the working classes, registration of vital
statistics and vaccination;
(c) communications, including highways, paths,
and bridges;
(d) poor relief, including the maintenance of
‘ . pauper lunatics and defectives, the provision
of asylums and the care of the unemployed;
(e) police, including prisons, lgck-up houses, and
assize courts; ) )
(f) agriculture, including rural industries, diseases
of animals, and destructive insects and pests.

_ There are, of course, several cases in which thp hodies
in question perform only a part of the functions included
in this list, while on the other hand in some cases
important additions have been made to it. For instance,
in Prussia the local bodies take a large share of the ad-
ministration of the State insurance
health, old age and disability. In Japan, the local
authorities collect some of the prefectural and_central
taxes, receiving a subsidy to cover the cost of c_o]loctlon.
Similar bodies in many- countries perform functions con-
nected with the elections to t
such as- the registration of electors. . ,

The local bodies do not undertake the whole of the
responsibility for the services referred to, but where

they do, the first and main responsibility is on them. In.

86
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the case of the police, the authority is divided. In
England, the State undertakes the control of the

police forces and makes contributions from the central

Exchequer, and the local authorities maintain the police
forces and meet the expenditure. In France, the State
undertakes the maintenance of the general police force

of the country, and the local authority the rural police.

In Prussia, in the larger towns, there is usually a State
police organization; in the smaller towns the police are

partly State and partly municipal; while in very smalle

towns the police are completely under municipal
control. Tn Japan, the pclice are attached to the pre-
fectural Government except in Tokyo-fu, where the
~ Metropolitan Police Board is under the direct control of
the Honie Office. The expenditure on police is met by the

prefecture, and no part of it is horne by the cities OT,

towns and villages.

_386. In the matter of finance, there is much more
dlffgence between the system's"'of the countries taken as
examples than in the matter of the constitution of the
boghgs or of the functions assigned to them. In Great
Britain, the chief source of . the revenues is taxation,
generally rates on land; in Prussia it igx income from
land and property belonging to the communes; in France

it is taxation, largely levied on trade and in the shape of

surcharges on the State taxes; and in Japan, which fol-

lows the French method, the main dependence is on sur~

taxes. Therev is, however, more similarity in the sources
of the revenues than would at first sight appear. Thus,

in all cases there is a large dependepce on taxes on land .

and other property. In Great Britain, this amounts t0
about 63 per cent of the whole revenue, and to about
twenty-five times the amount of the land tax. In France,
the four old taxes which once formed the mainstay of the
s State revenues have since 1917, when the schedular in-
come-tax became effective, been made sources of local
revenue.

(contribution fonciére), the tax on the letting value

houses occupled by the tax-payer (contribution per-
sonnelle mobiliére), and the tax on doors and window3.
v (contribution des portes et des fenétres).

. In Prussis,
from 1893 to 1923 the whole of the taxes on land-and
buildings were made over to the local bodies, which still

receive the bulk of the proceeds. In Japan, the raté on

propetty is the chief of the local taxes.

The first three of these were all taxes OF
land and property, viz., the tax on land « and house8
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The next principal item of revenue was until recently
derived from surcharges on State taxes. Thus, in France
there was a surcharge on the principal items of State
taxation. In Prussia, the income-tax for local purposes
is levied in the form of o percentage addition to the
State income-tax. In Japan, cities, towns and villages
levy surcharges on the four national taxes, i.c., land,
income, business and mining, and on the prefectural
taxes such as the househcld rate and house tax.

Other sources consist of licenses for places of enter-
tainment, taxes on carriages and vehicles, and other fees
and tolls. '

387. The development of local self-government in
India in its present form commenced in the three Presi-
dency towns which were the earliest to come under
British vule. A Corporation was established by Royal
Charter i Madras as early as 1687 on the model of
similar institutions then existing in England. It was em-
powered to levy taxes, but the first attempt to impose 2
direct tax was strongly resisted by the inhabitants, and
ultimately the Mayor was compelled to ask for permission
to levy an octroi duty on certain articles of consumption
to meet the cost of cleaning the streets. Similar institu-
tions were introduced in Bombay and Caleutta in 1726,
but it was not until 1793 that the municipal administra-
tions were placed on a statutory basis by the Charter Act
of that year, which empowered.the Governor-General to
appoint Justices of the Peace for the Presidency- towns
from among the company’s servants and other British
inhabitants. These Justices of the Peace were author-
ised to levy taxes ! o
of scavenging, police and maintenance of roads. The
constitution: of these bodies was widened between the
years 1840 and 1853 by a limited introduction of the
elective principle, hut the privileges were withdrawn 1n
1856, when municipal functions were concentrated 1n a

committee consisting of thre
members.

388. The second stagé in the development of local self-

government in India, namely, the introductior} of muni-
cipal institutions into mufassal towns, begins with a
Bengal Act of 1842 whick, however, proved inoperative
since its introduction in any town required the volun-
tary application of two-thirds of the house}loldgrs. Tts
place was taken in 1860 by an Act applicable to the

‘e
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;zvhole of India, under which provision was made for th8
evy of indirect taxes. This was brought into effect in
several towns in the North-Western Provinees and Bom-
bay, wheve the existence of a moturpha and town duties
under the Mahratta Government had familiarised the
people with municipal taxation. It was, however, never
utll}scd in Madras, where voluntary associations for
sanitaty and other municipal purposes took the place of
regularly constituted municipalitics. In  Bengal the
Town Police Act of 185¢ i ' Taxati

’olice Act of 1856 permitted the levy of taxation
for conscrvancy purposes.

The next stage in the growth of municipalities owed-

its muugumt_‘iop to the report of the Royal Army Sani-
tary Commission, published in 1863, “which though
primarily dealing with Army affairs, drew I;rominent
attention to the filthy condition of til(} towns. In the
six years following the publication of this repert a series
of Apps were passed providing for a wider extension O
municipal administration, and a number of municipali-
ties were constituted in every province.

g ?89 _In .the meanwhile, a parallel development of
oca 1nst1t}1t19ns in rural areas was taking place. Volun-
tary associations for local improvements in rural areas
had already been in operation for some time in Madras
and Bomba}y , but the lovy of rates for local purposes was
not authorised by statute in any part of India until 1864,
when an Aect authorising the 1mposition of a cess O
land and a tax on houses in Sind was passed. A gimilar

Act was passed in Madras i - d
suit in 1869. ras in 1866 and Bombay followe

390. The scheme of financial decentralisation intro-
duced by Lord Mayo’s Government in 1871 was the nexé
important step in the progress of local self-government.
The most prominent features of this scheme, so far a8
municipalities were concerned, were the extension 0

. munictpal activities and the introduction of the elective

principle. Many of the municipalities were also gimul-
tqneous}y relieved partly or wholly of their expenditure
on police. Acts were at the same time passed foF
Madras, Bengal, the North-Western Provinces and the
Punjab for the purpose of cstablishing local bodies for
rural purposes on a firm hasis. In Madras the country
was -dwnded_ into local fund circles, and- congultative
boards nominated by the Government and under the
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pfesidency of the Collector were constituted to adminis-
ter the affairs of these circles. The Bengal District
Road Cess Act of 1871 provided for the levy of a rate on
real property for the improvement of communications
and established local bodies the members of which might
cither be nominated or elected by the rate-payers.
Similar Acts were passed in the United Provinces and the
Punjab. : ~ '
391. The next and perhaps the most important land-
mark in the development of local self-government s
associated with the Government of Lord Ripon. The
Government of India in May 1882 issued a resolution in
which they indicated the lines on whith the future
development of municipal and rural boards should take
place. Almast all the municipalities were relieved of the
burden of maintaining the town police, and some items of
provincial revenue, which were capable of development
under local 'management, were transferred from the pro-
Vincial accounts with a proportionate amount of provincial
expenditure for local objects. A wide extension was
given to the elective system and many municipal councils
were permitted to elect non-official chairmen. The

Further
developments
in the
eighties.

Government of India pointed out in the resolution that -
the district committees or boards had been a failure ’

mainly owing to the inadequate ““attendance of members
possessing local knowledge of outlying parts of the district
with the result that undue attention was paid to the area
adjoining the district headquarters.”’ They suggested
that, in introducing legislation for the constitution of
‘rural boards, the smallest -administrative unit—the sub-
division or the taluk of the tahsil-“should ordinarily form
the maximum area to be placed under a local board.
The. boards were also to contain a large preponderance
of non-official members, chosen, where practicable, by
some system of election. .
This resolution resulted in the passing of fresh Acts
in all the principal provinces between 1883 and 1885 for
the reorg:mizatioh of municipalities and ‘rural boards

on the lines suggested by the Government of India. The

primary Junctions of the niicipalities under these Acts
were— ‘ :
(1) the construction, upkeep and lighting of streets
and roads, and the provision and mainte-
o nance of public and municipal buildings; -
~(2) public health, including medical relief, vacci-
- nation, - sanitation, drainage and water-
' supply, and measures against epidemics;

(3) education.
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The principal sources of revenue were—

(1), octroi, principally in Northern India, Bombay

5 and the Central Provinces;

(2) taxes on houses and lands in Madras, Bombay,

_ Bengal, Burmz and the Central Provinces;

‘) 3

(8) a tax on professions and trades in Madras and

) the United Provinces; :

(r) ;‘oad tolls in Madras, Bombay and Assam;

(E) taxes on carts and vehicles;

(6) 1attlas and fees for scrvices rendered in the
shape of conservancy, water-supply, mat-
kets and schools.

N t;’lI:he: servllces entrusted to rural boards were gumilar
to U ose made over to municipalities, the principal being
Sion'rrlllumn_cat:'ons, gducutwn and sanitation, and 0ccd-

ally famine relief. The main income of these hoards

- wWas ] ‘om N . )
. derived from a cess on land, which was collecte

The Decentras
liqatjon Com-
miesion,

Village .
chuysu. P

- the s

by Governm i

ent agency along the 1 ‘eve
oy oceats hent geney & ng with the land revenue, the
proceeds Leing subsequently adjusted to the credit of the
° s. In some provinces, however, a portion of the
cess was utilised for provincial purposes.

o 392. Such was the state of affairs when the Royal
Commission on Decentralisation in India was appointe
in 1907_. The recommendations of this Commission wer¢
responsible for a further development of local self-
government in India. The principat recommendations
in relation o lpunicipalities were that.municipal council
should ovdinarily contain a substantial elective majO"iW.
and .s}‘loul.d_ usually elect their own chairmen, that the:
municipalities should have full powers in regard to taxa:
tion within the limits of the laws, and that they shou
have complete control over their budgets, subject to tne
maintenance of prescribed minimum balances.
Comnpssmn_ recommended the extension of similar
financial privileges to rural boards, and the apportion-
ment of the cess on certain lines among the district
boards and the sub-district or taluk boards. .
~ 393. The most important,recommendation of the Com*
mission, however, was in respect of village. pamchayats;
The village in India has been from time immemoiri‘aft @
unit of revenue administration and has survived &%

changes in the upﬁer structure of the Government:

Under pre-British administrations the village was pract®
cally an autonomous body, since the rulers never inter:
fered with the village organization and ‘generally fixeC
ponsibility for payment of the State revenue on the

&N

Wlage itself or some large landholder. Under British
rule, the village lost part of its autonomy and some of
its characteristic features owing ‘‘to the establishment of
locgl civil and criminal courts, the present revenue and
police organization, the increase of communications, the
growth of individualism and the operation of the indivi-
dual ryotwari system which is extending even in the
north of India.”’* It still continues to be the unit of
administration for revenue purposes, and in many pro-
vinces it maintains its own police, but except in a few
cases it has ceased to be a unit of administration for put-
poses of .local self-government. The desirability of re-
viving the village panchayats for the administration of
local affairs was very strongly urged by the Decentraliza-

“tion Commission of 1909 in the following terms:—

“We are of opinion that the foundation of any
stable edifice which shall associate the people
with administration must be the village, as
being an area of greater antiquity than ad-
ministrative creations, such as tahsils, and one
in which the people are known to one another
and have interests which converge on definite
and well-recognised objects  like water-supply
and drainage. It is probable indeed that the
scant effort hitherto made to introduce a sys-
tem of rural self-government is largely due to
the fact that we have  not built up from the

hottom.’’ t .

It was a long time, however,
mendations took effect, and the next group of Acts re-
lating to local self-government were passed about the
period of the Reforms. The general tendency of these
18 to increase the taxation powers of local bodies and to re-
lieve them of official influence and control. ~Acts have
also been passed for the constitution of village pancha-
yats, which have been given certain limited powers of
taxation and have been entrusted with certain specific
duties connected with village dffaivs. There has been
noticed one important group of them in Bengal, Bihar
and Orissa, where the line of development has been
to take over again the old functions of village police and
to develop the chowkidari tax into a tax for general and
local purposes. In Madras a far wider discretion in the

before these recom-

ralization, paragraph 696.°
699,

" . 3

* keport of the Royal Commistion on Deceat!

» -
.
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matter of taxation and of functions has been given, ald
though the panchayats are not yet very numerous, the
scope of their activities in the matter of imposing taxa-
tion on the villages is already remarkable. The follow-
ing represents an attempt to classify the taxes so far
imposed :—-

(2) A house tax based on—

(1) capital value,

(2) nature of structure (terraced, tiled oOF \

thatched),
(3) lincar dimensions, and
(#) annual rental value.
(b) Taxes on professions based on—

(1) class of business, such as monev-lenders,
petty traders, tanners, renters of toddy
shops;

(2) the income of the individuals; and

(3) the value or quantity of articles sold in

the case of tradesmen, as, for instancé -

a charge on each gallon of liquor sold:
or per cart-load of rice or paddy sold
bv the grain merchant.

(e) Feps for the occupation of cattle-stands, thresh:
ing-floors, village-sites, cart-stands, markets;
market-sites, slaughter-houses, choultries.
chattrams, travellers’ rest-houses.

(d) License fees on tea-houses, coffee shops, It
freshment rooras, brick kilns, oil mills, hides
or skin depots, and travelling shows.

() Fees which are in the nature of an octroi oOf
import_duty, as, for instance, small charges

“on graip exported or articles imported nto

- the village, the unit of assessment usyally
being a cart-load. o

(f) A light poll tax for general or specific purpo‘ses;

and sometimes graduated according to the

income of the family, as, for instance, & 8%
~per family per month to meet the cost O

watching the drinking water tank.

(2) A tax on land on an acreage hasis for specific
purposes, such ag clearing channels. "
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(h) Special fees for each house for specific pur-
poses, such as scavenging.

The taxation powers of panchayats in Bombay and-
other provinces are somewhat similar, though the
discretion given in respect of the nature of the taxa-
tion to be imposed is much less all-embracing than in
the Madras Act of 1920.

394. Tt will be observed from this brief sketch of the
growth of local self-government in India that, as in the
case of the relations between the Government of India
and the provinces, so at every stage from the Provincial
Government down to the village panchayats, the process
has been, not that of a federation of smaller units into a
larger unit to deal with common interests which they can-
not deal with individually, but the much more difficult
process of devolution of powers by the larger unit to the
smaller ones. In the case of the towns, local self-govern-
ment began in the big cities, to be followed later by
extension to the larger towns in the mufassa13 and later
to what were known as village unions or notified areas,
that is to say, areas in which it was competent to the
Local Government o bring portions of the municipal
law into force by nofification. In rural areas the ori-
ginal unit was the District Board. When it was four}d
that that was unwieldy and had a tendency to divert its
attention too much to the headquarters, some of its
powers and funds were transferred to bodies represent-
ing portions of districts, known in some provinces as local
and in others as taluk boards. Even these were found
too large to be of use to the villages, and during the

The prooees
has been the
reverse of
that which
has taken
place in
Europe.

last few years there has been a tendency for the revival .

of the village panchayat. The process in Europe has
been the exact reverse. The growth was from the parish
or the commuhe to the union, from that to the county,
and so upwards. As a consequence, it is found that
there are as many as 14,427 parishes m England and
Wales, and 37,963 communes in France, each with an
independent local body, that is to say, one local body to
every 4 square miles 1n England, and to every 6 square
miles in France. In India there are 682 lopal boards, or
one to 1,494 square miles, and, though village pancha-
yats are slowly growing, the numbers that have been
constituted under the Acts are still small; for instance,
in Madras with its 52,198 villages there are 709 panc}}ayats
so far registered in the Presidency. These are considera-
tiong that have a very important bearing on the question of

87
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taxati.on,_since unquestionably the facility for raising
contributions for local purposes increases as the size of
the unit of taxation decreases.

Di in ¢ . .
o;f;fg‘;x n 395. Another important feature of the history of local

relation to self-government in India consists in the gradual sever-

Poliee- | ance of it from all connection with police functions. It

has been seen that in Europe these functions form an

mmportant part of the local administration, and that in

India they did so throughout the earlier stages. As local

bodies grew in power, however, a tendency arose 10

relieve them of these functions, partly because of their

lac}i of funds, and partly because of the policy of centrali-

sation. Of late years, there has been a tendency tO

revert to the older policy as followed in Europe, and 88

late as 1921 there was appointed a committee in

Calcutta} to examine the question of the levy of a rate

for police purposes in the city. Meanwhile, in rural

areas, especially in the permanently-settled “provinces,

the tendency has been to revert to the older plan of

making the village police a local charge. As will be seen

from the remarks in the chapter on Capitation and

Apportioned Taxes, this is a tendency which, in the
opinion of the Committee, is in the right direction.

'T'he taxes . i N 3
Jovied in 396. It is now proposed to examine in somewhat more
‘II;\?‘;mf;tIrl detail the taxes levied by these various classes of local

.- . o1 A _ .
proups, authorities.  They may be grouped under the following

heads :—

(1) Taxes on trade.

(2) Taxes on property.

(3) Taxes on persons.

(4) Fees and licenses.

Taxes oN TRADE.

Taxes on . . .
trade. 397. The main source of municipal taxation is a matter

in respect of which the differences between the provinces
on the north and west of India and those on the south and
east are as great as those hetween France and England.

! The alternatives are the indirect octroi and terminal
" taxes and the direct taxes on houses and persons. Out
of 772 municipalities in all India, 48 in the United Pro-
vinces, 100 in the Punjab, 40 in the Central Provinces,
121 in the Bombay Presidency and 6 in the North-West
~ Frontier Province have one of the indirect taxes as thel
principal source of revenue, while 81 municipalities 12
Madras, 114 in Bengal, 57 in Bihar and Orissa, and
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56 in Burma place their main dependence upon direct
taxes. It is proposed to examine these sources of revenue
In turn, taking the indirect taxes first.

398. Qctroi and its modification, the terminal tax, are
very ancient and primitive taxes, which have been abo-
lished in most advanced countries. In the form in which
they are levied in India they offend against all the canons
of taxation. They are uncertain in their incidence. Their
collection and the system of refunds, which forms an
essential feature of the octroi, puts the person paying the
tax to a great amount of inconvenience. Where they are
imposed on the necessaries of life, as in India, they do
not proportion the burden to the means ~of the payer,
and the expense of collection and the facilities for fraud
are disproportionately large. With numerous bodies each
independently taxing trade, 1t 18 impossible to know
what are the burdens trade is really carrying, and quite
impossible to ensure their being adjusted in any way
fairly among different articles and goods. The popu-
larity of these taxes is due to the fact that their incidence
is shifted and that it is very diflicult to determine on
which classes the burden ultimately falls. The collection
of the terminal tax through the railway agency has
removed all the administrative difficulties inherent in a
system of octroi, and there is a tendency among munici-
palities to resort to the tax whenever they are in finan-
cial difficulties, because the local authority can in this
case transfer the odium of collection to the railway
company. The tax is also very defective from the edu-
cative point of view, since it does not encouraBe a sense
of responsibility among the electors, who do not directly
feel the burden of the tax. Sir Josiah Stamp sums up
the case as follows :—

“In my judgment, both theoretically and on the
result’ of experience, no country can be pro-

gressive that relies to any extent upon octroi,’

b

which has nearly every vice.’

399. The history of these taxes is one of many- expres-
sions of pious opinion, accompanied by little in the way of
practical dction. They are the direct successors of the
transit duties, the continuance of which was one of the
scandals of earlier British rule in India, and the abolition
of which by Lord Ellenborough freed the trade of the
country from an intolerable burden. As early as 1864,
Sir Charles Trevelyan pointed out the danger that existed
of the old transit duties being replaced by a similar evil

Qctroi and
terminal
taxes.

/
I

Deolarations
of the
Goverrment
of India in
regard to
these taxes.
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in the shape of town duties, and resolutions purporting
to limit the operation of the latter were issued by the
Government of India in 1864, 1868, 1877, 1899 and

1903. The following are some of the more important -

features of the policy laid down :—

(a) The tax was to be restricted to a few articles
of local consumption, and the necessaries of
life were to be taxed moderately.

(b) The octroi levied was to be refunded in the
case of dutiable articles which were re-ex-
ported. .

(c) Municipalities were to provide bhonded ware-
houses or other conveniences for the storage
of goods in transit.

(d) Certamn articles, such as salt, opium, liquors
articles liable to customs duty and imported
by sea into India, and property of the Govern-
ment were to be exempted from the tax.

- _In 1908 ‘a committee, which was appointed in the
thmi;ed PI:OYIDCGS to make an exhaustive examination O
e question, recommended the abolition of the octroi
and the substitution of a terminal tax on imports, sup-
plemented by direct taxation, which was ultimately 0
replace it. .The.se proposals were generally approved,
but the vis inertie of the local bodies administering the
taxes seems to have prevailed, and although some too
action on the lines recommended by the Committee,
several even of these have since retraced their steps.

Meanwh;le, the Government of India in a resolution
of 1917 resiled from their former policy and agreed that
the conversion..of octroi into terminal taxes should not
be regarded as a step towards direct taxation. Soon after
this came the Reforms, and with them the transfer of
the control of local self-government to responsible
Ministers, and the last few years have witnessed a number

of proposals which seem to threaten the reintroduction of

a system of affairs not dissimilar to that which prevaile
under the old transit duties.

400. It is difficult to disentangle these various tenden-

cies, but the following may be noted :—

(1) All pretence at imposing low rates on a few
main staples has been given up and the Muni-

cipality of Nagina, for instance, in a recenl

schedule has proposed rates amounting 0
as much as Rs. 2-3-0 per maund on certald

203

articles of apparel, rates discriminating be-
tween the produce of different countries; and
-a rate equal to the full tariff of 15 per cent
(prior to the passing of the Steel Protection
Act) on the raw material of the chief industry
of the town.

(2) In other municipalities in the United Provinces,
where the terminal tax has been substituted
for octroi, road tolls have been added, under
which the terminal tax is collected according
to the value of #he contents of the carts;
in other words, the evils of octroi have been
reintroduced without the advantage of re-
funds.

(8) In certain municipalities in Bombay and the

~ Central Provinces, a very large part of the
» taxation is imposed upon the main staple,
cotton.

(4) In the city of Bombay, a town duty has been
imposed upon the same staple, in connection
with which no refund is given on exports; in
other words, an export duty has been im-
posed upon half the export trade of the port.

(6) In Karach:, a terminal tax, which again amounts
to an export duty, has been imposed on traffic
passing through the port, and a similar tax
has been mooted in the case of Bombay.

(6) A proposal has been made in the Presidency
of Bombay for the introduction of a similar
tax to be levied by local boards, apparently
at places which are not towns, which would
thus be an undisguised transit duty.

(7) A further proposal has been made by the
Bombay Excise Committee for the levy of a
transit duty, both on passengers and upon
goods, as .a means of restoring the excise
Cevenue that would be lost through the intro- -
duction of prohibition. :

401. While these proposals would have the effect of
the general introduction of something almost as detrimen-
tal to the through trade of the country as the old transit
dues, there are some tendencies to be noted in the opposite
direction. Thus, in certain towns in Bombay there has been
introduced, in partial substitution for the octroi, a tax
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gF gliltnmg ;ni].ls and other places for the manufacture
indﬁgtr;n.w lli[;lllls’llxrl-' K0 far as it is a direct tax upon an
phu isam-mtl‘(u-n(v)ﬂ considerable services from the
pown, 18 meéS Itrlrllll){?xﬁment on the indirect duty. Again,
s oome places uu(, liLS been substituted for the octror
o the porse W}ponft e rental of the business premises
R A l?c ormerly paid it. In other towns,
conve,rtind,}tliw/t'txoi.ntcol‘npomtl'on has been introduced,
Comvorting the b o something in the nature of a tax

seenﬂ)?(.) tIl:lL (S'JpILU of thesggmore fuvourable features, it
e G()Vex- )OIHX]XIMC(‘, acircumstance to be regretted that
F theril:'mnt to‘f lIndla have to so large an extent aban-
importance tCOnllo of a matter which is of paramount
porianee ‘oftle trade of the country. It seems tO
mont ot iqdl unlct}on 1nhg1mer'1t in the Tmperial Govern-
menté of AlAl t)y 1t.(1en- constitutions in the Federal Govern-
protect, inter-prov] and the United States of America, t0
imbdsed b’ _PI[OVl.n?‘al traflic from obstruction by taxes
provincial };‘blll ordinate authorities, whether these are
the fact thaé ocal, and they would invite attention to
the Imperial G?n a'SImllar situation arising in Germany,
ance of overnment there prevented the continu-

any such obstruction by legislation prohibiting

the impositi
4 on of loc: : X
articles. al taxation on certain classes O

403. e
desirggle %gk;]wt.go _these general considerations, it seems
ety onsider whethqr 1t 13 not now possible for the
e kirll)d 1t1es W{uch are chiefly dependent on taxation 0
e Outo fre}p; ace 1t by other forms of taxation, or 1
to romou! of the question, to modify it in such a way a8
obvious gn(.)St of its objectionable features. The most
! been oiSl:: (Sitltme'ls a rate on land and houses. It has
:. pro‘ exl’)t I;het out n a previous chapter that one item ©O
of tll)le S}t’ tua‘ }fa ys less than any ether towards the suppor?
"on the ha © 18 a‘nd within town limits. Meanwhile, the rate
e (il(l)soes or houses pl‘us house-sites, which frequently
much as 25 per cent in Lngland, nowhere amounts to a8
uch as 2o per cent in India.* The actual rates for some
principal towns in different provinces are as shown below:

*Tt must - -
England and ‘Ilzfii:i r:%i_e&l that the bases for caloulating these percentages in
loout rate 16 75 the & ’t erent, If the rent of a house in England is 100 and
the rate. Thus a mf:etmzlzpays 175 ; while in India the rent of the tenant includes
in 80 in Engiand, i e 026 0 per cent in India would be equivalent to a rate ¢
y1.e., 28 per cent A rate of 100 in England would be :qniva]ent

to & rate of 50 in India.
when ¢be rates are ':}311:. Lhe figares are thue not quite comparable,.especially
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With three exceptions, which are noted, these all include
service taxes as well as the general rate—

Name of tow. Per cent.
Rangoon ee . .. - 243
Patva .. .o ‘e . ‘e 23L
Caleutta .o .. .. ‘. 23
Howrah . ‘e .. . 20%
Darjeeling .. . .. .. 203
Madras City .. e s .e 184

18%

Bombay e .o - -
Allahabad Ve . Ve . 18

Rajabmundry .. - e e 17%
Vellore .o I . 164
Guntur e .o .. . 15
Simla, Dharmasala, Dalhousie and

Marree . s .- .. 124
Abhmedunagar .. . . - 9
Shillong - .o . Yo “ 3
Poona - Ve - ‘e o*

* Bxolnding serviee laxes.

Fven these rates are frequently in actual practice less than
they appear owing to the method of assessment and the
time which is allowed to lapse between valuations~ There
would thus appear to be considetable scope for an increase

in the assessment of town property.

Nor is a tax of this kind unknown in the provinces
which place their reliance on octroi. There are already
135 municipalities which have a house tax in Bombay, 37
in the Central Provinces, 32 in the United Provinces and
14 in the Punjab. The Committee fully recognise the
difficulties that arise in old towns where decaying families
occupy houses of a size disproportionate to their incomes.
They recognise that there may be political difficulties in
other places. But they cannot help thinking that, if the
house-owning interests were less strongly represented on
municipal bodies, the stress laid upon these difficulties
would be much less than it is now, and the process of
replacement of indirect by direct taxation would be
correspondingly expedited.

404. The case for the introduction of taxation on per-
sons is not dissimilar. A profession tax ov something fike
it is in fovce in all the 81 municipalities in Madras, in 104
in Bengal, in 6 in the Punjab, in 15 in the Central Provin-
ces and Berar and in 49 in the United Provinces. The
Committee observe that proposals have been made for the
introduction of such a tax in certain of the mufassal
municipalities in Bombay, but that taxation of this kind

A profession
tax.,
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is still regarded with disfavour in the premier city of the
Presidency. '

405. As regards taxes which may be regarded as modi-
fications of the octroi, the most striking case is that of the
markets in Burma, in which provinee no less than 38 per
cent of the municipal revenue is realised through the
letting of stalls in municipal markets, coupled with the
taxation of private markets. This process involves the-

. levy of what is practically an indirect tax, but in a much

less objectionable way than the octroi, since the tax i8
collected with a minimum of expense and trouble to every-
body concerned; the priced are still governed by the com-
petition of the shops outside the markets, and the regula-
tion of the latter ensures that sales are conducted under
sanitary conditions. Similar remarks apply to the case of
slaughter-houses. Other provinces have not taken advan-
tage of this source of revenue in the same way as Burma,
though the municipalities in Madras realise a revenue of
or 7 lakhs a year from the two. In contrast to this is the
refusal of the municipal authorities in Bombay city 10
fxf:if:t the market value of the stalls in the Crawfor

406. Another modification of the tax which has al-
ready been referred to is the system of composition. The
Comrmtte;e understand that this system has recently been
adopted in Italy and tends to result ultimately in the con-
version of the tax into a tax on sales. The idea of a sales
tax 1s very old. It existed in various forms in the Middle
Ages, and since the War has found a, place in the taxation
systems of France, Belgium, Italy, Germany and other
countries on the continent of Europe, as well as in that 0
Canada. It was rejected in England mainly because it was
found impossible in practice to separate the value of ser-
VICBE from those of goods in cases in which the two were
gom. ined. It may be explained here that the retail sales
ax 1s essentially different from a universal turnover tax,
because it is imposed at one stage only, i.é., when goods
pass from the retail seller to the consumer, and is unlike
the turnover tax in that it is not cumulative in its effect.
While there are objections to a new tax of this kind levied
universally throughout the country, as a substitutd for an
octroi 1t has certain decided advantages. The substitu-
ggn ;)f this tax would solve automatically the difficulties
inotl;1 entrepét trade, since no article which was not sol

e town would be liable to the tax. Its incidence

would be fairer inasmuch as, being on an qd vglorem_ -
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basis, its weight would be greafer in the case of the more

expensive articles consumed by the richer classes; manu-
facturers would be freed from taxation on the raw mate-
rials of their industry; collection would be less likely to
be attended by fraud and harassment of the tax-payer;
and lastly no administrative control would be necessary to
prevent 1t from developing into a transit duty.

407, Tt is suggested that the method of collection
might be as follows :—

(1) The tax might be levied on the total turnover
of the retail merchants in the town.

(2) All persons selling goods by retail should be
required to register, including manufacturers
and wholesale dealers who sold direct to
consumers inside the town.

(3) The tax might be collected quarterly or half-
yearly.
(4) In the case of hawkers, and possibly in that of

the pettiest traders, a license fee would be
levied, but no charge would be made on sales.

Difficulties in connection with the assessment and
collection of the tax would no doubt arise, especially at
the outset, and some evasion, particularly in the case of
small traders who keep no accounts, is to be expected.
If,» however, the tax were wisely administered by a com-
petent staff, these difficulties would gradually disappear.

408. An objection taken to taxation of this kind in
Buropean countries has been that it must be levied on all
commodities if its levy is not to involve the keeping of
separate sets of books for taxable and non-taxable articles,
respectively, and that it is undesirable to levy 1t on neces-
saries. This is an objection that applies only to a limited
extent in India, especially if it is under consideration as a
substitute for the octroi, for the reason that it has always
been the policy to levy octroi on necessaries and that the
existing schedules cover a very Jarge range of commodi-
ties. The substitution of a universal sales tax would not
therefore make any material difference in this respect.

409. Finally, if in individual cases it is not found pos-

sible to adopt any of these alternatives, it seems desirable }

Proposals for
levy of such a
tax,

-

An objection
considered.

Limitations
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38

termiral
taxes are
retained.



298

or {erminal taxes should be laid down, if not by legisla-
tion, at least by executive order. The principles which
appear to be generally appropriate are the following :—

(1). The rates of taxation should be low in all cases,
and especially so in the case of necessaries of
life and articles that are subject to Imperial
ot Provincial taxation.

(2) In order to prevent the tax from developing
wto a transit duty, arrangements should be
made for prompt refunds on exported goods,
;md fgt’ bonding goods intended for through
ransit.

(%) The staff should be properly paid and efficiently
controlled by an official ‘agency, with which
the clected representatives should have ne
power to interfere. -

(4) The terminal tax, which is an octroi without
refunds, should be levied on all packages with
reference only to weight and without refer-
ence to contents. The rates should be kept
low and the Government of India, in the
interests of inter-provincial traffic and the
radways, should retain a full measure O
contral. In any case in which a terminal ta%
is substituted for an octroi, the tax should be
fived at such a rate that the total proceedd

*do not exceed the average revenue ffow
octrol during the preceding three years.

{5y The tax should not he levied on goods imported
and re-exported without break of bulk.

{6) Where it is thought legitimate to derive a muni-
cipal revenue from a single staple, e.g., from
cotlon ginming in-a town, 1t is better to impose
the tax direct on the output of the ginmng
mill, .

{7y The Jevy of a tax on goods exported from &
munieipality shouwld not be permitted, save
. in exceptional cases where it is already 1
S=" existence.

(8) Goods not leaving a railway yard, or only

leaving port premises for a railway, an

~ merely transhipped at the yard or port pre”
mises, should not be subject to any duty
whatever. ’

»
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~ In addition to the adoption of these general principles
it would appear desirable that there should be issued,
for the guidance of municipalities which continue taxation
in this form, a model set of rules with forms of schedule,
which should be generally adopted and should not be
departed from without good reason. At the same time
it ‘seems desirable that the approval of the rates of tax
should be kept in the hands of the Local Government,
and should not be delegated, as in some provinces, to
subordinate authorities whose policies might differ from
one another.

410. In this connection the Committee would like to

A

An‘amend-
ment needed

draw the attention of the Government to an anomaly In the {ehU
Scheduled Taxes Rules. Under the rules as they stand at Schoduled

present, a Local Government can, without the previous
sanction of thie Governor-General, authorise by legislation
any local body to impose either an octrol or ‘‘a terminal
tax on gbods imported into or exported from a local area,
save where such tax is first imposed in a local area in which
an octroi was not levied on or before the 6th July 1917.”
In other words, while the powers of local authorities and
Local Governments as regards the levy of a terminal tax
are restricted, the more objectionable octroi can be levied
without the sanction of the Government of India.

The recommendations made by the Committee involve
am amendment of the Scheduled Taxes Rules. They

- would suggest that the law governing the levy of the

octroi and the terminal tax should be amended so as to
prohibit the introduction of the octroi in any municipality
in which it does not now exist and to empower the Govern-
ment of India to issue rules governing the levy of the
terminal tax.

. 411. Tolls for the maintenance of roads were formerly
common in many countries, both in Europe and elsewhere.
In England there were in 1838 more than 22,000 miles
of turnpike road under some 11,000 turnpike %rusts.
They had a debt of £7 millions and their annual revesue
was £1} millions. The system undoubtedly resulted®in
grave abuse, but as late as 1870, there were sl in.
existence over 900 turnpike trusts, and it was: nohi
1895 that the last of them was abolished. The gpMitvam

Taxes Ruoles.

Tolls and
feiry charges.

of these trusts, it may be noted, was only render'e&'pos- '

sible by liberal grants-in-aid from the Imperial Exchequer.

412. In India, tolls and fervies are a very important
source of municipal as well as of district board revenue in

Cuses in
which they
arelevied
in India,



Terminal 413. Termi . . - "
. Terminal tolls are levie alities . X
toll. - the Uni = tolls are levied by certain municipalit special purposes such as, in the case of roadways and
in the United Provinces to counterbalance the terminal tax 41 .' ds t ue
on goods arriving by rail. They differ from the octroi footways, the building of a bridge towards the construc-
in three wavs vii .y(l) n(l) . fue_}& ot ul omd e in the tion of which the boards have spent or are about to spend
case of the };c,tr .(2 ther D aﬁe al owed as % (3) large sums of money. The income of local boards from
) oi; (2) there are no ad valorem rates; 4 this source in the several provinces is shown in the
except in towns in which terminal rates have been 1mpose following statement :—
on articles in respect of which evasion of the terminal tax ° i
was commonly practised, the toll is assessed on the Vehlc‘le Province. 1921-22. 1622-23. 1923- 24.
and not on the weight of each consignment. It is obvious -
that, once the rates of terminal tax are raised above & 18, Ks. BS.
certain level, it becomes necessary i event
vasion t ; | Nes necessary in order to pr fadrae .. .. .. .| 21,67,000 25,24 000 29,14,000
evasion to supplement 1t by a toll of this sort. Bombay .. .. .. 253,010 3,33,86 490,066
Musiet : . C e aee . B . .. 4,53,609 4,83,004 1,62,49
o epal . 414. Tolls are levied by municipalities in several pro e o ovinces 452,369 4,64,287 8,04,000
vinces. There is usually a municipal tax on vehicles, the Punjab .. .. .. . 1,445 1,242 5,800
ayment of which ) BibarandOrisss .. .. .. 2,686,225 2,48,431 3,690,457
payment of which exempts them from the toll, and the levy Central Provinces .. .. 85,142 | 87,113 79,978
of the latter is restricted to carts which are not registere Asam .0 . e es 113,002 1,165,142 1,32,910
in the town. . They are therefore part of a general scheme " .
for the taxation of vehicles and are justified as such. Tt will be observed that the income of lpcal boards in
following statement shows the income from municipa the Madras Presidency from this source 1s very large.
: tolls in the several provinces : — . This is necessitated by the fact that in Madras alone );he
- - - e great bulk of the roads is maintained l?y tl}e loeal bodies,
Provinece. 192122, 1922-23. 1923-%4. whose resources are limited and quite inadequate for
e meeting otherwise the cost of the services entrusted to
ks, BS. z8. them. During recent years, however, liberal contribu-
. . Al
Madras Gity .. .. .. 51,821 68,010 £2,000 tions have been given by the Government, ~who have
. Madras Presidency - .. .. |  10,10,000 13,566,000 13,453,624 definitely undertaken the financial responsibility for the
Bombay Presidency o 3,33,663 8,41,£99 3,66,242 i srtain trunk roads
Bengal .. .. .. .. 90,220 '86,978 51,046 maintenance of certain trunk roads.
United Provinces— ’ A ' . “ - .
Tolls on roads and ferries . 2,956,469 3,356,468 3,68,468 416. In the case Of ferr 1685 the “ght to pt O\‘lde boats fﬁ;y‘?s
p Terminal tols . " 4,61,002 5,86,561 7,42,888 is usually sold by the Government or the local board, the gee-
an e e . . 16,148 20 : 3 s
ngrﬁa e 3,07;331 3223;’5 3,906,564 fees for their use being fixed. Separate figures o=
+ Gihavand Orissa .. .. .. 72,110 72,048 13448 receipts on this account are not available in all cagef, Loy~ =
v 2 . . <N
Al o 3;;3},‘,’ ;:,33'1’ 541047 the collections on account of ferries alone amount4gover™
LS O I 3 lakhs in Madras and those on account of ¢anals ‘and®
® i . : i khs in the Punjab and 6 in Burma. The
Road tolls 415. Road tolls are levied ferries to 2 lakhs 1n ) ©
- : ed by all local boards 1n ‘ .
y the local b Govermfients and the local boards generally take little
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the Madras Presidency, hut substantial sums are also realis-

L] . . . . :
ed from this source in other provinces. The levies of this

kind may be classilied under four groups : (a) where they
are supplementary to an octroi or terminal tax; (b) where
they are part of a scheme of taxation of vehicles in
municipalities; (c¢) where they are the sole means of
charging for the services rendered to the roads; and (d)
where they are a tax on transit.

the Madras Presidency at rates which are subject.to 8
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municipal tolls, the apportionment being fixed by agree- »
ment, or in failure of agreement, by the Government,.
Bombay, they are levied on main roads by the Govern-
ment and on minor roads by local bodies, but there are
no arrangements corresponding to those in Madras for the
distribution of the proceeds between municipalities and
local boards. In the United Provinces, they are levied
under the Northern India Ferries Act, while in the other
provinces they are either not levied at all or levied only for

part in the matter beyond collecting the revenue, and

maximum fixed by the Government under the Act. ' The

local boards also receive a share of the proceeds of the cases are not unknown in which the service is neither ,

;.
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adequate nor safe. There is instead a tendency to make
tius a pure tax on tramsit, and theoretically there is
aothing to be said for the tax. Practically, it has the
advantage that it is difficult to evade. If it is a function
of the local bodies to provide means of communication,
it 15 equally their function to provide means of transit
across rivers that intersect the roads, and the least that
can be done is to earmark the taxes. levied at such
crossings for expenditure on the improvement of the
means of doing so.

