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Page 13^, col. 2 ( i )  line; 2 7 , omit " f a i l ”
( i i )  lin e  22 from bottom,

for ’’lead” read "plead”
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Page 183 , col. 1r( i )  lin e  9 from bottom
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( i i)  1 1 ;:c 11 fr ju bottom,"'. 
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Pai?e 2 1 8 , col. 1 , lin e  9 , for "tb a t" re^d "tiigji"
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Pa?e226,
Page 236 ,
Page 2*4-1, x -
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Page 2 7 2 , col. 2 . omit lin es 1 -̂ 2 .
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Page 2 8 7 . col. 2 lin e  15 from bottom, 
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Page 290 , col. 1 , lin e  17,. for "comments” read"commmda"
Page 291 col. 1, lin e  22 from bottom,

for "Hindustan" read "Hinduism"
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read "prevailing"
Page 31^, col. 1 , lin e  (22 from bottom, 
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Page 323, col. 1, lin e  7 from'bottom, 
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Page 335. col. 2 la s t  lin e , 

for "sation " read "stan”

: i i  :
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Page 2 , lin e  1 , for '’Secretary" read "Secretariat"
Page 5, col. 1 , lin e  2b,  foy "one" read "me"
Page 6 , col. 1 , lin e  3 from 'bottom,

for "resported" read "resorted"
Page 7, co l. 1 .  for T i n e  2  from bottom,

read "Jyotirmoy Bosu vho said about invest - "
Page 1 3 ,  col. 1 ,  ( i )  l i n e  2 2 ,  for "ch ristian s"

read "ch a rities "
( i i )  lin e  2 3 , delete "charges"

Page 18 , col. 1 , lin e  5 , for ^ y "  read "may"
Page 3?, col; 1 , lin e  15, fo r  "mush remenber"

rend "must remember"
Page 38, col. 1, lin e  6 , for "inforcation"

read "information"
Page 70, col. 2 , lire 18 from bottom, 

for "Accounts" read "Accountants"
Page 7*f, col. 1 . for lin es 13-15, read

should not be allowed to invest evai a 
single rupee, into any of your own trustfs 
concerns or relations or"

Page 75, col. 1 , lin e  19 , fo r "Rs. 200" read "Rs. 2qoo"
Page 7 6 , col. 1, lin e  12, for"miner" read "minor"
Page 8 1 , ( i )  col. 1 , lin e  8 for "incluable"

read "includable"
( 1 1 ) col. 2 lin e  13 from bottom

for "aocured" read, "accrued"
Page 9 1 , col. 1 , lin e  8 , for "Shri Ehagat*

read "Shri Biagwat"
Page 9 2 , col. 1 , lin e  22 , "deafting" read "defeating"
Page 93* col, 1 , lin e  2 . for "Sevise" read "Service"
Page 104, ( i )  for lin e  2 8 , read

"IV . Tajnil Nadu State Income-tax 
Employees’ Association, Madras."

( i i )  col. 2 , omit lin e s  18-19 from bottonv 
Page106, col. 1 , 1 ine 2q for "bickeding"

’ read "bickerin g"
Page 113 , lin e  8 , from bottom,

for "Shri b.D. Panda" read "Shri B.D. Pgjide”
Page 1 li+, col. 1 , lin e  2 9 , "b ive" read "g ive"
Page 127 , col. 1, lin e  18 from bottom,

for "purocess" read "process"
Page 132, col. 2, lin e  22 from bottom, 

for "be read" read "one reads"
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9-I-I974

♦Contains only the list of witnesses included In this volume. For other 
witnesses, see volume I.
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2. Shri B. B. Iain.
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RECORD OF EVIDENCE TENDERED BEFORE THE SELECT COMMITTEE 
ON THE TAXATION LAWS (AMENDMENT) BILL, 1973.

Wednesday, the 9th January, 1974 from 10.00 to 13.50 hours in Committee 
Room, Old Legislators’ Hostel, Madras.

PRESENT 

Shri N. K. P. Salve—Chairman

M em bers

2. Shri Chhatrapati Ambesh
3. Shri Bhagwat Jha Azad (
4. Shri Dharnidhar Basumatari ;
5. Shri Jyotirmoy Bosu
6. Shri Tridib Chaudhuri
7. Shri K. R. Ganesh :
8. Shrimati Sheila Kaul
9. Shri P. G. Mavalankar ,

10. Shri R. Balakrishna Pillai '
11. Shri Bhola Raut
12. Shri Vasant Sathe
13. Shri Era Sezhiyan
14. Shri Satyendra Karayan Sinha !
15. Shri C. M. Stephen
16. Shri R. V. Swaminathan |
17. Shri V. Tulsiram

Legislative Counsel

1. Shri K. K. Sundaram— Secretary.
2. Shri S. Harihara Iyer-Joint Secretary and Legislative Counsel.

Representatives of the Ministry of Finance (Department of Revenue
and Insurance)

1. Shri R. D. Shah—Chairman, CBDT.
2. Shri S. Narayan—Joint Secretaiy.
3. Shri S. I. Tripathi—Deputy Secretary.
4. Shri G. S. Sampath—Commissioner of Income-tax, Madras.
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S e c r e ta ty

Shri H. G. Paranjpe—Deputy Secretary.

W it n e s s e s  E x a m i n e d

I. Government of Andhra Pradeshp Hyderabad.

Spokesmen:

1. Shri C. B. Krishnaswamy Bao Sahib—Secretary to the Chief Minister.
2. Shri P. L. Sivaram—Commissioner, Endowments.
3. Shri V. Sundaresan—Secretary.
4. Shri S. V. Subramaniyam—Executive Officer, Tirumala Tirupatfc

Devasthanam.
5. Shri A. V. Surya Rao, P. A. to Commissioner for Endowments.
6. Shri R. Sankaran, Accounting Consultant, Tirumalai Tirupathi

Devasthanam.

II. Consultative Committee of City Chambers of Commerce, Madras. ,

Spokesmen:

1. Shri S. Narayanaswamy—M .L.C.
2. Sliri P. Brahmayya
3. Shri N. C. Krishnan
4. Sihri C. S. Vidyasankaran
5. Shri R. N. Ratnam
6. Shri D. Shriniwasan.

III. Sri Aurobindo Society, Pondicherry. f  

Spokesmen:

Shri Arunendra Nath Tagore.

IV. Madras State Income-tax Practitioners Association, Madras.

Spokesmen:

1. Shri V. N. Padmanabhan
2. Shri S. R. Gopalan
3. Shri M. S. Rangiah



I. Government of Andhra Pradesh, Hyderabad.

Spokesmen:

(1) Shri C. R. Krishnaswamy Rao Sahib, Secretary to Chief Minister.
(2) Shri V. Sundaresan, Revenue Secretary.
(3) Shri P. L. Sivaram, Commissioner for Endowments.
(4) Shri S. V. Subramaniyam, Executive Officer, Tirumalai Tirupathi Deva-

sthanam. .
(5) Shri A. V. Surya Rao, Personal Assistant to the Commissioner, Endow­

ments Department.
(6) Shri B. Sankaran, Accounting Consultant, Tirumalai Tirupathi Deva- 

sthanam.
(The witnesses were called in and they took their seats)

MR. CHAIRMAN: Before you begin 
evidence, it is necessary for me to 
invite your attention to Direction 58 
of the Directions by the Speaker of 
Lok Sabha. Your evidence shall be 
treated as public and is liable to be 
published, unless you specifically 
desire that all or any part of the 
evidence given by you is to be treated 
as confidential. Even though you 
might deaire 'that the evidence be 
treated as confidential such evidence 
is liable to be made available to the 
Members of Parliament.

Now you may begin your evidence.
SHRI C. R. KRISHNASWAMY RAO 

SAHIB: Sir, on behalf of the Gov­
ernment of Andhra Pradesh, a sub­
mission has been made to this Com­
mittee on the applicability of the 
Income-tax Act and the entire pro­
visions of the Bill, which is now 
before this Committee, relating to 
religious and charitable trusts. We 
have set out our views in extenso in 
the memorandum. While not wishing 
to repeat every point that has been 
made therein, I will, if so permitted, 
highlight very important submissions 
already made.

Broadly speaking we have taken 
the view that the primary object of 
the tax law in its application to reli­
gious and charitable trusts has not

been to add to the revenue resources 
of the Nation through taxing the 
category of juridical persons for the 
purpose of augmenting the State 
revenues but are primarily devised to 
ensure that the existence of such 
institutions is not abused for the pur­
pose of evasion or avoidance of taxes 
which would otherwise legitimately 
accrue to the State. The observa­
tions of the Wanchoo Committee and 
the principles of the Acts which* 
have been amended during the last 
two or three years by various Finance 
Acts and provisions of this Bill also 
lend credence to that supposition. On 
that basis the State Government have' 
felt that this broad objective is some­
thing with which they are in entire 
agreement. They would not like to 
enter into any kind of caveat so far 
as the objective is concerned. The 
State Government have felt that to the 
extent regulatory legislation already 
exists in certain places for ensuring 
fulfilment of these objectives, there 
would be no need to take recourse to 
the taxation laws or procedures pres­
cribed thereon for achieving the same 
object. If I may say so the recommen­
dations of the Wanchoo Committee 
were based against the background of 
non-existence of ordinary regulatory 
legislation in respect of public, reli­
gious and charitable trusts in this-
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•country. Had there been no such 
regulatory legislation at all, and this 
piece of legislation made applicable 
to all States in India, that would have 
been wholly different. But already 
some States have regulatory legisla­
tion in respect of religious and charit­
able trusts. The position varies from 
State to State. Some State3 have a 
-higher degree of supervision and con­
trol over these institutions. They 
are to be covered by some kind of 
action through civil courts in case 
there are malpractices. So far as 
Andhra Pradesh is concerned, public 
religious and charitable institutions 

cthere are goverened by Wakfs Act in 
case of Muslim institutions and by a 
separate legislation in respect of 
Hindu religious and also charitable 
institutions other than Wakfs. That 
law has been there for several years. 
We in our memorandum have pointed 
-out the amount of supervision and 
amount of intervention by the State 
*over these institutions. That will be 
evident in the different sections of 
our enactment. It is not a control 
exercised only at the time of com­
plaint or when some amount of mal­
practice i's expected. But there is 

^continuous control over the functions 
of the institutions. In the field of 
management we have provisions 
which permits the State Government 
and gives it absolute discretion to 
appoint Managing Committee in all 
these classes of institutions. We are 
aware that some of the trusts might 
have provided for nomination of man­
aging trustees. But notwithstanding 

•all that it is open to Government in 
order to avoid malpractices to appoint 
their own nominees. That is so far 
as general management of trusts is 
concerned.

MR. CHAIRMAN: It is not confined 
"to supervision. You take authority
to manage also. Is that power ab­
solute?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Yes. It is not a ques­
tion of removing trustee. We have 
■provisions for appointment of trustees.

Take Tirumalai Tirupathi Deyastha- 
nam. It is totally under us. The 
composition of managing body is 
dictated by the law of legislature. 
The entire management is with Gov­
ernment nominated nominees.

MR. CHAIRMAN: Perhaps Wanchoo 
Committee might not have been ap­
prised of the law of Andhra Pradesh 
relating to control and management 
of charitable institutions. That is 
what you are pointing out. Kindly 
let us know what provisions of 
Wanchoo Report you object?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Take their observation
in pagfc 84 of their report which says: 
—“We consider there is a strong case 
for having an all-India legislation for 
the purpose of controlling and regu­
lating the working of various public 
charitable and religious trusts in 
India.” This observation is made 
against the background of the infor­
mation they have received pointing 
out that the law and procedures relat. 
ing to the control of public trusts 
vary from State to State.

MR. CHAIRMAN: See what the
Committee has said in the same page 
84. They say:—

“From the replies received, we 
found that the law and procedures 
relating to the control of public 
trusts vary from State to State. In 
States like Andhra Pradesh, Bihar 
Gujarat and Maharashtra, all public 
trusts are required to be registered 
whereas in States like Kerala and 
Tamil Nadu there is no such proce­
dure. In Rajasthan, however, 
certain public trusts having their 
assets or income beyond a certain 
limit are required to be registered. 
There is no uniform procedure 
either in these States, as regards 
scrutiny of accounts of these 
trusts. What is most surprising is 
that no data was generally avail­
able regarding the number of cases 
where trust property was found to 
have been used for purposes not 
germane to the objects of the trust.*
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SHRI C. R, KRISHNASWAMY 

RAO SAHIB: We have already legis­
lation controlling the affaire of reli­
gious and charitable trusts. It is 
working for so many years.

MR. CHAIRMAN: Let us not talk at 
cross purposes. Let ua know your 
suggestions.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: There is the other 
recommendation that the number of 
life trustees in any public trust should 
not exceed 25 per cent of the total 
strength of its trustees. This recom­
mendation of the Wanchoo Committee 
is not related to the reference we 
have suggested.

MR. CHAIRMAN: Your power is 
absolute.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Yes. Not only to appoint 
trustees but also to appoint Executive 
Officer.

SHRI ERA SEZHIYAN: Let one
know how many trusts are there in 
Andhra Pradesh coming under your 
purview.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Total number publish­
ed under our Act comes to 30,000. We 
make a distinction, those which are 
assessable and those which are not. 
Those below, an income of Rs. 1000 
are not assessable That (i .g . asses­
sable) comes to the extent of roughly 
4200.

SHRI ERA SEZHIYAN: You have 
explained that you control 4200 insti­
tutions. Your own Government con­
trol administrative, financial matters. 
In your State Act, Section 95(1) says: 
“Where at any time it appears to the 
Government that any Board of Trust­
ees has failed to perform its functions 
or has exceeded or abused any of the 
powers conferred upon it by or under 
this Act resulting in material loss or 
loss of prestige to the institution or 
endowment, the Government may 
communicate the particulars thereof 
to the Board of Trustees and if the 
Board of Trustees fails to remedy

such defect, excess, or abuse or to  
give a satisfactory explanation there­
for within such time as the Govern­
ment may fix in this behalf, the Gov­
ernment may dissolve the Board o f  
Trustees.”  In the past 3 years how 
many cases were attracted under 
Section 95 and in how many cases you 
took action?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Action under that pro­
vision of the Act has not been taken 
because in most cases, the malafides 
are in respect of individual trustees 
rather than on the Board of Trustee* 
as a whole. Action has been taken 
to suspend and dismiss individual 
trustees, wherever wrongs have been 
pointed out.

SHRI ERA SEZHIYAN: You stated, 
that there are 30,000 institutions, 
registered with the Government, out 
of which 4200 are really big ones. In 
the past 3 years or 5 years, from what 
you say, does that mean that every­
thing is perfect with these 30,000 
institutions.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: It only means there is 
no difficulty in taking action. What 
I mean to say is, we had no chance 
to dismiss the whole Board of Trus­
tees, but taken action against indivi­
dual trustee members. I will read 
out Section 26, under which Govern­
ment has the power to suspend, re­
move or dismiss a hereditary or non- 
hereditary trustee, if he (a) fails to 
discharge the duties and perform the 
functions of a trustee in accordance 
with the -provisions of this Act or the 
rules made thereunder. In about 
140 cases action has been taken so 
far.

SHRI ERA SEZHIYAN: Are you 
satisfied with the number of cases in 
which action has been taken?

SHRI C. R. KRISHNASWAMY* 
RAO SAHIB: It is only when mal­
practice arises that action has to be 
taken to suspend, remove or dismiss?
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4he trustee. This ia the residuary 
^Section in this Act, when all other 
Sections have failed. If you look at 

*this provision in the background of 
total control, the opportunity for mal­
practice is very very limited. We 
appoint the trustee, in which case, so 
to say, one must assume that State 
does not give room for such trustees 
who commit malfeasance or misfeas­
ance, and where such malpractices 
are brought to our notice, we have 
taken action.

SHRI ERA SEZHIYAN: You want 
4o give us the impression that chances 
o f  taking action are very low.

SHRI JYOTIRMOY BOSU: How 
many allegations of complaints have 
you received against trustees? You 
have given a figure of 140 as having 
'been dealt with.

SHRI C. R. KRISHNASWAMY RAO 
'SAHIB: We do not have the figure.
I can only say, wherever complaints 
have been received, and on verifica­

tion found to be true, we have taken 
action.

SHRI JYOTIRMOY BOSU: It would 
be helpful to the Committee if you say 
how many complaints were received.

MR. CHAIRMAN: You may later 
inform us as to how many complaints 
were received and in how many cases 
action was taken and what sort of 
malpractice was there warranting 
your interference.

SHRI JYOTIRMOY BOSU: I would 
like the witness to refer to the said 
Act Section 67 (2) with regard to uti­
lisation of surplus funds—(2) Nothing 
in sub-section O) shall prevent the 
trustee of a math or a specific endow­
ment attached thereto from utilising 
such suiplus for any other purpose 
consistent with the tenets of the math.

I would like to know in how many 
cases you have resported to this sub­
section during the last 10 years.

!Thent ia how many cases money

from your institutions have been in­
vested in Commercial Houses. I will 
tell you why I am asking for infor­
mation on this point. It came out in 
the press repeatedly that a particular 
big business house with a chain of 
newspapers had been getting money 
from such institutions out of their 
surplus funds. We would like to be 
enlightened on that. How many 
times, you have given money to them 
under the authority of this Sub-Sec­
tion.

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: That sub-section applies only 
to Maths, and, Mathus are special cate­
gories. They are for a particular de­
nomination, viz., Mathus. Maths are 
very much less in our State. The 
correct section of the Act for utilisa­
tion of surplus funds etc. is Section 
67(1).

MR: CHAIRMAN: Is it your know­
ledge that the kind of Trusts that* 
speak-of, under the Act have made 
investments in commercial houses?

SHRI JYOTIRMOY BOSU: Or lend 
money in any other form?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: I would like to draw the 
Committee's attention to the concern­
ed section, i.e. Section 94, which 
reads—“A trustee or an Executive 
Officer or other person who is in -----

SHRI JYOTIRMOY BOSU; Or lent 
money in any other form?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: I would like to draw
the Committee’s attention to Section 94, 
which reads—“A trustee or an Exe­
cutive Officer or other person who is 
in charge of the administration of a 
Charitable or religious institution or 
endowment, shall not lend or borrow 
moneys on behalf of the charitable or 
religious institution or endowment, ex­
cept with the sanction of such autho­
rity, and subject to such conditions, as 
may be prescribed.” If you like I 
will also read the Corresponding 
Rules framed by the Government.
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SHRI JYOTIRMOY BOSU; It says 

that you have the permission.
SHRI C. R. KRISHNASWAMY RAO 

SAHIB: I do not know whether the 
Member of the Committee has In view 
the allegations about that part of the 
T.T. Devasthanam funds invested in 
private concerns or quasi-gGvemment 
concerns.

SHRI BHAGAVAT JHA AZAD; The 
first point to be elicited is, investment 
in State Loans, State Undertakings, 
and the second point is in Religioui 
Institutions etc.

SHRI JYOTIRMOY BOSU. 1 would 
like to make it clear ‘by investment’ 
if you say, ‘participation in equity’, 
that is one thing. I am saying, ‘simple 
lending1 is another thing. Both forms 
should be included.

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: Section 84 specifically refers 
to ‘ lending or borrowing’. I shall give 
the list showing the lending of money 
by T. T. Devasthanams. It is some­
what like this: Government of India 
Loan Rs. 5 lakhs A.P. Government 
Loan Rs. 10 lakhs A.P. Electricity 
Board Rs. 44 lakhs; 12 Years N.S. 
Bonds Rs. 1 lakh. Even where Gov­
ernment bonds like the State Industrial 
Finance Corporation or State Electri­
city Board, they have been asking the 
T.T. Devasthanam to lend part of 
money. Even that is beint? scrutinised 
with greatest care. The assumed 
wishes of the pilgrims who are the con­
tributors of the funds must be held 
in mind, i.e., for public welfare. The 
T.T Devasthanams have lent money 
to Sri Ramaswami Devasthanam, 
Bhadrachalam, which is another big 
devasthanam in our State where pil­
grims flock in large numbers during 
Sri Rama Navami celebrations. The 
loan has been given to make impro­
vements and to put up a stadium. 
Then, there is a small deposit to Co­
operative Stores.

SHRI R. V. SWAMINATHAN: What 
is the answer that your Government 
have to give to my colleague Shri 
Hundi? Yours appears to be a fabu- 
ment or loan to a whain of newspapers.

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: I have made enquiries. No 
such investment has been made. This 
question was raised in the A.P. Legis­
lature also. The Executive Officer of 
the Devasthanams who is here also 
says, n0 funds have been invested in 
that manner.

SHRI ERA SAZHIYAN: What is
the total investment by the T.T. Devas­
thanams?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: It is about Rs. 5 crores.

SHRI ERA SAZHIYAN: You do
not participate in the profit or loss of 
the investments.

MR. CHAIRMAN: Have you made 
over money for temporary use for any 
commercial concern or private party, 
other than what you have mentioned 
just now?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: I do not think there is room 
for slightest suspicion. Even the State 
Electricity Board has approached us 
for more funds. We have not agreed 
to it. The investments in other sec­
tions might even be withdrawn and 
put in to  the State Electricity Board 
Loan was suggested, but, we said *No. 
We do not want our liquidity to go 
below a particular figure. Under such 
circumstances how can Government, 
agree to lending to private firms?

MR. CHAIRMAN: Your primary 
concern is to deploy funds basically 
for the purpose for which the pilgrims 
put money into the Hundi

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: The provisions of Section 67 
of the Act have been correctly follow­
ed.

SHRI R. BALAKRISHNA PILLAI: 
What is the total amount invested out 
of Devasthanam funds?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: Rs. 8 crores including fixed 
deposits.
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MR. CHAIRMAN: What is the 
annual collection?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: Gross revenue is Rs. 6.5 
crores, in a year.

SHRI JYOTIRMOY BOSU: Is there 
any method by which you can find 
information to verify if they are clean 
white mon'ey?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: Receipts of T.T.D. fall under 
a veriety of categories. Even a bus 
ticket we give is a receipt The money, 
a man is paying for ‘laddu’ is a receipt.
I presume your question really relates 
to specific payments made as donation.

SHRI JYOTIRMOY BOSU: Yes, 
by donation of Rs. 5000 etc.

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: There is one category of
donation. We are collecting monies 
as donation for what we term as 
“Seva”. For “Kalyana Utsavan” It 
is Rs. 700 and have it performed. 
About 20 to 25 people perform it every 
day.

SHRI JYOTIRMOY BOSU: Origi­
nally it was Rs. 500 Now 700?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: Yes. The donor’s name is 
mentioned. The man who pays money 
is called “Grahastha” . He sits there for 
a few hours for that ‘darshan’. We 
can’t ask him whether it is clean money 
or otherwise. Then, in addition there 
is the 'Hundi*. That Hundi is a well- 
recognised institution in Tirupathi. 
The money belongs entirely to God. 
There is a receptacle. People go to 
the receptacle and Put the paisa or 
other offerings. Tradition contem­
plates every person to go to the Hundi 
to make their offerings. Tradition pre­
vents anybody from making enquiries 
as to what the person puts in—even 
your neighbour does not know—what 
you are putting. Whether it is a 
device to dispose of large amounts of 
black money or given with a view to 
escape taxation, we can’t And out.

SHRIMATI SHEILA KAUL; While 
you mentioned the loans you have 
given to the State Government? You 
have not mentioned about educational 
institutions.

SHRI C. H. KRISHNASWAMY RAO 
SAHIB: That is separate—investments 
and loans. I was referring to 67(1) 
and 91 of the Act which provides for 
a wide variety of uses of the surplus 
funds—like education, medical relief— 
in the annual Budget, for each item 
provision is made. There is a ‘Kalyani 
Reservoir’ providing water supply to 
the Town. Then, for setting up an air­
strip at Tirupathi—these are the func­
tions. Every year budget is drawn up, 
the surplus is estimated and provision 
is made to other needy emples for 
renovation all over the country. The 
TTD is running a college in Delhi; con­
tribute for a choultry in badrinath 
and in Rishikesh.

SHRI JYOTIRMOY BOSU: Can you 
tell us on an averagfe how many pil­
grims you receive per day and how 
much you get?

MR. CHAIRMAN: I would request 
the Executive Officer to answer these 
questions which I am asking now. 
Tens of thousands of people are putting 
in money, a variety of people. Can 
you tell me how many are visiting the 
Devasthanam every day?

SHRI S. V. SUBRAMANIAM: We
have got a counter installed at the 
temple and record the number of pil­
grims who are having ‘darshan’ Every­
day. On December 1st, nearly 11,000 
people had fdarshan\ Out of this,
10,000 came by bus and footpath; only 
1200 came by car. The collections are: 
Rs. 80,000. Average it works to Rs. 5 
to 7 only even during “Brahmotsa- 
vam\

SHRI JYOTIRMOY BOSU: That is 
the per capita income of our country 
but people like Mr. G. D. Birla. . . .

MR. CHAIRMAN: Let us under­
stand the facts clearly and freely dis­
cuss among ourselves later on. On 
1st December 10,922 people visited and 
collections Rs. 80,000. Do you get this
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in large denominations or small cur­
rency?

SHRI S. V. SUBRAMANI YAM: 
Small coins and one rupee notes alone 
for Rs. 8,800; 20 per cent of one rupee 
and coins alone. Even during ‘Brah- 
motsavam* we had collection of Rs. 16 
lacs totally. 2.2 lakhs of persons had 
‘darshan*. Of them 1.17 lakhs by bus 
and 83,000 by foot.

SHRI BALAKRISHNA P1LLAI: How 
much of hundred-rupee notes?

SHRI S. V. SUBRAMANIYAM: We 
record the 10-rupee note number also.

SHRI BHAGWAT JHA AZAD: 20 
per cent is small coins and one rupee. 
What about the 80 per cent?

MR. CHAIRMAN; With your know­
ledge, roughly how much in 10s. and 
100s.?

SHRI BHAGWAT JHA AZAD: 
Since only 20 per cent is only small 
coins and one rupee, naturally we 
’just want to know what about 80 per 
cent.

SHRI S. V. SUBRAMANI YAM: I
will give you those figures. The prac­
tice for daily counting is in the morn­
ing and afternoon. 4-j-4= 8 hours. We 
count in the presence of officers, pil­
grim-witnesses and Vigilance Officers. 
So far as 100-rupee currency is con­
cerned, the number is also written. 
We have got a prescribed form Ttbo.

MR, CHAIRMAN: Alright. Just
a check. Now, in what denominations 
you are collecting in the Hundis? One 
or two more questions I want to ask 
you. How do you assure of your 
accounting of monies put in the 
Hundi? Yours appears to be a fabu­
lously rich institution in the whole 
country. All the charges put toget­
her—therfeore we would like to know 
a little more minutely.

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: So far as the money that
comes to the Hundi is concerned, the 
Executive Officer was mentioning as 
to tiow it is being counted—cash in 
3031 LS—2

the Hundi. It is done publicly. No 
fraud. When you go there you will 
see the counting. I have got photo­
graphs (exhibited a photo). Ther« 
is a representative of the Devastha- 
nam, Commissioner for Endowments,
2 pilgrim witnesses, representative of 
the Bank. The amount is credited 
into the Bank the same day.

SHRI JYOTIRMOY BOSU: You
have Rs. 600 lakhs average collection 
every year?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: Out of that Rs. 600 lakhs
Hundi collections would toe Rs. 3 to 
3-1/2 crores. Others are other 
receipts. Hundi will be earning a 
lakh of rupees in December—a lean 
month. During summer the crowd 
is very much. The other question is 
about utilisation of the funds. As­
suming that funds are taken custody 
and how it is realised, a budget is 
prepared. In T.T.D., we have a 
Senior Officer of the rank of Collector 
appointed as Executive Officer. Ttie 
budget is scrutinised; accounts are 
audited; we have a system of concur­
rent audit done continuously. So far 
as T.T.D. is concerned, there is 
enough safeguard, statutory as well 
a»3 administrative that the funds are 
utilised for the purpose approved by 
law. I may mention that in view of 
the large increases in the collection the 
complexity and diversity of operations 
increases. We lhave taken steps to 
have an efficient accounting system. 
In T.T.D., we have appointed, on the 
advice of an Officer who is now in 
the Ministry of Finance with regard 
to these matters, we have had an Ac­
counting manual prepared with the 
help of Chief Cost Accounting 
Officer of the Government of 
India. We have had a firm of Char­
tered Accountants. For the imple­
mentation of Manual we have appoint­
ed a Chartered Accountant on our 
staff. We have tried to compute­
rize the accounting operations to the 
maximum degree of control for 
collections etc. There will also be 
a little room for malpractices toere 
and there. It is our endeavour....
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MR. CHAIRMAN: How does this
Bill adversely affect you?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: Under the Law, when it is
amended by this Act, every religious 
institution will have to file a return 
above the taxable limit. It will have 
to get it registered with the Income- 
tax autlhorities. It will have to give 
an indication of the items of receipt 
and spending and all that. Then the 
adjudication process wil start. I will 
give an example. So far as registra­
tion is concerned, we have got already, 
registered with the State Authority. 
Now, we see no reason why there 
should be registration with I.T. De­
partment. It is the State Government 
which approves utilisation of money. 
There is hardly any reason for us to 
be asked about it.

