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PREFACE 

Permanent SovereiBnty Over Natural Reaou.rcea, 

a net-r International .I;oonomic Or ler, The Charter of 

Economic Righto and DutieE - exprod~cd through 

roaolut1ona of tho General Assembly of the United 

Nations represent tho anpir3tiona of the vast 

mn.jori.ty o.r the neu int~.:rnational communit.v emeraing 

f1•om tho dcb:t•le or tho colonial e•~a. In country a.l:.'ter 

country, the first flush of jubilation at gaining 

political indepeJ'l.1ence t'iae follot·ted by "the frustl•c

tions, the: hcartbrenkc, a::1 r:ell as the excitmcnt of 

vast multitudes of impoveriohcd people soekin,u to 

gain nl~o economic and social .emancipation. Tho 

modols of economic proereso 3nd proo~erity presented 

to them by the ndvnnccd eountrit:s uere, honever, co 

hiGhly capitol intonnivo th·;.1_t they uorc l":'orcod to 

loolt to\tard the,. sruno induotri~liut;d countrico for 

import oZ C::.o)i t..1l ao uoll eo tochnoloJ;,· to cxploi t 

their iJCaenac nntur:U rceou.l.•cos. :rho co,::>i t11l ox port-

ina cotmtrioe nero not· eaa<..r to :.>.J.b.jc;ciac to Jomo o£ 
:) 

the iY.~a -:;ll~t fo.ru tho V\..rJ bcsis o£ tho General 

A.; OOIJbly re::;ol.utione c.lready quoted. Houst.Jevt·r rauob 

<they liked to undertuke JJI"O:tituole invt.:::twont of 

capi t:..l o.s ~Jell aa \iOchnolo~ in thu uovelopina uorltl 

thoy aoulu not sot auny from their o~m ,t>erceptiono of 



the international logal noms &.~vorning %ortt.a.e. ... 

private investment. 

~his clash of iftterests can be seen at ito beet 

in the inoistcnce of the oapit _ .. 1 exporting countries 

on the principle of ~'prompt, adequate and effeoti\Te" 

compenr.a.tion in the event of e:;~propriation and tlll 

equally vehement assertion on the part of the develoP

ing world of their permanent covereignty over their 

natural weulth al'ld resoui·c.:H,J. :·;hi1e this •va.niching con

sensus• on tlle ru.les of international customary law 

for the proteption of :foreign investment oont1nuoa 

to asau.mo crises propor-tions every now and then, of 

trhich the nationalization in 1956 o:t the Suez Canal 

by .cigypt tvas perhapo the ttorst exam1;le, in matters 

lik~ ret;ulBtion, supcrv~~ion and taAation, into~ 

national lego.~ norms are jUIJt about non-existent. ln 

thevc areas, in the uort.n or Justice .Ra.naarojan, 

"international buainoes :.i.s .A:'unotionin.:; toda,y in tl 

le~nl no man'o land. There _ic no comprchenoivo 

system of internutionttl lai:T for tJuiJing bu.oineoo 

acl~o HJ n~tionul :frontiorr:~... A mu.l tiplici ty o~ 

nat ionu.~ log!ll C:tyo t'-mo uiJ.ely Ji1.'Zcrina oven in 

ooc;entiale .from C<.~ch other conoti tute tho 1~1 
1 

envi~onmcnt for intcrn.::.tional buoinesa ..... 

1. ::l. !tangaraj an, "The Str..1ctarc of at"ld .Lsc;al Cont· 
over 1·hlCs in a ,.axed Econooy", Inc!,~..Q. .• Jouz:nal o 
Intornatj.onal .L~tr, Vol. 15 (1975), P• 45~. 
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~he present study 1e a prelude to a otudy of 

the natio~al lecal ayete~s of the countries in south 

Asia in so far ns ·they concern private foreign invoet-

mont. In this self-imposed limited scol>e this stu.dy 

aoeks to a~certein and define tho prevailing norma 

of international law relatina to the protection, 

regulation and taxation of foreign private capita~ 

and to r.;rese.nt in th~.t aett:in.s a comprchensivo 

rcvic\1 of the lce;ul climate in India in respect of 

th.eso uu·.tters. In an enl.urgeci fra..nei';ork the study 

f:nviuaged lat~er Will tread a SL1ilar ero..znd for the 

other countries of the Indian subcontinont, parti

culor~y Pakistan, Dangla De~h and tiri Lanka. Such 

a study uill, 1t io l'e~t, .t"ill a great void, remove 

m~y ruisunderctundin~ about theoe countries and 

help J?riVH.te f'or•oign invcs·tors u.nJerste..."'ld better 

tho legislative framework in this region. by pooiting 

the rcdional lo3t1l settinG a~ainot the vrevnilinc 

nor.nu oi' international lenr. 

! am erntefu~ to the Oomk'trollur und. .tu.lditor 

Gcncl"Ul o£ lncl.l.a for hio !tindneoa in allouinc mo to 

u.ndcrtw~:e this stu.dy o.lont.; ::i tll my ol'ficinl duties. 

I um uccply indebted to oy L~ide end montor, 

Prof • .R.ehmatullnh Khan, ~:ho firot intt-rct.tc:. .. l me in 

this cubjcct and. later sez'Ved ac u C;.,U3t~t :.;ource 

of inspiration tmd cncourn6e:ncnt. '~is very v-aluable 

ouczeotions trero of imt1enoc hcln to me 1n CO:l·)10tin • 
- ·- t~ 
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this study. 

I am gr.$teful also to Prof. J.N. Saxena, ~ho 

wns over willing to help. 

I O'tiC m.y eroti tude to Smt. Rajinuar Grover of 

the Indian Council of ~lorld Affairs Library and Sllri 

V. Pattnbhiraman !or helping me obtain the diverse 

aourcc material. 

Eiy thanks are a.lao d.ue to i3/Sb.ri. s.s. Gigoo 

und Havi J)ntta. tyc.gi, lfllO took ereat pains in typing 

th~ draft aa wo~ as tho final manuscri»t of this 

study. 

Last but not the least, I ao beholden to my 

wife and children for sacrifi~1nti ·their claims on 

my co!U.!l~Y Md 1'or lettin(r me do tllia uork entiroly 

in the t1u:e o~1cd then. 
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All(;USt 25, 1981 
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IU~R01JUC'ZIOlJ 

Attor fJorld Uar II, $Z1d under the United Nations 

Systea, capi t(ll ozport has CJoet.ly taken the :torm of 

foreign. aid and 6overnment loans. International inoti

tutiona as nell as multilateral. consortia• like the 

Development ASsistance Committee of the Orsan1zat1on 

for licoaomtc Cooperation an4 Development (O~CD-DAO), 
. ' 

hn~e 9layod a significant role in extending ot~io1al 

assist::rnce to .. the developing countries. Iot tho role 

of private foreign 1nvestmoat ccmt:t.nues to bo ~ponant. 

Out of the total .flo11 of capital frotl the dovelopec:l·to 

the developing countriea ot C 1 ,,567 milllon in f969 1 

as much ns 0 6,280 milliOD, or 46.~, tma by ttq ot 
1 

private investment. Over a por1o4 of oovantoen years, 

from t956 to 1972, tho total flou of capitol from tho 

DAC countries to tile dovolopina countrieo uas of the 

orier of 0 1,82,573 Llillioa of ~rh1c:1, oaa1n. 0 76,57, 
2 

million, or 4~~- t1ea by ttay of priva.to cupital. AS 

tho ~i~reo in Table t Uill ehou the flou of pr1voto 

capital to the dovelop1na countrioB in obooluto tormo. 

hao 'bocn on tho incroaoo in 1'13cent yea.ro. 
' 



FL0.1 OI! PfUVJlT;;;, OAPITAL i'O DEVllLOPIIiG COUirlRI.LlS 

(ln million US $) 

Year 
_ ... __ 
197) 

1974 

1975 

1976 

1977 

~otal flow ot private capital 
to aovclopina countrioo • 
............................... .... ··------ ..•. ._.... 

10,786 

1t,807 

20,152 

20t224 

27,023 

(SOUJ.lC:b; : u • .u. Statistical tear Book, 1977, 1976) 

!be pattern of private foreion investment hao 

underaono a percoptiblo chanae in tho laot fo~r 4oCI.idoo. 

Firat!~, tho monogolf of metropolitan caantrioo that 

mar~ed tho colonial era hao becooo a tbina of tho past 

uith the lndopcn~ont dovolopinu countrioo 1~~~ 

farther nfi.eld to coot their nocclla of capitol ond 

tochnoloay. 'i'huo, on tho ow of Uorld ~;er II o1tor 

99;~ of tho foroic;n covito.l !n tho Indioa oull-cont.inont 

' t1o.O Of U.rt. Oricille ~hia porcontcao Oat:3 dO".Jn frtn 
~ 

80i) 1n t948 to 37>5 in 1g72 in tho oaco of India antl 



5 
;;7f, 1D i 959 to 4 ~~ in 1967 iD the case of Pakistan. 

secondly, the preponderance ot proprietary capital has 

given place to more of portfolio type investment. \'1h1le 

before tlorl.4 tfar II, 65~ of tho 'total foreign investoent 

Of 0 9•4 billion in South and SOuth East Asia t1a.B in the 
6 

shape ot proprietary invostmont, in 197t the share of 

pol"tfolio-type investment in the f~ot1 of private capital 
7 

f~om the DAO countries t1aa as m.u.ch as 54~ 8ett1eon 1948 

e.nd 1974 the proportion ot direct proprietcr.v 1nvostment in 

the total foroion private capital in lndJ.e. declined fro::n. 
8 

97% to 55)). !h1rdl.y, the nature of portfolio invootmcnt 

i toel£ han undergone a. marked change. Voey U ttlo of 

private loan capi.tel nou comprises loans ra1eecl in tho 

1ntorna.t1onal capital market ond available for usc 

according to the borrotdnlJ countrioo' 01111 needs; .moot 

ot 1t constitutes o1thor borrouod fW1da provided b7 

fo~eisn compan1oo to thoir ~bo1a1ortoo or brnnohos or 

export oredito tiod to cooood1t1 oxporto from obroad. 

In tho port:folio invootment abroad of 0 35,065 o1Uton 

from the DAC countrioo dl!ring tho yoa.ro 1956 to 1972, 
9 

the ohu:ro of export oro<11ta uao ovor scr,.;. Fourthly, 

toroicn 1nvostmont iD no more confined to pri.mn.J7 and 

6. ~OAF.E, op. cit., P• 1-6 
7. Uorld Bank, .&m-M! Honm• 1975, P• 90 
8. Soe A.~.;pendix tAt 

9. Derived troc Deop&k le.lo op. ott. t P• 16. 
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tertiar.J eactoro to the almoot total exclusion of baaic 

and heavy 1ndustr1E)S as it used to be. In f948 only 27$l 

of th.o outstending foroi(Jl capital in India. uae 1n the 

ma.nutaotu.rtftg sector; by 1968 the percentage had doubled 

to 55. 1n Palt.ietan, the ma.nuf'a.cturlnc sector accounted 

£or only 29)$ of the outstandino f'oreiBft invvstmcnt in 
. Q tO 

t 960; by 1967 the percent :..oge had moved. u.ptQ 4 t • 

~he most important factors contributine to such 

profoUftd chun.:;es in the pattern and flott of private 

foreign in~eatment h.avo been the wi tbdra>tal of world

t-ride colonialism and the emergence in ita ttake of a 

large numbor of economically bacltt1ard, socially feuda

listic but politically independent .nation atutes. Thone 

.ne11 countz-1 e:J ure rich in manpower ancl natural reoouroes 

but sross]3 lacking 1tt capital. and tecbnolog. l·loat ot 

them are also higbly conscious of tho noed to crown their 

newly .a won freedom not on.q with economic development but 

also with ooc1al justice. Their desiro. to obtain foro1an 

capital and teell.noloQ' ia. there£oro. tecpered tti th 

measures dooi«ned to protect nascent tnuieonouo knoo

how and industr,y and to onourc a ch·~nollod utilization 

of resources in acoordnnce ~ith national priorities. Tan 

incentives nnd reassuring netional lcatolnt1on 1n Qatt~rc 

like expropriation and ropntr1et1on oro often matched by 



el.aboratc llcena1na and reaulatory ooasu.rea. ~e 

f'OS\lltant plethora of laue and tb.o acco1:1pany1ns prooed

uroo can, sooctimea, present a frigbtcnina proopcct to 

tho foreiGn entrepren.eur. \1b.en these. are ~Jot olao 

readily available in a single volumo, ho may o1mply 

shy auny from a :f.'cn.r of the unknoun or from miafO\Ulclcd 

apprehens1ono. That oecras to account, at loaat partly• 

£or tho fnot tho.t tho flow of private capitol is tho 

loweot for tho countries of the Indian sub-continent 

amons tho countries ot South and. Sot1th Lost Asia. ~hil.e 

in tho total flOt1 of <:ap1tal. from tho DJ~C coantrioo to tbe 

countrico in the VCAF~ region; daring tho years 1960 to 

1969• the proportion of private capital \tas over 17S'J, 

tor India• 2akistan and Sri lanka tho proportion uno a 
1 t 

more 4.5%. In tho five years, 1970 to 19741 ~~ilo tho 

total flotr of private eap1 tal from tho .Lh.O CO\.Ultrioo to 

SOuth and Soatb Laot Acio t1ns of tho or{iot- of 0 6,045 

raillion; tho ohore of Danglo. Deob, intlio. l1or:~l, P::!ltio

tan and Sri Lankn in thnt f1guro ~ao only 0 86 million 

or 1.45~. In f~ct, in tho nozt thrco yoora, 1975 to 

1 977, in tho totul fl<r.1 of G a, 173 cil.lion to South 

and South .doat Ania, tho ouid fivo countrio.o of the 

Indian oub-oontincnt cccountcd for a noa~t1vo Zloa of 
12 

0 99 oillion. 

11 •. .i,CA.if-.,;., 1 .i!.ipoaoPU.o xm.e:t:.of ADin p.qd,'t!ho .Fo~ lfr.at, 
t970, P• 1-18, 

1 z., U!JOiAD, Jlp.:t\d .MQolUf irU:Clml~eJ,..~~o r:l!fL.Ao;vn
lopmont Statiatica1 1979, PP• 403-9 



At the oame timo international legal normo on invest

ment are either obocuro or unsettled. fbore 1s a sharp 

cleavage of opinion betueon the de~eloped and the.develop-

1ng countries as to the rule of international lat7 govo.m-

1ng the modo and quantum of compensation 1ft the event of 

expropriation of .foreian private property. Tho former 

still insist on •prompt, adequate and effective• compen

aation and the latter s~ear by per.manont ooveraignty 

over their own natural resources. On matters like 

-regulation, supervisio.n a.nd taxation of investme~t thoro 

are no co~prehenaive international legal norma; those 

are lett, Jnore or leas to the 'Varyin.g ne.t1onel legal 

systems which, as nlroady statod1 a.re not oo eaay to 

come by at least for the countries ot the lnuian sub

continent. 

In the above setting, this study atte!Upts to :fill 

til& yatming communication gap in rcv!;eot of the count

ries of the Indinn sub-continent by presenting a total 

picture of their inveotment lewo in oo rnr ae theeo 

concern the foz·oit;n investor nnd. by cooparina thom tr1 th 
nscerttlinablo 
the/norms of intcrnutional lau. The ctuJy ie propoocd 

to be c h',Pl(.·tcd !~4 ttJo phnoo&. In this firot pho.oe, 

meant for the r;. ?llil d.i.:;z::c :to.tion, the invootmont lacrs 

of India ~e covorod in the oontcxt of intorn~tional 

legal normo. Luter• for tho uootorol thosie, the 

ocope of the study u1ll be enlarcrcd to eovor similarly 

the laws of other countriea of the sub-continent, 

particularly, Banela ,t;eoht Paltiatan and Jri ldnka. 
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A short analysis of the flow and accretion of 

private fore1go C3pital iu India since Independence 
' 

is followed by three main chapters d&a.J.ina trith 

international leGal norms and Indian laws relating . 
to Expropriation and Repatriation, Llcensing and 

Regulation, and faxation. Concluding rema.rlta ere 

given in a short ohapter at the ond. The su.p.i)Ort!.ng 

data. and schedules 't'lhich are necessary but too long 

to be given in the text or tho f(.;ot-notea are 1ncor

pQrated in Appond1cea. In the ana~eie o~ Indian 

iuvestmen.t laws, the main emphasis is on explaining, 

in simple languuge, the relevant provisions ot the 

various laws. The connected policy and proced~res are 

set o~t briefly where these are neceeonr.v for a proper 

unuerato.nd.1ng of the legal trametrork or tor compl.JtinB 

with the provioiona of the lul1G. .i:ivery at·te.:npt b.ao 

been made not to leave out anything ot ililportunce for 
I 

a full appreciation of tbe subject, rJ.i.thout saar1f1c1na 

the need for brevity. 

Tho IrAion lau otatcd in this otudy ia ao amondod 

upto April, 1981 includtea the chanaea brouaht about by 

the Finance Act, 1961. ~animum relianoo hao been ploooa 

on pri.IDQry oou.rcoe lUte the oriainal lc.T1o, rulea• noti

fications and Govorooont docuconto, proos notoo 3nd 

reports. Since Inuio ~olloua tho ~naliah doct~rino of 

precedent important Judicial docioiono oro referred to 

11hcre necesnar.v to bring out the trlte import of the logul 



I 

provisions. seoondar, sources, wherever used, are 

aoltnol'rledaed in foot-notes. A comprehensive biblio-

graphy of the primar,y as well aa seeondar.y sources 

is given at the ond of th& study, together u~th n 

.list eft statateett a list of cases and a list of 

abbrev1at1ou. 



OBAPT.Ba II 

sooa c£ter lndopendonce, in 4ti!'lo 1949.., to bo proc1at;, 

tho total aoou.t ot f·ore:I..Gfl inveaWlent in tho non-off1c1o.l 

~GJotor in Intl1n tto.e oeti.matod by 'tho .aeaorve .Ba.Dh o£ India 

at eJ. 2,646 a1.llion. ibis vee mootlJr tlade up o'l propri

otu; iltvootmont fro::l tho Uni tetl KiJ:lado::J ~n plnntatioDat 

Gin:J.aa. ee:rvicoo an4 pricax7 1!1duotr1os Uko food, bovomaoo 

and textlloa. Sarno of the developoonto in tho arotrth an4 

pattern o£ thi~ 1Dvoctot!'nt 4tlrin6 the aubooquent 26 yoc.J.'"O 
t 

a(Upto 1974) Bl'O GiVOD 1D l\p,l)ond1x tAt• 

ID abnol.ute toroa tbe otock of .toro1@l co.p1 'tal. .1D 

tho aon-otficial. ooctcw in Indio. t10ot up ~No e;. 2,646 

tl1Uioa in 1948 to D. 18,216 Gil.Uou in 1974, 1nclud1ftB 

valuation cbnnaoo and tho offoct (D. 2,001 million) of 

tho dovaluo.tion oZ tho rupeo in June 1966. ~o Chort 

1n ~ t ohotro tho gQttom of th.lo sro'1:Tth durina 

·these years Witt\ on lnoot 41oaratl ohottlnt.; the roorl.y 

eoontiono. 

t. the last yoar for uh1Ch tiGU"Go havo boon ptlbl1aho4 
by tho Reserve Banlt of India(.~~ 190f). 
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l1.u.r...ng the 1950's0 the annual aocrotion to the total 

stock o.f foroign private capital iD India vas of tho very 

mOdest ordor of ns • 250 mU~ion. It seined a dramatic mowea

twa in the t 969• s co1nc1dirlg with tho fhird Plan .Period 

( 1 961-66) and .-eaohed tho peak of RD. 1 , 639 millioa. in 

1967 .. fbe neat 4ooo.de, hovevcr, started uith a eharp 

deollno during tho TOo.rG 1970 and 1971. Tho recovery in 

the subsequent yoa~a nne modest and the annual ncoretions, 

• 

...... ,...,_ - -"' - G - -.,.- 1~ loll t'Jl 
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.PIGUllB 1. Grouth of foreign capital a.n tho Don-official 
sooto~ 111 India. 



retaa1Jled at 1ev"le muCh low or tban those of tho 196• • o. 

ot the to,al 1nl'estment Qt tm. 2,646 million 1n f948, 

es. t .982 tl11l1on (or 75,S) X"Cl)resertted d1rect, investment 

1n lftdlan branohos or mtbsidtanes Qzt 111 controlled 

:r&diaa oompnnios~ I:t the equi'bl' 1nveetr:lent lo non-

' oon,z-olle4 ~nd.ten compaaioo ot the oroor o~ lb. 571 , 

m:tll10D 1e •lao addecl, the tottq. proprietar.y investment 

woul.d come t.o •• 2,55' million or ovor 96S$ of the 

total stock of .tore1p 1llvesiment in 1946. AS against 

t!l1a, 111.19741 tne d1"ot investment compnoo4 onl¥ 

50! of tho total otook of forei(Jil capital; 1Dclud1Jl6 

e:qut·tJ 1nvoatment in ncm-controlled Indian compBD1ea, 

the propOrtion of toto! progriotary 1nvootoent 111 that 

year ttoul.d so up martJ1~~all,v to 56%. fhe break up ot 

totnl fom.an 1nveotmtm.t er~ ,oar to yoo.r as botveen 

direct onel portfol.to inveotmetlt and the portion of the 

lattQr oompr1&1ns oqt11t7 tevoetmont in no:o-oontrolle4 

Indien oompar.des a.l"$ sb.owniu the Ohm 1a F91re 2. 

fhe J"Qtio of. diroot investment continued to rise 

till 1961 uhen it reaoho4 91>S. ~en, oo1no1d1D8 With tho 

spurt 1n overnU 6l'Ot1th from 196t • the portfolio invest

ment p1cltod up much taoter eo e.o to .-each the lovel of 

55~ by the elld of tbe dooa4eJ in the su.booquont yoars 
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Out of tho totnl cocrotion o~ ~. ~ s,eat oUl.&on 

<iurtnc tho pc~lo~ frc:l 1955 to 1974, !Jo eo 552 o1ll1on 

(or 62'~) voo by t...W o'Z portfolio 1nvo.::Hocnt 011t1 

. .Jo 5t 269 o1ll1on (or SGS'S) uca by uey oZ <liroot 

lnoootoon\lo 

in ~llo portfol1o 1nvootoont occint ao 

wul« bo ooon fs:'oo tho Chon 1n rtcllro 2 

. ' 

t9"7 ~1 .,6, t!t&.IJ 1970 197f 197). 1973 t97Jt' 
(Pre:.. (volt. 
4-cn, J oU If) 
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the pr6portion of creditor capital as diD tinct frolil eqa:... --~ 

capital in non- cont;:rolJ.od Indian compt.nioD built up much 

faster. In fact, equity capital which comprised 86% ot 

the port.t'olio investment in 1948 came doun to 17% in 

1965, i.e., by the ond of the Third Plnn period; it 

stabili~~ed at oroand 10% in later years. Tha t:~uppliora' 

crodita accounted l~r about a third of the creaitor 

capital in 1973-i974. 

r 

~ 

' v..----' 
Ann\o\QI I!W2Y'6gttl 

FIGUJ.J) 3 - J\nnu.al Acorotiona to Dir<,..ct ..?oroien Inveotment 

~ ....... ne~qva~i:tvc! ,eatni~ 

The ti..,clining shure of direct investment i19.D itsolf 

m~de up lu.r.-;;ely oi reinvested oarn~a rs:thoz- than of 

any .tr-~sh caoh inflow. Tho Ohurt in .i?'igtu"El ; above Ollona 

the n.r.nu.ol accretions to direct invu..::;tmcnt and the portion 

of it made u.p or reinvostod oamings. 



the propOrtion ot ~vesto<l oarninBS ran(JOd 

botueea 60 and: t t 51S of tho onnllal. o.corotioao to 

4.trect avoe-tment throughout the periofl troo 

9948 to 1974. For the 4ecado~ 1965 to 1974, 

1'&1nveetod eBa'Dinso totalll.na ~. 2,3t0 milU.on 

COMtJ.tutect 71S$ of tho total ad41tion Ot 

~. 3,0t5 million 1a 41roct invosttlOnt. !thie 

tren4 aeo:ne to have continuod. 1a subsequent years 

also. According to a re-oent ctucly conduotod b,v 

the Bconomio ftmeo .Rosearch Bureau, 1a 19'19-00 

~be level of oap1talination ln foroiga coopenioe 

ue.e 57% no aaatnet 4J% in tho coso og lndiOD 

compaaiea.. ~ho b.16hoot 10'1701 of eo.p1tallge.t1on 

i.n that 70ar uns fowul in ct>J.aate Pal.moUvo., 

99~ ot tt.boao p$14-up capitol ~o OCtClo up of 2 . 
bonue S.aouoo. 

2hc countr,r-uioe position of foreign cavital 

from •.h .1 yoru: to yet:U' io ob.ot:n 1n the Che.rt 1n F1auro 4. 

2. V1kram nair, "49·' per cent Onp1tal1ont1on", 
Dee ECQS9.t1lJLi!fl!P.E!t nou Delhi, Oorch 4• tgst 



.. ile United Kingdom, whioh had a share ot 80~ in 194-g 
~ 

t·raa still in the lead in 1974 thouljh its snare otood 

The United cltates which started trith 

7% s}laro in 1948 uent upto 29% by mid-sixties and 

,r'lGtls.~ 4 - Ccuntry-uice Position of :.loreign 
Capital in India., 

&tayeet at that ~ovvl u1eroa£ter. ~he other countries 

whoso share has gone up ~rceptib1y ~ ·uost Germany 

o.nd Italy account1r..t; !o:r 10/f. and 5~~ respCJctively in 
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1974. fhe remaill1n6 portion was contributed bJ' Franco, 

SW1tserland. Japan, Sttodon, Canada in that order and. a 

larse number of other countriOG. 

A$ for the Sector"wise d1str1~ut1on of toreign 

capJ. ~al.t the bias in favour ot foreign collaboration 

in the manufacturing aeetor is Obvious. In 1948, the 

aha" of 'manufacturing' was on.l¥ 275S a.nd that too vas 

.made up mootly of loss sophisticated industries, like 

:tood 1 beveraps and textiles. 1'he u.pawing started. in 

the second Plan period (1956-6t) and gathered moment\Ull 

in the Third Plan penod. By the end of the s1at1es. 

the ebare of the oanu.faoturtns oector reached 6~ and 

the bulk of it 11as in basic c.nd houv7 induotrioa; 111te, 

eachiner.v. transport ancl constructional utilities; food, 

bcveraaes and toxtilos accounting for on.l7 f2S1 ot tbe 

foreiGn capital in tho manufacturing oeotor in.1974. 



I. EXPROP!UAflO.N 

Safety of capital, troedoa o~ repatriation and 

transterab111 ty ot incomes a%'0 some of the vc.:q baatc 

cr.tteria ror uvest,•nt f'rolll the point o:f view of 

private toreign .t.nvestore. It is ge:noralq aocep~ed 

that private foreign pto.Port;r ts eu.bJeot to the 

cun1e1pal law ot the host couatr,r vho ma,, without 

unjustifiable discrimination and in publlc t.ntorost, 

nationalize or expropriate it. ~hero io, however, 

n cleaVQ6e of opinion ao to the coopenontion to bo 

paid 1n tho event of ouch nationalieo:tion or oxpro

prietion. 

