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Thelndian Tax System : History and Legal Framework

Abstract

The efficiency of a country’s taxation system
determines the health of its economy. If the right
ORIGINAL ARTICLE steps are followed, it maintains revenue
consistency and controls economic growth. The
federal three-tier structure of our tax system is
made up of the Union Government, the Sate
Governments, and the Local Bodies. Any tax
imposed that is not authorised by law or that
exceeds the legislative body’s authority is
unconstitutional. The constitutional delegation of
tax authorities established the fundamental
Author structure for India’s tax system after independence.
Thefoundation of policy istheideathat thefederal
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Associate Professor, taxing authorities. Threelistsareused in Schedule

HOD I_D_ept. OT Commer_ce& Management VII to list the taxation-related topics. The ability
MataGujri MahilaMahavidayalay Autonomous to tax services was not officially recognised or

Jabal pur, MadhyaPradesh, INDIA delegated to any level of Government in India’s
constitution prior to 2003. All remaining taxing
authority was granted to the Central Government, and this power served as the basis for the levying
of a tax on a select few services beginning in 1994.The changes to the Indian Constitution gave the
Central Government the jurisdiction to tax services. To alleviate severe fiscal strains, tax policy was
used asthe primary tool, and significant adjustments were implemented by a large number of nations
worldwide. The internationalisation of economic activities brought about by growing globalisation
served as another source of inspiration for reform. In light of the recent decision to implement GST,
this essay analyses the structure of the Indian tax system, its constitutional framework, and the system’s
present modifications.
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I ntroduction

The effectiveness of a country’s taxation system, when implemented properly, may maintain steady
revenue, promoteindustrid activity, and control economic expansion. Thetax system can mobilissmoneyin
responseto growth through effective measures, resulting in revenue growth that isjust alittle quicker than
GDP. The three-tier federal structure of India’s sophisticated tax system is made up of the Union Government,
the State Governments, and the Local Bodies. The enforcement of themany leviesand taxesthat are common
inthenéation givesthesethree organi sationstheir authority. Theselocd bodiestypicaly consist of municipdities
and local councils. The Indian Constitution grants the Government the authority to impose taxeson both
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people and organisations. However, only alegal authority hastheright tolevy or collect taxes, asstatedin
Article 265 of the constitution. Any tax imposed must bejustified by alegidation that hasbeen approved by
thelegidature or the parliament. Any tax imposed by the Government that is not authorised by law or that
exceedsthelegidativeauthority may bedeclared uncongtitutiond . Thelndian Congtitutiondividesuplegidative
authority, including taxation, between the State L egislature and the Parliament. The paper examinesthe
constitutiona foundation, ongoing changes, and structure of the Indian tax system. Evenif itischallengingto
accomplishtheideal goal, changesallow usto maintain thefocuson additiona improvements. Itisalso
emphasi zed how historical and ingtitutiona issues haveinfluenced Indiantax policy.

Tax- Meaning and I mplications

A tax may be defined asafinancia burden imposed on individuals or property ownersto fund the
Government and a payment demanded by agoverning body, depending on the definition employed. Itisa
compulsory contribution, exacted under the authority of thelaw, not avoluntary payment or donation. It can
bepaidin cash or intheway of itslabour equivaent, and it can bedirect or indirect. A direct tax isatype of
feethat isassessed directly to thetaxpayer and paid to the Government by theindividuals (legd or natura)
who aresubject toiit. Direct taxesarethose that thetaxpayer isnot permitted to transmit to athird party. In
contrast, anindirect tax isonewhich gets fromtheassessee (such asaretail business) that ultimately paysthe
tax’s economic burden (such as the customer). The middleman then pays the Government for the tax money
together with atax returnthat islater filed. Therefore, direct taxeswhich are paid by the Government directly
tothepeople(lega or natural) upon whom they areimposed,are contrasted with indirect taxes.

