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STATUTORY RESOLUTION RE: DISAPPROVAL OF TAXATION
LAWS (AMENDMENT) ORDINANCE
AND
TAXATION LAWS (AMENDMENT) BILL,2003 = contd.

Title: Combined discussion on the statutory resolution regarding disapproval of Taxation Laws (Amendment)

Ordinance 2003, moved by Shri Basudeb Acharia on 8" December, 2003 (Resolution negatived); and
consideration of the Taxation Laws (Amendment) Bill, 2003. (Bill passed) .

MR. DEPUTY-SPEAKER: Now, the House will take up item nos. 16 and 17 — Further discussion on the Statutory
Resolution and further consideration of the Taxation Laws (Amendment) Bill, 2003.

The time allotted was two hours and 27 minutes had already been taken. Now, the balance time is one hour and 33
minutes.

Shri Sudarsana Natchiappan.

SHRI E.M. SUDARSANA NATCHIAPPAN (SIVAGANGA): Mr. Deputy-Speaker, Sir, the Taxation Laws (Amendment)
Bill, 2003 has been moved by the hon. Finance Minister further to amend the Income-tax Act, 1961, the Wealth-tax
Act, 1957 and the Expenditure-tax Act, 1987. It is amending certain provisions for the benefit of certain groups of
people. In no way we can appreciate it. This Government is proclaiming itself that it is working for the development
of India but they are just focussing upon the groups of people who are lobbying for certain concessions.

We can very easily find out from the very provision in which certain exemptions were given for ship-breaking. No
doubt we can appreciate the feeling of the hon. Finance Minister when he said that in Gujarat, the industry is
coming up and to compete in the competition of Karachi it is given. We appreciate that but at the same time, you
kindly see how we are dealing with new Section 10 (b) (a) which gives a colour as if it is going to help the people,
especially who are having the industry based upon the forest produce or any other handicrafts. If we read the
Clause, you can very easily find out that the income-tax is deductable from such profits and gains of particular
persons. The persons who are going to benefit are the class of people who are exporting and who are having 90
per cent and above export quality goods. We appreciate it but we would like to know whether the focus of the
Government is upon the entrepreneurs, the focus of the people who are unemployed, who are going for handicrafts
and who are utilising the materials which are available in the remote villages and forests. We would also like to
know whether the income-tax deductions are being given to their production and creativity. We can very easily say
'no’. There is no class which wants to help the people. We know very well that 45 per cent of the software industry
in India is being handled by the people who are entrepreneurs and small scale industry.

Even WIPRO could not compete with them. Such is the competition because the educated unemployed people,
who are skilled, are ready to have their own small-scale industries and they are ready to have the proprietorship.
They want to come up and compete with any industry, whether it is a multi-national company or any such other
company. Is that type of focus given on this amendment? No. The amendment very clearly excludes the people who
are suffering a lot in the villages but they are ready to earn more by way of getting some subsidy or some
concession from the Government of India and the State Governments.

| can very easily explain how they were excluded by putting two clauses on focus. This is clause 3 wherein 10BA of
the Income-tax Act is to be included, that is sub-clause 2, Explanation (e) says, "An industry employs twenty or more
workers during the previous year in the process of manufacture or production.” This gives a leeway for the people
who are employing more than 20 people. That means, the people who are employing 19 people or who are self-
employed or who are having a co-operative or who are employing only five persons or 10 persons, will not get this
deduction.

In the same way, clause 7(d) says: "Export out of India shall not include any transaction by way of sale or otherwise,
in a shop, emporium or any other establishment situated in India, not involving clearance of any customs station as
defined in the Customs Act, 1962." This means even the Gram Udyog Bhavan or the Khadhi Udyog Bhavan, the
small people who are producing the materials but selling them to the foreigners or who want to oblige foreign orders
cannot get it because they are selling in their own shop or in their own emporium. If such is the situation, how are
we going to help the ordinary people who have got the handicraft skill, who have got the artistic mind, and who are
ready to bring new things for the welfare of the country? No doubt, | am not telling that all the income-tax assessees



should be having this concession.