417. 1t will thus be observed that the tolls which supple-
ment a consumption tax are inevitable so long as it
continues, while the tolls which are part of a general
scheme for the taxation of vehicles are justified in munici-
palities. In the case of local boards, the tax is more
objectionable and is undoubtedly an impediment to through
traffic. The question of the abolition of thesé tolls on
rural roads has been considered in more than one pro-
vince. The Government of Bombay decided to abolish
them on provincial roads in 1908, and in 1914 offered to
district boards compensation for the loss of toll revenue if
they would abolish tolls on local fund roads. In the
following year, however, a committee appointed to

examine the whole question of local taxation reccm-

mended the retention of the system. Later, the financial
stringency resulting from the War rendered it impossible
to carry out the former policy, and in 1922-23 some tolls
were reintroduced even on provincial roads. In Madras,
the substitution of other taxation for the large revenuc
derived from tolls .has been several times considered.
The only general plans that have found any favour are
an addition to the cess and a vehicle tax. The first of

these is open to the objection that it would fall unduly

heavily on the ryots who live in places remote from the
main roads and use only village roads, on which a very
small proportion of the Jocal taxation is spent, while land-
less persons who live by the carrying trade would go free.
The same objection would apply in'a minor degree to the
case of a general wheel tax, which it is impossible to
graduate with reference to the use made of the road

-except by the device of a toll.

418. There is one case, however, and one which is res-
ponsible for most of the complaints against tolls, in which
such a substitute is possible, and that is the case of the
motor vehicles. These are used only on metalled roads,

| )

| two propositions are accepte
| motor transport wou

303

and it ‘would be perfectly practicable to levy, as in
England, a provincial tax, and to make over the proceeds
to a road board for distribution to the local bodies res-
ponsible for the maintenance of the roads.~ Such a tax
has in fact been instituted, though for another purpose, in
the United Provinces, where it has since lapsed, and in the
Punjab, where it is still in force, and it is recornmended
as a generally suitable method of securing the money,
that is so urgently needed for the upkeep of the roads,
at the same time saving the motorist from the annoyance
of the toll gate. It would of course not do so, however,
in municipalities where the toll was the supplement of a
vehicle tax. : :

419. Should any such general scheme of taxation of
motor vehicles -be developed, it 1s desirable that there
should be, considered in connection with it the possibility
of a reduction of the import duty. It has been stated in
a previous chapter that the tax at 30 per cent has justified
jtself inasmuch as it has brought in a large revenue with-
out decreasing the number of vehicles imported. At the
same time, it must be.remembered that India is very
inadequately supplied with railway facilities, and the
introduction of motor transport services in many pro-
vinces has brought the rural classes into closer touch
with the cities. Motor lorries are alsq displacing bullock
carts where there are good roads. It is difficult to
exaggerate the political and economic advantages of rapid
means of transport in India, and the development of
motor transport services should, in the opinion of “the

Committee, be encouraged by the Government. If the
d, first, that an ncrease m

1d be for the benefit of the country,
and second, that motor vehicles, especially those of the

heavier types, are items in respect of which local autkori--

ties are entitled to take a fair share of the taxat'ion, then 1t
would appear that sooner or later a reduction of the

import duties 1s desirable.
TAxES oN PROPERTY.

420. The next most impottant group of local taxes is
comprised of taxes on property, which fall into four
principal divisions— o

(1) Taxes on houses or houses and their sites;
(2) cesses on lands, genemlly with reference to
their use for agricultural purposes;

1f this is
institutedl, a
yeduction of
the iinport
dutiy should
be considered,

‘faxes on
property can
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(3) taxes on unearned increment in connection with

betterment schemes; and
(4) taxes in the shape of a stamp duty on transfers
of property.

421. A general tax, which was also in a sense a house
tax, was levied under the Mahrattas under the name O
moturpha, and a similar general tax is still levied by the
District Board of Coorg, but this is a solitary survival in
Brltlsl_l India. Elsewhere the tax is levied only in villages
in which panchayats have heen constituted, in unions Of
notified areas, and in municipalities.

422. The house taxes levied in vidages by p:mchayats
are of comparatively recent origin, dating from the Madras
and Bombay Village Panchayats Acts of 1920. The basis
of assessment in both provinces is the capital value of the
house, but in practice, at any rate in the Madras Presi-
dency, many of the panchayats levy the tdx at rates
varying with the nature of the structure or the linear
dimensions of the houses. Out of 709 panchayats regis-
tered undef the Act, 75 levy a tax on houses.

423. A house tax assessed either on the capital value
or on the annual value is levied in all the unions in the
Mudtjus Presidency, and there are provisions in
Mumqpal Acts of the United Provinces, the Central
Provinces, Bihar and Orissa. Burma, the Punjab a2
Assam that it may be levied in any notified area, but the
Cgmmltte.e have no information as to the extent to Whic
this provision has been utilised in practice. The Botal
income derived by all the unions in the Madras Presidency
from this source amounted in 1922-23 to Rs. 12.1 lakhs.

424. The practice as regards the levy of the pI“OPerty
tax In municipalities varies in the different provinces:

There are four principal classes of property which are.

subject to taxation in municipal areas—

(1) Agricultural land.

(2) Vacant non-agricultural land which is not built
upon and is not attached to any house.

(3) Houses with the land attached to them.

(4) Certain special classes of buildings, such as
factories and Government and railway Pro-
perty. : .

425. Agricultural land within municipal limits is 1P

almost all the provinces subject to municipal taxation 11
addition to the land revenue payable to the Provincla

the
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Government. There is, however, a specific provision in
Madras, Bombay, the United Provinces, Bihar and Orissa
and Assam for the exemption from the water and drainage
tax of agricultural land exclusively used for agricultural
purposes. ‘

426. Non-agricultural land, which is not built upon and
which is not attached to any house, is subject to taxation
in most provinces only if an income is derived from it,
but in Madras there is a provision under which a special
tax on such land can be levied at a specified rate per unit
of 80 square yards, whether an income is derived from
it or not. It is.understood that the Government of
Bombay are conteffiplating an amendment of the law with
a view to enabling local bodies to tax undeveloped lands
which yield no income.

497. In Madras, Bombay, Bengal, Bihar and Orissa and
Assam, Iands and buildings on them are assessed together.
They may be assessed on capital value, but annual value
is the usual basis. In Burma. the tax may be assessed
in five ways— o

(a) On buildings and Jands, based on their annual
value; o '
(b) on lands covered by buildings, not exceeding
3 pies per square foot per annum for one-
storeyed buildings and 4 pies per square foot
per annum for buildings of more than one
storey; .
+% (c) on lands not covered by buildings, at a rate
' not exceeding Rs. 10 per acre per anmfm;
(d) on buildings, according to the length of street
frontage, subject to certain maXimum rates;
(e) at a percentage of-the thathameda assessed on
~any family or household.

A large majority of the municipalities in Burma have
adopted the first system. 3

In certain hill municipalities in the Punjab also, street
frontage is adopted as the bagis of assessment.

498. The Municipal Acts of some of the provinces
contain a clause excluding machinery from the valuation
of property for the purpose of ascertaining the renta
value. The Acts in force in the Punjab, Bihar and Orissa
and Bombay donotcontaina specific provision to thiseffect,
but in practice even in these provinces machinery in mills
and factories is not taken into consideration in estimating
the rental value of such buildings. In Rangoon machinery

39
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is not rated, but a percentage of its value is added to the
annual value of the land and bhuildings comprised in the
mill or the factory. In other municipalities in Burma,
machinery is taxed for municipal purposes; for instance,
rice mills are, or were, until comparatively recently,
assessed according to the number and size of the hullers
and cones in use. This follows to some extent the EngliSh
practice, but in England a distinction is drawn between
machinery which is detachable and that which is a fixture
and would naturally pass with the property, It is only
machinery of the latter class that is taken into considera-
tion in estimating the annual value. It would seem desi-
rable that the principle followed in England should be
adopted universally in India.

X 429. Tn all the provinces except Madras, the Central
Provinces and Bombay, the rate of property tax is subject
to a maximum prescribed by statute. The following are
the maxima fixed in different provinces :—

Pengal e . .. 7} per cent and 10 per
B cent in Howrah, Dacca
and Darjeeling.

.+ 7% per cent and 10 per
cent in Patna.

«« 12% per cent

v« 10 per cent,

Bihar and Orissa ..

Panjab .
Barma .. .

430. In Madras, the Central Provinces, Assam, Bengel
and the Punjab the house tax is collected from the ownels

of the houses, while in the other provinces it may beé

colleg‘ted either from the owner or from the occupier-
In Bihar the tax on holdings is paid by the owners, while

the latrine tax is paid by the person in actual occupation
of the holding.

_ 431, The principal tax on land and buildings in capital
cities 1s the general property tax or house tax which is
levied on much the same lines as in the mufassal muni-
cipalities, with the exception that, in the case of the
property of Port Trusts, the tax is fixed at a lump sum
or is levied at a definile percentage of the gross earnings.
In Calcutta and Rangoon, the maximum rate at which the
tax may be levied has been limited by statute to 23 per
cent for all purposes and 12 per cent for general purposes,
respectively. ' '

432, The assessment of the house tax in most of the
municipalities is made either by—
(1) members of the local body, or
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(2) a revenue ofticer specially appointed for the
purpose, or
(8) permanent officials attached to the municipality.

The normal procedure in mufassal municipalities is
for assessment to be made by the chairman or a conunit-
teec of councillors. In the carlier days of municipal
development, it was a not uncommon practice for a
Government oflicer who was skilled in such work to make
the initial assessments qr to revise them when they were
out of date, but this practice appears to have fallen into
abeyance, and at present the work is all done by
councillors, subject to the provision in Bombay that the
assessment list should be authenticated by the municipal
commissioner of the district, where such an officer exists.
In the capital cities, the assessment is generally entrusted
to well-paid oflicials who are appointed by the Government
or whose gervices are lent to the municipality for a term
of years.

433, The procedure as regards appeals against assess-
ments to the house tax varies with the different provinces.
In the cities of Bombay and Caleutta, the assessments as
made are published, and an objection may be lodged
before the Commissioner or some other exccutive ofiicer.
Persons dissatisfied with the order of the Commuissioner
may appeal to the Court of Small Causes. In the city of
Rangoon appesls against assessments lie in the first
imstance to the Chief Judge of the Small Cause Court and
a second appeal to the Chief Court of Lower Burma 1s also
provided for where they 1:elate to the liability to assess-
ment or the basis or prmclplg of assessment. 111 Madras
an appeal lies first to the standing committee, against whose

" order a further appeal may be made to the Court of Small

Causes. The procedure in Madras has had undesirable
results. It is stated that a common electioneering practice
there is for a candidate to distribute to voters printed
forms of appeal against the agsessmenis to the municipal
house tax and to promise remission, if elected, and that
such practices have a very serious cffect on the revenue.
It would seem desirable that the appellate procedure in
force in Caleutta should be adopted. |

There is even greater divergence in the practice as
regards appeals in the mufassal municipalities. In
Madras, appeals are heard by the whole municipal council,
whose decision is final. "In Bombay, objections are heard
by the chief executive officer or by a committee of the
council or by any Government officer to yvl_lo‘m, with the
permission of the Commissioner of the division, may bhe

pl
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dc}eguted the powers and functions of the managing com-
mittee. In .Lhe United Provinces, the Central zi’rovinces
{gnd the Punjab, th? Deputy Commissioner or the Commis-
:lloner or other oﬂw.er empowered by tlre Government 1s
the appellate authority. In Bengal the appellate authority
1s a committee of not less than three councillors, whose

decision 1s finul.  As an instance of the results of this sys-

%in yr‘nluy be f!}}Ot_@d the statement of the Government of

ognébl?e tsallll‘gl ult ® fdlﬁlcult for commissioners dependent
< adges o e l'&t-’ N . .

appellants’’ o e-payers to refuse relief to

< m .
ineﬂfdi{. 1yhef0ptstzuulu1g feature of this tax in India is the
Sevegaﬁllncr)'to the machinery of colleetion and assessment.
defecti -‘,an]e sses have commented very sirongly on the
themsel‘?,ft'( mmistration, and the Local Governments
Cipalitie; le'm their annual reviews of the working of muni-
of reve lave commented severely on the heavy arrears
evenue i many of the towns v
In the review '
.ot eview of the K NPT . e
ties in Madras for the t}l’l&:ﬁ“’fﬁggglglﬁ district munioips -
3 - " 3 6 )
yeul-’s record iS diSﬁ ¢ , 1518 Stated that the
m ‘
liti:ls]e cl(l)llectlon of revenue.” Some of the municipa-
the 1‘2&0?73&{'% leisgcgllmg260 per cent of the demand In
r 1921-22 for / , '
gO\'erannt again renl;l‘ked ;} the same ,Presldcncy, the.
a4 serious dc‘ierioration m flldt the“year s record showed
. ic collecti 7,
Again 1t 1s recorded in the review f. L‘ctlon 'Of. revente
: ent in the collection of the revenue.

In the r 1 1 y Bom
: QSOhlthll wssued |
on M 1L 138 3) the O bﬂ,y G()Vel‘nn]ent
UIIIClpdlltl(S mn 1920—21, the fO“(i)WiIl" pasqage
O N

oceurs :—
“rn
lhel arrears are principally due to—
(1) hl‘é‘hgf‘ {ntel‘g*st on the part of councillors.
3 Lo faxe often among the last to pay up;
2) lack of courage
, sZaff;Ca(;lill age on the part of the municipal
(3) fmlure Lo use coercive processes and impose
- pel}altles for late payment.
::’mﬁuf{f 18 really with the president and the
i beClﬁ Ors, as 1t 15 impossible to expect the slafl
rm in making demands, when the coun-

:lllllors will not sanction penalties, and are
emselves slow in paying.”’
g.

T . . . .
gured by a very serious deterioration

.
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Government, who remarked that ““unless the collection
staff is overhauled and fresh energy imparted into i,
the finances of municipalities will end in a hopeless
muddle.”’

 These comments have apparently had no effect, for
in the report of the audit officer for 1924-25 1 is stated
that “the accumulation of arrears of taxes 1s u chronic
complaint.”” On this report the Government of Bombay
remark that “‘the extraordinarily large number of cases
of embezzlement and misappropriation brought to light
by the Examiner shows a Jamentable lack of supervision on
the part of municipal office bearers.’*

The state of affairs as regards collection is equallv
bad in Bengal. According to the annual audit report on
the financial administration of municipalities and distriet
boards for 1923-24, the arrears amounted to 56 per cent
in Nawabgdnj, 42 per cent in Katwa, 40 per cent in
Satkhira, 87 per cent in Mymensingh, 36 per cent in
Pabna, 35 per cent in Moheshpur and Dacca, 32 per ceat
in Tollyganj, 29 per cent in Sirajganj and Bally, 26
per cent in Howrah, above 20 per cent in 17 munici-
palities, above 15 per cent in 22 and above 10 per cent
in 27. These arrears in some cases extended as fav back
as 1913-14. In a large number of cases municipal com-
missioners themselves were among the defaulters. The
seriousness of the situation is indicated by the fact that
inMDacca ‘‘a propaganda committee has been started to
persuade the tax-payers to pay up their just dues.”’*
Tt is stated that, according to the Chairman of the Dacca
Municipality, taxes to the extent of Rs. 4 lakhs are in
arrears and that if within two or three months the money
is not collected, it may be necessary to hand over the
municipality to the Government.

The resolution issued by the Bihar Government on the
working of municipalities in Bihar and Orissa during
1923-24 deals at great length with the inefficiency of the
municipal administration. One municipality, it is stated,
“‘was brought to the verge of bankruptcy and the admi-
nistration was in the highest degree corrupt and ineffi-
Remission of taxes was sanctioned by the chair-

cient.
man without enquiry and without the consent of the muni-

cipal commissioners and under circumstances of a sus-
picious character’’.  Referring to another municipality,

s Piyneer, 20th November 1025,

Bengal.

Bihar aud
Orissa.
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| 1 i s N R .. . .
the Government vemark that the administration has gone

from bad to worse and the “‘record for the year under
report 1s one of frequent embezzlement, ineflicient collec-
tion gf taxes and party conflicts amongst the municipa
conmissioners.”’ )

The only remedy for this serious state of affairs seems
to be provineial control of the machinery of assessinent
and collection. The question will he considered in the
chapter on Machinery of Taxation.

435. The p!'actice of levying surcharges on land
revenue or rent 1s of very long standing in India, and such
charges, levied for a great variety of purposes, still form
a considerable part of the tenant’s burden in many
places where land is held under landlords. The aboli-
tion of illegal exactions of this kind was one of the pur-
poses of the permanent seftlement, which was followe
early in the eighteenth century by the regularisation of
such of the cesses as it was intended to continue. These
\};el‘e at first levied principally for local purposes, but i
the period 1871 to 1905 there were added considerable
cesses for imperial purposes, chiefly the famine fund, in
addition to which m some provinces there were added
(l:esses for provincial purposes, chiefly payment of vil-
age officers. All the cesses that were levied for other
than }ooal purposes were wiped away by Sir Edwar
Baker’s reforms of 1904-05 and 1905-06. v

In some cases, however, the effect of these
measures was not to reduce the amount of the cesses
levied, but to transfer the funds from provincial Pur”
poses to local bodies, the Provincial Governments being
compensated by the Tmperial treasury.  Meanwhile, in
one province at least, there was adopted a policy of add-
ing new cesscs for specific local purposes. In Madras, @
special cess for the construction of local railways was
levied in several districts from 1884 to 1920. Under
recent legislation, the permission given to local boar
to levy this has been replaced by power to increase the
cess for general purposes, but under another Act power
has been given to levy a specially earmarked cess in 3
of the expansion of clementary education.

436. The basis of the assess‘gnt varies generally with
the system of land revenue. In the ryotwari areas ©

Madras, Bombay and Burma, the temporarily-settled aress

of Assam and throughout the Ceniral Provinces and Berarl,
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the land revenue is taken as the basis. In the temporarily-
settled areas of the United Provinees and the Punjab the
basis is the annual value, which is defined as twice the land
revenue. In the permanently-settled estates in  Madras
the basis is the rent actually payable to the landlord or the
intermediate landholder. In those of Bengal and Bihar
and Orissa the cess is hased on the rental value as esti-
mated by the Collector less a deduction to he calculated
at one-half of the rate for every rupee of the revenue
paid. In those in Assam the basis 18 acreage, the tax
heing fixed at 6§ per cent on an assumed value of Rs. 2 an
acre. In those in the United Provinces acreage is again
the basis, the tax being fixed in this case divectly at
Re. 0-2-6 per acre under cultivation. There is a separate
cess in this latter province known as the road cess, which
is applicable to the permanently-settled estates alone and
in their case ix assessed at one per cent of the land

revenue.

487. As regards the rates, the practice is for the pro-
vincial legislatures to impose maxima within which the local
bodies may fix rates at their discretion. The Committee’s
information is not complete as to the cases in which the
rates are levied at the maximuwm or at something short of
it. They gather, however, that in the majority of districts
the maximuwm is levied in Madras, Bengal, the Punjab,
Burma and Bihar and Orissa, and the minimum in the
Central Provinces. The following table exhibits the rates,
together with such bases of .comparison between provinces
as are available to the Committee :—

[

The rates
levied.

eollec-
land

Province. Name of cess. Basis of assessment. ‘ Rate.

ds

{1y

{2)

Madras ,

(i) Land cess ..

{ii) Eduncation
cess.

* The maximum rate is levied
permanently-settled estates is responsi

per cent of the land revenue,

(3

#)

tions, 1922-

Total
- 23.

Total
.
93 revenue,

1922-28,

Porcentage of
oolumn (5) to
colama (6).

-
-3
~

Gyotwsri areas, ]and]
revenue.
Permanently-settled
estates, rent payable
to the landlord by
tenants, J

Lan&cezs .

6% per cent
(minimam).’
92 per cent
(maximnm).

.26 per cent
(waximanm),

LAEHS
RUPEES.

7916

535

LAKEHS
oF
ROPEES.

719°i8

*11-01

..

i

.

by most of the district boards, The levy on rent in
ble for the fact that the figure in column (7) exceeds 92
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1 g 188
23 |E |.3%
: . T2 | T g4 | Fae
Province. Name o! cess, Basis of agsessment. Rate. e, §§ '3 E 5 :
. - — © CEE]
a5 . ~ 3—-
584|585 5798
® \ 4 = & &
(2) (3) {4) (3) ® | @
LAKHE | DLAKMS
oF oF
RUPEES, | RUPEES.
Bombay.. | Loeal  Fand| Land revenne .o |6} por cent| 85-46| 615:93 | 670
cess. {minimum), |
l?é per cent
Bengal .. Road and | Rental value I Sy
' .18 . 9RQ: 2498
Publie Works (tmggmgz;t s uwar)
oess, ' subject to » :
i dedaction
i caloulated |
| at half the |
{ rate for'
8very rupee
of land rev- |
United | (i) Looalrate .. | () Tn iy | B) vir o ’
! ate .. | (a emporarilys | 6
Provinces. settled areag, (31&1;?;;::?)? 1
annual *value of
land (defined as
twics the land
H1 revenus).
n permanently- | 2 annas 6 pi . . 039
settled  aveas, | per g;:: ad o i
ared under oulti- | (meximum).
. ] vation,
(i) Road cess. | In  permanently-set. | per oent
tled estates, landl .
revenue. |
Panjab .. | Looalrate .| Annual value of land | 5. per cent| 46-15| 433-28 10+66
| {defined as twicethe | (minimum).
land revenue). 6} per cent
(maxiwum).
B :
arma ., | Land oess Land revenue +» | 10 per cent. | * 28-34 |*299-63 046
Bihar and | Road v i
iy o oW (;xrx‘)(\: Rental value .. e B{m?:irm Szgt 75°65§ 154-80 48°96
oess. subjeot to'a
deduotion
s caloulated
at hall the .
rate  for
every rapee
. of land rev-
enue paid,
Ce;t-?"}in- Tandcess  ,, { Land revenue o ] 8% perp cont| 1486| 21188 [ 61%
— (minimum), 1
] . 12} per cent
Assam .. | Looalrate .. [ In  temporarily.set- (mesimu)
tled aveas, land
L revenus, 8
n  permanently set- | %83 per cent 94| soe6| 110
tled areas, annual j’ pe ? ’
value assumed to be
Ra. 2 per acre.

* Figures for 1923-2¢,
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438. There is further variation between provinces as
regards the person who pays the cess. In ryotwari areas it
is levied from the landholder, who may or may not shift
it when subletting his land. In the Central Provinces
the malguzar is liable to pay the cess in a village in which
the proprietary title has been conferred under the Waste
Land Rules of 1865. In an unalienated village the cess
is payable by the occupants; in the case of alienated
plots by the holders thereof.

In the United Provinces, the cess is payable by the
landlords, but every tenant is liable to pay to his land
lord such number of pies per rupee of his rent or of the
rental value of the land held by him as the Local Govern-
ment may prescribe. In the Punjab, the landholder is
liable for the local rate. When the rate is payable by
a landhelder in respect of lands held by a tenant with a
right of occupancy holding at a favourable rent, the
landholder may realise from the tenant a share of the
rate.

In the permanently-settled areas in Madras, the cess
is collected from the landlord, who is empowered to
recover one-half from his tenant. In Bengal the land-
lord pays, but is entitled to recover from his tenants
the entire amount less an amount caleulated at half the rate
for every rupee of revenue paid by him. The cultivating
ryot is liable to pay to the person to whom his rent is
payable one-half of the cess. '

439. The commentary on this tax will in some respects
follow from that on the land revenue. Like the land
revenue it is certain in so far as regards the amount that
each individual has to pay, and not inconvenient as regards
the time and manner of payment. It is economical to the

“local boards, but its assessment adds to. the cost of the

general administration, especially in the permanently-set-
tled areas of Bengal, Bihar and Orissa and the United
Provinces, where it involves special processes. Being
at a flat rate, it is not proportioned to ability to pay, nor
can it be regarded as in any sense equally proportioned
to the taxable capacity of the lands on which it is imposed.
Subject to this criticism however, as a tax in rem applied
for the benefit of the property which profits by the
activities of the local boards, it is a tax of a type that is
recognised as appropriate all the world over. The chief

oint in which it differs from similar taxes elsewhere is
in the imposition of a maximum rate, which in some
cases limits the rate on agricultural land to something

40
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less than 2 per cent of the annual value. The reason
underlying this limitation was no doubt partly a fear
on . the part of Local Governments of encroachment
on a provincial field of taxation, partly a fear on
the part of local legislatures of adding to the burden
-of the cultivator. Recommendations have been made
above for a standardisation of the rates of land revenue
at a comparatively low rate, while the proportion borne
by the land revenue to the total taxation has fallen
from over 50 to ncarly 20 per cent. In these circum-
stances the obstacles to an increase in the local rates
disappears and it is recommended that, if the maxima be
not altogether removed, at least they be raised to 6% per
cent of the annual value, which is the rate now in force
in Bengal, Bihar and Orissa. ‘

440. Taxes on unearned increment are levied under
the Bombay Town Planning Act of 1915, the Madr'as Town
Planning Act of 1920 and the Rangoon Development Trust
Act of 1920. Under the Bombay Act, the levy is subject
to a maximum of 50 per cent of the increment, which is
deemed to be the amount by which the market value of
a plot included in the final scheme, estimated on the
assumption that the scheme has been completed, would
exceed the market value of the same plot estimated with-
out reference to improvements contemplated in the
scheme. In Madras, when the value of any property
is increased as a result of a town-planning scheme, the
munieipal council is empowered to recover from the owner
of such property an annual betterment contribution for a
term of years at a uniform percentage (not exceeding 10
per cent) of the increase in value. The aggregate amount
of the contribution so recovered is not to exceed one-
half of the maximum increase in value. Under - the
Rangoon Development Trust Act, the cost of a develop-
ment scheme is recovered wholly or in part by a con-
tribution to be levied by the board on each plot included
in the final scheme calculated in proportion to the
increment which is estimated to accrue in respect of such
plot. The contribution on account of land privately

 owned, however, is subject to a maximum of 75 per cent
.of the increment estimated to accrue.

441. In the case of land which has not been built upon,

the problem of determining the unimproved value due to ,

a scheme of town extension or the execution of any
work is comparatively simple. The administrative diffi-
culties of applying this tax to old towns have, however,

815

been found to be almost insuperable in India. An attempt
was made in 1919 to introduce such a tax in the City of

-Madras, but owing to the complexity of the problem,

a tax on transfers of property was substituted. A similar
tax is also levied in Calcutta and Rangoon. The rate of
duty is 2 per cent of the value of the property, and it
is collected in the shape of a stamp duty. It will be ob-.
served that the duty is levied even when the price of
property decreases. In other words, it is a pure tax on
capital value.

442. A brief reference may here be made to another
class of taxes, namely, special assessments, which are a
peculiarly American development, though they are also
found in a few German cities : ‘“They are compulsory con-
tributions assessed in proportion to the special benefits
derived by owners of property on account of specific im-
provements undertaken by the State or local authorities
in the public interests.”’* They are essentially taxes on
unearned increment, although the term ‘unearned’ is
applied in a more restrictéd sense than in the case of the
taxes on unimproved value imposed in Prussia and some
of the British Colonies. They apply to all sorts of im-
provements, such as grading, paving, sprinkling with
water, illuminating with gas, construction of drains. and
sewers, and development of public parks and squares.
These taxes would seem to be particularly suited to the
peculiar_conditions of India, under which a single local
authority has to operate over an area extending sometimes
to several thousand square miles. The Committee would
suggest that, in the case of works executed by local autho-
rities for the benefit primarily of a specific area, as, for
instance, a village road connecting particular villages with
the main road, the local authority concerned should be in
a position to recover the whole or a portion of the cost in
the shape of an annual cess imposed for a limited period
on land in that area. The adoption of this principle would
be of great assistance in the development of the rural!
tracts, since a tax of this nature is more acceptable to the
villagers than a rate imposed over the whole area under

Special assest-
ments,

the jurisdiction of the local authority. At the same time, '

it would have a most desirable educative value in enforc-

ing the lesson of direct responsibility for schemes of local
improvement. It would also be possible for the local
authority to impose these temporary taxes during pros-

perous seasons and so to make the burden less felt.

* Selignan : Eseays in Taxation, page 414,
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Taxes on PERSONS.
443. The principal taxes on persons now levied by

local bodies are the following :—

(1) A tax on circumstances and property in the
United Provinces, the Central Provinces,
Bengal, and Bihar and Orissa. .

(2) A tax on professions, trades, and callings 1n

Calcutta, Madras and the Punjab, and as an(

alternative to the tax on circumstances an
property in the United Provinces and the
Central Provinces.

(3) A tax on companies in Madras.

(4) A tax on pilgrims in Madras, Bombay, the
United Provinces, the Central Provinces and
Bihar and Orissa.

(5) A terminal tax on passengers in Calcutta and

‘ Rangoon. .

(6) A tax on menials and domestic servants in
certain municipalities in the Punjab, Bombay
and Madras. :

444. The tax on circumstances and property is levied

and property. In many cases as an alternative to a tax on lands and

buildings, chiefly in municipal areas. In 1922-23 it yield-
ed In these areas 4.49 lakhs in Bengal, 1.99 lakbs in
Bihar and Orissa, .35 lakh in Assam,oan,d 4.24 lakhs in
the United Provinces. In the lagter province, it has
also been introduced in rural areas as a tax on incomes
other than those from agriculture and yields about

lakhs a year. The tax is generally assessed by an assess-

ment committee composed of members of the local body oF.

the inhabitants of the local area under its jurisdiction. Per-
sons who cannot pay a minimum sum, generally 1 anna
a month, are exempt, and the maximum payment I8
limited generally to Rs. 12 3 year. In the Central
Provinces, the sum requived is first determined and the
tax 13 apportioned. Subject to these restrictions, the
tax 1s assessed, partly on taxable capacity and partly on
the benefit principle, that is to say, with reference ?0

what is known of the incomes of the tax-payers, their. .

social position, the sizes of their families, the extent O
their property within the local area and the benefits they
derive from the activities of the local body. The
equity of the assessments so made is much questioned-
In"the Bill to revise the municipal law in Bengal, whic

has recently been introduced, provision is made for
abolishing this tax and replacing it by separate taxes O -

holdings and trades and professions on the ground thatit18
difficult to assess and gives rise to widespread complainté
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of unfair incidence. In the United Provinces the tax
is universally disliked and most municipal boards are
anxious to abolish it. In the report on Local Administra-
tion for the province for 1923-24, it is stated that the
unpopularity of the tax is due ‘‘to its 1nelastlclty’z’md the
lack of a just and equitable system of assessment’. The
inequity, it is asserted, generally takes the form of favour-
ing the influential and placing too heavy a burden on the
poor.

445. A tax on professions and trades has been familiar

in India from very early times. It wus levied under the
British Government between the years 1867 and 1886
under the various License Acts, which for a time took
the place of the income-tax. Since 1886, it has heen
levied principally in municipalities, but quite recently it
has been introduced into local board areas also. Its yield
in municipal areas in 1922-23 amounted to Rs. 10.29
lakhs in Madras, Rs. 12.21 lakhs in Bengal and Rs. 1.30
lakhs in the United Provinces.

As levied in Madras, this tax is not essentially different
from an income-tax. In the Madras city, all persons,
other than shopkeepers and a few others, with incomes
of less than Rs. 100 per month are exempt. For purposes
of assessment the people liable to the tax are divided into
classes according to their income, and the tax is levied
subject to a maximum fixed by the Government in the
Act. The rates are comparatively high for India as will
be seen from the following table :—

’ Kate half-yearly.
Monthly income. |
‘Maximum. Minimom,
o RS, -RS.
Class I .. .. |Rs 500005 npwirds .. .. 500 850
Class 11 . Rs. 3,000 or upwards, but jess than 300 210
- : -{ Rs. 5,000. . S
Class 111 Bs. 2;000 or upwards, but less than 209 140
’ Rs. 8,000. -
Clasa IV Bs. 1,000 or upwards, but less than 90 60
Rs. 2,000, o
Class V-, . .. | Bs. 760 or upwards, but less tban 40 30
T L Rs. 1,000, . . .
. Class V1 .. |Re. 50G or upwards, bnt less than 80 20
ek Rs. 750. e :
Clags VII .. R.sR 200 or upwarde, but Jess than 12 -8
s 500.
Clags VIII .. | Rs. 100 or upwards, hut Jess than 6 ¢
e Mee o e - Rs.-200 R . .. . ’ . -
Claga IX .| All hotel keepers, lodging, boarding, 1 3
- " enting and vefreshment house keepers o .
) and shopheepers not assessed nnder
any of the previous classes.

1)

Tax ou pro-
fessions and
trades,
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In Calcutta, the tax is practically a license fee on
professions. Everyone carrying on a profession or
trade, from a barrister to a hawker, is compelled to take
out a hpense, the license fee in the first case being
Rs. 50, in the latter Re. 1.

vinc‘,’g? ) E)a;;; istlle Vie? in{l‘.) municipalities in the United Pro-
: e fotal i : )
Rs. 1.3¢ lakhs. al income in 1923-24 was only

~In Bombay, the Punjalh ~OVi
it is hardly le)\’vied ¢ b jab and the Central onymce&

The tax has also been introduced rec in rural
areas m Madras and the Punjab. In 2;;@6?2?;1811 case,
99 taluk hoards which levied the tax in 1923-24 derived
a totlgl meome of R:s'. 1.24 lakhs, the income exceed-
ITIf }?: }?’OOD only in the case of seven taluk boards-
Rselolgoest amount 1-eali§ed by any one. board was
In the PO' ‘Tg,hs was exclusive of the tax levied inunions.
the hai i‘m]ab, tl‘le tax was levied under the name ©
e RS yizt y 22 district boards, the rates ranging
lakhs eI. gO Rs 50, and yielded a total sum of Rs. 1.99
Py ﬂicxilt' n both these cases, considerable administrative
Madraslii Were encountered, which were greater 12
of local ?in in the Punjab in proportion as the divorce
Salf o admmustration from the general administrative
have das gzéore complete. In Madras, several taluk boar
a sche ecided to abandon the tax, while in the Punja
g mfe s In contemplation for employing pensioné
e sh or its assessment and collection. As the Com-
L ee have already indicated, the root of these trouble
ies in the fact that in India each local body operaiés
over htoo large.an area. When the tax ig levied by &
panchayat for its own purposes, these difficulties are BO
gnc-ountered. On the other hand, there would apped
from the report of the Inspector-General of Panchaya®®
in Madras to be & tendency for these bodies to trend
on the sphere of imperial and provincial taxation.
long as the tax continues to be a source of revenuf of
the larger bodies, the remedy for the difficulties t
:;8:23;%‘: re(flerrel? to seems to lie in entrusting tifw

ent and collection to inigtra
staff of the districts. the general admims

The introduction of the tax in the Bombay Presidency
gas suggested by a Committee appointed by the Bombay
Government to enguire into the question of local texatio®
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in 1915. Proposals havé been recently made in the
same Presidency for the levy of a tax on all non-agri-
cultural incomes exceeding Rs. 600 per annum for
financing a scheme of compulsory education.

446. The tax on companies is a complement to the pro-
fession tax which has been recéntly introduced in the
Madras Presidency, both in municipalities and in rural
areas. All the municipalities but ten have adopted it,
and it yielded in 1923-24 a sum of 1.49 lakhs. In its
present form it is assessable on the paid-up capital of
the company, but may be assessed on the gross income
in the case of any local body within whose jurisdiction
there is neither a head nor a branch office, and the com-
pany has not earned a gross income of Rs. 25,000. The
former method of assessment is obviously open fo grave
objection, since it is impossible to determine the paid-up
capital of a’'branch office, and the Madras Government
have already under consideration a proposal that the tax
should be levied on net income, gross profits or business
turnover instead of on paid-up capital.

447. Taxes on pilgrims are usually levied on the rail-
way tickets and are collected by the railway company for
a small commission. They apply only to certain pilgrim
centres, and in many cases they can be imposed only
during certain festivals. There is usually a free zone, all
passengers coming from stations within. the free zone
being exempt from the tax. As a tax on transport, this
tax 1s theoretically objectionable, but the rate is so low
that it involves little hardship or addition to the expendi-
ture which the pilgrimage normally involves. On the
other hand, the receipts are generally earmarked for
very necessary purposes of providing conveniences for
pilgrims and taking measures to prevent the spread. of
epidemics.

448. A terminal tax on passengers is levied in Calcutta
and Rangoon, but the proceeds are credited entirely to
the funds of the Development Trusts in these two cittes.
In Caleutta, this tax is collected in the shape of a sur-
charge of half an anna on each railway or inland steamer
ticket from all passengers arriving in or departing from
the city by railway or by inland steam vessel. The
receipts in 1923-24 amounted to Rs. 2 lakhs. In Ran-
goon, the tax is levied only on passengers departing by
sea for a destination other than a port in Burma. The
tax is levied at the rate of Rs. 2 per passenger and is

Tax on com-
panies.

Tax on
pilgrims.

Terminal tax
on pastene
gers.
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collected by means of a surcharge on passengers by the

owner of the vessel in which the passengers are carried.

The income realised in 1923-24 was Rs. 4.08 lakhs. A
light terminal tax on passengers may be justified in the
case of a large city on the grounds that, as a centre
of trade or amusement or of public offices, many non-
resident persons come in and make use of the amenities

provided by the local governing body, but it is difficult

to apply this reasoning to the case of the tax levied in
Rangoon, which appears to be levied largely, for the bene-
fit of permanent residents of the town, on coolies who
merely pass through it.

449. The tax on menials and domestic servants is
levied in four municipalities in the Punjab, one in Bombay
and two hill stations in Madras, and is collected from the
employer. The total revenue from this source in all the
provinces in 1922-23 was only Rs. 24,000.

FEES AND LicENSES;

450. Fees and licenses are very numerous and are
levied by almost every municipality in India. They may
be classified under three principal heads :—

(1) Fees for specific services rendered by the muni-
cipality, such as private scavenging fees.

(2) Fees which are partly in the nature of luxury
taxes and which are partly levied for purposes
of regulation, such as licenses for music,
vehicles, dogs and other animals.

(3) License fees, the primary object of which
18 regu]ation, such as fees for offensive an
dangerous trades, and license fees for pawn-
shops in Burma.

451. The principal fees for specific services are those

scavenging fee is based on the number of latrines attache
to the house, but in some provinces a special house tax
based on the annual value is levied for conservancy.
purposes, as for instance the halalkhor tax in the Bombay
Presidency, in other words the fee becomes a rate.

