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Taxation systems have come to rely more on voluntary compliance
than administrative effort to bring in tax revenues. While
compliance is argued to depend on policy variables such as tax
rates, audit probability, penalty, etc., in the economic literature
there is an emerging school of thought which highlights the role
played by factors that influence the psychology of the taxpayer.
One of such factors is the perceived fairness of the tax system
- a fair system is expected to encourage voluntary compliance.
Fairness plays out both in terms of horizontal and vertical equity
and in terms of administrative fairness. In the context of taxes
on incomes, this could mean a comparison of personal income
tax with corporate tax as well as within corporate tax - between
different kinds of corporates - across size classes, sectors,
capital intensity and so on. In India, in recent times, the tax
structures have been maintained such that the peak marginal
rate of tax in personal tax is equal to the rate of tax for corporates
registered in India. This comparison of rates of tax however is
incomplete since these are statutory tax rates and the effective
tax rate faced by any taxpayer depends not just on the statutory
tax rate but also on the exemptions and concessions that the
taxpayer has been able to avail of. Tax exemptions exist within
all tax structures. While the rate of tax tends to be the same
across corporates, exemptions and concessions can mean that
the effective tax rates vary significantly across companies. The
rates of tax, statutory as well as effective, are important not just
for companies within the country but also to influence location
of companies across countries. The present note is an attempt
to provide an overview of the status of corporate tax exemptions
in India when viewed in comparison with a few other comparable
countries and to briefly ask,

i. Whether the incentives discriminate across size classes of
firms.

ii. Where the incentives are effective in achieving the intended
objectives, and

iii. Finally, whether the government’'s state objective of a
reduction in the tax rates and in exemptions would bring in a
level playing field in India and for India in comparison with
similar countries.

To begin with, we document the changes in corporate taxes in
India for domestic companies, and explore whether tax rates in
India are substantially higher than those in other countries in
Section 1. In Section 2, a comparison of effective tax rates across
companies, classified according to their annual profit before tax,
is presented. We discuss major corporate tax incentives in Section
3 and their effectiveness in Section 4. In section 5, a brief analysis
of the major policy initiatives is undertaken and some conclusions
are presented in section 6.

FIGURE 1: STATUTORY CORPORATE TAX RATE ACROSS
COUNTRIES - A COMPARISON
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SECTION 1: CORPORATE TAX RATES IN INDIA -

A COMPARISON

In corporate taxes, in India, there was a period when the structure
incorporated a large number of taxes. Till 1983-84, apart from
the distinction between closely held and widely held companies
as well as between domestic companies and foreign companies,
there was also a size class wise variation in the tax rates. The size
class variation was eliminated in 1983-84 while the distinction
between closely held and widely held companies was removed in
1994-95, after which the rates of tax too have been reduced with
the tax rate being 30 percent plus cesses till 2015-16. In other
words, in terms of the statutory tax rate, there are no differences
between tax payers based on the level of income. This could be
considered an indicator of fairness. Further, in more recent times
a mild degree of progressivity has been introduced through the
way surcharges have been defined on companies - from 2008-09,
the surcharge has varied with the income of the company. In the
budget of 2016-17 for instance, the surcharge has been made
applicable only to companies where income is higher than one
crore. Further the rate of surcharge increases from 7 percent to 12
percent if the income exceeds INR 10 crore (1 crore = 10 million).

TounderstandIndia’s corporate ratesinrelationto other countries,
the figure 1 below provides a comparison for a few countries. The
statutory tax rates [STR) of India does not appear to be higher
than the average tax rate for other countries. In other words, India
does not appear to be an outlier in this comparison. However,
as mentioned earlier, there exist a number of exemptions and
concessions that are provided in the tax regime, which change
the impact of the tax on companies.

Figure 2, reproduced from the National Bureau of Economic
Research (NBER’s) Comparison of Average Book Effective Tax Rates
for the period 2006 to 2011, provides comparison of effective tax
rates (ETR] across countries in comparison with the other countries
captured in the chart, India belongs to the group of countries which
have relatively medium effective corporate tax rate.