MR. CHAIRMAN: Is it only that
burden of compliance that you are 
worried of?

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: There is a substantial pro­
vision which will land us in difficulty. 
75 per cent you have to spend in a 
single year. The emphasis should 
not be on spending. There may be 
temples like ‘Kumbh Mela’ . But no 
public purpose is served toy insisting 
on spending, i.e., the extent of expen­
diture—a given fraction. What is 
really required is—phasing its own 
expenditure. For the purpose of ex­
penditure, that is the point you are 
liberalising. Our submission is, we 
started our Memorandum by saying 
that our submission really related not 
only to the amendment piece, also 
the existing practice; that when seve­
ral amendments were given effect to, 
it was given effect to by the Finance 
Act. It was taken up as .part of the 
Budget exercises.

SHRI C. R. KRISHNASWAMY RAO 
SAHIB: On the pin-pointed question
whether religious institutions can 
spend On charitable purposes, I would 
like to draw attention to Section 13(1), 
which reads:—

“The Commissioner, a Deputy 
Commissioner, an Asstt. Commis­
sioner and every other person exer­
cising powers or performing func­
tions under this Act shall not inter­
fere with and shall observe the 
forms, usages, ceremonies and prac­
tices appropriate to the religious 
institution or endowment in respect 
of which such powers are exercised 
or functions are performed and in 
the case of a math act in conformity 
with the rules  ̂ practices, usages or 
customs of the math in his dealings 
with the head of the math.”

SHRI BHAGWAT JHA AZAD: The 
provisions under the Andhra Pradesh 
Act, are well set out. As a matter 
of fact, we did not have the T. T. 
Devasthanams in view when we draft­
ed this section in the I.T.Act. The 
Act is for the whole country and if 
we exempt one or punish one or take 
action against others, we will have 
difficulty. The difference is in cases 
where money is being passed on in 
the name of Trusts. State control 
sought to be achieved has been given 
under 5 points in para 5 of your 
State’s -memorandum. I think, you are 
doing all the 5 points meticulously.

The next question I have in mind 
is about expenditure. When the 
pilgrims all over the country contri­
bute the money, I think, you have 
taken the view ‘Why should we 
spend it’ but, why is it that you should 
not spend on welfare? Why you 
spend Rs. 2 crores in one pl**ce or 
Rs. 3 crores in one place. I think, the 
Bill is quite correct when it says 75 
per cent of the income during the year 
should be spent. The impasse should 
be to spend.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: I do not think in a
year the T. T. Devasthanams would 
have spent less than 75 per cent of 
their income. They would have spent 
more than 75 per cent of their income. 
The point is, there may be capital 
works expenditure to be incurred or 
incurred in a particular year. I sub­
mit, that should be a provision to be
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made in the law relating to those 
institutions, and it is not relevant to 
the Income Tax Law-----

SHRI BHAGWAT JHA AZAD: This 
is a point of interpretation. A reli­
gious institution should spend 75 per 
cent of their income during the year 
to qualify for exemption, that diffi­
culty is got over in the case in the 
T.T.D., because, you say that more 
than 75 per cent is spent every year.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: I may gay, for instance,
during disturbed conditions in A.P., 
the daily income fell, but still, the 
staff had to be maintained. The view 
of our State is, our State have a well- 
conceived law, well-administered law 
to look after religious and charitable 
institutions and there is no need to 
provide for a deterrent through the 
Income-Tax Law.

SHRI BHAGWAT JHA AZAD: How 
do you say it is a deterrent provision 
in the Income Tax law? You your­
self say, in A.P., leaving aside T. T. 
Devasthanams, out of 30,000 institu­
tions, only 4,200 are assessable. We 
are making the law for the whole 
country. We have come to know 
of misuse of trust funds in some other 
places. That is why we are putting 
a provision like 75 per cent to be 
spent. T. T. Devasthanam has no 
problem, we understand. In your own 
State, let me know how many institu­
tions have income over Rs. 1 lakh. 
How many have income between 
Rs. 20,000 and Rs. 1 lakh, and how 
many have income with less than 
Rs. 20,000 per year? My question ig 
related to the 29,909 institutions in 
your State.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Temples with income
over Rs. 1 lakh are 10: Temples with 
income Re. 20,000 to Rs. 1 lakh: 180, 
Temples with income less than Rs. 
20,000: 4,000.

Temples below Rs. 1,000 are not 
assessed. Tefmples with income below 
Rs. 1,000 per year are about 24,000. 
Now, what about these trusts? How

are they working? Those will be 
the next questions for me to answer. 
My answer is large majority of these 
are religious institutions. Charitable 
trusts are very very -small in number. 
We have made a suggestion in this 
regard, while making out the view­
point of T. T. Devasthanams.

SHRI BHAGWAT JHA AZAD: For 
T. T. Devasthanams we will keep it 
separate. For others, there is no 
objection, am I right?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: I am sorry. We are
not at all agreeable for this sort of 
discrimination. If that was the view 
of the Committee, my submission in 
that case would be that all religious, 
charitable trusts which are subject to 
superintendence of State fcaw should 
be exempted. You have exempted 
Local authorities, Municipal Councils 
and the like. You do not send the 
Taxman after them.

MR. CHAIRMAN: I will crystallise 
Shri Bhagwat Jha Azad’s two ques­
tions. They are very important, (i) 
Where is the guarantee of avoidance 
of evasions and all sorts of manipula­
tions? Unless there is a law in every 
State analogous to your Law or unless 
there is a Central Law, which Wandhoo 
Commission has referred to, we have 
to take things as they are. You have 
referred to your State Act. It is not 
enough to say that, because A.P., is 
looking after Trusts and dharitable 
institutions well, they will enjoy exe­
mption. The question at large is 
what will happen to all those Trusts 
which are still using this, as a device 
for tax manipulation, (ii) While 
naturally we are sure that one Trust 
like the T. T. Devasthanams are well- 
managed, how about other Trusts? 
Are they subjected to the same effi­
cient management? How can even 
Andhra Pradesh vouchsafe for that?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Taking the second point 
first, keeping out the T.T. Devastha­
nams separate, I would say, we are 
appointing Executive Officers of the 
status of Deputy Commissioners,
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Assistant Commissioners and then 
officers with lower status, depending 
on income of the temple. With regard 
to small temples we have grouped 
them and appointed one Executive 
Officer. The degree of control does 
not vary. It may be, we do not invest 
in such a large establishment, but the 
degree of control is the same.

MR. CHAIRMAN: We are not
going to recommend for Andhra Pra­
desh alone.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: In respect of the first 
question, whether should be a cen­
tral Legislation, my own view is, 
Central Legislation will not be flexible 
to take special problems into account. 
Secondly, even if the feeling is in 
favour of Central Legislation, I do 
not thnik the Central hierarchy of 
administrative control would <be easy. 
The Centre may at best formulate a 
model law, after which there will not 
be any need for Central intervention.

SHRI BHAGWAT JHA AZAD: In
A.P., the witness is saying ,by the 
appointment of Deputy Commissioners 
or Asstt. Commissioners, it is taken 
care of. Other States might claim 
that an individual put in dharge of 
the institution is a reputable man with 
‘Padma Shri* title etc. Therefore, he 
cannot go wrong. Is that an argument 
to be accepted with a sense? *

MR. CHAIRMAN: I3 there a State 
Law whidh prohibits any form of 
investment in commercial houses?

SHRI BHAGWAT JHA AZAD; This 
State (A.P.) has got a law which has 
many good provisions, but I want to 
take care of the pattern of expendi­
ture, and the man that is being put in 
dharge is different, is altogether 
different.

MR. CHAIRMAN: About spending 
just two questions; They should have 
a conception on capital items—hospi­
tals, Universities, colleges. It is true. 
But the extent of amassing concept is 
contrary to budget on charge. I want 
j  specific answer. Do you think that

you will be hit ultimately by anony­
mous donations. You are having a 
manual. You will have no problem.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: The total investment 
is only Rs. 8 crores. Our annual 
income is Rs. 6.5 crores.

MR. CHAIRMAN: 75 per cent.
There is no need for hesitancy.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Our annual income is 
Rs. 6.5 crores.

MR. CHAIRMAN: I don’t think
the T.T.D. Will be necessarily hit 
Are you worried about anonymous 
donations?

SHRI BHAGWAT JHA AZAD: We 
can’t envisage under the law and make 
any exemption for the T .T .D . Our 
worry all over the country is that 
there are Trusts in the country where 
the Trustees are passing in their 
money and build money in large sums 
and spending them. Once I am com­
promised for specific cause, that black 
money is (being put in the Trust or 
being spent for welfare. How to meet 
that point if you make an exemption 
for the T .T .D ., then you will have to 
standardise the law of discrimination 
in all parts of the country.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: I do not know, in actual 
implementation what interpretation 
will be taken. We do not know. Dif­
ferent Income-tax Officers wil take 
different views at different times.

MR. CHAIRMAN: A mixed insti­
tution is one which is both for religion 
and charity. Collections of temples, 
Churches and mosques will be outside 
the purview. Will that take care of 
the problem you have?

SHRI JYOTIRMOY BASU: Is it
Hindu institutions only? Be more 
precise.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: So far as our State Act



13

is concerned, it does not apply to non- 
Hindu religious institutions, because 
for these reasons. So far as the 
Muslim institutions are concerned, 
they are implemented and regulated 
under the Wakf Act. The Govt, of 
India are having proposals to amend 
that Act. We, as part of the State 
Govt, gave suggestions on the lines 
on which it should be amended. In 
that, we ' have heavily drawn 
on this point.

SHRI JYOTIRMOY BOSU; D0 you 
have any unit which looks after, en­
sures the proper functioning of the 
Muslim endowments and Christians 
too?

MR. CHAIRMAN: What about
Catholic institutions?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: In so far as our State 
is concerned, all Christians which 
charges are not regulated under the 
Wakf Act. They come under this 
Law. If tlhey are purely religious, 
they would not be subjected to it.

MR. CHAIRMAN; Your law there 
is churches as public churches. Are 
you treating it as such?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Our definition i s . . . .

MR. CHAIRMAN: In Andhra
Ftadeshf it is your law for Hindu 
Religious endowments and Charitable 

' organisations. What is the thinking of
* the state Government? Are they 

agreeable to make it applicable to 
everybody?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: About extention of the 
Act to other religious institutions, 1 
don't think. So far as Muslim religi­
ous institutions are concerned, we 
have been informed by the Govt, of 
India that they are for an All-India 
legislation. Some proposals have 
come from the Govt, of India about 
the Wakf Act in respect of which we 
have made submissions. In regard 
to other institutions, it will have to 
be considered. I don’t think much 
thought has been given to it so far.

SHRI JYOTIRMOY BOSU: Do you 
receive deposits—interest bearing and 
non-interest bearing?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: No. T .T .D . does not 
ask the people to give money. I only 
want to make this clear.

SHRI VASANT SATHE: D0 I
understand that as far as this anony­
mous donations are concerned, if 
provision is made to ensure accounting 
as long as the religious institution 
is also charitable institution? Then 
if there is a provision in this very 
Act making it clear that a mixed 
institution mainly religious is exemp­
ted; but if religious and charitable 
for the purposes laid down in the 
Trust; if that is done here, they are 
also to be exempted from the anony­
mous clause. Do you think the pur­
pose will be served?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: I said the general view 
taken by the State Government is 
that there should be complete exemp­
tion in respect of religious and chari­
table institutions in so far as they 
are governed by Law. Even purely 
charitable institutions receive anony­
mous donations going one step 
further.

SHRI VASANT SATHE: As far as 
puerly charitable institutions are con­
cerned, as at present advised, we 
don’t think we will grant exemption, 
relief to anonymous donations.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: The alternative sugges­
tion you made will be of great benefit.

SHRI VASANT SATHE: Shall we 
not possibly regulate the proper uti­
lisation of the charitable part? That 
regulation is as the Act itself. Be­
cause it is there your Act and there­
fore that is taken care of. And 
wherever there is no such provision 
in State legislation taking care of the 
use of the funds for charitable pur­
poses, to ensure a proper check, you 
say, that this provision relating to 
anonymous donations etc. should be 
noted.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: You have summarised 
our view exactly.
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SHRI ERA SEZHIYAN; We are 
confronted with two things. Chari­
table Trust laws—their purpose is to 
ensure the smooth running of these 
institutions and also supervision 
whether the incomes are properly 
utilised for the purpose for which 
they are created. Taxation and 
Finance Laws want to catch those who 
are evading taxes and their purpose 
becomes different. Regarding Andhra 
Pradesh, I can’t say. But in Maha- 
rachtra there is a Trust Law. In 
Matharashtra itself I can show you a 
number of Trusts created to avoid 
taxes; but at the same time complying 
with the Tax Laws.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Trust Laws are not 
sufficiently stringent as tax reforms. 
That is because the Trust Law is 
inadequate—not because that is the 
object. When an institution con­
templated is there, certainly it cannot 
be anybody’s intention.

MR. CHAIRMAN: No, it is a public 
policy.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Why should States
which have done that be penalised?

MR. CHAIRMAN: Till we reach
an ideal stage when all the States 
make such laws, we have to. What 
else? -

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: About University, edu­
cational instituions, I do not want 
to go deep. You have provided in 
your Act— In the I.T. Act certain 
categories are exempted like Univer­
sities. I would suggest if this is out 
of preponderate nature, that there 
should be a provision exempting the 
Trusts which are specially regulated 
under the State Law or the Central 
Law.

MR. CHAIRMAN: We will con­
sider it.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: The alternative apply­
ing to all the institutions; just be­
cause, 'other Trusts’ would mean

that a large number of religious in­
stitutions will have to go; their re­
cord of tax procedure should be look­
ed. They may be in arrears. Even­
tually, the tax liability may be Nil.

MR. CHAIRMAN: We don’t want 
infructuous administrative burden to 
be created. We want them to divert 
their attention to real work.; invest­
ing time and money by a Central 
Department would be neglect and 
waste of public funds.

SHRI VASANT SATHE: A more 
fundamental question. You have 
been in this Bill thinking as far as 
religious Trusts are concerned, whe­
ther we should exempt them from the 
previous exemption that was given 
before the Act of 1962. Now, the 
question is if the moneys of the 
Trust—whether you take the T.T.D. 
for example—whether the moneys 
are being used only for the benefit of 
a particular religious community? Al­
though it is clear that it is a Hindu 
Religious Trust, I believe when you 
get donations from all castes—you 
are not restricting to a particular 
caste or castes. Only particular caste 
people can go there, perform pooja 
or put money in Hundi—is there any 
restriction? Can Harijans and Sche­
duled Caste persons go into the Ven- 
kateswara Temple?

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: Yes; they can go any­
where. It is compulsory that on the 
Board of Trustees there should be 
one from Harijans. Only in the case 
of non-Hindus, they are allowed only 
upto a certain limit.

SHRI VASANT SATHE: I want to 
know whether the benefits of the ac­
tivities of your Trust accrue to all 
castes. For example in Shirdy Sai 
Baba temple all communities, Hindus 
and Muslims are allowed, irrespective 
of religion.

SHRI C. R. KRISHNASWAMY 
RAO SAHIB: So far as charitable 
trusts are concerned, there is no ques­
tion of any restrictions. For, in the 
case of Venkateswara University,
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anybody can join it. So also in the 
case of Hospitals and other institu­
tions run by the Endowments.

We would suggest that whatever 
concessions are proposed to be given, 
they may be given retrospective 
effect.

There is no question of the strin­
gent regulation now in force being 
struck down. For the matter went 
upto the Supreme Court and in re­
gard to the special provisions in re­
gard to appointment of trustees 
which was challenged, the Supreme 
Court has held it as 'no property* 
and the restrictions imposed are rea­
sonable restrictions. This is in AIR

1971, page 891. We will furnish a 
copy of the judgment to the Com­
mittee.

SHRI JYOTIRMOY BOSU: I sug­
gest that you go through the report 
(121st Report) of the P.A.C. on Cha­
ritable Trusts, as also the Wanchoo 
Committee Report—paragraphs 3.48,
3.50 and 3.55.

SHRI C. R. KRISHNASWAMY: 
RAO SAHIB: We have gone through 
the Wanchoo Committee Report and 
many of the provisions of our Act 
anticipates the suiggfestlbfts in that 
report.

(The Witnesses then withdrew)

II. Consultative Committee of the City Chambers of Commerce; Madras
Spokesmen:

1. Shri S. Narayanaswamy, M.L.C.

2. Shri P. Brahmayya

3. Shri N. C. Krishnan

4. Shri C. S. Vidyasankaran
5. Shri R. N. Ratnam

6. Shri D. Shrinivasan.

(The Witnesses were called in and 
they took their seats).

MR. CHAIRMAN: Before we take 
your evidence, I may draw your at­
tention to Direction 58 of the Direc­
tions by the Speaker which reads:

“The witnesses may kindly note 
that the evidence they give would 

. be treated as public and is liable 
to be published, unless they 
specifically desire that all or any 
part of the evidence tendered by 
them is to be treated as confidential.
Even though they might desire their 
evidence to be treated as confi­
dential, such evidence is liable to 
be made available to the Members 
of Parliament.”
SHRI S. NARAYANASWAMY:

There is no part of the evidence 
written or oral we presently tender 
before the Committee which should 
be treated as confidential. As far as

we are concerned, we shall treat
today’s proceedings as confidential.
We are very grateful to the Commit­
tee for giving us this opportunity. I 
would like to make some preliminary 
observations before we get on to the 
points which you may like to elicit 
by way of Questions.

According to the Statement of Ob­
jects and Reasons, the main purpose 
of this Bill is to unearth black- 
money and prevent its proliferation; 
to fight and curb tax evasions to 
check avoidance of tax through vari­
ous legal devices, etc. and creation of 
trusts and diversion of income to 
members of family. In this process, 
it is your intention to amend the 
Income-tax Act, the Wealth-Tax Act, 
the Gift Tax Act and the Companies 
(Profits) Surtax Act.

In my preliminary observations, I 
would like to say that over a period
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of 20 years, we have been tightening 
tax laws and also increasing tax 
rates. We find today that there is 
more of black-money, more evasion 
greater resourcefulness at tax avoid­
ance. We presumed that with the 
lessons learnt, at least the recom­
mendations of the Wanchoo Com­
mittee would be implemented both 
in letter and spirit. This unfortuna­
tely has not been done except in so 
far as they relate to what is known 
as plugging the loopholes and en­
hancing revenues. To us it appears 
that basically people feel and people 
have lost conildenoe that the Tax 
Officers would do justice. They feel 
that they do not go before a judicial 
body, but persons interested in col­
lecting the maximum revenues. This 
they regard as unfortunate. It is 
not unfamiliar to hear the tax offi­
ce^ saying to the assessee, “whatever 
your views, 1 am going to assess and 
you are free to go on appeal.” The 
younger the officer is, the more he 
ensures his future by getting the 
maximum revenues.

MR. CHAIRMAN: According to
you there is unwillingness or lack of 
will to do justice on the part of the 
departmental officers. I hope there 
would not be any instructions?

SHRI S. NARAYANASWAMY: 
Government have not gone to that 
extent. But the instructions are to 
maximise revenues not to do injus­
tice. •

MR. CHAIRMAN: That is within 
the postulates of law. You are your­
self a legislator and you know that 
parliament can make laws only. If 
they are not administered properly, 
there is another forum to seek reme­
dy. You are voicing a grievance that 
the Wanchoo Committee recommen­
dations were not fully implemented. 
I will come to that later. You are 
making a serious grievance that there 
is absence of will to do justice. In 
this connection, do you mean to say 
that the people at the top are res­
ponsible for this lamentable situa­
tion or is it something else?

SHRI S. NARAYANASWAMY: 
I can only make an assessment of 
the situation from the only source 
i have direct knowledge of. I do 
not know whether it is the top peo­
ple or who else. But the Assessee 
Community has an overwhelming 
feeling, a suspicion that the will to 
do justice is not there. I would not 
say that the Chairman of the Board 
of Direct Taxes or the top Income- 
tax Commissioner or a Member of 
the Central Board of Revenue 
has instructed. But judged by re­
sults, the people have a legitimate 
grievance that the will to do justice 
is not there in the taxing officers. 
Every time the Income-tax Bill is 
amended, the claim is being made 
that it is done with a view to ration­
alization. But what actually hap­
pens is more and more discretionary 
powers are vested with the Officers 
of the Department. Today it is being 
sought to be decentralised to the 
point of powers being vested in more 
and more Junior officers.

The Wanchoo Committee report 
has suggested uniform streamlining 
of 55 per cent of Corporate taxation. 
Now, this has been thrown over­
board. For instance, he has said 
something about Guest Houses. Most 
of the factories are situated in wider- 
ness and the Directors have to come 
up for the meetings. I am being 
asked to pay taxes on them. Mr. 
Wanchoo has suggested that this 
should not be done. He has also said 
that the taxable income has been 
boosted whereas the real income is 
much lower. This is rather serious. 
Now, I come to the Charitable En­
dowments.

SHRI C. S. VIDYASANKARAN: 
With the permission of the Chairman, 
I would like to draw the attention of 
the Committee to Clause 45 of the 
Bill. It enables a Dy. Commissioner 
to issue directions to the Income-tax 
Officer even in pending assessment 
cases.

MR. CHAIRMAN: Are you refer­
ring to the point mentioned by Mr. 
Narayanaswami about the diminish­
ing will to do justice?
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SHRI C. S. VIDYASANKARAN:
I am referring to Clause 45 dealing 
with Section 144A. Ah Income-tax 
O fficer while acting as an Assessing 
Officer does quasi-judicial functions. 
The Madras High Court has taken 
exception to the instructions being 
given by higher authorities in mak­
ing assessments. What the decision 
purports to say is that it is absolute­
ly irregular and illegal and gives the 
go-bye to natural justice. Section 
144A enables a Deputy Commissioner 
to give directions to the Income-tax 
Officer while making assessments. 
How will he act independently and 
judicially. That is one of the reasons 
that prompted Mr. Narayanaswami to 
say that the Income-tax Officers are 
afraid of making independent assess­
ments.

MR. CHAIRMAN: If you read the 
section along with the proviso, you 
will find that the Senior officer is 
being brought in with the intended 
purpose of minimising the litigation.

SHRI C. S. VIDYASANKARAN: 
But it acts the other way.

MR. CHAIRMAN: If there are de­
partmental abuses, it is a different 
story. The remedies are elsewhere. 
But so far as the law is concerned, 
the proviso makes it abundantly 
clear. I wanted to know whether your 
leader Mr. Narayanaswami had some 
special cases to cite to point out 
whether the Income-tax Officers are 
behaving in a manner to justify the 
impression that there is a dmuiiiah- 
ing will to do justice. That is why 
I asked what are the reasons.

SHRI S. NARAYANASWAMI: I
will give one or two illustrations test, 
you consider them as inexcusable 
generalisations. I have a solid case 
of a Director of a private Company 
holding shares whose assessed value 
was much higher than the per value 
and this oppressive section relating 
to ‘deemed evasion* was raised 
against him because there was differ­
ence of opinion as to what the value 
of the particular share was in mak­

ing a Wealth Return. It went on 
like this and we had to make a re­
presentation to the Chairman of the 
Central Board of Direct Taxes. His 
attention was drawn and remedy got. 
The gentleman never wanted to evade 
tax. He said he was not able to get 
a proper valuation. But it was cal­
led ‘deemed evasion’.

SHRI BHAGWAT JHA AZAD: 
One swallow does not make a sum­
mer. It may be a solitary case and 
the witness cannot attribute motives. 
The motive the witness wants to as­
sign is absolutely wrong.

MR. CHAIRMAN: It may be a 
stray case. But worser things hap­
pen in the Income-tax Department 
But what I thought from the way in 
which you started was that there was 
an utter lack of will to do justice on 
the part of the Income-tax Depart­
ment.

SHRI S. NARAYANASWAMI: I
am not confining my observations to 
Madras alone now that my friend has 
objected to it. It happens in many 
places to my knowledge.

SHRI BHAGWAT JHA AZAD: 
There are thousands of appeals from 
the lower Courts to the District 
Court, the High Court and the 
Supreme Court. This does not mean 
that the decisions at the lower levels 
are all wrong.

SHRI S. NARAYANASWAMI: It 
is an opinion which unfortunately 
will continue to hold good. I have 
no other way of interpreting the lack 
of will to do justice except referring 
to cases within my knowledge. I do 
not see any objection to mention 
them here.

SHRI BHAGWAT JHA AZAD: 
Mr. Chairman, in that case the wit­
ness has to be called to order. It is 
his individual opinion. He should 
not attribute motives based on indi­
vidual opinions.

SHRI VASANT SATHE: I want 
some enlightenment. You have stat­
ed in your emorandum that many of
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the substantial recommendations of 
the Wanchoo Committee have been 
completely ignored and by-passed 
and consequently the Amendment 
Bill my not fully serve the purpose 
of controlling tax evasion. The main, 
objects of the bill are to curtail tax 
evasion and unearth black money. 
With the top rate of income-tax re­
maining high, you say it is unrealis­
tic to expect that tax evasion will 
disappear. You have also stated in 
your Memorandum that in his las* 
Budget speech delivered in February 
1973 the Finance Minister had indi­
cated that he would introduce cer­
tain tax reliefs and that none of these 
Budget promises have been incorpo­
rated in the present Amendment Bill. 
Are you suggesting that this Bill had 
only the limited purpose of amend­
ing the Income-tax law? The various 
promises which relate to more or less 
the Directors and other persons 
should have been incorporated in this 
Bill itself, and because that has not 
been done, even the reduction to a 
lower marginal rate of tax may not 
be strictly within the purview of the 
Bill. Therefore, I want to know, 
strictly speaking, would you suggest 
that these remedies, which you are 
suggesting, and complaining as not 
havfng 'b£8T incorporated, should 
have been brought up in this Amend­
ment Bill?

WITNESS: So long as we get re­
lief, it is immaterial in which Bill it 
comes.

SHHI VASANT SATHE: You are 
a seasoned lawyer as well as finan­
cier and legislator. You cannot make 
sweeping and general remarks, if you 
would not relate them to the basic 
purpose of unearthing black money. 
But, if you relate them to the Bill, 
then ‘ we have to restrict ourselves 
strictly to the purview and scope of 
the Ĵ jll. By making general re­
marks4, you cannot say, T am not con­
cerned with this'.

WITNESS: I said, ‘It is immaterial 
in twhich'Bill it comes.’

\ r

SHRI VASANT SATHE: We are a 
select committee on this Bill. You 
are making a sweeping statement.

WITNESS: I would supplement
the statement..

SHRI BHAGWAT JHA AZAD: Sir, 
we appreciate the feeling of the 
witness. He has been able to give 
an opinion. He says we are not 
concerned in what way the, relief 
comes. We want his opinion on this 
Bill. We are discussing the tax 
system, and we are discussing a 
particular point. From the beginning, 
we are saying that we are concerned 
with this Bill. ‘

SHRI ERA SEZHIYAN: In the
general observations, you have stated 
'Many of the substantial recommen­
dations of the Wanchoo Committee 
has been completely ignored and by­
passed and consequently, the Amend­
ment Bill may not fully serve the 
purpose of controlling tax evasion*. 
Apart from this one, what are the re­
commendations which you want to 
be put into the Bill specifically. Give 
three or four points which you want 
to be put into the Bill. That will be 
helpful to the Committee.

SHRI VASANT SATHE: What
shoruld have been brought into this 
Bill has not been brought out. Please 
enlighten us on this. What should 
be brought within the purview of the 
Bill and of our committee? On some 
occasion we may have a dialogue with 
you. Now we want to have the bene­
fit of your suggestions on this Am­
endment Bill.

MR. CHAIRMAN: The issue is
that the points referred to are pal­
pably outside the purview and scope 
of the Bill. You have said that the 
recommendations of the Wanchoo 
Committee have not been implemen­
ted by the Government. I would like 
to be told what are these.

WITNESS: When this memoran­
dum was submitted, it was August 
1973. Then we could not compre­
hend the Bill which would come up
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Jater. The Wanchoo Committee says 
at one stage that the marginal rate 
of tax should be reduced from 97.5 
per cent to 80 per cent. If it is not 
possible, at least by these tax incen­
tives, the marginal rate of tax should 
be reduced. That is what we are 
trying to attempt.

SHRI ERA SEZHIYAN: What
about the other substantial recom­
mendation? We accept this one. What 
are the other substantial recommen­
dations? What Qre the other special 
recommendations which should have 
come here and which have not come?

WITNESS; In regard to Guest 
House maintenance, the Wanchoo 
Committee has made a recommenda­
tion.

SHRI ERA SEZHIYAN: Guest
House is a very small item. Give a 
substantial recommendation.

