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Proceedings of the Madras Government, Revenue Department,
6th September 1861:

: No. 59. Read the following letter from F. WALTHEW, Lsq., Seerctary to the Income
: ; Tux Commission, to J. D. SIM, Esq., Secretary to (Grovernment, Revenue Department,
y i Fort Saint George, dated Madras, 2nd August 1861, No. 64 :—
SIR,
” Rl | ! {. I am instructed by the Commissioners to state that they have reason to believe that

: , 3 during the current year numatous claims will arise to set off losses under Schedules I and 1T
B4 against income derived from property described in Schedule 111

‘ A 2. The claim to set off the excess of loss under Schedule II against the profits under
i Schedule I and vice versd is admitted by the Orders of the Governor General contained in the

ruling No. 115, Financial Department, Fort William, dated 6th November 1860.
3. The Governor General further lays down the broad principle that ¢ the Income Tax
l ¢t ig not intended to be paid on anj sum beyond the actual profits of the year after deduction of

¢ |osses.”

4. The Commissioners are informed that in one instance referred to Government by the
Special Commissioner, the decision arrived at was, that losses under Schedule I or Il cannot be
set off against profits derived under Schedule III from interest on Government Securities; but
{he Commissioners, with a view of being able to dispose of any cases which may be brought
before them during the current year (1861-62) are desirous to be in possession of an anthoritative
ruling on the point under reference which may guide them in their future decisions, and beg to

- - suggest that the point be referred to the Law-Officers of the Government. .

o A No. 60: Orper THEREON, Gt September 1861, No. 1,775.

g - @ i | "

- : i 1. The question proposed by the Commissioners will be referred for the decision of the

| ' 3 ¢ 5 ‘ Government of India. :
Yy 9. The Commissioners are in error in supposing that Government have passed such a deci-
| ol sion as that alluded to in paragraph 4. The claim negatived in the Order of 27th June last,
e, b No. 1,269, was to a certain refund, and the merits of the general question now put were not
ER entered into, though the Special Commissioner had requested instructions on it.
(Signed) C.G. MAS1ER,

Deputy Secretary to Government.

? y

< ; ‘4
N o Ordered that the following letter be despatched.

4 3 f‘i No. 61, From J. D. SIM, Esq., Secretary to the Government of ot Saint George, to the
Seeretary to the GGovernment of India, Financial Department, dated 6l September
1861, No. 1,776.
1
= : : x| SIR,
. |
3 \ : : 1. I am directed by the Honorable the Governor in Ceuncil to forward for the Orders of
! ; the Supreme Government a letter® from the Income Tax
: : p ! ¥ 9nd Augnst 1861, No. 6% Al : tix g : : ‘
M : Commissioners at this Presidéncy, relating to a question of
by : . much importance in connection with Act XXXII of 1860.
f : a, The Commissioners inquire whether excess of loss under Schedules I and Il, can be
| ‘ set off agaiust profits devived under Schedule 111,
: : 3. They allude to a rulingt of the Government of
+ 6th November 1861, No, 115. .‘ _' y a de g1 0 Ve .
Indig, laying down that where an excess loss on Janded
property does oceur, there can be no doubt that it should be deducted and set off' against profits
under the fules of Schedule 11, and vice versd, ‘* the Income Tax not being intended to be paid
“ on any sum beyond the actual profits of the year after deducting such losses,” On the other
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hand, however, premia for Insurances for deferred annuities, though they may be deducted from
income under Schedules I, 11, and IV cannot be deducted from income under Schedule ITI.

4. In the 4th paragraph of their letter the Commissioners allude to a decision passed by
this Government, on a reference from the Special Commissioner, but they are mistaken in
supposing that it bears directly on the point now at issue, and it is therefore unnecessary to
refer to it here.

5. The question raised by the Commissioners is so important that it is considered
necessary to bring it under the particular notice of the Government of India. MHitherto it is
well known that the Income Tax has failed to yield the revenue which it ought, and this
disappointment has mainly arisen from the returns of income uoder Schedule 1I not having
been faithfully made. The ignorance of the Government Officers regarding private incomes
derived from trades and professions led parties desirous of eluding the tax to avail themselves,
1 the first instance, of this weak point, and their success has evidently been great.

G. But now that the tax has become more familiar and is better kuown, other ways will
be sought of escaping it, and a good opportunity for evasion will, in the opinion of this
Government, be afforded, if the ignorance which now conceals private incomes from taxation,
is allowed to be used as a means for evading the tax on profits derived from such property, as
houses, lands, Promissory Notes, and the like, yet this result will certainly ensue, if the
Financial Order No. 115, was intended to have the broad effect which its wording justifies the
Commissioners in giving to it, and persons are enabled to escape taxation on their re

funded preperty by the plea, the truth of which is only known to themselves, that the
sustained loss in their private trade or profession.

al and
y have
.

7. This Government, I am to remark, are doubtful whether the bLroad consequences now
sought to be attached to the words *“ vice versd” in the order in question were either apparent or
intended when it was framed; for (1) if Income Tax is to be paid on the net actual profits of
the year from ALL sources, there was no reason why the order should have omitted all mention
of the other Schedules, merely specifying as it did, that losses under Schedule T should be deducted
and set off against profits under the Rules of Schedule 11, and vice versd : (R) it may be urged
that Act XXXII of 1860, by dividing property into different Schedules with a separate account
and charge for each, and by the tenor of Seetion 134, (which gives an instance of a deduction
being allowed for a payment from income under one Schedule and not under another) intended
that Income Tax should be levied separately on different descriptions of property : and (3) the
right of a possessor of real or funded property to claim exemption from the taxation due on
such property on account of losses in his trade or professional business seems unwarranted,
because as the community is called upon.to pay an Income Tax for
administrative expenses of the Government by whom thejr property is protected, and as this
tax becomes due when the Government has performed its part by the maintenance of order, and
thus enable, the owner of honse.s and lands to collect his reénts, and abandonment of their elaim
on the plea that the profits derived fror.n real property have been lost in trade, speculations, or
other ways appears an ununecessary sacrifice of the dues of the State,

the puarpose of meeting the

8. The result of such abandonment would be that the most tangible sources of Income
would &“p away, and still more uncertainly and fraud be im.mduced into the working

) of an
uncertain and unpopular tax.

9.. This Government would submit for the grave consideration of the Government of India,
whether, if the wording of the Income Tax Act does not allow parties to be taxed on their
actual profits under each separate Schedule, it is not expedient to amend the law so as to admit
of this course. It is obviously prudent to re-cast or abolish any tax which proves financially a

failure while it encourages perjury and fraud, and brings serious unpopularity on the G
ment, and if the necessities of the State require an Income Tax, it should
L

and answer tle intended end of restoring the finances to an equilibrium

overns-
at least be eflective,
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