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TAX EXPERIENCES OF INDO-AMERICAN JOINT VENTURES

JAND P, GUPTA

I. INTRODUCTION

Nearly 300 Inda-American‘jaint vepturas are currently in operation
in India., A very large number of them are engagéd in manufacturing: thay
manufactura a wide range of products, including agricultural sguipment,
chaﬁicals, computers and periphsrals, constructicon and mining equipment,
cosmetics and tecilet goods, drugs and pharmaceuticals, electrical and
industrial eguipment and components, electronic parts and components,
elsvators, industrial control instruments, insulation materials, machina
tcels and hand tcols, material handling machinery, medical instruments °
and suppliss, metals znd fabricsted metal products, and steel products.
Other activities in which Indo~American joint ventures are engsged include:
advertisihg, book publishing, consultancy and engineering services, degpe-
sea fishing, export business, hotals, and poultry farming, The tctal
book value of American partners' share in the eguity capital of Indo-

American jcint ventures is astimated at apﬁroximately Us$ 500 million,

The question now being asked ist Why is the share of American

aguity investment in India's corporate sector go low? Several explanations

* This is a revised version of a study presentad at a meeting, jointly
organised by the India-=l.5. Business Council and India Chamber of
Commarce of America, helc in New York on Nevember 29, 1983. Ths author
is wost grateful to Amaresh Bagchi for valuable comments,

** Professor of Econcmics, Indian Institute of Management, Ahmedabad,
India.



have bean put forward for this, one of which relates to the tax burden in
India., The perception among many U.S5. invsstors is that the tax rates in
India are so high as to make potential investment in India unattractive.
The purpose of this study is to analyse the system of eorporats income
taxation currently in operation in India and to evaluate the actual tax

experiences of selected Indo-American joint ventursss.

II. THE SYSTEM OF CORPORATE INCOME TAXATION IN INDIA

- Tha rate of tax on eorporats income currently leviable under the
Income Tax Act of 1961 generally is 57.75 per cent (55 per cent plus a
surcharge ef 2.75 per cent). In some cases, it is even higher, For
sexample, closely-held domestic industrial companies are liable to pay »
income tax at the rate of 63 per cent (&0 per cent plus a surcharge of 3

per cent).

Undsr the provisions of the Companiss (Profits) Surtax Act of 1964
a surtax is also leviable on companies showing a high degree of profitabyility
The surtax is leviable on chargeable profits of companies in aexcess of the
statutory deduction, Chargeable profits broadly comprise profits aé
computed for the purpose of income tax reduced by incoms tax. The statutory
deduction is a sum equal to 15 per cent of net worth or Rs, 0.2 million,
whichever is higher. On excess profits up to five per cent of net worth,

the surtax is 25 per cents on the balance of excess profits, it is 40

per cent.



To illustrate, lat us consider the case of a company which has a
net worth of, say, R.100 million :and pre-tax profits of Rs.50 million, If
the company is liable to pay incoms tax at the rate applirable to tha gens-
rality of cases, its total tax liability will amount to Rse 30 4575,000
(income tax: 8s,28,875,0005 surtax? fs.1,700,000). This works out to as much

as 61.15 per cent of its pre-tax_profita.

But this is just one side of the picture. The tax system ilp India
is honsycombed witﬁ provisions which enable companies to generate substantial
tax saﬁings. One of these provisions relates to investment allowance which
is available at the rate of 25 psr cent of the cast of new ship or new
aircraft acquired or pew machinmery or plant installed, Where machinery ot
plant is installed for control of pollution or for protection of the
environment or for manufacture of an indigenously developed article, the
investment allowance is 35 per Cent1 Thus, if a company instals a new
machine that costs, say, Rs,1 million for manufacturing an indigenously

~ developed article, it will be entitled to claim a deduction of fs,350,000
on account of investment allewance. This, ;sing the rate of corporate

income tax applicabls to the generality of cases, will enable thae company

to reduce its tax liability by Rse2(}2,125,

Tre Indian tax system also provides tax holidays. A vomplete: tax

1 Investment zllowance is in addition to the normal depreciation allocwances
and is not taken into account for determining the written down value of
the plant and machinery te which it applies, Hence the allowance acts as
a bonus or special allowance aver and above the normal recoupment of the
cost of plant and machinery through depreciation allewances.



