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Abstract

Electoral bonds, issued in India only in 2018, has already made considerable changes to the situation in political financing. As
a tool meant to maintain clean and qualitative funding in political parties, electoral bonds drew quite some flak for making
political funding less transparent and more corporate-dominated. In the same way, although electoral bonds seek to curb the
effects of black money in the political system and provide tax exemptions under the Income Tax Act, it is highly opaque and
even breeds tax fraud and other vices. This paper discusses the effects of electoral bonds in corporate political contribution,
their role in increasing transparency and impact on democracy. In this paper we consider the tax obligations of electoral bonds,
more specifically, we look at the impact of electoral bonds both to the Party Donor and to the Political Parties and examine the
concept of electoral bonds and the involvement of shell companies in the political financing system of India. In the assessment
of this study, electoral bonds are viewed to limit democratic processes or fulfil their role depending on prior evidence, reports

and case studies.
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Introduction

Campaign and party financing is an important aspect of
politics in today’s world where it provides finance for
campaigns, outreach and for the expression of political
agendas. But it also imposes questions regarding the
corrupting effect of money in the policy-making as well as
in the management of the government 1. In the year of 2018
the electoral bonds were launched by the India government
is a new way to solve the problems regarding the political
financing. This was to allow the parties to be funded by the
donors during polls while at the same time protecting
identity of the donor [,

Donations from business corporations, usually considered
major sources of party funding, have always been linked to
such issues as influence-peddling, corruption and
accommodation arrangements. Electoral bonds have been a
more recent attempt to regulate the political funding in the
country and many expected it to work well Bl This paper
explores the extent to which these electoral bonds have been
effective in achieving their intended goal or have even
worsened issues to do with secrecy and corporate control.

In democracies across the globe, campaign financing
particularly from the business has traditionally been
considered as the shadowy enterprise and the policy makers
bowing more to the demands of their campaign financiers.
Electoral bonds were initiated in India as a system to bring
change in political funding by allowing anonymous
donation to it by the public and companies . The following
section gives a brief understanding of the meaning and
concept of electoral bonds, purpose of issuing these bonds
and aims and objectives of this research paper.

Electoral Bonds: Background and Mechanism

Electoral bonds were proposed in 2017 budget session by
India's Government and introduced in 2018 through
Electoral Bond Scheme. They are bearer bonds purchasable
from SBI branches and can be donated to recognized
political parties B, The key characteristics of electoral
bonds are: It is also important to notice that the donors’
identities do not reveal themselves because the political

parties are not legally bound to report the individuals who
made the contributions. Bonds can be bought in at particular
times only in some cases (they are usually four times a
year). Electoral bonds can be donated to only the political
parties which are registered under section 29A of the
Representation of the People Act, 1951 and which have not
less than 1 per cent of the total votes polled in the latest
general election [,

Electoral bonds make clean political funding through the
banking system less risky for cash donations to be branded
as 'black money'. Transparency and credibility are raised
questions about anonymity of donors [],

Meaning & Objectives of Electoral Bonds

Although Electoral bonds haven’t been defined anywhere in

the Indian law, yet according to various reputed writers and

researchers, the definition of electoral bonds is as follows:

= Vajiram & Ravi: "Introduced by the Finance Bill 2017
and notified on January 29, 2018, electoral bonds are a
form of anonymous donations to political parties.
Electoral bonds can be bought from SBI by the
individual or entity [€1."

= The Hindu: "The electoral bonds will be interesting
free bearer instruments (like Promissory Notes) that
will be on sale to the State Bank of India from a
specified window of 10 days in every quarter in the
fiscal year 1"

» Business Standard: "Electoral bond is akin to a
promissory note — bought by any Indian citisen or
company incorporated in India from select branches of
State Bank of India. This can then be donated to any
eligible political party of choice by the citisen or
corporate [19"

= Ministry of Finance: “Electoral bond shall mean a
bond which shall be a bearer banking instrument and
shall not carry the name of the buyer or payee; but shall
be issued in the nature of Promissory Note [*11.”



On the basis of above-mentioned definitions, we can simply
say that Electoral bond is a sort of promissory note for
political party donations to elections. Secret donations from
groups, companies and individuals to favored parties are
allowed under a 2017 budget that was implemented in 2018.
It was introduced around the time, Traditional practice of
donations from public, businessmen and industrial houses
its creation, to ensure anonymity of the donors much like the
voting process; introduction of Electoral Bonds in 2018,
allows political parties to accept secret donations from
different groups, companies and individuals. This was in
response to the long-standing tradition of the general public,
business men and industrial houses making donations to
political parties. Similar to the secrecy of voting the scheme
ensures donor anonymity.

The stated objectives of electoral bonds include

1. The idea behind this move was that the government
wanted to eradicate the culture of people donating cash
which is usually associated with lots of corruption.

2. When the donations go through the banks, a clear track
of documentation was supposed to be created, hence
providing an opportunity for increased transparency 12,

3. With the electoral bonds, the acts of donating for the
political parties by the corporations were given a proper
channel and were also secured so that they could not be
blackmailed or threatened to withdraw their support.

4. Thus, with the anonymity provision in place, the
formal, traceable electoral bonds were to appeal to
donors, especially corporate ones, instead of having to
turn to informal routes %1,

Research Questions and/or Hypotheses of the Research
Paper
This paper is two-fold: it critically evaluates corporate
political finance through electoral bonds while, on the other
hand, discussing systemic implications of electoral bonds in
relation to tenets of transparency, accountability, and
democratic governance. The paper addresses the key
objectives as follows.
1. An analytical review of the structure and working of
electoral bond scheme and evaluate the impact of
electoral bonds on corporate political contributions
Studying the implications of tax on Electoral bonds.
3. To examine the transparency and accountability
concerns raised by electoral bonds and to provide
policy recommendations for reform.