4562. License fees on carriages and animals, which are
the most important taxes under this head, are levied partly
fgr purposes of regulation and partly for the use of muni-
cipal roads, but the rate of tax is very much higher for
the more luxurious class of vehicles. The income derived

In Madras, the private
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from this source in the different provinces was as
follows :—

Provinee. 1921-22. 1922-23. 192324,
RS, B8, RS,
(1) Capital citieg ~
Madras City .. .. .| 18796 [ 220,326 | 3,23370
Bombay City (wheel {ax) . 7,681,000 11,91,000 9,835,611
Calautta . .. .. 1 848,827 3,32,785 2,13,762
Rangoon .. . 45,114 41,878 55,960
(2) Other municipalities—
Madras Presidency . o 3,140,000 3,31,000 3,468,149
Bombay .. . . .. 3,76,498 4,14,739 4,561,140
Bengal . 2,564,044 2,63,179 2,38,167
United Provinoes .. 1,28,215 1,385,974 1,51,190
Punjub .. . . 53,329 74,109 83,763
Burma .. .. e - 87,260 1,00,616 97,702
Bihar and Orisea . 1,41,025 1,49,887 1,71,694
Ceniral Provinoes 79,882 82,601 80,872
Assam e 24,397 26,877 20,240

453, Liconse fees for puwrposes of rvegulution ave
fined 1o cortain offensive or dangerous trades,
of these trades is not clearly defined

in some of the provinces. In one province, restaurants
are classed as a dangerous and offensive trade, while 1n

the United Provinces Act provision is made for the taxa-
tion of all trades and callings carvied on within the
municipal limits and deriving special advantages from or
imposing special hurdens on municipal services. The in-
come roalised from this source is almost neghgible.

usually eon
The precise nature

In Burma, however, pawn-shop licenses constitute an
important source of municipal income. Under the Burma
Towns Act and the Burma Village Act of 1907 provision
is made for the grant of licenses for keeping pawn-shops
or carrying on the business of pawn-hrokers, and for the
anle of such licenses hy auction under rules made
by the Local Government. The City of Rangoon Muni-
cipal Act of 1922 contains a much wider provision for the
Jevy of a license fee ‘‘for the doing of any act for which
thé" permission of the Corporation is necessary’’. The
income of municipalities in Burma from pawn-shop license
fees for the vears 1922-23 and 1923-24 15 given helow :—

1922-23 1923-3¢
{in lakhs of ragpecs)
City of Rangoon .. e 299 852
Other municipalities in Burma .. 233 15
41

Lioense fees
for purposes
of regalation.



322

" The pawn-shops are primarily a police institution and
e system of selling the monopoly by auction has been
found to be administratively convenient since petty thieves
are prevented from passing their goods on under cover.
These shops are mostly kept by Chinese immigrants.

GENERAT, SuMMARY AND CONCLUSIONS.

M . .
4;)4. The main conelusions of the previous paragraphs
A > I : '
may be summed up under the three following heads :—

(1) Tllle general rate of taxation is undoubtedly
oW}

(2) too much reliance is placed on indirect taxes
on trade and transit;

(3) in the rural areas the jurisdictions of the local

bodies are too large from the fiscal point of
view.

It is perhaps hardly necessary to emphasise the fact

fchatl the finances of local hodies all over the country are
lIrtl(rli(sp({lltnft‘e for the sor‘vices which they have to pOI'f’01'm.
o nt?) grll'tth'e Committee to enla.u'ge upon these services,
SV 0; 1{1{)'011 an analysis of the comparative
different e axation as compared  with income 1N
thagl enf chqnntrles, hut it is perhaps pertinent to remark
Hmd mft }Ils matter of local taxation, the incidence per
U,‘_t ]Og the population in India is L of that in the

nited States of America, L of that in the United Kingl-

dom, ! ; .
» 5 Of that in Japan, } of that in France and 3

;)(f g};a;ol: gite_mly. One of the causes of this is no doubt
0 e (){I’ld in }thq development of the local hodies by &
pro an; o evolution, to which reference has been made,
ind a og ! er} én lghe fact that the taxation of real property,
which should be the main basis of local taxation, has
In a great measure in India been reserved for the State.
Thf Oommtttep have suggested what they hope will afford
a}t cast a partial remedy for this in the standardisation of
the rate of State taxation on the land, accompanied by
a development of local taxation of real property. In the
tc}?s;e of lands used for purposes other than agriculture,
tha 18, generally speaking, lands within municipal limits,

ey have gone further, and while pointing out how
exceedingly lightly this class of property escapes, have
suggested that the Provincial Governments should make
over to local bodies a substantial part of the revenué
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that they at present take. This process, coupled with an
Increase in the very low local rates imposed, and an
muproved system of assessment, ought to result in course
of tune in a large Increase in the municipal income.

Meanwhile, the Committee recommend that a strenu-
ous endeavour should be made to get rid of indirect
taxation in the shape of octroi and terminal taxes and to
replace it, if not by taxation of property and persons,
at least by something in the nature of a tax on sales.
The tax in its present form is one that is condemned by
cconomists everywhere, and there are visible tendencies
to develop it into a regular tax on transit, so much so that
the Committee have ventured to suggest that it is a function
of the Central Government to exercise more confrol in the
interests of the general trade of the country. Similar
remarks apply, but in a less degree, to the case of tolls
in Madras. , It is certainly desirable that these should
ultimately be abolished, though it is difficult to see how,
under present conditions, the revenue can be replaced.
For the present, the Committee have recommended the
abolition of the tolls in the case of motor vehicles and
their replacement by provincial taxation to be distributed
by a road board. This should be accompanied, if the
development of motor transit is not to be hindered, by
a reduction in the rate of the import duty.

In the case of local areas, the chief check on the .
development of any taxation other than the rate on
land appears to the Committee to arise out of the fact that
the jurisdictions of these bodies are so large as to remove
them from effective touch with the tax-payers. The
Committee are of opinion that the objections to the imposi-
tion of taxes on houses and persons would be to a great
extent removed if the administration of these taxes was
entrusted to bodies resident in the villages on which the
taxes fell. It is very desirable, therefore, from the point
of view of taxation at any rate, that the development of
the future should be in the direction of restoring the
influence of the village panchayat and limiting the func-
tions of the bodies at present operating. Subject tor these
remarks, the tendency in the direction of development
of personal taxes upon non-agriculturists is one to he
encouraged since, as has been seen elsewhere, the smali
traders in the villages compose one of the classes who
escape more lightly than any others from the burden

of taxation.
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LocaL Taxarion or RAILWAYS.

s e . . . ]
~lu').. l.hcrc are certain properties to which the ordi-
nary principles of local tuxation do not apply. ‘the most
important of these arve the properties of rallway compantes

“and of persons conducting mining enterprises.

456, The ratlways in India are i the main Goverspent
property and in several cases they are also managed by
the State. The question therefore arises whether #
subordinate local administrative body can or should be
allowed to tax an Imperial monopoly; for it may be
observed that profits from  provineal and municipa
enterprises, such as irrigation receipts or profits from
markets are cxempt from income-tux. In the secom
place, railways are primarily intended to develop the
country, and to the extent to which they compete wit
roads, they actually relieve local hodies of a portion 0
their expenditure on communications. In the third places
raillways do not benefit to the same extent as private pro-
perty by the activities of local authoritics. For
reasons of this nature, in some Furopean countries rail-
ways are completely exempt from local taxation, and cvest
n Engl.and, where the railways are owned by private
companies, the general district rate for Jocal purposes 18
levied on only one-fourth of the net annual value ©
railway property.

457. The Commitice do not propose to deal with the
gcnel_'al question of exemption of railways from loca
taxation, ‘for the reason that the Financial Commissioner
to t'hc Railway Board has stated in evidence that, although
he 1s personally in favour of such exemption, such a mea-
sure 1s not now within the range of practical politics, since
in numerous notifications issued under the Railways Ach
the Government have definitely admitted the liability ©
railway p()ll)pztﬂivﬁ to taxation for local purposes, and the
companies have also acquiesced in the position.

4568, The difficult question of the assessment of railway
property to local taxes is one in regard to which the
example of other countries affords little assistance.
the arrangements in the United States of America, Pro-
fessor Seligman has stated that “the remark of the Ral-
road Tax Committee of 1879 still holds good to-day that
a more discouraging example of general confusion COU

hardly be imagined”’.* In FEngland, the situation 1%

* Religman : ¥ssays in Taxation, page 177.
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governed by the fact that the only tax in question is i
local rate. There are no statutory provisions regarding
the valuation of railway property and the assessments are
made in accordance with the Parochial Assessments Act
of 1836. The method of valuation is described in detail
in the final report published in 1901 of the Royal Com-
niission appointed to. inquire into the subject of Local
Taxation. For purposes of assessment, stations are valued
and rated scpavately from the rest of the undertaking, the
annual value of the stations being assumed to be a per-
centage of the value of the land and the cost of the
buildings. In the case of refreshment rooms, book-stalls,
ete., not in the occupation of the railway company, the
rent paid by the occupants is taken into account i the
valuation of the station, and so also is the enhancement
in value brought about by the letting of spaces for adver-
tisements.  As regards the running line, the net annual
value of the portion within cach parish is estimated on
what is known as the profits principle. *“This principle
is that o tenant would give as rent a sum equal to the
receipts from the property less the expenses of carning
them and less the ordinary profit which a tenant would
expect. Valuations on this principle include the value,
if any, which may be attributed to the more or less com-
plete” monopoly conferred on the railway by natural
conditions and parliamentary enactments, and in this
respect among others a valuation starting from profits
would differ from one which was based on the ‘contractor’s
rent’ principle, i.e., mainly on capital outlay.”"*

Tt is unnecessary to describe the details of the valua-
tion, since the method is based on so many assumptions
of a hypothetical character that it would he difticult to
say that the final results have any pretence to scientific
accuracy. A valuation of cach railway as a whole has often
been recommended as a means of avoiding the difficulties
and absurditics of the pavochial system, but the recom-
mendation, though endorsed by the Royal Commission,
does not seem to have been given effect to.

The Scottish and Irish systems are more logical. A
valuation of the railway as a whole is made by a sepa-
rate officer.  ““Under the Scottish system the gross rev-
enue of the railway company is taken from the half-
yearly accounts and then certain deductions are made
for working expenses and tenant’s allowances.””*  The

* Repurt of the Royal Commission on Local Tazatiow, Eagland and Wles,
1897-1902, pages 57 to b9.



The provi-
wions of
seotion 136
of the Indiun
Railways
Act,

326

total value o " ' .
bctﬁc\:ﬁ ut(h: frflhe .Idll\lh{ay thus arrived at is first divided
on the othor mlnndg line on th_e.one hand and stations
1s allocated Lo’th «Ln .th‘e Vall‘lutlon‘ of the stations
ively situated ’f[ 1xatv1‘ng areas in which they are respect-
oy swatad. ¢ m.lvualuc of the running line is allocated
system is very sing'l ire.d ge of eftch rating area. The Irish
among illdivicyiuul ;a‘:;";ntoltll_‘f 'bQOttlsll, but the distribution
of train miles in eachg.g areus is according to the number

g .
187%)0@::. Ll-“' lndia the carlier Railways Acts of 1854 and
o coutained no provision as to the taxation of railways

by local : . .
y al authoritices, and municipal taxes were levied M-

I;ﬁlllly provinees before the Act of 1890 was passed. Mean-
. ﬁc:llgui; Ci?;eid and State railways in Bengal were spé”
tssued yb t(il xp(}ed from cesses by means of a notification
1880 agd . bc overnient under the Bengal Cess Act 0
provi’nces * §‘-"“l*“' e(xemptlon was granted in some other
been regul t -(ljnce 1890 the local taxation of railways has
that e::r dﬂbj by. scetion 150 of the Railways Act 0
o yeur, the object of which, as explained by “the
i 311 in & letter issued in 1901, was ‘‘not to relieve

ay adminstrations from any liability to local taxation,

but 2 .
to obtain control over the demands on ratlway adminis-

trations SN ;
o svcb E}?, tmu-n'lmp alities and other local authorities an
’ at railway administrations are not unfairly

exploited for the henefit of local authorities.””* The policY -

8} 1 M . .
ziﬁgéﬁ’s\ ilont?eflt-()f I’?.dla, however, as illustrated by the
been Consiste ltlcdtlons issued under this section, has 19
situation aren ) Ejulld some of the difficulties of the prese?
enuneiated | partly due to the contradictory principles
nunciated by them and to their failure to utilise he?
It)hat tllf uXder the Act. The Committee desire to point o4
ing 'an; ex%tlcﬁfalt-ggo chntguns amfple provision for prevent:
tion. rrhe Goverlion 8] ra,llways. or Purposes Of local t'axa
tion under sub- ‘IJne_nt can, by refusing to issue a notifica-
imposition f) section (1) to section 135, prevent ¢
They can }?' any new tax on a ralway by a local body:
section (i))’ ye;i:li)limﬁl unrfi)l{ls-tmg Potiﬁcation unde)rqstlilm;
of any particular t: y. ailway area from the OpeTt’ d
lovied.  Thev o ax, ot of all local taxes that are beis
fair and ey can further, under sub-section (2), have 2
and reasonable charge substituted for any SPQ?‘ﬁG

ta . r A ol . )
x. The railway, company have also power to enter into

a contract with a local authority for payment for any
/

* Gov * s . .
dated 7th 321’:1‘::; 1%'0::1‘115’ Public Works Department, Letter No.

20 B.Tg’.‘ :
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service. What the Government of India have no power
to do is either to prescribe general methods of determining
what is fair and reasonable or to decide in cases of dispute
what is a fair contract payment for a particular service.

460. As has been stated, however, these powers have
not heen at all fully utilised, and as a consequence difficul-
ties have grown up between the companies and the local
bodies in oases of which the three following classes are
typical :— ‘

(1) In the first place, the companies in many places
have formed colonies of railway servants mn
the neighbourhood of municipalities and have
provided many of the conveniences afforded
by the municipalities such as water-supply,
conservancy, and in some places even roads
and lighting. The municipalities have moved
to have such colonies included within the
municipal limits for purposes of taxation,
although they were not in a position to pro-
vide the necessary services at the standard
required by the companies, and the com-
panies have consequently been compelled to
maintain the services themselves as Lefore.
while paying for municipal services which

they do not use. -

(2) Secondly, municipalities in several cases have

~ " imposed specific_charges upon railway gettle-
ments already within their limits in respect of
services which the railways are supplying
themselves.

(3) Thirdly, there has been 1o uniformity either as
regards the nature of the taxes levied or as
regards the methods of assessment of indivi-
dual taxes. Consequently, a company deal-
ing with a number of different local hodies,
sometimes in different provinces and adminis-
‘tering different laws, 18 unable to adopt
anything in the shape of a uniform procedure
in the matter.

461. The first difficulty is one that it would be possible
to deal with by the use of the powers conferred under
section 135, but such action would be undesirable, be-
cause it would involve the practical overriding of the
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action of the Local Government, on which rests the res-
ponsibility for sanctioning the inclusion. Moreover,
certain of the municipal services, such as the munici-
pul g'(m('ls, the markets, the hospitals, the schools and other
institutions, are made use of by the inhabitants of the
railway settlements, and if the principle that railway
undertakings are proper subjects for local taxation is con-

ceded, the exemption in sueh o case should at any rate

be only a partial one. A preferable alternative would
be to make speeial provision for the railway authorities
to he heard by the Local Government before any order
is issued approving the inclusion of a railway colony
within a municipality. The hearing would have reference
to such considerations bearing on the subject as have
been mentioned above, and there might be considered in

suitable cases alternatives to inclusion such as, where- the -

settlement has a large, fairly isolated and more or less
self-contained population, the constitution of it into 2
separate municipality, and in other cases a contract pay-
ment for the municipal services of which the railway
colony does make use.

462. The second case can generally be dealt with under
the provisions of the present Act. Tf o vailway company
provides service for a railway colony within » municipality
and .tho municipal council lelvy a sp‘éciﬁa tax for the same
service nnder conditions under which the (overnor-
_Genem! in Council is satisfied that the company is justiﬁod
in continuing its own arrangements, then it lies within
the power of the Governor-General in Council to annul the
levy of the tax. When a company derives some benefit
from a service or services, but not the full benefit whic
the levy of the tax implies, there may cither be fixed a
fair and reasonable charge, or preferably an agreement
may bhe come to for a proportionate reduction. The Com-

mittee would suggest that a reasonable basis for such an

agreement wonld he the remission of a proportion of the tax
paid by the colony, the proportion heing fixed with refer-
ence to the total expenditure of the municipadity and thi’
expenditure on the services, the maintenance of which 18
undertaken by the company.*

* The point may perhaps he made olear by means of an algebraical formula-—-

Tf x is the tofal expanditure of the municipality, # the expm-lﬂ'l{“ri}“’e

the municipality on the services undertaken by the company and v 18
total revenue derived from taxation ot the railway company, the proportion to

remitted will be ¥ X &’
x .
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463. The third difficulty arises from the great variety
of laws and authorities interpreting them with which a
rallway company may he brought in contact. The nature
of the property tax imposed and the methods of assessment
vary from province to province, while even in the same
provinge most diverse interpretations have been placed
in different districts upon the law. ' ‘

464. The question of the equitable assessment of rail-
way property to local taxation was considered at some
length by the United Provinces Municipal Taxation Com-
mittee of 1908-09, who condemned a property tax on
railways, partly because it is impossible to assess with
any pretence to accuracy the rental value in the case of
property which can never be let and which was never
intended to be let, and partly because the cost of the build-
ings erected by a railway company has no relation to the
trade of'the locality which the station serves, nor is it an
index of the indirect benefits which the railway company
receives from the area. For instance, a local station is
often a junction with very little trade from the surround-
ing country, but the administrative and other requirements
of the company compel it to construct at such a station
platforms and sidings and large sheds or other buildings
for the purpase of dealing with through traffic. The United

Provinces Committee also rejected the plan of indirect taxa- = -~
tion, which was the main system with which they were

dealing, and were constrained to suggest an entirely new
method, which they described as a rate on the gross
earnings of the station. They defined local gross earnings
as “‘the freight earnings attributable to traffic received at
and.despatched from the stations in the municipal area.”'*
They considered that these earnings were a good index to
the amount of traffic passing over the municipal roads to
the railway stations and were consequently fo some ¢xtent

The difference’
of laws and
Ppraotioe,
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a measure of the indirect services rendered by the local
authority in the shape of road facilities. This method of -

assessment is, however, defective. for reasoms, some of
which have been pointed out by the Committee themselves.
The gross earnings calculated as suggested by the Commit-
tee would be twice the revenue attributable to the stations,
since all traffic would be treated as attributable to two
stations, the station of origin and that of destination.
Moreover, the gross earnings would be greater per ton

.® Report of the Municipal Taxation Committee, United Provinces, 1908-08,
paragraph 77. .
42
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of traffic handled if the municipality happened to be 8
point of despatch or arrival for long distance traffic, and
they' would therefore not be a reliable index to the indirect
service rendered by the local authority. It would be possi-
ble to overcome the second objection by levying a rate on
the total weight of goods despatched from or received at
the station, which would probably be a more logical basis
of assessment, but there is another grave objection to both
?hese methods. The introduction of a tax on railways that
is not l'evied on the rest of the town would enable the local
authority, by raising the rate arbitrarily, to exploit the
railway for purposes of local taxation. The Government
would be compelled to fix a maximum rate, and since some
local authorities would not hesitate to introduce the maxi-
mum rate in the case of a tax that did not affect the in-
habitants of the towns, the Government would in practice
ha}ve to fix the actual amount that the railway should con-
trlbutq towards local expenditure. In the opinion of the
Commx'ttee these proposals would not only fail to produce
an equitable system of taxation, but would involve over a
ﬁreat tpeltrt 2f tI}fxdia a comfplete alteration of a system whic
as at least the meri i ' ised 8B

has at least t of being generally recognised

465. Thus the idea of taxing traffic fails; it has already
been seen that the systems in force in other countries indi-
cate no definite principles which would serve as a guide;; 81
octroi on goods which are not for the consumption of the
town is out of the question. The Committee are therefore 0
opinion that under the circumstances it is advisable to make
the best of the existing system of taxation of property
which though undoubtedly defective, has at least this in
its favour, that it has been a long time in force.

466. Tt has already been seen that the ordinary principles

for the assessment of property tax in municipalities cal’

not be applied to the property of a railway company, an!
some alternative principle has to be taken as a guide.

principle which is most appropriate seems to be that loca
taxes are largely of the nature of payments for ser
rendered, and that the service rendered to a railway ca
best be gauged by the extent and value of property used
for the reception and despatch of goods and passengers:
The Committee further consider that, since the (?overnment

have definitely admitted the liability of railways to loca

taxation for gemeral purposes, it would be illogical 0

vices
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exclude the track, but since it has been excluded till now,
the exemption should continue. As regards the method of
agsessment, they have examined the diverse systems in
force in the different provinces and have come to the
conclusion that the Bombay system may be recommended
for general adoption. In that Presidency railway proper-
ties are divided for the purpose of ascertainment of
annual value into five classes according to the use to
which they are put, and the annual valueis fixed as

follows : —

(1) All buildings, such as railway stations, goods,

engine, carriage and other sheds, signal boxes,

odowns, ete., used for carrying on the traffic
of the railway, at 6 per cent on the cost of
the buildings and land.

(2) Workshops and necessary offices connected with

+ the working, at 5 per cent on the cost of build-
ings and lands.

(3) Offices used for general administrative purposes,
as distinguished from offices connected with
the working of stations, at the amount for

" which such offices might reasonably be let to
the publie.

(4) Residences for railway employees, including such
portions of the railways as may be used
for residential purposes, at the sums at which
such residential quarters might reasonably be
let without regard being had to the building
cost or rents actually pad by the railway em-
ployees. L

(5) Lands under rails and sidings, lands used for
sorting, stacking or for similar purposes, at
5 per cent on the actual value of the land at
the time the rent is fixed. .

All vacant land is taxed in class (5), but permanent way
and bridges are exempted, except m the case of over-
bridges which form an integral part of stations.” All sheds,
fodowns, chowkis, etc., which are fixed to the ground are
taxed.

The rate of property tax in each case should be the
rate fixed for other properties in the same town.

467. The general adoption of these principles would
probably-require legislation, which might take the form-of
empowering thie Governor-General in Counci] to -frame

The legisla- *
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rules prescribing the methods to be adopted in the assess-
ment of railway property. In view of the existing con-
fusion and want of uniformity in the system, such
legislation would appear to be amply justified. Provided
the items to be assessed and the system of assessment are
prescribed by statutory rule, there would not appear to be
any necessity to alter the arrangements in regard to the
assessing or appellate authority. Should that proposal
fail, it would appear to be desirable, in the interest of
uniformity, to provide at least for all appeals in the same
province to go to the same authority. Such an authority
might be a committee consisting of the Commissioner Of
the Collector, the local Inspector of Railways, and the
Inspector of Local Bodies, in provinces where such an
nfficer exists, or a representative of the Local Self-Govern-
ment Department. ‘
_ 468. So far, the discussion has been confined to the
appl;cqtlon to the case of railway propertics of the main
municipal tax qr rate which is applied for general purposes
There have to be considered in addition municipal taxes
Qf ‘two other classes, namely—

(a) taxes imposed as the equivalent of specific

services rendered, and

(b) taxes 1mposed on private individuals.

The question of taxes imposed for specific services
rendered has already been discussed on general lines-
Where the services are rendered to raillway property, the
railway company may either pay the tax, or contract for
the rendering of the service, or, with the consent of the
Governor-General in Council, make its own arrangements-
and be exempt from the tax. Where the services are
rendered to individuals, as for instance to railway officers
at their residences, the tax must of course be paid by them
as by any other individual living in the town.

469. Simjlarly, as regards the taxes on individuals, such
as a profession tax, a tax on carriages or a license fee for
dogs. The fact that a particular individual residing in 3
municipality is in the employment of a railway compa%
can, of course, afford no reason for exemption from ta
ation of this kind. Similarly, in the case of octroi or ter-
minal tax on goods imported by individuals. And under
this head must be included importations on behalf of
railway co-operative stores and refreshment rooms. '

470. In addition to the municipal taxes, questions have

sometimes been raised regarding the levy from railway.

companiésgof local board taxes and the chowkidari tax:
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The main local board tax is a cess on land for the purpose,
chiefly, of the maintenance of roads. Inasmuch as rail-
ways compete with roads, and one of their main purposes
is to relieve the roads of trafic and so decrease the cost
of their maintenance, it is illogical to subject them to
cesses for the maintenance of roads. The concession en-
joyed by State and guaranteed railways under the Bengal
Cess Act should therefore be extended throughout India,
if there are any railways that do not enjoy it.

It has been suggested, however, that an exception
should be.made in the case of mines maintained by railways
and that these should be made liable like other mines to
the provisions of the Bengal Cess Act. The question 18
again one of the services rendered. An ordinary small mine
uses local roads to place its coal on the railway, but it
may be generally assumed that a railway owning a colliery
will remove the. whole of the coal from it by rail and will
not use the roads at all. If the latter be the case, there
appears to be sufficient ground for the exemption granted
by the Bengal Cess Act.

471. The chowkidari tax is applied to the protection
of the property of the villager and is levied from ‘any
person living in the village or owning or occupying a
building in the village for storing property or collecting
rents in cash or produce’.* It would seem from this
that railway servants living in a village would be liable
to the tax and that the railway would also be liable in
respect of its goods sheds. The amount leviable would
be small and there does not secem to be any sufficient
ground for exemption inasmuch as the services of the
village police would be likely to be used in the case of a
theft from such property just as much as in the case of
one from any other house in the village. Moveover, the
chowkidari tax is in process of development into a
scheme of payment for local services by which, in the
case of small villages, the railway properties will benefit
with the rest. As the villages develop into municipalities,
other forms of taxation will be introduced and other
offnsiderations, which have already been dealt with, will

apply.
PPy LocaL TaxaTioN oF MINES.

© "472. The problems presented by the taxation of mines
for local purposes are in some respects similar to those
which have been discussed in relation to railways. There is
considerable diversity at present in the different Br,ovinces

¢ The Béngal Village Chowkidari Act, 1871,
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;30110191'110&, not on}y'in the matter of the imposition of
tﬁca taxes, 'but also in that of the bases of assessment of
Pe taxes imposed. No special tax is levied in the
unjab, the United Provinces, Burma or Madras. In
Assam a cess is leviable on the surface rent only. In
Bombay a cess at the rate of one anna in the rdpee 18
colleqted by the Government on the vent and royalty
i)ayable on mining leases, and credited to local funds.
n th(:, Central Provinces, under section 51 of the Local
Self-Government Act, a District Council may impose ‘‘a
Zzgx, 4foll or i_at,o, other than those specified in sections 24,
» 49 and 507, Advantage has been taken of the wide
powers conferred by this section to impose a cess of half
{x[nnanna on every ton of coal exported from the Pench
alley coalﬁeld, whl!e the Chindwara District Councilt has
2?:?:106(1 (zits mtention of imposing a cess on manganese
ore e };(I)lx(‘iteo at the rate of one anna per ton. In Bengal,
Dibar anc Crlssa there is a general cess on mines levied
e Cess Act, and special cesses for particular

local objects are levied under special Acts in the coal- -

ggiﬁf" TI}:e former cess is assessable at the rate of one
the a;xn t le rupee on the annual value of lands and on
railw nual net Pr0ﬁ§s from mines, forests, tramways
indic:& Sd and Otilet‘ immovable property. As already

» mines belonging to railways h empt-
ed from this assessment. ys have been exemp¥”

Ben42i3. t'l}‘}he Bspecml Acts applicable to coalfields are, in
o th » the Bengal Mining Settlements Act, 1912, 8B
Bihar and Orissa, the Bihar and Orissa Mining Settle-
'}'n}fnts Act, 1920, and the Jharia Water Supply Act, 1914
e two mining Settlements Acts provide for the establish-
ment of Boards of Health, the expenses of which aré
cha?ggd to owners of mines and persons entitled to collect
royalties, the charge on the former being assessed on the
amount raised and that on the latter on the road cess
payable by them. The tax so levied represents a pare
payment for services rendered and the amount collected
may not exceed the cost of the services. The Jharis
Water Supply Act was passed in order to finance an elabd-
rate water-supply scheme to serve a particular colliery
area. The cost of the scheme is met by a tonnage cess

on the annual despatches of coal and coke from the mines

at such rates, not exceeding 7 pies per ton of €O%%
as may be determined from tirhe to time by the Water
S“Pplygca?rd, with the approval of the Local Govern:
ment. "This cess is payable by the companies working
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the mines. In addition to this a further cess is levied on
any person who receives royalty from any. mine situated
within the area benefited, assessed at such rates, nat ex-
ceeding 5 per cent of the amount of the royalty received,
as the Board may from to time, with the approval of the
Local Government, determine. This again is a pure pay-
ment for service rendered.

474. Tt will thus be seen that, while in some provinces
mines escape making any contribution for local purposes,
in one at least, namely, the Central Provinces, there is
a ‘danger of differential taxation under cover of a provision
in the law which gives powers of an unduly wide nature,
In the two provinces chiefly concerned, namely, Bengal
and Bihar and Orissa, there are two classes of taxes, one
for general purposes assessed on annual value and net
profits, the other for special purposes, based sometimes
on raisings® and at others on despatches.
suggested that there is something anomalous in the exist-
ence of the two different bases of assessment, and the
further question has been raised in evidence whether,
when the tax is based on quantity, it is preferable to bhase
it on raisings or on despatches by rail. These are hoth
degree of local knowledge

questions which require a_
which the Committee do not possess, and they understand

that the matter is already under consideration of the
Government of Bihar and Orissa. They confine them-
selves in these circumstances to one observation only,
namely, that it does not appear to them that there is any
necessary anomaly arising out of the distinction 1n the
bases selected for the two classes of taxes. The general
cesses are raised for the general services of the local
bodies and are therefore appropriately levied on the

‘ability’ principle, whereas the special cesses are ear-

marked for specific services and in their case’the

‘benefit’ principle is appropriate.

475. Where the basis of assessment does -appear 1o
the Committee to be open to comment is in the applica-
tion, under sections 5 and 6 of the Bengal Cess Act,
1880, .of the same rate of taxation to the annual net pro-
fits of a mining enterprise as to, the rental value of a
piece of agricultural land. It is clear that such an

arrangement must make for differential taxation with the

cesult that mines, sometimes situated in out-of-the-way

corners of a district, may pay a Very large proportion

By

It has been-
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of thé local taxation of the whole, or again that com-
paratively undeveloped and sparsely peopled districts
may secure, by reason of the cxistence of mines in them,
a revenue much larger than that of their more developed
neighbours. One remedy for this state of affairs would
be to amend the Act and adopt a definition of annual
value which would be comparable to that adopted in the
case of agriculiural land. An alternative course woul
be to apply different.rates to the cases of lands and mines,
respectively.  Another alternative is to constitute sepa-
rate boards for the localities in which the mines 8are
s1tu§ted so that they may adjust their taxation ta their:
needs. oA
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CHAPTER XIV.—THE DISTRIBUTION OF THE
BURDEN.

476. The Committee ave instructed to examine the
manner in which the burden of taxation is distributed at
present hetween the different classes of the population,
and they are to frame cstimates illustrating methods of
easing thé burden where it is oo heavy and of increas-
ing it where it is too light. The problem bristles with
difficulties, for, as Professor Seligman has pointed out,
the incidence of taxation ix one of the most complicated
subjects in cconomic scicnee, and it is rendered more
so in Ingia owing to the lack of any reliable statistical
. material oh which conclusions can he based. Tt would
\ therefore seem desirable to indicate briefly the limita-
\ tions that arve imposed upon any enquiry into incidence
\l')y the inherent difficulties of the subject, and the further

limitations thut are imposed upon the enquiry which the
Comittee have heen directed to make both by their
terms of reference and hyv the circumstances of the case.

i

477. Tt appears to be supposed in some quarters that
most valuable results can be secured if there can be ascer-
tained, first, the average meome of the inhabitants of a
country, and secondly, the average amount of taxation
that falls upon them. Reference has already been made
to the extraordinary diversity of opinion amongst the
accepted authorities as to what does and what does not
constitute a tax, while as regards the ascertainment of
the average income, if 18 sufficient to refer to the report
of the Feconomic Enquiry Commitice ov to Sir Josiah
Stamp’s  well-known  study of the “Wealth and In-
come of the Chief Powers”, from which it will be
geen that, even in the case of estimates for eountries in
some of which the’ statistical material is far more com-
plete than in India, allq\vances have to be made for per-
centages of error varymg fljpm 10 per cent m England
to 40 per cent or more in Spain, Russia, Norway,
Denmark, Switzerland and Japan.* The same authority
has expressed the opinion in the case of India that an

+ Sir Josiah Stamp : Corrent Problems in Finance and Government, page 332.
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estimate of aggregale and average income might be
made within a possible range of error of 30 per cent,
but certainly not less than 25 per cent.

_ 478. Even if it were possible to determine the figures
with reasonable accuracy, they would possess a very
limited value for comparison of the relative burden of
taxation in different countries, for the true test of that is

gthe relation of the taxation to the taxable surplus or
taxable. capacity of the commmunity, which is roughly
gauged by the difference between the aggregate income
{and the aggregate subsistence level, or, to put it in
‘,'an.ot_her way, the average income per head minus the
minimum of subsistence. It would further he neces-
sary to take into consideration the distribution of
incomes among the community, since it is obvious that
the taxable capacity of a community consisting of a few
rich men and a large number of poor ones is greater
than that of one in which the incomes are evenly distri-

buted throughout. Accurate figures regarding the distri- |

bution of inqomes are exceedingly difficult to obtain 1
most countries, nor is it practicﬁble to determine the
mimmum of subsistence for different countries. In’ fact,
this latter factor represented one of the gréatest diffi-
culties of the Reparations Committee, who found that,
for instance, the standard suitable to conditions in
Spain would be impossible in America. In India, this
difficulty is further increased by variations in the standar
of living, mainly due to differences in climatic conditions-

 Again, it is essential for a determination of the econo-
hmlc effects of taxation in different countries to knoW
ow and where the taxes are spent. To take an instance

if a State replaced a private system of education by 3

State system and levied a tax to pay for it, which was
fess than the sums paid to the private teachers, there
would he an apparent addition to the tax burden, bub
actually a reduction in the expenditure of the tax-payer.
For similar reasons several economists have pointed oub
that the appacently heavy incidence of taxation per he2
of the population in the Western: countries, where oD
account of the War the internal debt is very large, is nob
comparable with the burden calculated on the same lines
in a country where the internal debt is small. A very
large proportion of the revenue raised in England is uti-

“lised for the payment of interest on the War loans raised
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in the country itself; in other words, the amount is only
transferred from one set of people to another.

It will thus be observed that an estimate of the pro-
portion horne by average taxation to average income has
some value, if qualified by the price factor, m comparing
the condition of the same country at different periods,
provided that the periods chosen for comparison are not
far removed from one another, and again in comparing
conditions during the same period in different countries,
provided they are more or less similar, but little, if any,
value otherwise.

479. Nor would a comparison of the incidence of
taxation in India with other countries serve any useful
purpose from the point of view of the Committee’s terms
of reference. What they are directed to do is to compare
the sharés<borne of the existing total burden of taxation
by different classes of the population, and it was added in
the original order appointing them that, it would be

The impossi-
bility of
sgeuring new
data within
the term of
the Commit~
tee's appointe
wment,

“within the terms of reference to institute such an en-

quiry into the economic condition of the people as they
might consider necessary for their purpose and to report
on the adequacy of the material already available, making
suggestions as to the best manner in which it might be
supplemented and the most suitable agency for a wider
economic enquiry’’. The latter part of these instructions
was subsequently transferred to the Economic Enquiry
Committee, and the present Committee were at the same
time directed to suspend action regarding the institution
of an enquiry into economic conditions until the Econo-
mic Enquiry Committee had reported. Their report was
received only when the report of the Taxation Enquiry
Committee was already in course of preparation, and it
has therefore not been possible to institute anything in
the nature of a special enquiry. From a perusal of the
report of the Economic Enquiry Committee, however, it
does not appear that this is a matter for regret. On
the subject of the existing materials for such an enquiry
they say that, as regards estimates of income, wealth,
otc., no satisfactory attempt has been made in British
India to collect the necessary material on a com{n‘ehen-
sive scale, and again that ‘the existing material is not
sufficient to enable an estimate to be framed regarding
the economic condition of the various classes of the
people or of any administrative unit or units. As
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tegards the futurve, they suggest a scheme of intensive

study woich they hope will give dala regarding 26 per
cent of the population in the course of ten ygzu's, an
they state, regarding the application of the results of
such a study, that they will “in course of time, afford &
basis for generalisation as to the distribution of income
a)nd wealth, as also the distribution of taxation, Tiperial,
Provineial and Local, and its velation to the income.””*

]@ will be obvious from the above that no Special
enquiry which the Committee conld have completed within
any reasonable period would have been of any value for
the pirpose of replying to their tevims of reference, and
that any enquivy that may he made for the purpose wil
be very expensive and take several years.

480. The Committee ure therefore thrown back upon
such general knowledge of the comparative incomes an¢
standavds of living of classes of the population and such
general considerations as to the desivability or the reverse
of particular taxes from the point of view of their inci-
dence on particular classes of the population as arc
available to them.

of 481 In “llpplymg these considerations to their terms of
reference, the first point which the Committee have 0
determine is what ave the classes of the population that
need bg separately considered Crom the point of view
qf the incidence of taxation. The problem of classtfica~
tion presents peculiar dificultics in India owing to the
f_act that‘ standards of living have in many cases no rela-
tion to the incomes of the families, but vary with the
casle of community to which they belong. In puttisg
forward the followmg classification, therefore, the Com-®
mittee do not suggest that it is exhaustive. All that they
have endeavoured to do is to select the most typical classes
they can in relation to which it is possible to formulate
any couclusions.

. Begimning from the bottom they would take, fivst, the
two classes of daily labourers, namely— '
(w) the wban labourers, including the lower grades

of urban artisans, ’

(b) the landless agrieniiural labourers and the

lower grades of village artisans.
. it it

* Report of the Indian Keonomiec Enquiry Committee, 1926, Voluwe i,
page 40.
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They next propose to take the case of the agricultuvists

-and examine the conditions of three classes—

(a) the small holder, whether ryot ov tenant,

(b) the peasant proprietor with a substuntial hold-
ing, gencrally i the temporavily-settled areus,

(c) the large landholder, genevally i the zanundarl
areas.

In the case of the trading community they propose to
examine the burden of three classes—
(a) the petty trader in the village and in the town,
(h) the larger trader, generally in the town, who is
subject to the income-tax,
(¢) the big merchant class.

In the professional class they propose to consider only
two divisions—

(a) the clerical class, including the subordinate
ranks of Government servants and the lower
vanges of professional men, who are not sub-
ject to the incomd-tax,

(b) the upper professional classes.

4892. The taxes that fall on the daily labourer in urban
localities are, generally speaking, those common to the

population of those areas, an _
this case to get some idea of the average taxation per

head.
The principal taxes that affect him are—
(1) the duty on salt, |
(2) the excise duty on cotton goods and kerosenc

oil,

(3) the customs duty on coiton goods of the coarser
class, on kerosenc oil, on matches and on
sugar, ' .

(4) the customs duty on prodetive goods, such
as machinery, raw materials, etc.,

(5) the excise duty on intoxicants, exeept foreign
liquor made in India, and

(6) municipal taxes.