WITNESS: According to you, the
specific recommendation of the Wan­
choo Committee that is not implemen­
ted is ‘incentives*. The Guest House 
is not there. Section 64 amendment 
regarding the clubbing of the income 
of the wife and the husband.

MR. CHAIRMAN: That is in con­
sonance with the recommendation.

WITNESS: They have also spelt
out certain exceptions like technically 
qualified and competent persons. 
Both about Guest House and other 
recommendations have been set out 
on page 9 of the memorandum.

MR. CHAIRMAN: On page 77 of
the Wanchoo Report, it is seen—

“We recommend that it should 
be provided in law that in comput­
ing the total income of an individual 
there shall be included all such 
income as arises directly or indi­
rectly to the spouse of such indivi­
dual by way of salary, commiasion, 
fees, or any other form of remu­
neration from a concern in which 
such individual hag substantial in­
terest” .

In fact you are hauling up Govern­
ment for implementing the Wanchoo 
Committee recommendation.

SHRI BHAGWAT JHA AZAD: 
We take your observations seriously. 
Therefore,* we do take it that you 
would be relying upon facts and 
figures which are authentic.

MR. CHAIRMAN: We do agree that 
it is a suggestion for putting the re­
commendations of the Wanchoo Com­
mittee in the bill. We see that the 
Consultative Committee of the City 
Chambers of Commerce have not 
been able to substantiate the recom­
mendations that had not been im­
plemented.

WITNESS: We are aware of the
limitations. We will give you four 
points, which we shall substantiate. 
We will give a detailed note on how 
these four points have arisen and how 
the recommendations of the Wanchoo 
Committee have not been implemen­
ted. The Wanchoo Committee has 
recommended to drop the 104 pro­
visions. You did not take that re­
commendation of the Wanchoo Com­
mittee.

MR. CHAIRMAN: All those who
have come and met us have contend­
ed that the Wanchoo Committee re­
commendation has not been imple­
mented in full. They have been able 
to make out two points, i.e. rate of 
tax and 104. That is all. If you find 
any other point, please write to us.

WITNESS: Yes.
SHRI VASANT SATHE: The main

question has not been answered. I 
wanted to know how the promises 
given by the Finance Minister to pre­
vent tax evasion—the four points, (a) 
to (d )—could be incorporated in this 
Bill. Would you give your reasons. 
You should suggest ways.

WITNESS: Though the Wanchoj>
Committee has not dealt with the 
specific points, these are all additioiral 
incentives in an indirect way* If j v e
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marginal rate of tax is not reduced, 
and if these incentives are given to 
entrepreneurs, it will have the effect 
of beating down the high rate of the 
marginal tax.

SHRI VASANT SATHE: You want 
the rate to be reduced by 10 per cent.

SHRI BHAGWAT JHA AZAD: 
I see you have said about 104,

SHRI VASANT SATHE: I do not
want to be uncharitable.

WITNESS: We have indicated in
page 2 of our memorandum four items 
which could be included as tax re­
liefs in this amendment Bill. If all 
substantial recommendations of Wan­
choo Committee had been incorpora­
ted, that would have been different. 
But that has not been done. As indi­
cated earlier, we will give you a note 
on what reliefs we want to 'be in­
cluded in this Bill.

MR. CHAIRMAN: Your saying
about ‘guest houses’ also is not wholly 
correct. Take Page 24 of the Wan­
choo Committee Report. There it is 
said as follows: “We recommend
that the exception contained in the 
second proviso to sub-section (4) 
of Section 37 of the Income tax Act, 
1961 should be made applicable to 
guest houses maintained in the nature 
of transit houses for employees on 
duty, provided the stay is temporary 
and rent is charged. Where no rent 
is charged, the daily allowance admis­
sible to the employee should be 
restricted on the same lines as for 
Government Servants.” They have 
not said about lavish guest houses 
wherein Directors and others stay.

WITNESS: It is said that anony­
mous donations to charitable trusts 
will be taxed at the rate of 65 per 
cent unless the identity of the donors 
is established to the satisfaction of 
the Income tax Officer. This is likely 
to cause hardship on the donee. We 
say that anonymous donations should 
continue to be exempt from tax to 
the extent that they do not exceed

30 per cent of the gross income of 
the charitable trust or say Rs. 2.5 
lakhs whichever is more.

SHRI ERA SEZHIYAN: Have you
made a study as to the number of 
such trusts having such income as 
Rs. 2.5 lakhs and more? If so tell 
us, the number.

SHRI BHAGWAT JHA AZAD:
We must know how many will be 
affected? Suppose it is only 20 per 
cent of the total trusts, then what 
you say would be infructuous.

WITNESS: We have not made
any study of the totality of trusts. 
Take for instance donations to Red 
Cross and Flag Day Fund.

SHRI BHAGWAT JHA AZAD:
Those we can consider. They are 
standard cases. Can you tell us
number of trusts having more than 
Rs. 2.5 lakhs income?

SHRI JYOTIRMOY BOSU: Have
you made systematic study? I have 
got uncharitable remarks made by 
competent authorities based on syste­
matic study, regarding some of these 
trusts. When you say anything to 
Select Committee, you must talk on 
facts and figures and with all 
seriousness.

They are representing Chamber of 
Commerce. I thought they would 
talk more on corporate sector, cash 
benefit for trusts etc. But they are 
talking on tax reliefs to individuals.

MR. CHAIRMAN: They are enti­
tled to make submissions but we are 
interested on information, based, on 
thorough study of facts and figures.

Clause 6 we will have it legally 
examined. But we are n°t willing 
to share your apprehension. Once it 
is taxed on anonymous donation it 
will not come in for accumulation.

SHRI BHAGWAT JHA AZAD: 
In case the anonymous donation ex­
ceed the foregoing limits set, out in
(a) of page 3 of their memorandum,
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they aay that it should be left to dis­
cretion of the Commissioner and such 
conditions as he may impose, j can­
not understand that

WITNESS: We will submit a note
on those things. Already there are 
adequate provisions to take care of 
the diversion of investment in con­
trolled companies. One cannot invest 
in companies controlled by his rela­
tives. It is not advantageous to in­
vest in government companies.

SHHI BHAGWAT JHA AZAD: 
There in gpvemment companies, there 
is no private profit.

WITNESS: Considering the total
investment in government companies, 
the return is not more than 8 per 
cent. We h«ve given four sugges­
tions in page 4 of our memorandum. 
Those things may be considered by 
the Committee.

SHRI BHAGWAT JHA AZAD: 
I can point out many instances where­
in public sector companies are manag­
ed much better than some private 
trusts.

WITNESS: Let me read the first
suggestion:

(a) The original corpus of the Trust 
which is already invested at a speci­
fied date should not be disturbed and 
for this purpose the logical date to 
be specified would be the 9th May 
1973 when the amendment Bill was 
introduced in Parliament.

(b) If this is not acceptable, the 
Trust funds may be permitted to ^ e  
invested or to remain invested in 
the private corporate sector subject 
to certain additional limitations on 
the following lines:

(i) the investment should be per­
mitted only in a public company 
whose shares are quoted on a re­
cognised Stock Exchange;

(ii) the aggregate investment by 
any single Trust should not exceed

10 per cent of the paid-up capital 
of a company;

(iii) fresh investments in the 
private corporate sector should not 
be allowed unless the company in 
which the investment is proposed 
has paid a dividend of 8 per cent 
on its equity capital on an average 
during the last three years.

So we have made these suggestions 
for your consideration.

MR. CHAIRMAN: Control is con­
templated under Sec. 13(2) (h) and 
that has not been found adequate. 
Have you another control in view? 
We know of instances where 13(2) (h) 
has been circumvented.

WITNESS: They should be stray
cases.. . .

MR. CHAIRMAN; We have found 
that 13(2) (h) ig not sufficient. I will 
give you figures of cases where eva­
sions have occurred.

SHRI ERA SEZHIYAN: My worry 
is such action gives financial help to 
the trustees and the connected con­
cerns. Control is one thing and fin­
ancial help is quite another thing,

WITNESS: Why should you resist
it provided it yields interest and 
increase of production.

SHRI VASANT SATHE: Then why 
do you want tax exemption?

SHRI BHAGWAT JHA AZAD: 
They are not trusts, but they are just 
smoke-screens to help themselves. 
Do you support that?

WITNESS: Within certain safe­
guards. So long as you exclude the 
donor of the trust from such invest­
ment, it is not correct. I think they 
should make investments, consistent 
with security.

MR. CHAIRMAN: In other words,
you want to maximise the income 
with security and you are not wor­
ried about control?

WITNESS: I am not against per­
mission being given for investments.
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Let the trust have the opportunity of 
making a sound investment.
MR. CHAIRMAN: That is at the

cost of the Exchequer and the peo­
ple this empire is built up and some 
are allowed to enjoy.

WITNESS: Even the existing
fabric of industrialisation would not 
have been there but for the fortuitu- 
ous circumstances and because of that 
there has been some capital forma­
tion.

MR. CHAIRMAN: We take it that
so far as control is concerned, you do 
not think it to be business of tax 
legislation. Properly that should be 
left to the Trust.

SHRI VASANT SATHE: If the
basic object of a trust is to take ad­
vantage of the tax exemption and use 
it for financing institutions, to finance 
a particular industry, then by the 
fortuituous circumstances, that was 
leading to corruption being a cata- 
lectic agent of industrial growth, do 
you want that?

WITNESS: I said because of his­
torical accident.

SHRI VASANT SATHE: We want
to remedy that historical accident. 
What objection can be there?

WITNESS: Can be done subject to
maintaining proper objective criteria 
at a time when costs are going up, 
when banks are offering high rates 
of interest. We have trusts in the 
Southern Region which are in charge 
of feeding, awarding scholarships etc.

SHRI JYOTIRMOY BOSU: I will
refer you to the observations of the 
P.A.C. on Charitable Trusts. There 
are also observations in the Wanchoo 
Committee report. All this shows that 
the investments are made so that the 
business groups appropriate most of 
the Trust funds for their own busi­
ness. You have not studied that.

WITNESS: I have not denied the
'fact that there are terriffic invest-'

ments like that. What I said was 
that by an historical accident, there 
has been some capital formation.

SHRI JYOTIRMOY BOSU: What
is the effective rate of taxation?

WITNESS: In the corporate sector,
it is 65 per cent and it goes upto to 
77 per cent.

SHRI VASANT SATHE: In the
Reserve Bank Bulletin for July 1972, 
it is stated that the effective rate of 
taxation varies from 47.4 per cent in 
65-66 to 39.8 per cent in 1969-70 and 
it is 42.8 in 1970-71 and that is in 
290 large companies. Where do you 
get the 65 per cent you say?

MR. CHAIRMAN: If you think
that the view of the Consultative 
Committee is there should be trusts 
to make such investments so long 
as there is large income and security, 
irrespective of the way how the 
money is utilised, then you are en­
titled to have your views. But if you 
think it is your duty to say that it 
is not in consonance with the very 
object and purpose for which charit­
able trusts exist and in such cases, 
it is necessary that restrictions have 
to come on the investments, at the 
same time without creating hard­
ships, you can say your views. Before 
you give your views, the result 
of the study of the working, of Sec­
tion 13(2) (h) is this. There is a 
certain gentleman in Bombay who 
has created 97 Trusts. Though he 
lives in Bombay, they are registered 
in Madras. The only purpose is to 
supply capital to prohibited concerns 
by each of the Trusts. There is an­
other famous man in Ahmedabad and 
he has created 30 Trusts; another one 
has cheated 18 trusts: yet another one 
in Bombay has created 28 trusts, all 
on the same day, with the same ob­
jects, for the same purpose and they 
create the trusts in Bombay and re­
gister them in Madras. Do you think 
they are motivated by considerations 
charitable? Are they not using the 
device purely to serve their own in­
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terests? This a dcncate matter 
and you may make your submissions 
if you want.

SHRI VASANT SATHE: I do not
know why they have chosen Madras. 
Perhaps there are learned people 
here to advise them.

MR. CHAIRMAN: We take the
provisions of the Bill seriously. We 
want facts and figures. We are 
anxious that genuine charities shoruld 
not be deprived of their rights by this 
clause. Thete are charities which are 
only in name-sake. The real purpose 
is something else.

WITNESS: I was mentioning that
the existing provisions will take care 
because prohibitions are there.

MR. CHAIRMAN: Then we take it
that the view of your Consultative 
Committee is that so long as the Trust 
funds are not in any way utilised for 
assisting in any manner the trustees 
directly or indirectly in their com­
mercial concerns, then those relaxa­
tions may be given. Is that your 
view.

WITNESS: Yes.

MR. CHAIRMAN: The authorities
have got powers where the Depart­
ment feels that assistance by way 
of loans, by way of equity capital, 
by way of preference shares etc. is 
necessary. Do you have any sugges­
tions to make about the restrictions?

WITNESS: The soundness of the
investment must be the prime concern.

MR. CHAIRMAN: You may tell
us after serious deliberation. We do 
not want genuine Trusts to be fetter­
ed in their earnings, provided the 
earning is not purely a device for 
indirectly achieving something else.

WITNESS: We can lay down some
guidelines regarding the basic secu­
rity of the investment, the return on 
the investment etc.

MR. CHAIRMAN: Let us know
about it.

SHRI JYOTIRMOY BOSU: So, you 
do not want the Trusts to continue 
as reservoirs for black money.

WITNESS: My point is that the
black money goes under-ground and 
it is not recorded.

SHRI VASANT SATHE: You say
that black money comes in the form 
of Trusts and to that extent it should 
be welcome.

WITNESS: No.

MR. CHAIRMAN: You may come
to your next point.

WITNESS: With regard to 'sub­
stantial contribution’, the sum of 
Rs. 50001- is too small. We suggest 
that it should be raised to Rs. 25,000|-.

MR. CHAIRMAN: On that point,
many people have made representa­
tions.

WITNESS: With regard to Clause
6 (p (a ) , we feel that retrospective 
action should not be taken.

SHRI VASANT SATHE: H0w do
you say that it is retrospective? The 
Trusts may have been created long 
before, but the incidence will be only 
prospective.

WITNESS: Take fort instance a
Trust created for a particular com­
munity, say the Rana community in 
Gujarat. That has been the subject- 
matter of a decision of the Supreme 
Court, which has held in no uncertain 
terms that the trust can benefit in­
directly the author of the trusts or 
the cross section of the community. 
You are giving the go-bye by making, 
it retro-active.

MR. CHAIRMAN: In the legal
sense, it is not retrospective. There 
is absolutely no reason for making 
the proposed change.

WITNESS: Our fear is that it will 
ultimately lead to the annihilation of 
the Trust.
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MR. CHAIRMAN: Within the postu­
lates of Sec. 11 a Trust made for a 
religious community is a Charitable 
Trust but for the restriction in Sec. 13. 
The restriction operates from 1-4-62. 
Any Trust created for religious com­
munities would not enjoy the exemp­
tion contemplated under Sec. 11. It 
has left untouched the Trusts made 
prior to that time for religious com­
munities. What is sought to be done 
is to make the position the same for 
all the Trusts whether made before 
or after.

WITNESS: The result would be 
slow but certain annihilation of the 
Trusts. *

MR. CHAIRMAN: We do not want 
that undue hardships should be treat­
ed for genuine religious trusts.

WITNESS: So far as the Trusts are 
concerned, there is the doctrine of 
cypres.

MR. CHAIRMAN: Purely because 
you are going to tax a Trust, will the 
Courts intervene and allow you to 
amend the objects?

WITNESS: The doctrine of cypres 
will not allow. If the object that is 
adumbrated is not possible to be 
achieved, there must be a similar 
object.

MR. CHAIRMAN: Will the first part 
apply where an object is impossible 
of being implemented?

WITNESS: Then the Court will say 
that it must be a similar object which 
can be performed.

MR. CHAIRMAN: The levy of tax 
is going to present no problem so long 
as you are going to find analogous 
objectives for which it can be applied.

WITNESS: The Court will permit
alteration if the main object is not 
capable of being performed. The 
objects in such cases may be similar 
to the original object. This simplest 
thing to do is to make every Trust an 
assessable entity.

MR. CHAIRMAN: If I am giving
you any indication of the temper of 
Parliament, if the Trusts are going to 
misbehave, that is going to happen 
shortly. I only wish that Associations 
and professionals who are associated 
with the Trust do not bring that un­
happy day.

WITNESS: In Bombay they have 
passed the Public Trusts Act. Invest­
ment of the Trust moneys is scrutinis­
ed by the Public Trustees. Accounts 
should be submitted to the Commis­
sioner and the investments should also 
be submitted. If there is such a legis­
lation in other States, there will be 
the safeguard that the investments 
are not frittered away or used for il­
legal purposes.

MR. CHAIRMAN: Before you, we 
heard evidence from representatives 
of Andhra Pradesh Government. They 
are the most progressive of all States. 
They have absolute power to appoint 
their own trustees and executive offi­
cers.

WITNESS: The remedy is not in
destroying things; the remedy lies in 
proper control and providing sufficient 
safeguards. In Madras they have the 
Hindu Religious Endowments Act 
providing for a Commissioner and for 
audit of religious and charitable insti­
tutions. In Maharashtra, I have told 
you there is Charity Commissioner to 
whom accounts have to be submitted. 
Have such an enactment.

MR. CHAIRMAN: I understand the 
validity of your argument. That is 
for protecting honest trusts.

WITNESS: We want to protect only 
honest trusts. Some more points Sir.. 
We want the trusts to be independent. 
Sir, it is now proposed to publicise 
the names of defaulters as soon as it 
is finalised by I.T.O. It is not the 
ITO who finalises the cases. Most of 
the decisions of ITO and assistant Com­
missioners get reversed in Appellate 
Tribunal. So till it is settled by Ap­
pellate Tribunal, names of defaulters 
should not be publicised. Otherwise 
it will work hardship.
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MR. CHAIRMAN: 
o f that.

We take note

WITNESS: Sub-section (4) of pro­
posed new Section 273A gives exten­
sive power to the Commissioner to 
waive or refund penalty in appro­
priate cases. This is not in keeping 
with the recommendations of the 
Wanchoo Committee. It is now said 
under sub-section (3) that where an 
order has been passed under sub-sec­
tion (1) in favour of any person, he 
shall not be entitled to any relief at

any time after making of such order. 
This would work hardship. *

SHRI BAGWAT JHA AZAD: If you, 
want to have this process, you can dd 
so. Otherwise you can take the re*'*, 
gular course. Nobody compels you. ;

WITNESS: For Clause 35 we have 
suggested something.

MR. CHAIRMAN: All right. Thank 
you. Your suggestion under Clause 85 i 
would be looked after by us.

(The witness then withdre

III. Sri Aurobindo Society, Pondicherry.

Spokesmen:

Shri Arunendra Nath Tagore.

iThe witness was caled in and he 
s took his seat)

CHAIRMAN: Before we take your 
evidence, I have to draw your alteiv. 
tion to Direction 58 of the Directions 
by the Speaker, which reads:

‘The witnesses may kindly note 
that the evidence they give would 
be treated as public jand is liable 
to be published, unless they specifi­
cally desire that all or any part of 
the evidence tendered by them is 
to be treated as confidential. Even 
though they might desire their 
evidence to be treated as confiden­
tial, such evidence is liable to be 
made available to the Members of 
Parliament.”
SHRI ARUNENDRA NATH 

TAGORE: I want to draw your atten­
tion to the definition of ‘charitable 
purpose'. I suggest to the Committee 
the inclusion of words ‘any activity 
for personal or private profit.*

MR. CHAIRMAN: Where does the 
question of ‘private profit’ come under 
public charitable trusts.

SHRI ARUNENDRA NATH 
TAGORE: Charitable purpose will in­
clude *any activity of public utility 
even for profit’ . Suppose business is 
carried on by a trust. The business
3031 L S - 4

is for profit. The ITO says it is acti­
vity for profit and therefore he says, 
income is not exempt and it is not 
charitable purpose. So I say let it 
be ‘any activity of public utility even 
for profit but not for individual profit 
of trustee’.

MR. CHAIRMAN: That will be hit 
by Sec. 11. Such definition is not
necessary.

SHRI ARUNENDRA NATH 
TAGORE: There is clash between
Sec. 11(4) and Sec. 2(15).

MR. CHAIRMAN: If it is for profit, 
it will be hit by Sec. 11. If it is for 
profit, where does the question of 
charitable purpose come in? If you 
carry any activity other than object 
of public utility, will it be still charit­
able purpose? Let us know your pro­
blem in Pondicherry. Where doea 
business come in?

SHRI ARUNENDRA NATH 
TAGORE: We have some business
under our society. Some books are 
sold. They are exempted. We have 
some articles made by mmbers of the 
Ashram, like ties, scent'?, etc. Our 
society is registered under Socictiesf 
Registration Act.

MR. CHAIRMAN: Are you having 
any difficulty about your incomes? 
Let us come to this. What is the
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IBtrpqse of business? General or pub­
l i c  uUlityZv

^ la te R 1 ARUNENDRA NATH 
Iraw & E : The entire profits are do- 

M tSptpo  - the Ashram. That is the

'*• MR. CHAIRMAN: It will go outside
tte  charitable purpose scope.

: 1 >
pHRI ARUNENDRA NATH 

45A(?6rE: The Income-tax people say 
ffi£tcits purpose is earning profit, 
xhere are smaller Trusts created by 

individuals for the benefit of 
Ashram 4 ar Aurobindo International

' jZT. jM*' ■ ~
C#*tre of Education. They are pro­
ducing certain articles by themselves 
Irid offering the entire profits to the 
Ashram. We have applied for exemp­
tion under Sec. 11 to the I.T.O.; while 

. the Officers assessing similar Trusts, 
tliey say, “you people you are earn­
ing money; then you are giving it to 
the Ashram; therefore your pose is 
activity for the business” —though in 
the Deed of Trust it is specifically 
written for the purpose of this in the 
object of the Trust is to help the Ash­
ram or the Centre of Education.

SHRI VASANT SATHE: It is a 
Trust to help another Trust? You say 
there is a Trust which may be purely 
a business Trust; but if ultimately its 
business earnings go to help another 
charitable, recognised Trust, that 
should be exempted?

MR. CHAIRMAN: In other words, 
as long as the profits are made over 
for charitable purposes. That is the 
case you are making out. It has a 
different content. What is your next 
point?

SHRI ARUNENDRA NATH 
TAGORE: Yes. In addition of
Clause 5(a) of the Bill provides that 
the Trust can accumulate 25 per cent 
of its profits of its income for utilisa­
tion in future for such purposes, viz., 
for charitable purpose. But our diffi­
culty is this: In this section, capital
expenditure is referred to. We have 
to incur some expenditure on a por­

tion of building construction which hat 
to be replaced.

MR. CHAIRMAN: They will be
treated as spending on building.

SHRI ARUNENDRA NATH 
TAGORE: Such a purpose, normally
speaking, capital expenditure, that 
type is not revenue expenditure.

MR. CHAIRMAN: We will try to 
make it clear on the point that as 
long as you have divested yourself of 
the funds in implementing the object 
of the Trust; even as a result of that 
you acquire a capital asset, it should 
be treated as expenditure for the pur­
pose of Trust. Then, what is your 
objection to it?

SHRI ARUNENDRA NATH 
TAGORE: Any expenditure for the
maintenance of the Trust property or 
for its improvement, I am told by 
Mr. Shah, Chairman of the Board of 
Direct Taxes Department—the law 
makes no distinction of money spent 
on revenue and capital accounts. My 
difficulty is—there is a loan repayable 
by a Trust Rs. 3 lakhs to the State 
Bank of India for purchasing certain 
articles. Now, we applied for exemp­
tion to the Income-tax Officer. Ac­
cumulations may be meant to repay 
loans. The I.T.O. says ‘it is not for a 
charitable purpose*. The section is 
simple. According to 2(15) any pay­
ment by the Trust is not charitable 
purpose, if for the purpose of acquir­
ing some assets to the Trust, in con­
sonance with the objects of the Trust.

MR. CHAIRMAN: Where you have 
a liability purely for meeting the 
objects of the Trust, where there is 
such a liability we will have to exempt 
it. We will see what can be done.

SHRI ARUNENDRA NATH 
TAGORE: I will be much obliged.
Next, we come to Section 12. Accord­
ing to the new Act, it says ‘any do­
nation and contributions are to be 
considered as income of the religious 
Turst’ and naturally it has to be spent; 
but according to Sec. 11. but there la
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a little difficulty. Sometimes we re­
ceive, as a Society, Life member's 
subscription, admission fees and these 
moneys are not paid in one year; it 
goes on for several years. Again, we 
receive some grants from the Govern­
ment to execute certain projects. It 
will take a long time. The whole in­
come, under one year, it cannot be 
spent. _ JJf I

MR. CHAIRMAN: I have really not 
been able to understand your objec­
tion. Your Memorandum came to me. 
The Life-Membership usually is the 
coipus of the Trust. And fees of Life 
Membership would go to the corpus 
of the Trust.

SHRI ARUNENDRA NATH 
TAGORE: As the language in the
Section stands, there is no distinction 
that Life Membership will become the 
corpus.

MR. CHAIRMAN: We will have to 
make a distinction between contribu­
tion and the corpus. Inherently by 
its very nature. I am inclined to think, 
prime facie, that Life Membership 
should go towards the corpus.

SHRI ARUNENDRA NATH
TAGORE: In the Section, as it stands
in the Act, specifically “for the pur­
pose of the Trust”—This is the langu­
age of the section. The Taxing Autho­
rity can interpret the section.

MR. CHAIRMAN: They don’t accept 
it. Have the Income-tax people re­
fused to accept it?

SHRI ARUNENDRA NATH
TAGORE: They are not going to
accept for the purpose of the Trust.

MR. CHAIRMAN: It is strictly out 
of our purview of the Bill. We would 
like in a way to decide, if possible by 
the committee. I have no doubt in 
my mind that any voluntary contri­
bution received by a Trust created 
wholly for charitable purpose or 
established in paying contributions 
made with a specific direction, that 
should form the Trust, under Section 
11(b) shall be deemed to be income.

SHRI ARUNENDRA NATH
TAGORE: ....unless specific direc­
tion is there. Why don’t you men­
tion? I submit the receipt is for this.

MR. CHAIRMAN: If the language 
of the section is clear, I am inclined 
to infer that the Life Membership is. * 
Be that as it may, we will consider.

SHRI ARUNENDRA NATH
TAGORE: I am much obliged for your 
suggestion.

MR. CHAIRMAN: We will see if we 
can persuade the Board of Direct 
Taxes.

SHRI ARUNENDRA NATH
TAGORE: There are certain donations 
which are apparently donations
though that is not specifically men­
tioned.

SHRI VASANT SATHE: The Direc­
tion is that it should be mentioned.

SHRI ARUNENDRA NATH
TAGORE: We are again finding it
difficult; the provision relating to 
Auditor’s reports is such a clumsy 
form. Sec. 12 it should be simplified- 
Under Companies Act, they have some 
form. We do not object to having 
the Auditor’s report; but it should b& 
reasonable and a simple way,

MR. CHAIRMAN: What is the diffi­
culty in the prescribed form? Have 
you got the Form before you? They 
do not create burden; because in most 
cases, it is willingly done.

SHRI ARUNENDRA NATH
TAGORE: Sufficient responsibility
should be vosted with the Auditors.

MR. CHAIRMAN: You can write to 
the Board and the Chairman will con­
sider anything connected with the Ap­
peal.

SHRI VASANT SATHE: We should 
go to Aurobindo Ashram and try to 
help them.

SHRI ARUNENDRA NATH
TAGORE: The last point of my
submission—relates to Clause 6—in 
addition to Sec. 13(i) (a). This is ax*
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•anonymous donation. The difficulty 
lies there. In our Ashram, we have 
‘"offering’ boxes in our Aurobindo 
:Samadhi and and also in Aurobindo 
Room. People come and pay money 
when they make ‘pranams9—small or 
big nobody is aware of. Even 
*65 per cent. It is very difficult. Our 
suggestion would have been to modify 
the amendment by providing the 
power of exempting certain insti­
tutions from this—say, like some 
contributions under 80(g) viz. anony­
mous donation upto Rs. 50,000 or
Rs. 1 lakh or 10 per cent of total 
donation whichever is less.

SHRI JYOTIRMOY BOSU: Then
lots of money will get off.

SHRI ERA SEZHIYAN: What is the 
•daily average collection?

SHRI ARUNENDRA NATH
“TAGORE: Our total expenditure is
Rs. 60 lakhs.

MR, CHAIRMAN: anonymous, how 
rmuch is it?

SHRI ARUNENDRA NATH
’TAGORE: Rs. 2000, 3000 a month.

SHRI VASANT SATHE: You will 
have no objection to the extent of 
Rs. 2000 or 10 per cent of your entire 
donation in the box to be exempted.

MR. CHAIRMAN: We will sympa­
thetically consider wh«i best can be 
done where it is genuinely anonymous 
and not purely anonymous for the 
sake of tax avoidance.

SHRI VASANT SATHE: You take 
an average of last 5 years collection.