>

The Electoral Bond Scheme: Structure and Mechanism
The Electoral Bond Scheme, a new financial instrument to
reform political funding, which has been introduced in India
as of 2018, focuses on the formalization of donations rather
than the influence of unaccounted-for money 4. This
section describes the key structural features of the scheme:
design of electoral bonds, the mechanism of purchase,
Know Your Customer (KYC) rules, and the eligibility of
both political parties and donors. The final part reflects on
the goals of the scheme in relation to black money as well as
officializing political contributions.

1. Electoral Bonds: Scheme and Procedure for

Purchase

Electoral bonds are also special types of negotiable
instruments like ‘bearer instruments’ and similar to a

‘promissory note’ which is floated in the market by the State
Bank of India and on its behalf from the Indian government.
These shall be available in the denominations of One
thousand, Ten thousand, One Lakh, Ten thousand, and One
crore rupee. Indian citisens or any Indian incorporated
companies located or formed in India are allowed to buy
these bonds %1, The procedure for purchasing will be dealt
with in the scheme as the purchase mechanism is structured
as follows:

1. They are only available by purchase during the
"subscriptions" that the government announces (always
around election time). That limits the amount of bonds
available and makes the politics of when donations can
be made very focused.

2. It's not like bonds are available in every SBI branch and
the money has to come out of a bank account. That will
be in the form of cheque/demand draft, or even net
banking, i. e. the money will go through the official
banking system.

3. Political parties can purchase these bonds and can get
them back 15 days after they purchase them. And these
bonds get put into the appropriate political parties' bank
accounts if they qualify, and the face value of the bond
is added to the party's account. Anything left over goes
into the Prime Minister's Relief Fund 161,

2. Anonymity and KYC Norms in Electoral Bonds

A very important element characteristic to electoral bonds is

its anonymity; the electoral bonds are anonymous, meant to

ensure the identity of the donor is concealed. However, this
anonymity is dealt with the KYC norms to make sure that
the transactions can be tracked through the normal banking
system. The following aspects govern the anonymity and

KYC framework:

1. Donor Anonymity: The source of the funds is kept
secret from the recipient political party, the public and
from the Election Commission of India. Purchaser’s
data is only with the State Bank of India but is not
disclosed to third parties unless involving legal
requirements of investigations or something like that.

2. KYC Compliance: While implementing the anti-
money laundering norms guidelines, the donors have to
follow the process of KYC on bonds purchase. This
helps to prevent fraudsters from being part of the
scheme because regardless of the identity of those being
taken to court, it will be anonymous to everyone else
including the political party in question 171,

3. Bank Oversight: The State Bank of India is authorised
to conduct KYC of the purchasers together with the
accomplishment of the transaction in conforming with
the RBI normative dispensation

This is addressed by the KYC mechanism that makes the
financial aspect formal Critics however, opine that the
anonymity aspect dampens accountability and openness to
public scrutiny with regards to the possibility of the political
system being influenced by large amounts of anonymous
corporate money €1,



3. Legal Entitlements of the Political parties and
Donors

The rule and regulation regarding eligibility of both political
parties and the donor are an essential component that
defines the use of electoral bond. It also aims at filtering out
any and all illegitimate political personalities and agents as
well as well-wishers who may wish to fund the political
parties.

1. Political Parties

Electoral bonds, used to donate amounts directly to political
parties and thus avoid them showing exactly where the
money actually comes from, can only be paid by registered
political parties under Section 29A of the Representation of
the People Act, 1951. In order to prevent exploitation of the
system, they must have at least received one percent of the
votes in a recent general election [,

2. Donors

Electoral bonds can be bought only by Indian citizens or
Indian companies. It does not accept any contributions from
foreign entities. Some fear that 'black money' could be
funneled to influence elections through Indian registered
companies acting as intermediaries 2%,

4. Objectives of Electoral Bonds

Minimizing Black Money and Legalization of Funds in
Political Party

The main rationale for the launch of the electoral bond
scheme is to minimise the use of black money in the
political fundings and make the political contributions legal.
These objectives were set against the context that political
funding in India has been raising concerns over the years
due to the fact that majority of the funding has been from
the black money sources.

1. Reducing Black Money:

Electoral bonds replace the conventional political funding
processes through which the idea of black money generation
is avoided by assuring the money is channeled through
banks with KYC. It reduces the chances that political
donations are used to launder money [?1,

2. Formalizing Political Contributions

Electoral bonds help legal donation to political parties with
some form of documentation although they remain
anonymous. It’s seen as helping open corporate giving to
formal channels, but critics fear, because they don’t know
who’s getting the funds 22,

However, critics, including the Election Commission of
India and civil society organizations have noted that donors
by virtue of using the electoral bonds will be able to make
corruption free anonymous contributions and ensure that
large corporates are able to use their resources to finances
the political party that they think will favor them.

Corporate Political Contributions: Historical
Background and Present Development
Political contributions by corporate in India have

considerably influenced political system with special focus
on the election system. It is seen that with the passage of
time, there has been shifting of loyalties and hence, various
changes have occurred in the political financing laws and
electoral bonds are one amongst them. This part of the paper
describes the role of corporate money in Indian politics,
changes in legislations regulating the corporate funding, the
effect of electoral bonds, and party-wise concentration of
corporate funds.