In ono vto"tt tr.hat 1s rsqu1rod in accordance u1 th 

tho mintoum etanda~ of intor.national cuetomar,v ~w 

1o that alien pr1vnto proporty ~ bo expropriated 

onlf on parmont o£ tull or adqunte, prompt, nnd 
1 

etfeotivG compensation. ihe wordo 'o.dcquo:te, • 



'prompt • • and • e.f.fect-1 ve' arc mE) ant to conVGF tb.et 

the oompenbation shoulJl be ~qu.al to the market VBl.ue 

of tho expropriated propertyf 1 t should be pa14 uithout 

undue lie lay; and it shouU be paid 1Jl a t.rn.nsf'ernblo 

tom. Article Ill of t.be Abs-Shavcroas D.ra:tt OonventiOl'J 

on Invee-tme.ntD abroad ( 19!i9) a4opte4 th1e priftoiplo 

in thG foll~lfing words ; -

So party dba\l ta;o say measures against 
nationals of another Party to deprive 
them directly or indirectly of their 
property except uadcr d.uo process of 
law and provided that snob ceaauras 
are not d1eoricinatol7 or contrary to 
undertakinGS ~!von by that p~rty and 
arc accompMied bf · tlte payment of Just 
and etteettve com~ensction. Adequate 
p1"0vie1on ehall llBVe beert made at or 
prior to the t1.me of deprivation for 
the prompt de'term1nt\t101l and pa;vment 
of et.lch compensation, lfhieh shall .re
present . ·the genuine value ot tho property 
affected. tJe oa4o 1ft t:rans:terable aa 
fom ami po.id uithout undue del.G¥.2 

!his Convention uae nevor odop~ed; 1t remained s 

m0re draft~ ~ho Intornat1onal B&Dlt for Reool'Wtnct1on 

and Dovelopmont•s (lunD) Convention on tho settleoont 

of Investment D1aputos bettteon .States and Do.tionalo 

of othor Stntoo (1966) cont1ne4 itoolf to procedural 

e.apoota of diopute aottlomont and did not touch upon 

substantive rulea on tho protection of fore1GQ 

2. sahuareenbercor, op. cit •• P• 117 
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' property. fbo OiCD Draft Convention on tbe PTotoct1on 

o£ lo~iSD Propert-7 (1967), howev~. atloptod the 

eeme- princ1plo 111 Article S as undo.. z.,. 

llo pal"t;v shall take any aeeoures dop:r1V1.1'lg, 
il1rectJ.:r or indireotJ..y, ot his property a 
national of CUlOther Part7 tmleea th& 
tollo11ing ooudi tiODs are oomplled vi tht 

1) 

11) 

11:1) 

Tho mea.sut."ea e.ro ta.kon in the public 
.t.a.tenot an4 under duo procesa of law; 

Tbe measures are not diecrimtaatory; 
and 

The measures ·are acco.:npanled by provi
sion tor the p~nt of Jllst ccmpe:nso.tion. 
Such compcnDat1on ah~ll reproaent the 
aonuine value of tho propel"t7 af.fectca. 
shall be ,paid t1 i th out unt1 ue de lay, and 
shall be tr:.ulDtQrable to the extent 
nccosoar3 to mnke it et£eot1ve tor tho 
nutional entitled thereto. 4 

In the other view, propounded by tho ne\tly 

emergina etates, the question of compenoa.tton is 

a manifestation of the permanent oovercianty of thG 

host state ovor ita n':lt\lral tio~.lth ::md resources 

nncl ia, therefore, to be decided by that etnto in 

accordcnce tti th ito Ol1ll lat1s, roBUJ.ationo and 

cJ.rcWilsta.ncea. ~ho concept of permanent aovereianty 

over nat~ral wealth and resources hac beon ondorsed 

3. India io not a party to the IBiiD Convention. 
Indio. haG, houovcr, ratifiod the tT.il. Convention 
on Racogn~tion and Entorco2ont of Arbitral Aunrde, 
1958 and enacted the Jloroic;n iiunrda ( nocoanJ.tion 
ana ~nforcoQont) Aet, 1961 (as auended 1n 197') 
to «ive offoct to that convention overridina tbe 
provisions of the Indian il.rt>1tration Act, 1940. 

· 4. 1b1d P• t62. 
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~ 
by the United Nations from 1952. According to the 

1962 resolution on Permanent Sovereignty OVer Naturu 

Resources, considered a benCh mark on the subject, 

n... the owner shall be paid appropriate compensation 

.in accordance with the N1es in force .in the state 

taking such measures (nationalization, expropriation 

or requisitioning) in exercise of its sovereignty 

and in accordance l>ti th international law ••••• : 6 
' 

The resolution, thus, contemplated payment of 

appropriate compensation. rlhat is "appropriate" ie 

to be determined in accordance with the rules of the 

host state and in accordance with international la1-1. 

This juxtaposition of municipal law and international 

law was apparently a compromise in an attempt to 

obtain affirmative votes of all states and the resul-
7 

tant formulation, as pointed out by Richard Falk, 

5. See G.A. Res. 52} (VI) dt. Jan. 12, 1952 
G.A. Res. 626 {VII) dt. Dec. 21, 1952 
G.A. Res. 1515 {XV) dt. Dec 15, 1960. 

6 • G. A. Res. No. 1803 (XVII) dt. Dec. 14,1962. 
See Para 4. 

7. Richard A. Falk, "On the Quasi-legislative 
Competence o:f the .. General Assembly, ''tferical 
Journal of International Law, Vol.60,~g66) 
P• 782 
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could be interpreted di~forently by different atatoa. 
8 

In tho subsequent roaolu'U.ons the l'Sferenoe to inter- . 

nationa~ law uas dropped and tho Cbarter of Economic 

lU.gbto and Du.t1es ot States (ye~ another landmark) . . 9 
adopted b7 the GeneJ'lal Asoembl.y 1u December 1974 

stated ill paragraph 2 (c) ot Article 2 thereoft.,. 

••• 
c) To nationalize, .exproprigto or transfer 

otm.erohip of torei£91 property, in uhich 
cane appropriate compensation ahou1d bo 
paid by tbe Dtato ndoptina ouch measuroa 0 
takinG into account 1.te relevant laus 
and rogulattons and all circurnetancos 
that the State considers pertinent. In 
any case uhoro tho question o~ oompe~ 
sat ion gi veo rise to a controversy 1 it 
oboll be settled under the doooatic laa 

· of tho natioaelird.ng State and by its 
tribunalat U!llOsQ 1 t io frreoly and 
mutually aarecd by all Stoteo concerned 
that other poocefuJ. meano bo ooU{Jht on 
tbo baoia of tho oovoroiGl'l o :1unlly of 
Statoo and in accor<lonco tJ.ith the 
principle of froo choice o~ oocno. 

e. L•6•t {l.A• .doo. 2t58 (XXI) dt. Uov. 25, 1966 
a.A. aou. 2366 (XXIII) at. nov. 1g,t96G 
G.A. -~Oo 2692 (lt:XV} at. uoo. 11, 1970 

g. G.~. neo. 3261 (XXIX) dt. Doc. 121 1974. 

DISS 
332.6730954 

G9596 Le 

1111111111111111111111111111111111 
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The Charter of Economic Rights and Duties of States, 

tlw.s. cl.ear;q adopts the second view, under which the 

expropriating state, is oblleed to pay 'o.pproprioto• 

compenoatitm. ao dotom1nod 1n aocordanco t1ith ito oun 

la.t1G antl reGUlt;l.tiona ond nl1 other ctrcumstonoos that 

1 t conoicicl"S portinont. Sixteen 4ovolopod countries 

voted against thio portion of the resolution 1n tho 

Gonoral Aeoombl¥ a.dvanc1Dg tho nr~ent tho.t tho omoWlt 

of compensation ohould bo determined in aacordonce t11 th . 
tho principles of c\lstccu.ry interna.tiono.l. l.uw trh1cb 0 

1D their vieu, continues to tro.rr nt pr«lpt. adoquato 

a.nd offGct.ive c0n1poaeat1on. ~he tlevol.op1ng countr1oo, 

on tho other hand, doniod thG oxiatonct:> of OD$' such 

principle tD international law and mo!nte1nc4 tbot tho 

en:propriat.lng otato should bo required to p~ 'app~opr.tato• 

conponoation o~ takina into account its relovnnt louo, 
10 

~o(llllat1ono nnd pertinent CircUklctuncoo. 2ho Cb.~or, 

ao a ffhOlo, l1ao o.doptod by t20 votco ~o () :1itll 10 

abotentiono. 5.lb.o Uni tad stetoo cloloe}.~c, ~!ho vo'\io:l 

O(joinot the Charter, otutod that tlll ..::.COft(t'JiC Cilartor 

ttoulcl. bo oea.ninalct:o u!thout tho cj'i'OCOOilt o~ coun

trioo uhoco nuobor oieht bo s:ucll but "":;hooo o~(Jil!Li

co.noo 1n intomotiono.l ooonomic rolnt1ou~ untl clovolo»- . 
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1 t 
proent could hard~y oe ignored, 

~he resolutions of the General Assembly are, of course 
12 

only recommendatory though it is wide~y believed now. 

considering the universal representation in the United 

Mations, that these resolutions passed b7 a prepon

derant majority of world opinion may wo~ be taken to 

be indicative of the~erging rules of customary inter-
l 

national law. 

B. Position in India 

• 
1. Qonstitp.tional and Legal J!puytsion§ 

The Constitution of India as originall1 enacted 

treated the right to property as a fUndamental right 

of citizens and non-citizens alike, Article 31 of 

the Constitution read : 

----------------------------------------------
11. u.s. Statement in A/o 2/SR.. 1649 pp.21-22 

· 12. Richard A. Falk assigns a quasi-judicial 
churaeter to such reso~utions (op. cit, h 7, 
supra) In Bouetts• victr such resolutions 
indirectly become a source of international 
law. (D.w. Bowett, ~he Lsu 9f International 
Institations, p.42). According to Bin Oheng 
they •serve as midwives for the delivery of 
nf nascent rules of international customary 
la.tr' (Bin Cheng, "U.N. Resolutions on Outer 
Space: Instant International CUstomary Law", 
Indift siournal of InternatioM:± :fAt~. V • 5 
(1965 P• 39) Bahmatullah Khan calls thom 
the •normative basis of the ne1-1 inter
national law•. (Rahmatullah Khan nznter
national La1·1 Old and Nel-T", lndtan slJliX"l!Bl 
.Af Inj;ema .• iqna,l. Ial:l, Vol. 15 1975 
P• 379 ). 



(1)- No peroon shall be deprived ot hio property 
aave by authority of law. 

(2) - Iij'o property, movable or immovable, includinG 
any interest 1n1 or in any compa117 own1na, 
any com Jerc1al or industrial undortakil18t 
shall be tnlcen pooaeooioA of or acquired for 
public purposes under ana lau authoriSillG 
the taking of such poeseoaion or such acqui
sition, unless tho lew provides for compen
sation for tho property takon pooaoaoton of 
or acquired and either fixes tho aooant of 
tho compensation or specifies the vr1no1plos 
on which and the manner in ~h1ch1 the 
compensation ia to be determined and given • 

. 
According to this provision, pri1rate property of 

any par~on0 including a non•citizen, could be acquired 

by the state onl.Q· for public purposes and by tho procoos 

of la.,.,, and ~;uch lmt must either fix the OOJlpensa.tion 

or specify the principles on which and the manner in ,, 
uhich tha oompan2avion ia to be determined and Glvon. 

The t'10rd • compen.Jation• in thie proVioion t7o.o intOl'

proted by the Indian S~promo Court to m~nn "just, 
14 

equivalent or fUll 1nQcmp1f1cation". A piOvioion in 
15 

e land refom lnt1 Uoitiac tho coc.vonootion for 

ao~uia1t1on ox lund to the m~rket volue of tho ~~4 

on a cortuin earlier auto (31 veoe.taber 1946) troG otruclt 

doun eo 1noonuietcnt utth tbe above interpretation in 

1 '· a.r.t. Seoxvai, .QgnoJ<.~istional. !:att of In(\1n, 2nd 
ed. Vol. I P• o54. 

14. \Jest .BO!lLul v. Dalo BanerJ1 (1954. SOR 55B) •. 
t5. \loot Bansal land (DovolopmeAt and PlannittB) 

.Act, 1948. 



eo Zu~ eo the vri.noiplo laid doun i'or deto~;a1ning 

compensation tlonied to the Otiner the incrosantal 

value betiueon '1 Docomber 1946 ana the date ot 

oxpropr1nt1on. As thio appGorod to bO too riGid 

a viol-I in the context of the avowod. ~olicy of 

the, Govornmant for asrarian rotor.Js, the Fourth. 

Amondmen t ( 1955) added the \'I~rd!l n and 110 such la\1 

ahull bo celled in question ~n any court en tho 

aroand that tho cora,;.)cnaat ion ,prov1cl ad by that latt 

io not adoL,lunto" to tho said _provio1on of ilrt:l.clo 

,, (2). 

In eoce ot tho oabaequent caooa lth1oll coco U!> 

bot ore tho &u~romo Court, h~rov:~z-, c v:1ou U~"'..O taJtOn 

that tho .1/ourtll :.mund~ont by :t"\...t ~iiUUL: ~;l.(.' 10:.Xl 

'oor.Jrfonoot1on • hf'l...d t:.coo y~o~ t;lo irrto~J,;)~Ot; 'tion l)Ut 

on thP.t ttoro t>y th~ Jupramo CO".lrt in ~;ol'.1 .;onct"j! 0 o 
16 

coco.. ~b.io vicu cn.abl..L.::tca 1n t'!.lo .;u ... -:'C3G Oo:..u."t 
17 

strikin3 doJn tho IJ~in~~ Oow1:~.m1~o (l~C1U~~itioa t'.!2u 

2:rana::ur of hnJoi1iuJ.tin.:;s) Let, 1 !)6', on tuc C!XIt2ll<l 

thot even ~ft.;r t·w f011rt!1 hmonG..JO!!t t~c OOOJ(.:nOC'.tion 

ana to i>o j'lat;"u '- .~llivulont. ~he court ut-:.:~ocl 'tiller;, "ti..lo 

Oonotit"tiva g~~z~ntoco n ~~cat to conJcno~~ion -

t6 • 000 1?· \(~ \o<OJU 1clWJJ.Jj IU"-lt. •ts;nc·j ttl..Ji>IWt;X 
~lo&tilt'ililt a:Stai~~( 1965) t.CL'i G14. 

1 .,. t.!rli eeoL,e~ ,.... du: .. ens POpul:u:ly l.r:1u" •• 'n CD tho .tlOD!! 

L;c.t.!.Ouu.Ueu:iiion c:.;.~o, ( 1970} jO ,.,u .. t :;;;u. 



ui~'i"iculty~ ~h(.J 4"~cn"y-.i'i1"til t\0(.:0\toGnt A"'plncoo tho 

uord • ootnpe:nccYti ..... n • v1 th tho uot•\1 • ooount' !n l~rt1 clo 

:;t (2}, !rhc J.:o~rty-t'ou.rtil Amonum<.tnt ultlnutoly 

dolctcu APticJ.o >1 oltoactbcr oo that tl~e riabt to 

provorty thc~onftor ooocoO to be a £untiamontnl rl&1t 

in tb.o IotUcn Conot1 tutioo, • It l1co ~oa.o en or.J1n:Jry 

leG: ~1 ricnt. Article 300A., to tho foll.,~;ina e.croct 

300 ...... ~-o ltar;:;on olu.J.l be acprivoa of b1o 
r;ro4;Ct1;y onve by ; .. .tltho~lt.V u£ lau. 

The :Lull tmposrt of thio cho.nt..--o boo not yr; t co::te 

U.D for CX!.1win~t1on bo£o:c tt .. c Zur~z·crso Court. A 

loarnca. commentator bno, bo·~;ovcr, t(ili.On t.no Vil)tJ tho~ 

eontc.ininc; t:1c lc:.;1rl~~~ivo r_;:.1·:~r~ cf t:,::l ~·11~.:>n tu:; ~ho 

Dt<-:~oo, 1n.Ji cato t~l~-~t tbc J.ny'!lcnt o'l Ool:-\g41:J:~t1o..) :.1cJ 

I:.COO!.L.:aril7 to bo roat1 !nto t;l~ n:: .. 1 ~:::i."07l-.S.un. 

____ .,.,._ ___________ ......... ..........., ~ ........... -_, ----
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ttere compulsorily acquired, compenoation 11ould bo 

pnid on n fair and equitable ba.sio. ~hio, coupled 

nith the f~rthGr aseurenoe on tho freedom of repatri

ation of c~pitt,l, amounted to sayi~ thnt compenention 

would not only be fair nnd equitnblo but oleo in a 

tranofernble form. The aaouro.ncc wo.s repeated uhcn, 

in the cours£ of n ~ebttte on the Fourth Amendment, 

tho .Prime ;I.i.nintt:r said in tho Parliament: 

.i. am nlt~nye at4rpriaed to hen:r the propooal 
beinG pu.t .rortfPrd repo~ :tcdly; con:fiscnto 
or exproprifito forcien capital. AnythLng 
whioh is mora unthinkable, u~thou~~t of 
and unreul1stic I c~o~ imaaine; it hac 
.no rol~tlon to reality ••• no country 
wn..nts to broa.lt !.n":o~ti.on!ll. relutiorm or 
its credit in tho ti~Jz. .. lJ. by doing tllio J.tinti 
eX thing, 1n order to save oonGy,.. a 
feu ororoo or a :tet1 mUl1on.19 

In 1959, india oxtendcd its earlier nerecwen~ 

~ith tho U~A under the Vn1tod ~tato~ lnvoutaent 

Gua.ranteo Rrocrnm.11e 0 to provide for the po.ynr.Jnt 

ovont o~ expropriation of thoir oooeto in I~ia. 

~n 1964, the \:!-ov ... mrJcnt of litii ...1 ~lflO ontercd inlio 

on ·agroo!lont ;; ith t~1e Federal .d.opl1c of Germuny

,provid1na, 1nt!1r alia, for the ~o.:, ... w~.::~nt o£ n .i'u.ir 

and ;~nx cqu1tr,blc OOI!lponontiontt to Geroe.n :L:n;cs·jjo~o 

in tile ovont of mn.ticnc.lizution of tll~ir o,.;:;..,eta 

----------------------·-·-~---------

19. Lok ~bha ucbutoo, Vol.II, Part II, Ool. 4840 
( 1955). 
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En :prootico, oot1oooliuotion oZ f'o:t'OiCtl entor

pri oe 1n In!lia hao not boon voey oo~oa Md ovon 

ubilo not!onol1e1na ln11an buo1nooo in oortotn 

ooctoro of t~a econooj; 1 Oi!ch co tnt10nol1oat1on 

in 1969 of nll oo.3or Indica bOO:to 0 tb.o corroo

pOndina forctcn ontorpr1ooo bo.vo boon lof~ al.ono. 

tlbor-ovo~ 1'oro1ca cntorpr1ooo h·.1vo b;1<l to bo 

not1onol1uecl it ho.o boon oDlg on po.yeont of full 

cooponootioa. 

ibo oa.rlioot oncotlle tteo thnt og t!lo Iopct'!o.!. 

Dc.nk of lnCl!u 1n 19Sto 'iilo D .. 1tlc!.l ohcrotlol<lctlo 

uorc coo,;onooto~ «l t!lo u.voruco pr-1oo o2 t:lo oil: ~c:.: 

(luzl!la tllo pr..;codino '90~ i.Ibioil c:::lO\lOtoC to D. 1, 70;} 

por Ohare OS tho fcCO Vc!taO OZ :'-A 5C0J t'!Zl CO!JJQC* 

oai1cx:a uoo t:'ota ful~ 1n codle · Xn tilo fol:!o:Jtoa 

yoc.t-0 · tbo l!olct- t.loltl ~~tnoc• o ~:ilolly•o:;·noa goro1cn 

ontct>;)rioo. '.:J:J:J ~{~teo OVO!!" fly tllo c~nto on(! U£o 

1113\.W.:lnCO :1oo notiollcU.ocG. Ia tdO goG::GI? et"~J,;o 
, 

tile Ctl:l!)cnc~t;:.l.on \.io:J bocc1 en t!lo c:Jgo:.;ot V.Jl~o o'£ 

tho co::ir~' o C!:l!:lroo. Afi ttl a onco ug U..Zo inOl.!!OlOOt 

'Cllo Ot.dlt .:oro!~ !nc;n;Nro t2.otn.:.; buc!oo.:.;o in !Qll!Q 

20o ~he Oa!OJ~O Dlon 8 J~int vootnso~, t97,, 
Po ;;o. 
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were compensated at 20 tiznes the annual average of 

the surplus allocated to the shareholders in the 

t t10 actuarial. years preceding January 1955, or 10 

times such average plus paid-ap capital,. ffhichever 

uere more favourable. If there uas no ourplus allo

cated in the baso per.10d the componoation ~as deter-
21 

mined by the value ot assets lese l1ab111tics. During 

the aixties" the on4t maJor nationalization, that of 

banka 0 the fo:roign banlto, as already stated, uere not 

nat1onal12:ed. 

22 
In the oaso ot foreign oil companico nationa-

lised during tho soventies the amounts of camponsation 

t1oro decided by mutual aareemcnt betweon tho Govern

ment of India and the companieo concerned and. thooo 

amounts were paid in pound otnrl1ng in the case of 

Burmah Shell and in U S dollars in roopect ot Col tex 
23 

and Bsso. 

II. RE.PATLU.A~ 103 OJ!' CAPI:L'AL MID lliVBS'i'ii...IJ~ IUCO:.lJS 

Tho Policy Statewant ot A~ril 1949 baa aloo aivon 

21. i:1othot7 J. Kuet, l'ore!Q! J:!nter~riso .t.n India - io.t1s 
and Policioo ( Ohopellnll, '"19 4"T' pp 1 00:.1 02. ,. 

22 • Booo, Colt ex and Dumoh Shell. 
23. Sec. e and Socond Schodulo of thG ~GOO (Acquisition 

of UDdortakinao in India) Act, 1974. 
~eo. 10 end tho .Jchodulo of tho Ooltox (Aoquioition 
of Shareo of Culton Oil Rctinina (India) Ltd., onci or 
Undertakings in India of Caltox (India? ltd.)Act,1977. 
sec. 8 and aecond Schodulo of tho Durmab Sholl (Aoqu1-
e1tion ot Undorteltinao in India) Act, 1976. 
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an assan:Vlve ,;nai thsre would iJe no restrlction on 

the remittance or prof1ta or repatri~tion of capital 

thousn remittance facilities would naturally dopond 

on tho foreign exchange situation. ~his asauranco woe 

nl~o embodied in tho Bl.ready cited ~ocmonts with 

the U ::J and \1eot Germany. The assu.rot1ce had held 

good all alone and no roatriction has ot any stage 

been imposed 1n India either on the rapatria tion of 

capital together n.1tb capital appreciation or on tbe 

rsmittt.lllce of investment incomes like profits, divi

dends and interest, apart from the ordinary require

mont of obtain1na pem1osion of theReaerve Bank of 

India for tho ret1itte.nce of foreign e:xcllan~ in 

toroo of the Foreign E:change aog~atione Act, 

197,. 

AS a reoult of th1s policy there hnvo boon subs

tantial remittances abroad ~rom Indio on account of 

investment inoomoa, ~ho total amount r~ittod 1carly 

has been steadily aoinc up. It t-1ont up .rrora ~.428 

million 1n 1965-66 to !:3. 1485 million in 1977- 78; 

dividendo aoins up from~. 194 to ~. 680 million, 

tochnicel feoo from ~. 70 to ~. 281 million and 
24 

royalty from ~. 29 to ~. 195 million. DurinG the 

yeara 1956-57 to 1976-77, a sue of~. 14,942 



million ttaa rem1 tt~d abroad as investment income 

undor the follovring heade besides rotnveated oarn

illGS of over £:3. 41 000 miU.ion du.ring that period:-

Profit 

Dividends 

Interest 

t.fechnicol toes 

r.s. :;.,14 million 

5,223 

;,;28 
2t02S 

1,049 

25 
as. 14,942 million 

25. Indian Investment centre, Sou Delhi, Indian 
&oonomr ~t. ~ OlP.~cg, tgao. 



In tho mat tar of induatrio.l l1cenotng and f'O@l

l.ation0 the foro1an enterprice io cubjoot to tho 

municipal le~ of the sovcroian otatc. According to 

Artiolo 2 ot the Charter of .boonom.ic .i.U.Bhto an4 
1 

Du.tioo of Statoo, ovory otuto baa the ri~t: 

(e) ~o ro~lotc and enoro1co authority 
ove~ fore1~ inveotmont ~ithin ito 
national jr!cd~ot1on 1n accordanco 
w1th ita laws ana rcaulationa end 
in confo~1t~ Uith ita national 
ob3octivoe and prior1tioo. ,no Stato 
shall be compollal! to @"Ol\t psroto
rontinl treatment to foro!sn ~nvoot
ment; 

(b) ~o ro0ulato end cuporv!co tho oct1-
v1tico of t~nOD3tionnl co~orat1ono 
uitllin ito .no.tionnl ~ur1cd1ct1on UlU 
telto oeocu!'Oo to onouro that c..tcb 
octivitioo comply ~ita ito lnu~, 
ruloo nnd roaulntion~ ond con1or.o 
U1~h ito ocono~o anJ ooc1ol polic1Go. 
~.:r~onutionnl co~o~ntiono nhnll not 
1tl to rveno !D. the i!:l to~nol. ai'fa! ro 
of o hoot Gtoto. J;v.:.:ey 0'\iato dloule1 0 
t1i tb iV.U r<.tat:N .t'o~ 1 to COVOA'Oi()l 
rJ.:)ltc, oo-ovo~uto ;1!tl1 ot?\o~ &""tc.too 
in tho onorcico o~ tbo rAt,Jl:.t ;;ot 
forth in thin C:..lb·p~z.,'?tptl; 2 

~ Intlio ~oroiun ontoi' .. Hz·J coo t.l.I"O troot~<l ot !!Or 

ulta lorco inaiG~no~o iniuotriol bouooo in tho oottor 

oontrolo in ~orca oro dioouoood in tho t·ouo:~ina por?o-

. 1, \o:r•.th rteoolu.tion :;2a1 (AXIX) clctocl noc. t 2, 1974. 
2 Pe~~ 2 Jrtiolo 2 ijid• 



India conc1dora 1nuuotrinliuot1on ao c ~PS ~ 
3 

1!1m of oeonoaio procreoo., Tho ln.V:uutrinl .Polioy 
4 5 

Rooolutiona of 1948 ana 19561 th~cu~ tho &toto~cnto 
$ 

of In:luotrl o.l PoJ.1cy ot 1977 and 1980 a~ll cut the 

mtt1n planko of the CJu.ntryto intluo~r!al policy. ihc 

baoio .o.imo nro to oe~oloreto tha .r~t~ o£ ceononlic 

cro:tth., to cvccu up 1nauotr1al1oation cnd0 in pnrti• 

cu.lar to aevclop heavy 1It<iuotr.!.oo o.nu oc.cii1nC-:Ll~in~ 
1nuuatr1co, oo ss to p~Vid.G tbo oconomlc £oundutiono 

for 1nct'GaS1nG 0£;portu.n1t1oo for cnioi'ul COl)lOyuunt 

and 1rnprov1Au Uving otandordo unl.l :.rvr:....tnc oon,j.;.t1o o 

for tho m::t.Oo of t,;:.o poople, v.!lilo ~t tile t;:r.;:.o -;;1oo 
t 7 

reducina tho oz1ot1na dioportiliO oZ L"lcoco ud uoa!th. 
(\ 

t, .... Clqqq_!U,.cr ... ~ipn .. ot I~tv,.Q~t;top 

'4'llC lnr.luotrinl l1oUu;r .~ocolutlon o:...· 195G d1vil~od 

!n~uot~.lco into ~br.:Jo cn';;c~ol"icc h.:.vi~0 S\.1(;' .r'J ~o t:t :. 
u 

p:4M :7h1Ch tbo otn~o ooula play ia 0nch o:: -;;boo. 

--------------------------------------------~-----
3. Porn 4 ot tho Stctcccnt of InG~otr1cl Policy 

of July 1900. 
4. uocolut1on uo. 1 (S) ~4 (t5)/4S o~ 6th april 

1940. 
5. nooolutioa lJo. 9t/Cfl/48 of SOth ll~,r!l, 1956. 
6 o Of 23rd uocoobor 1977. 
7 • In:ltaotrlcl l!OlicJ r~ecol'.lt.:..on. 195Go i/c.t"Q Sa 
a. f.!Z.P.9l!.:L~;i.y_g,_, Jro~\r R;l.c!lt. 195G i..> P 2gct;;o. 
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;~.·no :r1 rot oe1;ogory 1.ncludco 17 1a:iu.str1oo onwaero tod 
9 

in Scht'Jdu~o 'A • to tlte Roaolut1on. ~oao ore i~ustrioo 

of baeic and otrntog1c importance or publlc utilita . 

oerv coo or intluotr.t.oo uhich are. oeoont1Bl Q111l requ1n 

j.nvostmont on a ooa.lo which only the otate con proviuo. 

Tho fatu:.."' dovelo _,aont cf these incluotriee io tho 

o.xclur:d.vo rospQne1b1l.ity of thf/atu\ie ao that all not1 

units th..-roin nould be unl.y i.n tbo .Vublic b'ectol". ~ho 

oocond catoaoxoy inclueieo 12 intl"otrios enUIJora.tod 11'1 
9 

Bohcdulo •ci• to tho t1asolution. ~hoao oro induotrioo 

uhich uoald procreos.1vely be stote-.ouned and in ubich 

the stcte nould {;0119rnlly tolte tho 1ni.tiet1vo in esteb

lieh1ne nou undertnltinco• thoua!l p2'1 vato ontorprioo 

uould a1ao bo expcotod to oupplcnent tho artort of the 

oto.tc. ~o third outogory compt'icoo all tho romo:ilil1nB 

1nduotrtoo tho l?uP.tbor dovolopnont of .:h1cll, 1n acnoxacl, 

uould bo loZt to tho ini tiativo and ontorprioo oi the 

1?rivnto OOcto1"'. 