holiday for five years is available for newly established industrial
undertakings'in fres trade zones., In other words, no tax whatsoever is
payable in respect of income made during the first five yesars by nsw
industrial undertakings set up in free trade zones. At present there

are two free trade zones: Kandla in Gujarat and Santa Cruz in Maharashtra.
The Government of India has decided recently to set up free trade zones

at Cochin,Madras, Noida (Uttar Pradesh), and Falt (West Bengal) as well.

New industrial undertakings, hotels, etc. established anywhare in
India are entitled to claim tax holiday bensfit equal to 25 per cent of
their income for eight years. MNew industrial undertakings and hotels
established in backward areas enjoy additional tax koliday benefit. In
their case the benefit is equal to 20 per cent of profits and is auailabfe

for ten years.

Several other provisions in the Indian tax system enable companies
to generate handsome tax savings. These include: additional depreciaticn
" at the rate of 50 per cent of the normal depreciation in fhe yaar of
_ instéllation of new machinery or plar;;} extra shift allowance squal to
50 per cent/100 per cent of the narmal depruciation when the plant and
machinery works double shift/triple shift} 100 per cent dgeduction in

respect of capital expenditure on scientific ressarsh in the year in which

J Ttus, with the general rate of deprzciation in respect of plant and
machinery now being 15 per cent, a company can claim, for income tax
Purposas, deductions amounting to as much as 72.5 per cent of the cost
of a new plant or machinery in the firs: year. Tha details ares
normal depreciation, 15 per cents extra shift allowance, 15 per cents
additional depreciation, 7.5 psr cent, and investment allowance, 35
par cent,



it is imcurred; tax seving through deposits with the Industrial Development
Bank of Indié under the Companies Deposits (surcharge on Income Tax)

Scheme of 19833 deduction of 25 per cent in respect of profits and gains
from projects outside India: tax concessions based on export turnovers
deduction in respect of intercorporate dividends; deduction in respect of
dividends received from certesin foreign companies: and deduction in respect

of royalty, commission, fee, etc. from foreign enterprises.

Bacause of the various incantives such ss these, many companies in
India pay little or no tax. For example, Tata Engineering and lLocomotive
Company (TELCO) has reported profits of the order of Ps.1,502.2 million
during the last spvon years (1976-77 to 1982-83) but has no income tax or
surtax liability. In other words, while the company has reported handsome
profits in its books, it has reported no taxable profits in its tax retufns
for as many as seven years in a row. The company has been able to do this
because af the tax besnefits it has claimed by way of investment allowance,
tax holicay, 100 per cent deduction in respesct of capital expenditure
incurred on scientific research, export markets development allowance, and;

BO 0N,

TELEY is not the only company which has benafited from various
incentive provisions in the Indian tax law. A recent Industrial Credit
and Investment Corporation of India (ICICI) study on the financial pa;fcr—
mance of the corporate secter in India has revealed that out of the
338 profitemaking companies covered by the study, as many as 153 belong

to the category of what has now come to be known as " Zero-tax companies".1

1 The Industrial Credit and Investment Corporation of India Limited,

financial Performance of Companies: ICICI Portfolio 1982-83 = Summary
Results (Bombay, 1984), pp. 6=7.




What is more, the zero-tax companiss are not concentrated in any one size
group. Indeed, one finds them in almost egual preopertion in all sizs

QroUpS«

The ICICI study does not list the zero=tax companies discovsred by
it, But this does not matter. If one takes 2 cezreful look at the data
ayaileble from other sources, one can easily come up with cases of many
companiss in India which have managed to pay little or rno tax on their

*
income. Table 1 presents data for 20 such companies.

