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History and Background of the Income Tax Act, 1961

The Income Tax Act, 1961, is the comprehensive statute under which income tax
is levied, collected, and administered in India. It is the cornerstone of direct
taxation in the country, determining how individuals, companies, and other
entities are taxed on their income.
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Pre-Independence Era

I

e 1860: The first income tax law was introduced in India by Sir James Wilson
during British rule. This law was intended to compensate for the losses incurred
by the British government during the Indian Rebellion of 1857.

o 1886: A more structured income tax law was enacted, which laid down clear
rules for tax collection and introduced the concept of a tax slab.

e 1918 and 1922 Acts: The Income Tax Act of 1918 was a more detailed
legislation, and it was further revised in 1922. The 1922 Act established the
framework for tax administration and procedures, which remained in force until
1961.
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LU Post-Independence Developments

* Need for a Comprehensive Law: After India gained independence in 1947, the

i e need for a more modern and comprehensive income tax law was recognized. The
ervice economic scenario was changing rapidly, and there was a need toreflect these

changes in tax legislation.

e 1956-1957: The Government of India appointed the Law Commission to

recommend revisions to the existing tax laws. Based on these recommendations,

a draft bill was prepared.
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Enactment of the Income Tax Act, 1961

|

)

-

LAW « Introduction: The Income Tax Act, 1961, ‘was introduced in Parliament and

S LTI received the President's assent on September 13, 1961. It came into force on
April 1, 1962.

e Structure and Features:

o The Act was designed to cover all aspects of income taxation, including the
determination of income, tax rates, exemptions, deductions, penalties, and the
powers of tax authorities.

o It was divided into several chapters, sections, and schedules to ensure clarity
and comprehensive coverage.

LTI o [t introduced new concepts, such as the differentiation between different

= Services types of income (e.g., salary, house property, business income) and established
clear guidelines for assessing each type.
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Amendments and Revisions

o Continuous Updates: The Income Tax Act, 1961, has been amended numerous
times since its inception. These amendments reflect changes in economic
policies, administrative reforms, and the introduction of new tax provisions.

+ Key Amendments: Significant amendments have been made over the years to
include provisions for new taxes, such as the Fringe Benefit Tax (now abolished),
changes in tax rates, introduction of new deductions, and the incorporation of
international tax treaties.
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Current Status

e Modern Income Tax Law: The Act remains the primary legislation governing
income tax in India. It is periodically updated through the annual Finance Acts,
which are passed during the Union Budget session of Parliament. These updates
ensure that the law remains relevant and reflective of current economic
realities.
: » Digital Evolution: In recent years, there has been a significant push towards
= Banking & digitization, with the introduction of e-filing, online assessment procedures, and
WLLLLLUN other digital tools to make tax compliance easier for taxpayers.

The Income Tax Act, 1961, represents the evolution of income taxation in India
rome e from its rudimentary beginnings in the 19th century to a sophisticated legal
ervice framework capable of addressing the complexities of a modern economy.
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