~o Rooolution, ho-:1ovcr, olcrit!ed: 

(i) ~Zllcro thoro eniat in tho c:::!le 1n1uot:ey 
bota ~rivotoly or public~-ounod unite, 
it nould continuo to bo tho policy or 
the L'tntc to t:.ivo Zcli" O.nci non-O.iocrt
Einator.y t~otmont to both of thea. 

(11) l:ho divicion o:S.> :1ntiU~t"1oo into oopomto 
O:ltoc.;orica d.:>eo not iJ.~.fly t~Gt tllay cro 
being plc.cod in u~tf:ll....,t!(Jlt comp~tucnt::J. 
Incvi t:...blJ t~1ar-c .111.1 not only t)o en :!.!'Co 

, of ovorllnppincr but o.J._;o o crcat d.oal oi 
Juvo7l~ilin.:; ';Jetuecn intltu:~rtoo 1n ~!lo 
p~ivote onu public ooctor~. · 

----------------·...,....•••• a r •• -, 
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g_. COre ~tr&$2'!, 

U1tb.1n tho above broad policy ft"'ameuoru, tho 

Govemaont of India have dro.~rn up a l1 at of core 
10 11 

:tndust_rioo :tn tthich the larger induotriul houooa 

and foroiBD conoomo, their subaidia.rie s and branches. 

of foreien compeniocv ~re, in oo~aon. eligible to 

participate provided the 1 tem of manufacture io .not 

one that ia rooarvod for production in the Public 
12 13 

sector or in tho S.-nll.-scale sector; they arc, 

ordinarily, excluded. tram otiHH" industries • 

to. .Appendix (i) of Inct.u.str1al kiocnoing Policy o:t: 
February, 197'• SOe Appendix 'C' • 
Undortnlt1.ngs tbat by tbemsol.vos or 1n inter
connection with othvr unuertGkinco hnve assets 
(in India) of not less than. ~. 200 million. 
Schedule • A' to the Industrial Polley .t·wsolu
tion. 1956. 
'Small-scale aoctor' 1ncludeo • ooull-.oco.lo unito', 
i.a., un•;o~...·t..Utini;U h~Vint;; 1nvootmnnts in fined 
aosets 1n plant and cn~11nor.y not cxccedtna 
.:s. 2 uill1on a.ni.i 'anoillarioa•, ooanina under
takings havinG invoot~onts in 1ir.od ncooto in 
plant nnd mc.chinor.; not oxce. 'dine r~. 2. 5 c1111on 
and onaaacd in tho manufe.ctu.re of p~rtc, 
oon::poncnto nnrl oub-aseemblloo, too. 1nao or intor
rnoci!e.teo, or in the ronderine; of ocrv1ceo cnti 
st'l.pplyine ;o,.l of tboir proGLuetion or 100~ of thoi.r 
sorvicoo, os the CB.oc mo.y be, -.;o otllOX' unite ;;.:or 
production or other artiolea. c~.J. no. ga <~>I 
IDi.A/29B/7,/1 do. ted 16th l!,ebr~J.Ury 197'1 co L.mondcd. 
from tine to ttoo till ~.v. ~o. 594 t~J doted 
;nat .July 1980 publiohed in tho Gt:u~otto ol lncl1a, 
oxtraor.d1n'lry, Pert-II, ~cc·~ion 3 (ii) ot' July 
1960). 

The lint of 1tomD recorvod ~or the ocall-ocalo 
oactor hue boen cmpl.i.fi.cd :t'roo tima to time; 
nreaontly it inolu..lea ovor GOO items (iJv iJo.2St 
(.Lo) de.teu 26. 4.1 9'18 quoted in L.J,·i· ,.;utta, !Ji· g 
ein~d~u~a~t~r~i·o~s~~O~e~v~o~~~o~·~m~e.n~t~an~a~l~lG~.~~~~· ~~~c~t~~~,, 
Jo.Q.ex pq.d,_,Pr.ocodaro. Alla.llobaa., 9"/U p. 



The legisla't1vo fra:net10rk for the implementation 

of the above policy is providod by tho lnduatries 

(Development ana RoGUlatioc) Act, 1951 an4 the RogiS. 

tration and Llcenoing oZ Industrial Undertakinao 

Ru.les. 1952. The Act applies to o nide range ot 

industries grouped undol' 38 heado ~ the First 
14 

Sche4ule. A Ucenco is necessary for : 
15 

1. Establishing a nev industrial undertakinG; 
2. fakLng up the manufactdro oZ a neu article 

in an existing 1lldustrial undertaltinfr 16 
). Substantially expandinG the cepo.cit~ of an 

induotrial undortokiDG 1ft. an oxtsting line 
of manufacture; t a 

14. A liconce 1o a writton poroission from Govemcont 
to an 1nduotrinl undortekina to onnutacturo opoci
fiod artioloo. It inc~udos parti~lera of tho 
1nduotrio.l undortokinc, ito location, tbo articles 
to bo oanuft!.Cturod, tho maximum capac! 'ty end tho 
por1od uithin ohicb ouch liconocd capacity cb~~ld 
be eetobliohed. 

15. soc. 11 of tho Induatrioo (Dovolopoont and Regulation) 
Act, 1951. 

16. sec. 11A ibid. 
f7. An induatrio.l undortokiDG can, hooovor, incroaoo 

the production of' o.rticlos for tthich it is liconoed 
upto 25~ of tho l1consou cepac1ty uithout obteinina 
o. substantial expansion licence if -

a) no addit.ional plant Ol'ld machinery io installed, 
b) no additional oxpentl1 turo in toroiGD- oxcha.nac 

1 o 1nvol ved, 
c) no o.ddi tiona.l demand. for ccaroo rat1 lilatorials 

1o oa.do, on4 
d) the itoo io not reservea £or tho Snall-ocalo 

~oct or. 

(f.n. contd.) 



4. Carrying on the business ot an existing 
induotrls.l undertaking to t-1h1ch tho licens
ing provisions of the Act did Dot originally 
apply on account of en exomption order 
1asaed by Government but became applicable 
on the cattce~lation of the exemption order 
and under certain other circurnstnncea as 
provided in the Act; 18 and 

5. Changing the location ot an existing indus
trial undertaking. 1a 

-ia Eltemn!1ona 

fhe Act• however, empowers the Central Government 

to exempt any industrial undert~llt1ng or class of 

undertakings or any scheduled induatr.y or class of 

scheduled industries from the operation of all or 
19 

any of the provisions of the Act. 

ria• Geneml Kxemp~i9D : ln exercise of tbe above 

power the Gov~rnment bave exempted the Small-scale 

sector, :from the licensing provisions o'Z the Act under 

certain conditions. The exeoption is extended to 

other undortak1nas on the follo~ing conditions : 
20 

a) The und.ertak1ng is not a. foreign concern 
or an r.lR:rP undortaltina. 21 

/P l·linJ.et:ey of Induotry, Government of 
India, Hew Delhi "Gutdel.t.nOo for 
Induotrtoo .. Part 111 , tg?§, P• 1-oJ ----

1a. sec. 1:; ibid. 

19. Soct. 2gB ibid. 
20. A fore:i.an company, its branches or eubaidiariea or 

a com puny in which more than 40~ of the paid up equity 
is hold directly by foreign companies, their brunches 
or subsidiaries or by toreian nationals or non-~oident 
Indians. 

21. Soc P• 58 1n:fra. 
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b) fhe proposed investment in fixed assets 
in l~nd, buildings, plant and machinery 
for eatablishina a ne~ undertaking or for 
effecting substantial expansion or for 
manufacture of ne~ articles aoes not 
exceed Rs. ~ mSllion. 

The limit of ns. '0 million applies to 
one or more of the activities specified 
whether sing~ or taken together, Hhethor 
11'1 one or more ata.ges. 

It. the &Uldertaking 1s an e)51at1ns 
undertaking not already · cove~oy regis
tration, licence or permission under the 
Act, the proposed investment and the existing 
irlvestment together should not result in 
the total investment exceeding P.s. '0 million. 

c) !I!' .e proposed investment dooe not requiret 
foreisn exchange per year either for the 
import of raw materials (other than steel 
and aluminium) or tor parts und components 
(art er three years of comina into pro
duction), exceeding 15% of tho ox-factory 
value of the annual production or upto n 
ceilina of rupees four o1111on for r.au 
materials and parto and cocponenta, 
t1hichevor io leao. 

d) The olf.omption is not ava.1loble for .- . 
1) manufacture of articlGs reserved for the 

Cmnll-scalo sector or tho l?UbUc 
sector, 

11)0pecitiod 1nduatrios (coal, textilea, 
milk fooda, malted foodo, roller flour 
millinc, oil oeed CNohins, vanOBpatir 
loathor, mnteheo and a~cohollc drinhOJ 
roqu.ir1na opoc1ol. l'O@.llation, cnct 

.. •· 



22 
iii) 12 otber specified industries. 

f} The undertaking should not be located 1n 
an a.rban area. 23 

Tho exemption ia also ~bJeot to the condition 

that the undertaking should, neverthOlesa, reBister 

itself with the Directorate-General of Technical 

.Develo_pment or other technical autbor1 ty concerned, 

22. t. 

2. 

~. 
4. 
5. 
6. 

7. 
a. 
g. 
10. 
11. 
12. 
t ;. 
14. 
15. 
16. 
!7. 
18. 

All qualities o£ steel manufactured from 
electric furancoa based on scrap. 
Iron and steel pipes and tubes and stain
less tubes. 
Bright bars 
~in containers and metal containers. 
Drums and barrels. 
tiires of mild steel, spocia.l steel and 
alloy steol-coatod and uncoated. 
ao-rolling of steel. 
~on-ferrous oomis, alloys, flat products 
and extru.oions excluclin.:; aluminium aeo1o. 
Omitted. 
Omitted. 
Omittod. 
AOO/AOSR Conductors. 
Omitted. 
Omitted. 
Omitted. 
Tubular Poloe 
steol structurale 
Sheet wetal components. 

2,. Aocordins to Preso l~ote of lJovombor 20, 1980 
this requirement may be relaxed 1n oertoin 
oa.soo to ayntheaizo the tl11n objectives of 
optim~m ut1l1zut1on of installed capacity and 
preservation of the environment and tho 
ecological bnlance of tho country. 



like the feztile Oomm1as1.ner, the Iron and Steel 

Controller, the Jute Oomm1soioner or the Coal 
24 

Controller .• 

b. §Qbs .. tantia!,. ~xeansiotu fhe folloltinB exemp

tions are allowe4 in the caoe of substantial expansions 
25 

(1) Automatic Growth: SUbstantial expansion 

licence is not required for automatic growth to tho 

extent of 5~ per annum or limited to 25% in a five

year-period, 111 one or more stages, of the registered 

or licensed. oapa.ci ty of the industrial ~ndertakina, 

subject to the following conditions~-

25. ~is exemption applies to core 1nduotries 
(Appendix •c•) as uell aa to the follovin51 
1. Automobile ancillnrica 
2. Caatings and closed dio ~orogingG 
3. Tractors 
4. Commercial vehicles 
5. Convoyins equipment 
6. Diesel en~nes, pumps 
7. Crnnco 
S. Earthmov1ngp mining and mGtallura1cal equipment 
9. Hydraulic equipment. 
10. Industrial machine~y. includina chemical plant 

nnd machinery, 
11. Ilachines tools 
t2. Textile machines 
13. Po:-tor trano~aiesion and diotr1but1on eqt.~ipment 

(other than oablos and wires) 
14. pouer tranafomero. 
15. SW1tchgears 

(s.o. uo. 621 (E) dated 14.8.1980 published 
in the G,afette of Indiq, ~~xtrwn:dinag PP.rt hi• 
sec. 3 t1 ), doted ta.a.tgao} 
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a.) tbe articles of manufacture arc not .,, 

reoero-ed tor the 3:la.ll-scG.l.e sector; 

b) if tho sch.emo of oxpana1on involves import 

of cep1 tul O:<luipment, it may bo oub3oot to auch on:;ort 

obliantion3 ~a nay bo apooi:fioa by tho central Govern-

c) the propoood expansion io in reopect of aoods 

for wb.ich tb.e 1nduatrial undertulting is not e. d.o:n1nnnt 

u.nderto.ktna within the rneo.ninc of the HiifP Act, 1969. 

26 
jJ4 ~ Instal.l~!l. cm;eug1 ~l : 

to recoan,izo 1natullcc1 oapu.citioo ullich arc 1n cxcooo 

26. Thio exemption opplioo to core ind~otrico 
(Appendix •o•) no uoll no to tho follou1n6 a 
t. Oil Drilling bquipmont ana ococeoorico 
2. Po;.JOr Zrunomiosl.on acceocorioo inclu.tlinc 

inoulntorz end buohiw.so, pro£orwcd truno
m1oo.lon Uno ~cccooorioo 

3. RLil~uy J~oty :~d ~1Gn3llinc o~uipmcnt 
4. upootc.l Lllloy~ eo.otinc;a c,;a ll.""on anti nol~oablo 

caot!nco ana otuinlooa otool cuatinzo. 
s • .a!UOpo anu Co:!tprecooro 
6. aich ten~lo oteol nuto ond bolto 
1. ~loctr1o ~enur~toro 
8 • .l:nclnoorin(J production nidO 0".1011 L~-0 CLtttinJ 

and £or.1lne tvolo, puttor.il3 c.-1.G dioo. 
g. ~\.:o-:Jhcolcro and :rhree-~zlloolor;:, 
1 O • .iiofr1aoret:oro up to 167 li tero 
1 1 • .c.loctric co111nc .fnn3 
12.AJ't."":f Coll ~~·~ttorioo 
1 :;.ow l::opo ana l?luoreocont tu.boo 
14.i;Jic;clco 
15.D~co and Phuroncoatical 

(~.u. ~;o. 703 (.~...) d..ttcd 4.9.80 publlched in 
the \} ,.otto oi' lnu.i .... n r00 ._, · ·.jn -rl, 
Section :; 11 eluted 4.9.193-• • 



of licenced capacities. It 1s subject to the ~ollowing 

conditions:-

a.) The items of manufacttlre are not reoerved 

for the Small-scale sector, 

b) the industrial- undertaking is not an r.lRTP 
27 

u.nder·taking or a .FEM undertaking. 

II. FOREIGN COLLABORATION 

The Industrial Policy Resolution of 1948 recoanized 

that participation of foreign capital and enterprise, 

particularly· as regards industrial technique and know

ledge, t'Tou.ld be of value to the rapid industr.talization 

of the country but pointed out that the conditions under 

Which foreign concerns may participata 1n Indian 

indus·try should be cu.refu.lly regulated in the national 

interest. The basio ~pproach of tho Government tottard 

private :foreign capitul was enunciated in the Statement 

o:t Policy on l>~oroign Capital made in the .Parliament by 

tho late .Prime r.linioter, Jatraha.rlal l~ehru, on 6 April, 

1 949. This statement laid. down tho follouing 

principles : 

27. soe P• 46 1nfra.. 



1) 

11) 

111) 

iv) 

v} 

There would be no discrimination aa 
bettreen Indian and foreie;n entorprtaes; 
al~ would have to confo~ to the 
indua·trial. policy requirements of the 
cO'llnt ry and be goveme d by common 
regu1ations. 

There would be no restriction on the 
remittance of profits and repatriation 
of capital by foreign enterprises 
subject, of coarse, to the f'ore1an 
oxchan~e situation. 

If 007 foreign interests came to be 
compulsorily acqu1reu, compensation 
would be paid on a fair and equita~le 
basio with reasonable fac1~1t1eo for 
remittance of the proceeds thereof. 

The major interest in ounersb.1p &nd 
effeotj.ve control of an undertaking 
shot4d, aa a r\:lle, be in Indian hands. 

There ~ould be no objection to the 
employment of non-Indians in posts 
requiring technical skill and experi
ence ~hen Indians with requisite 
'-iualificationo oro not BVuilnblo but 
Indians should be trained and employed 
in managerial and technical poets as 
quickly aa possible. 

Zhe First J.t
1ive Year Plan (1951-56) elaborated 

this policy further in the follvwina tlOrds= 

In view of the fact that tho investment of 
fore1~ capital necessitetoo tho ut1l1zat1on 
of indigenous resources and aluo that tho beot 

use of foreign capital is as a catalytic agont 
!or dratting forth larGO resources for domestic 
investments, it is dooirablo that such invest
ment a~ould be channelled into fields of high 
priority. The broad pr.tnciplo to be .folloued 
is that foreign invostmen.t ohould be permitted 
in ophereo 11here nert linea of production ore 
to be developed, or Hhex·e apuciul types of 
experience und technic,~l skilla are required, 
or tthero tl1o volume of do:neatic production 
ia small in relation to dOllland, and there is 
no reasonable cxpoctation that the iadiBenouo 
indaotr,r can ~pand at a sufficiently rapid 
paee. The system of joint enterprises under 
t1hich a number of toreJ.Qn concorns have oatab
liahod neu indu:otries in tb e country 1n 
collab . .;ration t;i th Indian induotrinliste 
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appears to be suitable for securing the 
employment of equity capital. Aarecments 
for such joint participation between foreign 
and Indlnn concerns should be subject to 
a.pproval of Government. 28 

tho policy WClS rci.terated in the Fourth Fivo 

Year Plan (1969-74) thus : 

• • • care has to. be taken to ensure that foreign 
collaboration is resorted to only for meeting a 
critical gap and does not inhibit the maximum 
utilizo:tion of domestic ltnow-ho'' and servicoa. 
Thus, for example, foreign collaboration in 
the production of consumer goode whether thoy 
can be prod11ced ui thin the country or not, 
t'11ll not ordinarily be permitted except in 
the inter~~ at o£ ~argor exports • •• Import 
of foreign knou-bou, particularly in 
sophisticated industrial fie~ds wo~ld 
continued to be required. 29 

The approach of the Govo~ont to~ard foreian 

capital is• therefore, selective and bo.secl on 

national priorities. Import o£ capitul and techno

logy is permitted in sophisticated ond b1~ priority 

areas, in expor~ oriented or import oubotitution 

industries or for ennbling indigenous induotr,y to 

update oxi_ting toehnoloCY to meet ctfic1cntly doceotic 

roquireQcnte and I or to become competitive ~ tho 

export mnrket. Poreian oharcbold1ng io aenarally 

sousht to be limited to 4();5. Import of technoloa 

io oought to bo tailored to tho canneing ncods of a 

dovoloping economy. 'the Govornmcnt ltavc drot1n up on 



i~luet.·ative liat of industries in uhiob no foreign 
'0 collaboration ie considered necessary. The approach 

}1 
is not hoaevcr, rigid; only recently (1980}, the, 

Govol"W!l&nt o:t India have 1nvite<1 foreign companies 

to participate in oil exploration on a production 

oharing basis in certain on-shore o.s well as off

shore areas <iesl'i te the fact that • £.11neral Oils' is 
32 

an ind~str,y reserved for the Public Sector according 

to the Industrial .Policy nesolution ot 1956. 

t 1 Fot~itm ~xcho..nge .ttemalQ.U.qa .Ac~ 

Undor the l"oroian lSXchanco ..aogalation Act, 1973, 

the Reserve Dank of India's permission is neoeooory 

tor : 

1} the carryinG on in Inuia, or tho oetting up of 
a branch or of~ica or any otbor place of buoinooo 
1n InGia for tbe purpoao of oorr,yina on, any 
nctivity of e trading, coguorcial or 1nduotrial 
naturc 0 or 

11) tho acquirins oithor uholly or partly nny 
bur.:j.ness undertaking in Inc'iia.1 or 

iii) the purchuae of ohareo of Indian companies 
or oecurities rea1stcrcd in lnd1e, 

b~ persons rco~dcnt outside India (including Indian 

:;o.. Hiniatry of Industry {Department of Induotrial 
Devololmont) Govo!'Dmcnt of "-nciie, r::eu Delhi, 
R,reas !~o~~ lio. 9 (1 0)/76-..;~c II da.toct 26.12. 78. 
see .. ~pendi.~ • .J'. 

:St •. 1-liniotry of Petroleum, Chonio:.U.o and l!ortil1zors 
(Department of Fotroloum), Government of India, 
Oon D3lh1, ll~IJOrt 1JSO-St P• 6 

32. Boo A.Jpendix • JJ' •. 
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citizens) foreign citizens resident in India ah~ 

companies (other than banking companies) incor

po~ated abroad or havinG a non-resident interest 

ot more than 40,~ as ·..,ell no branches of such 

'' companies. 

~~.~~RA ,g~tde*!n~ 

&t ~hg GuideJ:i!l'fB : In 1973, the Govomment 

framed certain .gu1delinea under Section 29 of the 

Fora15n Exchange Regalat1on Act for the purpose 

of broadbeeing the o~nership ot existing foreign 

enter~,riees in India. 'l'he guideliaes required 

the foreign enterprises to fall in line with the 

following pattern over certain periods of time: 

i) All branches of foreicn companies (axcopt 
Airlines and Shipping companies) opera~ 
ing in India ano~d convert themaolveo 
into Indian companies and conform to the 
following principles : ; 4 

ii) Manufacturing oonpaniea engaged in coro 
industries or in industries requirinG 
sophisticated technology or in proao-

iii) 

·minantly export oriented industrieo 
(minimum exports being 60¢ of total pro
duction) ooould increase Inclian parti
cipation to -
a) not less than 26~~ if the specii'ied 

nativities accownt £or not loss than 
75}; of totul annu.al turnover, and 

b) not leas t.t1an 49)~ it' the speo1fiod 
activities account for leao then 75% 
but not l.ees than 60t~ of totul unnuel 
turnover or tno oxporto nccount for 
more than 4~~ of the total annual 
turno,-er. 

All other . com~anies should. bring dorTn the 
forei(;;ll Gh.o.re-holdillG to 4~. 

''· sections 19 and 29 of the Foreign Exchange Regu.lation 
34. see Appendix •c•. Aot1 197'~ 
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iv) ~ea plantations would be treated at 
par with compunies engugod in core 
industries. Airlines and shipping 
compo.nica would be dea.lth with on the 
basis of reciprocity. 

v) Companies not nilli.ng to abide by the 
above gu.ideli.nea may uinci up their 
budineas activities in India. 35 

.• b. Dilution of Fo&e:tgn_§ba~poldin& The i'ollou

ing policy was laid dot-1n for the dilutlon of foreign 

shurellolding in terms· of the nbove guidelines: 

(i) Dilution had to be by dimin&shing foreign 
sharehold1ng; fresh capital uas a~lowed 
only l'1here. justified by un ar>proved oxpa.na1on 
or diversification project or established 
capital. exl'endi ture .PX'Ot$ra;nme. 

(ii) ?irst preference uno for pluoement of 
sht.res on tho market for eubaor1pt1on by 
the public through a prospectuo. Second 
wao for 1nsuo to exiotinc lnuian shtJ.ro
holdOas on a 'Rights' basis if the ooo~any 
vias already uidely held and a quo ed 
comt:o.ny. (In such caaeo flrc o.llotmcnto 
to public financial institutions could 
also be mu.de). 

(iii) Apart from these, firm allotments uere 
permitted onlY in f~vo~r of omployoea 
and buainess asaociutos \dthin certo1n 
li:.dto. 

,5. Guide~inos pl .. lccd on the-) :i:ablo o-4 Parliament oa 
December 20, 1973 as subsequently clarified and 
:;unplified by the i·~iniotry of .Finance. Indian 
Investment Contro 11 ladu.§t!:ie.6 i.d.2!!l~in~ png , 
~greian Ooll~~oraJioA& Neu lialhi, 1976 , pp 71-81 
and 35-ri) to (iv • 



I. 

(1v) Private transactions \Thich ~.;ould reB~..llt 
in allotment of controllint; intercat or 
bulk ehareholding to outsiders were not 
permitted. 36 

The effect of this policy on Indian branches and 

lndian subsidiaries of foreign Cotlpa .. 'Jies during the 

year 1973-74 to t97&.79 i.e ~fleeted in the .follo-i.1ing 

table. 

TAB I.E 2 

.Uru'UiCli.t.S Akv SU.USliJJ.JutLtiB vF Fvr.hlGli OO)ll>.:UU.c;ij lli Iii.ulA 
1973-74 19'14-75 1975-76 1976-77 1977 .... 78 1978-79 

rxo.of 
branches 
of foreien 540 510 481 482 473 '58 companies 
in India 

II. No. of 
Indian 
subsi-
d1a~ies 72 65 61 55 51 41 Vith 
foreign 
share-
holdi tg 
of t 0015 

90 to 99)j 8 6 ~, 7 5 :; 