1. Corporate Donations in Indian Politics: Description

The contribution made by the corporates to the political
parties has been a part of the Indian political finance system
right from inception. In the past, corporate giving was a
primarily unstructured practice, with political parties
primarily dependent on word-of-mouth networks to secure
funds flow from organizations. In the past when a more
limitative reform of political finance was in place, most of
the contributions were made in cash thus creating issues
with black money and anonymity in funding of politics 231,

Some of main-steps that have defined regulation of

corporate political donations are as follows:

1. Companies were permitted through the Companies Act
which was first passed in 1956 to donate the part of
profits for political parties on the basis of the rule that it
had to be declared to the House. However, the norms of
disclosure were not stringent and hence many
companies did not declare these contributions 24,

2. Amendments were made again in the Companies Act
No.18 of 2013 and they introduced more structure
regarding corporate donations this time putting a cap of
7 percent. Five percent of the net profit per annum
computed for the average net profit for the last three
years. This act also mandated the disclosure of political
contributions in the annual financial reports thus raising
the light shed on such practices.

Still these measures the dependency on corporate funds
along with insufficient monitoring remained an issue in
relation to private funding in politics. Most political parties
were receiving their funding from large businesses and
establishment making them accused of favoring their big
funders, changing policies to favor their campaign
financiers and developing a corrupt nexus with big
businesses 251,

2. Legislation on Political Contributions

The Companies Act Political contributions regulations were
reviewed severally between year 1956 and 2017 with an
impact on companies financing in the electoral process
(political funding).



The following is a concise comparative overview

Year |Companies Act -Provisions Key points
1956 Companies Act, 1956 There were no rules concerning political donations.
In a given fiscal year, companies were allowed to make political donations of either Rs. 25, 000/ —
1960 Companies (Amendment) or 5% of their average net profits whichever amount is higher. Furthermore, companies were
Act, 1960 required to disclose the contributed amount in the P&L a/c of the company and details of the total
amount given including the identity of the recipient whether it is a political party or an individual.
1969 Companies (Amendment) Added a new section that Section 293A banned the donation to political organizations and for
Act 1969 political purposes.
1985 Companies (Amendment) It restored political contributions, section 68(3), but limited to not more than five percent of the
Act 1985 average net profit of the company, which resolution has to be passed by the board of directors.

2013 New Companies Act, 2013

The company may make political donations and this may not be more than 7.5% of their average
net profits annually and has to be recommended through the Board of Directors.
It has to be disclosed in the profit and loss accounts and total amount contributed in it, the name of
the party or individual has to be mentioned.

2017 Finance Act, 2017

The Companies Act has provided specific changes.
BBI was amended to prohibit expending general treasury funds, limitations were placed on the
contribution and the sender has to identify the political party’s name.
As it can be seen, some changes have been introduced that have never been seen before; for
instance, it is now legal for a company that has been making losses to donate to politics.
Electoral Bonds have been introduced.

Source: (R Paul, 2024) [26]

The Companies Act, 2013 was amended in 2017 by the BJP
led Government of India as a part of the political funding
reforms. These amendments intended to liberalise the
corporate donations and were done in conjunction with the
electoral bond system. [¢7]

Makor changes in 2017 amendments include:

1. The 7.5% (In this case, measures such as the 5% cap of
political donations meant that the cash that a business
could give depended on its profits was done away with.
This meant that individuals could contribute as much as
they want to the political party of their choice thus
opening up the flooding of corporate funds into the
system.

2. Before these changes were made, the names of the
political parties that are benefactors of a company’s
largesse magically appeared in the annual reports. The
2017 reforming of the CAC took away this condition
for companies that donated through electoral bonds thus
enabling them to donate anonymities [28,

The wide relaxation of corporate funding in politics has
spurred an increase in the money parties and leaders have to
spend. The change has also alarmed some business as
potential for undue influence on political decision making as
donations are no longer transparent. At the time of writing,
the 2017 amendment to the Companies Act 2013 had paved
the way for corporate giving as it took away such limits, but
it continued banning of companies that are referred to as
‘operating for less than three years’ from giving. Violators
of those rules could be fined and imprisoned. But the
amendments have disrupted the political financing
landscape, granting corporate entities the ability to
contribute more significantly and much less regulated 2,

3. Impact of Electoral Bonds on

Contributions

The modification of electoral bond in 2018 changed the
trends of corporate funding in the political parties
significantly. Thus, the scheme of anonymous donations
effectively eliminated the possibility of controlling the
companies’ funding of certain political parties. The major

Corporate

impacts of electoral bonds on

contributions include:

1. The abolition of donation limits and opening of the
possibility of anonymous corporate donations have
increased the sale of electoral bonds to corporates. It
has concerned how large businesses exert an undue
influence on political parties as seen on public accounts
[30]

2. Electoral bonds scheme that was meant to replace cash
in political funding, but the provision for anonymity
raises questions over transparency. Money flow and
identification of conflicts of interest are impossible
because one doesn't know the source of money from
corporations, say opponents like the Election
Commission of India and civil society propose 1.

3. The electoral bond system has led to concerns over the
lack of regulation, as these can allow corporate houses
to contribute anonymously and enable large corporate
houses to have influence in political parties, thereby

diluting democracy, the Reserve Bank of India has said
[32],

corporate political

Still, the scheme has been justified by the government of
India as a useful step to formalise contributions in elections
and eradicate the phenomenon of black money.