SHRI BHAGWAT JHA AZAD: Out 
-of Rs. 60 lakhs, only Rs. 20,000 or 
roughly Rs. 2,000 per month, they are 
taking. It does not matter much. We 
can think it in that way also.

SHRI ARUNENDRA NATH 
TAGORE: The whole purpose is to 

ĝive a certain amount as exemption. 
The next question, I have to address 
myself, is about investment of trust 
funds in business, like debentures of 
a company or shares of a company re­

ceived by way of donations. That be­
comes actually part of investment in 
some business. What will happen to 
that?

MR. CHAIRMAN: You can receive 
donation and you can encash.

SHRI ARUNENDRA NATH
TAGORE: At least if it is preserved as 
it is, it will earn some income. Sup­
pose Rs. 1 lakh is given as debenture 
to form part of a business, a sub­
stantial portion is left out viz. “cor­
pus; somebody has donated” i.e. Ash­
ram is having a separate business for 
selling articles at reasonable rates. 
Shop was donated by somebody to 
the Ashram.

MR. CHAIRMAN: If it is for the 
purpose of corpus, you can encash 
and put that in the Corpus. Then, 
you pay tax if it is not mentioned for 
that purpose. ”

* SHRI ARUNENDRA NATH 
TAGORE: My suggestion will be to
exclude the Trust’s own business. Cer­
tainly, we are not going to invest in 
certain other’s business.

MR. CHAIRMAN: We have to legis­
late for all the Trysts. Otherwise, 
that will be a device for exemption.

SHRI JYOTIRMOY BOSU: What
are your sources of revenue, collection 
and how much you get from within 
this country, and how much from 
outside the country.

SHRI ARUNENDRA NATH
TAGORE: As a matter of fact, our
sources of income is mostly from do­
nations from the devotees. Our own 
resources income is Rs. 10 lakhs per 
year and about Rs. 50 lakhs come from 
devotees all over the country. For 
income derived outside India, I do not 
have statistics. If you want all those 
presisely, I can give you by letter. 
Now, the donations from outside are 
not much. It won't be more than
Rs. 2 to 3 lakhs per year.

SHRI JYOTIRMOY BOSU: Among 
the devotees, how many belong to the 
corporate sector, and how many are
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Individuals? What do you mean by 
‘devotees’ ? We want to know the facts.

SHRI ARUNENDRA NATH
TAGORE: It is a very difficult word 
to explain.

SHRI JYOTIRMOY BOSU: How do 
you spend this money of Rs. 60 lakhs 
that you collect every year? What are 
the liabilities that you meet every 
year?

SHRI ARUNENDRA NATH
TAGORE: As a matter of fact our lia­
bilities are to meet the expenses of 
the Ashram's activities. Then, your 
next question will be, what are the 
activities? I would say, it is a centre 
of education. We are maintaining stu­
dents, teachers. Out of the income of 
the Trust we are paying rents and 
taxes. The Auroville project has just 
been coming up there.

SHRI JYOTIRMOY BOSU: Do you 
give free accommodation? Is it possi­
ble? I do not want to offend your 
feelings. Suppose one makes a do­
nation and gets exemption from I.T., 
can he go over there and live free?

SHRI ARUNENDRA NATH 
TAGORE: That is not. I am myself 
a paying guest, when I live there. For 
the last 10 years or so, none has lived 
like that.

SHRI JYOTIRMOY BOSU: You get 
some mon'ey from he Corporate Sector 
for conducting research particularly 
on sociology. How much money do 
you get?

SHRI ARUNENDRA NATH 
TAGORE: That is not much.

SHRI JYOTIRMOY BOSU: You do 
get appreciable sums from big busi­
ness houses and you tell them that 
you are conducting research, particu­
larly sociology. How much did you 
get during the last 5 years?

SHRI ARUNENDRA NATH 
TAGORE: It is only a question
pertaining to balance sheet. If you 
give me time for that, I can file the 
balance sheets.

MR. CHAIRMAN: Any question out­
side the Bill, for which you (ShH 
Jyotirmoy Bosu) want information, it 
will be better for you to let the 
Secretariat write for it.

SHRI JYOTIRMOY BOSU: The re­
search that you have conducted. I 
would like to get details.

SHRI BALAKRISHNA PILLAI: Can 
you say how much money you are 
spending on Research?

SHRI ARUNENDRA NATH 
TAGORE; Unfortunately, os it was not 
included in our memorandum, I have 
not come prepared with the answer. 
I do not want to give a wrong state­
ment all of a sudden. I have been 
asked by the Managing Trustees to 
invite you all to visit the Ashram 
once. So that you can see for yoursel­
ves what things we are doing. We in­
vite you most cordially to pay a visit.

MR. CHAIRMAN: Thank you very 
much for the invitation. Some of the 
members of the Committee might feel 
inclined to visit the Ashram.

{The witness then withdrew]

IV. Madras State Income-tax Practitioners Association, Madras. 

Spokesmen:

1. Shri V. N. Padmanabhan

2. Shri S. R. Gopalan

3. Shri M. S. Rangiah
(The witnesses were called in they took their seats)
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MR. CHAIRMAN: Before we take
your evidence I may draw your atten­
tion to Direction 58 0f the directions 

by the Speaker which reads:

“The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable to 
be published, unless they bpecifically 
desire that all or any part of the 
evidence tendered by them is to be 
treated as confidential. Even though 
they might desire their evidence to 
be treated as confidential, such evi­

dence is liable to be made available 
to the Members of Parliament.”

SHRI V. N. PADMANABHAN: Our 
Association feels greatly honoured for 
being granted this privilege to tender 
’evidence before this august Committee, 
touching upon matters concerning tax 
practice. At the outset, we may be 
permitted to crave leave of the Hon’ble 
Committee to permit us to represent in 
the absence of our President who is 
-convalescing in a Nursing Home.

This Association has earlier made 
representation dated 7th June, 1973, 
^wherein a view was expressed, ques­
tioning the desirability of compulsory 
audit. Subsequent to the submission 
of that memorandum, all our members 
after considered deliberation on this 
subject in th  ̂ context of changed 
economic scene on the national front 
and malise of highest inflationary trend 
that the country is passing through, 
found the wisdom behind the scheme 
of compulsory audit as unquestionable 
and at the unanimous request of our 
members submit a supplementary 
memorandum insisting on compulsory 
audit. If compulsory audit were to 
come, this Association will be faced 
with the question of the eligibility of 
the members to conduct such audit, and 
furnish audit certificates in the light 
of Clause 39 of the Bill.

MR. CHAIRMAN: Your point is,
I . T. Ps should be allowed to do it 
also. In that connection, we have 
heard evidence of various Income Tax 
Practitioners’ Associations. We toM 
them, the Committee constituted as it 
la, cannot evaluate the expertise or the

competence of any particular body to  
carry on the audit, because Cost Ac­
countants say, they must be made 
Auditors; go also Co-operative Auditors 
say they must be made Auditors. We 
suggested them to make appropriate 
representation to the Finance Ministry 
which have the requisite talents and 
machinery available to evaluate as to 
who should be auditors or should not 
be auditors. Speaking for myself, I 
think no one should be left out of the 
ambit of audit and every one should 
have the right to audit. But after 
proper test, for, everyone should have 
the requisite knowledge for auditing, 
and everyone should be subject to 
some discipline. We cannot sit in 
judgment as to who should audit and 
who should not. You have to take 
up the matter with the Finance Minis­
try who are the competent persons to 
decide. Though every graduate i* 
allowed to be an Income-tax Practi­
tioner there should be some training 
and some knowledge o* accounts is 
necessary. What should be the train­
ing and what should be level o* know­
ledge is a matter for the Finance 
Ministry to decide, not this Com­
mittee. We for our part would 
certainly consider putting in our 
report that the Finance Ministry 
should examine that as there should 
be more auditors and it should not be 
exclusive to any particular category.

SHRI V. N. PADMANABHAN: In 
view of the clevage now sought to be 
made, the experience of Income-tax 
Practitioners should be taken into ac­
count. They have been continuous 
practitioners and Rules were pres­
cribed allowing them to make 
representations in support of returns 
and statements. Subsequently this 
rule was not observed. But the Rule 
is there. The Wanchoo Committee 
also have made recommendations. In 
the circumstances we find no reason 
why we should be debarred at this 
stage.

MR. CHAIRMAN: Wherever there iM 
compulsory audit, auditor sheuld give
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a certificate of the state of affairs and 
Income of the assessee. Now who is
competant to do that is a matter which 
can only be determined by the 
Finance Ministry, and not this Com­
mittee. Clause 39 is within our ambit. 
How can we say whether the 
cooperative auditors or the cost 
accountants could be auditors. That 
is not our task.

SHRI ERA SEZHIYAN: They have 
suggested an amendment to clause 39.

SHRI V. N. PADMANABHAN; This 
has been referred to in the Wanchoo 
Committee report also.

MR. CHAIRMAN: The Wanchoo
Committee refers only to Chartered 
Accountants. In page 46, it is said:

*Doubts have been expressed 
whether enough qualifid auditors 
will be available for undertaking 
audit in all cases where it is man­
datory. Companies are already sta­
tutorily required to get their ac­
counts audited. We feel that if suit­
able limits are prescribed for the 
non-corporate sector, the work-load 
may not be too great to be tackled 
by the existing professional accoun­
tant. We understand that the num­
ber of Chartered Accountants has 
increased from 8000 in April, 1967 to 
over 12,000 in October 1971. Further, 
during the same period the number 
of Chartered Accountants solely in 
practice has risen significantly from 
2900 to 5400. From the concern 
voiced from time to time in the press 
and elsewhere about a few well- 
known firms of Chartered Accoun­
tants monopolising bulk of the audit 
work relating to the corporate sec­
tor, it appears that there is a consi­
derably large number of parctising 
Chartered Accountants who can 
undertake additional work-load of 
audit in the non-corporate sector 
without much difficulty.’

So, you will see that they have spoken 
about Chartered Accountants only. 
Therefore it should be confined to 
Chartered Accountants For others,

there should be proper tests so that 
quali y does not deteriorate. That if 
not for us to decide.

SHRI V. N. PADMANABHAN: Now 
a difference between representation 
and Certification is made. Even rep­
resentation pre-supposes factual 
knowledge. We have been doing this 
all along. To deny this to us now is 
unfair and unreasonable on the part 
of the Government. Such a provision 
should not be introduced in the Bill.

A clevage is made for the first time 
in this Bill between certification and 
representation. Certification has to 
be made by Chartered Accountants 
and representation can be made by 
anybody. In Section 268(2) certain 
norms are prescribed. We would like 
to state that representation involves 
factual knowledge, how to state facts 
and how to satisfy objections of in­
come-tax authorities.

MR. CHAIRMAN: You are in other 
words saying that you are competent 
to audit. This plea has been made by 
several people and we will consider 
that.

SHRI JYOTIRMOY BOSU: D0 you 
not agree that a few big audit firms 
monopolise the corporate sector in col­
lusion with big business houses, • do 
you not agree that this should be de­
centralised and also do you not agree 
that evasion is more in that corporate 
sector where audit by chartered ac­
countants is compulsory?

MR. CHAIRMAN: This is a question 
more properly to be addressed to 
chartered accountants.

SHRI V. N. PADMANABHAN: I
would only invite attention to ques­
tion 16 of the Direct Taxes Adminis­
tration Fnquiry Committee wherein ft 
is sa; 'i that large-scale evasion was 
detected in cases where audited ac­
counts have been furnished by char­
tered accountants. The Board is there­
fore not in favour of accounts being 
audited by chartered accountants.

The Committee then adjourned.
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I. Shri T. V. Vishwanathan Aiyar— 
Advocate, Supreme Court of India, 
Madras. .
(The witness was culled in and he took 

his seat)

MR CHAIRMAN: Mr. Aiyar before 
you commence your evidence, it is the 
convention to point out to you one of 
the directions of the Speaker of the 
Lok Sahha which governs your 
evidence. The evidence you give 
wou d be treated as public, and is 
liable to foe published unless you 
specifically desire that all or any part 
of the evidence tendered by you is to 
be treated as confidential. Even 
though you may desire your evidence 
to be treated as confidential, such 
evidence is liable to be made available 
to the Members of Parliament. Kindly 
proceed.

SHIU T. V. VISHWANATHA 
AIYAR: Sir, I have in general sup­
ported the Bill. Therefore whatever 
suggestion j am making is how to 
make it better. Let us understand 
this point very clearly. Two or three 
things, therefore, are mentioned as 
important so far as this Bill is concer­
ned. The Bill is based upon the re­
commendations of the Wanchoo Com­
mittee. Two or three important points 
I would like to make before I go to 
the details. So far as the tax evasion 
and creation of black money is con­
cerned, I have just mentioned in the 
first paragraph I shall summarise it in 
a few minutes. The point is the re­
commendations have to be taken as a 
whole. Para 2.20 of the recommenda­
tions have to be taken as a whole, as 
serveral recommendations have been 
made. So far as the Bill is concerned, 
they have taken only particular items 
and accepted them or slightly varied 
or modified them. So far as the main 
matters are concerned, which I 
consider important, the higher rate of 
tax under the direct tax laws has not 
been considered in the bill. May be for 
good reasons. I am just pointing out 
that, the third is about donations to 
political parties, and the fourth is the 
proliferating and unproductive gov­
ernment expenditure, and the last is 
the corruption and deterioration in

38
that So far as the identification ot the 
disease is concerned, there iff not 
much more to be said. It is fairly 
comprehensive. The question therefore 
is so far as the Bill is concerned what 
we should do about the two aspects. 
How to get out of this situation, I 
would like to mention two or three 
things at the outset. I am making 
general observations, because the 
particular items have been dealt with 
by the Bill and a number of special 
recommendations have been accepted 
by the Government. So far as the 
existence of evasion of black money 
is concerned, j do not think it requires 
to be reiterated. It is all there. The 
disease is there. There are two ways 
of getting over the disease. My first 
answer is out of experience, not ex- 
piediency, prevention is better than 
cure, is the simple answer. You must 
see to it that the atmosphere pre­
vents or negatives the possibility of 
tax evasion of black money or at least 
minimises it. That is one method of 
dealing with it. That is, first the 
disease is to be prevented. In this 
connection whatever recommenda­
tions have been made have not been 
seriously dealt with in the Bill. 
Therefore, the Bill is not adequate 
for the purpose. That is one point. 
The second point is, as much as possi­
ble, to see that it is prevented not 
only by negation but by cure also. 
The Bill has taken into consideration 
the curative aspect. How does it cure 
the ŝituation H They can (have only 
what are called limited results. The 
disease being there, it is like an ordi­
nary palliative for headache. It is a 
medicine which will give cure for 
just one or two hours. It does not pre­
vent the coming in of the disease. I 
am, therefore, pleading for good 
health rather than merely getting the 
disease and curing it by medicines. In 
that sense, there are three or four 
items which I think have not been 
dealt with in the Bill., I do mention 
that these are main items very much 
importaV, if you are really serious 
about dealing with the causes of tax 
evasion and creation of black money 
and its proliferation. Here I am using 
the same expression as is mentioned 
in the Statement of objects and re­

mora) standards at all levels, and all sons.



34

MR. CHAIRMAN: On generalities, 
-we want you to clarify two or three 
things. The Wanchoo Committee went 
into the problem of the eradication oi 
black money both for prevention and 
its generation and proliferation. They 
have fiugjgestfejd various measures. 
You have stated what is important to 
consider in your memorandum. In a 
-Bill such as the one which we have 
before us. what according to you 
should have been ’further .included 

■that could have brought about the 
implementation of the items (a) to 
(e). They seem to have comprehen­
sively dealt with the entire problem, 
and they have suggested remedies 
which aî e outside jthe fiscal law—some 
thing which is outside the fiscal law 
will palpably be outaide the scope of a 
Bill like this. But do you think that 
if within the scope of the Bill the 
items in (a) to (e) are also taken 
care of properly, we will be able to 
overcome this menace of black money 
Do you think that the Bill can be 
improved so far as (a) to (e) are 
concerned?

SHRI T. V. VISHWANATHA 
AIYAR: I agree with you that it can 
be done. I cannot speak about out­
side the fiscal limits. The matter is 
very familiar. All the same, one thing 
is the high rate of taxation is certain­
ly within the limits of fiscal enact­
ment. It is not outside the fiscal enact­
ment. It is a matter which may be 
important as a policy, but it is not
c-utside the fiscal bill.

SHRI VASANT SATHE: The scope 
of the Bill is limited. The Direct Tax­
ation Amendment Bill tend other 
measures can be taken to achieve the 
objects laid down in /the Wanchoo 
Committee. But as far as thos Bill 
is concerned, as far as the law is con­
cerned, will you think that we can 
bring them out within the purview 
of this Bill?

SHRI T. V. VISHWANATHA 
AIYAR: Usually the method in so fa* 
as what are called rates of tax are 
concerned, is to have a standard rate, 
which is fixed in the Act itself not

in the Finance Act. I have mentioned 
that point that we should have a 
standard rate, which is acceptable. In 
the annual budgets you can make it 
plus or minus. The importan point I 
want to mention is the fixation of a 
basdc rate which will work at least 
for a plan period. This is absolutely 
necessary. It is part of the Act. It 
should be ‘so and so a rate’ unless it 
is changed by the Annual Act due to 
special reasons. This is not a new 
thing. It is done in Ceylon and many 
other places. What is called the stan­
dard rate is an acceptable rate, which 
does not come into being for the 
special occasion for special rates. 
When the Finance Act comes into 
being, you can say for special reasons 
in the annual budget it shall be plus 
or minus ten per cent. This is one 
matter.

The second matter is also part of 
the taxation law. Tax is to be the 
means of economic growth. It is a 
matter that should be at the bottom 
of the Finance Act. The principle 
must be such as will enable economic 
growth—growth in the ordinary sense 
and not in the extra ordinary sense. 
Taxation must be progressive on its, 
own, even if there is no change in 
the rates. It must grow on itself even 
on the old rates. That is what is 
meant by progressive taxation. The 
important principle of general taxa­
tion is to allow for growth by itself. 
How does it happen? Incentives must 
be given. I want this matter to be 
dealt with. We are dealing with 
plans. Why should there not be a 
p l a n  for taxation? The taxation levy 
should be for a plan period of five 
years so that people may deal with 
their affairs and transactions on the 
basis of known tax and not annual 
handicaps one way or the other. Be­
cause, it obstructs the natural growth 
of economy. I do not want to go into 
the special reasons.

MR.« CHAIRMAN: You want the 
main Act to fix the rate and in accor­
dance with the needs of the economy, 
variations are to be brought in later.
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SHRI T. V. VISHWANATHA 
AIYAR: Yes. One other matter I 
would like to mention, Our taxation 
begins at the very low figure of 
5,000. It is not the case elsewhere, and 
slab by slab the rate is higher. We 
get the top slap very early. In other 
places, for instance, for ten lakhs of 
Rupees, in U. K. it is 66.8 per cent, 
in U.S.A, it is 49.1 percent.

SHRj VASANT SATHE: What is 
the per capita income of the country?

SHRI T. V. VISHWANATHA 
AIYAR: That is why I am mention­
ing it. We mush remenber that we 
are a nation of 550 million people.

SHRI/ VASANT SATHE: I 'am
sorry to interrupt you. What is the 
effective rate of tax on the higher slab 
according, to you? We shall have a 
useful dialogue.

SHRI T. V. VISHWANATHA
AIYAR: The higher rate 0f effective 
tax, according to economists, is 77 per 
cent.

SHRI VASANT SATHE: There I 
suppose there is scope.

SHRI T. V. VISHWANATHA
AIYAR: The Wanchoo Committee
says it is 80 per cent.

SHRI VASANT SATHE: Now I am 
putting this before you. You should 
try to know in your mind what you 
think is t>e effective rate of tax. As 
at present brought out by the 
Wanchoo Committee, the effective 
rate of tax does not exceed 50 per 
cent.

SHRI T. V. VISHWANATHA
AIYAR: You see that the rate here 
in India for instance on Rs. 30,000 is 
23 per cent. The .effective rate in 
Ceylon is 11.4 per cent, in Pakistan 
it is 12.8, in U. K. it is 13.1., in 
U.S.A., it is 3.2.

The third point I mentioned was 
about the higher rates reached at 
higher levels there.

MR. CHAIRMAN: Lest we enter
into a dialogue, let me crystalise the

issue. What the hon. Member wants 
to know is this. I can speak with 
reference to the Corporate Sector. In 
a Corporate sector, take the total 
profits earned by the various Com­
panies who pay tax, take the revenue, 
divide the profits earned by the total 
profits and you get the percentage. 
That is the effective rate so far as 
the Corporate sector is concerned. My 
question is, firstly, is it possible to 
have such an effective rate in the 
non-corporate sector and if there is 
such an effective rate, what according 
to you is the effective rate.

SHRI T. V. VISHWANATHA 
AIYAR: If arithmetic is to enter into 
the field, so far as I understand I may 
be wrong. 3.2 per cent seems to be 
the tax out of the GNP in the year.

MR. CHAIRMAN: You need not 
touch upon that aspect. Supposing the 
profit is 100 crores and the revenue 
collected is 40 crores. Then we find 
effeotive rate of taxation is 40 per 
cent.

SHRI T. V. VISHWANATHA 
AIYAR: You are mentioning it as a 
total figure and talking what is the 
average tax. That is for revenue pur­
poses. But it does not touch the 
taxation of each man, because some 
people may be below that average.

SHRI ERA SEZHIYAN: The ques­
tion is, suppose there is a preson with 
income of Rs. 2 lakhs. What a**e th« 
exemptions he is to get? Then what 
will be the effective rate?

SHRI T. V. VISHWANATHA
AIYAR: My answer is because a man 
gets 2 lakhs, he does not get extra 
benefits. Whatever benefits any other 
man gets, he aVso gets.

SHRI ERA SEZHIYAN: My ques­
tion is what will be the effective rate.

SHRI T. V. VISHWANATHA
AIYAR: The rates 1 mentioned are on
total income which are assessed; not
on gross income. The ATowances are 
given, because they are spent. I can 
understand if you give incentives.
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wances are not spent. Insurance pre­
mium is savings. National Savings 
deposit is a saving. You cannot say 
that they are spent.

SHRI T. V. VISHWANATHA 
AIYAR: They are all fixed. It io 15 
per cent or 20 per cent, not exceeding 
Rs. 30,000.

SHRI BHAGWAT JHA AZAD: 
They are actually savings. Our ques­
tion is when yau are quoting the 
taxes and rates from other countries, 
in comparison to the rates of taxation 
in U.K., Ceylon and Pakistan, what is 
the effective rate of taxation in our 
country. It is about 98 per cent. The 
Wanchoo Committee has suggested 
some rate. We say that the effective 
rate is not that much. We would like 
to know from you what is the effec­
tive rate in this country.

SHRI T. V. VISHWANATHA 
AIYAR: When we are thinking of 
what is meant by the effective rate, 
the rates are on the assessable income 
and the rates which have been quoted 
are on that basin. I take it that it is 
‘without allowances’.

MR. CHAIRMAN: You must take
into account the gross profits earned 
in a year and the ultimate tax you 
pay because of the various incentives.

SHRI T. V. VISHWANATHA 
AIYAR: The distinction must be
beteen expenses on the one side and 
incentives on the other. Both should 
not be taken together. Let ug allow 
certain things like Provident Fund, 
Insurance, gratuity etc. If that is 
what you mean, why is that incentive 
given? It is not allowed simply 
because it is high rate Or low rate, but 
because it helps savings. It is a matter 
of revenue and it is a contribution.

MR. CHAIRMAN: You are going 
on the rationale of the whole incen­
tives. For the Corporate sector, we 
have worked out the effective rate. 
We find that contrary to the general 
impression about the rising tax bur­
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den on the Corporate sector, tax pro­
vision in relation to pre-tax profits has 
shown a steady decline during the 
past five years from 05-66 to 70-71. 
On account of series of incentives 
which the Corporate sector has been 
receiving during this period, the effec­
tive rate has come down considerably 
lower. From 47.4 per cent in 1965-66 
it has come down to 39.8 per cent in 
69.70 and it was 42.8 per cent in <0-71. 
in the case of 290 large companies. 
Without widening the area of contro­
versy, my friends are anxious to know 
whether you have made a study of the 
effective rates in this manner, what 
are your comments with reference to 
the effective rate?

SHRI JYOTIRMOY BOSU; 1 have 
a table which shows that during the 
years 51-52 to 64-65 the actual inci­
dence of direct taxation on the non­
firm high income households is much 
smaller than what the income tax 
would be.

SHRI T. V. VISHWANATHA 
AIYAR: So far as the Corporate
sector is concerned, the question of 
proliferation does not arise, whatever 
be the effective rate. The point we 
have to remember in that in spite of 65 
per cent o r 47 per cent or whatever 
it is, that money is in the company.

MR. CHAIRMAN: We want you to 
tell us what are your views about the 
burden of taxation with reference to 
effective rate?

SHRI T. V. VISHWANATHA 
AIYAR: The first point is about Cor­
porate taxation. You have started with 
the theory that no incentives are taken 
into consideration for the purpose of 
effective rate. It does not require any 
answer from me. Therefore, the 
higher rate is not effectively higher 
rate, but little less. The question is 
whether the reduced rate is good or 
bad for the purpose of the Company. 
The only answer to that is that in each 
case the money is inside the company 
and therefore only the amount of tax 
varies, though the average rate adjusts 
itself. Therefore it is that so tar as
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the Company is concerned, to the ex­
tent to which you leave moneys with­
out taking it by way of taxation, it 
continues with the Industry or the 
•Company or the Corporate sector. 
That is one answer.

MR. CHAIRMAN: I do not think 
that answers our question. Let us go 
to the next point.

SHRI T. V. VISHWANATHA 
AIYAR: Yea The higher rate of 
taxation is one thing.

SHRI BHAGWAT JHA AZAD: 
What I say i’d it is not 98 per cent. 
It is only 43 per cent. To say that 
that is excessive is not correct. We 
have heard every Chamber saying 
that the highest rate of taxation is 
#8 per cent but it i'3 only 43 per cent. 
That is what I want to suggest.

SHRI JYOTIRMOY BASU: Re­
sults of survey on tax on household 
income of rich is 5.25 per cent in 
1956-57 and in the following years it 
is 5 per cent, 5 per cent, 4.9 per 
cent., 3.3 per cent and 3.9 per cent. 
Are you making a suggestion that if 
tax rates are lower, then big business 
will not go in for tax evasion. If 
that is so, can you say why the volun­
tary disclosure scheme failed totally 
and utterly?

SHRI T. V. VISHWANATHA 
AIYAR: If you start with the theory 
that whatever be the rate, evasion 
will be there, then I have no answer 
at all. If you take the majority of 
small assessee^ the effective rate will 
remain there in each branch. You are 
taking totality.

MR. CHAIRMAN: No.

SHRI ERA SEZHIYAN: I shall 
give concrete example. One with an 
income of Rs. 2 lakhs, pays tax of 
Us. 1,51,800. That is not 85 per cent 
but only 76 per cent. That is what 
we say.

SHRI T. V. VISHWANATHA 
AIYAR: That is not the average rate.

SHRI BHAGWAT JHA AZAD; 
That is the effective rate in the cas6 . 
of 295 companies.

MR. CHAIRMAN: Lowering of rate 
has been suggested by everybody 
concerned including experts. Mr. 
Aiyar is also an eminent lawyer and 
one with wide experience. Let us 
hear his views.

SHRI BHAGWAT JHA AZAD: 
If you allow the witness to talk 
freely, that is one thing. He talked 
on production, expenditure, corrup­
tion, licence etc. He has been talking 
on high rates. I say, it is not high 
rate.

MR. CHAIRMAN: We do not seem 
to be making any progress. Let us 
go to the next point.

SHRI T. V. VISHWANATHA 
AIYAR: Take the highest rate. It is 
9© per cent. May be in the working 
it may come to 84 per cent. I have not 
worked it out myself. But w’hat I 
say is, 84 per cent is still high ac­
cording to me. That is a point which 
you might consider.

MR. CHAIRMAN: Even though we 
do not agree, we appreciate it.

SHRI T. V. VISHWANATHA 
AIYAR: What I say i»3, reduction must 
be in the effective rate and not in the 
nominal rate. The ultimate effective 
rate must not be high.

MR. CHAIRMAN: All right. Next 
point. ,

SHRI VASANT SATHE: The first 
two slabs are much lower and in the 
highest slab, the rate is too high, as 
high as 97.7 per cent, and so it acts 
as a disincentive to savings.

SHRI T. V. VISHWANATHA 
AIYAR: I am glad you have put it 
that way. That was what I was going 
to say. In the first two slabs we have 
39.6 per cent plus 25 per cent total­
ling 65 per cent of the total number of 
assessees. I do not go into their rate. 
Let me come to the higher slabs. 
Those earning between Rs. 30,000 to 
Rs. 40,000 they are constituting 2.1
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per cent of assessees. From Rs.
40,000 to Bs. 50,000, it in 1 per cent 
From Rs. 50,000 to Rs. 60,000—it is 6 
per cent.