The duty on salt and, the customs, duties fall, generally
speaking, on the’ whole of India including the Indian

The urbas
labourer.

d therefore it is possible -
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AT H :
States. The following stalement compares the burden
of taxation on the urban wage-earner hefore and after

the War :—
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It will be observed that the burden of taxation on
the poorest class corrected with reference to the price
index has on the whole increased, mainly owing to the
increase or new imposition of customs duties on articles
of universal consumption especially sugar, cotton goods,
matches, machinery and raw materials. It need hardly
be pointed out that, under a high general tariff, the posi-
tion of this class will in the initial stages inevitably be
rendered worse, since an adjustment of wages to an
increase in the cost of living is in every couniry a very
slow process. '

The taxes which press most heavily on the poorest
class are the excise duty on intoxicants and the municipal
taxes on consumption, such as the octroi. There would
appear from the table to be a very heavy pressure of
other municipal taxes also, but in this case 1t 1s ohvious
that the process of dividing a tax like the house tax
over the whole population greatly exaggerates the burden
on the poorest class. The Committee have suggested a
removal of the burden of the octroi and terminal tax
by the substitution for them of direct taxation which can
be graduated according to income or taxable capacity.
They have also recommended that the salt duty, which is
now levied at a low rate, should not be increased except
in cases of grave emergency. The Government of India
are pledged to the abolition of the excise duty on cotton
aoods as soon. as financial considerations allow,and this

O . . *
il afford a certain measure of relief except n the case

wi | in
of those classes of goods in which the home price 1s deter-
In the case of

mined by the price of the imported article. I
the duties on intoxicants, the policy of reducing consump-
tion by the pressure of heavy duties and the reduction of
the number of places of vend tends to increase the burden
on the smaller number who continue to consume them,
while reducing it in the case of the many. If the policy of
prohibition matures, it seems to be inevitable that the
poor man shall be called upon to make up part of the
Joss of revenue involved, and his share is likely to take

the shape of a tax on tobacco.

483. The position of the landless agricultural labourer
differs from that of the urban labourer in that he receives
a lower wage, but consumes less imported or excisable
goods. He is free of municipal taxes, but pays capitation
or apportioned taxes in some provinces. It 1s very
diffictdt to bring out the effect of these changes in figures,

The landless
agricultural
labourer.
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The following table represents an attempt to estimate the
burden of taxation on this class hefore and after the War:

1911--14 (average). 192225 (average).
) 5 [EF & |8 [§F ]
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These figures indicate a total burden of Rs. 1-11-0
per head, but it is probable that it will not exceed half
this amount in the numerous villages which are remote
from liquor shops and the inhabitants of which pay neither
capitation tax nor chowkidar and consume hand-woven
cotton’ goods and indigenous sugar. It does not seem
to be either necessary or practicable to suggest any sub-
stantial relief from a burden of this sort. Meanwhile
arrangements have been made whereby the thathameda
and capitation taxes can be converted into taxes on circum-
stances and property with an exemption in the case of
the poorest classes, and the chowkidari tax can be deve-
loped into a tax for local purposes. These arrangements,
though they may not lower the aggregate burden, will
render it possible for local bodies to spend more money
on services of benefit to the rural classes such as education
and publig health, and since these services directly affect
the well-hemg and efficiency of the labourers, it may be
hoped that a gradual improvement in their economic con-

dition will follow.

In the case of these two classes it has been possible to

make a guess at average incidence because the taxes
which they pay are paid either by the whole commumty
or by large definite parts of it. In the case of those that
remain the Committee have found it impossible to isolate
particular sections of the commupnity and particular sums
paid in taxation about which it can be said with any
approxXimation to accuracy that the one is responsible

for the payment of the other.

484. The class of small landholders is a very large and
important one. In Madras there are no less than
3,490,000 holdings on which the revenue assessed 1s
Rs. 10 a year or less. The figures of holdings, of course,
are not exactly equal to those of the hqlders, but it may
be assumed that the number of small holders is not much
less than that. shown.. The small holder, if he is not
a tenant, pays, generally speaking, in addition to the land
revenue and the cesses, the same taxes af the daily
labourer, and has a standard of living not much higher
than that of the daily agricultural labourer, though ‘per-
haps the proportion of his earnings which he spends
on intoxicants is less. His lot is undoubtedly a hard one,
but his difficulties are not primarily the result of taxa-

tion. The absence of alternative occupations, the crowd-

ing of the population o to the land, the fractionisation
of holdings, the uncertainty of the seasons, the failure
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to save in a good year with a view to meeting inevitable
charges in a bad one, wasteful expenditure on marriages,
and the high rates of interest form a combination 0
causes which make it difficult for the cultivator of a
holding which is actually uneconomic or very nearly 80
to keep his head above water. The remedy for this
state of aﬁalrs lies, however, not in a redunction of taxa-
tion, but in changes in other parts of the social economy,
some of which may even necessitate heavy expendituré
on the part of the State, and therefore an increase in
the burden of taxation borne by the community as 3
whole. It has, moreover, been seen in the chapter deal-
ing with the land revenue that a total exemption of smal
holdings, even.if it were practicable, would have no
permanent beneficial effect. Meanwhile, so far as can
be judged, the effect of recent settlement policy has been
to reduce the share of the net produce taken by the
State from 50 per cent to somewhere nearer half th
figure, at or about which point the Committee have ré
commended that it should be standardised. The sma
holder will benefit also from such measures for the
amehora}tlon of the condition of the labouring classe®
as the increased spending power of the local bodies
may render possible. He must, of course, bear, wi
?he rest of th(-:\ community, the burden of any increase
in customs duties as a result of protection, and in 80 ar
as he consumes his produce and does not sell it, has mftle
to set off in the shape of the advantage arising from
prices. On the other hand, he will benefit by the
increased opportunity for alternative or supplementary
employment which may be provided by the increasé
industrialisation of the country and the reservation ©
the home market to the home industry.

435. The case of the peasant proprietor with a sub-
stantial hok}ing 1s very different, inasmuch as the lan¢
revenue, heing imposed at a flat rate, takes a smaller pro-
portion of his surplus than it does of that of the smaller
man. He lives comparatively cheaply and is oféen almost:
entirely self-supporting. The prices of his crops, which 18
his case provide a surplus, have increased within the 1as¥"
20 years by 117 per cent, while his land revenue has - -
ereased hy only 20 per cent. The road cess forms & .
trifling addition. His condition, in the case of the Punjad’
peasant, for instance, has often been shown to compare ;

»*

very favourably with that of the small farmer in Souther® §

Europe. So long as he resists the temptation to abandoft;
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farming and become a rent-receiver, and does not become
addicted to drink, he is a comparatively prosperous mem-
ber of the community. ‘

The chief addition that has been made to his tax
burden in late years has been in a measure self-imposed.
Numerous witnesses have regretted the deplorable ten-
dency to litigation which is eating up the farmers’
earnings. While the Committee have not adopted the
proposal made by some of them that the cost of litiga-
tion should be made prohibitive, they certainly do not
consider that any good would result from lowering the
fees in order to facilitate recourse to the courts. Dr.
Paranjpye disagrees with this opinivn.

_ The only recommendations they have made that are
likely materially to affect this class are that the
probate duty be extended to all communities subject
to a minimum limit of Rs. 6,000 and that local bodies
be empowered and advised to raise the cesses. Even
so provision has been made for taking an arbitrary
valuation of lands for probate, if it is thought desirable,
and for exempting chattels from the tax, while the
voting of cesses will rest largely with the class in ques-
tion and the cesses will, in part at any rate, be spent
directly on objects which tend to raise the value of land.

486. Although there are individual cases in which the
burden on the largest landholder is by no means light, in
the majority it rests more lightly than on other classes.
The income of a member. of this class, in so far as it
consists of rent, is all surplus after his standard of living
has been allowed for. He pays a fair share of the cus-
toms duties on luxuries, as well as court-fees for causes
that are often matters for regret, but he pays no income-
tax on his income from land and nothing in the shape
of successton duty except in fairly rare cases in Bengal.
Even in the case of cesses the burden as between himself
and his tenant is not proportionate to the income derived

from the land. The above «<onsiderations have led to’

one of the most important of the recommendations in the
report, namely, that some element of progression should
be imtroduced into the contribution of this class. The

o reimpose an income-tax on agri-

possible means are to rei com
cultural incomes or to introduce something in the shape of

a general probate or succession duty. The question which
otg these is to be preferred in present circumstances will.

be considered in a subsequent chapter.
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487. The village trader is typical of another class
that escapes with a light share of the burden. He pays
the general taxes which the daily labourer pays. But,
inasmuch as he is generally temperate by religion, he
does not contribute much to the revenue from liquors
and drugs. While he pays no land revenue, he secures
the privileges of a landholder in respect of a house-site
free of any Government charge. There are certain
taxes that are specially designed for him, but they have,
In great measure, failed in their object. These are the
thathameda in Burma and other taxes of the nature of
license or profession taxes, but as has been seen, the
thathameda, which was intended to fall on the non-agri-
cultural classes, has actually been imposed on the agri-
cultural classes as well. The case of the chowkidari
is s1m11§1r. The haisyat is difficult to administer and the
profession tax imposed by certain local bodies in Madras
has already begun to be withdrawn. -

The Committee have recommended that this class
should be-brought within the scope of further taxation by
a more general extension and a more efficient administras
tion of taxes of the nature of the circumstances an¢
property tax and theé profession tax.

_488. The case of the small trader jn the town may be
dlf’feren_tla,ted In_certain respects from that of the small
?"ader' m the \_ullage. He does not receive a revenué-
}11% s.lte for his house. He is more generally liable 0
the profession tax in municipalities where such a tax 18
levied. It is hoped that the equalisation of the burden
in his case may be brought about by means of loc#
taxation, namely, by the universal levy of the profession
tax and by an increase in the rate of the property tax.
489. The larger trader' with an income below the
super-tax imit becomes liable to the income-tax, but st
escapes W¥th a comparatively light burden. His’ standard
of living is comparatively low, and the existing grading
of the income-tag results in the burden being compard:

tively low in the case of incomes between. Rs. 15,000 an .

the super-tax limit. This class also pays a share of the

revenue from stamps and court-fees, but it is only in*com™

paratively rare cases that it becomes liable to other taxd-

tion, except of course the general taxes which affect &
classes. The chief measure suggested towards the equa™

-gation of the burden in this case is a general extensio?

of the probate duties and a steepening of the graduatioﬂ
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of the income-tax, coupled with an increase m the local
taxation similar to that mentioned in the case of the
smaller trader. ’

490. The big merchant class includes the proprie-
tors, partners and managers of lagge businesses, who
are found almost entirely in the towns. These people,
together with the highest classes of professional men and
a few officials, contribute between them 66 per cent of
thé total collections of the income-tax, the bulk of the
probate duties, the bulk of the customs taxation on luxu-
ries, which amounts to 31 per cent of the whole, and a
large proportion of the fees and taxes on transactions.
These classes have borne the brunt of the many new
burdens that have been imposed since the War, which
landowners have to a great extent escaped. Even con-
ceding this, their burden is not heavy as compared with
the buzden on similar classes in other countries.

The Committee propose an increase on this class
through the general extension of the system of probate
duties, the inequality of which under present conditions
is specially noticeable in the case of persons of this class.
It does not appear to them advisable at this stage to
suggest a further increase in the rate of income-tax

‘on the higher incomes, but they have suggested a small

addition to the super-tax and a modification of the
super-tax on companies which will affect them indirectly:

491. The lower professional class is one which has
undoubtedly suffered under recent developments, more by
reason of their comparatively high standard of living and
of the fact that their earnings have not responded as
closely as those of the manual workers to the increase in
prices, than by reason of any increase in the burden of
taxation. Their contribution to the general taxation  of
the country is comparatively small, including a share of
the salt duty, the municipal, house and profession taxes
and a portion of the customs duties on necessities and
semi-luxuries, such as piece-goods, tobacco.and bicycles.
On the other hand, their standard of living in respect of
clothing, housing, conveyance charges, and especially
education, is much higher than that of persons with cor-
responding incomes in the trading class. In view, how-
ever, of the small contribution they now make, it is not
possible to suggest any measures for their relief. This
must come either through a reduction in prices or through

an increase in salaries.

The big
merchants.

The profes-
tional clakses
—the lower
grades.
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492. The case of the most prosperous members of the
professions has already been mentioned in considering
that of the largest merchants and business firms. Gene-
rally speaking, the members of this class pay the same
taxes and enjoy almost the same standard of living, a
standard which, in*their case, has improved: very con-
siderably within the last two generations. In one respect
this increase has brought about an increaged lability
to taxation, namely, in the shape of rates payable .on
houses constructed at large expense.

493. These considerations conclude a review of the
burden of the taxes borne by certain typical classes of the

population when considered in relation, roughly, to their -

comparative wealth and their standards of living. It 18
not claimed that it is exhaustive or that it is based on
staistical data or on an analysis of family budgets. The
factors which the Committee have examined are those
which they believe, any prudent Finance Minister woul¢
examine In framing or revising a scheme of taxation.
A summary of their conclusions and of the considerations
on which they are based will appear in the following
chapter. - .

" voured is to trace tendencie
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CHAPTER XV.—THE ORDER OF PRECEDENCE.-

494. One of the directions contained in the terms of
reference to the Committee is to prepare rough estimates
of the financial effects of their proposals.  The Com-
mittee regret that it has become increasingly “obvious
as their enquiry proceeded that it would not be practi-
cable for them to comply with this instruction in a manner
that would serve any useful purpose. An estimate of
the financial effect of the proposals made by them could
only be based on & revision of figures at present available.
It would not be useful for anything but the immediate
future, and even for that purpose it would be necessary
to assume a definite fixation of rates. This would be
possible in a few cases such as the regrading of the
income-iax or the imposition of a new export duty.
What the Committee have been largely concerned with,
however, is the examination, not of the immediate future,
but of the tendencies that are likely to operate for
a generation or more under conditions so variable that
it would be impossible to suggest uniform rates appli-
cable to the whole country. Nor again is it possible to
assume any such stability in policy generally, or in the
services that will be undertaken by the various govern-
ing bodies in India, or in many other factors that inti-
mately affect the matter, as would render the framing of
estimates of the taxation receipts of the governing bodies
in a continent a possibility.

495. Tn these circumstances, the most the Committee
can do is to arrange their recommendations in an order
of precedence. As has been said, what they have endea-
' s, and to indicate thoge that
ghould he encouraged and those that should not, and
what they propose to do in their order of precedence 1s
to give a rough idea as to which of the variqus proposals
that have been made by them in relation, first, to the
reduction of existing taxes, and second, to the replace-
ment from other sources, of the revenue lost, should be
given preference.

4£96. Before offering any such table for the future it
seems desirable to indicate briefly the tendencies that have

‘been in evidence in the past and the manner in which

they have operated.  The Committee have endeavoured

The Commit-
tee have
found it
impossible to
prepare an -
estimate of
the resulis of
their pro-
posals.

‘What they

have endea~
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tgndenoies.
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developments
of the past.
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to do this in the table below. In putting it forward, they
would explain that it is not intended as a table of the
total revenues of India, nor even as one of the total tax
revenues as defined in the chapter on the Scope of the
Problem. The Committee have not found it possible to
separate out the receipts from all these sources suffi-
ciently clearly for embodiment in it. What they bave
done is to examine the total receipts under the heads
of taxation which have been dealt with in the preceding
chapters, namely, land revenue, which includes water-.
rates in cases in which they are consolidated with the
land revenue, customs, excises, both those levied for
revenue purposes and restrictive excises, the income-taXx,
the stamp revenue, both non-judicial and judicial, which
includes the probate duties also, and local taxation, 0
which head 'they have added capitation and apportione
}tlaxzs, as being more cognate to this than to any other
ead :— : ’

e

Percentage to total tax revenue.
Tax head, -
1883-84.1893-04, |1003-04. |1913-14 [1928-%
(1) ) (8 W | B
Land Revenue 53-15
e e 4671 | 4278 | 8642 | 2076
gizei:;. o eewe ol 298 | gy | et | 12099 | 3480
Excibon .. .o Lo L) OBOT | g6l | o407 | 9293 31-61
I ax .. .. .. .| 132 | 389 | ‘202 | sb2 | 1380~
ransactione and fees .. ., | 10-89 9-08
Probate dutiee .. .. .. [f%47 | 969 | 939 18 15
Lo&f )taxatwn (and capitation tax, | 801 | 1068 | 1075 | 1408 | 2170
L

The figures given in the table show that a change al-
. most amounting to a revolution has already taken place 18

the proportions borne by the different taxes to the total
revenue. Thus the land revenue, which was the main-

ts:tay :-Of the Government forty years ago, contributing
53.15 per cent of the whole receipts; now contributes

only 20.75 per cent. On the other hand, customs-has .

advancegl from less than 3 per cent to over 24 per ‘cent,
and the income-tax from 1.32 per cent to 12.30 per cent.

The share borne by excises has fallen from 25.07 per cent
to 21.67 per cent, partly owing to the reduction in the
~ salt duty and partly no doubt to the drastic action taken
The shares ‘borne b¥

in connection with intoxicants.
stamp duties, including probate duties, and local taxation
have been more consistent. = - : . -

" taxation which may

_crease in the re

" capitation t
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497, The main result of the Committee’s general re-
view of the taxes has been to show that these tendencies
in the past have been in the right direction, and to suggest
further redistribution on somewhat similar lines. It may
be useful to summarise briefly the conclusions that have
suggested themselves. In doing this and with a view to
what follows, it is desirable to draw a distinction between
tendencies that are already in operation, and which it
falls to the Committee rather to record as factors of
which they must take note, and tendencies which they
think it desirable to set in operation or to encourage.
They propose further fo draw a distinction between items
of Local taxation, which do not affect the country as a
whole, and the items of Imperial and Provincial taxation
to which the order of precedence will principally apply.

498, The operation of the first sét of tendencies has
been referyed to in the Committee’s terms of reference
themselves as follows: ‘“The increasing pressure for a
more drastic regulat
makes the study of alternative sources of taxation impera-
tive, while the modifications in the existing system of
be expected to result from action
taken on the recommendations of the Indian Fiscal Com-
mission a e Tariff Board will disturb the distribution
and affect e real burden of taxation borne by the people
of India.”’ The Committee have expressed the opinion
that a policy of real prohibition would involve a loss of
revenue exceeding the return from any new proposals
they can put forward, while they. have shown that the
pursuit of the present policy is likely to lead to large
reductions. To this has to be added the loss that must
tollow the removal of the excise duty on cotton goods.
They have contemplated the probability of a small in-
turn from customs duties on imported
liquors if these are raised in pursuance of the declared

policy of the Government of India. ‘They have also sug-
gested that the high import duty on matches may 1mn
course of time lead to the imposition of an excise, but this
would only be for the purpose of making good a loss
under the customs head. No doubt the policy of pro-

tection will lead to other changes of the kind, which it
is impessible to forecast.
499, The following is a summary of the Committee’s

proposals under the head of Local taxation :—
(1) The conversion of the thathameda and the

ax into local taxes should be expedited and
49
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they should cease as early as possible to be sources of
provincial revenue. A “similar procedure should be
followed in the case of the chowkidari. ]

(2) The land revenue should be standardised at 2
comparatively low rate, not exceeding 25 per cent of
the annual value, so as to give greater scope for local
taxation of land, which might be increased up to 4 annas
in the rupeec on the standard rate of land revenue
assessment. Over and above this, special assessments
should be imposed for special local improvements.

(3) The rates on non-agricultural land in towns
should bz increased and a substantial fraction of the
collections of the Local Governments from ground rents
in towns should be made over to local bodies.

(4) Municipalities should be given power to taX
advertisements. - e
: (5) Taxes on entertainments should be more widely;
imposed and a substantial share of the proceeds given 04
local authorities.

 (6) The octroi and the terminal tax should be
abolished and replaced either by taxes on property and
persons or by a tax on retail sales. .

(7) Local bodies should he encouraged to tax Prt-
vate markets and to realise more revenue through the
letting of stalls in municipal markets at compétitive rates-

(8) The import duty on motor cars should be
reduced so as tq enable Local Governments to levy 3
provincial tax am_&g{dﬁtribute the proceeds among local
authorities, who ‘éhowd then abolish the tolls on 'thes®
vehicles. :

(9) The tax on professions and trades should be
extended, especially in rural areas.

(10) Power should be taken for the levy of a fee

for the registration of marriages in selected areas.

It will be seen that the majority of these are proposa}S
for the increase of the tax revenues of local bodies,
some important cases at the expense of Imperial or Pro-
vinecial revenues. .

. ?

500. The following is a summary of the Committee®

chief recommendations in relation to Imperial and Pro-
vincial taxes :— Sk

(1) The land revenue should be standardise% &teg
P

percentage of the annual value not exceeding 2
cent.

m
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(2) Wherever possible the charge for water“should
be separated from the charge for land, and in the inter-
ests of the general tax-payer a much higher proportion
of the value of the water supplied to the cultivator should
be taken in the shape of water-rates. '

{(3) The import duties on wine, beer and spirits
should be increased.

(4) Those on articles consumed by the poorest
classes, especially sugar, and the raw materials of indus-

try should be reduced.

(6) The export duty on hides should be removed.

(6) An export duty on lac should be considered.

(7) An export duty should be imposed on oil-seeds,
bones and other forms of manure.

(8) An excise duty should be introduced on locally-
made cigarettes and pipe tobacco, accompanied by an
indirect excise on country tobacco.

(9) A duty should be imposed on patent medicines,
both imported and locally made. . .

(10) A duty should be imposed on the cylinders of
carbonic acid gas issued for use in making mrated waters.

(11) In the case of excises imposed for purposes
of restriction, the Committee have suggested the desir-
ability of enhancing the direct duty on country spirit in
Bihar and Orissa, and Assam, the raising up to the tariff
rate of the duty on country-made ‘foreign’ liquor, and
the extension of the tree-tax systemn under proper con-
trol. In the case of opium they -have recommended a
uniform high rate of duty and the abeliion of the system
of sale of shops by auction.. o o

(12) In the case of taxes on incomes the Committee

have recommended a change in the system of graduation
which would result in an increase in the return from
incomes in the intermediate scales, and the introduction
of a super-tax of 6 pies in the rupee on incomes between
Rs. 30,000 and Rs. 50,000.
(13) They have also recommended the conversion
of the present super-tax on companies into a torporation
vofits tax and the removal of the exemption limit of

Rs. 50,000. .
(14) An increase has been suggested in the charges

for licensing of fire arms.

(15) In the case of taxes- on transactions levied
through means of stamps, a revision of the rates in the
direction of reduction has been proposed.
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(16) The Committee have also made proposals for
the fuller realisation of stamp duties on stock ‘exchange
transactions, which are at present largely evaded.

~(17) They have found that the return from the
service of registration of documents s legitimate an
might he increased.

(18) In the case of court-fees, they have recom-
mended an arrangement under which the court-fee on
suits should be taken in two instalments, of which the
second will not be payable till the settlement of issues. On

the other hand, they have proposed, among other things,

— in relation
to typical
olasses of the
JPpopulation,

a revision of the method of calculating the value of lan
for purposes of suit valuation, which would result in an
increase in the receipts, but on the whole they expect &
reduction in the total. They have endorsed the recom”
mendation of the Civil Justice Committee that a pro
should not be made from such services as copymng an
service of processes. o

«  (19) As a means of securing a larger share of the
surplus of the wealthier classes and of removing an exist-
ing inequality, they have recommended the extension ©
the probate duties to all communities, the limit of exexp-
tion being placed not lower than Rs. 5,000. '

(20) On the question.of an income-tax on agricul-
tural incomes some members of the Committee, while
agreeing that there may be no historical basis for the
exemption, are of opinion that such a tax is only justt-
fiable as n temporary measure at a time of national emer~|
gency such as war or a widespread calamity either due|
to pestilence or drought. Other members take the vieW
that, even in normal times, in view of the abolition O
the cesses, there is no theoretical justification for the
exclusion of agricultural incomes from the operation ©
the income-tax. All are, however, agreed that under

resent conditions, for administrative and other reasons
the abolition of an exemption which has been in existencé
for so many years is inopportune and undesirable.

501. The following is a summary of the Committee’s
proposals regarding the easing or increasing of the burden
of taxation at present falling on certain typical classe®
of the population :— '
,. The urban labourer.—The burden on this class has
increased during recent years, mainly owing to the in-
crease Or new imposttion of customs duties on articles O
universal consumption, especially sugar, cotton goods,

_contribution from this clas
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matches, machinery and raw materials. It will be to
some extent reduced by the reduction of the excise duty
on cotton goods. It is not desirable to reduce it under
the heads of salt or excises on intoxicants. A decrease
in the customs duties is a more satisfactory course.

‘The landless agricultural labourer.—The total bur-
den on this class, especially in villages which are removed

from liquor shops and where neither capitation nor
The members of

chowkidari tax is in force, is very low.
it would be indirectly benefited by a reduction in the
customs duty on goods consumed by all classes.

The swall holder.—The difficulties of the small
holder are not primarily the result of faxation except in
s0 far as he suffers with the rest of the community from
the effects of high tariffs. In order to afford relief to
this class, the Committee have suggested the standard-
isation of the land revenue at a flat rate not exceeding
25 per cent of the annual value.

The peasant proprietor.—The peasant proprietor
with an economic holding is a comparatively prosperous
member of the community. The only recommendations
the Committee have made that are likely materially to
affect this class are that the probate duties be extended
to all communities subject to a minimum limit of
Rs. 5,000, and that local bodies be empowered and
advised to raise the cesses.

The large landholder.—Except in individual cases
the burden of the largest landholder is comparatively
light. He pays a fair share of the customs duties on luxu-
ries as well as court-fees, but pays no income-tax and
nothing in the shape of estate duty except in certain
cases in Bengal. The possible means of increasing the
s would be by the imposition
of an income-tax on agricultural incomes or something
in the shape of a general probate or inheritance duty.

¢ trader.—The village trader pays the
ch the daily labourer pays, ahd the taxes
that are epecially designed for him, such as the profes-
Sion tax in rural areas, have to a great measure failed in
their object. The Committee have recommended that he
should be made to pay 2 higher contribution to the
general revenues by a more general extension and a more
officient administration of taxes of the nature of the cir-
cumstances and property tax and the profession tax.

The wvillag
general taxes whi

——
B
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The small trader in towns.—The position of the
small trader in the town is different from that of the
small trader in the village in that he is more generally
liable to the municipal profession tax. The Committee
have suggested in his case that the equalisation of the
burden might be brought about by means of local
taxation, namely, by the universal levy of the profession
tax and by increasing the rates of property tax.

The larger trader.—The larger trader with an n-
come below the super-tax limit bhecomes liable to the
income-tax, hut still escapes with a comparatively light
burden. He will be affected by the general extension
o_f the probu_te duties and by a steepening of the gradua-
tion (_>f th_e Income-tax coupled with an increase i local.
taxation similar to that mentioned in the case of the small

“trader.

The big merchants.—This class contribute a large
percentage of the total collection of the income-tax, the
bulk of the probate duties, the bulk of the customs
duties on luxuries and a large proportion of the fees an
taxes on transactions, but thew burden is not heavy as
compared with the burden of similar classes In other
countries. Their contribution will be increased by the
extension of the system of probate duties, by the increase
proposed in the case of the super-tax and by the abolition
of the cxemption limit in the case of the super-tax Of
companies, which 1t 1s proposed should be converted into
a corporation profits tax.

The professional classes, lower gracles.——This class
have suffered under recent developments, but their con-

tribution to the general taxation of the country is com-
paratively small, and it is not possible to suggest any’

measares for their relief.

~ The higher professional clusses.—The position of
this class is similar to that of the largest merchants.

502. It remains to suggest the order of precedence in
which it seems to the Committee desirable that effect
should be given to their recommendations. They desire
to emphasise the fact that such a table can only be ©
the roughest nature, affecting as it does both Imper:a
and Provincial finances, which- must necessarily be

1
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influenced by innumerable causes other than the recom-
mendations of the Committee :— :

(1) In the matter of relief of taxation preference
should, in the Committee’s opinion, be given to the
poorest classes whose burden has not, as will be seen
from the figures in the preceding chapter, been relieved
to ‘the extent that is sometimes supposed, although there
is no doubt that wages have risen considerably. The
tax through which relief could most easily be given is of
course the salt tax, and Dr. Paranjpye would advocate that

that be reduced, but, in the opinion of the majority of the
Committee, this would not be a suitable measure In pre-
sent condjtions for the reasons that the rate is already
so low that the burden of it is extremely small, and that
changes in the rates are greatly to be deprecated on the
ground that they are apt to cause reduction in the -
Government revenue out of all proportion to the benefit
received by the people. The Committee therefore fall
back upon the next indirect tax on general consumption,
namely, the customs duties on conventional necessities,
such as sugar, kerosene oil and matches. The most appro-
priate of these for reduction seems to them to be that
on sugar, which is not only high itself, but has the effect

of raising the price of country-made sugar all over the

country.

(2) The second place they would give to the re-
moval of the export duty on hides, for the reason that
the duty has failed in its purpose of assisting the build-
ing up of local manufactures from hides, while it tends
to check the export trade and so to injure another class
of producers. Dr. Paranjpye is not a party to this

recommendation.

(3) The third place they would give to non-judicial
stamps. More than one Finance Member has admitted that
TKeﬁ‘?(es :n Tndia are much higher, comparatively speak-
ing, than those in Englard, but have maintained them
for reasons of revenue. If and when these reasons per-
mit, it ceems to the Committee that effect should be
given to their recommendation for a revision of the
schedule in the direction of reduction, especially in rela-
tion to documents such as bonds and agreements.

(4) In the fourth place they would place the
standardisation of the land revenue, which they antici-
pate will ultimately result in a further reduction of the -
proportion borne by land revenue to the total taxation.
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Their reason for giving this a comparatively low place
in the order is not that they do not regard it as an urgent
refopm. It is obvious, however, that it can only be
carried out as settlements fall in and that it cannot be
given full operation for some considerable time to come.

' (5) The fifth place they would give.to the reduc-
tion of court-fees. In this matter their recommendations
are partly for reduction and partly for increase. On
the whole, they expect that a reduction will follow the
acceptance of their recommendations, especially if the
court-fee on sults 18 collected in two instalments. One
matter which, in their opinion, requires immediate atten-
tion In thl:S connection, however, is the placing of the fees
for copying and for the service of processes on &
commercial basis and the cessation of the present prac-

“tice, where it exists, of making a profit out of them.

~delay.

i The above recommendations are only secondary 10
1e. removal of the excise duty on cotton goodggnd &
revision of the share borne to the total revenue b§7 that
derived from intoxicants. The loss of revenue under
!:hesg two heads, which is likely to result from the carry:
ing into effect of the policy to which the Government 0
India in the one case and several Ministers in the other
are pledged, is likely to be so great as to absorb any new
taxation that may be imposed and to delay reductions
under other heads.

503. To.cqme next to the question of possible gubsti-
tutes for existing taxes :— )

(1) The Committee would give the first pla
the proper collection of duties on stock exchange trans-
actions. These are duties of a very suitable nature whic
would be yielding a considerable return at present if it
were not for continued evasion. The Committee hope
that the steps that have been taken in Bombay, and the
further steps that are likely to be taken in this matter,
will render it possible to check the evasion which has
operated so detrimentally on the revenue, and they
consider that the removal of this defect in the present
taxation system is a matter to be looked into without

ce to

(2) They would give the second place to the con”

version of the super-tax on companies into a corpora-
|tion profits tax and the abolition of the exemption limit-

They urge this, because they believe that the exemptioR
limit rests on a false analogy, that it has facilitated the

the conditions recommen
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evasion of the income-tax, and involves, generally speak-
ing, a defect in the taxation system.

(3) They would give the third place to their pro-
posals for the re-grading of the income-tax, and intro-
dueihg a super-tay of pies in the rupee on incomes
from Rs. 30,000 to Rs. 50,000. They have some hesita-
tion in proposing a change in rates which have been com-
paratively recently imposed, but they consider that this
18 a measure of adjustment which is necessary, not only
as between the income-tax payers and the other classes,
but also as between the different classes of income-tax

payers themselves.

(4) In the next place, they w

orease. in the rate of duty on coun
liquors up to the tariff rate and an ncrease In the excise

duty on gountry spirits in Bihar and Orissa and Assam.

(5) An increase in the license fees for fire arms

is a comparatively minor matter, but inasmuch as, under
ded by the Committee, it would

involve taxation of a luxury, it is entitled to a compara-

tively high place.

(6) The next place they would give to the taxation
of patent medicines. This is a comparatively small matter,
but that is perhaps a reason for taking it in hand in time.
The consumption of these goods is a matter of luxury, and
frequently a harmful luxury, and the people who con-
sume them can well afford to pay the tax.

(7) The next place they would give to the general

extension of probate duties. They.regard this as one of
the most important recommendations of their report,

designed to remove a gross 1
those who already pay the tax,
to adjust to some extent t
hetween those who derive their
vest of the commynity.

(8) The eighth item is a comparatively small one,
namely, the extension of the tax on entertainments and
betting. The Committee do not propose any addition to
the rates where these taxes are in force, but they think
they are taxes of an appropriate kind and may well be
imposed in other places. It has already been recommend-
ed that a considerable part of the proceeds should he made ‘

over to local bodies.
46

and what is more important,
he inequality existing as
incomes from land and the

ould advocate an In-
try-made ‘foreign’ |

nequality which exists among .
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for an excise duty on locally-made cigarettes ov
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- (9) In the ninth place, they would put the imposi-
tion of faxation on tobacco. It s possible that this is 2
head which would be better divided up, inasmuch as 1t
affects both Imperial and Provincial revenues. The case
] an
Increase in the import duty on unmanufactured tobacco
is a strong one, and it is possible that the Government of
Indn:x.muy find reason for action on these lines at a com-
Pm‘&t}\/ely early date. The imposition of a g(‘n(*rul license
duty in the case of country tobacco is, it is true, &
corollary to it. But if the Committee’s recommendations
are adopted, it will fall to Local Governments to take it In
hand, and they are likely to do so only by degrees.

(10) In the next place, the Commitiee would place,”

In case of necessity, the imposition of additional export

‘ duties. The only one of these in respect of which they
are all agreed is the export duty on lac. Even this they

V\}Ilou_ld not like to see imposed without a prior enquiry 1nto
t} e industry. As indicated in their chapter on the subject,
three of their Members are anxious to add an export duty

on oil-seeds, bones and other manures. This is suggesteds’

3113 the main, with objects other than those of finance.
wo Members would add an export duty on raw cotton.

(11) An excise duty on wrated waters is only recom”
mended in case of necessity.

(12) The last place they would give to an income-
tax on agricultural incomes, subject to the considerations
mentioned in an earlier part of this chapter.

504. Tt has already heen said that the Committee find
themselves unable to give any estimate of the financia
resplt% of these proposals. Nor does it appear to themn
desirable, in view of the many factors that would require
to be taken into consideration, that they should even
venture on a guess as to the proportions that would be
borne to the total revenue by the different items of ta¥a”
tion if and when their recommendations have had time
to bear fruit. It may, however, be of some use briefly
to examine the proportions borne by the items of taxa-
tion referred to in the previous table to total taxation 1D
some other countries, to compare them with the percen
tages at present obtaining in India and to see roughly how

far the suggestions made would tend towards Lringing.

the arrangements in India more i.nto line with those ©
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countries that are more advanced. An attempt to do
this may be based on the table below :—

;
| United Aus
y ! India, | King- | Italy, | Japan, nd
Tyx Heads. 1192394 dom, |1923-24,1922-23 iy
. { 1922-23 -22.
Landtax .. .. .- s eso s0sa] 508 | 466
1136

Consumption laxes 4597 | 2804 ‘18,09}29-97 3678

Incomedax .. .. ..  eo| 1230 8811} 2042 19-38 3505
Transactions and fees 903 35| 1165 704 6533
Death duties ol ves ) b6y 1480 75| 427
Looal taxation -+ e . iu] 1170 |p221| t1363 8778 1391

Total .. | 100:00 l 100+¢0 | 100-00 100-00 100:00

* Monopolies (tobacco, salt, matches, playing cards, quinine).
+ The fignre relates to 1921 and has heen adopted for want of later figures.
t Assumed—-vide page 131 of the Political Seience Quarterly, March 1924,

Tt willobe seen that the Indian land tax bears a pro-
portion comparable to that in Ttaly, but not in any other
country. The comparison would be very different, how-
ever, if there were added to the land tax the income-tax
taken on*agricultural mmcomes, and still more so 1if there
were added to it the local rates on property. The effect of
the Committee’s recommendations would be to reduce the
percentage borne to the total by the land revenune in India,
and they hope there would follow an increase in the share
borne by local taxes, which is digproportionately low.

In the case of consumption taxes, it will be scen that
India again takes the highest place. This is inevitable in
a country where the income-tax, which is the main stand-
by of other countries, is not levied on the principal indus-
try, where other industries are comparatively undeveloped
and the people are inveterately averse to dwect taxation.
The Committee have suggested an increase in the income-
tax and a decrease in certain of the customs duties. 1t
is possible, however, that these will be offset by increases
in other customs duties as a result of the policy of °

protection.

The low share borne by the income-tax has been ex-
plained above. It has, however, been advahcing very
rapidly in recent years and may be expected to advance
Still further as soon as the present depression in trade
passes. Meanwhile, the - Committec have recommended
meagures in relation to income-tax and super-tax on com-

anies which between ‘them may be expected to bring
about an increase of approximately 1.36 crores of rupees.
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'f’ . .
and fl(l,e <lligh proportion borne by, taxes on {ransactions
by theebO s been referred to, and the proposals made

ommittee for a reduction in these respects,

coupled with changes in_the other parts of the system, .

would tend to bring the : i ) ;
with those of “’ )mg the Indian proportion more into line

o he countries in vespeet of which the com-
parison has been made.

Int attor of ¢ : _ )
the 111( 3‘0 ;ndlttm of deutl{n duties again, India falls behind

4 :8 N L] . 1 . B
pl.()vido f() . tl(; “’()ll(l' . ll'lLQ L‘()“ul“tt(.c S [)l‘()p()SiLlS Only
Ing this OLB;LSSKL“ beginning i the divection of remedy-
obbviou.sl.y e Il(i matter is one in respeet of which 1t 18

b esittabie . N o . .
able to proeced with greal cautton.

m

abml,é)'o {?ﬁtct()(i)mzf;' tlt(’f?ill taxation has heen referved t0
of augmenting thex : )w have suggested various }nethods
hope will n ot b .IILSOUI'CGS_ of local bodies, which they
they feel bounel Vz“t wout their cffect. At the same time,
popular demam{ f()- remark that there is at present D9
little for the t[of- a higher standard of sanitation, an

except educ;m'o IHI services rendered by local bodies
to look for an (12120' t db sanguine 1n these circumstances
been a laree Z re-c? afVance in this matter untilthere has
reductions in It)heil,-( 9 _.?g.UCfltlon and the local bodies by
closer touch with tilmlb ictions have been brought into
whose willingnes t\(‘»lpeoplc whom they serve and of
mately depexfd, ss to bear taxation their revenues ultl®

~ rial, Provineial and Local.

“on the operation of Devolution Rule 1
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CHAPTER XVI.—THE DIVISION OF THE PROCELEDS.
Part 1.—IMPERIAL AND PROVINCIAL.

505. The Committee are instructed to indicate the
ot distribution of taxes between lmpe-
By a subsequent order there
a divection to advise
5 in regard to the
allocation to Provincial Governments of share of the
income-tax, which has not been quite fair to all of them
n the past. :

It is hardly necessary to point out that there is no
system fenerally accepted as the theoretically best system
of taxation, and as Sir Josiuh Stamp says, there 1s no
copntry in which the whole system of taxation is logically

worked out from first principles. Similarly, there 1s
no FedeMl Government in which the distribution of the
taxes between the Federation and the States that compose
it is based upon considerations of pure theory.

theorctically corre

s been added to these instruetions

It may be pertinent to remark, however, that the
gigantic experiment in constitution-making now in pro-
gress in India is, In so far as the element of federation
goes, reversing the process that has resulted in the for-
mation of federations in Germany, America, _Austmha
and elsewhere. Whereas these lhave come about through
the association of States for common ends, the attempt in
India is to break up one unitary State into a number
of separate provinces whose Governments will each
exercise a large part of the powers of the old Central
Government. :
Consequently, in seeking examples to illustrate the
theoretically best division of revenues, it has to be

that thesystems adopted by differ-

remembered, not only
ent countries have been moulded - by widely differing
influences emanating from the past history of the
particular States, the psychology of their people, the

ling among them and their

religious differences Prevai i nong .
trade and foreign relations with their neighbouring States,

* Sir Josiah Swemp : Fandamental Principles of Taxation, page 24.