4. Concentration of Corporate Donations Towards
Political Parties

Another major shift in the direction of corporate
contributions in trends which is observed since the launch of
electoral bonds are towards certain political parties. The
Association for Democratic Reforms (ADR) had reported
that bulk of the corporate electoral bonds funds are going to
the ruling party accused of violating the elections by
impacting political equality and fair competition (331,

1. Dominance of the Ruling Party

Electoral bonds, for which Bhartya Janata Party (BJP) got
most, record issues of fears of aiding ruling party and giving
therefore incumbencies an advantage unfairness in elections.
CMS used data from 2018 to 2020 and predicted that 95%
of corporate funding via electoral bonds went to ruling



party. This means that the funneling can create the bias for
the ‘good’ policy decision that favors a single company over
societal good (341,

2. Reduced Funding for Opposition Parties:

On the other hand, the opposition parties have been
Yorkshire reported as having been donated far lesser from
corporate firms. As a consequence, the finance has brought
concerns whether the election has been fairly competed
since those parties without so much money might not be
able to compete in election fairly.

3. Potential for Policy Influence

Another leading issue is the focus of corporate contributions
towards certain political parties may cause policy capture
whereby the large donating corporations may influence
policy making to favor them. The anonymity of the electoral
bond scheme and the lack of reporting mechanism of
corporate donors blur the line between the companies and
government’s machinery and regulatory decisions.

Shell Companies: A Tool for Political Funding

The shell companies include legal entities which are have
been created on paper but do not possess any fundamentals
of any organised business-like having employee or engage
in any respectable commerce. These entities are rather
launched for doing financial operations, for evasion of
taxes, or for possessing property secretly. In the course of
funding political activities and campaigns, more and more
shell companies have been used to launder campaign funds,
or contribute anonymously %,

Meaning of Shell Company: A shell company is a
company which has no real asset, operations, and is usually
used for illegal purposes like money laundering, tax evasion
and more. The term is not defined in the Companies Act of
2013, but the nonfunctional companies are the ones which
are considered to be shell companies. Just like Electoral
bonds Shell Company are also not defined anywhere in
Indian Law but here are some definitions by various
Sources:
=  Market Business News: "A shell company, or shell
corporation, is a business that conducts no business
activity and has only limited assets. Past operations by
some of the shell companies may have been present, but
they dried up because of inevitable mismanagement, or
simply because of an unfavorable market [3¢1."

= Investopedia: "A shell corporation is a business entity
that is simply a corporation, but not a going concern
with active operations or much in the way of tangible
assets. Not all of these types of corporations are illegal,
but they are sometimes used illegally—either as a way
to conceal business ownership from law enforcement or
the public 71"

=  SmartAsset: "A shell company is not necessarily a
company, but a corporate shell through which another
company, person or group performs the actual activity
that the company appears to do or own [381."

= Cambridge Dictionary: "A shell company is a
company defined as a company that does not itself do
or own anything, but does something by proxy, to
protect the doer or owner of the activities — sometimes

(though not always) illegally — from being identified
[39] »

Based on the above statements we can conclude that A shell
company is a business entity where the only real product is
the paper it’s printed on with no real active business
operations or substantial assets. It may have been created for
serious reasons such as holding the assets, or as a makeshift
for financial transactions. But shell companies are
frequently used for concealing business ownership or
shielding illegal business.

While not in themselves illegal, they can be used to launder
money, evade taxes or any number of criminal devices.
Particularly, they are kind of a fagade that camouflages the
real essence of the activities performed by the entity.

1. Shell Companies in Political Funding: Analysts View
Shell companies act as receptionists for political
contributors whereby individuals or companies can
contribute to the political parties in large amounts with
anonymity. Each of these donations can hide the identity of
the donor and the source of the contribution which causes
questions on the use of ill-gotten wealth in funding political
campaigns.

Features that make shell companies attractive for

political funding include:

1. Using shell companies, it is easy to donate and
contribute a specific amount of money to political
parties without necessary declaring the original source
of the money. This helps protect politically connected
persons or firms from light and public condemnation.

2. Since the shell companies have limited or no real
commercial activity, they can be used for such purposes
as money laundering or moving of the funds of the
illegitimate activities into the political system.

3. By routing funds through shell companies, donors can
evade taxes or hide the extent of their political
contributions from regulatory bodies, shareholders, and
the public 1,

2. Legal and Regulatory Lapses in India

India’s electoral bonds scheme and the liberal corporate

donation laws have otherwise provided loopholes for shell

companies. Key regulatory changes have weakened
transparency in corporate donations:

1. 2017 Amendment to the Companies Act: It lifted the
7.5 percent ceiling on corporate funding to political
parties and for companies to get away with three years
of operation before funding. With this said, petroleum
companies can make larger contributions to political
parties by donating to newly formed shell companies.

2. Electoral Bonds and Anonymity: This electoral bond
scheme gives rise to the use of shell companies and
leads to such large donations being left anonymous,
which  means that political election funding
transparency is impacted 11,

3. Risks that Results from Shell Companies in Political
Funding

1. Money Laundering and Corruption

This practice not only elevates the chances of money

laundering but also leads to escalated black money

circulation within the political framework. Shell companies

often operate in offshore jurisdictions or as domestic entities



without transparent ownership structures, making it difficult
to trace the origin of funds 2,

2. External Interference

This also makes them duplicate for foreign entities that wish
to exert some control over politics of the country. In India
regulation tells that no political party shall accept foreign
funding, it means that no foreign company or individuals are
allowed to give money to the political parties. Still, these
regulations might be easily bypassed through shell
companies that would funnel foreign funds through local
shells.