eo to 89~~ 9 11 8 5 5 5 

70 to ~g~j 16 15 16 16 12 19 

60 to 6951 45 44 '37 32 33 19 

50 to 59% ;a 42 42 46 40 38 

~~~~~-~--~~-~---~~~~~--~~-~--~--~~~~~~~~----
188 183 171 161 146 125 

-~-._.......__. .. _ ... ......__...,.... ________ -... ..... _ .... ____ .. ~~ .......... --.-
£source:-

. 
36. t·liniotry of ~l1neuoo, GovornLlcni; of India, .Uot1 Llelhi, 

J!.o,no£t, 1979-80, P• 42. 
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By Rarch 198t tho process ot dilution of 

foreign sha.roholding has been more or leas completed. 

Out of 893 applications rac&ivecl• the oases of' al.l 

but 49 companies have boen finally dispoaed of. In 

20 of these 49 ca;;>¥S o.lso the permissible level. of 

foreign equity has bee.n decided; only the schema ot 

~he 29 cases lndia.n1nat1on remains to be approv~d. 
37 

remcining to be decided incl~J.de1. 18 drug oompanieo. 

On13' a few companies (V~hich included I.B.I·l. 

and Cooa Cola) decided to wind u.p their operations 

in India. ~he guidelines, ho~evor, forced sooo of 

th~ foreign companies engaged in tradine activities 

to diversify and enter the field of specified manu

facturing or export ori.ented aoti vi ties. Thus tho 

Indian Tobacco company has entered the field of 

hotel industry ae ,-7ell uo marine e:nporto i .rtindu.atnn 

Love~ bas gone into the fiela of couent production; 

.Brook Bond hae tuken to export of mco.t ond other 
}8 

an1mal huebundr; products. 

It must, hOtt.,jVEtr; be noted that dilution of 

forei~ shnroh.oldin5 hao not n-3ceasurily reo11l ted 

----------------1-IM-U-.. ------------------------
31. flin1stcy of Finance, Government of India, IIew 

Dolhi, .deROi£~• 19ao-a1. P• 61 
;;a. ~. Ra.ngn.r-..ljen, .P~por read at the iJeventeonth 

Annual con~eronoo of tho Indian Society of 
International .tau, t-1arch 6, 1981. 
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1n tranofor of QQDOCOCcnt oontrol. tlhllo 411ut1na 

t>qutt7 unaor tho gtU,doU.nco oomo of tho compcn1co 

t1ore nlloml4 to onter into porpotuol logol o,al'Oo

monts tti tb their holdlne compon1ea nbroad vootinc . 
monnaomont control ia .toro101 htu"l4o oven u1 tb. 

minor1 ty o.barohold1DC• IA.pton ( Ind.ia) Ltd. , 

forti!erl.r a brunch ot Un11ovor o£ U .IC., cn.d Col,aato · 

PnlsoUvo fomorl.y a OllJG1d1ary of t:10 U.J. booed 
'g 

trenanetional., mQ.Y !lo qu.otod as oaomplco. 

Zhe policy foUo·i:fed in approVinG foroicn 

collaboration proposals bae been outlinod abovo. 

i11th the baildtna llP of a oabotMtia1 rooervoix

of 1ndu.str1cl. capo.bt.lity ond tochnolo(Jic~~ olt1llo 

in tho coWltr.Y tho emphooio !o clliS?tina to tho 

import of oxport oriontca or hidl oophiot1cot1on 

toelmoloar • 

.ls .,r;:echnunJt 9.f!!lzn~om tion.. 

Accol"dint; 'to ~no lntoot pol.1oy or.nouncoa in 

19GO, tho Dorioa of a tocnn1cul oollnborntion aaroc

oont ~ oxtona unto 10 ;ooro. ~ao ~oyoltu 

poynblo £fl'loult1 not o.ttcood 5~ of tho totol. oafector.v 

valu.o net of cn:cioo du.tioo oinun ~clod coot of 



1oportod comconento nna it ohoald bo ~bjoct to ln1ion 

toxooo Luop-swo payoonto~ 1~,any~ ohould bo p~oblo 

in tbi'GO inotel.monto• oft~r tho Q.6!'0Ctmont io to.hon on 

rooord~ an dolivor.u of technical docuoentatioao ~na 

on coononoooont ot com:..~t:rciul proau.ction. ~bo aaRTc

sa.;e of lwnp-suo and royalty l·:..:ymonts choo.ld not 

oxcood a;; oC totDl onpootca oaloo cnlol1lc.tca on tho 
40 

oa-toctor,v V3lue bue~a oo above • 

.i& ~4a AC~Q~Jl£2 
!alo au.ober oZ foroian colloborotiono 0.!1:t)rovocl 

u.pto tho cad o~ 19BO eoooo to 6St:i. ~o yccv-J.ioo.

induo ;_.f';:-oico ont1 oountry-.;1oo clott\ll.o ore aivo in 

/lpponJin ':~ 0 • ~11.0 n't!Sbo~ og foroijl cullaboro t!ono 

apt.,rovoa ~n i900 J.o tho b.1(5.lcot ov:Jr, ol.ooot <loublo 

tho C'..Ontaol ovoroL-o o:Z co.~Uo;" l'•co.rn. ~~o c::JpaeoJ.o 

10 17 llo~ovct"., oo~ end oot"'o on io ort of tochnoloay 

ro.t!lon" tb.cn o~1 co.pi-i;ul invcot:::::>nt. \J! ituin tho 

loot ten yo;)l"J or :;o tb.o propui'tion oi collc.t>oro~iono 

!nvolvinc 'O!'O!GD 1nvootocnt ilao cooo clo~m Zroo 1 S~; 

to 1 ;;~; out Of 5G:J Zo~oicn collnbOS""...ltiOD U(Jl"CC.tJLiltO 

oppt'ovo<1 dt.U.,lne tho l'Ot\;'0 19G? to 1971 pai'O~ toc!mi· 

cal collobol"'ot!on uoro 4SG uu!lo O"'~t oz 1 t 44 aaroo

oonto tV)vl .. ovca uu!:".t.aa tile vu.:.ro 197G to 198t> vuro 
- 41 

tcctuucnl oollc.tlorotiono nuobcroa 920. 

40. ~1n1e~l'Y o1: J..n2uotry ( Dopurtcont o£ .Iruluotr!o.l 
Dovclopocn'\i), Govt.nocnt of J.na1u. 11 .~.JLU .OO.l!J.i. 

4 t. ltttU..cn Invoot:lont Ccn tro0 ntli Nl , .Q. nrn:Lft.JW:} 
O,.l!'"~CS':e 1$li!(l end -~iu:!.l ~Y.V ol: !n.JtaL"IIt~J ~epo~t
ucn-Ja;:m·a.Iotrlol JJovolopmcnt )UOV'Otn:J'-:i.'!t of L"lJio, 
:.;'o:J VOllli. 



t , !Qtml Prooouom. 
I , t_ · ll • •" -

Control ovvr Oapi to.l Iosuoo 1o onorc1oed in Indin 
42 

ur.tdor tile Cnpital Iasuoo (Control) .~.let, 1947~ the raloo 

ma.de thot•ou.ndor a.nd tho Ci1pi \;c.l l:.:ouos (~c::1ption) 

Order, 19690 vhich ~ ado1n1otorod by tho Controller 

of Oapi tnl -'oouoo in the 111niotry o.r .Fin ~nco. !fbo 

oaia. 9b~oot io tho t-eeulation of invcatmcnt 1n 

accordance uith the objootivoo and prioritioa of 

plann1na. Tho control o10o not on~ at roaulet1na 

the finnnc1ol otruoturo of o~ onioo but oluo at 

protoct1~ tho 1ntorooto of tbo 1nvoot1na public. 

~bo o•p~vvul oZ tho Control Qovc~cnt 1o 

required in tho ~ollouifla cooco •-

1) 

!1) 

111) 

1V) 

... nora tllo C!.lount of o~vi tt~l to bo raiocrl 1u 
tho o~.r:::ot !n o jpa<Ja of ono you;:- oncooU.o 
::.. 5 oUllon. 
.:boro tho a~o al"3 to oo !oc.!OCl ot o 
prooiuo or diecoant. 
All boauo 1ouu~o. 4!} 
All iouuoo by 4liU!i? COD2'3tUOO. 

4.t. {4g!,g Ori t ... ~:b'} 

!rho oore iopoctont cri to rio covoraina cn.p! tal 

1aouoo c.ro tho !'ollo:Jtnc •· 

42. Tho Capitol Icouoa (Av~licotion ~or Conoon~) 
Buloo, 1966. 

~;. pa~ ;~ono;.:& ol tho iii.nJ.ot~.v o:Z l?!nt'!llco 1980. 
8 , P• 6;s. 



11) 

111} 

iV) 
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~q~it¥ • debt ratio ahou~u De t ' 2 

Equity - preference ratio Should be 3 1 1 f 

Promoters should subacribe the prescribed 
minimum, l1b1ch 1D 15$l tor on Issue t&pto 
ns. 10 milUoa, 12. 1/2% for en Isou.o upto 
r.s. 20 m11Uon and 1 o;~ tor an Issue ezccodilla 
r.s. 20 m1llloa. 

~e rate of dividend 011 p:re:ference shares 
should not exceed 11S'S 46 

l• .. i!Q<&eunos tor 19Dus. i€&1!1&& 

Issue of bonue shares should be in aocordanco u1 th 

the f'ollouing guidelines 1 

a) fhe bonus isoue ehoulel bo macle only out of 1tl9o 
reoorves built out of ~uine profits or ohoro 
prGSiius collected 111 caohJ roaerveo oroatod by 
revcluation of fixed essota oro not porrnittoa 
to bo cop1tal1scd. 

b) Tho residual rcsorveo attor tho proposed copi
talioa tion ohould be at leaot 40).) of tho 
tnc~aoed paid up cap1 to.l. 

c) fb1rty per cent of the nveraae profits boforo 
tax of tho comp~ tor tho p:roviouo throe yoara 
ohould .r1old o. 1 ~ rato of dividend on tho 
oxpanded capital bose of tho oo~POD¥• 

d) ~o company ehot.l.ld not hovo clot"aulted 1t1 tho 
payment ot otututor,v duoo of omployooe ouch 
es contribution ot proVident tun4, arntU1tJ, 
bonuo. 

44. Eq\11 ty io doeoed to include orclinnr.v eharos, ahnro 
premium ana preference sha.ro a not rocioemablo in undor 
12 yooro. 

45. Dobt includoo all tinod 1ntcroot boarina socQritioo 
likE> dobentu.roo, loans oxcopt puro J.,v short toro loano 
as uoll ao proforenco shares radeccublo 1D undor 
12 JOaro. 

46. Olauoo 5 of the CapitAl lsauos (Bxomptian) Otdor, 196g. 



e) Declaration of oona& issue 1n lieu of 
diVidend is not allowed. 

f) Bonus issues aro not o.lloued unless all 
part]¥ paid U.P shore a, if any 0 aro made 
fUll¥ paid up. The amount ld oapi tallsed 
at ana one time should not exceed the total 
paid up oqu1 ty- cap1 tal. -

s) There should be a tirile-lag of at least 36 
months botween t~o successive annouocomento 
o£ bonus issues• 47 

&e Hqllt!PS. o' gu!Dl: ifm:ue ,can~m• 
'lhe ttol'ki.Dg of the Gapi tal Iss \lee Control durin a 

the last f'ew years· is refle:ote4 a th& followina 

table :-

Yeur Capital 
Iesu.es 
approved 

~A.BlB ' 
liO.RKDIG 01! CAi!I~AL .tUb'Ul!!S OOUTROL 

(f.liLLIOLJ RUPE~S) 

Bonue 
les\loo 
incl.uded 
1n Col•2 

Icoues of 
capital 
to non
~e1donts 
inclwlGd 
1n Col.2 

Oapital 
I sou co 
refused 

------ , ............ ___ ... _._.. _____ .._,_,.. ___ ......, .. ...._,.._..,... .... ._.__, 

No.Amount No•Amount No. AmO\lD.t no. Amount 
1975 381 2,650 201 779 131 429 40 108 
'976 '55 ,, 664 226 1,226 141 1,130 29 46 .. 
1977 379 4,0,2 2,1 1,202 158 ',314 35 177 
1978 ,69 2,732 2,:; 999 138 654 19 .,.0 
t979 456 4i964 26, 877 138 1,372 19 ,, 
1980 460 7,814 255 1t3t6 1 '4 875 15 30 

(Compiled from tho Atmuil-t rlGJlQ£tfl o£ the 
of the &iniotry of Flnenoo, Govor.nment of 
India, for the yearo 1976.-77 to 1980.S1). 



IV CAPITAL GOO.ilS CONl'ROL 

Import ~rade Oont:rcl is exercised in India under 

thG Imports and Exports (Control) Act 0 1947 ond tho 

Imports (Control) Order, 1955. The il!lport control 

covers praotieally all articles inclu.dine capital 
43 

goods and these are included in Schedule I to the 

Imports (Control) Order. The import of ochcdUle4 

1 tema is prohibited except under and i.n accordance 

uith a licence or a customs clearance permit iasuod 

undor the aaid Order or an Open General Ltcenco 

issued by the Central Govornmont. 

The import licence tor capi.tal. GOods is iecuccl 

after th.c industrial licence hoe been given ontl tho 
49 

foroian co~leborution, if any, haG been approved. 

Items manufactured indigcno~oly are ordinarily not 

allo~od ~o ba imoorted but in the eaee of the 

foll~1ina projocts/induotr1es of national priority 

import of capital aoode ia porm1tted on the basie 

or global tenders oven if they e1~ manufactured 

ind16enoasl.1• 

48. Plant, machinery, equipment or aoceooories -
!eaort PolJ.~, 1981-82, P• 2 

49. i£anil ~ook o,f .+mu~u:t ExEQrt .2roeod.J.lre§~ 1981-82. 
P• 22. 



1. Fertilizers 
2. Ret1epr1nt and vt..per 

'· .Ba.oic drugs 
4. Basic technical m terial for peeticidoo and 

weedicides 
5. Po~:rer generation, trn.nsmieaion and diotribution 
6. Z.Iinernl exploration, mining and benefication 
7. Petroleum exploration and production 
B. Petrochemicals Upto the stnae of polymore 
9. tlanuf'acture of profeoaio:nal. gmdo electronic 

components 
to.Weste disposal recycling and o.f'fluent treatment 

projects and ecological engineering. 
1 t.I;Jaterio.l handlins projects at porta 

12. Sllgur 
1 ;.cement and cement products (inclu.din« 

absesto~;o 

As a rule appliestions for import licencoo for 

substantial value of plant and ca.ch1nery z:equirod 

for tbe setting up of net1 projects or for uubstSttial. 

expansion are considered onJ3 ogoinot lone-term 

fo.reian inveotr.;ent or long-tenn foroicn CltchunCO loons 

from official or other agencies. !cporto on ohort 

or oedl.w.u-t:_;rnJ suppllt!rc' cr:;Jit a.r3 not encourw.;ccl 

and de.t'err~d pnyoont orranaemcntu uro conaidorccl 

in axceptioncl ca..:es t-rben tho ~OV·-rnmcnt oro oatio

.fied thHt the S'iVinBa of foreiGn exchan..;a rGVllltinG 



from the output of the plant and mach1ner.y proposed 

to be imported u.tll. be more than sufficient to meet 
. 51 
the payment liabil.i ty. 

The Import Policy and nandbook o~ Import hXport 

Procedures published every year under the authority 

of the Government o£ India give detaiLs of the 

policy and procedures in this regard as applicable 

for that year. 

Article 39 ot the Constitution o.f India contains 
52 

a directive principle of State Policy to the effect 

that the owaerm11p and control of th~ m~teriul roso-.cee 

of the communitJy are oo distributed ua beat to suboerve 

tho common goods anci the op.,rntion of the economic 

system does not result in tho concentration of uoalth 

and moans of production to the co~on detriment. ~'ho 

i-lonopolies and .rtestrictive Trude .Pructicea act, 1969 1 

hus been enectod in pursuance of this directive 

51. fland ,Boo~ qt Import I!R9r~ PrQcGdure~, 1981-82 
P• 29. 

52.. u1roct1ve Principles of dtate Policy are ,princi
ples contained in the l»~!an Cogotitutiog Uhich, 
though uot enforcoable by any court. ore yet 
fundamental in the governance of tho country 
tt1 'th a duty imposed on tho State to a~ply them 
in makina ln.tr s. 
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principle. The Act seeks to ens\lro that the 

operation of the economic system does not rasalt 

in the concentration of economic power to the 

common dcter1ment and provides for the control 

of monopolies and for the 11rohibi tion of' mono

polistic and restrictive trade practices. The 

reat:·ietions contemplated in the Act fnll QJ'ldor 

the follo:;ing three heads :-

1) Concentration of Economic Power 
11} Honopolistic Trade J?racticeo 

iii) .Restrictive Trade Practices · 

L• ,MR~i.Unde~!~ins~ 
The provisi.ons relating to tho concentration 

o£ economic pot1cr apply onlJ' to the :follouing typos 

of u.ndertakinc;a uhich are oommonl.1 referred to an 

MRTP unaertakin~e : 

a) J\n undcrtclting uhich b./ 1 tsolf or together 

tJith ita intel"-connectcd underto.ltings O\'Jlla asseta 

of not lcos than ~. 200 million 1n value. 
53 

b) A dominant undertaking or interconnected 

undertakings conetitating a dominant undertaking 

55. A domin~t un _·ertaking meone an undertaldll(l 
trhich by itself or along -·tth inter-connected 
undortakines produces., OUl>i"lies, distributes 
or controls one-third or woro or tho total 
supply o; aoodo or service~ o: any description , 
in the country (Soc.2 (d) of the URTP Act,t969). 
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~h1ob own assets of not less than ~. 10 million 
54 

in value. 

~VGry undertaking falling 1n these two oateao

ries has to get itself rogiaterad uith the Central 
55 

Government. 

lt, §etting up.....a Mew UnderjoJtiD£ 

The Act prohibits the establishment .of a new 

undertrut11)8 ''lhieh when estaoliahed l1ould become 

an interconnected undertaking of an undertaking 

of the first category ment.i.oned above except ,..,i th 
56 

the previous permJ.asion of the Central Government. 

~S!;bs~antial E~Qa.~sion 

An undertaking of either categorJ1 is prohi

bited fro~ substantially expanding its activities 

by tho issue of fresh capito.l or by the installation 

of neu machinery or other equipment or in any other 
57 

manner, except uith the approval of tho Central 

GoVCr.BQont~ rlhere, houaver• a aubatontial expanoion 

J4. ~ec, 20 ibid~ 
55. soc. 26 ibid. 
56. sec. 22 ibid~ 

57. It has boen hold that the uords' 1n any other 
manner' should be read eju~d;m ~not!§ uith tho 
preceding ~1ordo so that the oxpel'UJion 1n any 
othor ~1anner i3hoald be throu(Jh a method t'lbich 
is -~in to or compnrablo with tho iaaue of 
frc!fn cnpito.l or the installation oi nett machi
nery etc. (!a, ro, Cf!nara .8c:;n~ Al.u 1973 :;yoore 95). 
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licence ia required under aec. 1) (1) (d) of the 
58 

Industries (Development and i.teaulation) Act, 1951 

this approval under the1·1RTP Act is not necessa17 • 

if: tho undertaking is no·t a dominant undertaking 

and the expansion relates to the production of the 
59 

aamo or aimila.r type of goods • 

.L.....h~r.&er and *~ake.-qv;c~ 

An.y proposal for oorger or a.malgamntivn of an 

undertaking of the apeoil'ied types with any other 

undertaking or the merger or nmalaumation of any 

two or more undertakings \gbich t-rould retnllt in tho 

bringing into existence of an u~dertaking of the 

epecifj.ed types requires the proviouo approval of 

tbo Central Government unless tho tuo unucrtakiri(Io 

er~ not dominant un1ertukingo, are already inter

connected end produce tho aa.ne goode. Uirlilarly, 

the aoquiaition by an undertaking of the opacified 

types of the \11Dle or part of anotbor undertakiDG 

by· purchase, take-over or throudh inter-corporate 
60 

investcent, require~ tho provioaa approval of the 
61 

Oen tro.l Gov .. rnmont. 

56. See P• 36 supra 
59. sec. 21 ibid. 

60. Inter-corporate inveotoent also requires separate 
approval under !:)oc. ';72 o£ the Compcnico _Act, 1956. 

61. sec. 2.3 or the d.Rl'P Act, 1969. 
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~2.Hb~c Inte~~sl 

In all these cases, the Central Gover.nment may, 

before taking a decision, have an inquiry made by_ 

the l4RTP Commiasion1 a permanent statutory body oet 

up under Section 5 of the Act. The Central Govern• 
I 

ment may accord a ':.?roval if 1t is satisfied tha.t the 

proposal will not lead to the concentmt1on of eoo

nom:i.c potHlr to the common detriment, that it will 

not be prejudicial to the public interest and that 

it is expedient in the public interest to approve 

of the pQrpo~al. 

~.be Aot. speci.tically requires the Centro.l 

Government.to give reasonable opportunity·of being 

heard to the a)g:ioant before passing an order on 

any such proposal.~ 

~ .. ! •.. Jlono.:e.9J:,-i.§tic Trade .Practices 

~he proviuions regarding monopolistic trade 
63 

practicoa apvly on~ to oonopo1istic ~ndertakint~• 

Unlike tho Americun anti-trunt luws, under tho 

62. sec. 29 ibia. 
6 3. iL monopolistic undertaking is an undertaking., 

~·1hich, togethGr with one or tuo other undertakings 
produces, oupplieo, diotributos or controls not 
leoa than one-half of the totnl eooda an4 
S£rv1oes oi any djoription in the country • 
L See. 2 (j) ibid 
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Indian law, being a monopolistic undertaking a£t ~ 

1s not en offence. It 1s only -v:hen a monopolistic 
64 

undertaking indu.letHJ in a monopolistic trade praetico 

and euah monopolistic trade practice is a~~inat tho 

public interest that the Cent&:•&l Government is 

empowered, after inquiry by tho HiO!l:' Commission. 

to pass such order ns it thit~s £it to remedy or 

prevent any misch.iet' resulting from such trade 
65 

practice. 

l:!, • .fiestrictiye Trude Practice 

The provisions reGarding restrictive trade 

p1•aeticcs are of gencra.l application not J.imited 

to any ;,articular types of u.ndertakingo. A res

trictive trade practice meana a t1~de practice 

which could have the effect of preventing, diotort

ing or restricting eo~petition in any m~cr and, 

1n particular, uhioh tenJ.a to recltrict the ~lo 11 of 

64. A monopolistic trau.e 1:--ra.ctico moans a trade 
practice tlhich could htlVG the effect of, 
waintaining y~ices at an unreasonable level 
by limi t1ng, reducing or othcrttisc oontrollng 
production, oupply or ;liatribu.tion of any 
goode or aerviceo, curbing competition, or 
limitinu technic~l development or capital 
invectmcnt to the ooi.Jl:ion ..totrimont, or allow
ing too quulity of any ~ooda or oorvioes to 
deteriorate. 
L-sec. 2 (1) 1bid_7 

65. ~cc. j1 ibid. 



capital or reoouroeo irtto tho otrcao of production 

or ~hlch tends to bri~ about oanipulation oK pr1ooo 

or conuitiona o~ delivery or to affect tbc flou ot 

supply i.n the marlr.et relating to eootls or servicoa 

in au.ch mnnnor as to im.poa~ on the conoum0rs unluatl-
66 

ficd ctH:rt~ or raetrlctions. Th.o b"upremo Court ho.a 

rw.led : ''!i'hc dcoioion whether a trade pract1co is 

restrictive or not l>t '" ... ... MO.~ to bo arr1"1e4 at by opplyi03 

the r"..ale of reus on and not on the doctr1no that an.v 

ror:tr1ction as to a.reu or t:ri ce t1i U J.;S Q.ft be n 

restr1ct:tve trade practice. Every trado o.areo.'lO&lt 

reetra.1na or binds .Pcrcons or r~lucao or J;'riooo. 

~he queotion 1a uhcther tne reotr.uint is such no 

rc£lt.llnteo and thcrob.r promo too CO!:.l:potl tion or t1hcthor 

it iD ouch uo Co./ aapproco or even ;lcotroy CO!!lp' .. rti t1oo. 

To ~etcrmino ~11s ~uootion tnroo oattcro aro to bo 

conoidurcd. ~'!rut, what :.facto arEJ ,pttculinr to tbo 

iJuaincoo to :.Jhich the rootraJ.nt iv e.~ plivd. .;.;e01Jn4, 

tthat uno th.e cond.i tioc boro:-o a.nd tt:t"tor tho restraint 

.to impoood. ~hird, uhut 1e tho n~ tu.~ of tbu ~octr:1int 
67 

a.f1Q t1b0t iU itO Q(:'t.lUl Of' prOl)n,'()lC orf\:ct 0
• 

t~roowonta oonteininc cortatn cntouorieo of 

reotrictive tro .. -·o l{re.cticeo t.taCl'l ua (JXcluoivo dc:-1.1-

. ,...,. ......... .... 
~ec. 2 (o) ibict. 

irk<tf 9irfaati1~:,·~~ 9! ~icQ!~S,!i.Y~LA.-'.';;dp_ ~~r~tt-,9Pr&, 



1ng agreements, tying arrangemento, price fixing, 
68 

price diocrimination, resale price maintenance are 
69 

requirud to be registered vith the Registrar of 

Restrictive i'rade Agreements appointed undor Section 

)4 ·of the Act • 

l& anase and vp~is~ ~r 

tihether or not an agreement is registered, 

however, the ftx&P Commission has got an ove~ 

riding authority to investigate and contzo~ a 
70 

restrictive trade practic~. Zhe Commission con 

take oognize.nce of such a tra<J.e practico ei th.er 

~ moto, based on ito own know~edge or information, 

or on an a~·plication rn<J.de to 1 t by tbe Registrar or 

on a re~eronce mu .... o to it by Oove .. ·nruent or upon the 

receipt of a complaint £roo I.::Ul7 trade or consumers 1 

association having a meoburJhip of not lese than 
71 

25 persona or from 25 or more conaw:1nrs. JU'ter 

inveatigction i£ the Comm1oeion comes to tho !1nd1n6 

that tht::rt::J io u restrictive trade ~Jractice nhic:h, in 

ito opinion, is prejudicial to the public intereot, 

-----------·----------------------------------
68. N.X. Sen Gupta. 

'fr:;.de :.?ructiges 
pp. 14G:Tli,.7 .~-...o::.:~~ 

69. see 33 i~ij. 
70. soc. 37 ibid. 

'11. Seo. 10 ibid. 



the ComUlission may make a caaao a!ld desist order, 

i.·a., tm oz-der direct.ing that the practice shall be 

discontinued or sh.l:lll not be repeated and the agree

ment relating thereto shall bo void in respect of 

such restrictive trade practice or shall stand modi

tied 1n respect thereof in ouch manner as may be 

specified in the order. The Act raises a presumption 

that a restrictive trade practice shall be deemed to 

be prejudicial to the public interest unless the 

Commim:U.on is satisfied that it is protected by one 

or more of the • gte-!az.q• like protect •.on of public 

against injury, eyeciiic and substantial benefit 

to the public, mentioned in Section ~a of the Act. 

The in~ustri~l approval procedure hao boon 

oonsiderab~ stre~~linod by the Government in recent 

years. An intor-m1n1ate~.al committQe of Secrotarico, 

called the Project Al;proval !Jo=.rd (.?.A.B) has been 

placed in overall Chnrae oi this :.rorlt. Tho earlier 

Commi tteeo dealina \'11th ditforent aopecta of indue

trial approval, such as LiconoinJ Com~ittee, ~oreign 

Investment Board, Capital Goous Co:unittee, J.d.consing

cum ... .a::~R~P Co:·~nittee, all nou !unction o.s Committeoo 

of ·the Project Appro·vul rloard. ~he .Doard ia serviced 



by a unified ogEHlcy, called the I:)Ooretariat for 

Industrial Approvnls, aet ap in the .lolinietr.v of 

Industry, Department of Industrial Development. Tho 

entrepreneur may aubl'.JL t a eompooi to application for 

Lnduetrial licenoe and, as muy be reqairod, lor iorei~ 

collaboration approval and capi·taJ. goods clearance 

to the sooretaria.t foz· induotriel. Approvals -£or 

being plaoed befort:~ the a..!.Jpropri.ate Committees• 

The Government have fixed a time target tor cleur~nce 

of such cotlposite a ... iplico.tiono within 60 deys in the 

case ot non-i1-tiTF com.t)anieo and ~r.lthin 90 deyo in tho 
72 

ease of nu:ep companion. In 1980 tho can tral Govern-

ment h:.ve also delegated p0~1era to tbc udginiotrotive 

ministries to oanction foreian collaboration propooola 

in CLi.sca not involvin£} an out.tlot1 excoedine "h 5 

million subject, 1n·tor-t~lio., i.o tho condi·tions the.t 

there io no t'oreif.;>U e~uity participation in tho 

proposal, the uy_plicn.nt is not n con!-lf!.ny ltith exict

ina .forai@'l equity, t~to propos".ll dooe not involve 

extoneion of the period or colluborotion c_,provccl 

e~rl1or und the tot11l ou.ti'lou d.ola not uxoeed 81~ 
'1?J 

of the exf~ctory value of production. In tho coso 

72. 
----------------------------------------·-·~--------
i-linistry o1 Indu.otry, G-vvernment of Indin, tJou 
Delhi, Reaorl 1900- 01, P• 40 
&n\!.cl Jte.eor!, of the Uinietry of J?inc..nco, 
:ro~1 .Jolhi, l980-81, .P• 61 



o£ capital goode import also t7here the c.i.£. valuo 

does not exceed Bs. 2.5 million, the application onn 

be disposed of b;y the Chief Controller of Importo 
74 

and Bttports Ullder the Department of Commerce. 



CUlAPUR V 

fAXAflOlf 

fax-incidence ie the noxt important question from 

the point ot vic\~ ot a foreign entroprctteur. Income

tax or Corporation ta: aa the tax on the income of 

compantos is sometimes called, is, of couroe, the 

most important. Oommod1t7 taxes, transaction taxoa, 

or eome ot the local taxes aro 0 bcmev(;!r, ot no looa 

importance to a working onterpnse. ~axation of 

foreian private property ia a mutter entirel;v for 

the municipal lnv of tbe aoveroian otato. Oonfio

cator.v or hJ.Ghl¥ diecrim1na.tor.y tt:Uto.tion maN• houevor, 

create probleQs annlgouo to thooo of expropriation 

nith ina~equato coodonoation. 

In the Indian fodoral syatom tho pouera of 

t~ation aro dividod 'betueon tllo Union and tho 

oonotituent otatea in tuo mutunlly onoluGive liato, 

the Union list and tho state List. eobodiod 1n tho 

seventh Schedule to tho conotitution of India. ~ho 

reei4uar.y pouera oZ taxation in roopoot of ooy 

matto:re not covor0c1 in oi thor o:f thooo ttto li:::ts 
t 

aro Biven to tho Union. !i!axoo of a fodoral che.raoter 

t • Art1ole 248 and ~ntry 97 in tbo t1niOi1 Ltet of 
tho .£t.mst!;ta'6.o.n. 



Ulto icccoo tontt onc1oo ciatloo, ioJ>OE't and -axport 

tlutioo. ua.: oh oonot1t\.lto oojor ooureoo of rovonuo 0 

all toll tn tllo Ut\1Cll Liot but tllo Oonotttution 

prov1d&o z~r t~o Oh~incr by tho Union Uith thO 
' 2 

Ototoo of tho procoodo of oooo ot tiloco ~02too. 

· lncooc-tn.a, ® oorpom to oo uo ll no no:2-

oorgorote ont1t1eo0 to lov!ocl Wl:JOt" tho Incor:~-
S 

ton Aot0 1961, a central. ~~ot onactca blr v!t"tuo 

of Dntr1oo 82 cncl 95 1.n tao Un!on Mot n..:.d tho 

ruloo frc:.!lcd thcrcun:!or, ccllc<l tho J.r!C~co- tr:n 

Rulon, 19G2. ~o not 1o ndoioioto~~~ bs tuo 

Contr-.ll J.ioanl oC Diroot ~::...zoc0 o ot .:t·a~oey i>odJ7 

u1 'tll10 tho i::itl!C~tyJ of llincnco of tto Oovo~ont 

of lntl1n0 set \!!• t.todor tho Control Do~roo of. 

2. Art1oloo aaa to 272 ihia. 
3., ~onoo on tJGi"iOUlturol .i.UCC'.__;O p ~lO'J0\10~, fall 1D 

tbo ~t~.ktO Liut 00 that uar!cultl!rol illCOOO 10 
o.ncopt ~i'~ 'i::'n w:-.:..10~ tilo lnoooc t:.J.n llot t~uuil 
ccob inccDo !o cJ.uca to tao otllo~ ~ncooo o:r t~o 
tcx-p::.yor t:ott uo<ijor-.Jiuwa tno ~c-t;o of ~ oppll
eublo to tao ot!lc~ inoo:Jo uhoro t,;lo ~c{;oo o£ 
ton nrc oa n a~n~u~tcti oc~lo. !n tho once of to~ 
oo:J;:..mnios uoi'J.V!nc ~cpocito 1nocoo g&"':l tho 
ot~lO of teo cr.J~;u ... ~:.; :.roll co uunlli'c.ctur;.:;!.l by 
t!lC::Jp 40,..j Of ~a3.1 ioOo::JO 10 OO!lo1UOVC~ D.:l ftOO• 
.lY,t"-'ieal ~urwl buoLt'l-:.:\.:o tooc.;:o 1n to r--...1:; c::: :iulc o 
o~ tno inecco ~on .;.~Aoo. , 
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.ttevenu.e Act, 1963. tho tax ia charged 1ft each 

e.aeeasment year, i.e., a year oomt'lenei.ng 011 tho 

1 April, at tho rates prescribed in the Finance 

Act £or that year in respect of the income of the 

previous year i.e., the aocoW1t1ng tear of thG 

taX•pQJer preceding the asaeasgent year. The Act 
4 

gives an inclusive dot1nition of income trhich, 
5 

inter alia, includes capital gains. 2he tax pay~r 
6 

ia under Gf1 obligation to file a rctt.trn of his 

total incooe t11th the ~urisdictional Income-

2ax Ofticor b; SO June of the aseeaoment 

4•· section 2 (24) of the Income-tan Act, 1961 
s. A capital gain arises on tho tranotor of a 

capital asaot and represents the oxceoo of 
the full valuo of the conoldoration for the 
transfer over tbo cost of ac~1sit1on tocether 
with tho coot of improvement, if any, and 
the expendituro incurred in connection uith 
the tran3fer. • Capital oeoot• for this 
pu.rpoae mea.no property of overt kind but 
excludes, (a) atock-in-trado, oonaumoble 
storos or rau meterial.e hold for the pur
poses of a bu.aineaa or profooo1on; (bJ 
personal effocta other than jouellory; 
(c) agr1culturol land situated in India 
other thon land in urban a.roao and (d) 
certain gold bonds issued by tho Gover.n-
cent ot lndia. ·~ransfor of n capital 
asset• includes tho sale, oxohon~ or 
rel1nquishocnt of the aoset or the oxt1n
auiahment ot any rights thero1n or the 
oomplulaory ocquioition tb.eJ.-Oof undor 
any lau. (sections Z (14),2 (47). 45 ona 
48 ibid). . 

6. Sec. 1 :59 ibid. 



year and the Income-taz Otficer h~s to coopleto the 

aaaossmcnt end dotcrmino the tax payable ttith!n 2 . 
7 

yot\ro from the end of the a.:_·oesaocnt yoo.r •. For 

certain specified incomes, like salarios, interest 

on oecu.ritiea0 and div1den£l.s, tax ia roquts:oed to be 

Withheld at soQrco and paid to Govoramcnt by tho 
a 

persons diab~sing such incomes; in moat of the 
9 

other coaes tax 1o payable in advance on an oot1-

@atod basis in throe equal instalmcnto during tho 

year procodins the aosesement yca1•. The balance 

of tax, if any, on the retarned income io requirad 
to 

to be paid before filing the retura ot inoomo. On 

completion of aoseooment by the Income-tax Vt£icorD 

if an¥ further tux is payable, it has to be paid 

u.i thin 35 days ot the service on the ta.xpnyor of a 
1 1 

notico of demand. 

12 
A compe117 ia a te.noble 1 peroon' unaor tho Act 

anci PO¥S tax leviod on it in dischorae of ito Ot1!1 

l1obility and not an behalf of ito ahor~oldoro; 

7. soc. 153 !bit1. 
a. Soc. 192 ot oeq. ibid. 
g. Soc. 207 ct. seq. 1b1cl. 

to. Sec. 140A ibid. 
t 1. soc. 220 1bid.e 

12. sec. 2 (31) ibid. 
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tho ehoroholdors are separately lia.ble to pay tax 

on their total incomes includinG the ~ro~s amount 
13 

of dividendo from the company. fhe Companies Act, 

t 9561 l1hich regl.ll.ntea the formation and reGistration 

of companion in India divides com~ios .into public 

companieo nnd private companies; the latter betna 

companioa ~1hieh restrict the riGht to tronsfer 

their shureo. limit the nu.mbor of their members to 

so, end proh1b1t any invitation to tho public to 
14 

subsortbc tor their shereo and dobonturoo. 

':rho dofinition of • oompGUly' UDder tho Income

tax Act 1o m~ch uidor; a~rt from com~aDiee reg1otered 

under the Oompan1os Lot it includca n statutory 

corporation, a body incorporated 1n a. forcian 

country and even an un•inoorporctod institution, 

oosooio.tion or body, uhothor Indie.n or non-Ind.icn. 

uhich 1o declurod by the Central Board of Diroot 
15 

~oxoe to bo a company tor any oacooomont year. 

A co:;JpOl'lJ' £'omod and rcaistored in Indio 1a an 
16 

• lndiM Comp~ t • A OOI:l!JDDY t:Thich ia o1 thor an 

lndien co:l~·o.ny or uhich hco ocilo arrenc;ooento Zor, 

tho matntonanco of tte m1aro roBiotor ut its 

pr1ncipa1 p1~co of buoinosa in India, the holdina 

''• nowtah ~£nd1nfi cg. ~td 1 v C&~ ;6 I~R 215 (sc) 
and gyr§ho~t.um.q~a..l.h.nJm..l'Saa Yt-Q..~ 40 Ita 206( so} 

14. S3c. 3 of the Companies L~ot. 1 g;G. 
15. soc. 2 ( 17) of the Inoome-t:.ut J.l.ct, 1961. 
16. Sec. 2 (26) ibid, 



of its general. maet1ns tor paso1ug accounts and 

declaring dividends nithill India o.ncl pcy-iDg all 
17 

its dividends in lndia only0 is a '4omoat1o company! 

A companv uhich io not a domestic company is a 
18 

• foroien .company•. 

The l1abil1ty- to tax 1a determined by the 

fact not of domicile or citizenship but of resi

dence of tho tax~payor. The tax liability of a 

resident peroon extends to his total t10rld income, 

i.o., 1ncludin5 income which aocruoap arises, or 

is received outside India. The tax liability of 

a non-resi:ent person entends not only to incomo 

accruing or ur1s1na in India but nlao to tncooo 

received in India ao t10ll es to :income uhich is 

ato:tutori]3 deemod to accNe, arise or be r;,;·co1voa 
19 

in India.. 

A company is rGaitlont in Indio if it io en 

lnclit::.n comvuny or if' tho control ond manaacoent 
20 

of ita a£fcJ.ra 1:; a:1tuo.tva uholly in InJlo. ~ho 

~1orio • conti'ol end mnnuaonont' oian1Zy tho 

controlling ontl cU.roctivo po•1or, tho hoed ond 

17. 30c. 80 D (2) 1b1d ~ Rulo 27. 
ta. Sec. eo fl (4) ibid. 
19. sec. 5 ibid. 
20. nee. 6 t5) ibid.. 

• 



brain; and 'situated• implies the functioning of 

auch pa.¥er at a »articular placo w.1th some degree 
21 

ot permanence. The con.trol and management of a 

co~pnny 1a ordinarilY sit~~ted at the place where 
22 

th-e di:rectors• meetinsa are held; .factors like, 
23 

the hoJ..iing of shareholders• meetin~s, the roaiuence 
24 

of directors or even the place t1here business 
25 

operations ure actually carried on aro not 

decisive. 

Income from profi.t a end gains of buaineoa is 
26 

com.pu ted on ordinary commercial principles and in 

aeeordance vi th the method of accounti.ng regular4' 
27 

employed by the tax-payer. ~e Act specifically 

mentions oome of the. allo~able expenses like rents, 
28 

rates, taxes, repaire0 1nsu.ranoe, etc. anJ then goes 

on to lay down ~ general pr.lncip~e thut nD3 expenoes 

incurrod by the tox-peyer dur.ing the year wholly 

.. 

21 • .@Qb,S&v:£1 2!leitr,i&£ v& Cif, 19 ITR 1 68 (SCl 
22. !!i£9t~.Wil ty!d l'eteil"'G L~flt v1 01:£. 2j1 IT& 454 
23. fttil-Qlez .X• GEffP:Phonc lb ttnewri if.crs Ltd. 

5 ~.c. ~58 (vA · 
24 • .Q~lputtg Jute I-lills ,cq .. e Ltd, v. ifi.qhq-l:f}PA 1 :.rc 83 
25, Eripe Bs:titte _"£.L ... Q.IT, 34 ITR 1 (SO) 

; 

26. Badrida,§ ,qg,ga v. c~ 34 I~LL 10(JO) 

27. Sec. 145 ibid.· 

28. Jec. 30 ec oeq. ibid. 
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and exclusivol1 for the purpooeo ot buoinosa ohall 

be alloued if tbeoe are not in the nat\1.%"0 ot pc rooncJ. 

expenses of tho tax-payor or 1n tho naturo of capital 
29 

expenditure. fho Act doeo not do.t'inc ,. capit:ll exponui-

ture• but 1 t has eonere.ll.y been held that an oxpondi ture 

incurred ui th :1 vieu to bri.Wlgina into oxieten~o an 

as~et or advantage for the enduring oenorit ot n trade 
;;o 

ia ordinarily or the Dcltu.ro ot cap~ till expendi t\lro. 

~o folloving expenees are not, however, nllot1oc1 

to the extent indicntGd belotu 
31 

1. Entertainment cx~enditure beyond a. certain 11o1t. 

2. Expenditure incurred on advurtioamant in any souvon-
1~r, broehare, tract, pamphlet or the like pub
lished by a polit.ioal party. 32. 

3. Expend1·1n.1ro incurred on the maintenance of a 
guett houoo. 3~ 

4. 3xponditure on advorti~ement or in connection 
with travellinG by an employee or any o~her 
peroon uhen sach expendituro io exoeeoivo or 
unrt1asonoble and boyond certain li1h1 ta. 34 

29. Sec. '7 ibid. For capital cnpenditure on sciontific 
research. however. see P•89 infra. 

30. e t v · r i a\llC\te . .: . elab C b oo Ltd 
to~ ~c 155 e; !JJ;i ,v;1 .Ei.n~W£..!:1~1 q 20 IJ:ll 475 

31. Tho Umit 1s computed at t/2i~ ot tho firot r..a.ono 
million of prof'ito• 1/4~~ of tllo noxt r:1. ~our 
mi..llion of ,,ro2ito, 1/8$; of the nc..xt ~. 12 ~lillion 
o~ profito 2nd nil:--. in roapcct o±' tho roueinina 
profits (SGc. 37 (2A) ibid)• 

39. sse. '7 (2~) ibid. 
:s;. ~eo. '}7 (4) 1b1cl,. 

,4. Soc. 37 (3) ibid ~ Rules 6B and 6 D. Tho l1Dito 
ero s1 ven in tho Rules. 



5. lntoroat or aa2ar,y payblo outside India on 
which tax hoe not been paid or withhold or 
arrnnaett for~ 35 

6. Any roto or tax on profits such as the income 
taX i taelf • 36 

1. Expenditure on the px~vieion of any r~muneration~ 
benefit or amenity to or the user of any aeaet 
ot the COIJl.Pl:.'.l.n7 by a. director or a person uho has 
a substantial interest 37 in the cocpany or a 
rolo.ti vo of au.ch director or person 1n so far as 
such expondi tu.re exceeds e::. 72,000 per annum per 
person. 35 

a. Similar expenditure on payment of e~lary or 
perquisites ~9 to an eaployeo• otnor than a 
foreign technician, in oo far as ~u.cb expe11di ture 
exceeds ns. 5,000 per month i.n resrJect of salary 
n.nd 1/9th ot' salary or es. 1 , 000 per month in 
respect of perquisites 40. 

~he rates of tax applicable to o company gor 

the asseoement year 1962-83 are ~ivon in tho follou1as 

table : _, __________________________________________ __ 

35. Sec. 40 (a) (1) & (iii) ibid. 
36. Sec. 40 (a) (11) 1b1d. 
;7. A porson hus a su.bstan:iiit\1 inter.;;ot in a com,t:any 

if ho is the beneficial onnor of equ.i ty oa.p1 tol 
cerrviDB not ~ceo then 20~ of tho votin~ pouer. 
(Exr,l~mation bulott aoc. 40 il (2) 'bid). 

)8. Soc. 40 (c) 1b1d. 
)9. • J?Elr~1u1e1to' mo::.mc provision o:Z acoo:n::.:odation 

free oi rent or ut a concoaoional rent, prov1oion 
o4 o.ny bcnc1'1t or omotn:ty free o.: cost Ol" a.t a 
concoooionel rato ~~d p~ont for ony obliaotion 
of tue oovloyee or ior.any liio incu~ce DOlicy 
or controet of annuity on hio behalf (~plnDution 
2 (b) undor ;:ec. 40 ,._ ( 5) ibi\1. 

40. Sco. 40 A (5) ibid. 



i'ABik: 4 

Ol. l~o. i'ype of 6ompun.y Rate as percentnL 
of total incooe. 