I'he Icssons
to be learnt
from other
countries are
limited to a
few gencral
tendencies.
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but also that, in the forming of the federations, the domi-
nat}ng factor in cach case was whaf the independent States
Whlch came together were willing to give up, and noft, as
in India, what an existing Central Government thinks it
necessary to retain.

At the same time it will be obvious that the distribution
of powers between different governing bodies varies
enormously in different countries and that the functions
ra‘SSIgne.d to the. one and the other frequently' overlap.
To avoid confusion it is proposed in the following chapter:.
in comparing the functions and the powers of taxation
of different authorities, to refer to functions performed'

by a Central Government for a country as a whole 88

‘Imperlgl’, to functions performed by a member of 4
?edera,tlon or a Union as ‘State’, and to apply the term
‘Local’ to the functions performed by a local self-govern-
ing body. It will be obvious that, under such a divisions
comparisons will often not be of like with like. Thus,
there can be little resemblance hetween the conditions 0
a Statg like New South Wales, with a population of over
two millions, and the Canton of Appenzell with one ©
less than 7Q,000, ov in the case of local bodies, between
t}‘le population whose needs are attended to by the Londot
County Council and the 1,500 people who are served PY
the municipality of Ladysmith. |

In view of these consideralions the extent of the help
that can be derived from a study of the arrangements in
otl_ler. countries is limited to an examination of gener?
principles which have been commonly recognised and

" accepted.

‘fendencies
relating to
the division
of functions
under
Feoderal
Governments,

fune-

uglﬂy

506, For the purpose of the present enquiry, the
tions of Government may be divided up very 10
between those that concern external relations an
that are concerned with purely internal affairs, and the
Jatter may he divided up hetween functions relating to
trade, Tunctions relating to law and order and functions

relating to the moral and material welfare of the peopie-.

Foreign affairs, defence, international trade and cog-
nate matters come under the first group of functions, an®
they are by universal consent recognised as falling withi
the sphere of Imperial functions. One of the mail
reasons that has led to the formation of federations
is a desire to put an end to the crippling ©
trade by inter-State restrictions, and so much stress had

d thos€ ..
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been laid upon the necessity of making functions relating
to inter-State trade Imperial that special provision to this
end is contained in the federal constitutions of Germany,
the United States of America and the Commonwealth of
Australia. This provision applies in the first instance
to questions of taxation, but also governs questions of
services rendered to trade such as regulation of the
currency and the post office, and in some ecases railways,
and occasionally to questions of regulation of labour.

Functions of law and order include the maintenance
of courts, of the police and of jails, together with the
control of arms, explosives, newspapers and some cognate
matters. These functions are normally functions of the
States, but, as has been seen in the chapter on Local
Taxation, police is also In great measure a4 function of

local bodies.

Punctidns relating to the amelioration of the condition
of the people include education, public health, the
maintenance of roads and the encouragement of agri-
culture. These are functions in respect of which there
has been a great expansion of activities in recent years
all the world over. They are generally regarded as the
appropriate functions of local bodies subject to the
general control of the State, but the expanding expendi-
ture upon them has resulted in the grant of assistance m
greater or less degree by State and even by Tmperial

Governments. '

507. The varying distribution of functions results 1n a
varying distribution of expenditure by the different classes
of governing bodies, and this is reflected to some extent
in the taxes which they levy. While here again there
are the widest variations betwten different countries,
and the effects of the War have been in many cases to
throw back developments on common lines that were in
progress, there are nevertheless some general tendencies

which can be traced— . . ) .
(a) Indirect taxes, with the possible exception of

stamp duties, are commonly regarded as suitable sources
of Tmperial taxation, for the reason that thewr exact

incidence cannot be ascertained. .
(b) Taxes on corporations are commonly Imperial

because the operations of large companies often e?cteml
throughout the country, and adequate and uniform
administrative supervision of such organisations 18

desirable.

Tendencies
relating to

the division
of taxes,
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(c) A personal or general income-tax 18 generauy
regarded as a source of State revenue.

(d) Taxes on property are seldom Imperia
tend to pass incrcasingly from State to Local.

| and

H08. These are only general tendencies, and 1t W‘_l]
he useful to examine some of the taxes more i detal
with reference to them. For convenience sake the order
of the taxes taken in the report mzty'bo followed.

_Capitation and apportioned taxes tend to be exhn
guished, and where they continue, as in America and the
Philippines, to become sources of local revenue.

The land revenue tends to hecome standardised, and

any new charges on the land itself are in the shape 0
local taxation, while the States or the Imperial Goveri
ment, or both, tax the income of the farm(,\rv‘thl'O“g
income or capital taxes.

Consumption taxes, both customs and excises, are

almost universally Imperial, the reason lying partly mn
the difficulty of tracing incidence and partly in the fac
that the general control of inter-State trade is one of the
most important of the Imperial functions. Though
restriction of consumption is sometimes a State affall’
at any rate in the first instance, India differs from mOS:
of the world in making restrictive excises a source 0
State revenue.

The case of the income-tax presents many difficulte8
bf)th because of the difference in its importance, ’
difference in the form that it takes and the changes that
have taken place as a rvesult of the War. Prior to
War the commonest line of division hetween Feqeral
and State taxation was that between what was indiré@
and what was direct. The War compelled the Federa
Governments in most cases to invade the domain of St& €
taxation and equilibrium has not yet heen restoré®
Roughly, it may be said that schedular taxes are appro”
priately Imperial and that there are advantages in the
allotment of personal taxes to the State wherever t
Federation can afford to dispense with them.

Taxes on transactions which are taken in the shape

of stamp duties are generally, to some extent ab leasts
Imperial, because they commonly relate to matters ©
trade and consequently fall under the provisions of ¢

constitution which provide for uniformity in matters

¢
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affecting inter-State trade, in so far as it is concerned with

stamps on business transactions. Taxes en other trans-

actions are commonly levied and taken by the States.

Fees, being of the nature of payments for services
rendered, are commonly credited to the governing body
which renders the services, which is in the majority of the
cases the State.

Death duties are, like the income-tax, sometimes
Imperial, sometimes State, and sometimes both, but the
best opinion advocates unilorm administration and a
division of the proceeds with reference to considerations
of domicile and situation of the property.

Local taxes of course go to the localities. Two points
of importance may be noted in connection with them,
however, namely, first, that no local self-governing body
is allowed, through its taxation measures, to interfere
with the function of the Imperial Government of protect-
ing inter-State trade, and second, that in some States one
governing body is not allowed to tax the institutions of
employees of another. :

509. Just as there is no ideal system of division of
sources of taxation between Imperial and State Govern-
ments, so there is, as far as the Committee arc aware, no
State in which the allotment of taxing powers arrived at
as a result of historical and other factors has been found
to be satisfactory without further adjustments, which are
made generally in one of three ways, namely, by sub-
sidies, by a further division of the sources of taxation,
or by a division of the proceeds of actual taxes them-

selves.

510. Subsidies may be either by the subordinate
Government to the superior or vice versa. The first
course amounts to the levying of a tribute and is ‘to be
condemned for obvious reasons. Subsidies from the
superior governing body to the inferior are likewise
objectionable, but in practice many countries have found
it impossible to avoid them. The difficulty is to determine
4 satisfactory basis for the calculation. A distribution
in proportion to revenue is ocaleulated to benefit those
who need it least, a distribution in proportion to expen-
diture is calculated to encourage extravagance. The basis
that has been most commonly adopted 1s distribution in

proportion to populatioh, which is the basis of the matri-
cular contributions in Germany and of the arrangements

47
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aele T (Yanarl . ) . .
made in Canada, Australia and South Africa. In no case.

}rllz\&c é;(gyhi;xl(l) ffé;lglgrsgtci?fuctory. The whole case 1s sum-
p L . ligman as follows :—

To lave the federal government depend entively
upon largesses from the states is to render i
more or less impotent, and certainly to make it
subordinate to the states. On the other
hand, to make the sepavate states depend finan-
cially upon the federal government is to weight
'thc balance in the opposite direction and 1s not,
in the long run, desirable in the interests 0
a complete equilibrium.”’*

-
l)csf()lii"le: S}y.?'tcm of separation of sources is decidedly the
ment of(c'eitl(/'mc can be discovered under which the allot-
1 the State fgn sourees to the Tmperial and certain others
to its ne;:dLs OZICKnments gives cach a revenue adequate
betacn the (‘i“;'f at the same time effects a far division
i thot b d Erent States. The difficulty of this system
three lar elte the revenue mainly depends upon two 0%
Imperial 8¢ dasxes’ V‘ihlch have to be divided betweex
to select z:n “tat? Governments, it is extremely diffioult
which Willaxc-h, to-supply the State Governments’ shares
are entitled.g“e all of ‘them the shares to which they

s . .
- 01121. There remains the system of the division of the
p ;f()cccilg of particular classes of tuxation. This may b€
effected in a variety of ways, of which the three following
are the chief :—
(1) The proceeds may be divided arbitrarily 1nt0
fractions;
(2) both Governments may impose their own tax-
ation, either separately or through the sameé
. agency;
(8) the tax may be divided on a principle gimilar 10
that applied in the division of sources.

The first plan is the old Indian plan of divided heads
and has the defects of a subsidy with others added. The
subsidy fails if the particular source dries up. The divid-
ed authority and interest is an infringement of autonomy
and makes for bad administration. '

The plan of double taxation on different assessments
as in the case of the Federal and State income-taxes n

* Seligman : Eusays in Taxation, pages 666-667.

"to it in view of the common

. conditions of India, it 18

I
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America and Australia has obvious disadvantages, and
it has been sufficiently condemned in the report of the
Royal Commission on Taxation in Australia.

The plan of levying a comparatively small centime
additionnel for the benefit of the inferior governing
body is not open to the same objections, and is suitable
in the case of local taxation, but would not be appropriate

as between the State and the Imperial Governments since
it would be useless unless the contribution were a sub-
stantial amount, and if it were so, conflict of interests
might easily arise if both Governments wished to make
a considerable enhancement in their shares.

There is less objection to znother variant of this plan,
which consists i the imposition of a single tax by the
Government, whether Tmperial or Qtate, which assesses
and levies it, out of which a Lasic rate is allotted to the
other Goyernment concerned. Under this plan, so long
as conditions are normal, the Government mainly con-
cerned can vary its income without interfering with that
of the other. It will be obvious, however, that, if, for
instance, in the case of a consumption tax, the total rate is
increased to a point which diminishes consumption, the
Government which receives the basic rate may lose

although the total return is increased.

An instance of dividing a tax into spheres would he
the allotment of the excise duty on one class of intoxicants
to onc Government, while that on another class of Intoxi-
cants levied under the same law by the same staff was

allotted to another. There is similarity to this n a
proposal that h

as sometimes been made for allotting to
different Governments the excise duty

on intoxicants and
the fees for vend. These are really different taxes, but
the common practice in India

of selling the right of vend
by auction tends to confuse it with the duty. A similar
but more marked distinction exists between the corporation
profits taxes a

nd schedular taxes on companies, which are
taxes in rem, and the income-

tax, which falls directly on
the shareholders. It seems desirable to call attention

practice in India of regard-
ing super-tax on companies. as part of the income-tax
and fees for vend as part of the excise.

513. Before attempting to apply these principles to the
desirable to glance briefly at the
of the Indian system of division. The

development _
financial settlements between the Imperial

history of the

The history
of the Indian
system of
division—the
pre-Reform
era.
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| Government and the provinces divides itself into five
- periods, each bringing the Government of India nearer
to the recognition of the fact that a province is entitled to
spend t,l}e revenues which its Government levies. In the
first period, prior to 1871, both revenue and expenditurée
‘were completely centralised.  The Local Gevernment
could not keep any part of its collections and it could not
undertake any expenditure without specific sanction. In
the second period, from 1871 to 1882, certain litnited
allotments were given for expenditure on certain specifie

services. In the third period, from 1882 to 1904, the
provinces were given a share in certain growing heads 0

revenue, but the object scems toé have heen mainly t0 .

stimulate their interest in collections. The Government
of India still repudiated the idea that provincial expen i-
ture had any relation to provincial revenues, and actually
- resumed at the close of cach quinquennial settlement the

halances accunulated by the provinces. In 1904 com~
menced a new period known as the period of quasi-perma-
nent scttlements, in which the principle of equality was
first recognised. 1t was laid down, in the words of the

ol ’ ~y . .
Decentralization Commission, that ‘‘so far as possible -

the same share of the chief sonrces of revenue should be
given to cach province to ensure a reasonable equality
of treatment”. This principle, however, was not carrie
mnto practice in the settlements made in the years

and . 1905, under which, for instance, one Province
received one-half of the revenues under the heads Lan
Revenue, Stamps, Excise, Income-tax and Forests, while
another received one-half of Stamps and one-fourth 0 the
other four. This inequality was vectified In
when a half share of all the five heads was given

H

both provinces. In 1911 began what was known as the

permanent settlement. The intention of the Governmel
of India in adopting this change was on the one
to give more elasticity to the settlements and more free-
dom to Local Governments in working them, and, 0B the
oth@r hand, to protect the general tax-payer of I.ndla
against possible mismanagement inany particular provinee
and to put.an end to the frequent and .undesirable cof”

troversies over the adequacy of the existing settlements:
The Government of India retained the option of distrl”

buting among the provinces special grants, both recurring

and non-recurring, out of India’s surplus revenues.
percentage of cach head of revenne allotted to the pro”

vinces was not,- however, uniform, For instance, W ile

hand -
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four provinces received the whole of the excise, less a
fixed assignment equal to one-half of the revenue accruing
at the time of the settlement, a fifth was allowed only one-
half of the revenue from that source. )

514. The option retained by the Government of India
to distribute surplus grants developed into an undesirable
system of doles, and considerable inequalities of hurden
resulted. Tt was left to the framers of the Reforms Report
to refer to the inequality in the following terms :—

““We attach great weight to the proposition that,
if the provinces are to be really self-governing,
they ought to adjust their expenditure—including
therein their obligations to the common interests
of India —according to their resources, and not
to draw indefinitely on more enterprising
neighbours.”*

They further observed: “‘The present settlements by
which the Indian and Provincial Governments share the
proceeds of certain heads of revenues are based primarily
on the estimated needs of the provinces, and the Govern-
ment of India disposes of the surplus. This system
necessarily involves control and interference by the Indian
Government in provincial matters. ~An arrangement,
which has on the whole worked successfully between two
official Governments, would be quite impossible between
a popular and an official Government. Our first aim has
therefore been to find some means of entirely separating
the resources of the Central and Provincial Govern-

They accordingly suggested a_scheme of

ments.”’ }
it was assumed, would be

separation of sources which, . .
fair to the Government of India and to the provinces alike,

but proposed as an intermediate measure a system of
contrihutions by the provinces to make good the initial
deficit in which the scheme of separation involved the
Imperial Government. The division originally proposed

was as follows :—

Imperial—
Customs.
Income-tax.
Non-judicial stamps.
Excise on cotton goods and petroleum.

v

;Bepor's on Indian Constitutional Beforms, 1918, paragraph 207.
0.

» 11}

The proposals
in the
Reforms
Reporte



'ljhe Finan-
cial Relations
Committee,

The Joint
Select Com-
mitlee,

Devolution
Rule 15.
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Provincial—
Land Revenue and Irrigation.
Excises on liquors and drugs.
Judicial stamps.
Death duties, if imposed.

S W
" ,{ﬁ:. F%‘}11:]'1,1051;ﬁ)ﬂ(w‘]‘w:}s r(*fm"rod for detailed examination
o ot ‘ ml elations  Commuttee pl:osul('d over by
ovd fCSI 0;1., which was requested to advise the Govern-
e mgnn qnt)lla, ;m'-th)e regu]ati'on of the contpibutions an
Committ(x;; er; (;\Ilc(s f'm: their ul‘tlmute oxtinction. The
Comitee ¥ (.B(; 70 s’pe‘mﬁcally directed to report on the
cum of the B m ’1)‘?) (F{f)vern_ment to receive a share of
the income. (tir.t ic Financial Relations Committee e~
provin’ciallqourdﬁ n?njjll(]lclal.stamps should be made 3
as suggested (:' O} revenie instead of an Imperial one,
Thov,;:‘(;mniq:({ .t 1c>”1'ppor't on Constitutional Reforms.
fory recodn: as vahd the reasons given in the report
aking income-tax an Tmperial subject, and therefore

recommended no  divisi oad,
recommended 18100 9f that head, tl}ough they

pressed a doubt whether it would be possible perma’
(Ill.e'n‘tlty to egclude Local Governments from some form 0
il\]u {;Sc otf:'dx{}‘}:i;-n u(E)(ml the industrial and commercial earn”
ings of thei people. They propounded an elaborate

heme whereby the contributions by the provinces to the
Government of India should commence at figures Which,
had regard to the increase in the spending powr;er resulting
from the separation of sources and should be reduced Of
;ncronsad over a term of seven years to figures which were
msod on an estimate of the taxable capacity © the
provinces. .
by the

516. The last of these proposals was rejected
favour

Joint Seleet Committee of Lords and Commons m
of a divection that the contributions should he entire
ahol_(shed as s0on as the Government of India could affor
to dispense with them.

~ 517. As a partial departure from the scheme 0
sion of sources, the Joint Committee further recomm
““that there should be granted to all provinces some &
in the growth of revenue from taxation on incomes, $

£ divi-

ended

that growth is attributable to an increase in the amount O -
b . . . B
income assessed.”’* The manner in which this share was "

® Report of the Joint Salect Committee on Draft Rales made under the

v Government of India Act——Rules 14 to 18,

~will be best in the first place t

ly

hare -
o far..
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to be assessed was "dicated in Devolution Rule 15, which
in its original form allotted to cach province 3 pies
on each rupee under assessment under the Income-tax Act
of 1918. In consideration of this allocation, each Local
Government was to assign to the Central Government a
fixed annual sum to be determined by the latter as the
equivalent of the amount which would have acerued to
the Local Government in the year 1920-21, had the pie
rate ‘heen applied in that year. The rule also indicated
the proportions in which the cost of special income-tax
establishments employed within a province were to be
borne by the Provincial Government and the Central
Government, respectively. The yule has subsequently
undergone several changes, the first of which was intended
to avoid making a province pay more than it received, and
the inconveniences of dividing the cost of establishment
betweensthe Imperial and Provineial budgets. The rule as

finally amended runs as follows :— ‘
«“Whenever the assessed ncome of any year sub-
sequent to the year 1920-21 exceeds 1n any

.Governor’s province or 1n the province of Burma
the assessed income of the year 1920-21, there
shall be allocated to the Local Government of
that province an amount calculated at the rate
of 3 pies in each rupee of the amount of such

excess.”’
The manner in which it has operate
to later.

518. In examining the ¢
best method of division, the

d will be referred

uestion of the theoretically
Committee consider that 1t
o examine the taxes with a
in the case of India, what are the

balancing factors Sovailable.  When these have heen
decided, 1t will be possible to say which of them it will be
appropriate to use in order to arrive at a division which
will be generally fair as between the Government of India
and the provinces and as between the provinces them:
selves. Since it is fairly clear that the main balancing
factor will be the income-tax and that, if any division of
taxes is to be made at all, a division of the income-tax
will be inevitable, it is proposed to examine the other
taxes first, leaving the income-tax to the last. '

519. It must be stated at the outset that the Committee
base their proposals on an assumption, which underlies the
proposals of the Reforms Report as well as the practice of

view to determining,

The theoreti-
cally best
method of
division.

An anderly-
ing assomp-
tion.
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the Federations, nanely, that the intention is to treat all
Provinces alike. 1t may be desirable in the case of an
exceptional calamity that the Government of India shoul
be in a position to give special subsidies to particular pro-
vinces, but it scems to be a fundamental pr,opositipn m
respect of such a division of proceeds as is now contem-
plated that it should not give cover to a disguised subsidy,
but should endeavour to arrive at an equality of treatment
so far as possible. '
520. It may be added that it is not proposed to include
Tocal Taxation in the examination. This is mainly of the
nature of payment for services rendered in particular
localities to the inhahitants, and if the inhabitants of parti-
cular.places choose to tax themselves in order to secure
amenities, that is not a matter which should be taken mto

consideration in an account as between different provinces:-

o L
b\‘lm{larl.y , it is not proposed to include in the ~account
Capitation and Apportioned taxes. Thicse again are pay”
ments for services rendered, and in the pro?/inces where
they are not levied by the Government, the villagers i
some cases impose taxation upon themselves. Moreover,
1t has been proposed that these taxes should be converte
into local taxes. \
521. Land revenue, as has been seen, is administered
on different lines in different provinces and there is 00 pro”
vinee of which it is possible to say what is tHe rate impose®
Moreover, the staff that administers it is concerned Wit
numerous other activities of the Government and 1t wout
be impossible to place it under Imperial control. On thes®

grounds it seems that land revenue must continue an item

of provincial revenues.

- The charge for water partakes to some extent of the

characteristics of land revenue. From another point ©
view it is a charge for services rendered and the provinces
are responsible for capital cost and maintenance.
clear that they are entitled to retain the proceeds.

522. The next category of taxes are the taXes o

~ consumption, that is to say, customs and excise duties-

It has been pointed out that customs duties on imports have
been set apart in all countries as a source of Imperid
taxation, since it is the duty of the Imperial Government
to regulate inter-State trade and because the incidence o
these taxes is not traceable. This is a principle from
which India cannot claim exemption. The case of custom®
duties on exports is somewhat different. In some cased
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it is possible to trace the origin of the exported goods, and
it has been urged, for instance, in the case of tea,-that if
there were no export duty, the trade would be quite ready
to bear an equivalent burden in the shape of State or local
taxation, 'provided they were assured that the money
would be spent for the benefit of the locality. Another
suggestion that has been made is that the province of
origin should be given a share of the tax calculated with
reference to the expenditure to which it is put by the
industry in question. As regards this, it has been urged

with some force that it is undesirable for both Imperial

* and Provincial Governments to be interested in a tax of the

nature of an export duty since such an interest renders it
doubly difficult for the trade concerned to secure ameliora-
tion when it is due. On the whole, it may be said that
export duties provide a possible balancing factor, but one
to be employed only in the last resort.

593. In the case of excises for revenue, it is generally
diffcult to trace consumption. Moreover, they should in
many cases be regulated with reference to customs duties.
Tt is therefore desirable that they should be Imperial. The
proposed taxes on tobacco would be a partial exception.
The excise suggested in the case of cigars, cigarettes and
pipe tobacco made up after the European fashion would
follow the usual rule, but the indirect excise on country
tobacco, which it has been proposed should be taken
through 4 monopoly of vend, could only be provincial. In
the case of restrictive excises, the considerations applicable
fo excises for revenue apply where special limitations on
transport are not imposed, and it has been suggested that
it would be desirable, for the purpose of getting rid of
unnecessary competition, to transfer to the Government
of Tndia the excise duty on locally=made ‘foreign’ liquors.
Tn the case of other restrictive excises, as has been pointed
out, India differs from many Western countries in fnaking
excise duties provincial. There are facilities here for
the imposing of something in the shape of a basic rate,

and in the case of opium it would seem desirable that the !

Exoises

whole of the ¥evenue should be transferred to the Imperial

Governmént.
under the control of that Government, and recommend-

ations have been made for the introduction of Imperial
control over inter-provincial smuggling and of a uniform
high rate of duty and the abolition of the system of sale
of shops by auction. The international obligations that

. have been undertaken are 'likely to involve sooner or

later Imperial ‘ntervention in matters of consumption.
48
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It would be appropriate in these circumstances that
revenue should follow control, though the dircct manage-
ment of the arrangements for retail vend might continue
in the hands of Local Governments.

524. Taxes on transaetions in other countries depend
largely on the extent and importance of the separate States
and the extent to which they have adopted their own
stamps, postal and other, or use a system of embossing
stamps instead of that of stamp papers. In India it is not
only highly inconvenient to have varying rates of duty,
but also, so long as uniform stamps are maintained for the
whole country, it is not equitable to continue the system
of division of sources in the case of stamp duties. For
both reasons it is very desirable that the stamp duties
should be retransferred to the Tmperial Government.

Othey taxes on transactions should continue to go to
the provinces. '

. 925. Fees, as has been seen, are payments for services
re}rll_dered, and therefore should go to the (Qovernment
w 1ch renders the services, which is in almost all cases the
Provincial Government.

526. Probate duties now go to Provincial Govern-
ments. The question of the division of the corresponding
duties in other countries is one which has caused almost a8
much dlﬁlculty.m some of them as that of the income-taX.
On the whole, it appears to the Committee that, so long a8

a}lll that is taken is a probate duty on a very moderate scale,
' the present system of crediting it to the Provincial Govern-

;‘ne‘nt Shou]d. be antipue(], But the question would nee
urther consideration if a high progressive duty on the linés
adopted in Europe were to be imposed. In any case, the

ggzng; duty affords affpossible balancing factor if one 18

527. To sum up : it will be seen that, of the taxes so far

examined, import duties and revenue excises are necessarl-

ly Imperial, land revenue and irrigation and fees, whic
{nclude judicial stamps, are necessarily Provincial; that,
ip the Committee’s opinion, non-judicial stamps, and the
excise on country-made ‘foreign’ liquors onght to be trans-
ferred from Provincial to Imperial, and that the whole
of the revenue from opium might well be transferre
similarly; and that other possible balancing factors aré
afforded by the export duties, the other restrictive excises
and the probate duty, but that the Committee do not
regard the use of these as desirable if it can be avoided.

870

598, Tt remains to examine the case of the income-

The divisiou |

tax and to sec how far it is possible to devise a $atis- incomo-tax.

factory method of using that for the purpose of cblain-
ing cquilibvium. In the case of this tax it is necessary to
note in the first place that it is not a tax, as it is in other
countries, on the whole population with incomes above
the exemption limit. A large proportion of the mcomes,
namely, those that ave derived from agriculture, are
exempt from it, and it consequently falls mainly upon
a limited mumber of persons who are resident in cities.
In the next place, the income from land, in spite of the
recent changes in the taxation system, still provides a
larger proportion of the total taxation than in other
countries, and it has been scen that this is an item of reve-
nue which must be credited to the provinces. Consequent-
ly, it is clear that, as between these two taxes, where the
one is credited in full to the Government of India and the
other to the provinces, the provinces in which industries
predominate are likely to suffer. Considerations of this

. kind no doubt led to the expression by the Financial Rela-

tions Committec of a doubt whether it would be possible
permanently to exclude Local Governments from some
sort of divect taxation upon industrial and commercial
earnings, and to the formulation under the instructions
of the Joint Select Committee of the Devolution Rule,
under which an attempt was made to give some share of
the iicome-tax to the provinces.

529. This being the case, it will be convenient, before 1

procceding to the general question of division of the juien

deal with the operation of Devolution Rule uﬂlglye I

JAncome-tax, to

The revisio

f Devo-

15, which the Committee have been specifically asked tO cugsed as

examine.

trated by the fqllowing table ofdbe amounts realised by g
provinces as their share of the i¥0me-tax :(—
(In tbousands of rupees.) .
' 1024-95 | 1925.26
—— 1991-22. 1922-23. | 1928-24. (Revised). (Budget).
Ve 4,08 . 10,82 2,00 2,00
g:g"::y " : 14,72 3,00 . . .
Bengal . . . 33 " o8 . e
i i ’ 3 e .e 'y
United Provinoss . s | 5,00  424] a8l Taoe
Bur(Jxm N . 3,86 . 38 4,29 8,28
Bibar and Orisea . 68 ]?,8; §'gg 4,32 4,88
; o 50 4 ..
Qentral Provinoes ! ol 18| aas| 52| Tse
Total .- 28,60 14,58 25,67 21,36 95,60

The actual working of the rule is best illus- ?;i?:;““*

nestion.
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1t is clear from this statement that, if the purpose of
this rule was to secure to the larger industrial provinces
a share in the growing revenue from taxation of incomes,
1t has failed in its object. It is obvious that the effect
of the rule is to give bonuses to individual provinces on a
haphazard basis, while leaving the Government of India
to bear all losses. The only means of amending the rule
that have been suggested are the adoption of a different
datum line. The Committec have examined this sugges-
tion, but ure unable to support it, primarily because they
consider that the whole system of dividing the income-taX
on the basis of a datum line is unsound. The income-taX
m the commercial provinees depends largely on the main
mdustries, in Bombay on cotton, in Bc?lgal on jute, in
Assam on tea and in Bihar and Orissa on coal and minerals.
The pen_ods of prosperity and depression of these do not
necessarily synchronise, and any datumn line common to
z?ll' provinces would consequently give dispropoftionate
vesults as between the industrial provinces themselves:
Ll’ohgli)\r/s:tem huls_tilel further defect of giving a prem
‘ovinees which had neglecte -
lment before the iti‘g;t)ﬁgziib(f‘étdotélelélllenii)me-taxt?ziize‘
income-tax depar Tor i o bo -
e-tax department. Moreover, it must be remem
bered that Devolution Rule 15 is part of a settlement of
gl)uo:h lthe contributions are another part, and that both
b ubon figuces of revene and expenditure on parts
o S. therefore it is proposed to alter the ones
1t would be necessary to reconsider the other at the samé
time. On the whole, it seems to the Committee that it
18 best to reconsider Devolution Rule 15 as part of the,
question of the redistribution of the income-tax.

fr @l 14
e 030. There are several possible ways of dividing the
qme-mx, of which the following are the chief :—

(1) Tlll() provinces might be empowered to levy and
administer an income-tax separate and distinct
from that levied by the Government of India.

(2) The income-tax might continue to be levied by
the Goyernment of India, which might at the
same time levy centimes additionnels for the
benefit of the provinces.

(3) The income-tax might continue to be levied bY
the Government of India, but a definite pro-

portion of the yield might be allocated to the <
various provinces on principles to. be deter -

mined.

88l

531. The first methiod obtains in various Federal States,
e.g., Australia, Canada and the United States. The exist-
ence of two taxing authorities operating within the same
sphere has given rise to serious difficulties in all these
States and has been the cause of considerable irritation on
the part of tax-payers; the necessity of making separate
returns to two different authorities and of understanding
the provisions of two different taxing schemes combine to
render the system intolerable. The question was dealt
with at length by the Australian Royal Commission on
Taxation appointed in 1920, and while unanimity as to the
provision of a remedy was not attained, both the majority
and minority reports agreed in condemning the existing
system. Certainly, no scheme on these lines can be

- recommended for India.

532. The second method obtains as between State and
Local Taxation in France, Belgium and various other
Buropean States. There, however, the centime additionnel
is levied on what is known as the ampdt cédulaire, which
\a tax at a flat vate on specilic sources of income. To
/endeavour to graft the centime additionnel on to the
Indian income-tax system would mean that, as respects
some incomes, the proceeds of the tax would go entirely
to the province of origin. It is a system which can only
be employed successfully where the income taxation
machinery is directed to taxing either by reference to
the source or by reference to the destination of the in-
come, and not where a combination of both methods 1s
adopted. Moreover, if Provincial Governments were to
be empowered to determine the rates of surcharge on
the Tmperial income-tax, an inevitable result would be
variations in the rates in different provinces, which are
to be deprecated in the interests of commerce and industry.

533. The third method appears to provide the most
appre@priate solution. It gives no additional trouble either
to the assessing authority or to the tax-payer, neither of
whom is concerned in the matter, and it permits of varia-
tion in the respective shares of the Central and Provincial
Governments without any dislocation of the machinery
of assessment and collection. The difficulty is to find a
satisfactory basis on which the allocation between the
several provinces of the total share allotted to them is to

“be effected.

The Indian income-tax and super-tax (excluding the
super-tax on companies) is, like the British income-tax
and super-tax, charged on a double basis. It ig charged
on all income received in British India from whatever
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source it may he devived, and it is charged on all income

arising or accruing in British India, whatever may be

its destination.

In Tndia, as in the United Kingdon, o large proportion
of the yield of the income-tax is realised by the metho
known as ‘collection at the souree’.  Under this system,

the ineome-tax in respeet of certain species of profits

and interest is collected at the point where such profits
or interest emerge.  Tor instance, a limited company 15
required to pay income-tax at the maximum rate on tie
whole of the profits it makes without vegard to their u f1-
mate destination, and the burden of the tax is passed on
to the shareholder in the shape of a reduced dividend.
Similarly, the payer of interest on sccurities is vequire
to deduct and pay over to the Revenue income-tax ab the
maximum rate on such interest. A similar proviSlOn
exists in Tndia with regard to salaries, subject to the ui-
important difference that the rate at which tax is deducte
is that appropriate to the estimated total income of “ﬁ

recipient. ‘ s

Wiere tax bas been charged at the source at the
maximum rate and the total income of the recipient I8
such as to entitle him to a lower rate, provision 15 mMade
for a refund based on the difference between the two rates-
Accordingly, all profits from trade, etc., are ultimately
taxed as purt of, and at the rate appropriate to, the totd
income of the individual to whom they belong. The 80 €
exception to this rule is in the case of such portion O
the profits of a limited company as are not distribute®

but are placed to reserve. Herc there is no single perso
to whom such profits can be said to belong, and th‘g
mun

accordingly vemain burdened with the tax at the maxi
rate charged on the general profits of the company-

*

534, It follows from what has been stated above that,
in a number of cases, tax will be charged in a provinc® 10
which a company carries on its business, but actually
borne by a person resident in some other province, 8%

jche question then arises in what proportion the income-ta%
s to be allotted as between the province in which ¢
income arises, and in which the tax is collected in the
first instance, and the province in which the recipient 0
the income who ultimately bears the burden of the 13
resides. '

The problem is not dissimilar in its main aspects
that involved in devising means for the avoidance

frbm

of
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double income-tax as between two sovereign States. Both
problems arise from the same cause,.viz., the existence
of a double basis of liability, residence and origin, and if
the relative weight to be attached to these two factors
could be agreed upon, a theoretical solution of both

problems would be easy.
The problem has attracted considerable attention lately

iq Europe and in the United States, and in 1921 the
Financial Committee of the League of Nations appointed

- a panel consisting of Professors Bruins, Einaudi, Seligman

and Sir Josiah Stamp to consider and report upon the
matter.

Their method of attacking the problem was to ascer-
tain, as regards each category of wealth, where the eco-
nomic allegiance lay in a preponderating degree, and they
reached the following conclusions :—

b Preponderant element
A

Category of wealth. O’;igin. Domicile.

I. Land .. .o

. L) X ‘e

11-2. Mines, oil-wells, ete. . X .o
1I-4. Commercial establishments .. x
I1I-a. Agricultural implements, x .
machinery, flocks and herds.
1II-b. Money, jowellery, furnitare, - X
ete.

IV, Vessels .. .. .. Ax ..
V-a. Mortgages .. e .. Bx Cx
V-b, Corporate shares  «. o . x
V-c. Corporate bonds . . X
V-d. Public securities .. o .. x
V-e. Gencral credits - . X
VI. Professional earnings .. . b

A. Country in which rogistered. ) )
B. Where the taxation of property is in question.
C. When the taxation of tncome is in question,

They made no attempt to make an exact apportion-

“ment.of the economic allegiance as regards each category

of wealth and their views on this point are expressed in
the following terms: ‘‘To allocate the cxact proportion
of economic allegiance to origin or domicile in each
particular category is well-nigh impossible. " Such an
attempt would savour too much of the arbitrary”.

535. In fact, owing to the practical difficulty involved
in the distribution of the income-tax between the country
of origin and the country of domicile, the four economists
came to the conclusion that ““on the subject of income
taxation in its developed form, the reciprocal exemption

L]

Reciprocal
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the non-
resident, the
most, practioal
method,
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of the non-resident 1s the most desirable practical method
of avoiding the evils of double taxation and should be
adopted wherever countries feel in a position to do s0.”’

536. The Commiitee have made several attempts to
devise a scheme hased on the clasdification referred t0
above, hut they have found it impossible to apply these
principles to the peculiar conditions of India and they have
come to the conelusion that the only feasible method 18 t0
base the distribution primarily on the principle of domicile,

which underlies the final conclusion of the four economists. -

Wh]at they would propose is to give the provinces the
- A a S P . 1

1‘0(5(3.('& of a basic rate on personﬂ.l Incomes gradu@te -
proportionally to the general yate.  For this purpose, the

basms of calculation would he the personal returns sub-

mitted under section 22 (2) of the Indian Income-taX
Act, which provides for a statement of the incomé
derived by the assessee from all sources, including divi-
dends from companies wherever situated.’

The_wholo Qf the collections on incomes that do not
appertain to residents in particular provinces, such as 1€
tax on un(hsm!_)_uted dividends of companies o’r on incomes
of persons resident abroad or residents in places outside

‘the houndaries of the provinees to which the allotment

:\}IQS(E‘H:I(](‘, and the whaole of the super-tax, would go °
he Government of Tndia.

r ¢ . . ) -
H37. In addlthn to the allotment made on personal m-
cqmes,} the allocation of which is based entirely on dom1-
cile, the Committee would recommend the giving Of. a

¢ partial recognition to the principle of origin by ast nin

to each province a small i i ¢
cach Q. 8me ortion of the receipts of _t%
corporation profits _tax, flz)]]owing in this rel;péét Mﬂ‘i

example of Germany.” The Committee recognise &

there would be difficulties in allocating the income 9.

companies having their head offices in one province and

therr branches and enterprises in others. For this reasolh
tqhey recomimend that the share should be kept small.
kigxb].pct to that consideration, they would contemplate
distribution on the basis of the collections of eac pro-.
vince, subject to arbitrary adjustments similar to 108
]a)greed upon for the purpose of the distribution unge .
] evolution Bule ].5., In cases where profits wholly assessé®,
In one province originate in more than one. "

o
”

538. The Committee make no claim that this schﬁ

attains scientific accuracy. The advantages they see i v
are that it is easily comprchensible, bearing its merits

-applied to the person
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demerite on its face, that it can be applied directly by
the use of returns already in use and that it gives as much
recognition to the principles laid down by the cconomists
as is possible in the conditions obtaining in India.

_ .h39. The Confmittee are specifically instructed that
it is no part of their function to revise the Meston Settle -
ment, and they presume that, supposing their recor-
mendations as regards the balancing factors to be employ-
ed are accepted, the duty of applying them to the actual
conditions will be carried out by some other hody. It
will be sufficient, therefore, to indicate very briefly the
manner in which they contemplate that the balancing fac-
tors they have indicated should be used in such a calcula-
tion.
To take first the case of Devolution Rule 15. It will
be clear that all that would be required would be for the
Governpent of India to determine, with reference to the
considerations which influenced the framing of the rule
and to the sums which have actually been distributed under
it. the total sum they proposed to distribute to the pro-
vinoes. Tt would then he possible to arrange for the dis-
tribution of this sum hy selecting suitable rates to he
al income-tax and the corporation
profits tax on companies, respectively. .
The process to be adopted in the case of the general
division would depend upon the view taken by the
Government of India in regard to the use of the halancing
factors named. The Committce have recommended 38
possible balancing factors, the export duties, a hasic rate
on restrictive excises generally, the whole of the excise
on opium, the whole of the excise on country-made
“foreign’ liquor, and the whole of the revenue from
general  stamps. - Their recommendation 1§ that the
export duties and the basic rate on excises sho_ulsi not be
made use of except in the case of rea) necessity. They
have recommended that the revenue from general stamps
and the excise on country-made ‘foreign’ liquors should
be transferred to the Government of India on considera-
tions other than their use as balaheing factors, and have
made 2 similar recommendation, but on arounds that are
not so strong, in the case Qf tife revenue from opiun.
The first point to be determined therefore appears to he
which, if any, of these three should be made over by the
provinces to the Government of India. As soon as that
point had been detetmined, all that would remain to be
done would be to select basic rates for the income-tax

9 .
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factors.
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{
:'and corporation profits tax which would give the pro-

vinces a share of these which would he equal to the

revenues they now derive from the provincial heads the

transfer of which is proposed.