3. Undue Corporate Influence

The problem is that through the anonymous donations made
through shell organizations, the corporations are able to
wield a lot of influence over the political parties and the
policies that they develop, implement and support. This
influence can cause policy capture whereby the officials
serving the public interests are replaced with corporate ones
thus tilting the democratic system 31,

4. Shell Companies in Indian Political Funding

India has also observed many instances where the shell

companies have been found linked with huge political

contributions. For example:

1. In the year 2019 investigative reports have shown that
through the electoral bonds scheme money was
channeled to over 2000 shell companies supporting the
major political parties in India.

2. The Association of Democratic Reforms (ADR) has
cited examples of companies with no experience in
business and those which were formed recently making
hefty contributions and the source of the same is
doubtful 41,

Here is a summary chart of the number of shell companies
struck off by the Ministry of Corporate Affairs from 2018 to
June 2021, categorized by State/Union Territory:

State/UT No. of Struck off Companies
RoC-Ahmedabad 9,243
RoC-Andaman 41
RoC-Bangalore 11,185
RoC-Chandigarh 4,908

RoC-Chennai 11,217
RoC-Chhattisgarh 947
RoC-Coimbatore 2,992

RoC-Cuttack 3,731

RoC-Delhi 45,595
RoC-Ernakulam 9,189
RoC-Goa 597
RoC-Gwalior 4,920
RoC-Himachal Pradesh 858
RoC-Hyderabad 20,488
RoC-Jaipur 9,222
RoC-Jammu 393
RoC-Jharkhand 1,848

RoC-Kanpur 15,803

RoC-Kolkata 15,022

RoC-Mumbai 52,869

RoC-Patna 4,683
RoC-Pondicherry 191

RoC-Pune 5,552

RoC-Shillong 1,256
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RoC-Uttarakhand 555
RoC-Vijayawada 4,918
Total 238223

This shows clearly the distribution of struck-off shell
companies in the different states and union territories of
India (451,

Source: Ministry of Corporate Affairs, 2021

Tax liabilities of electoral bonds

In the 2017 government budget speech, Finance Minister
Arun Jaitley said contributions and donations to political
parties would be eligible for tax deductions. What that
means is that donors get a deduction value against their
taxes and political parties can collect funds without
incurring taxes provided the party files a return. The Income
Tax Act, 1961 provides for deduction to certain domestic
companies or organizations in India under Section 80GGG,
in respect of donations to political parties or electoral trusts
1461, Under section 29 A, Representation of the People Act
1951, Political parties have to register. According to Section
8 of the Companies Act 2013, electoral trust is the one
which accepts donations made voluntarily by firms and
donate to political parties. Hidden money should not be
donated and should be taxed. It makes it transparent
political funding and stops it wastage of funds for any
illegal actions (471, This paper aims at analyzing the taxation
consequences of the electoral bonds and the impact that they
have to the parties donating as well as parties receiving such
contributions.

1. The Legal Framework of Electoral Bonds and Tax
Liabilities

Electoral bonds are regulated by the Electoral Bond

Scheme, 2018 and changes and the existing Income Tax

Act, 1961. A key aspect under the scheme has significance

to understand the tax liability in the following:

1. Electoral bonds may be sold only to known customers
because the transactions would be affected through
formal banking channels with strict KYC norms.

2. Only political parties registered under Section 29A of
the Representation of the People's Act, 1951 and that
had polled at least 1% of the votes in the last general
election are eligible to receive electoral bond donations.

3. The identity of the contributors is not disclosed to the
public as well as the political parties that receive the
contributions though the bank keeps its account.
(Electoral Bonds Scheme, 2018)

2. Tax Treatment for Donors

The Income Tax Act 1961 contain some provisions on tax

exemption on donations to political parties. Specifically, the

following sections are pertinent:

1. Section 80GGB: In this section, it is enabled possible
for every company to claim the political party donations
they have made as a deduction. Electoral bonds
donation is also exempted to the extent of one hundred
percent if the donation is done by a corporate company.

2. Section 80GGC: Section 80GGC is analogous to
Section 80GGB which permits the individual taxpayer
to claim the deduction on the donation given to the

political parties using the electoral bond or otherwise
(48]



Therefore, whereas the candidates and the businessmen,
who can physical their political contributions through
political party, get a proportional tax credit on the respective
political contribution, it is clear that it is allowed and legal
for individuals and corporations to enjoy tax deductions on
their political donations for electoral bonds and any other
lawful means. It is for this reason that tax treatment of these
donations tends to encourage formal political funding while
at the same time ensuring that the same donations do not
violate tax laws [,

3. Tax Liabilities for Political Parties
Electoral bonds are tax free donations to political parties if
those parties meet the qualifications of the Income Tax Act.
That means they must report the funds as exempt income
but don't have to disclose donor names. The exemption
means that political parties must disclose amounts received
from electoral bonds in their financial statement but don’t
have to pay taxes on donations from these bonds [,
4, Issues  Surrounding  Tax Liabilities  and
Transparency
So, although the tax treatment of EBs seems uncomplicated
there is matter of concern on anonymity of donor which
brings subject of transparency and accountability in political
funding into question. The anonymity of electoral bonds’
purchasers translates to the fact that no one can know if, and
how, the tax advantages tied to them are used for money
laundering, or for tax evasion 54,

Transparency and Accountability Concerns

Electoral bonds were issued with an intention of making
transparency in political funding but their usage prompted
various questions as to the lack of anonymity, control over
the policies and missing links of the regulation. Such
problems are undermining democratic accountability and
have resulted in enhanced objection from legal entities,
control and supervisory bodies, and other non-governmental
structures 2,