SECTION 2: COMPARISON ACROSS COMPANIES

IN INDIA

A comparison of effective tax rates across companies classified
according to their annual profit before tax shows that smaller
companies face higher ETR as compared to larger companies.
Figure 3 shows that companies having annual profit before
tax [PBT) up to INR 10 crore face higher effective tax rates. The
ETR for these companies has gone up from 31.6% in 2011-12 to
41.2% in 2015-16. An increase in ETR by 5% by every two years is
observed for small companies, as compare to 2% (4% in 2015-16)
for medium companies. This clearly shows that small companies
are unable to take benefits of existing tax exemption schemes and
higher tax rate becomes a barrier for new companies to enter into
the market.

A comparison of statutory tax rate [STR] and ETR across two broad
groups of companies shows that small companies face ETR which
is higher than STR. This is due to the fact that for these companies
PBT is lower than income considered for the purpose of corporate
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FIGURE 3: COMPARISON OF EFFECTIVE TAX RATES ACROSS
COMPANIES BY SIZE
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TABLE 1: COMPARISON OF STATUTORY AND EFFECTIVE TAX RATES ACROSS COMPANIES

STATUTORY TAX RATE (STR)
STATUTORY TAX RATE

FY2011-12
FY2012-13

FY2013-14
FY2014-15

FY2015-16

COMPANIES HAVING
(STR) ANNUAL INCOME ABOVE
INR 10 CRORE

EFFECTIVE TAX RATE (ETR)

COMPANIES HAVING COMPANIES HAVING ANNUAL
ANNUAL PBT UP TO INR PBT ABOVE INR 10 CRORE
10 CRORE

Source: Computed from Revenue Foregone Statement, Union Budget Documents (various years]

income tax liability. For companies having annual PBT up to INR 10
crore, increase in ETR during 2011-12 to 2014-15 is observed,
even if STR remains unchanged, and this is due to divergence
between growth rate in income and PBT. Though the statutory
tax rate is higher for companies having annual PBT above INR
10 crore, their ETR is lower as they derive larger benefits from
existing tax exemptions.

ETR for all companies has gone up during 2013-14to0 2015-16, and
there are two reasons for that. First, a rise in STR is observed in
2015-16 and second, the tax exemptions did not grow as faster as
corporate income. In fact total exemption (net revenue foregone)
as percentage of total corporate income tax (CIT) collection is
going down.

SECTION 3: REVENUE FOREGONE -

TRENDS IN INDIA

The impact of exemptions and concessions on revenue collection
is summarized through an estimate of the revenue foregone within
the budget document. Before analysing the observed numbers, it
is important to recognize that the revenue foregone estimates
should not be read as potential revenue that the government
could have collected but did not collect since it chose to give
exemptions and concessions. To the extent, the incentive
regimes worked, there would be taxpayers who exist only because
of the existence of the incentive regimes. If these regimes are
eliminated, these companies would cease to exist and the
corresponding revenue too would not accrue to the government.
Only a part of the revenue that can be attributed to normally
profitable companies would have accrued to the government, i.e.,
potential revenue that the government could have collected in
the absence of exemptions and concessions would be a fraction
of the reported revenue foregone; there are no straight forward
ways of estimating the size of this fraction.

The following table 2 presents a summary of the revenue foregone
through the incentives provided within the Indian income tax
regime to corporate tax payers. This table shows that while the
net revenue foregone has increased in absolute terms over the
years, the growth has not been as fast as the growth in revenue
collection, implying thereby that the revenue foregone as a
proportion of revenue collected has declined across the three

years. Further, in terms of the individual exemptions, while the
amount associated has declined for some incentives like area
based exemptions, formost of the others, the incentivesinnominal
terms have increased over the years. In terms of the magnitude,
two of the major incentives are accelerated depreciation benefits
and benefits provided to special economic zones. Together, these
account for about 60 percent of the gross revenue foregone. Two
other incentives which each accounted for over INR 10,000 crore
of revenue foregone in the year 2015-16 are incentives given for
investments in research and development and incentives given to
power sector units.