~~~-~ ~~~-~~~~-~~~~~-~~~~~~~-~-~~ ~~--~~~ 

1 • .a,ome sti t; 
a) ilid.ely held 41 

.i) \ibere total income does 
not cxce~d &s. 1,00,000 

ii) hlhere total income exceeds 
P.s. 1,00,000 

55 

41. A com4;any is •widely hold' if :-
( i) it ie o-rrned by the Govl;lrnmcnt or tho tteaorvo 

Dank of India or not lesa than 40~ of its 
shares a.re held by the Govemment or the 
Reserve ilank o:t· India or a corporation ouncd 
by the.t Hank; 

{ii)it i~ charitable or othor company r05isterea 
undor oection 25 of the Companieo Act, 1966; 

(111}1t is a company havine no cha~ capital and 
decl~tred by an order of the cen t:ra.l Board oZ 
Direct Taxes to bo o. ttidely held. coo;.Jo.ny., 

(iv)it is a company uhiob 1o not n private 
o or.1puny and 
oi thor its :JhtJ.res are li.otcJ in a reco~iz(;;d 
stock exch~nge in inJia, or 
(a} ite t:quity shu.rao ccrrJina not loss thnn 

50j; (4o,j: in tho c~ue or an industrial 
compo.nN) o.f the votine pouer are held 
unconditionally throUdllout tho yct.r by 
Government or a otnt~tory corporution 
or a ~Jidely held com~ any or a ou.b~1c.linry 
of z,lch com;o.r.y or by tho public 1 

(b) the ~aid ahareo aro freely tranafo~able, 
and 

(c) the affe.1rs of the company or its ebcroe 
co.rry1ng moro than 50~~ ( 60;1 in the case of 
1n~uatr1el company) of the voting po:;er 
are not at ~~ timo in the yo~r con~rollod 
or held b~ five or leoo poroono. (ooo. 2 
(18) ibid}. 



42 
b) Closely held 

4:3 
(1) Industrial 

(i) •"1here total income does not 
exceed P.9. 2tOO,OOO 

(:ii) 'Jho:re total income exceodo 
P.Je (.!,00,000 

{2) Others 

2. ggreim 

(1) Royalties and technical fe~j 
received from Indian concerns in 
pu.rsurancc of agreements made 
before 1 April 1976 Wid ap,?l"ovod 
by the Government of lndia. 

(~i)E~l~nce o£ total 1ncomo 
' 

fFinanca Act• 1981} 

B!lleS,J 

1. ~1.e amou.nt of income tax calc<.1~atod at tho 

55 

60 

65 

so 

70 

above rateo ia to be incr.::ased by a. surchurge at the 
45 

rate of 2 1/21~ of such income- ta:u:. 

42. it. company not oatisfyin& tho cbove cond1 tiona is 
a •c~osely hclu' company. 

43. '.Industrial company• mcema a com 'any t:Ihioh io 
mcinly t.nBo.(;ed in the bucineoe oJ.' genera.tion Gnd 
and distribution of electricity or any other feme 
of pol:<.:r or in tho construe tion o£ chipD, or in 
the nonu:te.ctu ·o or procoaaint; of cooY.s or 1n · . 
minine (sec. 2 (7) {c) of the Pinf:nco Act, 19S1. 

44. Por special. r:).tea Sd;>licublo to tlloco incomes 
.from the 1 .t\!)ril 1976, SI;)O Table 5 infra. 

45. Part III of the i~irot Jchedulo to the 1!1nenco 
Aot, 19tH • 
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2. Capital gaina are divided into lon6-tcrm 

capital e,ains and short-term capital gains depending 

upon the fact whether tho asaet transferred had or 

ha.d not been held by the tS:gayer for mora than 3 

yeare preceding its trw1efer. Short-ter~ capital 

gains at~ taxed like any other income. Long-term 

capital gains aro given a eonceesional treatment 
47 

as under :• 

(a} Gains relati.ng to build.inG3 or lands
In the case oi ·~idely held companies 
whooe income excluding such capital 40% 
gains does not exceed~. 1,00,000 

In other cases • 

(b) Gains relating to other ascets 

1• .. Ti!X lnq~nti va.! 

50~ 

40~ 

The standard rateo or tux aivon in tho preced

ing seotion are not a tru.e indux of tho actual inci

dence of income-tax. i\he Indian lau contains so cony 

t·a incentivco, particularly in .tavou.r of new indus

t~iee, that the effective rates of tax are often lo~ 

enough for India to be roterrei to ns a tox haven. 

According to a study prepared by the ~conomic ~imes 
48 

Reaearch Bureau the 101 largest companies in tho 

46. sec. 2 (42A) of ~he Ineomo tax Act, 1961. 
47. Sec. 115 ibid. 
48. H.V. Venka.taraoan, Vikraman rittir a..'ld H. Krishnan 

Ku.ttyt .,PriV.:1te !lector Corporate Giants", fh,p 
hcono:nio !f.i.fee,s,, NG1.Y .uelhi, l1n.y 25 -28 1981 ~ 
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private corporate sectot- .in India reportea a total 
i' 

tax liability of' Rs ... e;~1g m1ll1on against pra-tnx 

prQ&~te of~. 6,217 million !~r ·the year 1979-80 

giving tll1 avera~e to.lt inoide.nco of 42~. A. fur·thcr 

analysis of tho workinB res~lts of these companies 

by tho author revealed the fol.lO>iing intcr.;oting 

features 1 

1) l11nety-three of the se.id 101 companies 
reported profits for the year 1979-80. Of 
thetJe us many as 25 com~anies with pre-tax 
prof'its .l"aneJ.ng betrre:...n F..s. on.o million and 

Bs. 160 million reported zero tax liability. 
These 25 companieo included tho largest . 

Indian company in the private· eeotor,49 
Tata :r.;ng1neer1ng and Looomoti ve Com.pany 

(cap1tal employed Rs., 4,004 million and not 
saJ.es, Ps. 4t016 million). 

11) Tho 25 companies reporting zero tax llabili ty 

accou.ntad for 261~ of tho cupi tal employed end 
24?o of the net sales of all the 101 J.ar~,;eot 

co~ •ptmies. 

1i.i)Of the remaining 68 coc'l'cJlies, ;o cctnp::mica 
reported n tax liabili·ty of leas ·thun 50i5. 
c:heoe 30 compenieo included the 1ar90ot .£oro:t.oo 
foroicn cor..tpc.n .. y· uinth.tot:[)Ul .1/!lver \Capitol 

49. Over a five year !)cri.od :a:'rom 1975-76 to 1979-60, 
T~JW'J ref,Ol~Od a tax linbi~i ty o£ 1 hS in tho 
ye:tr 1975-76 aml zero tux li.lalility in all o .. ;;hcr 
year.:~ on p.rofito r~1D.d u~to Ra. 176 oillion. 
~he oorup;my' a p.rojoct ;.ono :or the noxt f'our yo:...ro, 
·1980-8 1 to 1983-84 1nc.Iiaata a tax liability .r'.JJB• 
ing botw,. on zero Hnd 341~ {.imnnd P. · Gupte, n,'.J~J..n..eao
ment of tho Inc . .~mc-tax J!'uuction". "Lconoaio :u1d 
foli tip!'.l deoJtl.u,, ~•ebrlla.ry 28, 1981'"'p~ -=:.:rs ,. 
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employed as. 1 , 69 t million • not ea.~ 
ca. 31 199 alibn million), a cocpeny n..-.~-~\&..., 

troll e~rtabliahed in ~;lunu.fact\U"ifl3 and trading 
in consumer items like aoaps, detergonto and 
edible oils. IU.ndustan kvt.r reported a tnx 
11abili ty of r.s. 130.1 Qillion in respect ot 
preto.x pro.fits ·of fls. 306.1 million giving 

a tax inctdonce of 42~.5° 

iv) Only 36 of the 101 com~anico reported a tax 
l1cbil1ty of 50% or Il1ore of 1a-.etea: pro.?its. 
i'heae were, of courcc, su.ucr profits 1al.a.nds 
Uhich ;.ri th 34~ of the capi tW. employed and 

40% of the net aalos reported 50% of the pre
tax. profits. 

v) ln a pro~itability ranking ot companiea in 
the Indian private sectcr,. hm·mver, the 
first t iien ty compani.en incladed only 1il'10 

companies out of the list of 101 l~rsest 

componies (Nc;ti.o.ncl. .Rayon and century 
Spinning) and. these tt10 reported tax inci

dence of zoro and 33 p~r aunt reoyoct~voly. 

Some of the imp~rt.:.nt tax bcneii to are bri<1Zly 

descr1~ed belo~:-
51 

1. Denaci!i~::\;2!! 

fas )io;taal Jq 2f9.£.iqt;J;o:g.: ~~a a d opartare trom thO 

l}enerul "'1rinci.Ir1e th.o.t no dcd;..totion can be clain~d in 
52 

resl.>uct ol dlminution or e:!;hcustion o.£ a C:l, ita.l a.mJe~, 

•••••• d • • •• . ........ 
50. aioe .:iinduotun laver Ltd., 1tap_pzt M!., Jl.CCoun~s 1 1979 
51. soc. 32 end 34 ibid road uith Rule 5• 
52. Col,tneQa, .!:;;:.on.co ... y l!6a£1$ 1 tV 237 (IIL) and LCc1U:.:I: 

f!*m]Hir .. OPt.. J;ltd,_ Y .. 0.2,:.1:.Jia;.lit·mf1l'@..,9.f_~llxg,a 1~13 A C 771 



the ~dian Incogo-tan Act contains oxtenaive provi

aiono ollot1ins depreciation in reopect oz b\lildinaoo 

m:lChineey, plont and fumi tu.I'O Ol1!10d by tho tn-payer 

o.nd u.oed by him during ony part of the f'esr for t}lo 

pvposo of hio bustnean. Diftol'Ont porcontasoo of 

dopracintion o.llOt1al'lCO Varyi.DG froo 2,~ to tOO;l 1n 

the oaao of btlild1nae and trom 5S'S to too ¢ 1ft tho 

case of pleat• machinery end fUr.nituro nrs lai4 

down in Appendix .t to the Income t_x nuloo• 1962. 

Deproc1atioa at theoc ratoo 1o al1otto4 on tho .tn:-1 ttan,.:.. 

dot1a value of tbO a.oaotc oentionod 1.-c. on thoir 

octuol co~t loso aopreo!otion ollo~ca in tho oarlior 

years. Por ocoan ao~a ohipo, hooovor. aoproc1ot1on 

ia allouotl on tho otroiaht lino oothod 1.o. oa tllo 

aotu.Ql coot. l£ho tJori • plc.nt• io Clofinccl to inclucl.o 

ohtps, ~11cloa0 booko, ociontific op~arotuo an4 
ss 

ouraicol oquipoent. It hc.o boon intorp~totl !a n t1ido 

oonoo to 1Dol~do thinL~ lika oenitor,y end pipolino 
~ " ~ fittinao; i!01lt1oy o1cU.nao, ana oo£o dapooit vaulta. 

ba b:4d;& tj.,pnol_ t.lOflr<lQ1€)!1Jm..,t In cedi tion to thO 

noro~l doprccict1on 0 ~Jditionol ueproc1ction 1o 

o.llot1od 1ft tho follo~ina cooeo s 

53· section 4~ (3) 1b14. 
54. gr~ v1~l1.Ji~ do,!el, 82 Il'tt 44 ( SC) 

55• ~it'J :ft}}!~Q l-~t~e Xe 2A& 96 1~t1 20 
SG. £U.v ,liJliS!n..J1~'UA lnd&n.L@a, 102 I&.a 270 



(1) In respect of nou mach1ner,y or plantt 
1nclQdina raconditionod machinery or plant 
imported from,outaide India, ~nntallod nftor 
31.3.1980 but bGfo%'3 1 April 1985, oxcopt 
tor abips, oircrafts, road tranoport vehicles 
and o£f1co applianooa end Qachtnery or plnnt 
inotolled 1n G:rlJ office praa1oes or reai
dontio.l accommoctation0 additional depreciation 
allouance is given at 5W.S of the normal 
doprociation. 57 ~~s additional allOt-1C.mce 
1S aiven only 1n the tirot year. 

(11) !n rospoot of machinery and p~nt 0 ~henevor 
1nottllled by an Indian co:npt.;ny 1n an o,pprove4 
hotol, an additional dopreciotion allo:i'flnce 
1o given at 5();) of the normal e.Uoual'lce. 
~his additional o~lowunce io stven year eftor 
yoor.56 

~he additional doprooiation oUom:mce is toltan 

into account 1n aotoraining the u~ttan dotnl valuo of 

the asooto conoo~noa for oubooqu~nt yeoro. 

Ra Ig&t!nl.D~roQ~nt~oa.• Fu~thor, tho foll~ina 

11'11tial dopraciation allouonco io aivon in tho firot 

year in tho caooo 1nd1ca~oa : 

1) At 4~-l in tao ouee of n ncu buildin.g uood 
oololy for tho ~o~iuonco oz loupuid oaploy
oooo or f'ol"' tho ue~~o.ro o'Z uucll ocplo300D 
ao n boopital, crocho, ochool0 oantoon, 
libro?.V, rocraotion contra. ohaltor, root• 
roo:l or lunchroow. 59 

ii) At 25;1 in roopoct ot nou bu11a1na ot1noc1 by 
en Indian com~ anu uaaa co an approved 
hotoJ.. 60 

57. Uoc. 32 (1) (1io) 0~ tho InCOQO•tOX ACto 1961. 
58. ~penaix I to tho Incooe-ton lb!loo0 1962. 
59. sao. !12 ( 1) (iv) of tho lnoom~tox Act" f96f • 
60. soc. '2 (11) (v) ibid. 



The initial depreciation is not taken into 

account in computing the vritten dotr.D value: of tho 

building :tor subsequent years. 

a.. .t5x;ler<tahi~t 1\MOl'tftAS?e: In the case of a 

concern that has uorkod double or ~iple ohift at any 

time during the year Btl extra-shift all.oaancc is given 

on mach1neey o.nd pltult 1n addition to the normal depo

rec1ation allo~ance at SO% of tho normal allowunoe for 

double shift ttorking and 100% ot the normal allotfonce 

tor triple shift norki.ng. lmere the extra-shift is 

t~orked only during a part of the yoar th¢extra-sh1ft 

allot-;ance is given on a pr~rata basis. Certain 

items of plant and machiner,v liko locomotives, electric 

fittings, switchgear etc. ue hot1ever, -specifically 

marked in Appendi~ I to the Income-tax Bulea as not 

eligible for the extra-shift a.llouonoe. 

The extra allo~ance 1a also tokon into account 

in computing tho t'frittcn dot-Ttl valuo for subsequent 

years. 

e 1 Carey !i'Or;1Q£4 ,i IZ the profi 'b in any porti

culer yeer arc not au£fioiont to absorb the dopreoiation 

allouanco that 1o edmisoible the balance amount of 

depreciation allowance is alloued to be carried for.tar4 

indefinitely to be set off against tho profits of 



6t 
futu.ro .vooro. 