.For a discussion on how the various incentive provisions in the Indian
income tax law enable companies to reduce their tax liabilities, ses
Anand P, Guptas "Management of the Income Tax Function: Is India a Tax
Haven?", Economic and Political Weekly, vol, XVI 0.9, February 28,
1981, pp. Mi5~21,



TABLE 1

TAXATION OF CCRPORATE INCOME IN INDIA: 20 EXAMPLES

Profit Profit Tax

Company Perind bafora after Lishilit
tax tax (Rse mill
(Rs. mi- (Re. mi-

llion) llion)

1« Abmedabad Electricity 197%=80 21.3 21,3 0
1980-81 58.56 58.6 0
1981 =82 69.7 6.7 0
2, Andhra Cement 1979~80 4.4 4.4 0
1980-81 642 6a2 0
198182 15.5 15.5 g
3a Arvind Mills 1380 18.9 16.9 2.0
1981 1641 1442 1.9
1982 18.9 18.4 0u5
4, Ashok Leyland 1980 126.5 126.5 a
1981 150.5 150.5 0
1982 107.3 10743 0
5., Bombay Dyeing and 1979-80 2344 53.4 0
Manufacturing 1980=81 50.2 50.2 0
1981-82 30.4 30.4 |
6. :]CK. SynthEtiCB 1979 9?.4 97.4 0
1980 67.0 67.0 0
1981 120.0 120.0 0
7. Kunal Engineering 1979-60 5.3 5.3 ]
1980~81 5.5 65 0
1981-82 12.4 12.4 a
8. Lohia Machines 1980~81 6.3 6.3 0
1981-82 . 9.3 9.3 0
198283 11.3 113 0
9. Mahindra Ugine Steel 1979 31.5 31.5 o
: 1980 35.2 3542 0
1981 71.0 71.0 0
10. Milkfood 1979 2.5 2,5 0
1980 3.0 3.0 0
19819 6.4 6ed 0
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Madi Rubber

Nagar juna Steels

Punjab Anand Batteries

Raunagq International

Reliance Textile
Industries

Shrea Vallahh Glass

Siyaram Silk Mills

Tata Sons
Usha Martin Black

Usha Rectifier

198081
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Source: Compiled by the author,
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One may now ask: What about the tax experisnces of Indo=~American joint
ventures? Have they zlso benefited from various incertive provisians in

the Indian tax law? If yes, to what oxtant? If not, why not?

ITIl1. TAX BURDZv ON INDODAMERICAN JDINT . .VENTURES

To determine the extert of the tax burden or Indo=American joint venture
the sxperiences of five companies were looksd at in details Bharat S5teel
Tubes, Escorts Tréctors, Loodyear India, Kelvinator of India, and Modipon.
Considaring the activitises of these companies and the eguity holdinas of
American partners in them, these companies can bg regarded as a2 repressn-

tative sample of Indo--American joint venturass currently operating in India.

Bharat Steel Tubes

Bharat Steel Tubes uwas incorporzted on November 20, 1959 as a privats
limited company and wes converted into z public limited company on August 29,
1962, It manufactures steel tubes and pipes and rucently has cstablished
a new plant for manufacturing PVC pipes. It is planning to enter the

business of manufecturing industrial leminztes and shipping.

The company has promoted several projects, including Afpolio Tubes,

-

Apoilo Tyres, Bharat Gears, and Universal Steel and Alloys.

The company has a paid=up squity capital of &.37 million, dividsd
into 3.7 million shares of Rs. 10 each. OF these, 298,504 shares are held
by Abbey Etpa Machine LCompeny, Parrysburg, Ohio and its associatas. The

present share of Abbay Etna and its associates in the company 's equity is
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8.07 per cent, down from 34.89 per cent in 1964 and 18.37 per cent in 1974,
Abbey Etna and its associates are repressnted eon the company's board of

directors by Mr. N D Abbey and Mr. Stephen Stranahan.