SHRI BHAGWAT JHA AZAD: 
What is the source of information?

SHRI T. V. VISHWANATHA 
AIYAR; Indian Economic Statistics— 
Part II, 1972, Ministry of Finance. I 
shall give revenue also. For above 
Rs. 2 lakho income they constitute : 1 
per cent. But revenue is 16.6 per cent 
That is where you have to concen­
trate. I find there is a section in Bill 
which says that if it is more than 
Rs. 1 lakh some special deterrent 
punishment may be given. Consider­
ing the revenue this type of assessee® 
give, concentrate your attention tnore 
on them. The higher rate of taxation 
on them acts as a disincentive. They 
do not require money for any other 
purpose than to pay tax.

SHRI VASANT SATHE: Are you 
aware that in Hongkong the level of 
taxation is lowest. It is only 15 per 
cent. So there is no evasion of taxa­
tion there. Here in our country, the 
highest the rate, the more the eva­
sion.

SHRI T. V. VISHWANATHA AIYAR:
The higher rate on higher incomes is 
there. There we have to concentrate 
considering the revenue they give. It 
is to be taken in the totality. I can­
not talk in air.

SHRI VASANT SATHE: In other 
words, you say reducing higher rates 
will not solve the problem.

SHRI T. V. VISHWANATHA AIYAR: 
No. It is one suggestion.

MR. CHAIRMAN: Come to the 
provisions of the bill.

SHRI JYOTIRMOY BOSU: What is 
your impression about present tax 
machinery and the procedures that 
are adopted, for example, settlement 
procedure. '

MR. CHAIRMAN: The witness may 
connect it with the provisions of the 
bill. We will come to Clause 6.

SHRI T. V. VISHWANATHA AIYAR; 
In clause 6, substantial contribution 
with reference to charity is stated to 
be Rb. 5000. Rs. 5000 is a small figure*

Coming to Clause 12, it says “Every 
person carrying on any business or 
profession shall keep and maintain 
such books and accounts as will 
enable the Incometax Authority to 
determine the taxes payable by him 
and the exemptions etc.” I want a 
slight amendment to that. In Clause
(2) of the said clause, it is mentioned 
the department can specify the 
nature of the books and the other 
things. Therefore, I want the same 
principle to be adopted in the main 
Section itself. I suggest the addition 
of the words, ‘as specified in sub­
section (2)\

MR. CHAIRMAN: The Committee 
does not seem to view thai. seriously. 
The burden cast on the Board may be 
given by way at a direction Basi­
cally, what is required is honest and 
truthful maintenance of accounts. I 
am telling ypu this after hearing 
various witnesses. How would you 
react if power were only to give 
some sort of guidelines. Otherwise, it 
should be your option to maintain 
truthful and honest accounts in ac­
cordance with the recognised ac­
countancy principles.

SHRI T. V. VISHWANATHA AIYAR: 
Section doe's not say so.

SHRI ERA SEZHIYAN: You should 
start with all the basic forms even 
with the working of the Bill. My 
point is, sub-section could work in­
dependently.

MR. CHAIRMAN: The prescribing 
part can wait. But, would you want 
the Board to prescribe?

SHRI T. V. VISHWANATHA AIYAR; 
It is stated here that such books of 
accounts and other documents to 
enable the Incometax authority to 
determine. Therefore, the responsi­
bility of maintaining is thrown on 
the assessee, and the responsibility of 
judging is thrown on the department.
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On that there is a lot of difficulty. 
The assessee would say his books are 
*Uht, and the department might say, 
the assessee has not kept it right 
The Board desires specific forms and 
they take the consequences of pres* 
cribing, Therefore, do not get out of 
that.

MB. CHAIRMAN: I have said, 
Board should be out of it. We do not 
want to put unnecessary responsi­
bility. Board can give only guidelines. 
Those in the urban area's can have 
their own assistance. But, what is 
necessary is compulsory maintenance 
of accounts. What is your next point 
please?

SHRI T. V. VISHWANATHA AIYAR: 
Clause 14 (Section 64); I am not 
against this provision at all. Suppose 
on a birthday a man gives Rs. 1000 
that should not create trouble. Ordi­
nary birthday presents which is 
common in a Hindu family must be 
taken note of.

MR. CHAIRMAN: That also we are 
considering from the point of view 
of administrative difficulties.

SHRI T V . VISHWANATHA AIYAR: 
Then, Clause 25. This relates to ex­
penses for tax. Rs. 2000 is too small 
a figure. .

MR. CHAIRMAN: Every one has 
made that point before us.

SHRI VASANT SATHE: Would
you suggest some figure?

SHRI T. V. VISHWANATHA AIYAR: 
Whatever is reasonable according to 
the Income-tax officer.

SHRI VASANT SATHE: That
would again vary from Officer to 
Officer. Would you like aome figure 
to be put in the Act? When we say 
Rs. 2,000, what would you like the 
figure to be? -

SHRI T. V. VISHWANATHA AIYAR: 
I would say, whatever ii reasonably 
incurred. Something, as reasonable as 
in the case of remuneration.

M R CHAIRMAN: We will tak*
more considered view of the whole 
matter.

SHRI T. V. VISHWANATHA AIYAR; 
Clause 35. The section says reason to 
suspect. That is the expression which 
is coming in for the first time.

MR. CHAIRMAN: It is there in 
132(1) (1).

SHRI T. V. VISWANATHA AIYAR: 
It is an additional sub-section and it 
is introduced for the first time. Se­
condly, in every case has reason to 
believe is a much stronger expression 
than reason to suspect. ‘Notwith­
standing that no proceedings with 
respect to such person or class of 
persons are pending.before him or anjr 
other Incometax authority* will be a 
matter something in the air with 
nothing before him. In other cases, 
reason to believe in the face of some 
proceeding or document or some in­
formation before it by reason of 
some information or omission. Now, 
you do not have anything before yo”

MR. CHAIRMAN: We will ask the 
Ministry to explain that.

SHRI T. V. VISHWANATHA AIYAR; 
Wh'en no proceeding is pending before 
the Income-tax authority means he 
could not have any information con­
nected with the case. That cannot be, 
proper way of administering this Act. 
If there is failure, certain remedies 
are there to the I.T. Department to 
enforce it by one way 0r other.

MR. CHAIRMAN; Is your apprehen­
sion by subjective consideration he 
should exercise the powers in 
131(1)(1).

SHRI T. V. VISHWANATHA AIYAR: 
Unfortunately, 131(1) (1) is when pro­
ceeding is pending, whereas in thia 
case, no proceeding is pending. That 
is the distinction.

MR. CHAIRMAN: This clause* 1-A 
will be inserted below sub-section 
131(1) which says of vesting powers, 
as are there in a court under the Code 
of Civil Procedure, in the I.T.O., in
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the Appellate Commissioner, in the
I.A.C., and Commissioner. It does not 
say as to when this is to be exercised.

SHRI T. V. VISHWANATHA
AIYAR: In all these cases, it is exer­
cised in relation to a proceeding, 
because, discovery, inspection, enforc­
ing of provisions are all compelling 
procedures.

MR. CHAIRMAN: Would you please 
tell us where do you get in the Section 
that the proceedings should be pend­
ing,

SHRI T. V. VISHWANATHA
AIYAR: It should be in relation to 
something which he has to exercise.

MR. CHAIRMAN: That is your 
interpretation. Can you cite some 
authority that they can exercise these 
powers A  to D only when some pro­
ceedings are pending.

SHRI T. V. VISHWANATHA
AIYAR: The powers are parallel and 
akin to a Court’s power. A Court is 
seized of the matter only when some­
thing i3 pending before it.

MR. CHAIRMAN: You mean, when 
trying a suit.

SHRI T. V. VISHWANATHA
AIYAR: That is exactly the point I
am making.

SHRI VASANT SATHE: A Civil 
Court gets the power only when some­
thing is pending.

MR. CHAIRMAN; The idea is that 
so far as Assistant Director is con­
cerned, the power is to be vested even 
if proceedings are not pending.

SHRI T. V. VISHWANATHA 
AIYAR: Assuming that you want to 
give that power, say, a$ in other cases, 
‘By reason of something done by the 
assessee’.

MR. CHAIRMAN: If I have under­
stood you, then, it will have to be 
where he has not only reason to 
suspect, but where he has reason to 
believe.

SHRI T. V. VISHWANATHA 
AIYAR: Then, omit the last two
lines, 'notwithstanding no prpceedingB

with respect to such person or class of 
persons are pending before him or 
any other Income-tax authority.’'

MR. CHAIRMAN: This will apply 
only to 131(1 A) and it will not govern 
sub-section (1).

SHRI T. V. VISHWANATHA 
AIYAR: They want something they
cannot do in it. That is why, I am 
harping on my point.

MR. CHAIRMAN: If it is the deli­
berate intention of the law-makers 
that so far as Assistant Commissioners 
are concerned, the power should be 
vested in him even if no proceedings 
are pending, what is your suggestion?

SHRI T. V. VISHWANATHA 
AIYAR: Your intention may be there. 
While it i<3 good, I understand the in­
tention. That is why I object. You 
want something which is extraordi­
nary which is not found in any other 
matter. That is why I am mention­
ing this point—before introducing 
such items two things are required. 
Now, it is even without a paper—sus­
picion*. It should be ‘reason to be­
lieve.

MR. CHAIRMAN: You are sayingf 
for that class of persons you want this 
to be deleted and ‘reason to suspect* 
should be made ‘reason to believe’. 
‘Something in possession or power*.

SHRI ERA SEZHIYAN: There may 
be a case pending against him During 
the course of proceedings some infor­
mation may be given. Issue notices 
to B, C. Technically it may not be 
there. In these cases, what are you 
doing?

SHRI T. V. VISHWANATHA AIYAR: 
I ’just want two things to be done. 
Some record should be made that 
•there is some information before him\ 
whether it relates to A, B or C. That 
Is the first safeguard. That is why 
I say, it should be “reason to believe".

SHRI VASANT SATHE; Supposing 
we make ‘reason to believe* then?

SHRI T.V. VISHWANATHA AIYAR: 
Then, I have also suggested, as in 
other cases Sects. 147, 131(1), kindly
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see 132—please see the next section— 
that itself will show why it is safe­
guarded—-“Where the Director of 
Inpection or the Commissioner, in 
consequence of information in his 
possession has reason to believe”—it 
is in the section itself. I want the 
same section to be here.

SHRI VASANT SATHE: The whole 
performance of the section is clear. 
Here we don’t have a suit pending. 
“Where he suspects something !n 
relation to another assessee about 
whom there is no suit pending”— 
I agree, that is ‘reason to believe’. 
There is some information; if that is 
enough, if yet no suit is pending, why 
should action be not taken? I want 
the entire aspect. The purpose will 
be defeated if the section is not there.

SHRI T. V. VISHWANATHA AIYAR: 
I will explain the matter in two ways. 
If you want the provision willy-nilly, 
there is no answer. Your object is to 
keep the section; whether it is good 
or right, I am trying to answer Your 
purpose is not honest, is not enough. 
Therefore, the question now is whe­
ther for instance, ‘circumstance!’ is 
made clear. This is plear. It is a case 
of working up, actual implementation. 
4‘Where the Director of Inspection or 
Commissioner in consequence of 
information in his possession, has 
reason to believe*’—that is the way in 
which the framing of the section is. 
Sec. 147 and 270(a)—it is like that. 
It is not merely reason to believe. 
Apart from reason to suspect the 
individual—alright, my point is—if in 
the case in consequence of information 
in his possession—not pending pro­
ceedings. Therefore, if you say: “ in 
consequence of information in his 
possession has reason to believe”—it 
will be right. I have nothing more to 
say.

SHRI VASANT SATHE; Then, that 
clause need not be there?

SHRI T. V. VISHWANATHA AIYAR: 
Once you get the information. Same 
thing you are recording it. It is not 
justiciable.

MR. CHAIRMAN: According to you»
tha is not justiciable?

SHRI T. V. VISHWANATHA AIYAR: 
That >s not justiciable.

MR. CHAIRMAN: If he has given 
the ‘reason to believe’, lie can exercise 
the power. Then the non-obstante 
part is otiose. That does not matter. 
Please come to the next

SHRI T.V. VISHWANATHA AIYAR: 
About Clause 36, I would like to say 
one thing. It is purely drafting affair* 
It is agreed in Note 5 that it is rebut­
table presumption, i.e., Clause (d) 
sub-section 4(A ). “Where any books
of accounts or other documents___etc*
are found in the possession or control 
of any person in the case of search, 
it may be presumed’*—Now the point 
is, you yourself agree that it is only 
rebuttable presumption. Kindly put 
in a clarification at the right place. 
It is not an irrebuttable presumption.

MR. CHAIRMAN: Evidence Act
may presume, you record a fact un­
less and until it is disproved.

SHRI T. V. VISHWANATHA AIYAR: 
That is why I am trying to suggest, 
‘search unless proved to the contrary* 
—it may be presumed. I am not 
introducing anything new. It is to 
making it clear.

MR. CHAIRMAN: It will only
make express what is implied.

SHRI T. V. VISHWANATHA AIYAR: 
In a case where it is something in 
favour of the assessee, it should be 
made clear.

MR. CHAIRMAN: That is your
view of the matter.

SHRI T. V. VISHWANATHA AIYAR: 
The second point is, ‘possession or 
control’. Now, suppose a Clerk is in 
possession,—you can draw any pre­
sumption against the owner; it is a 
matter you want to draw presumption; 
it is open to prove or disprove. But 
‘possession or control’—both expres­
sions are there. Suppose, a Gurna- 
stha9 has got it, is it to be drawn

3031 LS—4.
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against tiim? Therefore let us say 
‘against whom* it is to be drawn 
because it is stated in 4(A) “in regard 
to a search it may be presumed it 
belongs to such person” . That is 
why I am making a point. What I 
am trying to point out is, suppose a 
servant is there, the burden is thrown 
on him.

MR. CHAIRMAN: Either the
owner or a person in possession.

SHRI T. V. VISHWANATHA AIYAR: 
Unless proved to the contrary. There­
fore, nobody is prejudiced on that. 
Therefore it is another reason why I 
am asking this.

MR. CHAIRMAN: We can add
•owner or person in possession'.

SHRI BHAGWAT JHA AZAD: We 
will say, “if other person is in pos­
session, against him also” .

MR. CHAIRMAN: It is a special
rule of evidence -being made clear.

SHRI T. V. VISHWANATHA AIYAR: 
I am not against any Rule. But, do 
you want to do against the rule. 
That is the first thing. I a*m not 
against it. Let us be clear. But 
what I am trying to mention is by 
this method, once you draw a pre­
sumption that it belongs to the agent, 
you are necessarily leaving off the 
owner. That is not right.

SHRI VASANT SATHE: There­
fore, you say the words “unless prov­
ed to the contrary” should be there. 
It will save everybody.

MR. CHAIRMAN: If you read the 
whole section, ‘that person who is 
in possession or control, that he is 
not the owner, belongs to such a 
person. That is the whole scheme of 
the section. “Where books of ac­
counts, documents, money, bullion or 
other valuables are kept or is found 
In the possession or control in the 
course of search it may be presumed 
. . . .  belongs or belong to such per­
sons. The presumption is created 
with reference to possession and 
control.

SHRI VASANT SATHE: There­
fore, he says if you add by way of 
abundant caution ‘unless proved to 
the contrary*, whatever little scope 
of misconception there may be, will 
be covered.

SHRI T. V. VISHWANATHA AI­
YAR: That is one matter. Please take 
Cl. 71. You can kindly see sub­
section 276(c) (ii) (2) and then see 
‘Explanation’. For the purpose of 
this section, “ If a person wilfully 
attempts in any manner whatsoever 
to evade the payment of any tax, 
penalty or interest chargeable or im- 
posafole under this Act, shall include 
a case where any person has in his 
possession or control any books of 
accounts or other documents” . . . .  etc. 
Now, it is treated as if it is an attempt 
to evade any tax—by that person. 
The use of tlhe word ‘possession or 
control* it does not bring out what 
you seek to do.

MR. CHAIRMAN: Section 276C
reads—

“276C. (1) If a person wilfully 
attempts in any manner whatsoever 
to evade any tax, penalty or interest 
chargeable or imposable under this 
Act, he shall, without prejudice to 
any penalty that may be impossible 
on him under any other provision 
of this Act, be punishable,—

(i) in a case where the amount 
sought to be evaded exceeds 
one hundred thousand rupees, 
with rigorous imprisonment 
for a term which may extend 
to seven years and with fine:

Provided that in the absence of 
special and adequate reasons 
to the contrary to be recorded 
in the judgment of the court, 
such imprisonment shall not 
be for less than Bix months;

(11) in any other case, with rigo­
rous imprisonment for a term 
which may extend to three 
years or with fine or with 
both.



43
(2) If a person wilfully attempts 

in any 'manner whatsoever to evade 
the payment of any tax# penalty or 
interest chargeable or imposable 
under this Act, he shall, without 
prejudice to any penalty that may 
be imposable on him under any 
other provision of this Act, toe 
punishable with rigorous imprison­
ment for a term which may extend 
to three years and shall, in tihe 
discretion of the court, also be 
liable to fine:

Provided that in the absence of 
special and adequate reasons to the 
contrary to be recorded in the 
judgment of the court, such impri­
sonment shall not be for less tiian 
three months.

vExplanation.—For the purposes of 
this section, a wilful attempt to 
evade any tax, penalty or interest 
chargeable or imposable under this 
Act or the payment thereof shall 
include a case where any person—

(i) has in his possession or control 
any books of account or other 
documents (being books of 
account or other documents 
relevant to any proceeding 
under this Act) containing a 
false entry or statement; or

(ii) makes or causes to be made 
any false entry or statement 
in such books of account or 
other documents; or

(iii) wilfully omits or causes to be 
omitted any relevant entry 
or statement in such books of 
account or other documents; 
or

(iv) causes any other circumstance 
to exist which will have the 
effect of enabling such person 
to evade any taxf penalty or 
interest chargeable or impos­
sible under this Act or the 
payment thereof."

Now what xio you say?....th e  
explanation to be expunged?

SHRI T. V. VISHWANATHA AlYAB: 
You now kindly see, Sir, whereas

Clause (iv) gives any circumstance 
to exist—it will have the effect of 
evading any tax-is specifically men­
tioned.

MR. CHAIRMAN: An Accountant
will fall into tfriiŝ  if he is not the 
party.

SHRI T. V. VISHWANATHA AIYAR: 
That is the whole trouble.

MR. CHAIRMAN: Section 276C.
We will consider. An Accountant in 
control of books, he may not be 
guilty. That is alright. We will 
consider this.

SHRI T. V. VISH W AN ATH A A IY A R : 
In fact I w ant to m ake one other 
point and that is this. The W an­
choo. Committee has not said about 
this, the rebuttable presumption and 
the ’ way in which it is mentioned. 
But the fram ers of tihe B ill have 
included it.

MR. CHAIRMAN: We will cer­
tainly look into this. Others have 
also pointed about this.

SHRI T. V. VISHWANATHA AIYAR: 
Then I go to the n e x t  item, that is, 
clauses 71 and 72 which go together. 
Here the p u n ish m e n ts  are very dete - 
rent! Therefore, it is necessary some 
time should be allowed to elapse, 
before actual implementation, max 
is, it should take effect after one 
or two years. People will have to 
take care of it-

MR: CHAIRMAN: You will see
that Hie limit fixed is H* ^P’00?, 
do you want such people should be
given time?

SHRI T.V. VISHWANATHA AIYAR: 
You are thinking of the people in 
higher slabs. I am thinking of amal- 
ler people. Because this refers to 
imprisonment, there dhould be some 
consideration and time allowed.

MR. CHAIRMAN: There is a Pro­
viso. However, in sub-clause (ii) we 
will consider whether the wordg *if 
it is done wilfully’ could be added.
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SHRI T. V. VISHWANATHA AIYAR:
I will say one word in general. The 
whole puropse of this legislation 
should be that as many good asses­
sees as possible should not be made to 
suffer (because of one hundred bad 
persons. Therefore I request that 
some consideration should be shown.

MR. CHAIRMAN: I appreciate it. 
A  warning or something may be 
given in the first instance in desirable 
cases.

SHRI T. V. VISHWANATHA AIYAR: 
In the same section, there is reference 
to false entry or statement in books 
of account or other documents. There 
may be erroneous entries also and 
two entries may cancel each other 
and there may not be tax effect.

MR. CHAIRMAN: You are making 
a hypothetical argument.

SHRI T. V. VISWANATHA AI­
YAR: What I am trying to say is that 
the punishment should be measured 
according to the gravity of the offence 
wilful and deliberate. Innocent 
persons should not be punished.

MR.' CHAIRMAN: The courts
award punishment as ‘till rising of 
the Court1.

SHRI T. V. VISHWANATHA AIYAR: 
But in this Bill, you are fixing the 
quantum of punishment. You say 
minimum of three years. It should 
be more reasonable.

MR. CHAIRMAN: We will con­
sider.

SHRI T. V. VISHWANATHA AIYAR: 
Next I come to section 75. Here the 
limit to tax payable is Rs. 5,000 and 
the value of the property is 10,000. 
But in these days of high cost this 
is very small. I have suggested that 
the amount be increased to Rs. 25,000.

MR. CHAIRMAN: I want to ask
you one question. Supposing a person 
has property, assessment is pending 
and tax liability is not fastei^d, the 
property is mortaged to a Bartk, what 
will be the position of this Legisla­

tion. I want to know whether a 
section like this is workable? Will 
the right of a bcmaflde purchaser, 
before a tax liability is fastened be 
prejudiced by a law like this?

SHRI T. V. VISHWANATHA AIYAR: 
It should not affect.

MR. CHAIRMAN: Is it *it should
not' or is it ‘it cannot’?

SHRI T. V. VISHWANATHA AIYAR: 
I should think it should not.

MR. CHAIRMAN: Will it be too
intra vires?

SHRI T. V. VISHWANATHA AI­
YAR: I am coming to that point It is 
open to a court or any other stature to 
say that taxes are the first charge 
like land revenue. I am not saying it 
cannot be intra vires. It is possible 
it is intra vires though it does not 
come under civil law. Under this 
Bill it will come.

MR. CHAIRMAN: it takes note of 
two conditions. It is not with a view 
to defraud the same liability which 
may come in future. But if it is 
for adequate consideration with 
notice, the assessment made every 
time would be pending.

SHRI T. V. VISHWANATHA AIYAR: 
That is why I am mentioning this 
point. You cannot rope in too many 
transactions. My anxiety is the tax 
should not go, and the man should 
not cheat. But you cannot make 
small transactions also involved in 
this. - 

MR. CHAIRMAN: We will consi­
der it.

SHRI T. V. VISHWANATHA AI­
YAR: The rest are all merely conse­
quential There is one other point, 
fclause 99, Wealth Tax evaluation. 
What is stated is this. I am now 
reading Clause 99 section 18, explana­
tion 4.

MR. CHAIRMAN: I have under­
stood what is your objection going 
to be. The variations by thefmselve* 
will not bring to the department what 
was contemplated by the bona fide 
evaluation.
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SHRI T. V. VISWANATHA AIYAR: right. .

I have also said the same thing. If MR. CHAIRMAN: Thank you very
it i8 properly drawn up, it is all much, Mr. Aiyar.

(The witness then withdrew).
II. Andhra Pradesh Tax Bar Association, Hyderabad

Spokesmen:

1. Shri M. A. Mohiuddin
2. Shri Y. V. Anjaneyulu
3. Shri Kesha vial Adhia
4. Shri P. Vanugopal

(The witnesses were called in and they took their seats)

MR. CHAIRMAN: Before we take 
your evidence, I may point out to 
you Direction 58 of the Directions by 
the Speaker which reads—“The wit­
nesses may kindly note that the evi­
dence they give would be treated as 
public and is liable to be published, 
u*nless they specifically desire that 
all or any part of the evidence ten­
dered by them is to be treated as 
confidential. Even though they might 
desire their evidence to be treated as 
confidential, such evidence is liable to 
be made available to the Members 
of Parliament.” Please proceed.

WITNESS: At the outset, I would
like to thank you for this opportunity 
to appear before the committee and 
give our memorandum. As you would 
see from the memorandum, the first 
point is with regard to clause 3 of 
the Bill. Clause 3 of the Bill seeks 
to introduce a new clause (29A) to 
Section 2 wherein a “minor child” 
is defined as including a step child 
and an adopted child. We feel that 
there are some practical difficulties. 
A  man may have divorced a woman 
or he may have died or married a 
widow. The late father of the child 
may have made some arrangements 
for the child. That step-child may 
not be with the present mother. This 
will cause difficulty in a genuine case.

MR. CHAIRMAN: Without being
responsible for producing the dhild and 
without responsibility for giving any­
thing, this is a liability.

WITNESS: There may be a case
where the father of the step child 
may have left. It may be a case

where the woman divorced getting 
remarried to another person, in which 
case the liability is to be made quite 
clear. As the natural father, this 
man also is treated as liable. There 
ii> no provision for deletion in either 
case.

SHRI VASANT SATHE: All ‘steps"
should be removed!

WITNESS: Double taxation must
be avoided. It must be clubbed with 
the father who has the larger income 
and not with the one who was respon­
sible for generating the income.

Clause 5 of the Bill introduces an 
explanation which provides that where 
the income derived in any year is 
not received in that year, then the 
person can exercise the option where­
by the income to be applied in the 
year of receipt by option *may operate. 
There is one difficulty about the exer­
cise of the option. The exercise of 
option is to be made before the 30th 
of June of the assessment year. May 
I respectfully invite the hon. members 
attention to the instance which we 
have mentioned in our memorandum. 
For instance, a trust derives an income 
of Rs. 1,00,000 in the assessment year 
1973-74 of which only Rs. 50,000 has 
actually been received. Let us as­
sume the non-receipt of the balance 
of Rs. 50,000. The trust is unable 
to comply with the requirements of 
the investment of the income for 
charitable purposes or in approved 
securities. It may be assumed that 
this sum of Rs. 50,000 has not been 
received in the previous year and 
received in the assessment year
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1975-76, whatever may be the rea­
sons for it . The new explanation 
provides that by a fiction so much 
of the income which is applied to 
charitable purposes in the year of 
recepit out of the balance sum of 
Rs. 50,000 shall be deemed to be 
income applied for charitable pur­
poses in the previous year in which 
the income was derived. I do not 
know how to exercise this option. I 
file a return. In the first place, I 
do not know when this income will 
be received. Then, I do not know 
what will be the extent of income 
which will be received.

MR. CHAIRMAN; You may not 
be aware of the precise amount.

WITNESS: It is only to the extent 
o f the income I have received I can 
specify.

The explanation on page 9 of the 
Bill says—

“ (b) for the Explanation, the 
following Explanation shall be 
substituted, namely:—

4tExplanation.— for the purpose of 
clauses (a) and (b),—

(2) if, in the previous year, the 
income applied to charitable or 
religious purposes in India falls 
short of seventy-five per cent of 
the income derived during that 
year from prdperty held under 
trust, or, as the case Imay toe, 
held under trust in part, by any 
amount—

(i) for the reason that the whole 
or any part of the income has 
not been received during that 
year, or

(ii) for any other reason, 

then—

(a) in the case referred to in 
sub-clause (i), so mudi of the 
income applied to such purposes in

India during the previous year im­
mediately following as does not 
exceed the said amount—

The said amount means the annual 
amount—

"•may at the option of the person 
in receipt of the income (such 
option to be exercised in waiting 
before the expiry of the time allow­
ed under su'b-section ( 1 ) . . . .
The explanation doefl not state a 

blank cheque option is to be exer­
cised. It has specific reference to so 
much of the income as has arisen 
in a year. In a subsequent year 
that option cannot be exercised. Un­
less I know what is that “so mudh”* 
I cannot exercise the option for the 
Assessment year 1973-74.

MR. CHAIRMAN: This is ambiguity 
in drafting. It should be made clear 
to enable the exercise of the option. 
We will consider this. It is only a 
question of removing the ambiguity.

WITNESS: It must be made very
clear. There are analogous provi­
sions in the Income Tax Act. Later 
on when the asset is sold, it is brought 
within the purview of sction 155. If 
sold within a period of five years, the 
same provision can be made clear.
I shall spend the income which I 
receive. If I do not spend that will 
be my own mistake.

MR. CHAIRMAN: Mr. Anjaneyulu, 
it would be useful if you give us • 
precise draft. This ambiguity must 
be removed.

WITNESS: I shall do so.

In Clause 6, in section 13 of the 
Income-tax Act, in sub-clause (1) (a), 
it is proposed to remove the words 
“created or established after thG 
commencement of this Act” with 
reference to the particular trusts 
created for the purposes of the reli­
gious community.

MR. CHAIRMAN: We have had
so much evidence. We have your
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evidence also. The committee is 
seized of the matter and is consider­
ing that the religious trusts, which 
came into existence, after 1-4-1962, 
should not be denied the (benefits of 
the Act. You go to the next point.