But the wages for the ordinary craftsman are going to be reduced if these clauses are not properly amended. These
clauses give way only to the rich people who are trading by taking all our wood and having the craftsmen skill in
lesser wages. They produce very beautiful things, handicrafts and sculptures which are very much having a good
market in foreign countries. They are going to grab this situation. No doubt, there is a clause which says that if you
are exporting for the purpose of trading, this exemption will not be there. But where are they going to export it? Are
they going to gift it to the entire world? They are going to purchase it. They are going to have it. The buyers are
going to have it just for trading outside the country. When they have gone out of the country, nobody can control it.
But here we are putting a condition that if it is for trading, then this exemption will not be there. At the same time, we
are allowing people who are having industry. In the name of industry, they are catching plenty of people in groups
and they are getting all their skills in their own way. They are taking away all the timbers from the forest. They are
utilising them and getting the profit. They are also getting deduction from income tax. Such is the thing happening.

We can every easily find out this from the tables given in the Bill. They are now amended for the lesser percentage
of tax. Clause 9, Section 206C of the Income-Tax is amended. The table shows that the percentage of tax
exemption in respect of alcoholic liquor for human consumption is going to decrease from 10 to down one. We are
losing nine per cent. In regard to Tendu leaves, it is reduced from 15 per cent to five per cent. Then in case of
timber obtained under a forest lease, it is decreased from 15 per cent to two-and-a-half per cent. In case of timber
obtained by any mode other than under a forest lease, it is coming down to two-and-a-half per cent from five per
cent.

Any other forest produce not being timber or tendu leaves from 15 per cent to two and one-half per cent and scrap
from ten per cent to one per cent. | would like to ask why you have reduced so much for the timber. We are already
having the forest wealth devastated by the local traders. They have already cut the timber, all the woods were
wasted and we are not having the proper rates. So, forest wealth is stolen away. If such is the situation, then why
have you reduced it from 15 per cent to one per cent or two and one-half per cent? With these things, in one way
we are telling that if you are importing certain things, certain timber or any such thing from other countries, you are
not going to get deduction for that particular production. The other countries' wealth can be brought here and other
countries' timber can be brought here, but at the same time, our timber should not go out of the country which is the
wealth of our country. But here, the vice-versa is happening. If a person is utilising foreign timber, then he is not
going to get the deduction from income tax. But, at the same time, if he is utilising the local timber or if he is not at
all using the local timber and if he wants to export the timber for the purpose of any such trading, then they are
allowed and given the concession. This is totally topsy-turvy. It is against the development of the country and also
the wealth of India is going to be totally stolen away by a certain group of people.

| would like to draw the attention of the hon. Minister to the way in which the hon. Minister is thinking to help the
small-scale industries who are now suffering in the hands of this NDA Government. The small-scale industries
already could not compete with others because of the tax and also the exemptions which are given to other
companies. Corporates are getting a lot of financial help and other concessions, but the small-scale industries are
getting less and less focus by the banks especially by our public sector banks. They are not ready to give help to
small-scale industries. You can very easily look at the data to see how financial help is given to small-scale
industries. They are dying, crying for help from the Government of India, but they are not getting any help. So, by
this exemption, again, we are going to put the small-scale industries into the coffin. We are allowing the people who
are exploiting the artists and handicrafts people, who have got the skill, especially the village folks who are doing
these jobs for very minimum wage. They are not going to get the help. But the people who are going to trade
through their skill, they are going to get the profit and they are going to have the deduction even in the income-tax
and other gains. So, when such a thing is happening, | would like to suggest to the hon. Minister to have a new
focus upon this and see that the amendment should be brought forward by the Government so that the small-scale
industries who are employing less then 20 people are also benefited. The proprietors, small entrepreneurs who are
working under the hon. Prime Minister's Rozgar Yojana or through other schemes, should have the deduction as
they have to pay the income-tax. That type of encouragement should be given to each and every family of the
villages. They are worried as to how they are going to live tomorrow. That is the situation now prevailing.

With these few words, | would like to comment upon only two other aspects, that is, regarding the deduction made
in the wealth tax. | know very well that this Government is focussing upon the wealth tax also. They are exempted
from paying the delayed payment and also the income-tax, wealth-tax payments by way of reducing the ratio
percentage from one one-forth to one per cent and, at the same time, they are also having less expenditure tax,
from four per cent to one per cent. These are all in one way appreciable because the people who may not have the
catch with the wind, may be helped by this reduction.