TABLE 2: REVENUE IMPACT OF MAJOR INCENTIVES ON
CORPORATE TAXPAYERS (IN INR CRORE)

2013-14 | 2014-15 | 2015-16

DESCRIPTION OF INCENTIVE

AREA BASED EXEMPTIONS 7,189 9,015 6,559
SPECIAL ECONOMIC ZONES 18,873 18,630 21,218
INCENTIVES FOR R§D 7,592 8,450 10,131
Q(E:EEIL:FTZATED DEPRECIATION 34,278 41,531 50,027
INFRASTRUCTURE 3,353 4,334 5,130
POWER 9,937 9,756 11,621
MINERAL OIL 6,245 3,227 5,986

TELECOM 1,431 1,745 | 1,233
OTHERS 2,247 4,034 | 3,272
TOTAL (GROSS) 91,144 | 100,722 | 115,177
RECOVERED THROUGH

CUIERNR TS e - 33,351 | 35,655 | 38,318
(MATS)

NET REVENUE FOREGONE 57,793 = 65,067 | 76,859
AS PERCENTAGE (%) OF

SN (22.4%) | (21.8%) | (21.5%)
TAX LIABILITY

UL 557 gsg | 298,205 | 357,968

TAX LIABILITY

Source: Computed from Union Budget Documents [various years)




Tax incentives are used by governments to achieve certain policy
goals. For instance, the incentives given to special economic
zones are expected to achieve a number of policy goals, but
viewed carefully, it can be seen as a package to encourage the
creation of good infrastructure for the use of exporters. Similarly,
accelerated depreciation provisions are expected to increase
capital formation in the country and area based exemptions
are expected to influence the choice of location of industries
to places that fail to attract investment on their own merit. In
the following section, some of these important exemptions are
studied to understand whether one can draw any inference on
the effectiveness of these tools to achieve policy goals of the
government in the next section.

To understand whether India is an outlier in providing incentives
of this kind, we can look at the examples from other countries
which too provide tax incentives or a revenue foregone statement
is available. Information for some countries is presented below.
The figure suggests that India does not emerge as an outlier in
the extent of tax incentives provided. In fact, of the 8 countries
considered, three have levels higher than that for India - United
States, United Kingdom and Canada. It may be noted that the
Figure 4 provides information for the period around 2006-08.

Inter country comparisons on tax expenditure should however be
viewed with caution. Tax (incentives] expenditures are computed
as deviations from a standard tax rate. However, by law or
Constitutional provisions in certain countries, certain sources of
income could have a different treatment. In the computation of tax

FIGURE 4: REVENUE FOREGONE AS A PERCENTAGE OF REVENUE
GENERATED (TOTAL INCOME TAX)
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expenditures these may not be duly reflected as it is not a formal
concession being extended as a policy position. For instance,
agriculturalincome in India is beyond the purview of income tax by
the union government. In the computation of revenue foregone,
this would not be reflected anywhere.

Different countries provide incentives under corporate income
tax for different reasons. Among the incentives, many countries
provide incentives on account of research and development,
accelerated depreciation and special regions/ zones. Therefore,
incentives provided in India are not standalone incentives; many
countries provide similar incentives under corporate tax.

TABLE 3: INCENTIVES UNDER CORPORATE INCOME TAX ACROSS COUNTRIES

INCENTIVE
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SECTION 4: EFFECTIVENESS OF INCENTIVES

It should be noted that in assessing the effectiveness of an
incentive regime, it would be inadequate to ask whether there
are any companies which benefited from the provisions of this
regime. There would always be companies which seek to utilize
the provisions to reduce the tax liability and this is to be expected.
The need is to go beyond and ask whether the objective for which
the regime was designed would be achieved. In this section,
an attempt is made to identify the objective and formulate an
appropriate hypothesis to be tested to assess whether the
objective is being satisfied. For this purpose, four exemption
schemes are being examined.