WITNESS: The next point is with 
regard to clause 12 relating to com­
pulsory maintenance of accounts. Our 
submission is that the turnover of 
Rs. 2J lakhs is too meagre. We sug­
gest that the limits of annual income 
and the turnover should be made 
cumulative instead of alternative.

MR. CHAIRMAN: Sometimes one 
may have a turnover of Rs. one crore 
and still there may be a loss. It will 
not have to be cumulative, but it will 
have to be alternative. You can sug­
gest what should be the reasonable 
turnover.

WITNESS: According to us, it should 
be not less than Rs. 5 lakhs.

MR. CHAIRMAN: Is it all right for 
professionals? There is n0 limit fixed 
for professionals.

WITNESS: We do not agree. The 
same limit should apply to them.

Now I come to clause 14. There is 
already provision in the I.T. Act to 
deal with cases where the payment of 
salary to a spouse is considered un­
reasonable or disproportionate to the 

qualifications. We therefore feel that 
claus’e 14 is redundant and superfluous. 
This will create hardship and will 
create friction. A wife may be fully 
qualified and she may work in her 
husband’s concern. There should be 
nothing wrong about it.

SHRI VASANT SATHE: We do not 
want to be unnecessarily harsh to the 
wives!

SHRIMATI SHEILA KAUL: I will 
look after that.

WITNESS: Let me now come to 
Clause 25 of the Bill. That relates to 
Us directly. This restricts the expenses 
that a person can incur in prosecuting 
tax proceedings to Rs. 2000 which, in

these days, is unreasonable consider­
ing the amount of litigation to which 
a person is put. In fact, there are 
provisions now making for compul* 
flory audit wherein he will have to 
pay considerable fees. Rs. 2000 is 
hopelessly inadequate.

MR. CHAIRMAN: We will consider 
that.

WITNESS: We now come to Clause
26. This proposes to extend the pro­
visions of Section 104 to Industrial 
Companies also.

MR. CHAIRMAN: We are consider­
ing that question. All the Federations 
and Chambers have represented to us 
and the consensus appears t0 be that 
we should not do anything which 
would be anti-production.

WITNESS: Clause 38 gives powers 
of inspection to Inspectors of Income- 
tax Department to inspect books of 
accounts, vstocks, cash etc. We feel 
that this is likely to be abused and 
abused badly. Our experience has 
been that this kind of powers with the 
Inspectors will lead to large-scale 
corruption and maladministration. That 
is our considered opinion. Such 
powers should be exercised by the 
Incometax Officers with the approval 
of the Asstt. Incometax Commisisoner.

MR. CHAIRMAN; D0 you mean to 
say that even delegation of power is 
risky.

WITNESS: Yes. It must be in the 
hands of senior and more responsible 
officers.

MR. CHAIRMAN: If you read Sec. 
133A, you will find that the power is 
delegated only for limited purposes. 
Do you think that even for such limit­
ed purposes it is likely to be risky?

WITNESS: We feel that it should 
be under the authority of more senior 
officers.

SHRI VASANT SATHE; Cannot the 
Income-tax Officer take the assistance 
of an Inspector. The delegation is
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only for the purpose of inspection 
and not for taking decision.

WITNESS: We feel that he should 
take the prior approval of the Asstt. 
Income-tax Commissioner at least. Our 
fear is that this power m a y  be abused 
if  it is not restricted.

MR. CHAIRMAN: It is a question 
of administrative difficulties, finding 
sufficient men and time. We will cer­
tainly consider your views. We do not 
want people to get offended and we 
must generate public confidence.

WITNESS; Now we come to clause 
39. Firstly, this clause imposes a 
financial burden on the assessees with­
out giving them any corresponding 
benefit. There is no guarantee that if 
the accounts are compulsorily audited, 
it would automatically bring about 
the acceptance of the return. Further, 
the unrecorded transactions, which are 
outside the books, will not come with­
in the purview of compulsory audit. 
We do not have statistics as to how 
many assessees there will be, who are 
affected by the turnover of Rs. 5 lakhs.

MR. CHAIRMAN: It has been done 
to ensure that the assessees are such 
as can easily find an Auditor to audit 
their accounts. The 'existing limits do 
not appear to be realistic Rs. 50,000 
may be all right. Rs. 5 lakhs is too 
low.

WITNESS: If it is considered- that 
compulsory audit of accounts should 
be made, it should be made applicable 
only to cases of suspected tax evasion 
involving income of more than 
Rs 50,000. You can extend it later 
on.

I now come to Clause 46. We wel­
come the measure to impose a time­
limit to dispose 0f an application. 
Previously there was no time-limit. 
There is no provision as to what will 
happen if the Income-tax Officer fails 
to dispose of within the time allowed 
under Section 146(1). In that case, 
the assessment made under Section 
144 should be deemed to have been 
net aside.

MR. CHAIRMAN: If th application
Ii not disposed of within 30 days, the

assessfee must point out to the officer 
concerned. He must dispose of it 
within 7 days. Then it may be taken 
to have been withdrawn. We will 
ensure that the 30 days limit is made 
to work effectively and apprehensions 
in the minds of assessees are dispelled.

Ltet us also know what would be the 
better alternative, of course not saying 
that if ITO did not complete within 
30 days limit it should go in favour of 
assessee. •

WITNESS: We will suggest a
revised draft.

Now I come to Clause 54. In the 
explanation it i8 said—

“Explanation—For the removal of 
doubt, it is hereby declared that an 
assessee shall not cease to be liable 
to pay any penalty under this sub­
section merely by reason of the fact 
that before the levy of such penalty 
he has paid the tax.”

Our submission is that in the case 
of late payment of tax, the Central 
Board of Direct Taxes has imposed an 
interest rate of 12 per cent. He has 
to pay the interest. Penalty is not an 
additional source of revenue. It is only 
a deterrent. If he delays in payment, 
the interest for the period of delay has 
to be paid. It is at 12 per cent. Then 
why do you say again there would be 
a penalty.

SHRI VASANT SATHE: It cannot
be ad infinitum?

SHRI ERA SEZHIYAN: Suppose he 
has not paid for 12 years.

WITNESS: For non-payment l*et
there be penalty. We do not object. 
Here he had paid already. It is late 
payment. He pays interest. Why 
should there be again penalty? If it 
is delayed by 12 years, it means ITO 
is inefficient. Do not have inefficient 
Income-tax Officers.

SHRI BHAGWAT JHA AZAD: It 
is not a compliment to inefficient 
ITO. It is a compliment to the assessee 
who has allowed the thing to drag for
12 years.

MR. CHAIRMAN: According to ex­
isting law, no penalty is leviable un­
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•ee to be heard. The assessee does 
not pay the tax. The moment ‘notice’ 
is given, he pays tax. Till then he 
does not pay. Therefore Wanchoo 
Committee stated that we would dis­
pense with this requirement of giv­
ing notice. They said that the fact 
that he has paid the tax will not 
exonerate, him exculpate him of the 
penal provisions. That is what is 
sought to be done here. It is only 
to inspire the facile working for 
the department , where an opportunity 
to be heard given —to the assessee is 
used as a devise for failing to pay tax.

WITNESS: If he delays for 10 years, 
he pays 120 per cent interest.

SHRI VASANT SATHE; What 
should be the reasonable timeC If it 
is a month, all right. Merely saying 
that he would pay interest and there­
fore penalty should not be there, is not 
correct.

WITNESS: In Clause 60 appeals and 
tax payment are sought to be linked.

MR. CHAIRMAN: If it is disputed 
income, you need not pay. You have 
not objected there. It is there by way 
of abundant caution.

WITNESS: There is penalty for
non-payment. But why should his 
right of appeal be barred.

MR. CHAIRMAN: Take the case of 
speculator. After some time, he might 
have lost money and he might not be 
in a position to pay tax. He will be 
covered by the proviso. Experts have 
been coming and stressing the point 
before us. If you can point out a 
single instance wherein you could say 
that hardship will be caused because 
o f this, then we will consider it.

WITNESS: But this is subject to 
the discretion of the Appellate Assis­
tant Commissioner.

MR. CHAIRMAN: Is the discretion 
judicial or arbitrary.

WITNESS: Of course judicial. We 
have provisions for appeal.

MR. CHAIRMAN: Then what?

SHRI BAGWAT JHA AZAD: 'Die- 
cretion* should be used with discre­
tion.

WITNESS: Now we come to sfettle* 
ment under Clause 58. Now we are 
giving statutory recognition to what 
were non-statutory settlements before 
What we say is the basic principle of 
Wanchoo Committee should be accept­
ed. There should be the association 
of non-officials; It is not as if we say 
that officials are not doing good work.

MR. CHAIRMAN: All right.

WITNESS; Section 245D seems to be 
in conflict with Section 245K. Under 
Section 245D there is ouster of juris­
diction of Settlement Committee once 
the concealment or fraud is establish­
ed. But 245K says—

“Where:

(i) an order of settlement passed 
under sub-section (4) of Section 
245D provides for imposition of 
penalty on the person who made the 
application under 245C for settle­
ment, on the ground of concealment 
of particulars of his income etc.......

That pre-supposes that in case of con­
cealment of income, it is open to the 
Settlement Committee to direct impo­
sition of penalty. That would con­
flict with ouster of jurisdiction.

MR. CHAIRMAN: The two things
are different. 245K speaks of conceal­
ment or fraud found in the course of 
proceedings before the Settlement 
Committee. First deals with conceal­
ment or fraud before the Settlement 
Committee is seized of the matter 
245D presupposes the establishment of 
concealment or fraud before the matter 
has come to Settlement Committee. 
Section 245K speaks of concealment 
during settlement proceedings.

WITNESS: If that is the interpreta­
tion we ngree. Then the Sections have 
to be changed. I shall send a revised 
draft.

MR. CHAIRMAN: Please do. \
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WITNESS: Hon’ble Members of the 
Committee may bear with me when I 
point out that establishment of con­
cealment of income, after all, may be 
a matter for judicial reviews. How 
does the ouster of jurisdiction operate? 
For instance, review petition makes a 
claim before the Settlement Commit­
tee.

MR. CHAIRMAN: That is a very
valid point. Would you suggest suit­
able amendment clause for it. By way 
of some explanation that ‘concealment 
being upheld by a Tribunal or High 
Court’ would have to be thought of.

WITNESS: It may be a matter right 
*ipto the Supreme Court. When we 
talk of Settlement Committee there 
should be no ouster of jurisdiction 
at all.

MR. CHAIRMAN: One clear ccm- 
•ctealment is where penalty is levied and 
the assessee pays the penalty. That 
is conclusive.

WITNESS: Normally those cases
would occur once in a way. But, Hon- 
ble members are aware that seldom 
arises.

SHRI VASANT SATHE: As long as 
the factum of concealment is in dis­
pute, by whatever legislation we pro­
pose to bring about ouster of jurisdic­
tion, that should not operate as a l*ar.
Is that your point?

WITNESS: If concealment is estab­
lished by an order which has become 
final, that acts as an ouster. So long 
as it is in adjudication by a court of 
law, that should not act as an ouster.

MR. CHAIRMAN: How to make sure 
that a person who is a habitual delin­
quent should not be given the benefit? 
Would it not be better we leave it 
to the Settlement Committee itself 
to decide whether he is a type of 
assessee in whose case there is prima 
facie proof or evidence of conceal­
ment in earlier periods. There he 
should be debarred. Ostensibly, so 
far as jurisdiction is concerned on 
.all consideration of this matter, it

will be a preliminary point for adop­
tion of jurisdiction. Whether there 
is prima facie concealment, every 
person will keep on fighting upto 
Supreme Court’level.

WITNESS: It is not that easy, 
litigation is very expensive. Very few 
people go to Supreme Court after 
Amendment of Sec. 133. My submis­
sion is, ‘so long as the matter is sub 
judice9 may be added, if, however, 
it has become final, then it acts as an 
ouster. That is where dividing line 
should be drawn. If discretion is 
given to the Settlement Committee, 
there may be a du^l authority to ad­
judicate on that point. One is the 
Tribunal and another is Settlement 
Committee.

MR. CHAIRMAN: You are right.

SHRI VASANT SATHE: In fact,
would you suggest that we should 
encourage assessees who are having 
matters in dispute before the Tribuanl 
to come to the Settlement Committee.

WITNESS: Then on the question of 
penalty. Whether the penalty is 20 
per cent or 15 per cent or even 10 
percent, let there be provision or 
adjudication. After all, it is a Reve­
nue Department and this Chapter it 
founded on that principle.

MR. CHAIRMAN: We will con­
sider that suggestion.

SHRI VASANT SATHE: Settlement 
does not take away the possibility of 
penalty.

WITNESS: In fact 245 K says that 
can be a subject matter of Settle­
ment.

SHRI VASANT SATHE: That is a
good suggestion.

WITNESS: Clause 04 makes amend­
ment to Sec. 271 in the matter of ex­
planation (1) to Sec. 271. Any ex­
planation which is found to be false 
by the I.T.O., or the Dy. Commis­
sioner (Appeals) is treated as the 
concealed income.
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MR. CHAIRMAN: We looked into 
that. It appears that at the moment, 
no addition is made in quantum that 
by itself will conclude. We will look 
into that matter, if otherwise there is 
no effective concealment. Deliberate 
concealment as such of particulars of 
iricome, will have to be taken care of

WITNESS: Explanation 3 also
brings about a fiction regarding con­
cealment of income upon failure to 
make a return within the time stipu­
lated. Notice under Sec. 148 is pro­
vided or, and the penalty is sought to 
be levied by teaming the delay as 
concealment of income. This we feel 
is harsh, because, there are provisions 
for levy of penalty, levy of interest 
and several other things for delay in 
filing of returns. By this explanat­
ion , there may be cages where the 
tax and penalty would far exceed the 
quantum of income itaelf.

MR. CHAIRMAN; What is harsh? 
If he does not file a return without a 
reasonable cause, we want to bring in 
271(1)(c). Delay in filing return was 
simple as it were. Can’t you imagine 
situation where a person does not file 
a return purely to conceal his income. 
Are such cases unknown? If there is 
reasonable cause he gets out of 271(1) 
and also 271 (1) (c ) ; otherwise the pre­
sumption is created.

WITNESS: The words ‘deliberate’ 
does not appear here. Only because 
he fails to file a return within the 
time limit prescribed, is there. Mere 
ignorance of law and other ihingg and 
negligence also is not excluded here

MR. CHAIRMAN; Are you inclined 
to say that, by itself it becomes more 
stringent than 271(l)(ac) as it 
exists.

WITNESS: This is an automatic
consequence.

MR. CHAIRMAN: By the very 
scheme it will have to be like that 
when one does not file a return or 
guilt has to be found. ‘Deliberately 
failing to file a return not there, but 
271 (l)(a ) is also ‘reasonable cause’. 
You must understand that 271(1) (c)

Is concealment of income where return 
is filed and the amendment proposed 
is creating presumption, fiction of con­
cealment where return s not filed, and 
return not filed without reasonable 
cause. This is applicable only to those 
who have not been assessed. How do 
we get large number of people just 
kept outside the net of taxation, rea­
lise their responsibility? I think, same 
such provision is salutory, because 
only honest people carry the burden 
and others manage to remain outside 
the net of taxation.

WITNESS: It so happens, parti­
cularly, industrial group even for a 
delay of 2 years, the quantum of 
interest and taxes exceeds the income, 
and as per this provision, it may 
amount to two or three times the 
income.

MR. CHAIRMAN: You are on the 
quantum, but so far as principle is 
concerned I do not think you have 
made out any case for this conclusion 
not being drawn.

WITNESS: About maximum limit 
of penalty, earlier there was 50 per 
cent of the tax for the delay in the 
nubmission of return. Now “50 per 
cent” is being deleted whereby it 
becomes unlimited quantum of 
penalty. We feel ‘50 per cent’ or ex­
isting provision should be retained, 
or some other maxim should be pres­
cribed if ‘50 per cent’ is considered to 
be lower. Then, I came to Clause 67,
i.e., 273(A). We welcome this provi­
sion in as much as statutory recogni­
tion is being given for administrative 
powers being exercised presently by 
Heads of Departments by Commis­
sioner of Income Tax. The words 
used only refer to say or composi­
tion or waiver of penalty. We want 
this facility to be extended to items 
like ‘interest’ ‘fine’ and also ‘tax’. I 
think, it was an unintended omission. 
We feel that facility should be ex­
tended to tax, interest and fine.

MR. CHAIRMAN: We will con­
sider that. The Wanchoo Committee 
has stated the existing provision may
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be deleted, and the new amendments 
proposed does not take in all that was 
recommended by Wanchoo Commit­
tee Report is your point. You may 
please offer your own amendments, 
by a supplementary memorandum.

WITNESS: Then, I take up Clause 
71. ie.., 276(c) whereby wilful attempt 
of abetment is supposed to include 
possession of any record or docu­
ments containing false entries or 
statements. ,

MR. CHAIRMAN: This we will
consider. (1) may be deleted. Clause 
(iv) will take care of all the abet­
tors—is it not? This particular provi­
sion of mere possession of documents 
and records should be deleted. It is 
only pleaded that Accountant or 
Advocate should not get into diffi­
culty or more possession of books 
containing false entry. You may 
make this clear in your supplementary 
memorandum, and suggest a redrafted 
clause.

SHRI VASANT SATHE: Shri
Viswanatha Aiyar, Advocate who 
gave evidence earlier, made this point. 
He suggested 'unless otherwise proved* 
if added will take care of this con­
tingency. We will consider that.

WITNESS: Only 2 provisions left. 
Clause 75 of the Bill creates a fric­
tion. When any proceeding is pend­
ing, any transfer of assets of the 
value exceeding Rs. 10,000|- is void. 
Hon. Members will appreciate that 
art no point of time, a man having an 
asset of over Rs. 10,000 |r keep his 
proceeding pending. Already there 
is an existing provision with regard 
to properties worth more than 
Rs. 50,000|- to obtain clearance certi­
ficate under Sec. 230(A).

MR. CHAIRMAN: If it is for ade­
quate consideration, then the rights 
of transferee are protected.

WITNESS : We are saying that it 
Is 4or transer of any assets the value 
of whieh is above Rs. *»0,000|- shall

be considered to be void” by person 
in respect of whom any proceeding is 
pending—provided it is not for ade­
quate consideration.

MR. CHAIRMAN: What about
proviso? The proviso excludes such 
transfers for adequate consideration 
and without notice.

WITNESS: That creates hardship, 
You may have notice of pendency; 
but it ought to be or adequate con­
sideration, bonaflde, every one will 
have some proceeding pending.

MR. CHAIRMAN: You are on the 
proviso. It is alright.

WITNESS: Clause 86 0f the Amend­
ment Bill. It seeks certain amend­
ments to Wealth Tax Act. Some 
provisions which are otherwise con­
sidered to be quite valid are now 
taken out of the purview of the 
‘gifts’. Where of course it is not 
bona fide transfer, we have no grouse. 
But merely eliminating all kinds of 
book entries, it will create grave 
hardship. A person would like to 
settle his debt affairs...

MR. CHAIRMAN : You can’1. gift by 
Book entries. Can you?

WITNESS: If the proposed amend­
ment is passed, we can’t.

MR. CHAIRMAN: Actionable claim 
itself? I create an actionable claim 
by giving it.

WITNESS: That is now not recog­
nised.

MR. CHAIRMAN: You say that
debt is now considered; after this it 
will not be considered and that will 
create grave hardship.

WITNESS: The proviso could be 
‘if the book entries show bonafldes*.

MR. CHAIRMAN: Book entry is a 
device. Even after 2 years, you make 
book entries and be done with it.

WITNESS: With the existing pro­
visions of filing Tax Returns, com­
pulsory Audit and other things, I 
think, it will be possible.
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MR. CHAIRMAN: We will
consider.

WITNESS: Then, transer to ‘step­
child’ with regard to income tax 
provisions...

MR. CHAIRMAN: The same in
Wealth Tax. It will be added twice.

WITNESS: The last point is about 
‘aggregation of gifts’ .

This is again sought to be re-intro­
duced. I think it was abandoned as 
impracticable in the past. It will 
only create hardship.

MR. CHAIRMAN: We will con­
sider. Thank you very much. We 
will look forward to your supple­
mentary memorandum.

(The witnesses then withdrew.)

m . Raja Charity Trust, Madras.
Spokesmen

1. Slhri P. R. Ramasubramania Raja, Managing Trustee.
2. Shri S. N. Ramakrishna Raja, Chartered Accountant.
3. Shri M. Sanotham, Chartered Accountant.
4. Shri N. K. Srikanta Raja.

(The witnesses were called in and they took their seats)

MR. CHAIRMAN: Before we take 
your evidence, I may draw your 
attention to Direction 58 of the 
Directions by the Speaker, which 
reads—

“The witnesses may kindly note 
that the evidence they give would be 
treated as public and is liable to be 
published unless they specifically 
desire that all or any part of the 
evidence tendered by them is to be 
treated as confidential. Even though 
they might desire their evidence to 
be treated as confidential, such 
evidence is liable to be made avail­
able to the Members of Parliament.” 
Please proceed.

SHRI P. R. RAMASUBRAMANIA 
RAJA; Hon’ble Chairman and Mem­
bers of the Committee. We have 
already submitted our Memorandum 
regarding certain provisions proposed 
to be amended in the new Taxation 
laws (Arndt.) Bill. Actually there 
are two provisions to which we want 
to draw your kind attention. One is 
Section 13(bb)—it tries to tax the 
income, profits of the Trunt; and also 
the investments under Section 1U-A. 
These are the two sections in which 
we are directly interested. This Raja 
Charity Trust has been started in 1951 
and running educational institutions, 
provides relief for medical and other

charitable causes. It also empowers 
us to run certain business and other 
activities to supplement and to hav* 
income for the Trust. We have been 
carrying on this for the last 25 years, 
Only in the last 3—4 years, we have 
some income, by way of Sole Selling 
Agency and B.O.C. agency. We are 
supporting many institutions like our 
Polytechnic and we have recently 
donated for a big Hospital and we are 
running many elementary and nursery 
schools and all that. This section, we 
are afraid, will make us liable to be 
taxed, with the result our income will 
be much reduced. So, our submission 
is either this clause may be suitably 
amended or deleted.

MR. CHAIRMAN: From this trad­
ing activity, are you presently 
exempt?

SHRI P R. RAMASUBRAMANIA 
RAJA : We are presently exempt.

MR. CHAIRMAN: If you carry on 
any business for the general public 
utility that is not charitable at all.

SHRI P. R. RAMASUBRAMANIA 
RAJA: The primary purpose of the 
Trust is not that. But in the Trust 
Deed, they have empowered to carry 
on the business, income of which will 
go to charitable cause. The sole sel­
ling agency moneys that are earned



54 U : fL iT J

by this commission as selling agency, 
is being canalised lor charity.

MR. CHAIRMAN: Your activity is 
educational institutions, to give relief 
to the poor and medical relief-carry 
on business and divert the profit for 
educational purposes?

should not be crippled by the pro­
visions of the Bill.

SHRI VASANT SATHEI: 
much do you earn?

How

SHRI R  V. SWAMINATHAN: 
entire profits go to the charity.

The

SHRI P. R. RAMASUBRAMANIA 
RAJA: We are donating to High 
schools, Polytechnic and other general 
purpose.

MR. CHAIRMAN: In that case, it 
would be examined. But if it is a 
general public utility which involves 
carrying on any activity of profit, it 
will be left out of it.

SHRI P. R. RAMASUBRAMANIA 
RAJA: 100 per cent we are donating 
for charity.

MR. CHAIRMAN: In our proposed 
Law, if it is kept as it is, then it will 
hit you. Is it?

SHRI P. R. RAMASUBRAMANIA 
RAJA: Yes. We are not inventing the 
profits in our concerns. We keep the 
moneys in scheduled banks. There 
is no office of profit for the trustees. 
This is such a small trust. Our only 
submission is that such activities

SHRI P. R. RAMASUBRAMANIA 
RAJA: Through our sole selling
agency, we get Rs. 2 lakhs and the 
entire funds we donate to the chari­
table causes. We do not invest it in 
commercial concerns.

MR. CHAIRMAN: What was 
gross income last year?

the

SHRI P R. RAMASUBRAMANIA 
RAJA: It was 2.5 lakhs the net sur­
plus. The disbursements were Rs. 2.53 
lakhs we had drawn from previous 
years earnings. We do not have any 
reserves. Because we want to get 
more profits, we do not invest in Gov­
ernment securities. For the last 20 
years we have been carrying on this 
Trust.

MR. CHAIRMAN: We will con­
sider your request. But any law is 
likely to cause hardships even to 
Trusts like yours which is doing only 
legitimate and charitable activities. 
We wi.il see whatever is possible to 
reduce the hardship and we will see 
what we can do. Thank you very 
much. -j

(The witnesses then withdrew)

IV. The Karnataka (Mysore) State Income-tax Practioners’ Association, 
Bangalore.

Spokesmen:
1. Shri G. B. Patil.
2. Shri P. K. Ramachandra Setty.
3. Shri P. N. S. Murthy.
4. Shri M. Srinatha Rao.

(The witnesses were called in and they took their seats)

MR. CHAIRMAN: I may draw your 
attention to Direction 58 of the Direc­
tion by the Speaker which governs 
your evidence. It reads—

The witness may kindly hote 
that the evidence they give would 
be treated as public and is liable to 
be published, unless they specifi­
cally desire that all or any part of 
the evidence tendered by them is 
to be treated as confidential. Even

though they might desire their evi­
dence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Par­
liament. Please proceed.
G, B. PATIL: Our submission is 

only with reference to Clause 39 re­
lating to compulsory audit in respect 
of assessees other than companies 
where the turnover is Rs. 5 lakhs or 
where the income is more than 50,000 
by Chartered Accountants. All these
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80 years, assessees had the right of 
choosing their own representatives, 
from out of three categories of per­
sons, Income-tax Practitioners, Char­
tered Accountants and Advocates. 
Now it is proposed to take away that 
right of the assessees and audit ia. to 
be done only by Chartered Accoun­
tants. That will hit persons in the 
other two categories.

MR. CHAIRMAN: Assuming that 
the right of audit is given to any one 
who is an expert in doing so and not 
confined to the Chartered Accoun­
tants only do you accept compulsory 
audit? -

SHRI G. B. PATIL: If all the three 
categories, because of their qualifica­
tions and experience are allowed, we 
have no objection. We will accept it.

MR. CHAIRMAN: Now you say 
Qualification and right’. This Com­
mittee has received representations 
from cost accountants, auditors of the 
cooperative department and others, 
even advocates that they be allowed 
to audit. Now this committee cannot 
sit in judgment and verify the ex­
pertise and say who is competent and 
who is not competent. The right 
forum to decide lhat is the Finance

Ministry. Speaking for myself, if 
proper tests are prescribed, anybody 
who passes such a test and subject to 
certain discipline, should be allowed 
and given the right of auditing. Now, 
coming to the limits, there is not too- 
much of work forthcoming to the 
Chartered Accountants and therefore' 
a higher level will have to be fixed. 
We will have to get the figures in 
regard to the number of practising 
Chartered Accountants and how 
many more are likely coming into the 
field and then we will have to fix 
some realistic limits and the result 
of that should be that assessees are 
not put to any hardships. That will 
have to be considered by us.

SHRI G. B. PAUL: The aim of this 
Bill is to unearth black-money and 
prevent its proliferation. Whether the 
accounts are audited by Chartered 
Accountants or other competent 
persons, that object could not be 
achieved and for that purpose audi­
ting need not be restricted to Charter­
ed Accountants only. If all the three 
categories are given the right to audit, 
we have no objection.

MR. CHAIRMAN: Anything else. 
Thank you very much.

(The Committee then adjourned,)
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ni. The Anakapalia Mercants* Association, Anakaplle.
Spokesmen:

1. Shri I. Ramakrishna Rao
2. Shri B. K. Viswanadham
3. Shri K. Sreeramachandramurty
4. Shri P. Appalanarsim Hulu
5. Shri B. S. V. N. Naidu
6. Shri K. R. Nookaraju

I. Shri P. Sadagopan, Commissioner of
(The witness was called in and he 

took his seat)
M. CHAIRMAN: Before we take

your evidence, I may point out to you 
Direction 58 of the Directions by the 
Speaker which governs your evidence.
It reads “the witness may kindly 
note that the evidence he gives 
would be treated as public and is lia­
ble to be published unless he specifi-

Income-tax, Madras.
cally desires that all or any part of 
the evidence tendered by him is to be 
treated as confidential. Even though 
he might desire his evidence to be 
treated as confidential, such evidence 
is liable to be made available to the 
Members t,of Parliament0.