1. Anonymity in Political Funding: A Double-Edged
Sword

It is a well-known proverb that says every rose has its thorns
and this is very true with the above-mentioned aspect of
globalization which is a double-edged sword. It is believed
that donation without disclosure can be advantageous as
well as disadvantageous and this is one of the attributes of
the electoral bond scheme. On one hand, it gives people and
companies the possibility to fund without worrying about
punitive actions or discrimination from the political side. On
the other hand, this lack of disclosure erodes democracy
since it allows big and unknown donors to fund candidates
or causes with an intent of controlling government change
without being exposed to the public 52,

2. Lack of Disclosure of Donor Identities: Implications
for Democracy
The anonymity donor’s opinion brings about a serious threat
to democracy for it allows for clandestine political financing
through electoral bonds. Lacking transparency contributes to
citizens’ lack of faith in the political process—concerns
about the grip wealthy people or corporations can have on
the control of the world. The lack of legal requirements of
the disclosure of donors makes it difficult to trace the origin
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of the Funds, leaving room to ask about the direction of the
policy, as well as, decisions within political parties 4. non-
disclosure therefore not only reduces democratic purity but
also sets opening through which unlawful funds may be
channeled into the political systems disguised as lawful
contributions.

3. The Impact of Corporate Donations on Policy
Formation

Donations made through electoral bonds put corporates in a
position to determine the kind of policies which are
implemented hence effecting conflict of interest. The
corporations that give anonymously may want certain
policies to be implemented in their favor and this
compromises the overall policy on matters of public interest.
This becomes especially messy when these donations are
not declared, and the electorate is therefore unable to tell
which corporations are funding individuals that can
influence the elected officials %81, Furthermore, this leads to
a situation when big business and business tycoons can
actually ‘purchase’ themselves an influence, thus distorting
the foundations of democratic representation.

4. Criticism of Regulatory Agencies: Concerns of ECI
and RBI

Two most dominant are the Election Commission of India
(ECI) and the Reserve Bank of India (RBI). Even though
ECI has been raising the anonymity of donors as contrary to
ordinary principles of being transparent in electoral funding,
it is still appealing for alteration of laws for improvement on
the statement required about political contributions [,
The introduction of the electoral bonds has invited the
concern of the RBI stating that it will erode the constitution
of banking system which checks the flow of black money
and ILLEGAL FLOW OF FUNDS and such electoral bonds
are going to work as money-laundering tool through
anonymous donation. Each institution has raised concern on
how the policy has been designed, and this shows the danger
of weak or no supervision within the system.

5. Judicial Challenges and Civil Society Opposition to
Electoral Bonds

There is a history of electoral bonds facing legal hurdles and
most recent data the testing of the bond before the Supreme
Court of India. Some civil-society organizations, and legal
activists have also moved the court and filed petitions
against the constitutional validity of the electoral bonds on
the background of non-transparent funding. These include
argument that, the bonds promote corruption, weakens
democratic accountability and erodes the Election
Commission’s regulatory function. Various CSO’s have
objects the electoral bond scheme as beneficial to the large
corporate houses and which hampers transparency and
people’s right to know the companies funding political
parties. They opine that such a scheme puts paid to the
principles of fair and transparent democracy, wherein the
voters should be informed about, who is funding political
campaigns 57,

Political Funding Models: Comparing with America —
United Kingdom — Germany

The similarities and differences of political funding
transparency in other democracies, like the United States,
the United Kingdom, and Germany, examine the various



funding models with the strengths and weaknesses. The
analysis of corporate contributions and disclosure
requirements points to the lessons that could be drawn by
India to enhance the transparency and accountability in its
system of political funding.

United States

Even though the funding of political activities in the U. S is
primarily made from the collection of public and private
funding, it's one of the most transparent systems in the
contemporary world. The campaign finance is regulated by
the Federal Election Commission (FEC), and all the
donations for political candidates must be declared [8],
Individual and corporate contributions together with PACs’
ones are restrained but, following the SC decision in
Citizens United v. FEC, 2010, Super PACs have no limits
for their contribution as long as they avoid close cooperation
with the candidates %, However there are organizations
which operate with non-disclosure of their funders hence the
issue of ‘dark money’ fundraising has been a major point of
concern in the financing of political activities. However,
public disclosure norms make sure that a good number of

political contributions is transparent to the public domain
[60]

United Kingdom

In UK for instance any donation amounting to £7,501 and
above has to be declared and there is declaration of
corporate donations. On the issue of political party funding,
the Electoral Commission monitors the parties’ funding and
keeps and disposing records of the same. (Barr et al., 2024)
Election campaign also has Spending limits that are placed
on the political parties during the election period 4. On the
disclosed model, probably, one of the significant advantages
of the UK model is the regulation of disclosure and, in
particular, reporting of donations and loans on a regular
basis 2. The requirements also make it mandatory for
corporate donors to indicate approvals from shareholders or
boards of the companies thus enhancing on accountability.