SPECIAL ECONOMIC ZONES (SEZS):

Revenue foregone statement shows that corporate tax incentives
enjoyed by the Special Economic Zones (SEZs) is the second largest
after accelerated depreciation. The SEZ Act 2005 was legislated in
India with an objective to generate world class infrastructure that
can support production and more importantly exports from India.
Theintended benefits from this provision canberead asincreasein
India’s exports, increase in investment especially in infrastructure
and increase in employment. If one looks at the number of SEZs
set up and the exports from these zones, then the policy would
appear to be asuccess. But, if the zones are growing at the cost of
exports from the rest of the economy, then it cannot be considered
a success. Rao et al. (2016]) explore the effectiveness of the SEZ
policy based on its impact on the aggregate economy, the results
from which are summarized below. The analysis does not suggest
that the policy introduced any statistically significant change in
the performance of the Indian economy either in terms of the level
of aggregate investment or exports. Further, since all investment
will generate some amount of employment, to establish that SEZs
generate employment, it is important to ask whether SEZs are
more employment intensive than other domestic enterprises. The
study shows that given the level of investment, it would appear
that employment generation in SEZs is considerably lower than in
the manufacturing sector in the domestic tariff area. While it is
possible that investments reported in SEZs include a considerable
amount of investment in infrastructure development, there is no
evidence available currently on the split of investment into those
by a developerand those by units. Further, there are no measurable
indicators of the quality or quantity of infrastructure generated
within the SEZs to allow for any analysis of this objective of the
proposed policy.

RESEARCH AND DEVELOPMENT (R8D):

Companies operating in India are offered tax incentives in the form
of super deduction for incurring revenue and capital expenses
on R&D. There are different rates of deduction that are offered to
companies undertaking in-house research and to those which
outsource it. The gquestion to ask in examining the success of this
provision would be to ask if the potential benefits through RSD
are being realized either by the economy or by the companies
concerned. These benefits could be in terms of increase in
income from intellectual property for the country or higher profits
for companies which spend more on R&D expenditure. Rao et al.
(2016) show that while there seems to be some evidence of an
economy-wide relationship between the patents applied for and
the increments in RED expenses as well as total income from use

e/ -

of intellectual property received from abroad, there seems to be no
evidence to suggest that the companies witness an improvement
in the process of production upon incurring R§D expenses. Further,
the income per unit of the patents, trademark and industrial design
have remained far below the global average which suggest that
while India is increasingly registering patents abroad it is not
registering a comparable income on its intellectual property.

AREA BASED EXEMPTIONS:

Fiscal incentives have been given to encourage investment in
‘backward’ areas in many ways for many years. These incentives
have been a combination of tax incentives and subsidies (capital,
interest and / or transport subsidies). The questions to ask
could be firstly, did the investment in these states increase
subsequent to the introduction of the scheme, and secondly, is
this attributable to a shift in economic activity from some other
states to these states. A recent analysis carried out by Rao et al.
(2016) concludes that:

1. There has been an expansion in the economic activity in the
incentivized regions with their share in total output/value
added aswellasincapitaland employmentincreasing over time.
But the benefits have not accrued uniformly to all the
incentivized states. Uttarakhand and Sikkim seem to have
benefitted more than the other states.!

2. Thereis not much evidence of a large scale shifting of economic
activity from the neighboring states to the incentivized states
- since the level of activity did not decline in these states taken
together.

3. 0n whether the states would witness sustained economic
activity once the incentive period is over, evidence seems to
suggest that the industry is footloose and hence a part of the
economic activity might not be sustained once the incentives
no longer exist.

In other words, this scheme seems to be partially successful since
it seems to have brought in some economic activity into some of
the incentivized states. However, the fact that all incentivized
states did not benefit equally suggests that these incentives
need to be accompanied by other interventions to make these
destinations attractive to the investor.