So, to sum up, the Government should have the feeling that when exemptions are given these should be beneficial
for the growth of the industry, for the growth of the individual capacity, for the human resources and not for the



exploitation of the human resources and the skill which was developed by the people of this nation for the past 50
years with their hard work.

With these few words, | would like to conclude.
MR. DEPUTY-SPEAKER : Shri Kirit Somaiya to speak now.

SHRI MADHUSUDAN MISTRY (SABARKANTHA): Sir, please give me one minute. | want to draw your attention to
the appalling conditions of the people who are working in ship-breaking industry in Gujarat. | will be very happy if
the hon. Minister can also draw the attention of different Departments to this aspect. There are Supreme Court
judgements in this regard. The labourers are working in appalling conditions in the ship-breaking industry. The
same is the case of Tendu leaf-pluckers. We have given an exemption to the Tendu leaf-pluckers. The Tendu leaf-
pluckers are in the entire country constituting a large percentage. They have to be helped. ...(Interruptions)
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There was a tendency being developed during the past few years with the industry for parking their surplus funds
with the Income Tax Department.
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refund is generated. During the last six to seven years, since 1996, the refund disbursement is almost 24 per cent
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MR. DEPUTY-SPEAKER: Now, the hon. Finance Minister.
SHRI MADHUSUDAN MISTRY : Sir, please give me just two minutes. | did not get the chance to speak.

MR. DEPUTY-SPEAKER: Shri Madhusudan Mistry, on whatever you had said earlier, | have asked the hon.
Minister to reply on that also.

SHRIMADHUSUDAN MISTRY : Sir, | have to draw his attention to the entire use of forest produce and labourers in the
entire country which constitutes nearly 7.4 millions who are engaged by the cooperataives, by the State
Government and also by the National Forest Development Corporation. The traders of tendu leaf pluckers do not
pay anything. Not only that, they make huge profits at the cost of the State Exchequer. If they are giving permission
to reduce the tax exemption, they must give some benefit to the labourers in the forest development corporations in
the country.

MR. DEPUTY-SPEAKER: Whatever you have spoken has gone on record, and the hon. Minister would be replying
on that also. Let the hon. Minister speak now.

SHRI MADHUSUDAN MISTRY : | am just concluding, Sir.

| also want to submit about the appalling conditions of the ship-breakers, shipping workers. They are living in
appalling conditions in that region. If the traders are given such benefits on the tax exemption, why is this
Government not taking any interest to improve the conditions of these labourers working in the shiping industry in
Gujarat? That is what | just wanted to draw his attention.

THE MINISTER OF FINANCE (SHRI JASWANT SINGH): Mr. Deputy-Speaker, Sir, | am grateful to the hon.
Members for their wise interventions and observations. The principal observation which does not favour the path or
route of Ordinance making is perfectly understandable. The Ordinances are resorted to only as a last option.

Sir, the Budget Session ended in May. Between May and July, on the basis of experience gained, representations
received in every Budget, certain modifications are carried out in the Monsoon Session. In this particular case, we



had a Bill ready. But unfortunately because of various circumstances, in the Monsoon Session, the Bill could not be
presented. Hence, it became necessary to issue the Ordinance.

Sir, a number of hon. Members have spoken about the Nordic Bank.
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Sir, the agreement with the Nordic Bank was signed in 1986 by the then Government. In fact, the Nordic Bank is an
investment bank which gives multilateral finance. It is being step up jointly by the Nordic countries -- Denmark,
Finland, Iceland, Norway and Swden.

An MoU was signed with the Nordic Bank by the then Government in November, 1986 by which the Bank was to
advance long-term project loans to the Indian concerns. On these long-term project loans, because it is a combined
bank of various countries, the interest that is paid to the Nordic Bank by the Indian concerns inadvertently had
remained subject to tax deducted at source.