SHRI P. SADAGOPAN: Sir, I 
would like my testimony to be treat­
ed as confidential.

n . The Society of Income-tax Pratiti oners, Vijayawada.
Spokesmen:

1. Shri M. V. Shastry.
2. Shri D. L. Narasimha Rao.
3. Shri M. Venkateswara Rao.

(The witnesses were called in and they took their seats)
MR. CHAIRMAN: Before we take 

youT evidence, I may point out to you 
Direction 58 of the Directions by the 
Speaker which governs your evidence. 
It reads—

“The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable to 
be published, unless they specifical­
ly desire that all or any part of the 
evidence tendered by them is to be 
treated as confidential. Even 
though they might desire their evi­
dence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Par­
liament.” Please Proceed.

SHRI M. V. SHASTRY: We will 
abide by that. Sir, we have submitted a 
Memorandum to the Committee on be- 
ihalf of the Society of Income-tax Prac­
titioners, Vijayawada. The Society has, 
been functioning for the last 27 years. 
It was registered under the Societies 
Registration Act as early as in 1948 
and ever since it has been trying to 
build up the conduct and decorum of 
the members of the profession. The 
Members of the Society are very qua­
lified persons. Most of them are Com­
merce graduates and some of them are 
post-graduates besides possessing law 
qualifications. They all possess the 
minimum qualification as prescribed 
by Rules 50 and 51 of the Income-tax 
Rules. We would like to draw the

•The evidence tendered by Shri P. Sadagopan, Commissioner of In­
come-tax, Madras has been treated as confidential at his request. Two copies 
thereof have been kept in Parliament Library for reference by the Mem­

bers of Parliament only.
3031 LS—5.



58

attention of the hon. Members that 
none of the professionals who are in 
the field to-day are without any qua­
lification as required by law. In the 
present context of compulsory audit, 
we submit that they are having the 
necessary training and they have been 
able to discharge the assignments 
given to them under the Act to file 
the necessary statements required by 
the Assessing authorities and also to 
undertake certain scrutiny of the ac­
counts wherever the accounts are sus­
pected by the Department. They have 
been able to discharge their obligations 
very satisfactorily. In the present 
Bill distinction has been drawn bet­
ween the Income-tax Practitioners and 
Tax Advocates on the one hand and 
the Chartered Accountants on the 
other in the sense that when the ques­
tion of compulsory audit comes in res­
pect of certain classes of assessees 
having a turnover of Rs. 5 lakhs and 
above or if their incomes exceed 
Rs. 50,000, the audit should be conduct­
ed only by the Chartered Accoun­
tants. Our submission is that so far 
as the audit is concerned, what is ex­
actly expected in the context of un­
earthing black money or cutting the 
evasion of tax is tax-oriented scrutiny 
of the accounts. We have been look­
ing into the accounts for the last 30 
years. The assessees have been main­
taining the accounts correctly and 
very rarely their accounts are wanting 
in certain respects. Most of the trade 
which is yielding blackmoney is out­
side the books of accounts. Therefore, 
we are of the view that by searching 
the accounts any number of times, we 
will not be able t0 lay our hands on 
the black money that is in circulation 
and proliferation, outside the books of 
accounts.

III. The Anakapalia Merchants’

Spokesmen:

MR. CHAIRMAN: I have gone 
through your memorandum. The Com­
mittee has had several submissions, 
on this point. When there is compul­
sory audit, the Committee would like 
the limits to be fixed realistically, not 
Rs. 5 lakhs etc. If audit is to. 
be made compulsory, there is no reas­
on why it should be confined only to» 
Chartered Accountants, i f  other people 
are qualified to do so. But the diffi­
culty of the Committee is this. We 
cannot evolve as to who is competent 
for this. The Cort Accountants say 
they should be given the right. The 
co-operative society auditors want this. 
Lawyers, who have no knowledge of 
accounts also want this right. B. Corns, 
with ITP training wants this right. 
Some one who has the expertise has to 
decide the question. The Ministry of 
Finance is the competent authority to 
decide about qualification required. 
They will do it. You say that the 
scope of audit should not be confined 
only to Chartered Accountants. Ttoe 
Finance Ministry will attend to it, as 
I have already said.

Regarding compulsory maintenance 
of accounts, I think basically it should 
be left to the assessee to maintain the 
accounts as he chooses. Guidelines 
should be given by the Board of Di­
rect Taxes in consultation with Insti­
tute of Chartered Accountants.

Regarding limits to maintenance of 
accounts, so far as professionals are 
concerned there is no limit. Do you 
like any limits to be put there?

SHRI M. V. SHASTRY: No, we like 
the present law as it stands at present

MR. CHAIRMAN: Thank you.
((The witness then withdrew)

Association, Anakaplle.

1. Shri I. Ramakrishna Rao
2. Shri B. K. Viswanadham
3. Shri K. Sreeramachandramurty
4. Shri P. Appalanarsim Hulu ,
5. Shri B. S. V. N. Naidu
6. Shri K. R. Nookaraju



(The witnesses were called in 
MR. CHAIRMAN: Before we take 

your evidence, I may point out to you 
Direction 58 of the Directions by the 
Speaker which governs your evidence.
It reads—

“The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable to 
be published, unless they specifical­
ly desire that all or any part of the 
evidence tendered by them is to be 
treated as confidential. Even 
though they might desire their evi­
dence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Parlia­
ments Please proceed.

SHRI I. RAMAKRISHNA RAO; We 
have already submitted a memoran­
dum on the Amending Bill 1973 about 
direct taxes. We submit the follow­
ing few lines to bring to your kind 
notice about the charitable Institutions 
and Trusts etc.

The Government cannot come to aid 
for each and every needy person. The 
Charitable Institutions have been do­
ing yeoman service which is bridging 
the gap between the Government and 
individual. By introducing number of 
restrictions* the creation of trust will 
be very much hampered. In practice 
the communal institutions alone are 
doing tremendous work. Whether it 
is a communal institution or not it is 
only rendering service to the needy 
and poor. In such circumstances, the 
amendments proposing to discourage 
communal trust and institutions is not 
a welcome feature.

Regarding clause 64—amendment to 
Section 271(i)(E) we have inadvert­
ently forgotten, while submitting our 
memorandum, to make our submission 
regarding penalties. We therefore 
request that we may be permitted to 
give evidence regarding this aspect.

While welcoming the change in the 
levy of penalties from the capital and 
income basis to tax basis under the 
Wealth and Income Tax Act, we res- . 
pectfully submit that the change may 
be given retrospectively.
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and they took their seats)

SHRI VASANT SATHE: it can only 
be prospectively.

MR. CHAIRMAN: I will have to say 
that if you are submitting fresh points, 
apart from what you had written in 
the memorandum, then you will have 
to send us a supplementary memoran­
dum.

SHRI B. K. VISWANADHAM: Re­
garding fresh points, we will submit 
a supplementary memorandum and 
send it to you, Sir, later.

We submit that instead of putting the 
statutory limits for purpose of com­
pulsory audit, this may be prescribed 
in the Finance Bill so that the neces­
sary rules may be formulated by the 
Central Board of Direct Taxes accord­
ing to the nature and type of business 
etc. Further we submit that separate 
turnover limits may be prescribed for 
different status of the assessee that is, 
individuals, Hindu Undivided Family, 
registered firms, companies, co-opera­
tive societies etc. This provision of 
compulsory audit also can be imple­
mented according to the nature and 
type of business.

Under Section 139 the time limit for 
filing the return has been reduced 
from 6 to 4 months which is not suffi­
cient, in the case of the assessees 
whose accounts have to be compul­
sorily audited. For example, under the 
companies Act even for a smaller 
company with minimum share holders 
and with minimum capital they have 
been given 6 months* time for getting 
their accounts audited and placing be­
fore the general body. Hence this as­
pect may be taken into consideration 
and sufficient time may be allowed.

SHRI P. APPALA NARASIMHULU: 
I submit there are practical difficulties 
in the working of amendment 
suggested to Section 64. You 
ha,ve said that in computing the 
total income of an individual there 
shall be included, all such incomes 
as arise directly or indirectly to 
daughter-in-law or grandson of such 
individual from the assets transferred 
directly or indirectly to the daughter-
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in-law or grand child by such indivi­
dual otherwise than, for adequate con­
sideration. When daughter-in-law 
comes, it cannot be computed as to 
how many assests had been transferr­
ed directly or indirectly. This clashes 
with age-old custom in Hindu famili­
es. Then there is the case of prodigal 
son also. How can there be accounts 
for him and daughter-in-law. You 
must safeguard the right of every 
citizen.

MR. CHAIRMAN: While trying to 
plug loopholes, nobody should try to 
escape tax through legal niceties. We 
Krill consider practical difficulties, of 
course.

WITNESS: Regarding appeals, legal 
expenses have to be provided for. You

can provide a reasonable limit. Act­
ual expenses incurred muat be inclu­
ded. Rs. 2,000 is too low.

SHRI VASANT SATHE: What is 
‘reasonable’ according to us, we will 
fix.

WITNESS: We object to Clause 116. 
The effect is to increase the rate of 
tax.

MR. CHAIRMAN: Thank you. As 
I have already said, please send us a 
supplementary memorandum regard­
ing the fresh points you have suggested 
now, which are not already eovered 
by your written memorandum. Thank 
you.

(The Committee thttt adjourned)
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L The Hindustan chamber of Com merce, Madras.

Spokesmen:
(1) Shri G. Narayanaswamy
(2) Shri V. Ramachandran
(3) Shri Ashok Kumbhaj
(4) Shri Bawrilai Nahar
(5) Shri Anantha Krishnan

(The witnesses were called in and 
they took their seats)

MR. CHAIRMAN; Before we take 
your evidence, I may point out to you 
Direction 58 of the Directions by the 
Speaker which governs your evidence. 
It reads—

“The witnesses may kindly note 
that the evidence they give would 
he treated as public and is liable to 
be published, unless they specifically 
desire that all or any part of the 
evidence tendered by them is to be 
treated as confidential. Even though 
they might desire their evidence to 
he treated as confidential, such evi­
dence is liable to be made available 
t0 the Members of Parliament.”
Please proceed.

SHRI G. NARAYANASWAMY: Mr. 
Chairman, I would not like to go 
through the entire memorandum, but 
would just invite your kind attention 
to the salient points continued therein.

MR. CHAIRMAN: I take it that the 
spokesmen who have come On behalf 
of the Hindustan Chamber of Com­
merce are the office-bearers of the 
Chamber.

SHRI G. NARAYANASWAMY: Yes 
Sir. Mr. Deepak Banker, Chairman of 
the Hindustan Chamber of Commerce 
has not come. I am the Chairman of 
the Taxation Committee. Others are 
the members of the Taxation Com­
mittee. The Deputy Secretary of the
H.C.C. is also with us.

Sir, we have set out *n the first page 
of our memorandum one of the reasons 
set out by Wanchoo Committee as 
contributing to the root cause of tax

evasion is the high rates of taxes. I 
am conscious that this Committee may 
not be interested in that subject except 
academically and, therefore, I shall not 
dilate on it. The second point we 
have to refer to is regarding another 
observation of Wancho0 Committee 
that one of the reasons for tax eva­
sion is the existence of inequitable 
provisions in the Incometax Law, they 
have also set out in their report some 
examples of such provisions. This Bill 
is at least supposed to rectify all such 
inequities. On our going through the 
Bill, we found there is only one clause 
at least a major one which seeks to 
remedy or set right such inequitable 
provision i.e., allowance of the expen­
ses for income-tax proceedings upto 
the limit of Rs. 2000. But the Sup­
reme Court has already held in the 
case of Birlai Bros (Pvt.) Ltd. (82 I.T.R. 
166)—that Income tax appeal expen­
ses (to the reasonable extent) would 
be allowable in full. Therefore by this 
clause, which is intended to give relief 
to the assessees, restricting it to 
Rs. 2000 may not be considered a 
relief. It is obvious that in these days 
of high cost of living Rs. 2000 is gros­
sly inadequate and, therefore, this 
monetary limit on expenditure should 
be deleted. Actually, it should be 
‘reasonable expenditure in connection 
with the appear.

MR. CHAIRMAN: We will consider. 
You can come to the next point.

SHRI G. NARAYANASWAMY; Most 
of the appeal expenditure would be 
payments to other professional men*
If it is allowed in the hands of the
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|>ayer it would automatically get taxed 
at the hands of professional men.

MR. CHAIRMAN: That is a weak 
argument. Even if it is allowed at one 
end, it will get taxed at the other end, 
is a weak argument. Come to the next 
point.

SHRI G. NARAYANASWAMY: 
There are certain genuine charitable 
trusts, religious and charitable insti­
tutions, but whose main object is not 
tax evasion. At the same time I con­
cede that there are trusts which are 
created mainly for purposes of evading 
or avoiding of taxes and this should be 
curbed. But genuine religious or 
charitable institutions should not be 
subjected to tax mainly on the ground 
that there are some institutions which 
exploit this provision in the income- 
tax law.

MR. CHAIRMAN: Every one has
given the same view. Our difficulty 
•arises, how to implement it. How do 
we legislate to implement this sug­
gestion of yours. Is there a catalogue 
of those trusts which are there purely 
for purposes of legal avoidance or 
evasion as against those of genuine 
charities.

SHRI G. NARAYANASWAMY: 
Firstly let me start with the fact that 
anonymous donations are taxed fct B5 
per cent. Moneys which escape taxa­
tion at the hands of donors get taxed 
at the hands of donors to the Trust. 
Assuming that such high rate of tax 
of anonymous donations is inevitable 
t>r has to be tbere, it should be con­
ceded that at least in most of the re­
ligious or charitable institutions, not 
all the hundred per cent donations 
would be fictitious.

MR. CHAIRMAN: Religious insti­
tutions are not in the clause.

SHRI G. NARAYANASWAMY: It
is a doubtful proposition. Thank you 
for the clarification. We had a doubt 
that the definition of charitable insti­
tution will include in itself a religious 
institution also.

MR. CHAIRMAN: If you think that 
the enactment is capable of creating

fome litigation so far as religious ins­
titution® then you kindly make your 
point clear because we do not want 
any ambiguity. According to you does 
it leave any ambiguity? The draft 
amendment as it is completely leaves 
out ‘other religious institution or insti­
tutions which are religious or charit­
able/ Only purely charitable institu­
tions ar*e brought in here.

SHRI G. NARAYANASWAMY: 
Definition of charitable institution does 
not include a religions trust but one 
may have a doubt on that point.

MR. CHAIRMAN: Are you expres­
sing any opinion at random? This 
clause takes in a mixed institution 
which is religious and charitable. I 
am on the question of drafting. Do 
you think there is any ambiguity in 
drafting. Does it include an institution 
which is both religious and charitable? 
For instance, take Tirumala Tirupathi 
Devasthanams. They collect in the 
temple. They utilise for charities. 
Will it be covered?

SHRI G. NARAYANASWAMY: It 
should.

MR. CHAIRMAN: That is what we 
want to be enlightened and you give 
us valid r'eason. -

SHRI ERA SEZHIYAN: If you read 
(1) (b), it says, ‘wholly charitable*.

SHRI G. NRAYANASWAMY: The 
same charitable purpose will have to 
be put into this definition.

SHRI ERA SEZHIYAN: Voluntary 
donations which is covered by 13(b), 
we feel that wholly covers,

MR. CHAIRMAN: Is there any de­
finition about ‘religious*?

SHRI G. NARAYANASWAMY: By 
2(15) “charitable purpose” includes 
relief of the poor, education, medical 
relief, and the advancement of any 
other object of general public utility 
not involving the carrying on of any 
activity for profit:” There, it stops. 
For an analogy, I will take Section 
80G where deductions in respect of
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donations are given. There, there is 
an exclusion 'of religious purpose’. 
Therefore, it should be drafted into 
clause (d), so that it would be possible 
to say religious purpose or charitable 
purpose.

MR. CHAIRMAN: Please be a little 
more clear. Now, 80G(a) is with 
reference to donors. Are you relying 
upon 80G that this clause would rope 
is not only charitable institutions but 
those which are charitable and reli­
gious or religious only?

SHRI G. NARAYANASWAMY: Ex­
planation 3 under 80G says—In this 
section 'charitable purpose’, does not 
include any purpose the whole or sub­
stantially the whole of which is of a 
religious nature.’ That might mean, 
that for all other sections, charitable 
purposes will include religious pur­
poses also.

MR. CHAIRMAN-. That explanation 
is limited to 80G which purely speaks 
of donor. In this clause 6, we are 
speaking of the liability of donee. Are 
you super-imposing this explanation 
in Section 13(1) (d).

SHRI G. NARAYANASWAMY; The 
defiintion of charitable purpose in 
Section 2(15) will have to be super­
imposed in clause (d). Whether this 
would include religious purposes also 
I wanted to refer to other sections, 
to substantiate my argument that it 
might include. There is another sec­
tion which refers to ‘charitable pur­
pose* as not including religious pur­
pose.

MR. CHAIRMAN: You are inclined 
to explain that charitable purpose may 
also include ‘religious purpose’. You 
mean a religious purpose may acquire 
a purpose of charitable nature and 
that is sought to be excluded. In other 
words ‘charitable purpose* is defined 
in terms, and in the sense it has been 
considered necessary, in the explana­
tion 3 to exclude areligious institution 
or the purpose of religious as distin­
guished from charitable; we will ask 
the Draftsman to explain why was it

necessary to exclude a religious ins­
titution from charitable purpose, wlierr 
charitable purpose does not by any 
higher sense of imagination include: 
a religious purpose at all. In other 
words, therefore, to summarise your 
contention, it is this. That because 
of explanation 3 to 80G, there is a 
lurking suspicion that charitable pur­
pose might also include a religious 
purpose. In that sense, something, 
which is wholly for charitable purpose, 
it may be canvassed further by ana­
logy, would be inclusive of a religious 
purpose. We will take care of that. 
Please proceed.

SHRI G. NARAYANASWAMY: The 
Bill envisages that all Trust moneys 
should be invested in Government 
securities.. We would suggest that :o 
long as the Trust funds are not utilised 
for the purpose of Donors’ companies, 
no further restriction need be there. 
In other words, the Trust funds can be 
permitted to be invested, partly in 
Government Securities and partly in 
industrial companies by way of deben­
tures, equity capital. For example if 
the Trust has a right to invest in Unit 
Trust which in turn invests again in 
approved industrial securities there 
can possibly be no objection for at least 
a portion of the Trust funds to be 
invested in approved Industrial secu­
rities .

MR. CHAIRMAN: Your Chamber
considers it proper if we withdrew 
even that 5 per cent limit completely,, 
make a blanket ban on investment in 
industrial securities in which donors 
are interested and then invest in other 
Industrial companies, with certain 
criteria as approved by the L .I.C . etc.
I take it that the Chamber welcomes 
this blanket ban on investments in 
which donors have interest.

WITNESS: Yes, Sir.

MR. CHAIRMAN: There is a valid 
question on this point. How do we 
check the gross investments—within 
the big list of the companies approved 
by the L-.I.C,—that may take care of
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it. After We have plugged this loop­
hole, then what happens, you see, if 
we make it 5 per cent you will have 
10 Trusts; if we have 2 per cent will 
have 50 Trusts. By you, I mean, one 
who is out to avoid. Make it abso- ' 
lutely blanket ban; but genuine invest­
ments, we wish to make it clear that 
trye charities should pay Government 
revenues. Likewise we expect the 
charities to play fair and not use it for 
tax manipulations.

SHRI G. NARAYANASWAMY: The 
chamber welcomes the suggestion re­
lating to Section 44(b)—1making it 
obligatory for all the assessees to 
maintain accounts. Under 44 (b)(ii), 
the Board will make appropriate Rules 
as to the method of maintaining 
accounts.

MR. CHAIRMAN: We are not in­
terested in burdening the Board with 
very much responsibility. We would 
rather leave it to the assessee himself. 
In the cities it is alright. But in the 
mofussil and in other places, the Board 
must go in and give some sort of 
guidance; some sort of forms etc. with 
the consultation of the Institute of 
Chartered Accountants and it will be 
more by way of guidance. Leave it to 
the assessee to maintain accounts pro­
perly if the limits are reasonable.

SHRI G. NARAYANASWAMY: Yes 
Sir. The next point relates to amend­
ment to Section 64. It is well-known 
that a remuneration is paid to the 
spouse in which the other spouse is 
interested. What is more important is 
whether the remuneration paid to the 
spouse is reasonable, having regard to 
her qualification, nature of work etc. 
and whether excessive remuneration 
can be disallowed.

MR. CHAIRMAN: How do you say 
that? Statistics are to the contrary. 
That has been our very serious diffi­
culty. We don’t wish to create a new 
hardship where the spouse has been 
rendering service. The Department’s 

k grievance is that you have created it 
easily to circumvent the provisions of 

. Section 40 (A ).

SHRI G. NARAYAN ASWAMYr
Some assessee will now request his 
wife to work in some other company 
of his friend and ask his wife to work 
in my company. We drive him a little 
more finer. Simply because in certain 
cases  ̂ they are able to take in addi­
tion, ’to theirs, that may not be justi­
fiable, because that is denying justice 
to everybody. I said that I am being 
subjected to injustice. My wife works 
in my company is genuine. For the 
reasons that some others are making 
misuse, I think, that would not be
correct reading to penalise others. 
Any legitimate services rendered 
should be rewarded. If such in­
genuity could go finer...

MR. CHAIRMAN: That ingenuity
works both ways.

SHRI G. NARAYANASWAMY:
Therefore I say.

MR. CHAIRMAN: According to^
you, Section 40[A. is wide enough?

SHRI G. NARAYANASWAMY:
No doubt.

MR. CHAIRMAN: We will con­
sider. We don’t want denial of justice 
to ladies.

SHRI G . NARAYANASWAMY:
The present Section 40(A) is not wide 
enough. This will not be wider 
enough for the real ingenious ones.

MR. CHAIRMAN: Because Sec­
tion 40-A to some extent at the appel­
late court, the whole evaluation of 
evidence becomes a little subjective; 
and if someone employs his wife, they 
pay Rs. 78,0001- or Rs. one lakh and 
thereby divides the income now;
make-believe record can be created 
that she is working as ‘interior art 
decorator’ without her knowing even 
what interior art decoration is.

SHRI G . NARAYANASWAMY:
Let us express an identical case. We 
concede both—the husband if not the 
wife—are intelligent. The same asses, 
see can maintain a separate book, 
collect the interior decoration charges 
in her name and make the same lakh: 
of rupees.
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MR. CHAIRMAN: What you are
suggesting is independent busixieu ia 
her own name?

SHRI G. NARAYANASWAMY: ' 
Or sub-contract.

MR. CHAIRMAN: I Uhink, after
your evidence, we are inclined to con­
sider tightening this provision. We 
consider 40-A a little more seriously 
because some demarcating line has 

. got to be found out between those who 
are blatantly flouting all the canons of 
truthfulness in his tax payments and 
those who are genuine tax payers. 
TViere are persons who are utterly not 
genuine and who will be let off. So 
we have to find means.

SHRI VASANT SATHE: You sug­
gest ways for making effective 40-A. 
Difficulties arise in implementation. 
How can you get over that?

SHRI G. NARAYANASWAMY:
If the appeal fails, that is the case 
where the facts have not been pro­
perly assessed at the original stage.
It sfoould not be let off.

SHRI VASANT SATHE: Can you
suggest some objective which is to be 
incorporated in the provision itself, so 
that we can make 40-A a little more 
effective in the light of your observa­
tions? -

SHRI G. NARAYANASWAMY: 
We can threw the onus of proof of ser­
vices rendered on the assessee.

MR. CHAIRMAN: If you imple­
ment very rigorously and strictly, call 
the ladies to he examined to be neard 
is a real test. She will breakdown. 
There are very clever I.T.Os. But 
then, the grievance will come that 
ladies are being harassed and all that. 
The Department has also a very oner­
ous task to perform.

SHRI VASANT SATHE: It may
happen the otherway around us.

MR. CHAIRMAN: The I.T .O . is
not able to come up to the standard in 
the talk. But examination may prove 
that she is not rendering services. 
Anyway we will consider.

SHRI G. NARAYANSWAMY: The 
next point is with regard to income of 
minor being clubbed with that of 
father or mother, notwithstanding 
the original capital was not given by 
either of them.

MR. CHAIRMAN: This is a very
ingenious argument you are advanc­
ing. You say the family should not 
be the taxable unit, i»3 that so? Is 
that the view of your Chamber?

SHRI G. NARA YANAS AW AMY: 
Nof it is not the Chamber’s vi^w.

The next point is regarding taxing 
of the second degree income. At 
present, income from assets transfer­
red are included. It is now proposed 
to include income arising from in. 
come. The computation of second 
degree income will be cumbersome and 
will involve trouble.

MR. CHAIRMAN: If retrospective 
effect is given, is it?

SHRI G. NARAYANASAWAMY: 
Even for prospective effect. Suppos­
ing I invest a lakh of rupees and I 
earn Rs. 12,000 out of that. The 
assessee will always say that out of 
the 12,000 he has paid taxes etc.

MR. CHAIRMAN: Do you think it 
i«i absurd and illogical that while you 
tax the income from the corpus trans­
ferred, income on income is not 
corect. How is it rational?

SHRI G. NARAYANASAWAMY: 
There is no rationale behind it.

MR. CHAIRMAN: What we can do 
is this. We can prescribe some rules 
according to which an assessee Should 
maintain his accounts. Otherwise^ the 
entire income would be taxed.’ I 
appreciate the difficulty you express. 
We will cast the burden on the assessee 
to Prove that he doe3 not add income 
on income under fear of penal tax 
etc.

SHRI G. NARAYANASWAMY: The 
revenue effect may not be substantial. 
Of course, I have made a study.

MR. CHAIRMAN; We will make a 
study of it. Let us make a rational 
and logical law.
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SHRI VASANT SATHE: I would
like to have an enlightenment. In fix­
ing the wages of employees we treat 
iicie family as a Unit and then fix the 
wage of an employee. There, hus­
band, wife and three children is con­
sidered to be a unit. What do you think 
o f its effect if we are to treat family 
as the unit for the purpose of taxa­
tion?

SHRI G. NARAYANASWAMY: 
It requires deeper study. I am not 
able to answer it off-hand. It depends 
on the nature of work and the cir­
cumstances .

Another point is regarding clubbing 
o f the incomes of grand-father, 
daughter-in-law and grand son. First­
ly, it should not be made retrospec­
tive, because in a large number of 
cases, once the grand-father had given 
a donation, he may get separated and 
if he is to be taxed on income which 
he does not enjoy, it will result in 
considerable hardship, particularly 
when he has no control over the cor­
pus. Even if it is made prospectively, 
the grand-son or daughter-in-law may 
be willing to receive the gift but may 
not come to tlhe rescue of the grand­
father or father-in-law to meet the 
tax liability which lies on the grand­
father. Normally, we can presume 
that most of the grand parents are 
old enough and they may not live 
much longer to pay the clubbed tax. 
Therefore we may not proceed with 
the amount at all.

MR. CHAIRMAN: The donee will
pay?

SHRI G. NARAYANASWAMY: 
That is a point to be considered.

SHRI VASANT SATHE: You are 
afraid that it will reduce their life?

SHRI G. NARAYANASWAMY: 
They may ro may not, but they should 
not toe made to pay for early death. 
Probably the father-in-law may atop 
making the gift. I would like this 
committee to consider the question of 
exempting gifts made on ceremonial 
occasions.

MR. CHAIRMAN: They should be 
left out?

SHRI G. NARAYANASWAMY: 
Yes Sir. We have in the Gift Tax 
an exemption of Rs. 10,000. We can 
have this same limit of Rs. 10,000 here 
also.

MR. CHAIRMAN: How many have 
Rs. 10,000 in the country.

SHRI G. NARAYANASWAMY: 
This is a very reasonable amount.

MR. CHAIRMAN: Yes, in principle 
I agree we have to show deference to 
the sentiments which are genuine. It 
should not be licence as it were.

SHRI G . NARAYANASWAMY: 
There cannot be any hard and fast 
rule. It all depends on the case.

MR. CHAIRMAN; It will have to 
be confined to some reasonable limits 
with reference to the revenue interests 
and not with reference to how rich a 
person is.

SHRI G. NARAYANASWAMY:
Reasonable with reference to the 
transaction.

MR. CHAIRMAN: In the case of a 
person who has a million rupees asset, 
discloses one million and not discloses 
ten million, what is reasonable?

SHRI G. NARAYANASWAMY:
If you make something known# it is 
all right. It cannot be used as a 
device.

MR. CHAIRMAN: We cannot create 
a larger loophole in our attempt to 
plug loopholes.

SHRI G. NARAYANASWAMY:
The man gets married only once in
most cages.