ACCELERATED DEPRECIATION:

This provision was introduced to encourage capital formation in
the economy. As per the provisions in the Company’s Act, there are
permittedrates of depreciationfor different assets thata company
might buy. The provision for accelerated depreciation allows
companies to claim a higher rate of depreciation for some classes
of assets when income is computed for purposes of determining
the income tax liability. As is evident from the table on revenue
foregoneforindia, therevenue foregone onaccount of accelerated
depreciation is substantially higher than that associated with any
of the other incentives provided. It should be noted that most
of the other incentives can be availed by only a sub-group of
taxpayers, but since investment is essential for every company to
exist, accelerated depreciation can be claimed by all companies
at some point in their lifecycle. In this sense, this incentive could
be considered more equitable than other incentives. However, it
is also important to note that these incentives might have two
other consequences. First, since benefits for any tax exemption




would be available only to companies which are profitable and
potentially liable to pay tax, older companies by the mere fact
of already being in operation at the time of capital investment,
might be able to derive the benefits by claiming depreciation
against incomes from pre-existing projects while the benefits
to the newer companies would accrue only when profits are
generated. In other words, the acceleration in depreciation
provisions would be more easily available to older companies
while for the new companies, the provision can only increase
carry forward losses in the short run, which cannot be considered
a benefit. Second and more important, these incentives coupled
with perceived costs of hiring labour might induce the choice of
more capital intensive technologies, which in turn would mean
relatively lower levels of employment generation corresponding to
given levels of capital formation. For a labour intensive economy
where growth is perceived to be constrained by the availability of
capital, incentives like these could be perceived as creating an
undesirable bias in favor of capital.

While empirically testing these hypotheses is beyond the
scope of this policy note, it might be instructive to compare the
capital labour ratio for different size classes of units to explore
whether the suggested bias indeed is manifest in the observed
information. The rationale for using a comparison across size
classes is that larger units would demonstrate greater ability to
find the resources to invest when compared to smaller units.

Based on summary statistics of Annual Survey of Industries 2013-
14, Figure 5 presents fixed capital per worker for factories having
increasing Net Value Added (NVA]. It shows that for small (having
NVA upto INR 0.5 million] and large (having NVA INR 500 and above)
factories capital intensity is higher. High capital per worker for
factories with low value added may be due to the fact that these
factories are new entrants and yet to be under revenue stream.
Since new factories (startups) invest substantially in capital
stock though their outputs take time to reach the market place,
fixed asset per worker is higher for them. Except for big factories,
capital per worker is lower for medium factories as a result they
cannot avail the benefits as much as big factories.

The above analysis suggests that one cannot unequivocally
establish that tax incentives are an effective way of achieving
the policy goals. Further, the benefits from incentives are not
uniformly accessed by all companies - a larger proportion of
benefits accrue to the larger and older companies.

SECTION 5: POLICY INITIATIVES OF THE

GOVERNMENT

In the Union Budget 2017-18 speech, the Finance Minister
acknowledged that inequality exists in the effective tax rate of
corporate tax for companies in India. He mentioned that

“Medium and Small Enterprises (MSME) occupy bulk of economic
activities and are also instrumental in providing maximum
employment to people. However, since they do not get many
exemptions, they end up paying more taxes as compared to
large companies. As per data of financial year 2015-16, 2.85 lakh
companies making profit of less than ¥ 1 crore pay effective tax
rate of 30.26% while 298 companies making profit above ¥ 500
crores pay effective tax rate of 25.90%.” (Para 155)

FIGURE 5: FIXED ASSET PER WORKER ACROSS FACTORIES
CLASSIFIED ACCORDING TO NVA (INR MILLION PER WORKER)
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“In order to make MSME companies more viable and also to
encourage firms to migrate to company format, | propose to
reduce the income tax for smaller companies with annual turnover
upto ¥ 50 crore to 25%. As per data of Assessment Year 2015-
16, there are 6.94 lakh companies filing returns of which 6.67 lakh
companies fall in this category and, therefore, percentage-wise
96% of companies will get this benefit of lower taxation. This will
make our MSME sector more competitive as compared to large
companies. The revenue forgone estimate for this measure is
expected to be ¥ 7,200 crore per annum.” (Para 156)