. -.ds-

fe. .~~!,&OO(:'BnCC/ggr:l&1(l: ~0 OUO totul 

og all tilooo o.tlowo.ncoo oboul<l no-;; u.lticatoly eacocd 

tbo actual coot to tho tnx~pQYor oz tho pa?tio~l~ 

oooot. If tho ooGet 10 ot any O'C:J.~ soldo Cl!oc~atl, 

droullcltcd or 4eotroycd0 tllo o::cooo of tbo m:-tttGn 

doun volQe o7er tho aoounto ~ol1eod toaotho~ oith 
62 

tho o...crap vo.lu.a io nl.lO';Jod no a oo.l.et.l01nc o.llot.nnco; 

in tho covoroo ai t\lotion. ~tilOl"' tho o:lOunt rec.l1~cd 

ond tho ocrcp vcluo cncooa tbo urittcn aoun voluo. tho 
6; 

ottcoca io brot.tcht to tax ao .inc~. 

i1\0 dopoocia.-

-;;ion !lllo~1:Jl1CO 1o a1von only in reopeot ot tho aoaoto 

oyoo1;;:.1ot1 nbovo. Zboro nro. ho:7oVot'1 coparnto 

pro~totona nllooina oco~taoct!on of cnp1tol oxpon~i· 

\iuro in tho fo!lQ:Jtnu CK\coo •· 

(!) GG:Jt o:..' <. :3"tC~'C t.\'!.._;~~'O:l or. COpyji»1Ctlt:J i!J 
nl!o::ca to oc t:: .0VC!n:::J r.;voi:> c po!?'J. c-.l of 
£o .. ~,~~C~;1 !J•~m:Oe 0-1 

(il!) \J;lp1:;ol Oll,;.;o~:_.,t~,UI?'J iCC .. !i:~o(l 20E' l,}~Ot!n(! 
fZc.:Jl.~ i}l~'l!-:!c...; ;.::;cnc c::;i.;loycoo io c!lctJC'J 
co uo fl-2J~1o<.;::J Ot-vt' a t~Ot>1Ct1 o2 i1vo ycnrooG5 

(1!!) ln t~1o oc.co o2 :Lr:l!c.n CCOJ;t::ni<.:o., prol1o1nnry 
unt.cnc·..:o !M;J.l:';,.'C:l v1?1oi? to t!lO cott!oa up o£ 
t!lo t>:a~;~oc;,; cntl crr;oncoo inou~cu bof:oro t:~o 
oa:: :occc.:.onc o;; oon'"_oroiH.l ZJ~Uo~!oa en 
vro.:,:;cct2oc Cot- un.v of tho o1no~lo opocifi0tl 
!n 'illlo LOvontll t.lo!lcdulo to tho .J.C'C ooy bo 
e::;o~!ncd ovcl' a poi?!oa o2 ten yca~o. GG 



67 
&• Isveetmenj,ill~go 

. ~his is a. special allol':-anco to onoouJ"Qgo net1 

invostment in indue~r,v. In respect of a nau ship 

or aircraft ( ineluriin.:; a u.eed eh1p or a.ircrof't 

imported from abroad) acquired after '' March 1976 

and in respect of new machinery or plant ( incl\.lding 

reconditioned machinery or plant. imported from 

a.bora4) instaUed after tnut date in ~tlo a buo.tnecs 

o~ genorat1on or distribu~ion of electricity or any 
• other lorm of power or construction, manufacture or 

production of urtielea or tuinwo, othor than articles 
. 60 

or thinan of lou priority opcoifiod in tho Elavonth 
69 

Schedule to thoAct• or in a ~ell ocalo undortuh1na. 

un. inveatment allOt19:11CS at tho rote ot 25)S of tao 

ootuol coot ie o.Uoae4 1n the f!rot yoez. 

Thio n.Uou:mco J.s conditional on on amount 

o~ual to 755S of tho invostmont allounnce (5<»1 in 

tho case of chips) be 1na deb1 tea to tho profit and 

loso account of the buotne~o and oroditou to e 

spocial r0oorve account to be tAtilizocl t11 thin e 

67. sec. 32A ana 155 ibid. 
68. See ~\ppondix • .~:·•. 

69. An undertaking with an D.Jcrogatetl value of 
oachincry end pl:mt not exceodinB r.s. 1 million. 

10. Inveat~ent allOt:mtlce at hiGher r~te of 35% 1o 
admioaiolo \there the tex-peyor ucoa tochnolOJY 
ur know-hoe dovelovod or invented by a laboratoey 
o::ncd or Zinonoctl by oovornrnont or a Govommont 
oom.v-..:.ny or a Un1 voroi ty. 
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period o£ ten ye!U:'s for acquiring new ship, aircraft, 

plant or oach1nery. During this period of ten years 

the investment allo:rance reservo must be utilized for 

the business other than tor distribution b./ uo.y ot 

dividends or profits or for remittance outside India. 

I£ th.e ship• aircraft, machinery or plant in rcopect 

of ~i'hich investment allcrnan.ce is given is transferred 

by the taxpayer to any ot..her per a on (other than Govt:rn

men,~, a local au.thority or a Govommcnt com.vany or 

oorpora.t!on) otherwise than under a ochemc of ema.J.sa

me:tion before the expiry of eight year or it no~1 chip, 

cdroraft t ma.ch;i.n.ury or plant is not acquired vi thin ten 

years or the special reserve is u.tillzcd for a torbid.tlen 

purpose during that period the investment aUolrance is 

111 thd.rawn. 

It the prof1te of tno year ere not euff1o1ont to 

nbsorb the adr;1iesible amount of invostmont allo:;anco 

the balance amount can bo CD.rriod i'orrro.rd and sot off 

Gga1nst profito of future years upto eight auccoedina 

asoesnmont years. 

71 
3, Dpx;q-4-,g,wnsnt A:}.~Q11~1QS.fl 

A tax-payer co.rryins on the bua1neos of ero~ina 

and manufacturing toa in India is aivon a devolopoent 

·71. sec. 33A ibid, 
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al~o~anco at the rate o£ 5~ of the coot of plunting 

too bushes on vJ.r0in land or on lend proviou.sly 

abandoned. ~e coat of plan.ting :lor this purpooo 

ia limited to n range o.f ~. ;500 000 to fl'J. 40,000 ,P'~r

hectare. ~he allouance is oondi tional. on the creation 

and l.ltiliee.ti on of a Gpecisl roocrve o.nd the non.

trano,a:or o£ the planted land over a ,pel .. iou o£ oight 

ycnro ao in tho case of inveotment allowance. 

A.~-~~-apuq~ 

At;,.ll9P ..... ~nx~.n.~qont : An Indian company setting 

up a nou hotel ox· acquiring n nov ship during tho period 

1 April 198t to 31 l;larcb 1965 and .Ot'¥ QQ.~t sottina 

up du.r1ne the same poriod t7ith nett oochincry or plant 

or reconditionod cschinor.y or plant ioported ~rom out

eide lndia, an indaotriel undortakina not proa~ci~ 
72 

lau priority nrticloa liotcd in tho .Llovonth ~chedulo 

to the Aott 1a utvcn o po.rtiel to.:& hol1Jt'Y to tho 

ox tent of 25~; o'Z tho prol'i te f'rom such no~1 inv~o~JJDont 
. 73 

for n period of uovcn yeora. 

lh .8,.a.,gk~rr .. rd ~:}E9..Qfl : A ton-poyGr oottina up a 

netr inU.uatrial untlcrtnking or an approved hotel in 
74 

a. bnclt,..Jo.rd aroa in the country io ~1 von o particl. 

Soe Ar.mcnd.i,:: '..!.: • • 
--See SO I 11>1d. 

ll liot of brcltoc?\1 n.roos1o civen in tho Bic;htb 
Schcdulo to ·cno J:noor::u') ... tCJt Act. 
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tax holiday to the extent of 20~ o£ the profits of 

eu.oh un:.tertalting or hotel for a period ot ten yGal-a • 

.2a. • .fne .~rade ~ontuu. A tax payer do riVinG 

profits and seine from an industrial. undertaking 

e~t up after 31 I•larch 1981 in the Knndla i'reo T~ade 

Zone or Santa Oru.z .Glectronios Exports Proccsoina 

Zono or any other ft-ee trade zono-s that may bo act 

u.9 in I!ldia is allowed tull tax holiday 1n rospect 

of su.ah profi ta and gains for a. period of .five 

years. In such cases the normal tax concessions 

mentioned above are not adm1ssi.ble but the tax

pfJSer may opt for them in lieu ot th1a concession 
76 

1f suoh an option is mo1"e bonei'icial to him. 

5. ~p~ndi~pJ! on,§cipnt!fia ~g~~~~Sb_: 

In reopoot ot o:pendi turo on roooa.rch end 

devolopmont tho f'ollouincr opooial coneoooiono o.ro 

allo't10d. 

( 1) Revenue as 110 ll as capital expend! taro 

incurred in the year on sc~entific rccoorch rolntod 

to the ta:x ... puyor• o businoso is alloued in full. 

Cepi tal o.xpendi ture as uell ao rOVt.nu.e ex~ndi ture 
e. 

on pa.vment o£ sul.uries to resarch porso_lnel or on 
1\ 

material inputs 1ncurrod durina o period of ' yoars 

75. Seo. 80 llH 1bi4. 
76. Seo. 10A ibid. 
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prcoedins the coml ... encement of buoineas is also 

Qllo~~d in full in the year vf commeno£ment ot 

buoinesa. 
' 

( 1i}. Donations to c~pprovod scientific reoearoh 

associations, un1versitif:t'!, colleges or othor insti

tutions to be u~ed !or ~cicnt1fic research arc 

allot1ed ded11ctioA in full. 

(iii) In respect of expenditure incar.red on 

sponsored research in approvocl laboratories a 

weighted deduction equal to 1 1/J t.iooa of tho 

actu.al expenditure is allowed• 

(iv} In respect of expenditure incu.rred on 

an approved research programme in an approved ~

house roaearch and developmont unit a veisnted 

deduction aqua~ to 1 1/4 tintas . of the actual 
77 

expendi tu.re is allot~d. 

6, .~..x-eqr.~ ):jp.~~1i f1 .ueE2t...212mont /t.llo:rg.ng2 

Do:neGtio oom.panics arra given a. t~cicntod cloduc

tion of 1 1/3 tices tho actual oxpondituro incurred, 

uhcthor dirootly or in association uith any otbor 

person, on advortisenent or publicity outoide India 

or on ma1nteru~nco of a branch oZf1co or ~aenoy o~t

ui~e In,ia or on travellinG oateido Lndia for tho 

promotion of aulo outside lndia of tho aoode, 
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e.ervioes •• 

1 

I• 11-'al JDYIIM 

or 

• 

OOII,IIdJ' are allette4il 
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4i¥ttellt11aucae twa 
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1) 
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~~hee0 iQpor, pulp and nc~oprintt ce~ent. 
pesticides, orgunio and inorganic heav9y 
chemtca~s and in~~strial exp~osives 1n 
fully exempt from tG3t. 

11) Dividend income from any other domestic 
company is exempt to the extent of 60 )$ 
o:f f-lU.Ch income. 80 

~Cart':£ For'no.rd of .Los~e_§ 

Bu.:~ine.3s losses of ono year are allowed, so long 
' ' 

as tho partioalar business ia not closecl dol:n, to be 

carrl ~d fori1ard and set off a~.J.inst a.ny buoinese 

profit$ ot the tc.xpeyer in :t'atare years u.pto eight 
81 

succeeding asaesamcnt yeara. Uimilarly, ohort-tcrm 

and. lonc;-term capital losaes are aeparatel.y allotred 

to be carried f'OI'l'lard and oet o.:f tl{tainet futu.re 

ohort-te~ and long-term capital Gains respectively 
82 

upto eight as~ooemunt yeara. 

The follo~tint; are some of tho prov13ions of pa.rti

eu.ler intorcat to foreiv'fl investors in In(l1a. • 

.l.a. Jleemed Accraal q.f .. Inoom,G 
a 

The tax linb1lity of/non-rea1uent person cxtendo 

not only ~o income accruing, arisina or roceived in 

SO. Sec. 80 .. •J. ibid. 

81. Dec. 72 ibid. 
82. soo. 74 ibid. 
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India but also to income wbicb io deemed to accr~e 

or arise or be received in India. Income ia deemed 

to accrue ()r aJ>ise in India in the .follo.-rinet oa.ees: 

(1) Income a ccuring or uriaing directly o.r 
indiroctly through or from 
- any business connection in India. or 
- any asset or source of income in India, 

or 
- the transfer of a capital nocet situetcd 

in Indi.a. 

(11) Income from any dividond paid by an Indian 
oompany outside India. 83 

ln the oaee of a business of ~hich all tbe 
operations are not carried out in Indi~, 
however• .i.t ia onl3' the income vthiob ie 
attributable to the operations carried out 
in lnw.ia. 11h.icb is deemed ·to arise in India. 
AlBo no income is deemed to accrue or 
arise in India. to a non-reoid<mt t'ro:n 
operations vhich are confined to the 
purchase or guod.s in India :for tho pu.rpoco 
of expot•t. 84. 

i• . .3usi.B,~ns Cgpnoqtion : xhe Aot gives no tiOi"in:l

tion of the phraso 1b trJirleas connuction'. It has been 

held to involve a relation t.H .. !t~1con a 'buS'ineaa curried 

on by a non-reoidcnt which yiela.s 11ro.:i tn or e;uins 

and some activ1 ty in Indio 1'7hich contri'butcG directly 

or indirectly to tho eare:J.ng o! thcoo prof1 ts or 
85 

gains. It would incl.t.tac e. brnneh., f'actor-.:r 1 agency, 
86 

receivership or management. Thus whoro a non-reoiu6nt 

oa14 a good a in india thamugh on ogont and tho agent 

-------------------------------------------------
Sec. 9 ibid. 
hxplanation under Sec. 9 (1) (1) ibid~ 

CIT v, AGGir~al ~-Qe• 56 ITri 20 (SC) 
.Kenga and Palkhivo.la., ~:u; Q!!d .J?racli~.'~ o£. I!t,OOiil£ 
Tax •. 7th ad, ,Bombay,· 19 61 Vol. I, p. 201 
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payo ~~ on h1o co~1os1on, u port1on or tne non

reoid.ont principal. • a prof1 to on tho co oa.lO s is alco 
87 

taxable on tho dootrtno of buoinoeo oonnoot~on. But 

tJhero a non-rooiucnt sollo eoodo from nbrocCl to on 

lndian isportor. no 1ncoao io dooocd to acCrQO or 

arioo to tao no:n-ron1:lent .fros such onle oven if 

the non-rosiuent io the 11:.-rent compuny o.nd tho Indian 

1oporter ito auboidiar1 no long ov tho contract of 

Dal.D iu made outside .Ind.La tmcl tho uulo in on o. 
as 

principal-to•prinoipul baoio. 

Yt fi.C!U:.iQ•d:!l •. l~itJbJ: .. i t;c• • of .1on'A,.i.£R ,Ar;pn:t;:, In 

reopoot of eu.ch income o:t the non-ronidont the t:ct 
89 / 

plncea a vio~rioun porconal .liability on the aeunt 
90 

ot t~o non-roa~dent tn India. ~f thoro ic no otont 

o£ tho notl-rouiaont in India any poroon in 1n11a tJ~o 

1s employed by or on bohult ot tbo non-reo.iuont or 

vho haa any buuinom.; connection ...;lth t..t.a non

resident or i'roo or th:·oat;h ;;hom tilt- non-l'CoiJont 

is 1n rccei..;t of 0113 income or trrho io tho truotoo 

of tho non-rooi .. (.:nt or t:4o ho.o .J.Cquii•cu, by oocno 

of u trn.~~.fcr i'rwm the non-.r-e.:;i .. cnt, c. oo·J1tal ncDot 

in Inei1~, io otutatori.ly tl"'(.:utt..u ao un u~<.;n1i of tho 
9t 

non-rooiw.out in ln•.tiu. 

••t • , ......... 

87. il~~HJ..!Aqh! ~:1.~~ ,e:n~w,~ v. ~...... 22 "";... .. ;. .::!41 • 
u8. Oiroular ;!o. 2; 1· do. 7-tJ'jd/66-li (i.-ll) Cloto<l 

a; July, 19G9 1 'l:Jt!Od by tho uon ~£"-~! ::~:ul\1 of 
ilireot i'ono lp ctuoto .. l in if. ; • LJ'undr.::J' o J/.)!Z..<!.t 
Inc.q![Le.::-~··:~ ~In<1~.QA (11th od., .All3hnbatl, 197G-79) 
\Tolo l, P• · 7~J. 

89. J!l:tqi:;~t:. X• ~·;n~i'.!&:l...6.>-l~ J. .~...:c 1 • 
90 .. ..:>OCe. 160 (1) (1) o~ t!lo Incooa-tf'...t: ·:.ot, 19G1. 
9 .1. Joe. 1 G::i ibid. 
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Further, whcrG 1a a business carried on. botucen 

a resident and a non-resident, oving to the closo 

connection batt"Teon them, it a;.,pears tbat tho couree 

of bu.sineoe is so arranged na to r9sult in sub-normal 

p;.-ofi ts to tha resi•.:ent, the resident may be .liable 

to tax in respect of profits which he has not, 1n 

fact, made but which he might rea.sonabl3 be 

expected to have made bed he done the business 
92' 

on ordinc.ry commercial terms • 

. $..t .. ~!l.t~tef!~t Royal~j' {ln<l ~,!.C"hniS:i:!-J:, FqO.§# \11th 

eftE'ct from April 1976, .Uotiever, incomes by way 
93 94 

ot intercct, roy~lty and feeo for technical 

93. 

94. 

----------------------------------------·------
sao. 92 ibid. ~ee nlso Kansn & Palthivala, 
~~.and Pr~tice of Income iafi, Vol.I, P• 72~ 
'lntereat' includoa snrvicen foea or coruuit~ent 
charaes ( t:oo. 2 (28A) 1b.id.). 
'~loyalty • IUB<.mo consid orr. 'tion ( 1r..cl~.td1nt.t any 
~ump sun conaidar<..ltion but axcluclin!! e.ny conci
deration \,i:lich uould be tho 1noome of the 
rcc~pient ohurBcuble undor the hc~d "Capita1 
gains") for -

( i) tho transfer of e.ll or any r1&;hts (inclacl
ing the erantincl of u licence) ln reopeot 
of a putent• invcnt.lon, model. Jesie;n, 
secret fomula or process or tracle mark or 
aimilurly 9roperty; 

(11) tho 1m~arting Of any information concerning 
tile uorkinG of, or the uce of, a patent. 
invontio:.-'11 model, doeic;n, aocret fomt1lo 
or process or trc.de mnrlt: or oimile.r prop~rty; 

(iii)t!te u.oe o:r any lJatcnt, invention, model, 
design, 3ccr(t !oruJ4t or ,L>roceos or trade 
ml.\rk <1r siuila.r property; 

( iv) t:1e iupurtincl of any inLorr.iation conoo:mina 
technicril1 industrial, oonue:reir:.l or acienti .. 
i:'ic kuo-.Iledco, experience or ultill; 



95 
services are deem.ed to accrue or arise in Indio, not 

on the basis of the doctrine of business connection 

but on the basis of a source ru.le" According to tb; s 

rule these incomes are deemed to a.car-~J.e or arise 1n 

lndia, if these represent payments; 

----------------------------------------~------------{f.n. contd.) 
(v} the transfer of al~ or any rights (inclu

dint,; the· grant1nB o:f' a licence) in 
z·eDpee·t ol any copyl"ight, literary; 
nrtistio or acienti:tic 110rk inclu.a.ing 
films or video tapGJ !or uuo in connect
ion with radio broadcasting but not 
1ncl.udine conaiuoration £or the on.lo, 
distribution or exhibition of cinema
tographic films; or. 

95. 

(vi) the :reuaari11t5 oi any aervicos 1.n 
connection trith the activities ro.t'errcd 
to in s~b-cla~oeo (i) to (v). Expla
nation 2 under ~c. 9 {1) (vi) ibid. 

'Fees for technical sorviucs' means any conaidere
tion (inoludina any lump sum conSideration) for 
the ~ndcring of ~ny mnnugericl, technical or 
conaultoocy ecrvicba ( inclur...in(J the provision of 
&orvicea o:r technic~l or other personnel) but 
dooe not 1nolade consideration tor uny conat~ct
ion, assembly 0 mining or like projGct ~Jortnken 
by tho recipient or consia.cration :Tbich uoulu bo 
incoQO of tho rocipient churBeab~o un~er the houd 
tt Sulo.riea n • 

L-· _:xplenation under Sec. 9 ( 1} (vii) 1bi<l_l 



(1) by Government, or 

(11) by a resident person except in connect
ion with a business or profession or a 
source of income of euch person outs1do 
India, or 

(111) by a ~on-resident person in respect o£ 
a business or profession or source of 
:lncome in India. 

From 1 April 1976 also the incomes ot· a foreign 
96 

company from diVidendo and from royalties an4 
97 

technical fees received from Indian concerns, in 
' 

pursuance of atJreeme:nts made a.ftel" that date and 

approved of by the Government o.t India, are given 

a apccio.l treatment. These incomes e.ro taxed on 

groaa basis i.e. ~ithout allou1na on¥ deduction 

for an, expenditure incurred 1n connection uith 

their carnin6t b~t at the epeoinllt reduced 

rates given in tho following table. 

96. seo. 57 ibid. 
97. sec. 44 D ibid. 
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ftA~~S Oli' TAX Oll DIVIDEI~D rl0YAL:£Y AND 
TE<..WICAL l!J:tES 

Type of income 

D1~idends 

Royalty consisting of 
lump sum cons1derat1on 
for transfer or 1mpa.rt-
.1ng of' information 
o~tside Indta in respect 
of a~ data, documentation, 
drauing or specification 
relating to any patent, 
invention etc., 

Other royalty income 

Foos tor technical aervicoa 

Rate of tax 
as percentage 
of income. 

25% 

L- ~ction 11.!iA of the Income-tax 
Act, 1961J 

In the case of non-resident shippill(J 

enterprises tax is levied without anyting 
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mo:re at 7 1/2 per cent of the groae 

amounts : 

- Pa.id or payable whether in India 
or abroad on account of the 
carriage of paesangers. livestock, 
mail or goods shipped at any 

Indian .:Port, and 

- received or deemed to be recei
ved in India on account of the 
carriaee of the said things 
shipped at any port outside 
India. 98 

~.. Bugipoes of_R£OSQOCtilng fo~. gr Extmsri19J! 
of I;]:ineral , Qi!§_ 

A tax-payer t1ho, in aeaoc1a.t1on ui th 

the Government, carries on a buainoss of 

prospecting tor or extracting or produc

ing mineral oils including petroleum 

and natural gas may be ~ive.n a special 

treatment. In oomputins the busil'leos 

income of such businoso,, aUow!.!nce a may 

be modo in accordance t:i th the provisions 

of the agreement between the tax-[Jayer 

and the Government, in lieu of or 1n addi

tion to the allowances admissible under the 

98. sec. 44B ibid. 
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eneat eaell ftllUQel'&tioa doe• aot eaeeet 11. 41000 

moatll. Ia "•peot o:t the re•aaeatJ.oa ,ia ezo••• ot 

•• 41000 pttr moath or '~~•7oa4 the pel'lot ot 24 -*• 
v.pto •other 24 aoatb.•1 the •z•ptioa 1• avail&ifl• 

foa- the tea, it a~q pa.U 1t7 tbe •plopa- oa the 
106 

aoa-ex•pt N~~aa.erauoa ot the tol'81p teohlllo:l.aa. 

Ia IM lnatlll 
file Gove:na•a.t ot Iadla have poftre aadea- the 

Aet to eBter uto apeeaea.ta vitll tol'eip eo-.trlee 

tor araat of relief ia reapeot ot dealtle taaatioa 
107 

or for avo14aaoe of 4ou.bl.e 1uaza.t1oa. Da4er the 

a-e11•t aare••at the tazpqer be to flb.ov tllat 

1D4eat1oal 1aooa• baa beea 4o.b1r taze4 aa4 that he 

Jlu pa14 tax ktll 1a Ia41a aD4 1a tale toae1811l _,.,. 
101 

• tile _. ..._., A 4oa&e ._..,.. awu .... . 
••-•• • •• •••• haatlt IMire ·'- •• a el.eu 
at ,.__, ... ot tile ••• ot klatl.a 'bet•• 

kAla aa4 tile toJ!Iita •••• .............. .... 

• •••-- .,_. ot &a•••• •• ... .. 
t1ae .... ,., .. MSI&G ,_.. twa. ... a ..... of .. ... ....... . 
tt6. '"• to Cl) (YU a) tNA, ,., .......... , •. •• 
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Notes : 

1. la a441 tioa Dotattl• :taxa td.ea A'n14.... ACJ'M• 

a• 4el•pt1oa lft'81 aa•• •• oaola4ed 

w1 til tile :to11ow1Dc • ._ ;;;1'1• a 

to be aot1:tle4 eooa. 

'· I tall' 

2. '••m• 
'· Zam'bta 

4. ........ 
5. art laalta 

'• u.Jt. 
1. Oalla4a 

a. 14.b7• 

a. lleavUatleu aw 111• Ia • .._.. ,•• .-.. 

otlle eotataoe :to• ...,_.. e:t ooa.S..tac .,._. 

••».._lift • u.&W ._.... •• ::to• a• M'OU•• 

......... , ... a. ... , ..... 

._. __.,.,_.au, aiWa a ...,.,.._ Alii&• 

.Uta& ......... •..u •• , ... - -. .. .. 

.. , .. - ........ _,., ........ ,...., a. 
a ,...._•Ja• ._... u&au ,...lr &a laMa_, 

,....., - ...... 1 ....... .,, ............. .... 

•• .. , ... Ia .... ....... - ., ........... .. 
\ ' '\ <'' ''p,' '~'\,'' "',' 

X"< 

alM .-u _. .....,_ ••••., ._,._.lGD··C 
It~.& ...................... ""~Pl ........ . 
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has alrea.d7 •••• ooapl.eted tile ,loi'INr al.l.oVa 

abateaea.t trca the taa oul.aal.a.t•4 •• tile aole 

ot tae illooae tdu.oll t'alls •• 1te eha~We4 1a fda8 

otller ootmt27• It tile aaae•aa•t 1a tile otller 

ooatr.v lt.aa aot .ret been ••• tile fOI'IIer lloltla 

:la abeyaa.o• oolleot1• td •• ,.._. ot tas 

ia reapeot of til• portioa ot the taeoa• .a.~ablD 

to tax 1a the other co•t.., Ull tile ·U. all .... 

tor tile proclMtia " •• ,_,., .. Ill .-.u•••• ., ...................... . 
Ia ...... ., ....... ,, ........ .. 

u •• ._. .. , •• Ad ,., • ._ fer a Wlllataa& 

MU.t&aaa•••ta ... ueat...,..a. ... ,._ 
., 1&18 , .......... --- ........... Ia . 
....,, ... "' • ,....,. ....... u ••. ...., ..... . ....... ...... ... ................. ... . 
............ • u.: , • .u ......... ·-- .... ..................... , ........... ... 

' ,. 
of the ,_.'- ... ,., .,....,., M ...._ 

'"· ••• ,, ., •• '-·---- &ot, ••••• 
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eas 
~ ~egp~ont~.~on~A1!es_ftnd RJ9eoqi$12B 

In the event of at47 income escapinG asoeo omen t 

to tax :in any year the lncomc-tax authori tiea can 

re-open tho aoseosment of a particular your t~ithil'l 

,poriode rnngi.ng from four to sixteen years cloporuU.na 

upon tho amount ot. J.ncooo ooco.ping asaeoomcnt end tho 

fact tthethor or not auch oocnpo is caused by any 
110 

omission or failu.re on tho part of the taxpayer • 

. A default tn complying 1:11 tb the prov1oiona of tbe 

Inoooe•tna Act may involve tbc tax-»C¥er not only 
1 t 1 

in penal consoquencoa b•1t o.loo pi'Oeocut:l.on. 

A taxpoyor who is as .. rtovod by an order modo 

by an Incomo-tax author:t ty mo.y movo tho o~ o? a 

high.or d.epartsonto.l nutho, .. ity c.e tho caoe Cta¥ bo 
112 113 114 

in roct1f1oot1on, rovioian or appeal proceodingo. 

A oocont.?. np·)ool. muy bo to!ton to on oxtra-ioprt-
• 115 

DOntel Appolluto Tribunalo ~10 ~ribunal 1o tho 

finol fnot-fi~u1na authority bat on ~ueotiono of 

110. Coc. 147 ot seq. :Lbid. 
111. Ob~vtoro XAI and XAll 1b1a. 
112. sec. 154 ibid. 

'13. nee. 264 1btt1. 