Past, Legal Framework, and Origin of Indian Tax System

Indiahas had traditional taxation in placein variousforms since ancient times. Agriculturistswere
required to pay one-sixth, one-eighth, or one-tenth of their produce, depending on their circumstances, while
tradersand artisanswere required to pay one-fifth of their profitsinsilver and gold. Manu, theancient law-
giver. The Srimad Bhagvatam makes reference to the word “kara,” which denotes taxation. The manifest form
of a Government’s identity and awareness is known as a “danda” in Sanskrit. In the ArthaShastra, Chanakya
talks about “Kosha moolo danda” and says that a Government’s strength comes from its treasury and its
inflows. Ancient India’s taxes were generally very effective, and the system’s flexibility was ensured by the mix
of direct andindirect taxes. The Sultansof Delhi gethered taxesduring theMiddleAgesinfivemain categories.
A mansabdar received land revenuerightsfrom the Mughd rulersinreturn for promisesof men during battle.
The British and the French were given the authority toimposetaxes on behaf of the Emperor by the Treety of
Allahabad in 1765. Ancient India’s taxes were generally very effective, and the system’s flexibility was ensured
by the mix of direct and indirect taxes. Asaresult, the British method of collecting land taxeswaswell
established when the Mughal Empirefell apart after 1857. Large-scale changes and overhaul s happened
towardsthe end of the 19th century. Astheleech, thecalf, and the beetake their food gradualy, so must the
King draw from hisrealm, moderateannud taxes, said JamesWilson, thefirst Finance Member of the Governor
General in Council, whenintroducing the law establishing anincometax inthe country in July 1860. As
financial responsibilitiesgrew, thetax system needed to be updated. Incometaxesand other taxesbecamea
contentious topic once the federal Government’s “Diarchy” was established in 1919. In 1922, a new Income
Tax Act washigtoricaly passed, establishing afull taxation sysemwithitsown adminigtrativeframework. The
numerousincome-tax authoritieswere given aparticular namefor thefirst time by the Income-tax Act of
1922. A Central Board of Revenuewasestablished in 1924 to handle central taxes. Another paradigm shiftin
taxation occurred with the attainment of independence. The maintenance and devel opment of Britishinterests
wasno longer thegoal of revenue collection; instead, it wasfor the benefit of the British people. Themain
direct taxescharged by the Centreareonindividua and businessincome, with theexception of wedth tax and
an agriculturd incometax for which the stateshavetheright tolevy taxes. Central Excise Duty, CustomsDuty,
and Service Tax are the three types of indirect taxes that the Centre levies and collects. Based on the
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recommendationsof the Centra Finance Commission, whichisestablished every fiveyearsto evauatethis
sharing mechanism, a specific percentage of the taxes collected by the Centre devolveto the states. The
constitutional delegation of tax authorities established the fundamental structure for India’s tax system after
independence. Thefoundation of policy istheideathat thefederd and state Governments should have separate
taxing authorities. Threelistsareusedin Schedule V11 tolist the taxation-rel ated topics. Thelegidation that
can only be passed by the state legidature and the parliament, respectively, arecoveredin Lists| and I1. The
lawsthat can only be passed by thefederal Government areincludedin List I11. List 11 of Schedule VI
containsalist of the subjectsonwhich both the State L egid ature and the Parliament may s multaneoudy adopt
laws. Thereisno head of taxesin the Concurrent List of the Seventh Schedul e of the Indian Constitution,
whichisestablishedinListsl and Il of thelnternd Revenue Code. Theability to tax serviceswasnot officialy
recognised or delegated to any level of Government in India’s constitution prior to 2003. As all When the
central Government received residuary taxing authority in 1994, that power served asthefoundation for the
imposition of atax on particular services. TheAmendment to the Congtitution of India(Article268A) 8 grants
the Central Government the authority tolevy aservicetax, with the proceedsbe ng coll ected and appropriated
by the Centra and State Governmentsin accordance with guidelines established by the Parliament. In 2003,
acongtitutional amendment specificaly granted the Centrd Government the authority totax services.