There is no doubt that small companies face higher ETR than big
companies and the reduction of CIT will help small companies. It
is expected that lower tax rate may induce existing entrepreneurs
to register their companies under the Indian Companies Act and
also encourage potential entrepreneurs to start business. In the
short run the reduction in statutory tax rate may benefit existing
companies. Assuming PBT-Turnover ratio as 7%, companies up
to INR 3.5 crore as annual PBT will be benefitted from the policy.?
Based on the information given the revenue foregone statement
in the budget for 2017-18, the potential beneficiaries would be
a staggering 50 percent of the total companies filing income tax
returns. For these companies, the effective tax rate was over 30
percent for the year 2015-16.°

In the Union Budget 2016-17, the Finance Minister promised to
reduce Corporate Income Tax rate to 25 percent with withdrawal
of all exemptions. Though the government has set sunset clauses
for some exemptions, there is no reduction of overall statutory CIT
rate. This policy would have implications for both the government
and the taxpayers. For the government, it would be pertinent
to know if the revenue realization from corporate tax would be
adversely affected by the change. On the other hand, for the
taxpayer while the reduction in the statutory tax rate would be
welcome, if it is accompanied by a reduction in the tax incentives
as well, the net impact would vary depending on the extent of
reliance on tax incentives. The net liability for some companies
can increase, and these are likely to be large companies which
tend to build a case for capital mobility in the face of increase
in tax liability. In this context, it is pertinent to verify whether
countries having 25% CIT provide tax incentives. We observe that
Austria, China and Indonesia having CIT rate 25% and provide tax
incentives. Austria provides tax incentives to private foundations,
invention premium, and education allowance. China provides




tax incentives to new high technologies, state debentures,
approved agricultural, fishery, forestry projects, environmental
protection projects, technology transfer, approved infrastructure
projects and western regions. Indonesia provides tax incentives
on account of tax holidays, accelerated depreciation, extended
loss carry-forward for specific industries or locations, venture
capital companies, export enterprises, bonded zones, economic

development zones, remote areas including mineral-rich offshore
areas. These raise questions on whether a regime of 25% tax
with no exemptions would be sustainable in India or whether
exemptions would creep in again over time.

CONCLUDING REMARKS:

THE ANALYSIS IN THIS PAPER ATTEMPTS TO PROVIDE AN OVERVIEW OF THE CORPORATE TAX RATES AND THE REGIME OF

CONCESSIONS AND EXEMPTIONS PREVALENT IN INDIA AND EXPLORE THE IMPACT OF THE SAME ON INDIAN CORPORATE TAXPAYERS.
THE ANALYSIS DOES SUGGEST THAT INCENTIVES PROVIDE BENEFITS DIFFERENTIALLY TO THE TAXPAYERS WITH OLDER AND LARGER
COMPANIES BEING BETTER PLACED TO AVAIL THE BENEFITS PROVIDED. IN OTHER WORDS, THERE IS MERIT IN THE GOVERNMENT’S
STATED GOAL OF REDUCING THE STATUTORY TAX RATE TO 25 PERCENT ALONG WITH A REDUCTION IN THE TAX INCENTIVES AS

WELL. HOWEVER, THE EXISTENCE OF INCENTIVES IN MANY COUNTRIES IN THE WORLD, EVEN IN THOSE THAT PURPORTEDLY HAVING

A STATUTORY TAX RATE OF 25 PERCENT ALSO SUGGESTS THAT GOVERNMENT MIGHT FACE SOME HURDLES IN ACHIEVING THE
STATED GOALS IF THERE ARE PRESSURES OF INTERNATIONAL TAX COMPETITION WITH INVESTORS EXPLORING ALTERNATIVE TAX
JURISDICTIONS. IN THIS CONTEXT, AN INCREASE IN PROTECTIONISM IN THE INTERNATIONAL CLIMATE MIGHT PROVIDE A WINDOW OF
OPPORTUNITY WHERE THE PRESSURES OF INTERNATIONAL TAX COMPETITION ARE BLUNTED. IT SHOULD HOWEVER BE KEPT IN MIND
THAT TAX INCENTIVES DO RE-ENTER TAX STRUCTURES OVER TIME AND THE EFFORT TO KEEP THEM OUT OR TO PERIODICALLY CLEAN
THE TAX REGIME NEEDS TO BE AN ONGOING EFFORT. TOWARDS THIS END, PERIODIC ASSESSMENTS OF THE COST AND BENEFITS OF