1, 4. sec. 246 ot SO.;}. ibid. 
115. Soc. 253 ot seq. ibid. 
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116 
latt. a reZcrenco ma9 a.leo be made to the Bigh Oourt, 

or tn the event of d1vergence of opinion betuoen 

various Ilieb Courts on o. particular point, to tbo 
t 17 

SuprGme Court of India. From a jadgement of a HiQh 

Court delivorod on such a ro:forenca alGo an appeal 
:,118 

can be taken to thg ~SUpremo Court of India. Inde-

pendently of these provisions a taxpayer can aloo 

move diractl,y a High Court in t1r1t procoedinao· undor 

Article 226 of the Oonstit~tion, or uhore ho can 

allege a breach of any of hio fundamental ri.Bbta, 

evon the &lpr~mc Court of Lnd1o, undQl" Article :J2 

of the Conotitution. 

Tho follOl11ng ure the other direct taxes 

ith1ch are .levied in rlndia.. Thooe tanes are oleo 

a.dm.inisterad by the Central ~oard of Direct ~axee 

through the acme ta.:t au.tbori tic a • 

. 116. seo. 256 1b1d. A High Court 1o tho hiaheot Court 
of Judic:.ltau-o in a Stt~tc. 

f 17. Sec. 257 ibid. 
1ts. soc. 261 ib14. 
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A: Su£tY. 

t e , CAaraefl.blt Rmf1to 

~s tax, in the Dd.ture of a ot1per p.-of1to 

tax,. is levied under the Compnl'11ee (Prottts) SU.rtax 

Act 1964 and the oompaaues (Profits) Su.rtax Rules, 

1964 tnl(lx.tltc m:1de therounJer. ~he tax !.a ohnrgod 

on chargeable proftts of a compon7 to the entont 

the7 exceed a •otatutory deduction• uhich 1a definod 
- -

as an emoant equal to 15~ of tho capital of tho 

compatJS on the £irat day of tho accountina year or 
119 

~n amount of ~. 200,000 uhiChevcr 1o moro. 

fhO ebargeablo profits are computed in the 

ms.nner laid dottn 1ft the First Schedule to the Act 

which broadlY contemplutea exclusion from the totul 

incoma•taR of certain 1toms liko : 

1) Capital cains 
11) 50~ of the donntiona cede to certain 120 

no.tiono.l fu.nua and cba.r1table 1nat1tutiono. 
iii) 

iv} 
lncooe froo div14cnda o£ o 4ooootio eoopany. 
Incomo by nay of roy<.1lt1eo received frtJ!:l 
Govem:ncnt or a local authority or an 
Indian oonoern. 

v) In tho co.oe of a foro.lan coupany,. incorao 
by uny of nny intoreat or :eeo for ronuorina 

119. S3c. 2 und 4 of the Oo~paniea (Profits) Barton 
_ Act, t964. 

120. 50~ of thoce donat1onu are cxc~a«ed from tho 
total 1nco:zu.:1 CTJmputed for income-to.x itsolf on 
the conditions laid do~n in section SOG of th~ 
lneome-tcS Act, f961. 
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technical oervicoo rocoivcd f~om Govornmont 
or locnl authority or ony Indian concern. 

vi) Inoomo tax payable for the -,oar. 

• Capital' for the purpooe of -r1orking out ato~u

tory deduction io computed in the manner laid aoun 

in tho tlocond Schcdulo to thG Act. Broadly, this 

J.nclUdee paid-up ohara oapi tal toaother \t!. tll ehnro 

premium and resorvas other than Z1ctitious reoorveo 

or mere prov:1oione. To distinguish betuaon a 

rc:servo and a provi.tcJion. it h:ta ben held that a 

'provision' onould be taken to mean monica oot aside 

out of the proZi ts in any year to m<H;t any lmo-:m 

liabill ty the amount of uhich cannot be quanti f'iocl 

u1 th oubstcntio.J. o.ccumoy, vaoroc.o a 'r::;,oorva• 

uould mean amounto oet aoido oat of tho profi~s 

and othor ourplusco which aro not deoiancd to coot 

nny linbili ty, cont1nae:lc.Y, comai.tno,lt or dioinut1on 

in the valuo o£ aooeta kno:m to ox1ot :..:.o on tho doto 
t 21 

of the balonco sheet. For tho co:nputa.tion of eal;itol 

on tho firfit dey of tht? nccount1ne yoar 1 t haa been 

held thut uny c.ddition to rout:rvos couaht to be cedo 

by tho Board oZ Uirac~ors out of tho profito of any 
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¥articular year ~ould, imaediately on being 

approved at the Annual General Meeting of the 

shareholders, become part of the reserves o:f the 

company with effect from the first day of the 
122 

immediately following accounting year. 

The rate of tax is 25% on so much of the charge

able profits as do not exceed 5% of the capital of the 

company and 40% on the balance. In the case of a 

widely held domestic company or a wholly owned 

subsidiary of such a company whose paid-up share 

capital is not less than 25% of its capital computed 

:for the statutory deduction, the amount of surtax 

is so 11mi·ted as to ensure that the sum total of 

income-tax and surtax does not exceed 70% of the 
123 

total «.X income as computed for income-tax • 

.e. Interest T.f!! 

Interest tax is levied under the Interest fax 

Act, 1974 and the Interest Tax Rules 1974 made there

under, at seve~er cent of the chargeable interest 

of a banking company. The 'chargeable interest' 

means interest on loans and advances made in India 

122. CIT v. Mlsore Electric~l ~na~ies Utd. so 
ITR s66 sc). 

123. Third Schedule to the Companies (Profits) 
Surtax Act, 1964. 



inolu.C~ing cola!J'41tment charges other than interest 

on Govt;lrumen·t secu.ri tie a, in tare ct on debentures 

or other sccarities of local authorities, eompanics 

or statw.tory corporations and .interest on loune and 
t24 

advances mQde to other banks. 

A tax on tbe groua receipts of certain hotelo 

is levied under the Hotel-aooeipt Tax Act, 1980. 

~he hotels subject to this levy are only thone in 
. 

wnich the room ch~rges tor reoidcntial accommodat-

ion provided to c.ny person at o.ny time arc not less 
125 

that es. 75 per day. Once tlle levy of tax ia attra.c-

t(;id on that bo.o:!.s the chari3c of tax is not confined 

to receipts from the provision of roaidential noco

m~odati~n; it extends to the grooa receipts or tbo 

hotel including receipts £roo the provision of food, 

clrinks etc. in the hate~ premises vbcther to reG1tlonta 
126 

or others. !Iherc .food, drink etc. are fil"'Vided on tho 

hotel .vrcmiceo by a person other than tlta hotol ovnor 

but clooly co~~ected uith him and the arrangement 

appears to bn have been wude t:i tr .. :.J. vi~t·r to cf:tect1ns 

or reducing tax liabillts un;ler tho .Aot the rooeipto 

124$ sec. 2 (7) and 5 of tho lntereot ~ax Act, 1974. 
125. sec. ; of tho llotel-.Roceipts :rax .Act, 1960. 
126. Sec. 5 and 6 ibid. 



in the hands of such other person can also be 

incl.ucted. 

The rate o:f tax is 15 per cont on charGeabls 

.receipts aom:n.ttod after oxelud1ne frcm grocs recei-

pta, ta.."tea like sal.ec tax, entortu1nmcnt tax anti 

the hotel reoeipto tax itoel£. ~!here, h.oucver, 

any part of the chargeable receipts hcs been 

collected in foreign exchu.n~c, a reb~te of 5% on 
127 

such part 1s ullowed. 

noalth tax is ~evied, under the ~oalth Tax Aot. 

1957 and the ~ealth ~ax Rulea, 19;7 made thereunder, 

on the nat wealth comprising the excess of tho a.aare
ga·te value of aseats over th.e awros~:.te vul.uo of 

liabilities of tho taxptlyor on tha lost ct~ o~ tho 

precec'.U.ng year. 

:L'~.e t-re~:.lth tux is not levied on comp~nit a. 

~. G·ift 'J:ax -=----= 
. 

Gift ton is lov1ed 0 unJor the Gift ~ex Aot, 1958 

and the Gift ~ax .du.loo, 1958 made thcrounJer, on tl:lO 

sum total. of all aifts coda by t!lo taxp~,yor during 
128 

tho precedinB year. ~he rates of tnx ore on a 

127. Sec. 5 ibid. 
1 2e. sec. :5 of the Gift-tax J~.ct. f956. 
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aradu.ntod scalo voeyi.n:..; ~rom 5)~ on t;1t'to not Oltoeca-
129 

i.na Do 20,000 to 75~ on eiZta cxcocatna De 2 nillion. 

ihO O~>plJ.Coblo t'l:!.tO iOt b.o:revez. .. p baood on thO oerro-
1~0 

aoto veluo ot oll Gtfto m~do in tho proccdina 

5 yooro. 

A (Jift 1o c1ofinod to mccn thO tt'"'".maf'or by ono 

porcon to another or n."'ly ;~x1otL1!J movonblo or 

ia'ZlOVttn.bla property macio voluntur.il.y ana tJits~out 
t 51 

eon :Jittare.tion 1n money or monoy" u uorth. '.fbo 

0.1!\y CH.opoo.~,tion, OOOVO,YU.."lOO, OCOiQfl.:.lCnt 0 eettl.O!.lCn-;;0 

t.lolivory, pcyccnt or o'IJ:o~ cl1cnot1on o..: prcpct');y 

no uoll ··s tho ct•uo.tion of n tr~1ot !n rror.t:rt.Yt 

tho gt-cnt or orc.ution o£ u.nzr .! r,~o, oort:;ccc ch.:.1r0o 

oo, ;ont:n t 0 h cc.:.Joo, ptr.JOrt l't:L .. tnorr'.liD or 1ntorout 

in !J:-Qfl(trty 1 "b:1o oAcs-oiuo o:.: t \ pou; ;r ot· upp o!nt;.;cc.t 

r:n:g othor. tr: n.ocction <.iutol"\ .. C. into :•1 th intent to 

tU.o1niob, d!rcctly or 1ntl11"Cotly, tllo Vt.!.LUo c:Z t~o 

prolt· rty of t:lc tr.ncf' .... ro~ (.:.nu int:rou~e 'tl.tC vcluo ,,2 
ott tho i):i'Vl:K!~lf oL w.to t~~~t~fcrcc. 

•*---·--··------~--------------M·-----U-0~------------·-·----------~ 
1/!9• 1.;ChCU\4i..O tO tbtt t-Ot ibi.t\t 

1 ~;o. · 6 11'..i' , L::ec- i~ w ~· 

1 J1. ;;cc 2 (xii} ibic. .• 

1~2. Qec 2 (xxiv) 1bi1. 



Public companies and th~ir eabsidiarics arc 

exempt from sift tax if abaree carrying more than 

50% of the total voting power in tho cowpany uera 

not at anv time during the year, controlled or 
1 ,, 

he~d by less than 6 p~raons • 

.bstate Vu.ty ie levied uni.i.er th.e Estate Du.ty 

Act, 195) and the ~state Duty RUles, 1953 m~de 

there~nder. xhe duty io levied on the principal 

value of the estate passing on the death in India 

oX a person, irreopeotive of the domicile, 

n&.tiona1ity or r£:siaence of o11ch poroon. Immovea

ble proJlerty loco.ted. out:Jidc India ia, ho-:-;over, 

exempt. ln the ease ot a person rrho 11ns not 

domiciled in India at tho ti~c o£ death moveable 
134 

pro~crty located outside India is nlso exempt. 

A .i'oreiG,ll compD.ny rThich has been tre3.ted as 

resident for income tax purposes in t~o out o~ 

the three pl"eceuing yt:ars io liable i'or the .;st.ltO 

Duty payable on the princi.pal v..tlue oi the ~~s 

or debentures held in the co~~~Y by a deceased 
135 

person 1.rho i:ao not domiciled in In~lia. 

1),. ~c. 45 ibid. 
1 34. sec. 21 of the .uatute Du.ty Act. 
f 35. Sec. 20 .. \ ibid• 



Duties o~ excise and duties of customo conat1-

tute the moat lmp~rtunt indirect toxes in India. 

Both these taxes ure admi11!.steztcd by tbe Cent:roal 

Board. of J£xc1se and Cu.etoms set up r11 th1n the 

U:i.niatry of .Finonco under the Central Boards of 

Revenue Act, 1963. 

,l,. , C!_ntral E:x:eis e Tnrill 

Central excise duties which yield over 50% ot 

the tota~ ta.:-t revenues of the Government of India 
136 

are levied.under the Central ~xcisea and salt Act, 

1944 and the Centra~ AXcise Rules, 1944 made there-

under. The dutios ure neu.trul as but>reen Indian 

and. foreign oam1janioa. A list of cxoiouble goods 

.ia ,given in the i'irot ;;cbedule to the .. ~et :1hidl 

is commonly referred to ao the Central AXCice 

1 ;6. 113vy ot' excise ctuty on alcoholic liquors for 
h"U.Ulan conoumption und on o.pium, Indian hemp 
and other narcotic dr~s ~nd narcotics not 
incladinc o;1edicinc.l r.nd toil~;;;t preparo.tiono 
containinG these oubstances, i'alls in the 
DtQto L13t of nubjecte in the Constitution 

- ot Indio and excise dutiee on those goodo 
are levied unt.~or clif.feront State Acts. 
hxcioe d~ties on medicinal und toilet prc
purationa urQ le,iod by the Centro under 
the I-iedic1n:J.l. nnd. Toilet .Preparations 
(Zxcioe Dutleo) Act 1955 but collected and 
retuined by the $tateo in terms of hrtiolo 
266 of the Cons·titution. 



Tariff. fhe tar1ft is comblrohetuJi\Te in eo for as 
1:57 . 

it inal.udee a residu.ary item entitled, 'All other 

goods, not clseuhere apec.itiod'-. 

~tea of B~pio ~~t~: ~he rutes of duty given 

1n the Tariff t:tre moat.Ja on !!5! J!!lorom basis; in 

some cases there are specific ratos i.e. rctoo 

fixed per unit of weight, volume 0 length or nreo, 

In either case, the ~atea ore ofton on a alidins 

scale accordina to different olaba oZ production 

or value. .Since, hOt1over, the Central Government 

andt to a certain extent ov~~ tho Ccn~rcl Board of 
133 

I~xeiee end Cu.oto1as 1 huve .t:>Ouers to al.LotJ eenorol a.o 

\1ell a.a o:pEH.:i..:ic exEU1>tiono t portiul or ·tvtul, the 

t'>!lective ra~eo ol dJ.ty, within tho ratoa ayooi.tiod 

ill tho ~arifi, arc roauJ.a.tod ~rum tl.~o to t.Lt.lG by 

axeou.tiva notii'ications. 

~, '3;~oainl, r .... ~cioe ~qt;f 

1~part i'rom tt.:o bas:ic oxcioe clutsr ·..i. special cxc1ue 

duty is levied under the ~ua1 Pin~ee Act no a 

percentu~e ot the basic duty. ~he rato of th1o duty 
139 

under tho Jlin:ul.CO .l\ct 1981 is 1 Oi- • 

* In raopoct of cortn1n ooamod!tioo like nuGP~, 

137. Item 68. 
138. ilule a 
139• ~oc. 49 ot Financo Aot. 1981. 



-1 H:J• 

t~baeco, cotton, silk, w~en and man-~ade fabrics, 

an arl,litia:ne.l exciw~ duty id also l""'Vicd under tho 

Addition~l fr~ti~s of ~xcise (Geode ~ Special Impo~ 

tunce) Act, 1957. Ad·ii·tionol. duties o~ excise and 

ceases arc also laviwd on oome otb.er comoocti t:los 
140 

under vario~s other ActQ. 

!1-t , A!i!~~!ll}9,l~ .. Y~~ 
\}here dut'J 1F.J leviable fA x.Gl-.9.~e.&. the valu.o 

deter:ui.nod for tb.e purpooeo of duty ia x-ef'errecl 

to as asaeooable value. In respect of certain 

goods like motor vebiolen, 1nternal conbuation 

enr;inan, electric uiros etc. t£~.riZ:t valuea are fixod 

by the Contrul Gove rnmant .rhich arid roviucd from timo 

to time. .ln most c::.ccs, houovcr, the ascoooobl~ 

V~.1lue ia dc•tenuinod by tho .i!.XOi.;o uuthor..i. ti eo on 

the principle thut it should be t11e norual price 

at t1hich such coous are ord.inori ly ao~d in tho 

-•••""'m 

140. 1. ~he i\.tl.,,:.tli ;...ncl vtht.r ....randloom .In<ll.lctrioo 
uovolopmont {AdJitionul ~xciee ~ty on 
Cloth) Act, 1953. 

2. ~he .. .tinoral Producto (Ad~itiona.l .u'Utioe of 
~xaise a~d ~uetoms}, Act 1958· 

;.'• J.lhe J.dtl.ition~l .t.:~::cioe .vuty {Tt:xtilo '"ltld 
l'extile .Artic~eo) J~ct, 1978. 

4. ~ho ~ugar u&port Promotion Act, 1958. 
s. The Industrioo (.l)evclo.t;mcnt ana negu.lo.tion} 

J~.ct, 1951. 
6. ~·he Produce Ce.·a Act, 1966. 
7 • i'O!l t':tlCntbt.. n. t .t~Ct, i 967 • 
a. l:'ho Oil lnciuatry (liavolopnent) 1i.ct, 1974. 
9 •. !ho ~ob ceo ~o.;.o J~ct, 1975. 

10. ~he BootU. \-.:oritors iJolforo CG.:!O ,:ot, 1976. 
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course o:f' who~e-aale trade fol'" delivery et the 

time and place of removal where the buye1• is not 

a. related person nnd the price is the sole conoi-
141 

deratioa for the.sale. ~ho aosessable value includos 

~ the codt of packing except a~oh as is oi durable 

nature and. is retu.rnaole by the buyer but excludes 

the amount of excise duty itaelf, sales tax end 

other taxes if any as uell a.s the normal trade 
142 

d.iscount. It has been held that excise duty is a 

tax on the production and manufacture of Jaods and 

not on their oale and the e.soesoable value should 

repre~ent only the manuitacturing C<Jst and the manu

facturing pro£:l.t and not post-tJanu!a.cturing cost 

and profits arising from post-manufacturing ope~d-
143 

tions i.e. selling profits • 

.2,,. .r;xc:i;_§G _pon tro:t 

~vor.y mnnutacturev of exci3able gooda i3 required 
144 

to obtain a license boi'Oi."' com.nanoement of produ.otion. 

The oontral .... xci~w Depnr·i;~&ant exercises control over 

the mnnu!acturc and cleu~_nee of coods on p~ment 

of excise du·t.v mainly in ttro uAyo. Ccrtnin goo<la 

141. 

142. 

143. 

144. 

~oc. 4 (a} of th~ Uentr0l ~xcises @~d ualt Act 1944 
I;cc. 4 (d) ibid. 

A,. •• IL: dol., .nn.9- arJ.O~h er v t-Y..21 tas Lta_. • Jl!ft 1$!7l 
~c 225 end .L.:tic In<l~~s Ltd1 a ....I il • .u. Dnve 
Allt 1975 :::.v 960. . 
.Rule 74. 
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liko manufactured· t~.t~ao,~· and. mc.tches are su.bj(1;Ct to 

physictll control under l':h:ioll tho aoods a.re removo4 

from the factory u.ndor the phyoioo.l Gllperv:i.aion of a 

Central B£o1se Officer on p~ent ot duty aseesaed 

by him. nost ot tho goode a.re, houover., under on 

altor .ativo oyatcm ot control. called the SSl:t 

Removal Procedure. Under this system, the manu

facturer haa to get tbe rate of 4uty approved by 

tbe ~partment. ~bereofter, he c~..n assess ~he cluty 

abd removo the eootls from tho faotor.v aftdr pa)tmont 

of duty on his ot1n. The manufacturer keeps an 

account ourrent in t·Jhicb he mnttos crodit s from 

time to timo and debitc tho duty dotozmin.ed. at the 

time of removal of aooao. ~ho Cent~ Ettcioe Deport

ment ooorcioo control throuGh t"'turno and doounonto 

submitted by tho manutacturo~ oupplooentod by 

periodical local ohoche• 

..§.,. £xaarJl ,G .. oOde 

145 
~bo aoodD moont for onport aro onoopt from onc1ue 

duty. ~110 tlCDufa.cturer D!lY Oi thor C!Oei" thO COO(lO 9ft 

payment oi duty and cloim retQnd on oxportotlon or 

ho may romovo tho goods for Olt.JOrt ui thoat pyoont of 
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dut7 but oubjoct to tno o.xoo~.ttion of a bond nith 

oocurity/eurety for a sum equivalent to tho duty 
146 

chargeable on suCh gaodo. The manufacturer ia nlao 

entitled to duty dratt-back 'W'lder the Ouatoma and 

Central Etloiso Draw-baclt .Ruloo~ 1971.1rl respeo-t of 

duties of oxoiao paid on inputs tor the manufacture 

of export goods. 

An am;r1eve4 tax-payer can file an nppea.l to a 

superior departmental officer. A socontl a_.pool 

lioa to the Central Board of Excise and Ouatomo. 

A turtllor revision appl.1cation con be made to tho 
147 

Cent~ Government. 

1. e cu.gtoe tnri;" 

Ouatomc dut1oo aro levied unc!or the Cuotooo 

Act, 1962 and tho OUstoca foriff Aot 0 1975. Inato 

is o ru(!Obor o:r tho General A...-roGraont on Tariffo 
14£) 

al'lcl ~rudo. ilrtoept tor o iO'.J proviu1ona ro~a.t1na 

to certain proforcntinl urooo ena oountrico (o.s. 

146. Ru.lo 1 '· 
147. Soc. 35 ancl '6 ~ tho Central Excioo (; S:Jlt 

Act• t944. 
148. Soctiona 4 C: S of tho CU.otooo ~nrtff Act. 1975. 



U.K., U • .A.R., Yuaoalaviaj, tho customo dutios era 

also neutral botueon Indian and foreien cocpo.nios. 

A list of goode sub3ect.to import duty and the 

ratee of duty are given 1n tho .Pirot uohodule to 

tho Cuet omo iariff Act l1hich is commonly Itnown ao 

the Import lj!ariff. Similarly, a liot of goods 

aubject to export duty land the mtes of duty nro 

cLven 1ft the Second Sahe4ule to that Act known ao 

the Export 2a.r1ff. 2he olase1f1oation of goods in 

the !i!Ql"if£ ia based on the Bruoaale !fariff U'o:non-

olaturo. 

~teg of dut& s 1rhe rates ot duty are spoci:f'ic in 

somG oaaea and ~ ~orem in othara. Since the 
149 

Central Government hnvo po~ers o£ exemption in rca-

poet of import dutieo and cttoraency p0~1oro o:t 

imposition and enhaacooont in tho cnoe of oxport 

duties, tho ofrootive ~utoo of duty oro r~gulatod 

from ti~ to time by exocutivo notificutiona. 

~_Add1tiqeel_ead ~i~all Dutiog 

In the case of imporP goods, in addition to tho 

basic impo~ dutioa, tho follouina duties are alao 

levied:-

149. Socti<m 25 of tho Ouato:as iLOt and section 8 of 
tno·oaatomo ~a~1ff Act. · 

150. sec. 47 ot the Finonoo Act, 1981. 
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{1) An add1t1onal duty knotl'll a.s oountervo.il1ng 

duty is levied under Section S of tno ~stoms iartff 

Act, ~hJ.e duty is equivalent to tho excise duty 

tor tho time be1ns leviable on like goods produced 

or manu£actt.U'Gd 1n India. 

(ii) An auxiliary duty or cuot~s is loviud 

under the Annual .Finance act. The rate in tho 
150 

Finance Act, 1981 in 25~ ot tho value of thG ~oods. 

l.a uASGGSJ!ab!S Vall!{! 

For purpoeeo of ad valorem dutioa, the Central 

Govemment have powers to fa tar1ff values for 

~ny class ot import or export sooaa. Hhore no 

tariff valu.os are ttxed• tho value for levy of 

dut,- ia the price at \vhioh like Goods nro ordi

narily sola at the timo and place of importation 

or osportntion in tho courao of 1ntornationol trada 

t,.herc the so~lor end the buy<.;r havo no 1ntort:ot in 

tho buainooo of ouch other and the price 1o tho 
151 

solo conciuoration for the snlo. 

Bato.£i:a;!, Do.to 1 Tho ma:teriol doto for dotcminntion 

of the r~to ot duty and tnr1ff valuo. 1f cny, io 

tho date of pronontatioa of bill of entry to the 

150. soc. 47 of the J?inance Act, t981. 
15t • OGc. 14 of the Customs Act, 1962. 
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p:ropor Ouotoma Officer or the date of' entry inuarJo 

of the vessel uhichever is later in the coso of 

import goods. For export goods tb.e material dato 

i.s the date of presentation of shippilla bUl or 

bill ot ezport or tho date of entr,v outuards of 
152 

the vasoel vJhichevcr is l.ater. 

Drawback of customs duties paid ia admissible 

in th<l event of re-export ot duty paid soods. fll'lero 

the imported goods aro identifiable a.s such at tho 

t.ime of re-export drat1'back to the extent of 96~ of 
, 53 

the duty paid could be allowed. In the oaao of 

manufactured goods 0 hot.,evor, draubn.clt in rooJ.:~Ot 

of duties poid on imported input io cllouod at 

ratoo laid doNn under the Cuotome onu Control Bxc1co 

Duty Drut1boc1t Rulco 1971. Tho r~teo of arnubcclt 

o.ro fixod oi thor t'or cortein monuZaotl!l."'d aooclo on 

en All - Induotr.v baoio or in tbo foro oZ opecifio 

brand rntoa for particular manufucturoro • 

.it 4\wcllnto Rt£?cedu~ 

lUl O.BGriovcd. tonooi}ayor can filo on ap1;1eal to 

152. sectiono 15 and 16 ibid. 

153. ~c. 74 ibid. 
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u oupvrior departmental authority. Be mQ9 also 

approach tho Central. Board o£ Excise anci Cuetoma or 
154 

the Cent~l Government in revision. 

·1 1 gent.~-Aad.-2tmt;e :eenem 
Salee-tax is the moat important tax in the 

State List of taxes. fhe Const~tution of India 

gives exclusive pOl7era to ench atute to levy ta.xee 

on tho saJ.e or purchase ot aoode (except neuapapers) 
155 

taking place t1i thin that state oubjoot houovcr, to 

such conditione and reotrictiona ao Parliament OQY 

i.mposed in reopoct of GQOdo doclorcd to bo of 

opecial 1m1,ortance 1n intor-otato trode or 
156 w 

comt..:arce. The po"or to tux sale or puroho.ae of 

gooda in the couroo of intor-atoto trade or 
157 

oom~erco 1o aiven to the Union thouGh the proceedo 

t 54. S3c. 128, t 30 c 1 '' ibid. 
155. A sale or purchase tattoo place trithin a ote.to 

uhcro -
(i) In tho cnoo of specific or aocortuinod aoode 

the aoodo aro located in tbot ot~te nt tao 
time uhen the contr:1ct of Dnle io oado; end 

(11) in tho aaoo of unoocortoined o~ zu~uro aooao 
tho cooao are looutcd in that atuto at tho 
time uben thoy are appropriated to the contrnct 
by ei tber party tri th the conoent of tho otilcr. 
( ..;oc. 4 of tho Contrcl ll"lleo iax Aot, 1956). 

156. Article 236 (3) of the Oonotitutlon and lintry 54 
of the 3tnte Llot. 

157. :entry 921:! of tho Union List. 
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thereof are also to be asaisned and distributed to 
158 

tho at at es in t-1h1ch they are levied. A sale or 
159 

purchase of GQOds in the course o~ import or export 
160 

1 s exempt f'rom tax. 