These' considerations are of conrse independent - of
any question of the revision of the contributions or of the
influence that might be exercised upon the matter hy the
Imposition of new taxation or the revision of taxation
already in force.

Part II.—PRoVINCIAL AND LocaArL,

ot riig{wff:blséws that are involved in the allocation
o eqqonti/lll e ]Vyf?en the States and the loeal authorities
disonman] 3T.V ( ; erent from those that have just been
Cinonssed. n a,! federal countries, the division of
the ’co r; OII:OWN S‘* betw'een the Federal Government and
nolsuch };leentd. tates is defined hy statute, hut there is
of taati arf t1hv1s10n between.the functions and powers
controi 0 iso ?-State and the local authorities. Such
e S e(;c.ewlsed by the Central Governments over
theie <0 o s : hlrected to ensure that in the exercise of
spherep Insth ¢ States do “not encroach on the federal
e ¢ case of the services that are administer-
d by ocal authorities, however, the State js in most
coilln;t;'les respon._ﬁihlo, and consequently 1t i1s often com-
g:e:éiq to preseribe standards of administration and to
ddh se control over the !ocn) bodies in order to ensure

therence to the prescrihed standards. This control
generally involves financial assistance. Tn Tndia such
control ha,s. heen exercised to a greater extent than in
most countries owing to the fact that local authorities have
’develop.ed to their present state by a gradual process 0
devolutlon. of powers, and though these bodies now enjoy
far more independence than hefore, the Provincial (Gov-
ernments are still responsible under the Government O
India Act for the services conducted by them.

541. Subject to these general considerations, the
actual division of taxing powers and funds has varied verv
largely as a matter of history. In England, before 1832,
local authorities were more or less autonomous institutions
which had no connection with the Central Government:
and the administration of all the services was almost
entirely in their hands. Between 1832 and 1888. the
Centrql’ Government, mainly by a judicious use of the
grant-in-aid as an instrument of control, ‘‘bought the
rights of inspection, supervision, initiative, criticism a8

«
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control in respeot of one local serviee after another and
of one kind of local governing body after another.”” ¥ Lord

Goschen’s reforms of 1888 marked a departure from the

policy underlying the ingtitution of grants-in-aid and the
introduction of the policy of assigning definite sources of
revenue for local purposes. The system of assigned
revenues, however, was practically abandoned in 1910,
when the amounts to be granted to local authorities on
account of the assigned revenues were stereotyped. The
whole question of subsidies was examined at great length
by a Departmental Committee appointed in 1912, and as
a result of their recommendations, there has been a.purtial
revival of the old system of percentage grants in the case
of the police. As a consequence, at the present time the

* income of local authorities in England is principally

derived from the local rate and from subsidies from the
Centr’al, Government, which consist partly of a fixed allot-
ment out of the proceeds of certain taxes and partly of
amounts granted for specific services, such as education
and police. The following figures taken from Sidney
Webh’s ‘‘Grants-in-aid”> illustrate the development of
the amounts of State subsidies since 1832 :—

1840 e e .. Less than half a millien,
18560 . .o .. Three-fourths of a million,

1860 - .o «+ Over I million.
187¢ AN «. 2 millions,
1880 e - 5 . 4

1890 .o . .. 12 »

1900 .. .. .. 16,

1911-12 .. .e .. 80 »

1920-21 .. .. .. 65
542. The developments in France have, owing to
historical reasons, been on different lines, but as in Kng-
land there is no complete separation of sources. The
local authorities depend principally upon the ogtrot and
surcharges on State taxes, but subsidies are largely
employed as a balancing factor. The principles on which
they are granted, however, are different.from those in
England. ~ Their most important feature i1s that the
Central Government undeftake financial responsibility for
certain clagses of expenditure under each ‘service. For
instance, in the case of education, the Central Govern-
ment pay the salaries of teachers, while the departements
bear the cost of dwellings for inspectors and of equip-
ment, and the communes undertake responsibility for
the maintenance of buildings and for the housing of the

* Sidney Webb : Grants-in-aid page 6.
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elementary school teachers.  Conditions vary in the other
Eurogean 001111t1'}cs, bub it may be stated that, gcnerally
speaking, there is no complete separation of sources of

revenue or even of functions, and that the resources of

local bodics are in most cases supplemented by subsidies
from the b‘m.tvs, which have become necessary paitly
beeause certain serviees of national importance are under
the administration of local authorities, and partly because
of the difliculty of devising an equitable system of local
taxation on the principle of ability to pay.

643. In the chapter on Local Taxation, the Committee
have commented on an outstanding feature of the finan-
cial position of local bodies in India, viz., the inadequate
resources.  The nature of the changes
1c financial relations hetween local
authorities and the Provincial Governments by Lord Mayo
and Lord Ripon have also heen described in some detail
In the same chapter. The next important landmark in
the development of the system of local finance was the
report of the Decentralisation Commission whose re-
commendations are summarised below :—

(1) In the case of panchayats, the constitution and
development of which the Commission strongly urged, 1t

» was recommended that a portion of the land cess levied

for local board purposes in the village should be credited
to the panchayats, which were also to take the receipts
from village pounds and markets cntrusted to their
management. '

_(2) In the case of rural boards, financial relief and
addition to the resources were suggested—

(a) by the allotment to them or to the panchayats
under them of the whole of the land cess;

(b) by the increase of the rateable grant of 25 per
cent of the land -cess® assigned by the
Central Government in 1905 ;

(c) by relieving them of responsibility for the
maintenance of (runk roads, famine an
plague relief, local veterinary work and the
charges incurved® by the boards in regar
to police and registration of -births and
deaths;

(@) by relieving them of any contributions ¥ -

respect of services rendered to them by
Government officers in the course of their
duties.
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In the case of poor districts special grants were to be

made in lump sums or as percentages of expenditure

« incurred on specilic services, and these were to be lixed
under a quasi-permanent settlement.

544. As a result of the recommendations of the De-
centralisation Commission and  the introduction of the
Reforms, local authorities have now acquired consider-
able financial freedom, but so far as the nature of the
taxes imposed are concerned, there has ‘not becn any
material change, except that the taxes which may be
levied without the sanction of the Government of India
have now been clearly specilied in the Scheduled Taxes
Rules. They are— :

(1) a toll,

(2) a tax on land or Jand values,

(3), a tax on buildings,

(4) a*tax on vehicles or boats,

(5) a tax on animals,

(6) a tax on menials and dowmestic servants,

(7) an octroi, R
(8) a terminal tax on goods imported into or cx-
ported from, a local area, save }vhcrq such
tax is first imposed in a local arca in which an
octroi was not levied on or before the 6th
July 1917,
(9) a tax on trades, professions and callings,
(10) a tax on private markets, and 7
(1) a tax imposed in return for services rendered,
such as—
(a) a water-rate,
(b) a lighting rate, |
(c) a scavenging, sunitary o scWige rate,
a drainage tax,
() fees for the use of markets and other
public conveniences.

545. Owing to the variations in the functions per-
s rendered, the taxes

formed, the standard of service ot '
levied, and the amounts and naturce of the subsidies given,
it is very difficult to secure any re

the comparative position In this matter. V
from satisfactory, the best basis of comparison the Com-
mittee have been able ta devise is the percentage borne
by provincial grants to the total expenditure on Education,
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Medical Relief and  Civil Works, for district boards

P

only. The following ave the figures for typical years:

1904-06. 1913-14. 1922-23. q
Madras .. ..o 7 52 |, 43
Bombay .. .. B2 44 67
Bengal .. . 15 28 27
Bibhar and ‘Orissa .. .o 119 20
Assam .o oo 12 66 42
Punjab .. 02 47 40
United Provinces .. 7 74 33
Central Provinees . . 22 42 62

cially

~ 546. The figures are somewhat remarkable, espe
in Bengul, where the cesses are higher than elsewhere,
and Bombay, where a very large proportion 0 the
expenditure on education Is borne by the State. Such
conditions enforce the lesson that, in any comparison 9
incidence, it is essential to make allowance, if not for
Jocal taxation, at least for the sums of provincial money
that are expended in relief of it. The Committee 1have
suggested in the previous chapters several means O
increasing the resources of local bodies, in many cases x
the expense of provincial revenues. -

" 547. The plar®of assignment of a whare of
tion is not one that can be recommended in normal ¢
cumstances. The Committee have, however, recom”
mended its adoption in two special cases. In the first of
these, what they have proposed is the assignment of 8
share'of the Government revenue from non-agricult;ul'ﬁ'»l
land in towns collected under the ground-rent rules OF
some similar plan. The reasons for this recommends”
tion are that the land is better managed by the Govert
ment agency, but that at the same time the Jocal authort”
ties ave entitled to a share in the revenue produced on
ground that they provide the services which help 0 create
the value.  The second case is that of taxes on entertall”

State taxa"

P nents £ i ‘ 1
Y) ments and betting. In this case, the Committe€ have
recommended that the taxes should be imposed &
administered by the Provincial Government, in Orders;
ed a8

among other reasons, to prevent their being us
means of class taxation. At the same time, inasmuc
entertainments involve expenditure on local bodies, ﬂ‘lfl%

Liave thought it right to recommend that the latter 8 0%
- . _"’//

P A
5.6, those for 190405 ot ¥l

® Thie is based on the figures for 190
1¢ not beidd

available.
4+ This is based on the fgures for 1914-15, thoss for 1013~

wvailable. :
1 Inoludes Eastern Bengal::

_same time, it has been proposed that the 1

* loeal hodies through road boar

891

ke a share in the proceeds. Another set of taxes in
respect of which recommendations have frequently been
emade, either for the assignment of a portion of the rev-
enue or for the transfer of a portion of the taxing power,
are those imposed upon intoxicants. In these cases the

C'Om.mlttee are unable to recommend any assignment of a
portion of the tax. Under normal conditions it might be

. advisable to transfer a portion of taxing power. But in
view of the policy that is being pursued of reduction of
liquor shops and ultimate prohibition it does not seem
appropriate to consider any such plan at the present

Juncture.

548. Under taxes on property it has been proposed—

(a) that the land revenue on agricultural land
should be standardised at a comparatively low
rate so that local bodies may be enabled to

* increase the rates;

(h) that a substantial portion of the land revenue
collected in towns should be made over to the
municipalities, which have also ample scope
for increasing the property tax and under
suitable conditions for imposing taxation on
unearned increments.

_ In the case of taxes on trade, the chief recommenda-
tion that has been made is in the opposite direction, name-
ly, that steps should be taken to prevent local taxes on
trade from operating to interfere with the interests which
the Imperial Government are bound to protect. At the

ocal bodies
fshould be given power to levy a tax on retail sales, which
in several countries is a State source of revenue, and one
on advertisements. It has also been recommended that
the Imperial taxation on motor vehicles should be reduced

and a Provincial tax imposed on them for distribution to
ds, the local bodies being

e tolls on such vehicles.

thug enabled to abolish th o
on persons, while in

In connection with the taxes _
England the State taxes incomes above the subsistence

limit, in India the whole field of taxation up to Rs. 2,000
is left to local bodies; it has further been suggested that
assistance should be given to them in the assessment of
the profession tax by the income-tax and by the generql
adminigtrative staff ; and the present policy is for the capi-
tation and apportioned taxes to be made over to them.

Another new tax that-has been suggested is a fee for
the registration of marriages in selected localities.

¢
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. 549. On the other hand, there seem to be certain casd®

in which local bodies have encroached on the Tmperis

and Provincial spheres. The Committee have already ™
reforred to the wide powers given to district counctl8

by the Central Provinces Local Self-Government Act of
1920 under which they can impose ‘‘any tax, toll or rate

other than those specified in sections 24, 48, 49, anc 7o
of the Act.”’ A cess of half an anna on every ton of cqal )
exported has already been imposed by one Council, while

another has announced its intention of levying a.cess OB
manganese ore exported from the district. In the casé
of the octroi and terminal taxes gencrally there is per;
ceptible a danger of interference with railway rates, am
in a few cases with customs and éxcise duties. Simular
difficulties may arise in future in Madras out of the very
wide .discretion allowed to village panchayats as regarcs
taxation, the result of which has heen the "{ntroduction 0
almost every kind of tax, including surcharges
hqu'm' sold in the village liquor shop, export an
duties on articles despatched from or received in the VI

lage, taxes on income and other personal taxes. .
gven

Committee dp not suggest that the powers already 8
‘should he withdrawn, but it seems to them that greate?

" vigilance on the part of Provinecial and Tmp

erial Gover™

ments is needed in the matter of sanetioning taxation 10

. local authorities.

The balance
must be made
up by
subisidies.
The Engigh
plan.

550. Even if all the recommendations onnmerate;i]n
ahove are given effect to, the resources O oo
authorities will still have to be supplemented by mean®
of subsidies. The question of*subsidies is closely ¢
nected with administrative control, since they are n
large number of cases used for purposes of enfort
officiency. It is therefore difficult to consider the Pfi"clples
on which they should be granted as an isolated Pro ‘
of finance, and the Commitice are doubtful to what exte'i::;
this question falls within their terms of reference: . .
may be useful, however, to consider briefly the prinmplez::
recommended by the Departmental Committec 0D Look
Taxation in England in 1912. This Committee classifie o
the services administered by local authorities into
categories, namely, local and semi-national, and T®
mended that grants should he confined to semi-nati0
services, including in that term edueation, poor law reli€ls:
police, main roads, public health, criminal prOSeCUtlo 3

nal®

“
3
£1
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_and mental deficiency. As regards the form and the
methods of distribution of the Government subventions,
they stated that the main functions which such subven-
tions were intended to fulfil were—

© (1) to provide the nation’s share of the cost of

semi-national services;

(2) to correct inequalities in the local taxation
system, both those existing between indi-
viduals and those existing between districts;

(8) to enable the Government effectively to super-
vise the administration of semi-national
gervices.

Their principal recommendations were that  the
system of assigned revenues should be abolished and that
State assistance to local authorities should take the form

of direct grants proportionate to the expenditure.

The ‘system of proportionate grants, which has been
partially revived since 1918 has, however, been since
condemned by the Geddes Committeé as leading to
extravagance on the part of local authorities.

551. In India, State assistance to local authorities i
given in a variety of ways—

(a) By the provincial administration of services
or portions of services recognised as local.

Thus in some provinces roads, in others hospitals, in
others schools arc entirely maintained by Government
agency out of Government funds.

. (b) By grants which represent the cost of certain
items of expenditure relating to partlcular services, such
as salaries of officers.

In several provinces, a proportion of the salaries
of health officers is paid by the Provmc;al (_}overn.ment,
while in respect of education, the grant-in-aid rules pro-
vide for subsidies for specific items, such as buildings or
equipment or salaries of teachers. .

(c) By the Government making loc#l hodies their
agents for the conduct of particular servxces.and meet-

ing the cost.

Thus, a Governmen
the maintenance of certain
cular standard subject to th

t may undertake to pay for
trunk roads up to a parti-
e work being passed by its

own officers. .
(d) By block grants.
50

The several -
methods
adoptoed in
India.
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Grants in aid of general resources, as distinguished
from grants for specific services, were common befqre
the Reforms. These have been to a great extent dis-
continued, but some are still given to poor districts.

(e) By grants proportional to total expenditure. -

This is the system in force in many provinces, parti-

cularly in respect of education and medical relief. In
Bombay, 50 per cent of the expenditure by municipalifies,
and 66 per cent of that by district boards on compulsory
elementary education is normally borne by the Govern-
ment, while under the Madras Elementary Education Act,
a provincial subsidy not less than the proceeds of the ta%
under the Act is obligatory.

In the case of capital works, such as water-supply
and drainage schemes, it is a common practice for the
Government to undertake. to pay a definite fragtion O
the cost and to make a loan of the remainder subject 0
the local body’s undertaking the maintenance of the wor
and the service of the loan.

'ffh;:‘,:ﬁm 552. The question which of these methods should be
;;;zli:':dminia- adopted in practice is a purely administrative one ant
aoion, buy 2DP€Ars to be outside the scope of the Committee$
:;;x];tiboen ean enquiry. It would, }10wevor, seem that, as recommende
adjusted to by the Royal Commission on Local Taxation in Engl?lr{d»
3:$5mons 1902, and ﬂle Departmental Committee of 1912, subsidies
uniform plan jshould ordinarily be restricted to services which are ©
is adopted. | national mmportance and that they should be granted on
{a system which will enable the Provincial Governmen
* effectively to enforce efficiency in respect of such services.
A .thlt‘d essential is that they. should be granted on some
uniform and easily comprehensible plan so worked out 1M
advance that the local body can arvange its programme
of expenditure in good time and provide for a due adjust-
ment between that, its expected receipts from provincid

funds and its scheme of taxation.
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CHAPTER XVII.—THE MACHINERY OF TAXATION.

553. The Committee are desired to advise as to the Instraotions

to the Com- -

machinery required for the imposition, assessment and 9 e
collection of taxes, old and new. They are to indicate
the most efficient machinery, whether or not 1t follows the
same lines of division between Imperial, Provincial and
Local as they are recommending in the case of the pro-

. ceeds of taxation.

554. In considering the lessons to be learnt from other The experi-
countries in this mattelg', large allowances have to be made zgﬁzt;’; e"_“’"
for considerations of history and of national psychology, four main
and it is difficult to deal with questions of tax administra-~ tendencies.
tion alone without trenching, on the general field o%
administration and public service: ' Perhaps the bes
course will be, instead of examning the systems of
administration of taxes as a whole, to attempt to isolate
certain tendencies and to illustrate them by examples.

The chief tendencies which the; Committge observ% in
the tax administration of the leading countries of to-day

are—
(1) to divorce administration from politics;

(2) to entrust administration increasingly to experts;

(3) to centralise control; and .
(4) to combine the staffs that deal with cognate

subjects. ‘

555. Tn the matter of divorcing administration fro}:n Tho divores of
politics, America has long been a standing example }fo 21 1e bom from
rest of the world by reason of its failures. It 1s haraly politics,

: taxation questions in the
possible to take up any study of . s&d at
) . .« “Jesson being emphasiséd a
United States without this 5 instancg, the Cleveland

every turn. To take a single he \

Comfnission of 1895, referring to the adrgln_lstratlon of

the general property taX, stated as foll.ows — o
““Phe existing system I8 productive of the graves

injustice ; under its sanction, gbrlle\v'ousbwron%;}? ;;:) ¢

infli ’ se least able to bear them;

infioted upon B cover and excuse for the

) g ity

d all, they produce:1n the communi :
:ngviggzgx?ead ‘demoralisation; they induce per-
* jury; they invite concealment. The. p?gsegt

.
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system is a school of evasion and dishonesty'.
The attempt to enforce these laws is utterly
idle.”’*

The reasons for this gencral condemnation have beet
summarised by Professor Bastable in his ‘Public Finance'.
He says that the most important of them is lax administra-
tion, and remarks: ‘‘Officials elected for short terms
cannot be expected to scrutinise very closely the answers
of their constituents. Palpably inadequate returns are
accepted with little question, and the wealthiest get ©
best.”’t

I.n France and (yermany the tendency is to some ex-
tent in a contrary direction to that in America, where
The danger 1
France, which has a burcaucracy of the strictest kind
with an enormous force of fonctionnaires, i of the polt”
ticians hecoming dependent on the bureaucracy, so mu¢
so that a deputation of English Civil Servants who went t0
study the methods of the French bureaucracy reporte
that the varied powers exercised by them are g0 wide
that effective combination would enable them to dictate
the policy of the Government, or to place in power any
party favourable to themselves”’.} In England, these
tendencies are less in evidence. .
no other point on which Sir Josiah Stamp lays so great an
amphasis. ‘“My experience shows,”” he says ‘‘that 800
administrative work cannot be done by a staff which i8
immediately dependent on the electorate and its represen”
tatives. It is of the first importance that the staff of &
fiscal department should be absolutely independent of loca
changes of feeling, affections and policy generally.
importance of this cannot be too greatly emphasised, and
though it may be difficult to realise in some areas
is a cardinal principle, I am more convinced of this thel
of anything in the realm of taxation and fiscal affairs.”

556. As regards the next tendency, namely, to entrush
the work to experts, it will be opportune to quote Profes-
sor Ramsay Muir: ‘It is obvious that the business ©
government has become inconceivably more com
elaborate and minute than it used to be—than it ever
been in the history of the world. It has become 80 V3%
and so multifarions that it can only be carried on by

¢ Report of the Bpecial Committee on Taxation of the Cleveland Chamber of
Commeres, 1895, g8 10, quoted in Beligman’s ** Zesays in Taxation”, pages 27-98. °

, ‘{%:tablo, Jio B‘manoe, page 47¢,

Booiety of Civil Servants, 1930-21, pege 184,

Nevertheless, there 18-

that 1b:

Plex, ‘

pment of the Oivil Bervice--Leotures delivered before the -
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ehormous and carefully graded hierarchy of officials, each
expert in hig own field—that is to say, by a bureaucracy.’>*

While every branch of administration has tended to
become more and more a matter for experts, there 18 nO
branch of it in which the necessity for expers knowledge
has been greater in the last few years than that connected
with taxation, a branch which touches every man’s pocket
t0 an extent undreamt of a few years ago, and in which
a comparatively small mistake may have the most far-
reaching effects, whether from the point of view of the
Government revenue or from that of justice to the tax-
payer and his consequent contentment or discontent. One
general effect of this tendency may be seen in the intimate
association throughout the world of economists and taxa-
tion officials, and in the manner in which each class seeks
help from the other in the solution of what has become the
leading problem both of sconomics and of finance. To
take special cases, 1t is obvious that, under a heavy
property tax, the function of a land valuer is one requiring
special knowledge of a very high degree. The income-tax
offioer of to-day must not only be an expert accountant,
but must have an intimate knowledge of the course of
business and of any matter likely to be affected by the
operation of the taxes he is required to enforce. Customs
tariffs again have becomie 2 matter of world trade and
world politics. Even th ordinary business of a gauger
requires no small knowledge of “chemistry and mathe-
matics. And similarly in other departments.

557. The need for employing men who will first
undergo a special training and then give their lives to the
work leads necessarily to centralised depgrtments, while
other tendencies work in the same direction. To quote
an American authority again, “‘Conditions of administra-
tion are about as important as the rate of taxation 1n

determining the success OF failure of property and
income-taxes. Under a purely local system of adnfinistra-
il be a generally sats-

tion there never was and never wi

factory assessment of e either income or property, for
reasons perfectly familiar to us all. Central control of
the process of assessment 18 necessary for the successful

operation of either a property or an incomc?:tax, and

hardly more so for the one than for the other.”’t
In short, it is not possible, under a strictly decentra-
lised system, to secure either the necessary expert knowl-
dom from outside influence.

edge or the necessar freedom
Even in Fngland, where anything that bas the least
' 1

e
¢ ir: 4 Bureancrats, page 11. B
+ i‘r’;::]? %dyu }51;3522'3 .a %ullook quoted in his ¢! Selected Readings in Puablie

Finanoe ”, page 482.
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ﬂa_vou{' of bureaucracy is anathema, there is far moré
;1)‘{")’ inthe system than appears to the uninitiated. Thus
r. Gilbert Slater writes: “The whole question of the

machincery for the collection of different taxes should be .

regarded as quite distinet from the question of assign-
ment of the proceeds and as needing separate considera-
tion. It comes info the relation between the Imperia
and Provineial Governments and also that between Pro-
\:mcml Governments and  local  governing authorities.
Somewhat analogous problems occur in Iingland. For
instance, in London the rates are colleeted by the Boroug
Councils; but having been so collected, part of the prO:'
ceeds go to the Tmperial Government (Home Office, for
Metropolitan Police), part to the London County Council,
part to the Boards of Guardians, all of which ‘levy preés
cepts’ on the Borough Council. The Boards of Guardians
again, ont of their share, have to pay their contributions,
to the Mgtmpglitun Asylums Board and the Comron Poor
F‘und.. , Then In fixing assessments for rates, the Boroug?
Council’s decisions ave subject to appeal from the gate-
payers on the one hand and from the Inland Revenue
department of the Imperial Government on the other.”

668. The fourth proposition is mainly a matter of
economy. It is obviously wasteful to have two men Oﬁ’e'
rating in the same arca collecting -different taxes W en
one man can do the work of both, and far better recruid-
ment and administration can be secured in a comparative
large cadre than in a small one. Thus in England there
is, t0 a great extent, assimilation of the grading ©
staffs that deal with customs and excise, while the sta
employed under the Commissioners of Inland Revenu®
assess and collect the great bulk of the remaining taxes;
such as the income-tax and super-tax; the land tax 8B
mineral rights duty; the estate and succession duties; and
the various taxes levied through stamp duties. Even 1
the pavishes, the same official undertakes collections o
behalf of a number of local bodies and sometimes alsot%ﬁ

hehalf of the Central Government. In countries on W¥
eatel

Continent, where hureaucracy flourishes to a &F logh-
ot~

extent, these combinajions are carried out in a more

cal way.
separate State and Federal staffs have been employed "¢
gollect similar taxes, for instance, the State and F deral-
income-taxes, movements are in force for unifying

establishments and making the collection on the same
register.

In Australia, America and elsewhere, W deto'{
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559. In considering the development of the Indian
system of tax administration, it is necessary to consider,
in the first place, the elements out of which it has been
evolved. It is perhaps not inappropriate to mention that
it had its origin in days when many of the more import-
ant_modern taxes were unknown in their present form
in Europe. It began with a Central Government far
removed from the Local Governments, which were its
agents. Under these was a very small force of district
officers, and under these again, the village community.
The treasury was depleted, communications were bad,
there was no system of banking and the tradition of the
country was to entrust every sort of tax to farmers of
the revenue. Accordingly, farming was the most promi-
nent, of the feafures of tax collection of the early days.
The permanent settlement is, in essence, really a system of
farming of taxes. The excige revenues were farmed in
some parts till quite recent years, and toll-gates are farmed
at the present day. Meanwhile, the difficulties of com-
mupjpations and the absence of banking facilities gave
special prominence to the treasury side of the work of
taxation ; and the Collector became the local head of the
administration in al] its branches. The settlement of the
land revenue strengthened him in this position, while
furnishing him with a staff of subordinates; and as late as
1893 his multifarious duties were thus described by Sir
W. W. Hunter in what was for many years a text-book for
administrators :— A

<‘Aq the name of Collector-Magistrate implies, his

main functions are twofold. He is a fiscal
officer, charged with the collection of the
revenue from the land and other sources; he
also is a revenue and criminal judge, both of
first instance and in appeal.
no means exhausts his multifarious dutios. He
does in his smaller local sphere all that the
Home Secretary superintends in England, and
a great deal more; for he is the representative
of a paternal and not of a constitutional _Gqurn-
Police, jails, education, municipalities,

roads, sanitation; dispensaries, the local taxa-
tion, and the Imperial revenues of his district,
are to him matters of daily concern. He is
expected to make himself acquainted with every
hase of the social life of the natives, and with

each natural ‘aspect of,the country. He should
be a lawyer, an accountant, a surveyor, and &

ment.

a
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ready writer of State papers. He ought also
ta possess no mean knowledge of agriculture,

political economy, and engineering.”’

560. The developments from this position

course varied in the diffcrent provinces.

speaking, they may be divided into four chief pha

(1) Increase of specialisation by creation of
departments in the provinces.

(2) Further specialisation and transfer

ments to the direct control of the Imper

(tovernment.

have of
But roughly

ses—
new -

of depart-

ial.

(3) Severance of the connection of the district €8*

tablishments with local self-government
(4) Further changes due to the Reforms.

561. As has been said, the develppments Varie,é ’

largely between the different provinces. While in
-specialisation in particular respects was effected
ago, in others it has still not been wholly carrie

In what follows, an attempt is made simply to tracé b
i be
he Salt -

detached from the Collector’s direct control was the

more general tendencies. The first department

department, which was in some provinces put under
rate officers in the eighties of the last century. In
provinces, excise was partly or wholly separated
after, and in one case, its staff was amalgamate
that dealing with salt. The separation of th
followed on the reintroduction of the general

4 with
e CustOII}S :
tariff 1B

sorh?

‘years :

d out.

sepa-
gome
soon

1894; and the cotton excise duties were, in some pro-

vinces, made over to the Customs Officers.
the increasing complexity of the land revenue sy
involved changes in that case. The assessmen
land revenue had always been conducted by
Settlement Officers; but the maintenance of the
and settlement records had beem a duty of the
officer. This was transferred in great measure b

Meanw
stem b

¢ of the ’
geparate
 survey
district
o 8eps” ..

hile,

rate officers known as Directors of Land Recor 8.

Registration also was, in some cases partly
wholly, removed from the Collector’s control.
the end of this stage, he had been relieve
large measure, except in the case of the ne
his functions as an assessing officer,
in all cases, those of collecting officer,
in the great majority the enforcement of co
cesses owing to the continuous tendency to ma
arrears due to Government recoverable as arrears 0
revenue. " '

* Bir W. W, Huater : The Indian Hmpire, pages 613-514.
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662. The process of relief of Provineial by lmperial
departments 1s of more recent date, and has so far been
entered upon in the case only of three. In the first
place, the need of an increase i specialised knowledge in
Customs led, in 1906, to the creation of an lmperial
department {o take over the Cusiols.ab the clief ports.
1t was the intention ab the timé this order was 1ssued
gradually to extend the arrangement to all customs ports;
but this intention has not yet been carried mto effect, zxnfl
in vespect of many of them the Local Governments conti-
nue to act as agents for the Imperial Government. In
the case of the income-tax, the large increases in the
rates introducéd during the War had already made it
evident that something more expert was ;‘equu‘ed than
thé method of ‘felicitous conjectu;‘e' which had pre-

vailed when the Collector was responsible for the assess-

ment bf practically all the taxes. Since the Reforms, the
matter has been thoroughly taken 1n hand and an expert
department almost completely organised on spale§ of pay
more or less parallel to those of the Imperial Customs.
In the case of the Salt department, the position has been
anomalons. The Government of India have been in
direct control over the gources -in Northern India, the
Provineial Governments over those in Bombay, Madras
and Burma. The results, especially as evidenced by the
differences in policy adopted in Madras and Bombay,
have not been satisfactory. Legislation has now been
passed under which the whole department will be brought
under central control. But it is not yet known on what
basis it-will be organised when this has been effected.

563. The third phase in the development, which over-
laps the other two, is that relating to the case of local self-
government. The Collector, 1 _almost all cases, Wwas
originally the chairman of the district local boardhap
in many cases he or one of the district officers was ¢ air-
man of the local municipality. In addition, numerous
officials were included as mgmbers of these bodies, a{de
as a consequence, the Services of the subordlfate Gﬁ‘i-
cials were to a great measure utilised, genera_ly un'%l -
cially, in helping them to carry out their pohog{. ) 1§
dissaciation of the local official from local bo f1es 1ah
already commenced with the multiplication 8 suc
bodies away from the headquarters when the ecentra-
lization Commission of 1909-10 recommended a great

61
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government.
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speeding up of the process. By the time the Reforms
were introduced, there were many bodies in which the
official element had been largely reduced, if not entirely
abolished, and the introduction of them was followed 1
some provinces by the completion of this process. One
w_sult has been that the bodies have lost, in a majority
of cases, a very substantial amount of help which they
received unofficially from the officials connected with
them and from iheir subordinates. Non-offisial chair-
men, sometimes quite incxperienced, have been face
w_lth the task of assessing and collecling taxes with the
aid of stalls which were not really equal to the work when
deprived of the official support to which they bhad been
accustomed. In many cases a breakdown of the tax
administration has been the result. This change, whic
~involved a practical, if not a nominal, withdrawal of offi-
clal contrql and assistance, has- found supporters from
two opposite points of view. On the one hand, it 18
urged that it 1s the right and title of a self-governing
body to be master in its own house and to have the
complete control of its servants in its own hands; OB
the other, that when a local body imposes taxes,
1t should be made Lo collect them in order that the peoplé
may realise that it is responsible for them, and furthef
that, if it is to be really self-governing, it must learn
oue.o.f thg:. first lessons of self-govefnment, that 18,
administration. In the view of the Committee, these tWO

contentions are both cqually erroncous and ignore 1€

fpndameptal difference between policy and administra
tion. IF i3 the function of the clective bodies to lay dowD
thp policy and to deteemine the rates of taxes. It 18 cer”
tainly desirable that steps should he taken to make !
“known 0 the tax-payers, where it is not so known, that
the rates they are paying are fixed by the body
responsible ; but when that has been done, the assessmen

and the collection of rates are a matter for the executive”

and for the exccutive alone. To quote another Amery

. lean authority: “‘The greatest need of the tax gystems .
¢ .retention OF -

their offizes’ upon the favour of the people whom they -

wa8 a set of officers not dependent for th

assess.”’®  In France, in the socialist municipality &%

Marseilles, the collection of the taxes is directed and the .
subordinate staff appointed hy an officer who holds bi®

warrant of appointment from Paris. .
=

* artiole by Thomas B, Adams e
Publio Finance ,,’ym:'i‘;]u.s Adams quoted in Bullock’s ¢ Eelected Reading
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664. The changes due to the Reforms have in a great
measure been touched upon already. They are responsi-
ble in part for the taking of the income-tax and salt
establishments under direct Imperial control. ~Other sets
of taxing establishments which come under the same
conttol are those collecting port dues under the Indian

- Ports Act and harbour dues at the major ports. Another
result has been the creation of  separate
Excise staffs where these had been amalgamated with
those dealing with salt. Another effect that may be
mentioned is the considerable agitation which has arisen
in favour of separating all establishments which are con-
trolled by Ministers from the rest, in pursuance of the
idea that the authority of a Minister involves control
of individuals under the departments which he adminis-
ters. It is not the function of the Committee to enter
into cqnsiderations which are appropriate rather to a
Public Services Commission; but 1t may not be out of
place to repeat a quotation from Sir George qunqwall
Lewis which appears in Bagebot’s English Constitution :
“It is not the business of a Cabinet Minister to work
his department. His business 18 to see that 1t
is properly worked.”” To quote Pr
again: ‘It appears, then, that a great change has passed
over the government of England during the last century,
and especially during the last forty years . Coe
The change is commonly described as a change from
aristocracy to democracy, but that is only half the truth.
It would be more accurately described as a change from

government by amateurs of a ruling caste to govern-
and the ultimate

ment by experts under the criticism '
control of popular representatives. Provided that.the
heir work, and prov1ded

experts are well selected for t k, a /
are efficiently exercised,

that the criticism and control
this is probably the best form of government that*could

be devised.’’*

565. Tt will be convenient to close this review of Phe
developments by stating briefly what are the taxation
staffs employed under the Imperial, Provmcla.l and lochl
governing bodies, respectively, and- ‘what ° taxes are

administered by each. .

566. The chief Imperial taxes are customs, income-
tax, salt, and the excise duties on cotton goods and petro-
leum, The customs at the chief ports are administered by

e

Peoers and Bur:i_\.z;e';ats, pages 27-28.

——

¢ Ramesy Muir :
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the Imperial Customs department, those in the outport®
and on the land fronticrs in Madras by the Customs depart-
ment, in Bombay by the Salt department, in Bengal an
Burma in some cases by officers of the Royal Indian M

arine-
and in others by oflicers of the L.ocal Government, and 1n

Bihar and Orissa, by officers of the Local (fovernment.

In the case of the income-tax, a scheme for the imperiai-

sation uf the department has been worked out and almost
completely put into force. In some provinees, the o8
department is directly under the Government of India.
The arrangements in the other provinces are pFOVinc]al’ '
but will shortly be imperialised.
till its suspension was collected in Bombay by the Collec-
tor of Bombay, and clsewhere generally by Custom?
officers. The duty on petroleum is collected in Rangoon
by Customs officers, in the Punjab by officers of the Loc#
Government.  All the taxcs are under the contral of the
Central Board of Revenue. ‘

567. "I‘he chief Provincial taxes are the land revenuts
the restrictive exeises, the taxes on transactions, including
taxqs on entertainments and betting, and the fees,
gludmg court-fees and fees for registration. Tand revenue
is assessed by settlement officers and collected by the
Collectors.  In the case of excises on intoxicants, there 18
in most places an expert staff to deal with distilleries 81
a separate preventive staff, while the disposal of licensed
and collection of the revenue is in the Collector’s hancf-
Taxes on transactions are entirely in the
har}(ls, and court-fees are collected partly by
mainly by the courts. In the case of registra
there is a scparate department.in some cases,
others it is amalgamated with the land records.

him, bu
tion fees,
while 11

568. The chief of the local taxes are octroi and termim’l
taxes, the tax on markets, the house and property tax,
pertys

Tolls, markets and slanghter

The octroi 18 collecte
is generally

tolls and license fees.
houses are commonly farmed.
by municipal staffs, among whom corruption
acknowledged to he common. The house and property tax
is assessed, sometimes by Government officers lent for

purpose, in a few cases by expert assessors, and in others
by assessment committees appointed by the local bodies-
The profession tax, where it exists, and the tax on CI""
cumstances and property are assessed generally »vbY-

-

The cotton excise duty _

m-l

Collector'ﬂ
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various classes of municipal subordinates, with an appeal
to a committee of the local body. In some cases these
taxes also are assessed by local committees. Illustra-
tions of the unsatisfactory manner in which these taxes
are administered have been given in the chapter on Local
Taxation. License fees are assessed by municipal subor-
dinates. With the exception of the cesses, which are
assessed and collected by the revenue establishment, there
has been in many cases a deplorable falling off both
in the collection and assessment of local taxes, and nume-
rous instances have been given of failure to pay even by
the memhers of the local bodies themselves.

569. It has been seen that the chief lessons to be learnt

- from other countries in respect of tax administration are

disséeiation from politics and the employment of experts,

and that these involve centralisation and combination of
establishments with cognate duties. A review of the
developments in India has shown that the Collector, who
was formerly responsible for a number of the taxes, has
now been relieved in a great measure of his assessment
functions, while, owing to the absence of banking facili-
ties, he continues responsible for the collection and
remittance of the revenue. Meanwhile, the incre@se .of
specialisation and separation of Imperial from Provincial
functions has led to a multiplication of departments,
while in the case of local bodies, there has been a trans-
fer of power to elected repr
of administration which is no
they are not equipped fully to per
upon them.

¢ rightly theirs and which
form has been thrown

570. Tt remains to suggest a scheme that will apply the
lessons that have been learnt to remedying the defects
that exist and will be appropriate to the scheme of divi-
sion of taxes which has been suggested. In tht case
of the Imperial departments, the organisation of the
Imperial Customs staff is satisfactory, as 1§ that of t'he
Income-tax staff so far as it has gone. The difficulties
that are likely to arise In these two cases are those natural
to the expanding of such departments over 2 conti-
nent. It will not be possible always to retain officers in
the provinces with which they are .acquamted, and an offi-
cer going to a province of which he does not know
either the language or the customs 18 likely to get into
difficulties . with regard to caste and other questions,

The general
results.

osentatives, and a function '

Proposa's—
Imperial
departments.
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There are also considerable difficulties connected with the

isolated ofticers in outlying places, especially where 1b.

is impossible to dispense with an officer, though the return
in revenue is hardly equal to the cost in salaries ar
travelling allowance both of the officer himself and
of those who inspeot him. In both these respects,
it scems to be desirable that the Imperial department
should retain a measure of touch with the local district
officers, who will often be in a position to render them
assistance. '

i 'tIn the case of the Salt depurtment, the first problem
14t presents itself is to decide upon a umform policy:

R T

gete;'twhmh it will be necessary to amalgamate the

partments and to induce a number of men who have
a single

been brought up in different traditions to adopt
one. The solution that suggests itself 1s a certain
;ﬁeztxsurg* of Interchange of officers. Another. difficulty
at arises mn this case is due to the fact that the salt
n}llanufacturmg scason is generally a limited one, an
t rloughout the monsoon period there is no work for
?tseailf‘g? part of the staff. The possibility that suggests
el i]ns a tpartlal amalgamation with the customs stalls
Lo beenou ports and generally in preventive WOT%:
s e pointed out that smuggling is very 1argely on
the crease, especially on the land frontiers, apd’ 1
18 ffs well be of considerable benefit, during the ofi-5¢#"
s;m or salt, to be able to call upon that department to
?} r.engthen the staff in particular places or to supply 2
ying squad to deal with special cases.