To correct this situation, we made this correction through an Ordinance because this could not be done in the
Finance Bill of 2003; and to delay it till the Finance Bill of 2004 would needlessly penalise the Nordic Bank which
has a status similar to that of the Asian Development Bank and also to that of the IMF. Neither the Asian
Development Bank nor the IMF — on their loans and interest received - is subject to tax deducted at source.
Therefore, the Nordic Bank was also placed on the same footing through the Ordinance.
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A point on the wood based handicraft industry was raised. | would not go into that particular section. Section 10B
provides for this. The provisions of wood based industry are that if you are to engage in wood based industry then
you have to import wood to save the wood from excessive utilisation in India. A number of handicraft units have
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It is very clear that the ship breaking industry is a high employment generating industry. It is an industry that has
flourished only in Gujarat because of the coastal nature of that industry. | agree that those that are in the ship
breaking industry or perhaps the labour there is not receiving the benefits that ought to be fully provided to them.
That is somewhat of a different concern. The Government is engaged with that. We take on board the concerns of
the hon. Members in that regard.

But so far as the ship breaking companies that have been set up in India are concerned, they are required to pay
usance interest to non-resident shipping owners on the purchase price of ship that is purchased. If a ship is
purchased for breaking, the money is advanced by the owners of those ships and then you have to pay an interest
on that. We wanted to correct this anomaly. Then there were certain decisions which varied. For example, the
decision of the Gujarat High Court is at variance from certain other States which | would not mention. According to
the judgement of the High Court, the interest which was paid without tax deduction at source was disallowed. An
assessment was needed because it led to a very crippling tax demand on the industry as such. That is why, this
clarification in the Ordinance had been issued.
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There was an interesting query from hon. Shri Kirit Somaiya as to why there is so much refund. | think he himself
identified the source and said, it is because of the tax deduction at source. Then the relief is obtained by the
taxpayer at the appeal stage. He has asked as to why not do away with it altogether. The tax paid was being
employed by certain corporate bodies in the Leave Fund in the care of the revenue department which earned the
higher interest. Then it came back to them at the appropriate time. We have corrected that. But TDS is a major tax
collection source and a revenue raising resource. It will not be possible for me to lightly do away with TDS. But we
are in the process of examining every aspect of the taxation regime. No doubt, we will be looking at it afresh during
these days. These were some of the main points.

SHRI MADHUSUDAN MISTRY : Why are we giving exemption to the tendu leaf traders?

st Srada g : dg <fiea & ar & U Far 21 dg ueht &1 e fafy=r ol F fafet ard et €1 W draw | ST gen "rHen €1 Hen uew #
s 21 | wish to assure the hon. Member about this. We are at the stage of formulating what we intend to bring to
Parliament in the month of February. We will examine all such aspects also as we are examining other issues. We
will examine whether we should give exemption to tendu leaf traders, whether we should give exemption on bidi or
not, etc. We will be examining all these aspects afresh.

SHRI E.M. SUDARSANA NATCHIAPPAN : What is the quantum of revenue loss by this particular amendment?

SHRI JASWANT SINGH: | think the revenue loss so far, whether it is tax deduction at source on Nordic Bank or
whether it is usance charge, there is no revenue loss. There is marginal revenue loss in correcting the tax collection
at source which we had, in any case, corrected.

On wood-based handicraft industries, as it is export-oriented, again the revenue loss is marginal. We are not talking
of major revenue losses in any of these measures.

Sir, with these words, | commend the Bill for the consideration of the House.

MR. DEPUTY-SPEAKER: Shri Basudeb Acharia Not present
I shall put the Statutory Resolution to vote.
The question is:

"That this House disapproves of the Taxation Laws (Amendment) Ordinance 2003 (No. 2 of 2003)
promulgated by the President on 8! September, 2003."

The motion was negatived.
MR. DEPUTY-SPEAKER: The question is:
"That the Bill further to amend the Income-Tax Act, 1961, the Wealth-tax Act, 1957 and the Expenditure-

tax Act, 1987, be taken into consideration."

The motion was adopted.

MR. DEPUTY-SPEAKER: The House will now take up clause by clause consideration of the Bill.
The question is:

"That clauses 2 to 23 stand part of the Bill."

The motion was adopted.

Clauses 2 to 23 were added to the Bill.



Clause 1, the Enacting Formula and the Long Title were added to the Bill.
MR. DEPUTY-SPEAKER: The Minister may now move that the Bill be passed.
SHRI JASWANT SINGH: Sir, | beg to move:
"That the Bill be passed.”
MR. DEPUTY-SPEAKER: The question is:
"That the Bill be passed."

The motion was adopted.