TAX INCENTIVES MIGHT PROVIDE THE NECESSARY INFORMATION TO WEED OUT INEFFECTIVE INCENTIVES IF ANY.




APPENDIX

EFFECTIVE TAX RATE, INCLUSIVE OF SURCHARGE AND EDUCATION CESS, OF SAMPLE COMPANIES ACROSS INDUSTRY

SECTOR INDUSTRY NO. OF PROFIT TOTAL TAX EFFECTIVE TAX
COMPANIES BEFORE TAX (IN RS. RATE
(IN RS. CRORE) CRORE) (IN %)
AGRO-BASED INDUSTRIES 9,925 11,160 2,934 26.3
AUTO MOBILES AND AUTO PARTS 4,596 48,663 14,621 30.0
CEMENT 639 10,223 2,183 21.4
DIAMOND CUTTING 475 2,260 662 29.3
DRUGS AND PHARMACEUTICALS 5,568 58,142 14,053 24.2
ELECTRONICS INCLUDING 2,427 13,074 4,646 35.5
COMPUTER HARDWARE
ENGINEERING GOODS 9,806 35,066 10,303 29.4
FERTILIZERS, CHEMICALS, PAINTS 3,809 21,551 6,146 28.5
FLOUR AND RICE MILLS 1,552 740 235 31.7
FOOD PROCESSING UNITS 3,374 9,549 3,078 32.2
MARBLE AND GRANITE 2,022 1,059 359 33.9
MANUFACTURING [Z:\Z3 1,351 2,203 514 23.3
S PETROLEUM AND PETROCHEMICALS 662 74,104 16,909 22.8
POWER AND ENERGY 5,408 52,723 11,555 21.9
PRINTING AND PUBLISHING 2,593 6,527 1,968 31.4
RUBBER 898 1,021 326 31.9
STEEL 4,188 11,668 2,832 24.3
SUGAR 331 1,273 246 19.3
TEA, COFFEE 1,030 1,821 416 22.8
TEXTILES, HANDLOOMS, POWER 9,773 14,909 4,009 26.9
LOOMS
TOBACCO 274 17,330 5,446 31.4
TYRE 151 7,412 2,029 27.4
VANASPATI AND EDIBLE 0ILS 631 2,215 521 23.5
OTHERS 52,580 1,87,849.6 47,156 25.1
25 CHAIN STORES 668 1,182 400 33.9
26 | TRADING RETAILERS 17,168 5,971 1,701 28.5
27 WHOLESALERS 25,707 10,798 3,698 34.2
28 OTHERS 90,732 27,213 7,517 27.6
H GENERAL COMMISSION 4,136 980 297 30.3
AGENTS AGENTS
30 BUILDERS 18,965 7,968 2,217 27.8
31 BUILDERS ESTATE AGENTS 3,671 285 81 28.4
32 PROPERTY DEVELOPERS 29,269 17,395 4,324 24.9
33 OTHERS 19,975 3,437 876 25.5
CONTRACTORS CIVIL CONTRACTORS 10,913 13,844 4,268 30.8
E- EXCISE CONTRACTORS 28 9 3 35.9
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EFFECTIVE TAX RATE, INCLUSIVE OF SURCHARGE AND EDUCATION CESS, OF SAMPLE COMPANIES ACROSS INDUSTRY