Reforms Carried Out —A Description

Significant improvementsand numerousreforms have been implemented in numerousnationsal over
theworld over the past 20 years. The main tool used to alleviate severefinancial stresswastax policy. A
seriouseconomicimba anceacted asthe primary driver in many devel oping nations. In other cases, substantia
tax changeswere required to move from aplan to amarket. Thesetax changeswere madein an effort to
increase efficiency and deal with the problem of taxesreplacing public enterpriserevenues asthe primary
source of income. The economic activity that growing globalisation brought about was another factor that
contributed tothis. InIndia, tax policy hasdevel opedinto asignificant part of fisca policy, whichwasrequired
for the deliberate devel opment strategy. Tax policy wasthe main tool used by the Indian Constitution to
transfer private savings to public consumption and investment. The country’s tax policy has unavoidably
changed throughout time dueto atering growth strategies. Early Government demands had animpact on tax
policy, and effortswere madeto rai setaxes on those who could afford them without taking the effectiveness
of thetoolsat their disposal into account. Given the size of the country, its complex fiscal structure, the
uniqueness of thereform experience, and the chalengesin calibrating reforms brought on by institutional
constraints, theIndian tax reform experience can beinstructivefor many other nations. The Taxation Enquiry
Commission’s suggestions were put into reality, and the tax structure in independent India started to change.
Thiswasthefirst thorough assessment of the existing tax system and the creation of asystem that would
incorporatefedera, state, and municipal taxes. Among other things, it wasintended to increase savingsand
investment level s and transfer resources from the private to public sectors. The Indirect Taxes Enquiry
Committee attempted to significantly simplify indirect taxes, but its recommendations weren’t implemented
until 1986. Systematic and thorough efforts to alter the federal tax system didn’t start until after market-based
economic reformswereintroduced in 1991, when the Tax Reforms Committee (TRC) put out aframework
and aroadmap for restructuring both direct andindirect taxes With their emphas son effectivenessand s mplicity,
the reforms that have been put in place since 1991 mark a substantial departure from the past. The Tax
Improvements Committee made detailed recommendationsfor thereform of thetax system, includinganew
tariff structure that combined economic science with conventiona wisdom. The TRC advised avariety of
measures to modernise admini strative and enforcement equi pment, reduce exemptions and concessions,
drastically streamlinerulesand procedures, build an appropriateinformation system, computerisetax returns,
and enhancerevenuebase. Thecentra tax system had undergonesignificant rationaisation and smplification
by 2005, but it was still far from perfect, and the changeswere neither widespread nor consistent. The TRC
recommended anumber of actionsto update administration and enforcement tool s, lessen exclusionsand
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concessions, grestly smplify lawsand procedures, cresteauseful information system, computerisetax returns,
andincreaserevenue base. By 2005, there had been amgjor rationdli sation and simplification of the centra
tax system, but it was still far from flawless, and the modificationshad not been made cong stently or widely.

Thedevelopment of the Indian tax systemisdigtinct, if not entirely unique, but having someissuesin
common with those of other countries. Inless devel oped countries, tax reformswere spearheaded by the
International Monetary Fund or other agencies, but India’s had a strong national identity. Multilateral financial
ingtitutionsdid not set thedirection for tax reform even though they offered some help. However, thereforms
werealso largely in accordance with worl dwide trends and best practises. One-country-one-tax, reducing
the cascading effect of taxes on taxes, increasing thetax-to-GDP ratio, reducing/eliminating tax evasion and
corruption, and boosting productivity and transparency are the objectives of the most recent reform. The
supply of products and servicesfrom the manufacturer to theclient issubject to asingletax known as GST.
Theusage of input tax creditspaid at each level canbedoneat thefollowing stage of valueaddition. GST is
essentialy atax that isonly assessed on valueadded at each leved. Thefind client will only beresponsiblefor
paying the GST assessed by thelast dealer in the supply chain, with set-off benefitsat all precedinglevels.
GST would only levy asingletax on goods and servicesfrom producer to consumer, guaranteeing that tax
paymentsto thefina consumer aretransparent. Asaresult, therewill beadecreasein overd| taxation. Thisis
becausethe GST system will increasetheefficiency of theentire supply chain, generating profitsand preventing
leaks. Thisisexpected to resultin adecreasein the overall tax burden on most goods, which will benefit
consumers.

Conclusion

Although tax administration has advanced, thereisstill moreto bedoneto modernizethetax system. It
isaconstant effort to increase revenue production and reduce distortions. There should be coordinated
reformsimplemented at thefederd, state, and municipa levels. Thereduction of distortionsand compliance
costs should beatop priority. These new amendmentsto creaste anew direct tax system were prepared with
the expectation that reduced taxes and eas er regul ations would boost compliance and revenue. The new
direct tax code, which eliminates needless exclusionsand convol uted sections, sub clauses, and disclaimers,
will havean effect on everyone, from the average person to major corporations. Because a person cannot
claimtax creditsfor taxeson hisinputsif he doesnot pay taxes on the goods he sélls, thisis supposed to
discouragetax evasion. Additionaly, individua swill only purchasegoodsfrom sdllerswho have paid taxeson
thegoodsthey are selling, which would causemany currently illegd transactionsto becomelegd, brightening
India’s future even further.
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