2, Oentril Aqt 

faxos on the sale or purchase of goods in tho 

course of inter-state trode or co:m::1orce are lt;Viod 

undor the Central Sal&s Tax Act, 1956. A sale or 

purchase of goods is said to take place 1n the 

course of inter-state trade oz· commerce if such 

sale or purchase occasions the movement of goods 

from one state to another or is effected by a trans

fer of docum<.,.nts of the title during the movement ot 

t 58, Articlo 269 ot the Constitution. 
159. A sale or purchase is na.id to take lJlaco in tho 

course of import or oxport if the said slll.o or 
·purchase either occasions such import or CltpOrt 
or is etfocted by transfer of documents of 
title to the goods uhile tho aoodo uro outoiue 
the cuotoma frontier of India. lt inclu~eo 
the l,st aa~e or purchase procedin~ tho cale 
or purchase occasioning the export if such 
laat sale or purchase took place after the 
foreign buy~r•a contract u~th a can¢al1o1ng 
agency or export house and for the varpoae 
of moetina such contr~ct. 
Cscction 5 of the Central iJriloe ~ox t~.ct,195\5 

and Consolidated, Cotfc:o litdt, v. Cot::te~ ... · 
Doacl ;, JJanGiiloffi 4b sJ.1d 1 q= · 

160. Article 266 ibid • 

• 
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161 
goods f'rcrn one atate to another. 'lhe tax io collected 

and retained by the state in trhich the movement of 
162 

goods in inter-state trndo or commerce commences. 

fhe Contral s~les Tax Act also gives a list ot 

goods decluroa to be ot apecial importance in inte~ 
16, . 

state trade or eommerce.e Tho Act restr1ota taxes on 

tho aale or purchase of thoao goode to a single point 

levy and requires tbi.1t any ta.x paid on a aula or 

purchase of any of these aooda in a state shouldt 

bG refunded if the goodo are su.baequentl-3 aold in 
164 

tho course of inter-state trade or co.::Jmerce • 

.2Jl . ;;.;l§te ikCt,R 

Taxes on saleo or purchases of goode uithin 

each otate are levied under various state Sales ~ax 

.. :tcts. Tho taxes lcv1od under different Acts vary 

in their incidence and operation. The rateo of tax, 

aenerally, ranee betuoon ,~ and 15~. ~0 ratos aro 

bi~h uhere the tax io a o1nule point tax, i.o. -uhero 

it is levi(i:d at. only one point bott~eon 1-roduotion 

of goodo und their sale to ounoumers. Tho rotoo arc 

rolati voly lou ;:;hc:;ro t~1e toX in multipoint, i.o., 

waero it is leviLd on ovor,r oalo betueen product1an 

161. sec. :; o.Z the Central Jales 'X:ax Act, 1956. 
162. soc. 9 ( 1) ibid. 

163. zeo. 14 ibid. 
164. sec. 1!) ibid. 
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or the goodo and thoir sale to tho ultimate consumer. 

The basic neoesaitiea o:l life such as f'ood, medicines, 

matches etc. are generally exem?t• 

4a. fleDem..\ 
The tax base ia the actual turnover ma.de up of 

the actua~ sale or purchase prices of gooas. 'Goods' 

for purposes of this tax means tangible and movonblo 

p1~perty -onJ.¥. The respo~sib1l1ty for the P3Yn.tent 

ot tax rests on the doaJ.er tb.ough the burden may 

ultimately be shifted to the coneumder. 

B •. Qth er _ _!flXe! 

Some of the othor taxes levied by the State 

Govarnmeatsare ' 

1 • L.-ilnd revenue or land tax. 

2. faxes on agricu.lturt.ll. income. 

'· ~xcise dution on alcoholic liquors, opium, 
Indian llcop end other nc.rcotic drugs. 

4. Ta.~es on the conoumption or s~~le ot olec
tr.lcity. 

5. Taxes on vchiclooo 

6. Tacleo on professions, tr;.:.de;:;, callings encl 
employmen to. 

1. Taxes on ontortainmonto. nrnucomonto, betting 
ancl gawblina. 

a. otamp au·~1co on certuin docuncnto. 



The preccdintJ chapters cover both thC minimum 

standards .of customary international la.tt relating 

to foreign private ~nvestment and the ~efial climate 

for such invootmont in India. Whi~e the contrast 

betnccn ,,the tuo is cleur in the respec't:ivo cha:p

tcrs ru~ating to expropiration, rogulatiou and 

tnxa·tion., it is proposed., for the sake of conveni

ence, to recc.pitulatc hare the main pointe and 

also to mal!e .so;ae obaervationa arisina directly 

trom this study. 

On the proteetion of forcl~ invcs~ont, 

which indeed 1.J the purom.ou.n'i: question :.?r~ tile 

point of Vi(HJ ot a foro ian 1aveato:e11 it 1u diffi· 

cult to find norms of customn~y international lou 

around. uhi ch e. consensus tilt.\Y bo oaiC to e2:1at. 

Tho capital ox~ortina countries continuo to 

insist on tho c.xistcnoo o.r a principle in ouato

mery international laa to thoptfoot that oxpropric

t1on of privnto foroian yroperty munt bo aocoapan1cd 

by "promvt, adoquute and ef':ZoctiV"e0 componoo.tion. 

In their vic.m 1 t ia a r1.1le of intcr:J:ltionul lau 

that the compenoation must be equal to tho value 

of tho expropriated property, thnt it should be paid 

t11 thout un:.i.uc delay end in a tranofarublc fom. .Llho 



developing countries, on the other hund, do not 

ncoept the ex1stonce of allf auch ru2e in customar,r 

intemationa~ law. In their view tho only obligation 

on the part of the expropriatina hoot state is to 

pay noppropri~te" conpensat1on ao dett:ll'mined :tn 

a.eoord~ncc ''ith i.ts ottn laNe, regulations and oir

cumata.'"l.ces. Tho ou.ccosaive resolutions of the U.N. 

General Assembly culrninatincr in the G~nrtor of 

Economic .Rigllts and. Duties o.t' States adopt the latter 

viett agai.nst the vehement 01:poaition of the developed 

capital exporting countries. 

\1hilo India has a.~ttays voted :t'or tho latter view, 

its leBislat~on, as well ao state practice in this 

matter have con:f'orlted striotl..v to th.e norms advocated 

b:r the capital exl>Orting countrio3. ,c;v~n after the 

awendmcnt of tho. lndien Constiti.on rcmovin~ tho ri{Jht 

to propt:rty from the it.m:la:nonttol ta~.ts chaptor end 

rclo_;atina it to the ,LJ001tion of .ln ordinary lagol 

ric;!lt, the J.oaialativc ao uoll aa jud!oia.l othoo of 

the eoun·try require~ payment of' fall coopeneation 

in the event ol n1x~iona11so tion oz o.ny bu.o1n3oa acti

vity. In practice, India hao demonstrated oxtromo 

reluctance 1n nationnlining ~oro1~ft ontcr)riooo. uvon 

while nntion1li2inJ Inuian buoino~s in certain soctoro 0 

auch oo tho bank nutional1oation, tho correcpond!ng 

foroi6ft ontorprioeo h::Lve boon left alono. In tho fotr 
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oases where f'oreian enterpriseo have been nntiona.lisod. 

1t ll.a.o nl\1ayo been on payment of fu:rl coc:vensation, 

i.e., comvenoa.tion ;-;:hich can be ca.llod prompt-, adequato 

as uel.l as effective. Even in the uorzt oi: 1'ore1an 

exchan5c crises ~uch compensation hoe been paid 1n the 

currency of the foreign inveotor. 

Ao for repatriation of oapi~a~ and inveotment 

incomes, Inuiau practice has boon liberal to a fault. 

Unli~e most other eo~trion in the developinG world, 

India has nevor plaeccl E'~ny restriction on ouch re

y,a.triat1on, Nllich bas boen f:t,eoly allowed evan. 1ft the 

midst of o. spate of otudiea pointing out that tho 

quantum of outflou has aomtinos turnec1 the net inflou 

of Zoroign C:.:\pi·tul into a ne0ativo figttre. Further 

more the to tel rcLli tt('nco u'In'Oad under di:f:?'ercnt heado 

of incoaes hu.s otten exceeded tltc -t;otal in:-.rnrd ro ... 11-

ttnnces by wey of 03.Vi t!ll inf~ou_. export e::~r.nin~ 

etc. ~n..::.h 

In the !1el .. t of rceulntion and .-JUp'I.·Z'Vi..::ion, thO 

pr1nc1pl.o orl\anciatod in the Loclara·i.ion on tho Ectobl.ioh

mcnt of a .l1ou ln~erna:tione.l 2.-conomio ·Jrder t..:.nd tho 

Charter o£ ~conooic Hie;bts e.nd Datioa ".';o the effect 

tbat the !'oroi..;n investor must ect .::J.ccor"li..."lG to tho 

no.tiona1 J.eus and po.Uc1oo o1' tuo nont countl'.Y't iu n~.>t 



in dispute. Yet the multitu1e ot reaulatory 

controls in force in India tertd to frighten auay tho 

pr! vat a :foreign investor 11ho is getting used more 

and more to uoing bu.aincas on a g~obal basis and 1n 

so doing opt :t'or countries and places \'There there 

is more freedom of action. The regalatory controls 

in lndia are not confined to the initial entry of 

the foreign investor on the Indian ooene but most 

of them, like the Import Trade contro~, Licensing, 

..ZRTP control, Capital Issues etc. are al11ays there. 

Efforts have, n.o doubt, been made in recent years 

to liberalize these controls and also to stream

line the procedures ~ith a vieu to haatenina up tho 

disposal of various types of applications. Yet tho 

prasonce o£ thooe controls and the multit~de of 

authorities administering them oonti.nue to pret3ent 

a nightmare. The daarth of suitable literat\:tre 

g1vin0 concise an~ uptodnte information in an easily 

readable form mukec things worso. ~he Lraquent~ 

changing polici·~o an.:t _:.'1lidcl1nes further add to the 

oontt.tsion. ~he ..:!' .. _ttA ~uidelines a.nd t!1e insistence 

on th..;l l'orciun ohal'O-holJin~ being restricted to 40~, 

aro some of tho provisions uhiah already eeem to 

deoerve another lvok. ~he abundance of official eid 

ia fuat bocooinc a thin~ of tho paot. India hns 

nolt entered tho age of opon borrotr1nt; from the 

Euro-currency market at the prevailins high ro·tes 

of interest. Lo~ equity is no auurantee of red~ced 
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outward remittances in n climate of an almost 

ideological faith in freedom of romittences abroad, 

even in a. situation wh.t:Jrc such freedom is suspected 

to be abuoed by pructicea like tranaferpricing. 

Dilution of equity under the PE1tr~L~ GUidelines has 

also n.t boen necesoarily accompanied by the trans

fer of management control to Indian hands. In. viet1 

o:t all these .factors the only purpoce sorted. b7 the 

U.Jpor limit of 40."t on the foreign share-holding io 

perhaps tor the frigllt~.ning away of the foreiun 

investor. 

In the field of taXation, again, there is a 

genera~ agreeement on th.e principle that the foreign 

investor has to abide by the nat1o:na.l taxation lcnw 

of the host sto.tc. i\b.ie ua.a accepted alao in the 

Declaration on lnternational Lnveatment and ~ult1-

nntionnl ~nterprises adopted by tho J£CV on 21 June 

t976. It is, howov~r, implied in this aeraement 

that nationu1 taxction laws ohould not be hi$dly 

discriminatory or· confiscatory so as to serve as a. 

cloalc: tor expropriatioh. ln India, moat of the 

toxee. direct as uell as indirect taxes, fcqernl as 

uell as st:.to ta)tes- are neutral o.a betueen Indian 

bu.sincos anc~ .forcie;n enterprise::. Ao for .income

tax, uhich of course is the most important, the 

bigllest rate of tSJt ia 7l. 75}.'> in tho caao ot foreign 

companies, as B6ainst 66 •• 125% in the case oz domestic 

companies. ~he mar~inal diZforence ia oore than off-
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set by tb.e fact that ia ttte cas:a of domestic compa

nies the d1V1denda distributed ~ taxed again 1n 

the hands of the shareholders. wore~ver, the incomes 

of non-r~oidenta from· royalty and fees £or technical 

· services aro tanad only at rates renging from 20 to 

40f). 'the Indian tax lal-tS do not, therefore, contain 

any basic diecr1r<lina.:ion against tho foreign 1nveotor. 

On the other hand• the Indian tax laws contain a ~oat 

of conocaoions, many of them opecially deaiened for 

the i'oreign. invaotor, so that the affective tax rate 

generally comes to around 40 i:, a3 against the maximum 

rates .mentioned above. Ne:'l invc:::tment in illdu.otry in 

India c<.ll'l, ill f'a.ct, e;o entirely tax-free. J!h~ problem 

:.fi.th t.be .Inc.tian t~x system is not,. thel""'.fore, one of 

discrimination or hiBh inoiuence; it is a problem 

of hiGhlY complex legislation which is chunoed all 

too often. A oyotem o£ t~ l~uu based on clarity. 

simplicity and stability coulu uurely be more welcome 

to foreign investors as also to the J.ncU.an entel'

prene~L~ themselves. 
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.. ~,......, 

(a) As on 3tst I!Iarch of tho year rnentionod 
except for 1948 tiau.roa t:h1cb. nrE> ao on 
30th June, 1948. 

(b) Tho tuo columns for 1967 represent fi{JU:res 
excludi.ng and t.nolu·ling the ~ffect of 
dev~luutian of th~ rupoe in Jane 1966. 

(c) (i) .Ropreocnt investmento in tho corpo
rato industrial ena co~~orclal 
enterpriGCSt excludinB ~nsurenoe 
and bankinG companies. 

(11)Exclude inveotmonto ft"'m int£rrnational 
.insti tu.tiona. 

(d) .i,:,Xc~utloa vAJ.untion changes uhich toc;etht r 
·ui th tbc exclusion from total investment 
of inveotm<;nta from i.nternt:tt;ioual 1net1-
tutions account for those fiatU"Oe oeina 
not e~ctly ogu:U to the year to yen.r 
chw.n~os in total investments. 

(e) Diroct invo~tmont includeo investment in 
'br:lnchca ot foreign companies a.."ld only 
con·trol.i.ina- equity invosto\Jnt, i.e. equity 
1nv~atment in Ind1nn subsidiaries nnd in 
controlled Inuiun compunieo. 
A controlled Indian company menno o company 
ui th 40,; or moxa oquity cupi tal hold abz-o .. .d 
in any one country or n com .. ~eny tti th 2511 
or L'lOl'Q oqutity capital held by a foreian 
oompalll' or ita nominee. 

(f) Portfol.io invootmcnt 1nclu1co non-contro
lling cq,W.ty invcatrucnt in Indicn coup:~ico 
and creditor cnp1tnl. 
{ CO~·i.PI Ll,;D from : 

(i) ltoserve .t.,;:;.uk oz In:ie, Oarvoy of 

(11) 

(111) 

India's foraie,n liubilitieo c~d 
acsoto, 1955. 
ileaerve JJanit of Indin - lntliu•o 
Forcien U<.\bilitio.o o.nd Acocto. 
196t, Survoy noport. 
nooervo llonlt o ... · Indio. Jallctin, 
Variouo Isr.uoot ~pril 1966, 
Ausust 1969t ,~ .. reb 1971, Ju.J.y 19751 
z;ay 1976, .d~rch 1978). 
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1 o. 

11. 

CU .. SSIPICATI.Oli OF IIIDUSr;-RLHS 

Ams and e..mmu.nition end allied items of defonce 
equipment. 

Atomic energy 

Iron and Steo~ 

Heavy castings and forginr;:;s of iron and steel 
Heuv.v plant and m.:tchinery required for ix•on and 
steel proctuation, tor mining, for much1ns tools 
manufacture and fo~ such other b&eic industries 
aa may be specified by the Central Govarnmcnt 
aeavy eleotrio~l plant 1nelu11ng large hydraulic 
an.d steam turbines 
Coal and lignite 
I1ineral oils 

Mining of iron 01~, wanganese ora. chrome o~. 
BYJ:.laum, su.lphu.r. bold ~nd diamoncl~ ~ 

~lin:i.ng' and. processins copper, lead, zinc, tin, 
molybdenum and wolfram 
Hina:rala apecitied in tho Jollt?!lu.J..o to the Atomic 
Energy (Control of Production and Uoe) Ordor 1 1953. 
;\ire raft 

13~ t.1r t:ranoport 
1 4~ Ra1luay transport 
1 s. Shipbttildins 

1 6. 1)elephones and teltiphone cab leo, telegru.Jh 31ld tlirc
les~ appuratus (excludinc radio reooiving oeta). 

17. Generation and distribution of electricity. 

contd ••• 
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1. All other minerals eltcept "m.:l.nol:' minerals'* as 
defined in ~ect1on 3 of the Minerals Coneeasioh 
.Rul.os 1949 

2. Al tminium and other r:-ton-fer:rou.s metals not incu.u
ded in Schedule A 

~. ~mehine tools 

4• Pe?ro-alloya and tool stee~a 

5. Bnsic and intermediate products required by ehcm1-
ca.l industries auch ua the l'!HUlu.factu.re Qf 'irucs. 
dye-stuffs and plastics 

6. Antibiotics and other essential drLlgS 

rl• Fertilizers 

9 • Carbonisntion of eoal 

1 o. Chemical pulp 

11. Road tran.sport 

1 2. sea transport 

b ....... 
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;(.Pl-x.W:.i.~ .' gt 

1. uatallur&1Cal Industries 
1 ) Ferro alloys 
2) Steel Castings and .fc-rgines 
3) Sp(:cial .steels 
4) .tJon-ferroas metal.o and their alloys 

2. BOilers and steam Generating rlanta 

'j. .Frinle !~OVOl"S (other than .Dlectrical Qenerutorn) 

1) Industrial turbines 
2) Internal CQmbustion engines 

4. ~1eotrical Eq~ipmcnt 

1) Bqu.1pment :for transmission and distribution 
of electric! ty. 

2) tlactrio motors 
') Electrical. turnaoec 
4) ll-ray equ:J.pman.t 
5) hlectronj.c oomponento and equipment. 

5. Transportation 
1) l·.~echun. :L.sed. sailing vosso~s upto 1000 .tlt1P 
2) Sllip ancillarl.a!l 
3) co~cercial vehi~lea 

6. Indu.strial H!lch:i.nG-ry 

7. 1-laohine Toole 

8. Agri ou.l tt.u·a.l !•lachine ry : 
Tractors u.nd l>o-rrer Tillero 

9. I:urthmovine; l·Iaohine ry 

t 0. Inclu.~trial .instru.r.11ents : indicating. recording and 
~culating dev1cea for pressure. temperature, ratos 
of Xlow; woi~lts, levels and t~u like. 

11 ·• Scientific instruments. 

12. Ilitroa~nuua und phoopha~io fertilisers ft.1lli1'18 unrler 
(1) Inor~anic fertilisers unucr '16, Port1l1sers• 1n 
the ~~rot clchedulo to tho lVt:it Jl.ct 1951,. 

Contd •••• 
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13. Chemicals (other than F.'Ortilloera} 

1llnor~Snn:i.c houvy chemicals 
2 Orcanic hebvy chemiocla 
3 l!~ino chemicalo1 including photographic 

ohomicals 
4~ Synthetic reains and plastioo 
S Synthetic rubbers 
6 Han-made fibro:... 
7} Industrial o:plon!voe 
6) Inaecticiies, tun.gicidco, "trced.icidoo, and 

tho llke 
9) Synthetic detor&~nt~ 
10 )~~li.ace.lle.neous cnemiC!.l.l.S (for industriD.l. uae only) 

t5. Pupcr and p~p 1ncluJing pnpor producto 

16. · ttUtomobile tyres nnd tubes 

17. Pl~te git.asa 

( 1) •\Gt'ractor1e£J 
{2} .i!'Urnanc~ ~1ni~ bl .. iaks - uo1dic, bo.sio 

en1 nc'.l.ti"o.l 

19. C~ment J?ro4ucto :-
1 ) Pp land comen t 
2} Asbestos cement 

----·-------------------------------------------
(Al)!>onaix (i) to the lnlustri._l Liaonnina .Po~ioy 
of JGbP~~ry 197~). 



ILLUSTllATlV.L £I S'f 0.t' .WDu.::;:CRIES ldllilJg itO JlOH;~IGN 
COLLABORATIOO, :i!IJiAlJCIAL OR Tr}C.lli-,IvaL I!J 00llSI-
1)t.::U.:..U a.c.c:,.;ssALu. 

1. f.lETA.u.WRGICAL INDU 9'1'IUf;S : 

O:r<:iina.ry castings, Bri~t bars, Stl"Uotu
rals, llelded OI steel pipes & tuboo 

Antimony, Sodium metal, Electrica1 
res1st:mce, Hec.tin,s (nickel £roe alloy), 
Juwminium litho pl~tea 

l,O ~ \' cm::lcrl"< "L• E HUin"~ . f'YI'n • -.;sJ..t.~ :.L·t"'" ~~--~E'!"wi!=. • 

l!olectrio tana, Comruon domestic appliances, 
Coomon types or 11inding t.'lires and strips, 
Iron clad Sl<t1tchea, AC motot·s, Cables and 
Distribution tz·ansormers. 

ueneral purpose transistors & Diodes, Paper, 
f.lica and Variable capacitors, T.V. receivers, 
Tape recorders, ~e~eprintero, P·A· systems, 
Record plcyerolchangors 

4. ,$CI!!.i.!:£1~IO A~IN.qUS~R~A,& I!;!.:-J1RU1·Ib:ilTS; 

.~.;on-specia.liaed types ot valves, meters, 
11eigh.ing macltinery; and mathematical, 
surveying and dra~ing instruments. 

5 • .f£•/H.fSPOH'l:h.iJ9i! t 

Railway 11agons, .dicyc~ea 

~ IlJJ)U SLlo.hL ili,Jdi.L4..:• .!.il : 9. 

llu11<:1ing and Conotru.ct1onal. ma.chinu:cy, 
Oil mi~l mo.c.J.inJry, Convt.nt1ono.l. rico 
mill machinery, suanr maehinory, Teo. 
proceos1nc mr•chinery, General purpose 
machinery. 

~oraed hand tools, General purpose muchino 
tools. 

Contd ••• 
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g,, AGR I CULTU~i:\1:, MA~~iJ' l 

Tractor drawn iaplcmonts, Pot1er tillers. 
1'oodgruin dryers, Ji:grio11lt1.1ro.l implements. 

Single sapcr phosphate, Granalatcd 
:t:ertilizers. 

1 :5.., Q!!¥.t-l):,C.lL~ l 0',\flliR '.t.~4 .. i.lf"hR~.~~IZ~,:Sl 

14.RlmSTtJFJ?S : 

Acetic acid; Acetanilide; ~thyl chlor.de; 
Viscose t'ilo.::cnt Yarn/eta.ple :fibre; 
Helnthion te.chn1cc.l; Sl..tlphu$a of alumina; 
Pota~aium chlorata; .Fatty acid & (Jlycerine; 
.8u.tyl ti t~.nnto; \fa,rfa.rin; Silica ael; 
.i.tindtJ.ne; hndosulfnn; Phantlloate; 
llitrofen; Ethyl ether; ¥1astipeel 

Benzidine; o-Toludine; Carbozolo dioxaeine 
violet gigment; Cadm~um sulphide oranae 

15. ,R~-t,UG§.. t1~~D I'i}Am1.AC~U.~.10AJ.2 ; 

vafleine (nat~al}; phe~l butazono; 
Tol butamide; .Para aoeta..rnol; J?hanacotin; 
Senna extract; Diaao~cn1n; Ulofibrato; 
4-dydroxy cumarine; xenthopotox.ln; Cal• 
cium elueon~te; Choline Chloride; o~ycoryl 
.;aalacoletc; phenylethyl bicuanide hyttro
chloridc; Dcovolamino hydro-bromide; 
l:JiacinaDide; ;Jrthol~J..l.' l bisuan1d e; Col
chicine; Dia.zopom.; f:orbitol f'!'om dextro.:-e 
monohydrate; ~rbcrino hycirochlorido; 
.dulladonne; ~.\cr1f1a.vino; Gal.cium bypoplloa
phito; ChloorJiazepoxi~c. 

Contd••• 



19. RUB&b3 lNDUSfijiE§_I 

Viscose tyro yarn; netal bonded rab~er; latex foa.m; 
1?.Ubber1oad fabrics; .Bicycle 'lyres and ~bos 

20 •. .Tf-:A1.th .. Ra L;Ai'lii:!i, GOODS AND .P!CKhRS: 

Belting-leather; Cot ton & hair finiah.ecl leather; 
i?i.ckers; Pick1nc bo.ndo; Vegetable tanninc axtracts; 
Fat Uqu.ors othor than eyn~hetic. 

21. 2LASO & C'~!W,-UCS 

22 • _Q.C:i;~;~~ & G,YJ! .,fit-} (.RO.UUC.'J,'~ : 

NO~E: Liot ia illustrative and not e~tauotiva. 
Clcri:ficu .. ion of uetaila tri 'thin the 
broQd neudinga is the re3ponoibility 
of Administrative ~inistries, 

'I Jill M •tsl ~ F l_ r -,I 

Uinistry of Industry, (Depart mont of 
Industrial Development), Government 
o:f India, Net'l .uolhi, Proem Hote ilo. 
9 (10)/78-~~-£1 of Jecemocr 26, 
1978. 
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POm:IGN COLLABORA~lOliS m INDIA 

rear (s) 

-----
Upto 19SS 

1959-1969 

1970...1975 

1976 

1977 

1978 

1979 

1980 

i:: .. lfau@ta~:t~ fJO Br!M•!IP 

1Qdugtr:z;. 

Industrial Rach1Acey 
Electrical llquipnont 
Ohemieals 
!;lachine Tools 
1'ransportat1on 
Rotallur(.;1Cal l5qu.1pment 
Others 

Number o~ aarremento 
approved 

265 

2.824 

1,580 

211 

i-_67 

,07 

267 

526 

-~--

Bmbor 
1.318 
1' 182 

940 
623 
560 
521 

'' 169 ---
-----

Oontd ••• 
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Ul'l1 t od Rlngdoo 
Ub1ted S:tateo of Am01"1oa 
Federal Ropublio of Oor.mant 
Japan 

SW1tzorland 
l.',ra.noe 
Italy 
GeJ~"man Damocratic Republic 
St1oden 

11etherlan4 
Others 

lLt!ml't..U 

1,47S 
1,219 
1,103 

sn 
,66 
298 
aoe 
t17 
, 15 
108 

764 ................. , .. 
i'otal •· -----

(Oomp1lod from 

1) 

ii) 

iii) 

1V) 

Indian lnvoetmont Centre, Dou ~olh1• 
fFL4.!f.s tloansY.J!.1.n Gltm .. ao .. SOptobor 

950 
Indian Inveotoont Contre, ~~ \9 
!2g,nliJl~lJo;.·zo~a.o£ tq;t 6/ao, Gr tso,1ao 
and 2 G • 

r11rd.otr:v of Induotey, (uopoi'tClont of 
Intluotrial DovolOJ.Ocnt), Govcmmont o'£ 
Inuio, neu Delhi). 
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1. .Boar, uine and other alcoholic apiri ts 

2. ~abacco and tobacco preparations, ~ch 
as cigars and cheroots, c1aarottes; 
birio. smoking minturea for pipeo an~ 
cigarettes, cheuing tobacco and snuff 

},. Co~etica and toilet propa.rotions 

4. Tooth paste, dental creOJJ, tooth powder 
and aoap 

5. Aerated tmters in the ao.nufecture of 
which blended flavouring conoantratoa 
in any form are used 

6. Confectionery and chocolatea 

7. Gromophoneo, 1ncludina recordplayerst 
and ~ophono records 

a. Omitted 

9. Cinomatoernph films ana projoctors 

10. .Photoaraphic eppe~atuo end aoudo 

11 .. 

to omitted. 
21 

22. Office oach1noo end epparotuo such ae 
typouritera, calculnti~ oaChinoo, 
cueh roaJ.at£Jr1ng me.chilloo, Clloquo 
uriting machiilos, in·~arcon macllinea 
and tolegrintera 

Contd ••• 



1.}1lY~LfU1il?T.Qfl~ 'i'b.o oa,n~oo1on 1ofZ1co oactUnoo • .=:::.... • ;f,A :l.Q~ Q 

ana apparntuo• 1ncludoo nll 
onchinoo and apporatuo uood 1n 
oi'f1coo1 ohopo, tactorioo~ uorl:• 
fJhopo, oaucotionol inot!tuttono, 
rn1luay atations, botols c.nd rootcu• 
ronto for doina o£fico uork, for 
data procoooina and for tronao1-
oa1on and reception ot QOooaaoo 

2'-• St0c1 fumituro1 nhethor mndo pnrtly or 
uholly of otoel· 

24. fi;"'lfov; rrtronG bonca, each aa4 cloect bo:.too 
ana ~trons room dooro 

2$.. .Latex foam oponao nnd polyurotha.ne :tooo 

26. Om1ttof1 

21. Croun corho, o~ other fittinas of cork, 
rubbor, polyethylene or any othor ~ator1al 

2a. P1lfor-proot c~po for pactoG1na or other 
fittin~o of cork. rub~or, polyothylono o~ 
any o~hor catorio.l 
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