The pre~tax profits reported by the company in its books amounted
to Ms,%1.2 million in 1979-80, fs, 13 million in 1980-81 and Rse14,1 million
in 1981~82, The company did not have any surtax liasbility in these years.
_Income %ix liability reported by the company is as followst 1979-8G,
Rsebe6 milliony 1980-81, Rs,7.5 milliony and 1981=82, Rs.2.9 million. The
nominal tax rate (including surcharge) applicable to the company was
59,125 per cent in 1979=-80 and 1986-81, and 56.375% per cent in 1981-02.
But the.effective tax rate worked out to 41.07 per cent in 1979-80, 57.69
per cent in 1980-~81, and 20.57 per cent in 198182, If pre=tax profits
are adjusted.for brought forward losses and estimated disallowances and
depreciation as per tha income tax law, the effective tax rate works out
to 47.71 psr cent for 1979-80, 50.86 per cent for 1980-81, and 29.29 per

cent for 1981-82.

The effective rates are lower than the nominal rates because of the
tax benefits claimed by the company under various provisions such as those
relating to investment allowances, export markcts development allowance,
dividends from new industrial undertakings, intercorporate dividends, and
royalties from concerns in Indias The tax savings gensrated by the
company during the three years (1979-80 to 1981-82) total HRs.5 millian.
The company expects to generate consicerable tax savings in the years to

come due to recent and projected investments.
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The company has distributed part of its after=tax profits as dividends.
The rate of dividends declared by the company wes 12 per cant for 1979-80,
and 15 per cent for 1980-81 and 1981-B2, Dividend remittances (nst of tax)
to the American stockholders were as follows: 1979=80, f5.304,794;

1980=81, Rs.273,017; and 198182, 85.273,017.

The compény has been involved in tax disputes. The tax authoritics
have freguently questipnud the claims of the company and have asked it to pay
taxes far in excess of the tax liability zstimated by it. The sompany has
contestad this before the appropriate authorities. Available evidencs
suqgoasts that the tax disputes have su far been decided in favour of the

company .
Escorts Tractors

Escorts Tractors was incorporated in 1969. The company manufactures
tractors, diesel engines and also spare parts., The company has plang to
diversify by manufacturing multi-purpose rough terrain fork 1ift trucks,

A site for setting up manufacturiné facilities for this new ﬁroduct has

besen acquired. The company alsc has decided-to establish a scientific
rasearch and development centre. The initial focus of the centrs's

activity will be on conservation of energy, pocllution control, development of
new products, increased productivity, and cost reduction. Application

for recognitien of the centre's.ressarch programme by the Government of

India's Department of Science and Technology has been made.
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The company has a paid-up equity Capitél of Rs.25 million, didvided
into 250,000 shares of fs.100 each. . Of these, 40 per cent are held by
ford Motor Company, Ford Tractor Uperations, Troy, Michigane There has
been no change in the Ford Motor's share in the company's eguity capital
gince its inceptien. Forﬂ Motor is represcented on the company 's bhoard

of directors by Mr. M H Manning, Mr. P Lagassey and Mr., R J KrawutskS.

The pre=-tax profits as per the company 's books amounted to

fe. (~) 13.2 million in 1980, Rs. 42.6 million in 1981 and Rs.17.9 million
in 1982. The company had a surtax liability (of Re.0.2 million) in only
‘ona of these years, viz. 1981. Income tax liebility reported by the
company amounted to Rs,10.8 million in 1981 and Re.5.2 million in 1982,
(No income tax liability was reported in 1980 as the company reported

. & loss in that year.) The nominal income tax rate applicable to the
company was 56,375 per cent in both 1981 and 1982. But the effective
income tax rates for these years, after adjusting for brought forward
losses pertaining to 1980, worked out to 36473 per cent and 29.05 per
cent respectively., If account is taken of disallowancas for income tax

purposes, the effective tax rates would be still lower.

The effective tax rates are lower than the nominal rates because of
tax benefits claimed by the company. A large portien of the tax benefits
has been claimed under the provision relating to investment allowance.