SECTOR INDUSTRY NO. OF PROFIT TOTAL TAX EFFECTIVE TAX
COMPANIES BEFORE TAX (IN RS. RATE
(IN RS. CRORE) CRORE) (IN %)
FOREST CONTRACTORS 9 308 116 37.6
CONTRACTORS MINING CONTRACTORS 88 3,264 919 28.2
OTHERS 11,640 6,796 2,347 34.5
CHARTERED ACCOUNTANTS, 86 3 1 30.2
AUDITORS, ETC.
FASHION DESIGNERS 88 35 9 26.7
SIS TYEJ LEGAL PROFESSIONALS 340 32 10 29.6
MEDICAL PROFESSIONALS 1,884 403 122 30.3
NURSING HOMES 1,048 282 91 32.1
SPECIALTY HOMES 1,390 1,772 557 31.4
OTHERS 5,953 1,255 424 33.8
ADVERTISEMENT AGENCIES 3,152 2,000 695 34.7
BEAUTY PARLORS 370 28 9 33.2
CONSULTANCY SERVICES 19,278 12,170 3,076 25.3
COURIER AGENCIES 563 557 232 41.7
COMPUTER TRAINING/ EDUCATIONAL 3,688 1,277 404 317
AND COACHING AGENCIES
FOREX DEALERS 940 365 116 31.9
HOSPITALITY SERVICES 5,169 1,636 512 313
SERVICE SECTOR [T 6,875 2,694 739 27.4
I.T. ENABLED SERVICES 16,051 55,331 16,244 29.4
PROVIDERS, BPO SERVICE
SECURITY AGENCIES 2,119 739 288 38.9
SOFTWARE DEVELOPMENT 13,136 100,122 24,528 24.5
AGENCIES
TRANSPORTERS 4,740 9,037 2,389 26.4
TRAVEL AGENTS, TOUR OPERATORS 4,902 1,323 447 33.8
OTHERS 74,399 93,852 27,813 29.6
BANKING COMPANIES 233 102,224 41,158 40.3
CHIT FUNDS 2,742 510 160 313
FINANCIAL INSTITUTIONS 570 10,191 3,861 37.9
FINANCIAL SERVICE PROVIDERS 2,545 9,995 2,997 30.0
;lENRQI':gIEAé-ECTOR LEASING COMPANIES 514 2,582 545 21.6
MONEY LENDERS 323 160 39 24.6
NON-BANKING FINANCE 8,470 70,830 20,781 29.3
COMPANIES
SHARE BROKERS, SUB-BROKERS 3,658 10,057 2,520 25.1
ETC.
OTHERS 15,949 39,259 10,999 28.0
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EFFECTIVE TAX RATE, INCLUSIVE OF SURCHARGE AND EDUCATION CESS, OF SAMPLE COMPANIES ACROSS INDUSTRY

SECTOR

ENTERTAINMENT

INDUSTRY

OTHERS OTHERS

INDUSTRY NO. OF PROFIT TOTAL TAX EFFECTIVE TAX
COMPANIES BEFORE TAX (INRS. RATE
(IN RS. CRORE) CRORE) (IN %)
CABLE T.V. PRODUCTIONS 260 30.1
FILM DISTRIBUTION 355 1,615 566 35.1
FILM LABORATORIES 43 11 3 26.4
MOTION PICTURE PRODUCTIONS 709 896 318 35.5
TELEVISION CHANNELS 393 4,671 1,343 28.8
OTHERS 4,538 3,440 899 26.1
32,433 34,130 11,087 32.5

TOTAL 597,884 1,267,408 | 357,968 m
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NOTES

In an another study, Kolhe [2017) concludes that “only Himachal Pradesh,
Uttarakhand and Sikkim show development as a result of the policy [tax incentive
policy] and even this development has taken place only in packets. The policy has
failed to give fillip to development in the seven North-eastern states.”

N

According to Annual Survey of Industries average ‘Profits’ to ‘Gross Value of
Output’ ratio was 0.069 during 2011-12 to 2013-14.

o

The actual beneficiaries may be somewhat lower since to avail of this scheme,
the companies have to satisfy certain conditions. Lower tax rate is applicable if
companies - (a) do not claim profit linked or investment linked deductions and (b)
do not avail of investment allowance and accelerated depreciation.
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