Germany

Regarding the financing of political parties, Germany has a
combination of private as well state funding. The German
system also has strict ceiling provisions that affect the
donations especially on anonymous donations whose limit
stands at €500. Contributions in the amount of more than
€10 000 have to be declared in Bundestag and such
information has to be made public ©3. Germany underlines
strict measures against transparency including Severe
reporting requirements for individual and corporate donors.
Furthermore, public funding of political parties depends on
the performance of the party in elections and thus reduce
influence of private players in the political system [64,

Corporate Contributions and Disclosure Requirements
in International Context

United States: There are restrictions to corporate funding to
political parties and candidates in the U. S. in as much as it
is controlled by the FEC, this means that companies cannot
directly donate to candidates. However, they use PACs to
rally their employees and shareholders’ monetary
contributions in a single pool . That should be reported
and they are all disclosed above $200. The Super PACs
have thus given the corporations an opportunity to donate
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indirectly to politics, though most people feel that this is still
unhealthy of approaching politics since the identity of the
givers of the money remains anonymous 61,

United Kingdom: The UK has stringent rules on the
disclosure of corporate contributions most of which are
mandatory. Political contributions have to be disclosed to
the public and companies have to report to its shareholders
about political contributions. There is also an element of
penalties associated with non-compliance to these
regulations which in turn adds to the dimension of
accountability. Further, the corporate contributions are only
allowed in case the corporation is operating within the
United Kingdom ©71,

Germany: The German corporations, however, give more
directed and regulated contributions. It is impossible for
businesses to give their contributions secretly; further, any
gift over a value of € 10,000 has to be declared to the public
register 8. Moreover, it exposes corporations that
contribute to the political parties to reputational risk hence
increasing the chances of increased corporate accountability
in their political contributions.

Policy Recommendations for Reforming Electoral Bonds
and Corporate Donations

In order to mitigate these radical and reasonable fears of
lack of accountability and transparency as well as the undue
power of the business sector in politics, a number of
changes can be introduced to the existing electoral bonds
schemes and corporate donation regime in India . Such
reforms would promote more transparent democracy,
restrain undue influence and strengthen the system of
checks and balances, to provide a better system of political
financing that is more just and equitable [,

1. Enhancing Transparency in Electoral Bonds

A major criticism levelled against the electoral bonds
system is the anonymity of the donor which apparently
encourages expenditure on politicians without audit. To
improve the level of accountability, the following reforms
are recommended:

It should be made mandatory to disclose the amount or
identity of people who donated electoral bonds above a
specific numerical limit like, Say 320 lakh. This would
improve transparency while preserving the confidentiality of
smaller bondholders [, Political parties should be
compelled to furnish the information regarding the electoral
bond donations received by them instead of waiting until the
end of the financial year, or quarterly at specific intervals
like e.g. of 3 months once, or may be annually for one
calendar year and so on. This will help in wider verification
and decrease the time-staggering between the donation and
public exposure /2. There could be established a central
depository through the Election Commission for all the
information relating to political donations exceeding certain
sum [731,

2. Restoring Restrictions on Political Contributions

The Indian government scrapped the corporate income
ceiling limits in 2017, and political parties can now receive
any amount of donations from any source of commerce. The
re-institution of corporate income ceiling limits would halt
the rampant corporate oligopoly in the political process. As



such, a reasonable cap on corporate donations should be
reintroduced whereby large corporate forces will not be able
to have disproportionate and altering factors over political
parties and the political policies. For instance, reinstating a
cap of 7.5% on average net profits of a three-year period for
such donations 7. The use of false companies or dormant
companies or recently created companies that do not have
much of a business operation shall not be allowed to make
donations of this nature as they are used to conceal wads of
money.

3. Making Corporate Donors’ Information Available
to the Public
Preferably, the compulsory reporting of political
contributions made by corporations will eliminate these
omission problems by placing buffers for respect of
corporative censure [,
There should be a mechanism that obliges shareholders to
approve donations by shareholders upon collection of a
certain figure of corporate donations, as done in the United
Kingdom [l This is to avoid commercial sponsors of
political ~ activities encroaching interests of other
stakeholders in the companies.
All corporate donations to political parties should be
publicly available on both the donor company's website and
the Election Commission's website. This would ensure
greater transparency and help the public and media track
corporate influence on political parties 71,

4. Strengthening Independent Oversight Mechanisms
The intended changes in political funding cannot be
effective without having strong and independent supervisory
bodies in place. There ought to be more stringent measures
regarding the political donations and political expenditure
by parties, download the Election Commission of India and
make it answerable for the reporting requirements. External
audits and immediate attention to scenarios like these could
increase accountability. Greater interaction can take place
between regulatory agencies like the Election Commission,
the RBI and the Ministry of Company Affairs to prevent
misuse of political funding purposes especially from big
business contribution. The politicians or companies failing
to comply with transparency and limits on donations should
be heavily penalised. This would create an environment
where compliance with the rules regarding transparency is
welcome 78],

5. Reconsidering Anonymity: Balancing Privacy and
Public Accountability
There are hot debates on the topic of anonymity and
electoral bonds because of the politics surrounding such
bonds. Donors would be free from fear of threats from their
political actors but loss of public confidence in democracy
will create an unwanted situation. Key is to strike that
balance. The privacy of small-scale donors (in this case
those donating under X1 lakh) shall remain intact and
prevent any activities of victimization or intimidation.
Identity of donors in case of high-value donations should be
available, where many factors including privacy of the
donors, and the need of people to know about such
donations are considered. Funds or other resources should
be established to safeguard whistleblowers who may engage
in the unethical use of corporate or political donations and
report such activity. it is important to protect such people in
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order to hold to account to address the problem of
corruption in society. In this way, anonymity and
accountability can be reconciled by using charitable trusts or
other credible entities to disentangle the donor from the
political party donation. This provides an additional
accountability while protecting the identity of the donor.

Conclusion

The instruments of electoral bonds, adopted with the
intention of improving the quality of political funding, has
begun to fill new challenges on the questions of
transparency of corporate funding of political activities.
However, unlike the American model, they have done it
successfully while allowing donors to be anonymous and
having no prohibiting corporate contributions [®l. Electoral
bonds in India are untransparent, can easily lead to
corruption and corporate control of the political system. As
buyer, they offer tax benefits, but needs to be reformed on
the basis of misuse for corporate interests. Electoral bonds
have to be taken up to prevent the use of the same for
undisclosed political financing so that it doesn't hurt
democracy in the country, and the Companies Act 2013 has
to be updated for this.