Additions to plant and machinery during 1980-B2 amounted to Rs.56.9 million
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which enabled the compzny to claim tax benefits amounting to Re.B million.
The company will generate considerable tax benefits in the years to came
mainly due to the implementation of its plan to establish a rew ingdustrial
undartaking for manufacturing multi-purposse rough terrain fork lift trucks,

a scientific research and development centre, and ether facilities,

The company has declared dividends at the rate of 20 per cent for
1981 and 1982, Gross dividends due to Ford Motor Company totalled
fsed million. With the withholding tax rate applicable to non-domestic
companies being 25 per cent,1 dividend remittances (net of tax) to Ford

Motor Company were f5.3 million.

The company's dealings with the income tax authorities do not
appear to have been very smooth. Indeed, available evidence shows that
'tha company has baen involved in litigation with the income tax
authorities. One case which has been pending for some time relates to
computation of deduction under the tax holiday provision of the income

tax lauw,

Goodysar Indiaz
Goodyear started business in India in 1922, The company presently

manufactures automotive tyres and tubes, repair materials, and rubber

- The withholding tex rete applicable to domestic companies is 22 per
cent,

The rate applicable to non-domestic companies is higher owing to the
fact that whereas domestic companies are liable to pay income tax on
part of their dividend incomes, non~domestic companies are under no
such obligation.
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dock fenders. The company has decided to inciude in its rangs of products
extra large earthmover tyre sizes. It is expected that the production of
such tyres will commence shortly, The compeny has also decided to convart

its bicycle tyre plant to produce scocter/motorgycle tyres and tubes,

The company has a paid-up equity capital cof Rse 744,828,460, divided
into 7,482,846 shares of Rs.10 sache Of these, 4,484,200 shares ars held
by Goodyear Tirs and Rubber Company, Akron, Ohic. The present hclding of
Goodyear Tire in the company's stock in absclute terms is higher than its
earlier holdings, But if cne lcpks at its present hclding in relative
terms, cne finds that there has been an erosicns The share of Goodyear
Tire in the company's equity now works out to 59.93 per cent, against 80
per cent and cver earlier. Goodyear Tire is represented on the company 's

board of directors by Mr. J R Glass, Mre D F Hill, and Mr. I Thomsone

The preetax profits as per the company's books amcunted tO Rs.54.8
million in 1980, f.68.9 millicn in 1981, and Rse22.8 millicn in 1982. The
company had surtax liability in two cut of these three years ; of fs.1.1
million in 1980 and Rs,1.4 million in 1981. - Incoma tax liability reported
by the company amcunted to Rse32.3 millichn in 1980, Ps.33.4 millicn in
1981, and Rse10.5 millicn in 1982, The nominzal income tax rate applicable
to ths company was 59.125 per cent in 1980, and 56,375 per cent for both
1981 and 1982, The effective inceme tax rates worked .ut to 58,94

per cent for 1980, 48,48 per cent fer 1981, and
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46405 per cent for 1982, If pre~tax profits are adjusted for depreciation
as per income fax law, the effective tax rates work out to 59,54 per cent
for 1980, 52.77 per cent for 1981, and 53,40 per cent for 1982, If account
-is taken of disallowances for income tax purposes, the effective tax rates

would be slightly lowsr.

One does not sce much of a difference between tha nominal income tax
rates applicable to the company and the effective income tax rates worked
out after adjusting pre-tax profits for depreciation as per the income tax
law. What this means is that the campany has not benefited much from tha
incentive provisions under the Indian income tax law. For example, total
additions to plant and machinery during the period 1980-B2 amounted to
Ree 3044 million whicb enabled tho company to claim tax benefits cn account

of investment allowance of just Rse4e3 millian.

The company has declarcd dividends of 12 per cent for 1980, 16 per cent
for 1981, and 13 per cent for 1982. Gross dividends due to Goodyear Tire,
the company's American partner, amounted to Rsy1B.4 million, With the
withholding tax rate being 25 per cent, dividend remittances (net of tax)

to Goodyear Tire for 1980-82 wers fs.13.8 million,

The company has been involved in litigatien with the Incame Tax

Department., One of the pending cases relates to the company's tax holiday

- claim amounting to Rs.4,9 million. Available svidence suggests that the
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. tax disputes have so far been dacided in favour of the company.

