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Tax reforms:

India’s agricultural

Income exemption needs a rejig

We could drop the exemption for corporate claimants and farm earnings above a certain level for the sake of a fairer system
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Industrial Development and former chief
statistician of India.

extweek will see the first budget of
the new government being pre-
sented. Asis traditional for this time,
newspapers and opinion columns
are full of suggestions on what the
j Union Budget should focus on. It
comes atavery interesting time for the govern-
ment. On one hand, there is an ‘embarrassment of
riches,’ with rapid growth in both direct and indi-
rect taxes, high and stable economic growth, and
moderate inflation—all of which suggest that the
economy is in asweet spot with enormous potential
for expansion. Alongside these riches, there are
many signs of simmering discontent, as indicated
by the government's recent electoral performance,
urban middle-class angst over an ‘unfair’ tax bur-
den, and other indicators.

The government has taken a number of steps
over the last ten years to mitigate the burden of
taxes. Take GST, for instance. A Reserve Bank of
India study shows that the effective weighted aver-
age taxrate had fallen 10 11.6% by 2019 from 14.4%
when GST was launched, which was in turn lower
than the ‘revenue neutral rate’ of 15.3% estimated
by the Subramaniam Committee. Similarly, the
2019 cutin corporate tax rates to 25% or less made.

- India competitive vis-a-vis other leading econo-
mies. It s in this background that a demand has
arisen forareduction in personal income tax rates,
This demand, though, stands in conflict with a
significant concern raised over rising in equality in
India. The government, in order to tread a balance
between these concerns, has introduced an alter-
nate income tax regime with limited exemptions
and lower slab rates.

Itisin this context that the blanket exemption
provided to taxes on agricultural income becomes
an issue of concern. The third Tax Administration
Reform Commission Report (2014) noted that
“agriculturalincome of non-agriculturists is being
increasingly used as a conduit to avoid tax and for
laundering funds.”

The principal argument for wh y agricultural
income is exempt from income tax s that such
earningsare covered by the State List underentry
No.46 in the Constitution of India, and thus only
state governments have the authority to enact leg-
islation onits taxation. In addition, it is also pointed
outthat agriculture is a high-risk profession (sub-
Jecttovery high variability in output and prices),
withsmall operational holdings. The National
Sample Survey Situation Assessment of Farmers in
2019 pointed out that over 83% of: agricultural
households possessed less than 1 hectare of land,
with the average holding being 0.5 hectares. Small
landholdings constrain farmers from adopting risk
diversification techniques available to corporate
entities. Itisalso worth noting that the average
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Insofar as these arguments are concerned, we
may note the following. First, the GST experience
has demonstrated that if the Union and state gov-
ernments work together in a spirit of cooperative
federalism, constitutional structures are not an
impediment to reform. Second, a proper tax
regime could address concerns of low income and .
high risks in agriculture through appropriate
thresholds for tax exemption. These, however, will
need tobe evolved through a dialogue with all rele-
vantstakeholders. A more immediate line of

reform which could plugthe
loophole pointed out by the Tax
Administration Reform Com-
mission would be to address the
tax exemption being taken by
non-agricultural establishments
claiminglarge agricultural
‘incomes.

Let usunderstand thisbetter.
In 2019, India’s Comptroller and
Auditor General (CAG), inits
audit of the direct tax depart-
ment, undertook an assessment
of the exemptions claimed for
agricultural income. For the
purposes of this audit, the CAG
examined asample of returns
with agricultural income claims

greater than %5 lakh. A sample of 6,778 cases were
examined by the audit team. The report, whose
detailsareavailable in Report No. 9 0f 2019 (Direct
Taxes), has some interesting observations.
Thereport points outthat 22.5% of the cases
examined pertain to those where exemptions were
allowed without verification of: supporting docu-
ments. There were significant data-entry errors in
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We should restrict companies
from claiming this benefit meant
forfarmersasit'sclear that even

multinational and public sector
enterprises have been lowering
their tax bills on its account,

India should also consider
removing agricuituralincome
above a certain threshold (say,
0 lakhor i crore) fromthe
exempt category. This would
reduce perceptions of inequity.
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showed that 10.7% of the cases relate to registered
companies, which were allowed an income exemp-
tion of nearly 31,1615 crore (which was 45.6% of the
total agricultural income in the sample). Such a
large exemption to corporate entities is particu-
larly problematic given that these entities have also
bengfitted from areduction in corporate tax rates.

- Animmediate step towards eliminating the
country’sagricultural income tax exemption
would be torestrict its use by companies, An article
in Business Standard in 2016 sheds further light,

showing that the companies
claiming exemption for agricul-
turalincome included multina-
tionals and public sector compa-
nies, aswell as firms engaged in
biotechnology and pharmaceu-
tical production.

Inaddition, there are any
number of stories in both news-
papers and social media of emi-
nent personalitiesin diverse
non-agricultural fields claiming
large exemptions on agricultural
income. The public accounts
committee on the CAG report
had recommended that the min-
istry devise methods for scrutiny
of agricultural income above 310

lakh, 350 lakh and %l crore (in ascending brackets),
soasto betteridentify high-risk cases. As an initial
reformist step, we may consider removing agricul-
tural income above a certain threshold (say, 350
lakh or 31 crore) from the exempt category. This
would reduce perceptions of inequity.

These reforms by themselves may enable the
lowering of direct tax rates under the new income