Electoral Bonds allowed individuals and companies the
opportunity to secret donate at election time without
revealing their identity. Donors contribute to parties without
being identified through these bonds purchased from the
State Bank of India. In court, petitioners claimed that
anonymous donations did not inspire trust in the
transparency of the donation process, and challenged this
practice. Privacy concerns and the risk of biasing donors in
opposition to those are cited as reasons by the government
to promise secrecy regarding donors. But the Supreme Court
struck down keeping donor identities secret as
unconstitutional insofar as it violates the right to
information. Accordingly, the State Bank of India has been
directed to stop issuing electoral bonds immediately, and the
Election Commission has been asked to disclose purchases
of electoral bonds from April 12, 2019 onwards. The reason
for this decision was to improve transparency of political
party funding and accountability of electoral process.

The government of this country should make a common
friend disclose all genuine help, loan, or donation received
in this country. But in elections, political parties want to
keep the identities of all their donors secret, so they prefer to
collect the money under one name instead. Without
transparency, your most prominent leaders can have large
rallies, spend heavily on campaign expenses, and travel
around in private planes — but without providing a clear
source of funding. These activities are usually financed by
public donations, industrialists, and large corporations.
However, financial support necessary for campaigns is
significant despite all this and the public generally doesn't
realise the amount of such funds spent for rallies, vehicles
costs, workers payments, and other campaign expenditures.
Divisions among parties raises questions about how much
money influences the flow of politics, and why people make
political donations. The government of India has tried to
bring electoral bonds to replace cash funding of political
parties in a bid to discourage black money funding of
elections and increase transparency. However, several issues
have been raised concerning anonymity of donors, increased
vibrancy of corporates, and weak regulation.



1. Summary of Key Findings

1. Though electoral bonds facilitate legal and clean
banking, their feature disadvantageously shields the
donors including the corporate houses. Such anonymity
is capable of hiding large funds flow, preventing public
supervising and may have certain opportunities for
corrupting [,

2. The scrapping of limits on corporate funding of parties
in addition to donors being able to donate by
purchasing bonds that shield their identity has made
large companies influence political parties. The failure
to require disclosure in relation to electoral bond
donation is also a major blow to democratic
accountability 11,

3. A comparison with other established democracies like
USA, UK and Germany shows that Indian political
funding system is not adequately transparent or
regulated. They include provisions containing limits on
donations, compulsory reporting, and vigorous
regulation of political finance 82,

4. Different entities such as the Election Commission of
India (ECI) and the Reserve Bank of India (RBI) have
expressed doubt over the possibility of electoral bonds
being used to funding without revealment. Political
contributor opposition and decision interpretation
demonstrate the costs of diffuse and unlimited money
imports into the political system and its lack of
transparency [,

2. Inferences for Indian Democracy

The lack of transparency and accountability in political
donations, as facilitated by the electoral bonds scheme,
poses several risks to the integrity of Indian democracy:

By granting such large donors concealed anonymity, the
political transparency of campaigns becomes a concern;
people might lose faith in politicians independent of
adequate representation. Since the identity of an individual
who funds these parties could easily influence policy
making, voters have a right to know who their money
belongs to 4],

Unfortunately, this means that political donations by large
corporations are expected to distort the political system by
creating an unlevel political playing field. Small political
parties are especially losing out because they cannot reap
from the resources that some of the big corporate houses can
offer, thus limiting the freedom of elective Forums in India
[85]

Corruption is again possible due to no checks or
transparency about large donations through electoral bonds.
To avoid such influence, and in light of the fact that policy
formulation is a tool for serving the public good or interest,
corporations or individuals who seek to make large
anonymous contributions may be inclined to seek a
favorable policy status [©61,

The ECI and other regulatory bodies are responsible for
supervision and regulation of free and fair elections, but in
the wake of electoral bond scheme these bodies have lost

their control over feeble and unidentified political donations
[87],

3. Electoral Bonds in India and its Reforms Concerns
about the Future

Electoral bonds are in the future of political funding and

electoral funding in India, depending on how many reforms
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can tackle the existing problems like opaqueness. Measures
which can be taken could be requiring certain quantity that
is given to be disclosed, limiting the amount given by
certain organizations, and ensuring that all donations are
made public. These steps would help in increasing public
trust to prevent undue influence on the same population (28,
A more coherent approach to expanding the legal tools for
oversight and enforcement available to, for example, the
Election Commission of India and similar regulative bodies
is perhaps most urgently required to monitor political party
funding compliance. This means that there would be
periodic assessments on the periodic reports and stiff action
against any culprit on failing to conform to the said reports
181, There should be a healthy debate in the public domain
about the use of electoral bonds and political funding to
elicit change. Independent human rights organizations, and
the judiciary could also participate in the fight for increase
transparency and fairness in political financing %, India can
look towards fully state funded organizations or partially
funded with state support and the rest being subsidised by
general donation. These models, as illustrated by the case of
Germany, minimise the impact of big businesses in
financing political parties and guarantee parties of equal
opportunities for funding 2. The further course for India as
to political funding reforms implies the consideration of
donor anonymity coupled with the significant tenet of
openness in the political process. Looking at other
successful democracies and following the recommendations
of regulatory bodies and civil society India can develop a
less opaque system of political funding 21,
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