Kalvinator of India

Kelvinator of India was incorporated on July 19, 1%0, The company
manufactures refrigerators, desp freezers, fractional horse powsr
compressors, laminations, elesctro mechanical and electronic cesh registers,

and control equipment.

Aravalli Svachalit Vahan Limited (ASUL), a joint sector company
“having a sick scooter unit in the State of Rajasthan, has recently been
.amalgamated with the company. With this amalgamation, the company has
entered into the automotive industry. The company ig also setting up an

‘industrial unit for manufacturing mbpeds.

The company has a research and development centre which has been
fecognized by the Govermment of India's Department of Science and

Tachnology.

The company has a paid-up esguity capital of Rse17.75 million, divided
into 1,775 million shares of Rs.10 each. Of these, 12 per cent are hald
by White Consclidated Industriws Ine.,, Cleveland, Ohio. White
Consclidated is reprasanted on the company's board of dirsctors by

Mr, J L McGowan,
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A look at the available data shows that the holdings of tha

- American partner in the company's equity have grown from 50,000 shares
in 1960 (which wers allotted for consideration other than cash pursuant
tﬁ a contract for the supply of machimery) to 70,000 shares in 1971, and
tﬁ 210,000 shares in 1974, The increase in 1971 = from 50,080 sheres to
70,000 shares - took place as a result of the issue of bonus shares by
the cempany in the ratio of two for five, and that in 1974 -~ from
70,000 shares to 210,000 shares = as a result of the issue by the
company of 70,000 shares as bonus shares and ancther 70,000 shares as
right shares. Considering the price at which the company's stoe is -
presently selling in the market, ons may say that against a total
investment of Rs,1.2 million (including RseB.5 million in kind), the

" American partner today holds eguity stock worth et least Rs.15.8

million.

The pre~tax profits as per the company's books amounted to Rs.36.5
million in 1979=B80, Rs.44.8 million in 1980=81, and Rs.43.3 ﬁillion in
4981=82, The coﬁpany had a surtax liability®'in all the three years -
Ak.3.6 millien in 1979-80, Rs.4.5 million in 1980-81, and Rs,2.3 millicn
in 1981-82. Income tax liability reported by the company amounted to
Rse20 milljion in 197980, fs.22.7 million in 19680-B81, and Rs.8.7 million
in 1981-82, The nominal income tax rate applicable to the eompany was

59,125 per cent in 1979=80, and 56.375 per cent for both 1980-81 and
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1981~82, But the effective income tax rates worked out to 54,79 per
cent for 1979-80, 50.67 per cent for 1980-81, and 20,09 per cent for
1981=82, If pre-tax profits ars edjusted for discllowances for income

tax purposes, the effective income tex rates would bo still lower.

The effective rcotes are lower than the nominal rates because of tax
benefits claimzd by the company under various provisicns including those
relating to invastment allowance, expenditure on approved scientific
regsearch programme, set-off of accumulated lossas in Certain cases of
amalgamation, tax holiday, and intercorporate dividends. The company
has plans tc claim considerable tax benefits in the years to come on

account of its reecent and projected investments.

The company has declared dividends at the rate of 15 per cant for
1979-80, 20 per cent for 1980-81, and 22.5 per cent for 1981=82. Gross
dividends due to the company's American partner for these years amounted
to Rse142 million. With tha withholding tax rates being 25 per.cent, divie

dend remittances (net of tax) to the American-partner amounted to Rs.0.9

million.

The company has been invclved in seme litigation with the tax
authorities, The issuee involved have generally been concerned with the
disallowance of certain expenses, reliefs, etc. The company's appeals

against these disallowances are pending with the appsllate authoritiese
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Modipon

Modipon was incerporated on August 19, 1965, The company manufactures
nylon/yarn and polyester filament yarn. The company is qoing ahead with /filam
the various formalities for amalgamation of Indofil Chemicals Limited,
With this merger, ths company will get intc the business of manufacturing

agricultural and industrial chemicels, The company is alsc planning to

set up a new industrial unit for manufacturing nylon tyrs cord yarn.