" dIn view of the suspension of the Cotton Duties Act
it does not appear to be desirable to make any changes n

respect of the staff connected with that duty, an the
he Pun]abf

staff’ connected with the duty on petroleum in t
18 & matter of minor importance.

571. While in the case of the Imperial departments
what has been reviewed is @ condition of growth, i !
case of the provincial staffs there is found to be a process
of disintegration. The Collector has been relieved O
great partt of his powers. The Excise departments
where they have been separated from the Salt, have bee

weakened by the severance, and the administration 0%

local taxes has to a large extent broken down, in a gred
measure s a result of the severance of the district officer®

. departments, he s .
" the officers operating ! ould }
“touch with him; he should help them with his local

* came to his knowledge
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from the local bodies. The remedy in all these cases,
as well as in the matter of the 1solation of Imperial
departments, seems to be to restore the authority

of the OCollector, but ir a capacity quite different.

from that in which he exercised it in the old days. This
is a’ propdsition that may be viewed with apprehension
In some quarters under the impression that what is pro-
posed is to convert the Collector again into a dictator of
policy. That is in present conditions no more possible
than it is desirable. The direction of policy has passed
into other hands; but there is need now more than ever
before for a competent head of the executive to see that
the policy laid down is carried into effect. There would
be nothing alien in such action to the principles of demo-
cracy. On the contrary it is in accordance with the
principles in force in the most advanced democracies of

the wosld. To quote Professor Ramsay Muir a&ain,"‘It
is no exdggeration to say that, so far as concerns the
carrying on of daily administration and the enforcement
of existing laws, which s nine-tenths of the
business of government, this country is governed by a
pure bureaucracy,

which is tempered only by the fact
that each group o i

¢ bureaucrats has to convince a dis-
tracted and ill-informed politician, seldom interested I
any subject that is not a matter of party warfare; and
has also to satisfy the lively but quite haphazard and
spasmodic curiosity of the House of Commons.”’* Even
a closer parallel is found in the case of France, where
the Prefet, who is independent of the Government for the
time being, is the local hea

d of the administration. Some
members of the Committee, however, wo

uld not advocate
action on these lines until the relief of the Collector of
his magisterial functions has

been completed.

572. To come now to the taxation functions which it
is expected that, under the revised constitution, such an
officer should perform. In the case of the Imperial
hould be a liaison officer, that is to say,
n his jurisdiction should keep in

and should advise them on matters re-
al knowledge; at the same time he should keep
d of matters relating t0 their departments that

influence ;
quiring loc
them advise

¢ Rameay Mn;! ; Peors and Bureaucrats, page 14.

The proper
funotions
of the
Collector
under the
now régime.

through representations of the
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taxution.

| Z@g g Se lijoth‘as a record of rights and as a record of transa
. bor s prominent in more than one province, an
.; ipnosx(;riltsh“;ll;(élwoum' .l.)e able to give most assistance i deal-
| ng with 1lqucstlons are the Collectors of the districts

e in charge of the land revenue. The Committe®

- size that the Collector should be the controlling autho
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v1llz}mgcrs or otherwise; and should securc their help in
:ucx matters as, fgr instance, the assessment of loca
axes on income with reference to income-tax records.

' In the case of the Provincial departments, it is de-
swable that he should be restored, so far as specialis&tion
admits, to the old position of district local head, whic
he occupied before.  Specialisation and the increase of his
_other functions have resulled in his being relieved of i
in some provinces in the case, for instance, of excise.
The problem that has to be solved in this case is not 0né
of revenuc alone, but has other aspects relating to nationa
well-being with which it is essential that the Tiead of the
district. should keep in touch. Mecanwhile in the cases
Frhere lthe department has been weakened by severance
o elstneny W Iterest v o,
ge. e case of registration,

possibility of making eoictors rolating
M king one set, of registers relating to 131(1} .
the

ilr?vvi ﬁi%rred elsewhere to the loss of revenue on stamp®,
and he %hcaslel tl} N COHCCt.Or is the adjudicating office?
an ofﬁ/cér ou (1, if an audit of veceipts is instituted, be
ot b Hlld ocal control of that. Tt is also desirable
Tl t §10u be in touch with the offices mainly respo™”
Sl‘)i or the assessment of stamp duties. Again, if the
tP}ié') %’t'el d.lllgles are extended, it has been prSpOSed that
functi (‘)LnlSlf ars should be probate registrars, and the |
onegor of controlling them would lic upon the Collector-

short, while the Committee have no specific amalga”

mation ODOS
s to propose, they would recommend and €mP 'ét}}’
ri

in his distriet 1 att el i
trict m all matters of provineial taxation.

_ 57(5. Similar remarks apply to the case of local tax&
tion. The Committee would emphasise their view that it 3
not the appropriate function of members of popt arly
elected bodies themseclves to carry out the executive
functions of collectors of taxes, or even to control thei!
administration by the ‘salaried staff. They do not suggest
any radical and immediate alteration of the present state -
of affairs. What they would do is to build up oB &9,
present foundations, and to this end they have alreadY;
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n}ade several recommendations. The cases of municipali-
ties and district boards are not quite parallel. In the
former it seems to them desirable that, wherever the local
body can afford i, it should have an executive officer
who should have independent control of the tax-collecting
staff in the same way as the Commissioners of the large
corporations have. Tt would make for better and more
ponswtent administration if these officers were selecled,
in the majority of cases, from the ranks of Government
departments and lent for the purpose. In order to pre-
serve the prerogative of the local hodies in respect of the
appointments, there might e adopted the plan of sub-
mission of a roster of names from which the Government
would make a selection. A similar plan might well be
applied in the larger towns to the appointment of the
subordinate officers responsible for the collection of the
house fax and profession taxes. In addition, in the case
of the house tax, it would be useful to arrange for the
periodical revision of the assessments by the loan of
suitable officers who would, in course of time, become
expert in this work. In the case of the profession tax,
the assistance of the Income-tax department might be
secured in fixing the sums due By the persons who are
liable to income-tax, and the collection of these amounts,
together with assessment and collection of the amounts
due from other assessees, should be carried out by the
municipal staff above referred to. In the case of local
boards it is much more difficult, owing to” the areas over
which they operate, to make any similar prévision for
a self-confained staff, and it would be more appropriate
for the Revenue department to undertake the work
through its ordmnary staff, which might be increased, if
necessary, on receipt of a small commission for doing so.
In the matter of appeals against the assessment of all
local taxes, it is desirable that arrangements should be
made for hearing by an official, preferably the Collector
or an experienced officer designated by him or by a court,
following the practice already adopted in some of the

largest towns.
574 To sum up: the pivot of the tax administration

. in the case of the Imperial taxes should be the Central
Board of Revenue, directing separate but co-ordinated

| staffs to deal with the income-tax, customs and salt. In the

i case of Provincial taxes, there is no ‘similar central head,
\but the Collector should be the district head of the staffs

SBummary-
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responsible for land revenue, excise, registration, taxes
on transactions and fees. The pivot of the administration
in the case of local bodies should be the executive officer
who might be a lent officer of the district staff, and who
shpuld be in touch, in the administration of the taxes
with certain Provincial and Imperial officers. '

Finally, the Collector should act as a liaison officer
between the Imperial and Provincial and between the
Provincial and Local departments, and he or one of his
assistants should also be the appellate authority n &
cases of appeals against assessments to local taxes, except
where provision is made for appeal to a court.

C. G. TODHUNTER,

President.

B. C. MAHTAB.
PERCY THOMPSON.

R. P. PARANJPYE.

L. K. HYDER.
JOGENDRA SINGH.

B. RAMA RATU,
Secretary.

the repoxt.
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Memorandum by Sir Bijay Chand Mahtab, G.C.LE.,
K.C.8.1., 1.O.M., Maharajadhiraja Bahadur of
Burdwan, and Dr. L. K. Hyder, M.L.A.

While accepting full responsibility for the recom-
mendations in the report, to which we have appended our

signatures, we deem it our duty to define in this expla-

natory note our attitude in regard to the results of

our enquiry. This matter has been all along uppermost
in our minds, but we could not have appropriately re-
ferred to it in the hody of the report. It can be stated

in a few words.

Taxation provides the means for the attainment,

through the agency of their Government, of any ends
which the people of a country may choose to place before
themselves., These ends will depend upon the outlook
of a people, their aspirations for a higher and better hfe,
the growth and quickening of the public conscience and,
last but Yot least, upon the measure of political liberty
enjoyed by them. Whatever the stage of cultural and
political development of a people may be, it is for them
and their representatives in the Legislature to promounce
upon the goodness or badness of those ends, and, again,
it is for the people and their representatives to determine
in each and every case, whether, granting the desirability
of a given end or ends, the revenue which has to be made
available, is in their opinion sufficient in amount. Thus
both the direction of expenditure and the adequacy of
the amount have to be determined by the people’s repre-

sentatives.

To remove all manner of misunderstanding, we desire
to make it perfectly clear that given certain ends, our
he revenue for the

task has merely been to inquire how t (
attainment of those ends may be raised with the least

amount of hardship and the least waste; to indicate, in
other words, the suitability of the possible sources of
revenue rather than to consider either the desirability of
those ends or the determination of the amount of revenue

necessary for their realisation.
4s for the people themselves and

These are questio ) .
to consider and to .determine—

their representatives _ :
not for us, as members of a Committee, which must con-

cern itself with the technical aspects of these questions.
That being clearly anderstood, we have agreed to sign

. B. 0. MAHTAB.
. L. K. HYDER,

58

.
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Memorandum by Dr. R. P. Paranjpye.

1'GC(:)Lrill;Ie)eIx];(}l’u(Ei(())lIl::LguFSI fully accept f’esponsibility for the
- made in the report of the Comuauttee
Slfl?lf"?t to rescrvations which are embodied in the text on
féli(izln 'F(?l‘tm‘d questions, but I feel it incumbent upon me
rvon iwxltlhq ; ttl\?;t .I can only contemplate full effect being
S onditions ‘)‘f‘f“ﬂlC\{Ity to these recommendations under
e th(; 0 1{!1.[)011“0211. responsibility, and second, that,
O he me C()?(ltl()ns. which T desire to sce attained, it
doml)l/y fui')ttilgrpl'.acucum-e but desirable to advance consi-
adumbrated i ].11l cevtain (directions  than the stages
dovolon thes m the Committee’s report. I propose to
" 11 wse two points briefly in the following note.

taxati O(Iloisnlit(lsglla}.&ctll%p Orrfmlor}. so often expressed, that
a potent means of Lo axation in the first place affords
ties in the distril at least partially remedying inequall-
case of the | .)utlon of wealth. Secondly, even in the
_earnings is qIZOOLe.st classes an appreciable part of their
ful waby% an[(len: in wasteful, unnecessary or even harm-
should :;l’)qtmctl is desirable, if possible, that the State
o et part of the amount so spent and €A

among other ‘ma)fne‘ it of these very people. For these
expm:ditnre m-i ‘(l))n'b’ taxation in conjunction with proper
an evil. ay he positively beneficial instead of being

of I‘Ietfx.iiélonﬁc‘essm.y limitation of the Committee’s term™s
vaxation T l}glt they should deal only with questions O
the ("XP(’-nditu- m\ée ulso referred to them the question ©
their rani n“" of the sums collected would have involveC
Tmperial bllr)l? over the whole administration of India,
corollary imvmc‘:dl and Local, but it is a necessaty
mitte ( yil ]r" my view, that the conclusions of the Com-
tee will e of use only after a decision has been reach®

0 1 :
Bﬁ_{)th@; and independent considerations as to the advisa”
ity of incurring a certain amount and kind of eXper” .~

diture. It would be an improper use of the work 0
Committee to impose any particular new tax or
an_cxisting one, simply because the result of the €m”
quiries shows that it is practicable to do so, without con’
sidering the persons by whom, the manner in which ap

the purposes for which the money is to be spent.

In considering this latter point I desire to emp

that a Government amena

social or religious cus

to enhanc®

the f i ]
e fact that, in my opinion, Governments generauy’ ant
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irresponsible and partially responsible Governments in
particular, are apt to pay less regard to.economy when
their coffers yre full, and that there should be no addi-
tion to the revenues of the country for purposes of expen-
diture on new objects unless those objects have first been
approved by the representatives of the people. On the
other hand, where a Government that is fully responsible
exists, there are many schemes suggested by new ideas
of the duties of Governments for which -funds may legi-
timately be provided. Among these 1 would include the
utilisation of the national resources of the country by
irrigation or hydro-electric schemes, the provision of
adequate educational facilities for all, the maintenance of
proper communications, the enforcement of proper mea-
sures for the benefit of public health and medical relief,
the institution of old-age pensions, relief and housing of
the poer and unemployment benefits, the promotion of
scientific research, the encouragement and patronage of
art. All these are coming to be considered even in India
as included among the duties of Government. Nor do 1
anticipate that the promotion of industries will always
necessarily proceed on the present capitalistic basis. It
may well be conceived that the State may take a larger
direct part in their promotion after taking a larger toll
from the richer classes. '

It follows from what 1 have stated above that, under
such a system of government and for such purposes as
I contemplate, I anticipate far more radical changes 1
the future than it has been possible under the terms of

For instance,

reference for my colleagues t0 forecast. _
1 do not consider it possible to delay indefinitely the consi-

deration of the vested interests created by the permanent
settlement of Bengal and the consequent exemption of
considerable incomes from taxation. Again I antfcipate
ble to the people’s wishes would
ke measures that impinge upon the
toms of the people which are impos-
t (overnment. Examples of such
measures are the compulsory registration of marriages
and the increased taxation of the transaction of adoption.
T would even contemplate 2 radical alteration of the law
of inheritance rendering it possible, not only to impose

' ionisation of land, but also to

a check on the minute fracti )
levy something in the- nature of a succession duty.

be ready to underta

sible to the presen
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A : ‘
inp ?}fé g:ﬁe:hag’lprf)v’lded satisfactory conditions obtain
it seems to mo t}‘:.dlilvs political and financial autonomy,
recommende d? “t_ ’“lie probate dutics that have been

ed by the Committee are capable of a much

wider sco : - :
pe than has been recommended. It 1s obvious’

of '8 : :

le\'lecloilrl:bf(:)r(t;lédit t{}l‘?y cannot be pitched at once at the
AN tonb estern countries, and that small begin-
by g 40 c} made, and from this point of view
o I‘ezordmo the proposals of my colleagues, but
will BaveTCl ?’ Jopxlmon that in a few years these pl”OpOS%lls
that (Lo 4 e extended much further, and I consider

n be done without any real difliculty.

The last respect i i

- onldtblteubrl())emul;l‘ which I desire an advance to .be
tho impositionp Ofp(z‘ba s of my colleagues has to do .wit
through probate du‘z-x ation, through the income-tax ai
thwough probate coxes, on incomes earned in India an
India by persons r,u»gtry Or on incomes earnéd outside
a normal position esident in India. When India attains

vis-G-vis other countries in respect O

its politi . :
political and financial autonomy and of economic €O~ .

ditions, I
oo mattg;:ya belprgpared to accept such practices m
and the COloni: © ’[tam between the British Governmen
that India sh lcsl, ut under present conditions I thin
on T T d(i)f¥ 1tlake a line of its own. For this T€8
ing that all incii; ~fmm my colleagues in recommery?
houid b Tiapomes made abroad by residents If Ind
o o e liab fo ndian income-tax and that the whole
this country sh 01 persons resident in India who die 18
this count eyc Omou d (ll)e liable to the probate duty. Lastly>
e ]iablen:enl that leave salaries earned in Indid
ot g liable 1(? ndian income-tax subject to the usyd”
D aons | inuillef from double taxation. If it is com
this tax is one f l}e case of officials, the exemption frot?
Lo on t(l) the conditions of their employment, the?
- questionh hlat the proper course is to pay the officer®
o gu}vy} atever cmoluments are considered nece¥.
> p;efere;nd)bet to the same burdens as any other citizeDs
i o rom?g o giving a part of the emoluments in ¥
giape o m \su)'n.()f taxation. The contention, howevers
before the iz opinion correct as the salaries were xe
of India ir }f.ome-tax and the ovders of the Governmer
a in this matter came long afterwards. "

R. P. PARANJPYE.
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Memorandum by the Hon’ble Sardar Jogendra Singh.

T much regret that, owing to the elections for the
Council of State, I was prevented from taking part in
the discussions during the final stages Jeading up to the
report. I may mention that I agree with my colleagues
in the main as to their recommendations, aiming at 2
better distribution of the tax burden and bringing 1t
within. the modern canons of taxation. I am constrained
to write a supplementary note indicating the conditions
which, in my opinion, must precede any shifting of the
burden. I strongly hold that our recommendations re-
garding taxation must be taken or left as a whole. Ido
not approve of the grafting of a new and democratic
system of taxation on to the old system without modi-
fying it.

I regard taxation as a vital matter, and I feel that
ibuted does not promote the

taxation when viciously distr
whenever we come to con-

common weal. [ hold that
sider any principle of taxation In terms of actuality, *‘we

must take into consideration the community as it exists
in fact with its knowledge and its ignorance, Its beliefs,
its deeper and shallower ruts and grooves of daily
thought and action, its conscious past and its sub-
conscious present’”. 1 should like to say that I feel even
more strongly than my colleagues the inadequacy of the
time given for such an all-embracing enquiry; parti-
cularly, definite conclusions were rendered impossible by
the dropping of the enquiry into the economic conditions,
which I regard as an essential before any radical changes
of the system can be decided upon. The Committee had,
to rely in making its recommendations upon grounds of
theory and matters of common knowledge. In so far as
they are not based upon ascertained facts, these recom-
mendations can only be regarded as a starting point for
further enquiry.

Taxation 1s the measure of the wisdom of a State : it
registers with unfailing accuracy whether a State is
aware of its dharma, and secures the devotion and loyalty
of its people by rendering services, or by imposing un-
acceptable burdens, loses their loyalty and devotion.
““The king shall fix”, said Manu long centuries ago,
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TS . ,
S(;}En;;z“t‘hifl'\'nl:(‘l’;llltl}l in such a manner that both he him-
due reward. XL‘ q lol? who does the work receive their
even so mwst tisw 1;:_ ees take their food little by little,
annual taxes. As tl\)»ng draw from his realm moderate
Bim draw l;i.s' y ‘{ “lcf sun draws water in his rays, so let
from Manu timdf (VBI vom his kingdom.” I have cite

tho best Sourc(o’ (1)1; ,;.n'd,]'u indirect taxes were l-egard’ed‘as
direct taxes cunrbe Li“\”g revenue. 1 hold thqt.stlll mn-
enve.  Tn countries ery good source of raising rev:

ntries where scicntific invention combine

Wl“l Oruv; 1t > .
ganisation of capital has accelerated production,~

higher  standar .
pl?xl;/(.l ;:;ml(rllti ’(.ls of taxation have been brought into
handloom au'e( :Ei,llvrhﬁ('ﬁ the primitive plough and the
slowly change \;rith tlm s Lhe. ficld, old standards must
ing as a lilyE{un | Cult‘ pace of industrial progress. Speak-
of men in Indiq 1.(‘“3:{1 Y ]Wlth““t hesitation that millions
tax. Our need i oo (“al payments to the State as &
taxation and 1‘0alis:o thi fﬁml).h‘qh a standard of justice 1
subsistence level of lllh justice, 1o sce that incomes belod
that the tax bur all clagses are free from taxation ab
i Liq I)lill‘(lrll falls on clearly determined surplus.
685,222 V'i”;‘l,.t??’ aln ugl'lc‘lll‘tural country. There are
our populutio; i ;tn( l()nly‘ 2,313 towns. The hulk ©
the population i m.il’ while in England 79 per cent O
into two large CIZ urban. If we divide the population
that the url)t‘:m cl:( :S.’ .“w “F]{an and the rural, we
1mcome-tax, wiu’ ses are SE"’JCC_t to one direct tax, the
y 1 an exemption limit of Rs. 2,000. e

rural classes are sulyi
are subject to the land tax, which pel'mits‘

no exempti ,

burden oIr)lml(z)L?l 1(/'V en to the owner of half an acre.

that it Shouldtllb comparatively heavy, and it is desirable
e more evenly distributed '

The ; " ,
e two mportant direct taxes are the land tax and”

th(} inCO VLt

“‘i{l'icultulll'l;/l f;;xx I hold that land revenue is a tax OB

of I)l‘()perE ; i:cﬁmes and that the people enjoy full right8

taken to i}Ls ]1 (L-L'nf]’ and I feel that the matter should

income-tax. f(i%lcldl issuc and lund tax fused with the

between the va the burden is to be equally distributec
'nthe various elasses of our population, the lan

tax mus ;
that f u;itnfogl‘?l under the Income-tax Act. 1 recognisé
on will take time. In the meanwhile, a begit”

ning migl ,
g g it 1)0 IIIJ(]O ])y g['a(lllally Oxempting uneconomw'

holdi . : .
ces;érs]gsanféogtl 1}}1110 land tax and subjecting them to Jocal
, e same time fixing a fair proportion tha"-

land ta
X, water-rates and cesses combined should bear 0

- reduce it to the lev

be‘
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The other plan will be to

follow the lead of some of the Western countries and
treat the land tax as a cess for local purposes only, and
o] of incidence in some of the Western
countries. This would mean gradual reduction of the
land tax and subjecting incomes from land above a speci-
fied margin to ipcome-tax, graduated and progressive.
Provineial Governments may be asked to examine these
two proposals and to lay down clear rules for determining
the income of the agriculturists, and the method of cal-
culating costs of production and food allowance for the

family of the producer.

In considering the purden on land theve are two
important items which should be considered, the water-
ratess and the local cesses. As regards cesses, I feel the
hest possible arrangement will he to treat the land tax as
a cesss I am in agreement regarding the imposition of

the cess for local purposes 28 recommended by my
-rate, however, 1 hold

colleagues. Regarding the water '
tjal services the State

that irrigation is one of the essen
must perform at the Jeast possible cost, and the charge

for water should bear a definite ratio to the other costs
of production. I do not approve of periodical revision
of water-rate. This will be a new departure which will
not he accepted, while the State will be always recev-
ing increasing vevenue from land as a direct benefit fllom
irrigation.

T wish to make it clear that, 1 a new balanced system
of taxation, when the land taX has been brought within
the modern canons of taxation, it will be necessary t0
impose inheritance and other taxes, gradua@ed and pro-
gressive, to raise more revenue. 1 wish to declare most
emphatically that, without the necessary lighteming of t.he
burden on land, I am opposed 0 the mtroduction, of m-
heritance taxes or the general extension of probate

duties.

_ Regarding taxes on agricultural incomes, "the question
will not arise if my recommendation regarding the fusion
of the land tax into the income-tax Is accepted.

I hold then that, in considering new taxes, the princi-

ple of minimum aggregate sacrifice, combined with a
border line below which taxation

clear definition of 2 _
would be a bad pusiness, and graduating the tax as the
base increases. above the bordex line, is the best Wway of

incomes from ngriculture.
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’;zxnllg the ability of the people. It must be recognised that
thg anq tax is indefensible upon the meagre income 0
. poor people, upon which it imposes a far heavier bur-
en than is usually recognised. In Bengal only 2} acres
%{}) to a worker, while in England a worker has 21 acres.
1e pressure of population in New Zealand and the-
‘Unltgd States of America is 11 and 11.6 per square mile,
(Im(} in East Beng&l 1t 1s as high as 1,000 to a square mile.
t is this population and its meagre resources with which
V\;O alrleldealmg and the endeavour should be that there
;;(I)lu ( T;e equity for all classes and equality of the bur-
- don tionlet(x))rﬁlmple of taxation should apply without any
Jation. heari Ule. non-agricultural and agricultural popu-
moiate ing in mind that net income is the sole an
aeciate source of a tax, whether it is derived from
o om trade or from the manufacture of raWw

JOGENDRA SINGH.
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SUMMARY.’ OF THE COMMITTEE’S CONCLUSIONS.*

The

following is a summa¥y of the more important of the

conelisions arrived at by the Committee :—

THE sc

is rendered compul

OPE OF THE PROBLEM—

(1) The sources of the revenue of a State have been
classified by modern writers on the following lines :—(a)
SQtate domains and tributes, (b) Fines and penalties,
(¢) Business undertakings and monopolies, (d) Fees, (e)
Taxes (1 10).

(2) In order to determine which
within the scope of their enquiry,

adopted the following definition of
basis : ‘“Taxes are compulsory contributions made by

the members of a community to the governing body of
the same towards the common expenditure, without any
guarantee of a definite measured service in return’’

(Y 11).
~ (3) The Committe

items of revenue fall
the Committee have
taxation as a working

e do not consider revenues from

Qtate domains, from fisheries and mines or forests. The
land revenue has some of the characteristics of a rent as

well as of a tax, but they have been specificall instructed
to enquire into its incidence and they then‘re include

it (712 to 15).
(4) Fines and penalties are of two kinds :—

(i) those imposed in connection with regulation of

revenue, which the Committee treat as taxes;
wposes of

(i1) those imposed primarily for p
rostraint, which they do not (¥ 16).
(5) There 1s no agreement among economists as to
the classification of revenue from State undertakings.
In determining the element of taxation in the net profits
from railways, posts and §elegraph§ and opium, profits
on coinage, irrigation recelpts, and receipts from enter-
prises of local authori.ties, thq Con}mlttee have been

largely guided by practical considerations (1 17 to 23).
(6) As regards fees, where the utilisation of services
sory by legislation, there is an element

of taxation, but the element of payment for services still
prevails. When the fees exceed the value of the services,

there is true taxation (§ 24).
* This summary was prepared after the Committee had dispereid.

b4
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CAPITATION AND APYORTIONED TAXES—

2

the;?zrel ?ilgthcé. are open to the obvious objection that
they t re gressive in character; they ave far more com-
fmon | Britx'shgi:‘ner;}lly sugposgd in Hurope, America,
o : ish"Empire and in Rastern countries; bu

e ceased to be important sources of revenue in the
more advanced States (9 31).
Vive(?) 1Thg p}'mclpul tuxes of this nature that now suF”

n India are confined to Burma (1 36). o

(1) The thathameda of Upper Burma is theoreti-
cally not a poll tax, but in many parts

__operates as one (4 39).

(i) The capitation tax of Lower Burma, being &
poll tax at a flat rate, operates with less disr
crimination than the thathameda, an
niver Jost the stigma which attached t0 it
Z\fslznt ;; was imposed by the Burmese ingt
as on conquered races (1 40). |

ij(n?z)x %i\ﬁfa?l‘s ar;g Céf the option to lacal bgdies under the
e oy inte -Government Act of 1921 of convertitd
N 0 a circumstances and property tax 15 an
prophat :gay of providing for their extinetion. The
Sommitt commend that the process of conversion
() eT ;xpedlted (1 39 and 40).
kel o o Z Iz‘)lto)posed tax on sea passengers, which seem?
ey o tI})w ?i e as a tax on transport and to impPose
b etod )a%()};v (;f labour from province to provincé
(€ 41, s.a development in the wrong direohio®
(11) The endeavours mad -
. ‘ o t rrange
ments under which the villagers 'tgx l;;%illf;iz:lvt;efgr Wﬂtgc ‘

and ward have led to confusion and inequality (1 43). |

(12) The chowkidari and other taxes still levie m-
una

" ecertain provi .

ox;jecﬁof;{ff mc!es for this purpose are theoretically

conversic e% ;ut; are complained of in practice- Th
rsion of these also into sources of local taX

development (§ 46 and 47).

THE LAND REVENUE--
Part I—Revenue from agricultural land—

o O(&13) From a survey of the systems of land taxatios
o er countries it would appear that the tendencies 7
odern development are as follows :— ‘ '
(i) The flat xate of tax on annual or capital val¥

is kept comparatively low. '

t they

ation,

‘n

subjec e .
ject to proper control, is recommended as a desiras”
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(i) Incomes from and property in land are treated
for purposes of income-tax and death duties

’ on exactly the same footing as.other incomes

and property.

(i) Where an increasing share has been taken of
the return from land, it has generally been
taken for local purposes (¥ 51).

(14) The Indian systems are the result of a gradual
process of evolution from indigenous practices and they
Lave Leen moulded into their present shape by British
officers quite independently of one another to suit local
circumstances in different provinces (1 52).

(15) Except in Buitish Baluchistan, the land vevenue

has ceased to represent a portion of the gross produce.
iab and the Central Pro-

In the United Provinces, the Pun)

vinces the Government demand 1s theoretically based on
. economic rent, but actually takes many other factors

i&to consideration. In the case of Madras an

assessment i theoretically based on t
while in Bombay the rate of assessment is arrived at

empirically with reference to general economic considera-
tions, and in practice s based rather on the actual rents

aid than on any theoretical calculations of the net pro-

duce (177).

_ (16) The Committee are divided in opinion as to
whether or not the land revenue _should be regarded as
a tax on the individual who pays it, but they are agreed

the national divi-

that, since it forms a deduction from the ] ‘
dend, it should be taken into consideration in-dealing with

the question of the incidence of taxation on the country

as a whole (¥84). -

(17) Application of the
land revenue.

(i) Certainty.

(i) Convenienc

pects been

The inelasticity O

of people to

§easons.
cttlements that last for a

The system of making settle ‘
eneration may necessitate 2 change in the

standard of living W
a close. -

canons of taxation 1o the

—This canon is satisfied (1 86)-
¢.—Convenience has in some res-
sacrificed to certainty.

£ the systems drives a number
the money-lender during bad

d Burma the .
he net produce,

hen the period comes t0
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When the process of settlement continues for yeal'd
and involves meticulous enquiry by a large
staff, the inconvenience and expense to the
ryots concerned is very considerable (¥ 87)«

(it)) Econowmy.—The application of this canon ¢an-
not he decided on considerations relating to
the land revenue alone. If the assessment
and collection of the land revenue were the
only matter in issue, it would he practicable
to devise a scheme undev which the present
revenue could be collected at a much smaller
cost. 'The justification of the high cost of the
settlement and collectorate establishments
must he looked for in directions that are out-
side the scope of the Committee’s terms 0

- reference (¥ 88).

- (iv) Ability.—Land revenue 1s essentially a tax oB
things and not on persons and as such it 1
not a tax to which the doctrine of progression
can be applied. The Committee therefore
confine their attention to the question of the
burden of the land revenue on the land, in
qther words, the proportion which the
Government demand bears to the economic
1'?ntul or net profits in the different provinces.
Liven in this respect they are unable to dlis-
cover any acceptable basis of comparison an
are forced to the conclusion that the uncer=
tainty as to both the basis of the assessment
um} the rate is one of the chief respects in
which the gystems are open to criticism (

to 95).

~ (18) The results flowing from the fact that land rev-

enue viewed as a scheme of taxation is not only not pro-
gressive, but actually tends in the opposite direction, are
aggravated by the conspicuous absence of provision for
an income-tax on agricultural incomes or a death duty,
which serve in the more advanced European counties an
Japan to introduce an clement of progression into the
taxation of the land (4 96). °

(19) Of the alternatives sugges '

t ggested, the proposals for
thle: 1re_dempt;xon of the land revenue either in ;I))art or in
whole, or for the substitution for it of a tax on produce
are impracticable for reasons giver. The adoption of 3

r

" their annual equivalent spre

,nary rates

428

tax on capital valie on Australian lines is less so, but -
would involve changes of a more radical nature than is

necessary (7 98 to 101).

(20) The essentials of a new scheme of temporary
settlements are that it should be definite as regards both
the basis and the pitch of assessment; that it should be
»as simple and cheap as possible; that it should so far as
possible ease or steady the burden on the smallest cultiva-
tor; and finally that it should, in common with the rest
of the system of taxation, involve some element of pro-
gression in the case of the larger owners (9 102).

recommend that these essentials
oviding that for the future the
basis of the settlement should be annual value, i.e., the’
gross produce less cost of production, including the value |
of the labour actually expended by the farmer and his
,family on the holding, and the return for enterprise. The [
functions of the settlement officer should be limited to the
ascertainment of this value on a uniform basis. A uni-
form rate fixed for a whole province should then be
applied to these valuations as they were made on districts
falling in for resettlement (§ 103 and 106).

/ .

29) In the case of controlled rents, where the rent

is fixed by the settlement officer or is limited by law or
by custom having the force of law, such rent should be

taken to be the annual value (1 104).
(23) Where the practice of levying nazarands exists,
ad over the term of the lease
should be added to the rent for the purpose of determin-
ing the annual value (9 104). .
(24) The rate of assessment should
y low figure not exceedin

(21) The Committee
should be secured by pr

d be standardised at
a comparativel g 25 per cent of
the annual value (9 106). |

'(25) The reduction in the share borne by thg land
revenue to the total taxation should 1')e accompanied by
an increase in the local rate, the maxnnum for the ordi-
/ being fixed at about 25 per cent of the sum
(9 107).

ble, in the case of a tax in rem to

T the poorest cultivator by an exemption (1 96).
’ll’ﬁz’,e‘;‘;liefg oIf) his difficulties is to be found in a better
gystem of rural economy generally (1 108).

taken as land revenue
(26) It is not possi
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(27) The obvi .
progression in tlréo(?:s Wdfy 8 of introducing an element of
income-tax on agrict l(t) ° the Jarge holder are through, an
in the nature ofb gl mal_mcomcs, or througlhi sot fbtl .

a succession duty, or both “Zﬂ ) 0’91)‘ ung

Part I[—Rev ural land-
— 0 2} *
venue from non-agricultur ‘
gricultural land

(28) Wi :
) 1ere land outsic .
which 15 as wside the limits of .
assesse , s of towns or vill
value is divelizg tfo land revenue on the bagilss (;)i} i\tulldges
liable to 1'c-aSS(x§<1nlx()m use for cultivation, it shmslgr;)p
other pur ssment on the basis of its an tld e

purposes (1 111). of its annual value for

(29) House sites |

) se sites 1n ville

assessment illages should i :

to the lev’ybl:)tf au_f"t“m grants should cl())(?tmui frec of

 becomes : ground-rent, if and be made sqb]ect
s a town (1 112). and when the village

(30) In the

. case of t ’

mitted to 1 ; own lands tl

a nominal ;in(t)cciltlpixeq free- of pmvinlc%tilll?;fatli)greln;ge;;

anything i ’ s 1mpracticabl .
ything in the shape of a Provinc?a?ttair?:]erlltlg,t)() impose

(31) In the
case of to
assessment o wn lands tha .
not be base’dti)lﬁl;3 Is no reason why the Ezsfs)zg,srﬁgntcullmral
nnual value, provided due notig(la1 issé(i)\llgg

(1113).

(32) In the

trol case of lands sti

gr%&ng‘_‘;epzoqedurg laid dowfltllilnu?l?er Governmens C0%
nts 1s satisfactory (9 115) e orders relating to

(33) The practi
* substantial - ‘p actice of makin o .
sl st of s o own. s ol
should be left i ed, but the manage s shou
eft in the hands of t},egrér‘lzzlllltu g)fmtlltlleloﬁggs

(9 116).

(i) Tt i : "
) alstazog}rll ;Irilgractlcable and unfair to impose
ements i
(i 1ead aoorued s in land values that have
s not impracti

especiall pgacltlcable to tax future increments
employ %Ilio'lllll arge towns which can afford ti;
account is 1 y paid competent staffs, if an

ed after a }in; lgtamed of improvementé effect-

of their va,lufe3 ogat;i with a view to deduction

duty is levied (1 117; occasion on which the

THE CIH'ARGE FOR WATER—

- work plus interest on cap

T .
AIXES ON CONSUMPTION—CUSTOMS—
mport duties— ,
visions of the tarift

£25

b (35) Wherever possible the charge for water should
e Se‘)pal'ated from the charge on the land (1 138).

X (36) The minimum charge, except in thé case of pro-
ective works, should e the cost of supplying the water,
£ the irrigation

that is to say, the cost of maintenance O
tal cost, and the pormal charge

e of the value of the water to

the cultivator (9 138). -
~(37) The rates, which should be fixed with regard to
prices, arca irrigated, crop raised and other considera-
tions, should be as few as possible, and they should be
examined periodically with a view to increase oOf decrease
(9 138).
(38) Where the demand 1s not
agree to pay for water, whether they re
, reduced payment for 2 term of years I
(1 138).
(39) Where 2 guarantee of supply 18 newly given, a
reasonable share of the addition made to the capital or
annual value of the land by such guarantee May be taken

(1 138).

should be a moderate shar

constant and the ryots
quire it or not, 2
ay be accepted

have had ‘far-

(40) Recent re
reaching effects (1 143).
_ (41) Some of the duties that are not protective in
intention are protective in operation (1 143).
a restrictive effect

(42) Other duties are exercising

on trade (7 144).

(48) So far_as con
figures of incidence,
amount of shifting of the bur

i 145).

to the general population (1 .
© (44) A higher rate of duty can safely be imposed on
vits (9146)-

wine; beer and spirits
£ the duty

(45) A reduction O
L as sugar, and

clusions can he drawn from t}}e
indicate & certamn

they tend to te 2
den from the richer classes

on the conventional
on the raw materials

necessities of life, sich : :

of industry and means of production 18 desirable (1 14).
(46) The Committee endorse the O inion of Dr.
Gregory that the customs tariff should be the object of
periodical survey, and recommend that an expert enquiry
be' undertaken forthwith 1 147).
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(47) When t}
3 n the Sea Cust
sect.lor} 30 should be mnenolms ACt,comOS up for revision,
on invoice price pl ded so as to make the ct Tax :
> ‘plus cost of freight the norm\f] i)zzérge REI%’SEO(N CONSUMPTION-—EXCISES FOR PURPOSES OF
? al proce- NUE—~ -
Salt— ' ‘

dure® and tl

i le char .

‘VhO](\Sulel.’Q " f‘]la]ge on a PPICQ Which . ]

(35) 0. profit the exceptional one (1 14‘3;3 udes the
'onditions 1 . © ‘ 9).

A s 1n Indi . ,
smuggling operations India_offer many facilities for
a skilled preventive 8 I'he Committee recomm 1g ]m
and ("‘)-"()l‘din‘;fp/“( officer should he deputed t end that
vinees. not (‘n’] he arrangements in the ll'ﬁ'o compare

Wy 1 ‘ . ' I § or -
ports, along thoyo " the main ports, but ﬂlqomotnt i
(49) Ah ‘ oast and on the land fro t ' ?q] i

e n ideal arr: - ntiers (1 152).
a customs zoll\'(\roli]]:‘”l)gmnom‘ would be the in@titution)of
present (4 153). , but this is nat practical politics ab

Export duties—

(50) The Commi

A Commitiee :

mendations ¢ accept in gener '

Qutios ;‘]l()lllgfl‘)t(}\l(ie{'r}dl]an Fiscal (‘omrr)n;::i(z)lrll thit ]‘:com;

complete or 1'10( on articles of w. 1 Tndi xpor

case should hg 12;:; tiill ?;OHOPOIY, that 3}1:((: hrff;le(lmi;m'fna

utilised for tl and that an export d ] o
¢ purpose of P"Otoctirilg anl;:f‘:]g}:g‘l}l’h}ﬂn?t’ l))e

b a4).