The company has a paid-up equity capital of Rs.70 million, divided
into saven million shares of #,10 each. Of these, 40 per cent are held
by Rohm & Hess, Philadelphia, Pennsylvania., While the percentage share
of Rohm & Hess in the company's equity has remained unchanged at 40 psr
.cent, their Holding in absolute terms has grown by 250 per cent - from
0.8 million shares in 1965~66 to 1.4 million shares in 1975«76 and to
2,8 million sharas in 1980«81. All of this growth has taken place as a
resilt of bonus issues by the company. Robm & Hess are repressented on
the company's board of directors by Mr. V L Grégory, Mr. J T Subak,

Mre J J Doyle and Mr. € 0 Metzger.

The pre=tax profits as per the company's books amounted to Rse20.2
million in 1979-80, Rs.30.1 millicn in 1980~81, and Rsa16.1 million in

1981~82, Bwt the company has not reported any surtax or incoms tax
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liability for any of these years., This has been due to two factors,
Firstly, the company has claimed depreciaticn, for tax purposes, at

retes allowed under the income tax rules, whercas depreciatiocn in the
books has been provided at lower rates. This resulted in a difference
between pre~tax profits as per the company's books and prcfits as per

the incoms tax law of Rs.12 million in 1979=-80, Rs.16.1 millicn in 1980-81,
and E.12.2 million in 1981-82 =~ or a total of Rs,40.,3 millicn in the

three years (1979~80 to 1981~82).

Secondly, the company has claimed deductians under
certain provisions such as those releting to investment allowance,
cepital expenditure on scientific research, and intercorporate dividends
to the extent absorbed by pre-incentive profits. The company, it scems,

will continue to generate considerabls tax savings in the years to come.

The company has declared dividesnds at the rate of 25 per cent for
1979-80, 17 per cent for 1980-81, and 12 per cent for 1981-82, Grouss
dividends due to Rohm & Hass for these years amLunted to Rse11.6 million,
With the withheolding tax rate being 25 per cent, dividend remittances

{net of tax) to Rohm & Hass amounted to Rse847 millicn.

The company has besn involved in tax litigaticn. The tax authori-

ties have guesticned the deductions and allowances elaimed by the
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ccmpany and have razisad some tex domands which the company bhas contested

before the appropriate authcritiss,

IV. CONCLUSIONS

Five majzr ccnclusions-emarga from tha analysis. Firstly, tax laws
in India make no distinctien between a huondred per cent Indian company
and an Indo~American company. The nominal tax rates gpplicable to an
Indo=American company ars the same as those applicable to o company
with no Ami cican equity. furthermors, an Indo-American company is
entitled to claim all the tax concessions available under the tax laws in

India,

Seccndly, the nominal rates of corporate taxation in India are on the
high side, but, because of the numerous concessicns available under the
indian tax laws, the effective rates are generally ,much lower. Indeed,
the effective rates in a2 large number of cases have been so low that ths
Governmant cf India recently had to amend the Incoge Tax Act to ensure
that ccmpani?s in Indiea pay & minimum tax, on at lsast 30 per cent of

their |:-1:‘e:1"3'.1:s.‘E Of course, if one goes through the details of tre

1The amendment is not intendad tc disallow cor reduce the benefits of tax
concessions zyailable yndar the Income Tax fAct, What the amendment will
do is to delay in certain cases the tax benefits available uncer certain
specif ied provisions of the Act, For deteails, ses Govermment of Indias
Memorandum Explaining the Brovisicns in ths Finance 8iil, 1983 (New Delhi,
1983), pp. 18-20.
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amendment and takes ﬁ‘lcck at certain other provisions in the income

tax law as it opcrates in India, cne can figurs cut situaticns (e.0.
huge debreciation claims, sat-off of accumulated losses in certain Cases
of amalgamation )in which companies in India would still bo able tc have

a very low, sven zerc, tax liasbility,.

Thirdly, the effective burden of corporate income taxation in india
differs from ccmpany tu company and for a company from time tu time. The
tax experiences of the Indo~American companies selected for this study
illustrate this: While Goudyear India ended up paying 57.36 per cent of
its total pre-tax profits as taxes, Modipon did not have any tax liability;
Kelvinator of India had a total tax burden (including surtax) of as much as
60.71 per cent in 1980-81 but cf only 25.40 per cent one year later. One
can come up with many such oxamplss, But the point to note is that,
although the Indian tax system is honeycombed with tax concessions, a
company may not be able tc benefit much from them in a year or for
saveral yzars in a row. One reason why a company may not benefit much
from tax concessicns is that its management, for cne reasan or another,
may decide not to undertake amy major investment activity, or may not

be in a position to do so.

Another reason may be that tho company is engaged in manufacturing
low priority articles. As things stand at present, no tex benefits

under provisicns relating to investment allowance and tax holidasy are
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available to medium and large companies engagaﬂ in the manufacturs of
;ny or mere of the articles spacified in the Elovénth .Schedula to the
Indian Inccge. Tax Act. The articles presently spescified in this
schedule are: beer, wins and other alcghrlic spiritsg tobacco and
tobacco preparatioms such as cigars and chercots, cigarettes, chewing
tobacco and snuff, biris, smokimg mixtures fbn pipes and cigarsttesy
cosmetic and toilet preparationsj tooth pasteg dental creem, tooth
powder and scapy =zerated waters in the manufacture of which blenced
flavouring concentrates in any form are usedj confectionery and
chocolatesy gramophones, including recerd players, and gramcphone
recordsj cinematograph films and projecters, phobtegraphic apparatus
and goodsj; office machines and apparatus such as typswriters, calculating
machines, cash registering machines, chegue writing machines, intsrcom
machines and teleprinters; steel furniture, whethar made partly or
wholly of steel, safes, strongboxes, cesh and decd boxes and strong
room doorsy latex foam sponga and pclyurethane foami crown corks, or
othar fittings of cork, rubber, poclyethylene or any other materials
and pilfer-prcpf caps for packaging or other fiftings of cork, rubber,

polyethylene or any otter material,

Fourthly, ths low tax burden cn Indo-American joint ventures does
net result in high after-tax returns in the hands of American partnars.
Takes, for example, the Case relating to tax burden on Modipon and after~tax

return in the hands of Rotm & Hass, Modipon did not have any income tax
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ar surtax liability in respect of profits earmed during, say, 1901-82
becauss of various deducticns and allowahces availebls under the Indian

tax laws, 7It declared dividends worth Re.B.4 millicn, in which the share

of Rohm & Hass was Rs.3.36 million., With the withholding tax rate being

25 par cent, dividands received by Rohm & Hass amounted to fs.Z.52 millicn.
Bs per the current US tax law, Rchm & Hass will be reguired tc pay a tax

of 21 per cent (46 - 25 per cen£) on this income to the United States
vaernment.1 This is so bocause under the current US tax law, U9 companies
are nct spared taxes they may not have to pay in India because of various
deductions and allowances availasble under the Indian tax law, What this

in effect means is that it is the Ynitad States Government, not the US
investor, who benefits from various tax concessions which the Indo-American

joint ventures are allcowed under thz Indian tax law,

Finally, tax litigation is a part of corporate life in India., The
nominal tax rates in India are cn the high side, which means that the stakes
involved are alsc high. With this bsing the tase, corporate mapagement
in Ingdia is cuntinually looking for ways to reduce tax liabilities, This,
amcng other things, gives rise to tax litigaticn. The grpwing complexity
of the tax systam is alsc a major factor respcnsible for the high rate of

tax litigestion in India.

1In case Modipon had a tex liability such that it wculd raise tha grossede
up value of dividends received by Rohm & Hass from Rs.3.36 million to
Re4.67 millicn, Rohm & Hass will mot be required to pay any tax on divie
dends received by them from Modipon to thz Unitec States Government,