(51) The
y do not r
of duty on j recommend any iner 1
rice (4 156 Jute or any alteration i y increase in the rate
56 and 157). in the rate of duty on

(52) The d

but it sl duty on tea may conti

Qonclitidr:f ug(fl tl})l(; ’t““mloved or reduéﬁ‘ﬁe iffoght(‘ihe ﬁrese,ﬂ;,

: [ * ) Ve _‘ . . W

judicial effeet (9 1518‘1)( e indicate that it is having :mnptree
158). g ”

(53) The majori

. major

Fiscal Commissi 0]3’ ;ty of the Committec agree with th

is wrong in plzincipile con;ldermg that the tcbluty OIll ;d s

adViSe it,'S o . and danﬂel,ou . e o 11 es

ever he l'c(t}“:illly 1a,bolltlon. ThebdutyS 01: llt s effects, and

ever be tetuined, but the matet should s e
ard at a suitable oppmlmiw e(ﬂeiigg;med by

A ad).

(54) The impositi
osl1t ,
recommended (ﬂplzil();?n of an export duty on lac i

(55) As regar :

the Committe gards oil-sceds and manur I

levied an dtt(t;}(ialtecommend that an e;:nl:)lris da majority of

. ?PPlled toward a part _Of the 'expoI:'t d uty should he

increased ase of educating the cultiv uty should be
of artificial manures (Wl{vi‘g% to make an

(56) The duty on salt falls on a necessary of life and
r physical existence

,gé)-th-e extent that salt s essential fo
is in the nature of a poll tax (¥ .
priate and )

'! (57) The present rate of duty is appro
changes in the rate shou

!
’( ;?li(i);lsss no serious hardship;
e made except In Cases of grave emergency 1168).
Northern

(58) The system of monopoly supply in
ults in the issue Of salt of a

India and at Kharaghora re®
good quality at a reasonable price (1175 and 179
ot recommend any radical

(59) The Committee do 1
:n Bombay and Madras,

;’hﬂngf} in the systems of supply 10
_but think it desirable that steps should be taken _to secure
s and 10 assimilate the

more confrol aver stocks_ang
ovinees, especially 1n the

arrangements 1n the two Pr

matter of guarding and accounts

(60) The obstacles to the supply ©

Bengal should be removed, and India 8
he matter of salt suI_)pIy,

self-supporting in th
the grant of a strictly temporary

can he sccured by

advantage to the Jocal manufacturer by means of a rebate

of duty or of a Jifferential duty on jmports. AR enquiry
nto this aspect of the question by the

should be made 1
Tariff Board (1179)-

(61) The rules regulating the issue of duty-free salt
for use in industries arc gatisfactory: The rules in force
ing 1 in agriculture should

in Bomhay regarding issues for use In
y O el
as regards duty-free

he made general
 (62) The present concession /
jssuos for the purpose of fish-curing chould be continuee
¢ involve any cost to the Imperia
; emitted. The

so long as it does 1
s of the actual duty re .
gtended to all provinces

¢ Tndian salt 0
hould be made
if this end

Government in eXCess
concession should, howevers be
(1 180).
Cotton piece-goods—
a general excise 18 con-
manufactured

~(63) If for revenue purpose
sidered necessary, a1, excise duty on locally-
ith an adequate customs duty on

cotton goods, coupled, W1
55

'y
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(73) The experience of Indian States and Foreign ,
idea that very Jittle

imported goods
long o RO0GS, need not necessarily he coni
R B s the burden on the consumy. : ondemned 50
6). er is not too great _ Corri
‘ " . erritories in India di
(64) The Gov A s in India disprove the
LA W ~or i . rey ;
ations permit. ~The Committee theref financial consiets | (74) The Committee »
Pet L]‘o taxes to be abolished (€ ]gG; revefore: clas it among locally )m(ulle Commn e recouunend & excise duty oF
etroleum— nEeR : 1ly-made cigarettes an ipe tobacco, accom anied
(65) There . : 'E’ge dcn indirect excise througlljl p& system of 'licens?ng i;
duty on PPtx-bl' né)}&::;,;;(}*nt case for the reduetion of the TAX ase of country tobacee 7199 and 200)‘
088l P d remission of ati XES ON CONS ) _
gnQ;{II)]-f‘, the Committee would give ()ff taxation hecomé ON CON'SUB{PTION—'RESTRICTIVE EXCISES-—-
@1 ;;osone, which falls on ‘1"00] » preference to the tax (75) In tl ¢ .
' ¢ T1ASSES - - n 2 a8 N .
). s of the population through a m;;;a(irdebs . COUﬂl“‘yw;“pll;t{ l? SYStte *mdofl S“%)lzl'y
Matches— vor Do ged monopoly ShOW( e extended wher-
Bi possible, and the rate of duty chould be raised i
. d’) Jar and Orissa and Assam. Where it is propose
tlLPal"f} from the avction system Of disposal of licenses,
e sliding scale system is recommended 38 satisfactory,
d efficient preventive

66) The statisti :
) The statistics available to the Committee do RO
,if supported by a sufficiently large an

indicate th: V4
duty on mgtctl])l;é tm: for the introduction of an excise
require examination ‘hvy{?t arrived; but the matter will
(1189). - y an expert body sooner or later X staff (9 226).
- ~ (76) In the case of foreign liquors, & definite increase
in the tariff rate :s recommended in lieu of vend fees
,b,elng imposed in the shape of additions to the tariff rate.
The tariff rate should also be levied on ‘foreign’ liquors
made to credit

ngements should be
liguor, whether coun
1 head (¥ 226).
ntry fermented liquors, the
J wherever possible,-
ol; and experi-

Aerated waters—
(67) An exci
/ excise
[ by e taXem«;h\ty] on aerated waters, to be levied
o i rtcgromders of carbonic acid gas issue |
his se, is a comparativ
of raising revenue (1 191)1)‘ atively wnobjectiontble ¥

made in India, and a17a
; try-made or

all the duty on foreign
imported, to the Tmperia
- (77) In the case of cou

tree-tax system should be extende

Patent medicines—
(68) An excise
excise duty o - )

! i;y {'hf} application Ofya Sirlr)l?]t;int(lrlnf dlg ey accompanwd but only und joid and =Yy tematic contr

edicines, 1 O ; - duty to ] : _ er rigi and systems :
TOMCC nes, 1s a suitable form of tagationn‘?ﬁl() 011(;6%1 paten glents should be e;pedited in the direction of br)inging the

aeco— e rewing of country Deers under control (9 226)-

- (78) In the case of hemp drugs, & system of contract
?Upply or managed nunmpoly chould be introduced where
" it does not exist, and enquities should be made 38 to the
principle in the bhang

intoxicating |
ility of making up the

suitable
. proportion of the

to the practicaln .
' i (1 226).

ohject for taxation (7 193)
(70) Of the ' y
in India would Q}gnfozll%iizted’ a Government monopoly consumed
st an undertaking fo be ©cOD ' ganja itf 3 {:1111315 Sum orm and consistent form
N (79) In the case of opium, the cultivation should be
he reduced, the duty made

he stock should
i nd experiments

aystem abandoned 2
Qs of a fixed size

sidered (¥ 195).
restricted, t

rable admini- .
: uniform, the auction

(71) An acreage dut
strative di oo y presents consic
fm(?mi; isdlczfii)igtl‘gflser?ﬁ(l would probably eilc(zliie resentments
(12) A local éXCiy not recommended (¥ 195). made in making up the drug into P!
practicable, but the S? on all P{'Oduction would be im- (1 226). .
ncreases in the tariff make oné (80) The necessity for employing @ gpecial force to
deal with nter-provineia! smuggling 18 emphasised
: (1 226). -

desirable in the ¢
. 2 case of ci .
in factories (7 199 ang 2(35;"1'9“98 and pipe tobaceo mAC



430

(81) Acti

- ction alread o ‘

bition 1 . ady taken in the divecl: i .

s involve > direction ohi-

o as involved & very lage loss of 1 of proli

Fease i erime ("i 227) Fohed ssO revenue und
82) Th : ' :

e Gl L .
biti(fn \)\'oul([ l(ii)\lal‘:(n Itlit pur.sllut of a policy of real prohi-
OULCe : + the explottation of < 5
source of possible revenue (4 227) of every alternahive

TAXES ON INCOMES—

Purt I—Ueneral—

(()\E))) I”. “10 as t
. dﬂ\'(fb’h‘l“(“lt‘ j.‘ 1 S
i any one I Y - O thcones 1})(‘ l()SE SUs “al

the profits 1
' 5 ' e
1 in the next subsequent year, subject to the

condition that
loss muslt tll:r(ttvjn'z’l assessce who elaims to have made a
loss s made (4 230). close of the year in which the
(84 r}.‘h(j ree .
Act is L)o impJg(:L of scction 42 (1) of the Income-taX
than is  desirable lm};f‘: W‘%{Ul' charge on the non-rcs'idvu.t
bt(’}lf"»'l,lt mto conformity w'(z;N and - practice_should be
(1 236 Lo 238). y with those adopted in Bngland
(85) Th(‘ l .
> faw osneet of rof
should also be si:i:}l‘:;?(c‘/} of refunds to non-residents
present (4 240), Lo that prevailing in Lngland ab
86 he i Tt
( ) The high limit of exempti
universal practice _exemption and  the almost
‘]Upendr ] ¢ of marriage mak 1
ents unnecessary (9 2 413 ¢ allowances for
(87) A differentiati ‘
income) is nééfﬁ?f(’nm“o“ between carned and unearned
of India, but tl(’comm“'“ded in the present circumstances
Incomes ’derivod]ef oase would be different if at an time.
tax (f 2 d from agriculture were me i ¥
(1 242). re made liable to the
(88) The " rates i
‘ ates in  the
£1,000 ie case of ] ’
an inc
other cour(lltri]ao,o?\() are very low in Coﬁe:risgimg‘?&g
applicable to o moderate increase in the rates
vt b o incomes above Rs. 1
quitable. s. 10,000 would be
The f i .
following scale 1s recommended :—
RS, o
10,000 to 15,000 PIES.
éﬁ,ooo to 20,000 - " SO
Ao,ooo to 25,000 .. o 12
‘Above 25,000 T |
. 18

tes

Part 11—Income-tax ©
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" Mhe lint for super-ta¥ shou
reduced to Bis. 30,000 and & new
6 pies on the first Rs. 20,000 or part thereof In excess
of that sum introduced. In the cuse of the joint Hindu
family: the limit of exemption might be reduced 1o

Rs. 60,000, the anna d to the first

1d at the same time be .
rate of super-tax of

cate being applied

Rs. 40,000 of excess (1 244). |
(89) The super-tax on companies should be con-
verted into a corporation profits tax, the exemption of
the first Rs. 50,000 should De removed, and holding com-
pasies should not be assessed to this tax on profits which
represent dividends of subsidiary compapies (1 251).

(90) The necessary steps should e taken to secure ab
appeal to the Privy Uouncil on points of law in respect
of which conflicting decisions have heen given
 (91) While secrecy in respect of income-fax mablers

I8 desivable, exceptions might be wmade (2) by permitting
income-1ax officers to draw up Jists of persous who are
liable to local taxes which are pased on income and (b) by
publishing in the apnual veports the names of persons
penalised for income-taX offences (¥ 250).

(92) The most suitable method of preventing €va-
sion by the formation of private companies and the with-
holding of dividends is t0 give the income-1ax anthorities
power to treat ach companies as if they were firms
(Y 252).

(93) In order to prevent evasion through the forma-
tion of bogus firms, (1) the incomes of married couples

living together should be taxed ab the rates applicable

fo their aggregate inCOMEs: (2) the income-tax officer
wer i part:cular cases to requiré the

should be given po { '
partners in an unregistered frm to furnish particulars of
the partnership, and to compute the liability of the part-
ners on the same basis a8 ‘¢ the partnership had been
registered; (3) particulars of the registration of any firm
he income-taX officers and should

should be redorded by i ] .
.o and (4) 188 desirable to provide

be open to inspections .
heavy penalty in cases where loss

for the imposition of 2 : P
of duty has arisen through failure © distribute the profits
in accordance with the terms of a partnership 3)-

n agricultural incomes—

(94) There is no historical oF theoretic@l justiﬁcation
for the continued exermption from the income-tax o

L4
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meomes devived from agriculture.  There are, howevér,
administrative and political objeetions to the removal 9
gé%)exumpmon at the present time (f 263, 264, 267 an
~ (99) There is ample justification for the proposal that
incomes from agriculture should he taken into account
for the purpose of determining the rate at which the tax
on the other income of the same person should be
ussess_ed, if 1t should prove adminiswratively feasible and
practically worth while (4 269).

N e .
(96) The planter or other manufacturer who dernves

f);:; tx‘r:rciox:}:}p:u t{'y from cultivation and parily from, manu-
the b ng the produce so devived is fortunate in securing
1¢ benelit of the exemption (§ 270).
. 1(27) The woney-lender who is a fandlord only in naine
dg} in equity to pay the tax, but it does not scemt
administratively practicable to imposc it (4 271).
TAXES ON TRANSACTIONS—
‘ d(%) The existing entertaintent taxes are approp
and may be levied elsewhere. The power 1o levy
Lizx and the adwministvation of it should be retained 17
the c{mndr{ of the Local Governments, a share of the pro;
ceeds being made over to the loeal hodies concerbe
(% 273).
» (99) Betting is recognised in many countries
smablg object for taxation, and the form of the taxes
levied in India is not objectionable (¥ 274).
(100) Municipal hodies should be given diseretional’y
power to levy taxes on advertisements (§ 275)-
(101) A tax on railway tickets of the higher classes,
which has been advocated hy some witnesses, is not
- recommended (§ 276).

Duties under the Stamp Act—
(102) The Indian Stamp Law fullils its purpose sabis-
factorily and no drastic changes are recommended
(Y 283).
(103) The duty on documents of indebtedness sucl
as bonds and mortgage deeds should he reduc
as circumstances permit (1 284).
- {104) The.dist.inct'i‘on drawn between documents by
which possession is .%wen and that by which it 18 1O
should be vemoved (¥-285). ’

riate
the

as &

ed as SoOn.
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' - (105) The rate charged on reconveyances should be’
100 of the mortgage debt

reduced to 2 annas per Rs.
and the existing maximum of Rs. 10 should be removed

(4 286). o |
- (106) In the case of deeds of cancellation, the duty
should be that payable on the instrument sought to be
« cancelled, subject to a maximum of Rs. 8 (Y 287).
(107) The duty on deeds of transfer should have re-
ard {o the value of the rights actnally transferred
(1 288;.

(108) The duty on deeds of ad h
duced to Rs. 5 where the property involved is of a value
not exceeding Rs. 2,000. A reduction may also be made
in the case of deeds of anthority to adopt (1 280).

(109) The dnty on a gottlement showld be enhanced

to the equivalent of the duty on o deed of gift (9 290).
(110) When 2 deed of release operates to convey pro-
perty, it should be charged at the rate appropriate to a

conveyance (1 291).

(111) In the case of deeds
bhe valued for purposes of duty
at a multiple of the assessment (1 292).

(112) The present fixed duties on instruments of
partnership might be abolished and a duty at 4 annas per

‘Rs. 100 substituted (7 293).

(113) In the case of companies an ad valorem Stamp
duty on the nominal share capital at the rate of § annas
per Rs. 100 might be Jevied and the duty on the articles
of association and memorandum of association might be

reduced to Rs. 10 (% 294).

(114) 1t is recommended that the distinction for pur-*
poses of duty between documents that are attested and
those that are not should be done away with (¥ 297).

(115) Also that it should not be optional to the parties
to fix values for purposes of duty other than the true

values (9 299).

adoption should.be re-

of partition land shonld
at its actual valne and not

Stock and produce transactions—

116) The issue of a contract note should be com-
- pulsory, both where a broker acts in that capacity and
where he sells stock pn his own account (§ 303). ‘



Penalties—

FEES—
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i (Olfl':gwhqtis Ilmped that it may be possible, with the
> stock exchange authorities, to put a stop to

the loss of rev s nrist
(8 305). venue arising from the use of blank transfers

(118) In the absence of such action, the duty on

(I‘J{(:ml'z(l)c},) O_x(x)omtsi should he raised to 4 annas for every
- 10,000, subject to » maximum of Rs. 40 (¥ 306).

119 1 v g
tion( H zutﬁ,-f}f“?dse of the produce exchanges the taxa-
e % tl,s not only practically impossible, but on
o .s“l would be undesirable to recognise these
gambling U au.sf:ctmns and to altempt to secure a revenue
revenue from ¢ ‘:‘f‘ly be possible hercafter to secure &
revenuc frc Stogll-l ;4:th notes on the lines indicated in the
Sock Exchanges (9 309).

12(¢ . - .
(120) For the existing maximum penalty on un:

stamped or i ;
amped or msufficiently stamped documents there should

be substituted

sub d a pen: " twi icl

eI ﬁl] (;n]'l(;tez of twice the deficient duty plus
12 AR

dom(m?olr?t 'I;hl(;l llmntatlon of the period within which 8

document o e voluntarily produced for rectification
 stamp duty should he removed (4 310) |
]2h m N '/‘. sy . » * .

ﬁhm(]]d 2}))0 I])il;millximllnhttjy of inadmissibility in evidencC
( o 1o the ease of hills of :

Dromissory mmtee (8 3“13' ease of bills of exchange an
123) Fr i iow

of t§1(>2q)t)'x,r ‘“T the point of view of the administration

of the st mp law uniform legislation and unified rates 0

stamp duty are desirable (Y 316).

(124) Fees for the registration of vehicles should not

" be mor e rtfb A
motre than suflicient to cover the expenses of examin-

meg wagretort .
(1]7”3_113)(? registering the vehicles and testing the drivers
I
incrga.zqg()] ?gkflt(fo:: for possession of fircarms might be
sport and dis Tav " 01 weapons licensed for purposes o7
possessed by ‘tg)w }; and in that of numerous weapon®
196 A} : :.tmo person (1 322).
Selegted)loc'ﬂci:tmus experiment might  be made
registration of cas in the imposition of a fee for the
probative value of gistration 1s merely to afford superiof
e of the fact of marriage (9 323).

in

4

0

(127) The fee
padiies wiglt be reduced, if
share capital 13 levied as recoummelt

(4 320).

of docume

* of taxation. 1t is permissi

(128) Recent increases i
sent an increasc in the element
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nts do not repre

to the point where they corre
of the benefit devived (4 329).

(129) The fees for mut
vegisters nught with advant
Ad valorem Lees would not be

(4 331).

Court-fees—

.

as to produce w revenue

The pituhing

(130) ’

of the administration of eivi

charged d

(1 334).

(131) A record should be

in ecach pr

actually levied it
actual cost o

ovinee to determine
| the course of litigation,

£ the courts and

the other (1 335).

(132) T

pay for themsclves (% 335).

(138) The syste

graduated

of the subject matt
be given to th

cost of th
fee 1n two

tution of the suit
the settlem

(134) The Court Fees
need thorough revision by

(135)

and appe
method ©
341).

66

pared similar to that in the

15 -which commonly
e vl bed for cach (1340 and

and regressive

e prineiple
e service rendered
instalin

ent of 1ssues

£ valuation ,prescrl

ation
age be made more uniform.

of the sed
just suflicient to

aimed at, but financial considerations m

in charging something more,
o nol cause substantial b

he copyiSt and proc

m under which the
scale with reference to the value

er litigated is quitable, but effect might
of measuring eourt-fees by the

s charged for the registration of com-
2 stamp duty on the nominal

ded by the Committee

the fees for the 1'egistmtion

ble to increase these fees up
spond to the probable value

of names in the revenue

appropriate 1 this case

de of the court-fees 30
cover all the costs
is an ideal to be
ay justify the State
provided that the fees
ardship to any class'

] justice

maintained on uniform lines
what is the amount of fees
what 1is the
how the one compares with
ess services should just

fees are fixed on a

to the extent of taking the

ents, the first being payable at the insti-
and the second oh or immediately after
(4 837 and 338).

Act and ‘the schedules thereto /
an expert committee (1 339). |

-ecast and a schedule pre-

Indian Limitation Act of suits

arise in civil courts with a

!
I

3
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! (ld_b) Provision should be  made  for 1'cc:ovcry of
deficient fees i decided suits (4 342).

137) A scries of instances is gi ' cases | '
" (f 4 ) L series of instunces is given of cases in which
¢ fees are inadequate (4 343).

0 : , .
Ll (1:2 In lthc matter (Lj)f court-fees uniformity is desir-
> only as regards general princivles .
and methods yof ruxl:i,mlti5 OLSLtdl FUHCIPIW’ procedure
aaey N alisation, bub  also as regards rate
(4 346). \ s as regards rates
9 S L .
bu(jﬁ“) Lln particular It 18 desicable that steps should
oL ‘t,:n 0 l_())l(l(?'l‘ the fees on the Original Sides of the
artered High Courts so far as wibl o itl
one another and not | } as possible uniform witit
2 voand not less than those i ts m the
\ : s¢ In courts m the
mufassal (9 347), ourts
2
14( T V Tl : . . .
Othv(r (;? 1)}"(» fees payable on applications to revenue and
sl 1) ].C“'Sl should be examined and abolished ¢xcept
{/oi ',));y in the case of those on applications which in-
ve enquiries of a judicial nature (9 348).
4 (ij‘l} Fees pzu.d in cash to officers of Government
should also be subjected to scrutiny (4 360). .
T A e . X 3
) )(%‘M}l An audit of receipts iy recommended in the
case both of stamp dutics and of court-fees (9§ 351).

PROBATE DUTIES—

| (140’) A succession duty is impracticable in Indiz,
1.1L a d.u'Ly on the lines of the English lstate Duty, which
may initially take the form of a transfer or mutation duty
on death, is more practicable (4 357).

(144) This involves representation of the deceased,
which is desirable on other grounds (4 358).

(145) The existing law provides for it in certain
cases, but is limited to particular communities (Y 369).

(146) The taxation that it involves is very inequit-
able in its nicidence (Y 861).

(147) The Committee recommend its modification and
extension to all communities, and discuss the means ©
effecting this (1 366 and 367).

(148) They do not find the law of the joint Hindu
family an insuperable obstacle (§ 369).

b (149) The legislation dealin%: with the question should
¢ undertaken by the Central Legislature (1 382).

Taxes on trade —

Tolls—

4387

TOCAT, TAXATION—

150) A comparison with conditions in other coun-
triss indicates that the difficulties in local administration
in India, and especially the unwillingness of the people
to subinit to taxation, is mainly due to the large juris-
dictions of the local bodies (9 384 to 386 and 394).

and the terminal tax in the form n’

(1561) The octroi
against all the

which they are levied in India offend
canons of taxation (f 398).

(152) It is a function inherent in the Tmperial
Government to protect inter-provincial traffic from
obstruction by taxes imposed by subordinate authorities,
and it is regretted that the Government of India have to

so large an extent abandoned their control of a matter

that 1s of paramount impaortance to the trade of the

‘country (9§ 402).

(153) Four. possible means of replacing these taxes

are discussed, viz i—
() a rate on land and houses,
(b) a profession tax,
(c) market dues and
(d) a tax on retail sales (
(164) If it is not possible to adopt any of these alter-
natives, general principles to govern the levy of octroi
and terminal taxes in future are indicated (1 409).

taxation of private markets,
q 403 to 406).

155) Where a terminal tax is levied and the rates
are raised beyond a certain level, terminal tolls on the
roads are necessary to prevent evasion (9 413).

(156) General municipal tolls are justified when ?héy
form part of a scheme for the taxaiion of vehicles

(9 414). S
(167) Ferry charges are apt tc develop into a pure -

tax on transit 16). _ )
(158) Tolls on district roads are undoubtedly an

impediment to through traffic. It is desirable to abolish

. the case of motor Veh'iclas, and to
the{néeat least e vehicle. In case
repla

by a rovincial tax on th
this 18 dt(ilr?g,l t}):e igxport duty should be reduced (1 417
o 419).
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Taxes on property—

4%8

]

1 (‘159} The rates of property tax in India are very
ow 41}& there s eonsiderable scope for increase in the
assessment of town property (9§ 403).

(160} Another outstanding feature of the propetty
tax.in India s the welliciency of the machinery of collee-
tion and assessmens. The remody for this atate of affairs
lies in provineis! control (§ 434).

(1 .G])‘ I“. view of the recommendation for the
standar&mqé:qn of the land revenue at a comparatively
low rate, it is suggested that the maximum limit on the
rate of cess on agricvlnra) land be altogether removed,
or at Jeast he raised to 6F per cent of the annual value
{9 439). T .

. (162} In the case of works excented by loeal aughori-
ties for the hopclit primarily of SPQQmC :u'oas," it is
recommended that the local anthority concerned should
be m a poshion 1o reeover the whole or a portion of the
cost in the shape of an annual cess impased for a limited
period on land in those areas (% 442). *

Taxes on persons—

(163) The assosstent of the tax on cirenmstances
amnct property has given rise to widesproad complaints of
unfalr mmcidence, while the levy of the profession tax has
been found to he admivistratively difficult. Tt is recom-
mended that the assessment and collection of these taxes
in rqml areas showdd be entrusted to the general admini-
strative staff of the districts (1 444 and 425).

(164) The tax on pilgrims is theovetically ohjection-
able, bt‘lt' the rate 3s 8o low that it involves little hardship
or addition to the cxpenditure which the pilgrimage
normally involves (% 447). i

(165) A light terminal tax on passengers may bhe
appropriate in the case of a large city, “but the tax
of Rs. 2 leviéd in Rangoon on passengers departing By

Loeal taxation of, rallways—

14

", municipality where
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to the fact that the jurisdictions of

the State, and partly
them from effective

local bodies are so large as to remove
touch with the tax-payers (f 4564).

(167) It is recommended that, from the point of view
of taxation at any rate, the development of the future
should be in the direction of restoring the influence of
the village panchayat and limiting the functions of the
bodies at present operating (1 464).

(168) Where it is proposed to include a ralway
colony within the arca of a municipality, 1t is recom-
mended that provision should be made for the ratlway
authorities to be heard by the Local Government befare
any order is issued approving the inclugion (1 461).

(169) In the case of an existing colony within a
' the railway company derives some
_ benefit from a municipal service or services, for which
a specific tax is imposed, but not the full henefit which
the levy of the tax implies, it is suggested that a reason-

able hasis of agreement between the company and the

municipality would be the remission of a proportion of

the tax paid by the colony, to be fixed on prineiples indi-
gated (1 462).

" (170) The asscssment of vailway property to the
general municipal rates shonld be hased on the principle
that the service rendered to a railway can best he gauged
hy the extent and value of property used for the recep-
tion and despatch of goods and passengers. The method
of assessment of such property followed in Bambay is
recommended for general adoption (1 466).

(171) The exemption from the cess on land en-
joyed by the State and gnm*ant(\(*d railways under the
BEnaal Cess Act should be extended throughout India,
i there are any railways that do not enjoy 1t (9 470).

(172) There is no sufficient "justification for the
cxemption of railways from the chowhidari tax (1 471).

P .

sea is diffienlt to ustify (4 448).

General—
- < {166) The general rate of local taxation in India i

very Jow. This is partly due to the fact that the taxa
‘ :,;on of1 land, which should be the main basis of local taxa
} tion, has in a great measure in India been reserved fo

al taxatign of mines |
(173) There is no necessary anomaly in the fact that

the generai taxes on mines are based on annual value and
net profits and the special taxes sometimes on raisings and
sometimes on despatches (9 474). .
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174
of tf(zxatizn?};taan ]%rrangement under which the same rate
¢ _ annual value of dealtur
must make for differential taxation (1 47a5;g’)11013t111 al and

+

THE DISTRIBUTION OF THE BURDEN—

(175) An esti
estims .
taxa tion) o ug:muxfo of the proportion horne by average
average ncome has a very limited value

[t (14 i

(1 478).

(176) Tt

: was . .

mittoe’,q)app()i:; not possible within the time of the Com-

other lines, nor in(;l}lt to secure new data on these or any
’ 1e existing material sufficient to enable

an estimate t
R ( .
> be framed of the economic condition of

the vari
various classes of the people (9 479)
(177) Th i t
e Co .
sueh general con:ﬁlr?lltfto(‘ are ]theroforo thrown back on
the populati siderations relating to typical class
Tation  aerato ng ypical clisses of
examing i(n fmr(;?' a pnu]en§ Finance Minister would
aming or revising a scheme of taxa-

tion (1479 and 493). )

(a) Th}il:lz?:l? {abourer.'—The burden on this class
mksom(; egzid tdurmg recent years. It wili,
19 some extent, be reduced by the gbolition
to redues ‘t} ex‘mse duty. Tt s nolﬁesiml)le
toxicants. a'e d““]t duty or the excises on in-
duties ar; d n la d‘—‘Cl‘f{&?e in the customs
sumption is Hiln(;'le municipal taxes on_con-
tory course (§ 4153;5_6(1 as the more satisfac-

(b) TIS’é Iandlegs agrim.dtural labourer.—The bur-
l)eze%? fll“ls class is very low, and it would be
on co‘tgt )y the abolition of the excise duty
customqox(llutf,oogi and dby a reduction 1in

* A g00ds R H
clpsses (7 483 and 501). consumed by all

(c) Thceirlsmall landhol-der..—The difficulties of this
ass are not primarily the result of taxation.

?;g&lgerthto afford it relief it has been sug-
gosted & a(t1 “the land «revenue should be
% e (;f:lt z;.t a flat rate not excceding
501, nt o the‘annual value (9 434 and
L

&,

Gy

.
L]
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(d) The peasant proprietor.—The burden of this
class 1s comp:n'uti_\'v]_\' light. The only, re-
commendations wade that are likely to affect
it ave the extension of the probate duties and

* +  the raising of the rate of Toeal cosses (4 485).

(¢) The lurge landholder.—Except in individual
cases, the burden of this class 13-compara-
tively light.  The possible means of increas-
ing its contribution -are hy the imposition of
an necome-tax on agricultural meomes or the
extension of the probate duty (€ 486).

(f) The village trader.—This class escapes
taxes mtended to affect it and should be
brought within the scope of further taxation
by a more gencral extension and a more
eficient administration of taxes of the nature
of the circumstunces and property tax and
the profession tax (€ 487). .

(g) The small trader in towns,—The contribution
of this class is more than that of the previous
one owing to municipal {axation, which may
well be raised (9 488). -

(h) The larger trader.—This class escapes with a
comparatively light burden, but wonld be
affected by the extension of the probate
duties, the steepening of the ¢raduation of
the income-tax and the inerease in loeal

taxation (9 489).

(i) The big merchants.—Though this class hears 2
large portion of the tax revenue, its hurden
is not as heavy as that of similar classes in
other countries. Tt would be inereased by

the extension of the probate dutics, hy the
jncrease in the super-tax an'd by the aboli-

tion of tlie exemption limit in the case of

. companies 490). .
(j) The pro_fes.eional classes—lower grades.—This
© class has suffered under fecent developments,
but its tax burden is comparatively small

(9 491).

(k) The higher professiona
of this class is simila

merchants (7 492).

cerlain

I classes.—The position
¢ to that of the largest

»
«
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THE ORDER OF PRECEDENCE— R

(178) A change almost amounting to a revolution has
already taken place in the proportions borne by the
different taxes to the total revenue. The tendencies that
have brought this about have heen generally in the right
directions (Y 496 to 498). '

~ (179) As vegards the tendencies that arc now in opera-

tion, (a) a policy of real prohibition would involve a loss

of revenue exceeding the return ¥rom any new proposals

which can be put forward, (b) the pledge given in rela-

tion to the cotton exeise involves provision for its re-

placement, (¢) it is impossible to forecast the further

effects of the policy of discriminating protection or of
%llgh customs duties for revenue purposes, (d) an increase:
in the import duties on imported liquors is desirable on’
special grounds (9§ 498).

(180) The Committec do not include local taxation in
their recommendations regarding the order in which
taxes may be remitted or imposed (4 502).

) (181) Subject to these considerations, the following

is the order of priotity suggested in the case of the

remission of taxation:— A
(a) Reduction in the customs duties on conven-

tlpnal necessities, especially on sugar, Withet.
view to affording relief to the poorest classes.

(b) The removal of the export duty on hides.

(c) In the case of non-judicial stamps, a revi§ioh
of the schedule in the direction of reduction, -

especially in relation to documents such a8

bonds and agreements.

(d) Standardisation of the land revenue, which will
ultimately result in a further reduction of the
proportion borne hy the land revenue to the
total taxation.

() Reduction Q’éfﬁourt—fees, especially by the col-
lection of. he court-fees om suits in "tWO

instalment&;_’g' d by *“%he cessation of the
practice of .

: ing a profit ont of the fees
for capying “and for service of

processes

(9 502). .
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.t (182) The following order of priority has heen sug- -
gested in the matter of substifutes for taxes remaved or
rednced, including the cotton excise and the loss under
restrictive excises i— .

* (8) Proper collection of duties on stock exchange
fransactions.

€b) Conversion of the super-tax on Co anies into
a corporation profits tax and the a olition of
the exemption limif.

(c) Regrading of the income-tax and introduction
of a super-tax oRr ncomes from Rs. 30,000
to Rs. 80,000,

(d) Enbancement fh the rate of duty on country-
made ‘foreign’ liquors up to the tariff rate
and an increase in the excise duty on country
spirits in Bibar and Orissa and Agsam.

() Increase in the license fees for firearms.

(f) Taxation of patent medicines.

(g) A general extension of probate duties.

(h) Extension of the tax on entertainments and

-~ Dbetting.

(i) Imposition of taxation on tobacco through

means of an excise on local manufactures or
an increase in the import duty on unmanu-
factured tobacco, coupled with a system of

Jicensing of sales of country tobacco. .

() Export duties on lac, oil-seeds, bones and other

manures.
k) An excise dofy on aerated waters. .
(1) The imposition of income-tax on agricultural
incomes is put in the last place for reasons
which are explained (% 503).
THE DIVISION OF THE PROCEEDS—'—
Part 1.—Imperial and Provinecial—

(183) There 13 1O, ideal system of
of taxation between Imperial and
(9 505). : .

(184) A syste

ditision of sources
State {tovernments

m of separation of sources is the best if
. ! :oh #ives to each Govern-
o can be discovered which &
?neszrclltle;,n revenue adequate to s needs and at rthe game
. time effecty*s fair division between them (9 511). ‘
) : e this i ible, a system of division
g5) Where this is not possibee,
of gle )pﬁoceeds of taxes 38 better than a system of

gubsidies e 512).

s
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(186) Certain taxes are cssentially Imperial, namely,
miport duties; revenue excises; and revenue derived
from the export of opium. ’ '

The revenue from non-judicial stamps is much more
appropriate to the Imperial than to the Provincial head.
It is desivable that the duty on country-made ‘foreign’
Jrquors should he levied at the tariff rate and be creditedﬁ_
to the same head as the import duty. The increasing
restrictions that are being imposed upon excise opium
suggest that it is desivable that this item of revenue also
should be credited to the Tmperial Government, which
undertakes responsibility for the restrictions (9 808, 522
to 524).

(187) Certain taxes  are essentially I’I'OViﬂ,CiuL
namely, land revenue and receipts from irrigation; taxes
on transactions other than those levied under the Stamp
Act; fees, Including court-fees; and revenue from the
licensing of sale ‘of tohaceo (4 508, H21, and 523 to 525).

(188) The following taxes afford possible balancing
factors : income-lax, export duties, restrictive excises
other than on opium, and probate duties (1 522, 523, 526
and 528). '

(189) The absence of an income-lax on agricultural
incomes and the large proportion of the total revenue
that is derived from the land make a division of the
income-tax unavoidable if the division is to be fair to
industrial and agricultural provinces alike (¥ 528).

(190) I equilibrium can be secured by this mean$”
alone, 1t 1s undesirable to use the other balancing factorss
in other words, the export duties should be ‘entirely
Imperial and the restrictive excises, other than that on
opium, and the probate daty entirely Provincial.

{

‘ The Committee’s proposals therefore reduce them-
selves to the transfer of non-judicial stamps and the
excise duty on ‘country-made ‘foreign’ liquors, an
possibly the revenue now derived from excise opium, 10
the Tmperiz] Government, and the establishment of equili-

{ brium by the transfer to the provinces of a share of the
income-tax (9 539).

(191) The most satisfactory means of determining

such a share is to make over the prcceeds of a basic rate

vn persgnal incomes, graduated proportionately to the
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g‘eneral rate, to which should be added a small propot-.
tion of -the receipts from- the corporation profits tax
(1°636 and 537). S

{192) 1t is not within the Committee’s functions to
suggest a detailed revision of the settlement between the
-Government of India and the Provinces, and they there-
fore leave the application of the principles sggested by
them to some other body (1 539). -

. (193) While Devolution Rule 15 appears to have
failed of its object, it does not appear practicable to
revise it except as part of the general revision (9 529).

Part II.—Provincial and Local—
(194) The Committee have recommended an increase
in the resources of local bodies—
(2) by conversion of the thathameda, the capita-
tion tax and the chowkidari into sources of
_ local revenue;
{b) by standardising the land revenue so as to give
v ) ygreater scopebfor local taxation of land, and
by the imposition of special assessments;
¢) by transfer to lacal hodies of a share of the
collections of - Local ~Governments  from
ground-rents in towns and by increasing the
rates on non-agricultural land;
(d) by giving municipalities the power fo tax
advertisements; .
. : - . ror-
by extending the 1mposition of taxes on entc
) ytainménts and betting and giving local bodies
‘ a substantial share of the proceeds;
N [ ing improvi dministration
by extending and 1mproving the a ‘
° (f) yof the ‘faxes.on circumstances and property
and the profession taz; ' . ©and
by reducing the import duty on mfotor cars 3!
v ® ‘}:enabling Local Governments to levy a Pro-
vincial tax for distribution m lieu of tolls;
evyla fee for the regisira-

f er tol
v (b) byti%;an;fo o rriages in selected areas (Y546

| \ o B48) 1 ts are made, the re
3 \ 1l these allotments are , .
gbur(clegss-)o %}gf a?lthorities will still require to be supple-
mented by *subsidies (9 550).
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(196) The manner in which these should ‘be distri-

buted is an administrative question, but the following

principles are recommended :— o

{a) Subsidies should ordinarily be restricted to
services which are of national importance.

“(b) They should be granted on a system which will
enable the Provincial Government effectively ‘
to enforce efliciency. v

(¢) They should be granted on some uniform and '
casily comprehensible plan so worked out in -
advance that the local body can arrange its
programme of expenditure in good time and!
provide for a duc adjustment hetween that,’
its expeeted receipts and its scheme of taxav
tion (9§ 552). ’

THE MACHINERY O¥ TAXATION—

(197) The cflect of past developments has been—

(a) that the Collector has been relieved in a great
measure of the function of assessment, while
remaining responsible for collection and
remittance ;

(b) that the increase of specialisation und the
separation of Imperial from Provincial func-
tions have led to multiplication of depart- -
ments; and

(¢) that, in the case of local bodies, there has been
a transfer to clected representatives of func-
tions which arc not rightly theirs (§ 560 to
564). , e

(198) The Committee’s recommendations are -a8
follows :— - e st
(1) Imperial tazes.—The piust of the tax admini-
’ stration in the case of these taxes should be
the Central Board of Revenue, directing
separate but co-ordinated staffs to deal with
the income-tax, customs and salt (§ 570).
(2)  Provincial taxes.—In the case of Provincial
taxes, there is no similar central head, but
the Collector should be the district head ©f
the staffs responsible 'for land revenue,
excise, registration, tafes on transactions
and fees (Y 671 and 572). '

- -t

.
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(3) Local bodz’esgle pivot of the administration R
in the case of lecal bodies should be the

executive officex, who might he a lent officer

"~ of the district staff, and who would be i
touch, in thé administration of the taxes,
with certain Provincial and Imperial officers
(9 573). ] .

The Collector should act as a liaison officer betwien
the Imperial and Provincial *and between the Provincial
and Local departments, and he or one Qf hig assistants
chould also be the appellate authority in all case.; <?f.
appeals’ against assessments to local taxes, rexcept where
provision is made for appeal to a court (1570 to 573).

s
K722 N2k .

n Taxation Enguiry
th December, 1925, exdudmg The
e report and. thelevzdence, 18

et A ) et f]
‘Sehatges Jfog prnting
e 4’;%}7 ,b&? o

-

Ghe estimated cost of the India
Committee up to the 14
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