MR. CHAIRMAN: You have made 
a good suggestion. It is only a case 
of sentiment—A sum which an honest 
person would like to give on cere­
monial occasions. But how much is 
left to the parent who pays taxes? 
How much can a person have. If he 
has one lakh, he gets only 40,000.
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Anyway come to the next point.
SHRI G. NARAYANASWAMY: 

The next point is regarding Section 
69-C, which we have dealt with in 
paragraph 13 of our memorandum. 
There can probably be no objection to 
taxihg the unexplained expenditure 
as income but the objectionable pro­
vision is in section 133-A, whereby an 
Inspector is empowered to enter into 
the place of marriage and gether 
details of the expenditure. The pro­
posed section 133-A reads 3 follows:

‘ ___he may at time after such
function, ceremony or event, require 
the assessee by whom such expendi­
ture has been incurred or any person 
who, in the opinion of the Income- 
tax authority, is likely to possess 
information as respects the expendi­
ture incurred, to furnish such informa­
tion as he may require as to any 
matter which may be useful for, or 
relevant to, any proceeding under this 
Act and may have the statements of 
the assessee or any other person 
recorded and any statement so 
recorded may thereafter be used in 
evidence in any proceeding under 
this Act.

MR. CHAIRMAN: He only goes
after the event.

SHRI G. NARAYANSWAMY: 
Assuming the marriage is over at
10 O’clock. He can go and take state­
ments at 11 O’clock.

MR. CHAIRMAN: What is an
honest assessee to be scared of?

SHRI G. NARAYANSWAMY: 
He is likely to be harassed and or 
embarassed. There is no doubt about 
it. Here the income-tax authority 
includes an inspector.

MR. CHAIRMAN: The Inspector i* 
a human being. He may not behave 
in an undignified manner.

SHRI G. NARAYANSWAMY: 
But the income-tax Act is based on 
the presumption th#t the higher ups 
in the department would act with 
better demenur.

MR. CHAIRMAN: It all depends on 
the background and attitude of the

person. We will consider 133-A. If the- 
marriage Is over at 10, we would noti 
ask him to go at 10.15. Then what do* 
you say about 69-C.

SHRI G. NRAYANASWAMY:
I have no objection to 69-C.

MR. CHAIRMAN: Now we go to*
to section 69-D.

SHRI G. NARAYANASWAMY: 
In the large number of cases, to 
comply with this section is practically 
impossible. There can be a genuine 
transaction without an account payee 
cheque and a flctitous one with an 
account payee cheque. A person from 
Madurai can borrow here, and if it is 
ninety days hundi, it will take four 
days for him t0 realise and while re­
paying, he has to repay, it four days 
earlier but has to pay interest for 
ninety days instead of 86 days. There 
will be several such practical difficul­
ties.

MR. CHAIRMAN: Banks must be  
very efficient. We will consider the 
whole idea.

SHRI G. NRAYANASWAMY: 
The return of the loan may be either 
•by draft or by cheque.

MR. CHAIRMAN; What is to be- 
assured is that at that particular time 
that particular money has come. 
Whether it is genuine or not has to- 
be made out. But still, it must not 
be retrospective.

SHRI G. NARAYANASWAMY: 
The next point is regarding Section; 
80-GG. According to this section, any 
rent paid for personal residence upto- 
Rs. 300/- will be allowed as deduction, 
except in the cases or (i) salaried 
employees and (ii) person who owns 
a house anywhere in this world. The 
salaried person should be given 
exemption up to Rs. 300. Only the 
salaried person who get the rent 
allowance get this exemption. Those 
who do not get the allowance do not 
get this exemption of Rs. 300. Even 
the salaried people who do not get 
the allowance should be given exemp­
tion. The persons who own houses 
elsewhere also should be given this 
exemption. Where is no logic in deny­



ing them this exemption. For instance, 
I have a house in Madura getting a 
rent of Rs. 35/- per month, and I pay 
Rs. 300 as house rent. Why should I 
be denied this exemption?

MR. CHAIRMAN: We will
consider.

SHRI G. NARAYANASWAMY: 
The next representation is about 
sections 104 and 109.

MR. CHAIRMAN: We are going to 
consider that.

SHRI G. NARAYANASWAMY: 
Then we come to clause 36. It is 
stated in the proposed Section 132 
O A ):

“ Where any Commissioner, in 
tronsequence of information in his
possession, has reason to suspect
that any books of account. . . . 99

The word used here is ‘suspect* 
instead of ‘believe*. Now the position 
is that a person may have suspicon 
without proof and he can make a 
search. The change of word as 
‘suspect* is likely to result in consider­
able harassment.

MR. CHAIRMAN: It is not for the 
first tme. It is purely an extention of 
authority already exercised. You 
kindly mention this a little more 
properly. All this is done to extend 
the jurisdiction as it were or thm 
places which can be searched over 
and abjve those for which original 
action was taken. The original action 
was not with reference to suspicion. 
You must appreciate that.

SHRI G. NARAYANASWAMY: 
Between the expressions “reason to 
suspect**, and “reasons to believe**, 
‘belief* would be a better word, be­
cause for ‘suspicion*, you need not 
have any reason.

MR. CHAIRMAN: You will note
that this is not for initiating proceed­
ings. Can't you think of a case for 
valid reasons where;, the Commissioner 
issues an authorisation in favour of 
the officers concerned? The original 
action is a bona fied one.

SHRI G. NARAYANASWAMY:
If it is going to further extend his 
area of activities, it is as good as the 
original one.

MR. CHAIRMAN: Not at all. The 
two things are entirely different. The 
first one vests authority, but this 
does not vest authority. It only 
extends.

SHRI G. NARAYANASWAMY:
For extension of authority already 
vested, should an officer act on 
suspicion?

MR. CHAIRMAN: I think he should 
in cases like this. We are dealing with 
a difficult problem and we cannot put 
too many fetters.

SHRI G. NARAYANASWAMY:
This provision is not made expressly 
subject to sub-section (i).

MR. CHAIRMAN: Please tell us
whether this will apply only to cases 
where the Commissioner has already 
issued an authorisation.

SHRI G. NARAYANASWAMY:
The sub-section starts as an inde­
pendent sub-section. It can be used 
as an independent sub-section.

MR. CHAIRMAN: Can it be used
in respect of any action for which the 
officer is not authorised?

SHRI G. NARAYANASWAMY:
The Commissioner can issue a fresh 
authorisation.

MR. CHAIRMAN: I want you to
express your apprehensions without 
any inhibitions. We have come here 
to understand your view-points. Is 
it possible that this sub-section can 
operate without the authoristion hav­
ing been given to an officer?

SHRI G. NARAYANASWAMY:
It is possible.

MR. CHAIRMAN: How?
SHRI G. NARAYANASWAMY:

Where the Commissioner has infor­
mation in his possession.
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MR. CHAIRMAN: It is expressly
subject to the provision in sub-section 
(1) where an athority has been vest- 
ted. Kindly do not think of a case 
where they will «ct in abuse of this 
law. We are dealing with a diffi­
cult situation. We are after tax eva­
ders and you are searching their pre­
mises. In such cases how far are 
you going to afford protection? Please 
proceed to the next point.

SHRI G. NARAYANASWAMY: 
The next point is about the introduc­
tion of compulsory audit. This Cham, 
ber welcomes the provision, but we 
suggest that the minimum limit can 
be increased to Rs. 10 lakhs.

MR. CHAIRMAN: How many people 
in Madras would be having a turnover 
of more than 10 lakhs.

SHRI G. NARAYANASWAMY: 
The statistics are not readily avail­
able.

MR. CHAIRMAN: Anyway, people
with more than 10 lakhs turn-over 
will be much less. The auditors have 
to certify vital particulars. They 
have to take a serious responsibility 
on their shoulders. It should be pos­
sible for the existing number of Audi­
tors to carry on. We will consider a 
realistic limit.

SHRI VASANT SATHE: The com­
pulsory audit will have to be a little 
different in nature than what it is 
at present. It involves greater res­
ponsibility so that the audit would 
serve the purpose of saving the work 
of the I.T. officers by lending greater 
authenticity.

SHRI G. NARAYANASWAMY:
I agree that unless the professional 
men take up additional responsibility, 
it is not worthwhile having such an 
audit.

The next point is with reference to 
the introduction o f Permanent Ac­
count Numbers. This, in our opin­
ion, will not serve any useful purpose.

MR. CHAIRMAN: Have you any
idea of the accounting system in 
USA and other countries? The allo­
cation of a Permanent Number is 
only tli# beginning,

SHRI G. NARAYANASWAMY: 
There conditions are different and 
everything is mechanised. Tomorrow 
the Sales Tax Department will intro­
duce this system of Permanent Ac­
count Numbers. Half of the letter­
heads of the firm will consist of Per­
manent Account numbers. We do 
not know whether it will improve 
administrative efficiency.

MR. CHAIRMAN: Every transac­
tion will have to be cross-checked. 
Mention of the Permanent Number 
will be necessary for that purpose. 
This is only the beginning of ensuring 
some semblance of a cross-check.

SHRI VASANT SATHE: How is
it going to cause hardship to the 
assessees?

MR. CHAIRMAN: The concensus
of this Committee is very strong in 
favour of this. You can proceed to 
the next point.

SHRI G. NARAYANASWAMY: 
The next point relates to the proof of 
payment of self-assessment tax. It 
takes about 10 days to get the challan 
from the RBI and this requirement 
will curtail the meagre time limit 
already existing for submssion of 
the return.

MR. CHAIRMAN: In the case of
big assessees, the payments certified 
by the Chartered Accounts will serve 
the purpose. We are contemplating 
that the assessees should not be called 
in unnecessarily. If they are not to 
be called, then someone has to varify 
the proper preparation of the return 
and the remittance of tax etc. The 
Returns will be accepted on the basis 
of certain certification by a Chartered 
Accountant. Would that be a better 
scheme?

SHRI G. NARAYANASWAMY: 
It will be all right. With reference 
to clause 52, we have to point out 
that the refusal *ol registration to a 
firm if one or more of the other part­
ners are benamidars for somebody 
else will cause hardship.
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MR. CHAIRMAN: We will consi­
der that

SHRI G. NARAYANASWAMY: 
The next point is about Section 221. 
The levy of penalty even after the 
taxes have been paid is unfair. If 
the taxes have already been paid, 
there is no need for the penalty.

MR CHAIRMAN: Under the exist, 
ing law, no penalty can be levied 
for default, until an opportunity is 
given. The moment there is a notice, 
you pay the tax end then it is taken 
care of by the levy of interest. There* 
fore, the Wanchoo Committee has 
suggested that the liability to levy 
penalty must be there supposing for 
years the money has not been paid. 
The moment notice is served he pays. 
Such contingencies have to be covered 
by this.

SHRI G. NARAYANASWAMY: 
It is not the assessee who would g*t 
into trouble. It will be the adminis­
tration that would get into trouble. 
The ITO has to Tt\iew each file ori  ̂
see whether the tax has been paid 
within time or otherwise he has to 
levy the penalty. It might not have 
been done in all cases. After some 
years, it might be noted in the audit 
that Rs. 50 lakhs is the revenue los° 
because of non-co'lection of penalty 
in so many cases.

MR. CHAIRMAN: I am not will­
ing to put such rigid interpretation 
to the section, even though that is 
possible. A strict auditor may view 
it like that. This is only to attract 
persons who bids time and who pays 
only when notice is sent to him. Only 
after opportunity ol being heard is 
given he pays. Such cases have to 
be covered by this section.

SHRI VASANT SATHE: Suppose
delay is one or two or three months. 
All right. But we dc not cover cr.ses 
wherein it is several years. Sirrply 
by paying interest he cannot go. He 
might have got 20 per cent profit 
somewhere and he pays only 12 per 
cent here. .

SHRI G. NARAYANASWAMY: 
Then if he gets 20 per cent elsewhere,. 
he has to pay 60 per cent tax.

SHRI VASANT SATHE: Who is
to verify his profit elsewhere; we dc 
not want to cover such cases.

MR. CHAIRMAN: Once you pay 
tax, there is no default under sec. 
221.

SHRI G. NARAYANASWAMY:
I have pointed out how this would 
increase the work of administration 
and how there is possibility of ITO 
being found fault with by audit for 
having lost so much revenue due to 
non-collection of penalties.

MR. CHAIRMAN: We do not want
to cause hardship to the department 
or to others.

SHRI G. NARAYANASWAMY: 
We can amend Sac. 221 like this:

“When an assessee is or has been
in default or is deemed to be in
default etc., etc/'

If we amend the first line as I have 
suggested, it would be all right.

MR. CHAIRMAN: You accept the
principle, Mr. Narayanaswamy, that 
has been laid down here.

SHRI G. NARAYANASWAMY: 
Yes, Sir.

MR. CHAIRMAN: Then all right. 
We will consider what you have said 
also. It is only to cover cases where­
in person does not pay till 'notice1 is 
served and then only pays. Such 
persons should pay the penalty also 
That is the intention.

SHRI G. NARAYANASWAMY: 
Now I come to Clause 55 amending 
See. 222. I have transferred my pro­
perty in favour of minor son. Today 
I am not in arrears. After 50 >ears 
I may be. Then the minor holding 
the property his property is liable for 
attachment. Of course he might have 
become major by then.

MR. CHAIRMAN: What do you 
suggest?



SHRI G. NARAYANASWAMY: 
Till minor child gets majority, the 
liability may subsist.

MR. CHAIRMAN: Suppose a busi- 
'nes is transferred by father to miner 
:son. That means he transfers surplus 
' capital. Suppose at the age of 17th 
year of the child, it is transferred. 
The son has no assets. But father 
has huge liabilities say upto Rs. 201­
-lakhs. What do you do with it?

SHRI G. NARAYANASWAMY: 
'We can have charge on transferred 
property upto the assessment relating 
to the year in which transfer was 
made. Now assessment is reopened 
for 1970-71, say, the assessment may 
come in 1980. Because it relates to 
assessment earlier to 1974-75, the 
charge on property may continue.

MR. CHAIRMAN: Your evidence 
has been of great assistance to us. 
But still there are other witnesses. 
You may finish your other points in
10 minutes. If you want to refer to 
points other than what is set out in 
the written memorandum submitted 
already, you can present a supple­
mentary memorandum to us.

SHRI G. NARAYANASWAMY: 
Now I come to Settlement Machinery. 
In  that what I want to suggest is that 
it may not consist wholly of officials 
alone. Non-officials, noted for their 
integrity, may also be included. It 
may also include members of Income- 
tax Appellate Tribunal.

MR. CHAIRMAN: All right. Next
point.

SHRI G. NARAYANASWAMY: 
I come to those who give information. 
If valuable information is given, it 
helps the department. But we must 
give absolute immunity to the man.

MR. CHAIRMAN: There i3 no di­
fficulty in giving immunity if the 
whole thing is truth. Suppose i> is 
found that 50 per cent of the informa­

tion  is true and other 50 per cent he 
cheats . What do you suggest.

SHRI G. NARAYANASWAMY: 
To the extent he has given valuable 
information we stand to profit.

MR. CHAIRMAN: What happens 
to the penalty? If it is found that he 
had tried to cheat, prosecution* will 
have to go on.

SHRI G. NARAYANASWAMY: 
Then there is Clause 64 representing 
Sec. 271, relating to levy of penalty.

MR. CHAIRMAN: We will consider 
that. You are on the Explanation, I 
suppose.

SHRI G. NARAYANASWAMY: 
Yes.

MR. CHAIRMAN: Next point.

SHRI G. NARAYANASWAMY: 
Then I come to Clause 67, relating to 
Sec. 273. In Sec. 271 (4A) (ii) (a) 
the words ‘prior to the detection by 
the Income-tax Officer of the conceal­
ment of income etc are usod. Sec. 
271 (4A) has been given two inter­
pretations, one by Ministry of Law 
and gne by Finance Ministry. I shall 
illustrate. I make a disclosure under 
Sec. 271 (4A). Suppose it is found 
later on that A whom I represent, 
has a credit of Rs. 20,000 somewhere 
and tihat he has indulged it Havala 
transaction. Then my disclosure 
under Sec. 271 (4A) does not apply. 
It should be ‘prior to the detection by 
ITO of the concealment of particulars 
etc*. That is the language used in 
Sec. 271 (4A) (ii)(a ). What I sug­
gest is that instead of the words 
‘prior to the detection by t ie Income- 
tax Officer etc.” use the expression 
“before the concealment is estab­
lished” .

MR. CHAIRMAN: We will consi­
der that.

Thank you, Mr. Narayanaiinnwy. 
Your evidence has been of great help 
to us. You have my compliment!?.

(The witness then withdrew).
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II. Madura-Ramnad Chamber of Commerce, Madurai.

Spokesmen:

1. Shri T. Manickavasagam

2.Shri M. A. Ramaswamy

(The witnesses were called in and 
they took sedts) .

MR. CHAIRMAN: Before we take 
your evidence, I have to point out to 
you Direction 58 of the Directions by 
the Speaker which reads—

'The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable 
to be published unless they specifi­
cally desire that all or any part of 
the evidence tendered by them is 
to be treated as confidential. Even 
though they ‘might desire tiheir evi­
dence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Par­
liament.” Please proceed.

WITNESS: First point is regarding 
Section 13—Clause 6 of the Taxation 
Laws (Amendment) Bill 1973. The 
income of charitable trust from the 
actual business carried on by the 
trusts is the subject of evidence. We 
feel that no trust will be able to sus­
tain unless they have got some other 
activity behind them, particularly 
take a case of educational or medical 
trust. Unless there is some activity 
from which some Income is earned by 
the trust, it will be very difficult from 
out of the funds of the Trust to sustain 
and otherwise from the prublic dona­
tions or small donations that the trust 
may get. We feel that the income of 
the trust out of the business of the 
trust should continued, to get the 
benefit.

MR. CHAIRMAN: Clause (b) other­
wise provides, your income to be ex­
empt. It is only business income that 
is sought to be taxed. If the income is 
utilised for charitable purpose it 
should be exempt. Is that your point?

SHRI VASANT SATHE: How it is 
earned and how is the income derived
3031 LS—0.

should not be material factor. It is 
utilised for charitable purpose should 
be the material factor.

WITNESS; Yes. Next point is with 
regard to onus of proof on the trusts 
with regard to identity of the donor 
in the case of donation to the trust. It 
becomes responsibilty of the Trust to 
prove the identity.

MR. CHAIRMAN: Only for anony­
mous donations.

WITNESS: This may also to dome 
extend retard the growth of charitable 
trusts.

MR. CHAIRMAN: Do you admit that 
black moneys do come in this form?

WITNESS; In some cases they do 
come.

MR. CHAIRMAN: But, according to 
you they are put to good cause. We 
appreciate the very straight forward 
manner in which you have put your 
proposition.

WITNESS: Then, with regard to 
investment of trust funds it is said that 
investment should be concerns °* 
govt. We feel that in case the invest­
ments are in govt. Controlled insti­
tutions, the interest is likely to be low, 
or, income for the trust is likely to be 
low. With the present concept of 
Joint Stock Company and also closed 
link association with financial institu­
tions in the investments in the joint 
sector, we feel, there is adequate secu­
rity even in the Joint Stock com­
panies, and this will enable a 
trust to earn a higher per centage of 
income.

MR. CHAIRMAN: Is it the view of 
your Chamber that you should be free 
to make investment in such securities 
as would ensure reasonable incomes 
for the trust. Is it otherwise your 
view that we should not put a blanket 
ban either on the trust or trustees to
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directly or indirectly benefit from the 
incomes of commercial institutions. 
Sometimes black moneys are brought 
into the trust and new companies or 
old companies of the members of the 
trust are utilising those funds for their 
own compananies’ benefit. There is at 
the moment an exemption of 5 per 
cent. Is it the view of the Chamber 
that we should give you authority to 
make such investments as you feel 
like, subject only to one ban, viz., you 
(trust’s) concerns or relations or 
should not be allowed to invest even a 
single rupee into any of your own 
friends who are interested.

WITNESS: That is right. Genuine 
investments should be allowed.

MR. CHAIRMAN: When you are on 
the queston of charities o the Madurai 
Meenakshi Amman Temple, I may ask 
you what according to you would be 
the income of that temple?

WITNESS: Not much, because
hundial colection is not there. Only 
offerings are there.

SHRI R. V. SWAMINATHAN: It is 
not like Tirupati. Hundies are there. 
There is no temple without any hundi 
box. But, the system or custom is not 
there that toll of people who come to 
the temple offer some hundi dona­
tions. People go there to offer pooja 
or archana. They pay 50P. or 1 
rupee like that. Receipt is being given. 
Without paying that amount one can­
not tenter that temple for offering that 
pooja or archana, there are not much 
of anomymous donations.

SHRI R. BALAKRISHNA PILLAI: 
In Sabarimala in Kerala it is just like 
Tirupati. Hundies are main collec­
tions. Rs. 50 lakhs or so pours in, 
just 12 days. So problem like Tiru­
pati is there.

MR. CHAIRMAN: Is temple doing 
charities also?

WITNESS: No charities.

MR. CHAIRMAN: It is only by the 
way, we asked you this question. 
Please proceed.

WITNESS; So far two occupied 
houses were exempt and now, we are 
trying to exempt only house occupied 
by the assessee. On this, we strongly 
feel, with regard to professional exe­
cutives as also those who are in indus­
try where they are entitled to certain 
amount of leave facility- and holiday 
tours—a concept even in our country 
is that they should erijoy leave and 
have some sort of holiday and join 
back for work with greater attention— 
the house or building which they are 
trying to own in hill stations, like 
Holiday Homes, should also be brought 
within the purview of exemptions.

MR. CHAIRMAN: Exemption for 2 
houses should continue is your point. 
With your concept of holiday home as 
tourist spot, many of the executives, 
even good middle management cadre 
own their houses in these places.

SHRI VASANT SATHE: The indivi­
dual who has home at holiday resort— 
that house—should be exempted. If 
he has any other house in any other 
town or in the country, that should not 
be exempted.

SHRI R. BALAKRISHNA PILLAI: 
Both.

WITNESS: Because, one is perma­
nent residence and the second is holi­
day resort.

SHRI R. V. SWAMINATHAN: What 
is the reason?

WITNESS; If we accept the deve­
lopment of professional Managers, we 
should provide for them a certain 
amount of incentive. Industrial man­
agement is now changing and if you 
do not give that facility, you cannot 
get that type of industrial manage­
ment people for rural places.

MR. CHAIRMAN: It is not with re­
ference to particular category, but jrou 
want this facility to be given with the 
changing pattern and norms of man­
agement techniques which would be 
to the benefit of economy. We follow 
that.



WITNESS: Thig house will be oc­
cupied only for 1 to 3 months in a 
year is also a relevant point.

SHRI R. BALAKRISHNA I-ILLAI: 
Establishment expenses may be there.

MR. CHAIRMAN: If the house is 
kept only for 3 months, you can claim 
vacancy allowance.

SHRI BHAGWAT JHA AZAD: It is 
not open to the public for occupation 
during the vacancy.

WITNESS: Where H.U.F., have
large number of individuals why we 
should not allow to maintain 2 houses 
is the next question.

Then, with regard to clause 12, with 
regard to maintenance of accounts, 
under the Bill if a person were to have 
Rs. 25,000 income or Rs. 200 monthly, 
he has to keep a set of proper accounts 
which cost him Rs. 600 to Rs. 700 per 
month.

MR. CHAIRMAN: That is very un­
realistic. Is it in Madurai that charges 
are so high. You can have a part-time 
Accountant and pay him not more 
than Rs. 600/- a year. I know several 
lawyers who earn Rs. 70,000 to 
Rs. 80,000 and pay Rs. 100/- a month. 
Do not talk of an extreme case. It 
may not cost as high as you put it. 
That is an allowable deduction.

WITNESS: Our appeal is to increase 
the sum from Rs. 25,000 to 50,000.

MR. CHAIRMAN: Income part, the 
Committee has not been considerable 
favourably. What about turnover 
part?

WITNESS: Rs. 10 lakhs we haVe 
said.

MR. CHAIRMAN: Madurai must be 
a rich place then.

WITNESS; With regard t0 Clause 
14—our suggestion is if the spouse has 
the necessary qualification and capa­
city to earn on her own merits— 
whether the spouse should be subject 
to this rigours—we feel that the in­
come of the spouse need not be club­
bed.

MR. CHAIRMAN: What is the 
reason? Will it create domestic pro­
blems, or what?

WITNESS; We allow ladies to get 
educated and allow them to earn also. 
Their earnings should be kept sepa­
rate.

SHRI VASANT SATHE: If you al­
low the wife greater opportunity to 
serve, particularly in the same busi­
ness of the husband or others, to that 
extent, opportunity of a man to get 
jobs becomes less; and there is greater 
unemployment. Normally even today 
—I don’t know how it is in your part 
—it *s the man who is supposed to 
support the family; women soldem has 
that resonsibility. Therefore she does 
not support, a family generally. Tnen, 
why do you want more and more wo­
men to be in service by this device of 
clubbing?

WITNESS: Where the woman is 
educated, capable o* handling business, 
help running the business, is it not 
proper to give her equal treatment?

SHRI VASANT SATHE: There is 
thte man who is unemployed. The 
wife is not unemployed. Then to 
whom preference in opportunity 
should 'be given? This wife is sup­
plementing the husband's income.

WITNESS; My solution to  this is: 
under the Constitution both are equal 
and we are likely to give more and 
more opportunity to women in India 
and I think there are certain cases 
where women are more educated than 
men.

MR. CHAIRMAN: You want ladies 
to be given more opportunity having 
regard to their ability?

SHRI VASANT SATHE: That mean 
greather opportunity to evade tax, in 
addition to loss to the Exchequer.

MR. CHAIRMAN: In your case, the 
husband is unemployed; the burden is 
on the lady. Is there a larger issue? If 
it is a lady and a man, why should a 
lady carry on business, the man re­
maining unemployed? Any way, we
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will consider whatever you have to 
say. Your basic contention ig where 
the lady is qualified and is really ren­
dering service, by this law, she will 
be hit. We have also heard eminent 
and distinguished ladies coming and 
giving evidence, and duly considered 
threats they have given to the com­
mittee.

WITNESS: Next point; the proposed 
amendment about incofne accruing 
to miner have to be clubbed with the 
income of the parent. The only sugge­
stion which we have to make is by 
this process, accrual of property be­
long to the minor in the partnership 
will be . . ___

MR. CHAIRMAN: Even the father 
or anyone has nothing to do with it. 
We will consider.

WITNESS: With reference to Cl. 14 
Sec. 64 Transfer to daughter-in-law is 
also brought into tax under S.64 in 
the hands of the tranferer and this 
is to curb the tax evasion reasona­
bly; with the transfer of his assets to 
daughter-in-law, income is diverted. 
It should be a good law. That may 
be the theme of the Act. Our subm- 
mission is Sec.64 directs that even if 
transfer took place in 1920 or 1912 
that is brought into taxation under 
Sec.64. This provision is retrospective 
and it is intended to be retrospective. 
Our submission is it requires a lot of 
materials for earlier years. We reque­
st the committee to make it pers­
pective, at least in regard to daughter 
-in-law now made to tax.

In Clause 15 W e are giving wide 
powers to the I.T. authorities with 
regard to unexplained expenditure: 
“If he cannot explain properly to the 
satisfaction of the I.T.O., it will be 
treated as the income of the assessee” .

MR. CHAIRMAN: Is not that exis- 
ing law,?

SHRI ERA. SEZHIYAN: What is
your suggestion? you want the dele­
tion of the new clause or what?

MR. CHAIRMAN: There are no 
additional powers given or accruing 
to him—are being conferred. That is

the existing law. If you incur an ex­
penditure of Rs. 20,000 today and if 
you are not aible to explain the source, 
it will be presumed that it is but un­
disclosed income.

For penalty it is a different story. 
Where is the enhancement of power?

WITNESS: This is with reference 
again to Cl. 15—Sec. 69(b)—.Hundi 
transactions. Now normally the busi­
nessman comes to Hundiwalla. bor­
rows a certain amount executes a 
Hundi; but the Department demands 
strict proof for Hundi transactions. 
We have to give the assessment 
number of Hundi persons unless the 
Department and the assessee are 
fully satisfied about the financial 
creditworthiness of the person, they 
w ont.......

MR. CHAIRMAN: What would be 
Chamber’s view if purely retaining 
Hundi loans,—payment by a/c payee 
cheqques, or crossed draft or by 
cheque good for payment. Will there 
be any hardship?

WITNESS: We welcome the pay­
ment by crossed cheque. It also pro­
tects the demand on the businessman;

MR. CHAIRMAN: Before entering 
into transaction, you can ask his 
permanent account number, hundi- 
walla’s licence Number. You will 
have to disclose that permanent num­
ber.

WITNESS: Pronotes and hundi
documents must bear the permanent 
account number of the businessman 
who takes the loan, so that the bor­
rower will be protected. We welcome 
that suggestion. If any false number is 
noted on Hundi, he will be penalised.

MR. CHAIRMAN: We ourselves
waait to give full protection to gen­
uine borrower.

WITNESS. So that Hundi borro­
wers cannot retrace their steps.

MR. CHAIRMAN: We will consier
it.
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WITNESS: Then, Cl. 25—VI (a) of 
the Income-tax Act Under 80V, it is 
prayed that any expenditure for 
assessment upto a maximum of 
Rs.2000 will be allowed may be put.

MR. CHAIRMAN: We will consider 
that.

WITNESS: Cl. 27 Sec. 104—Wanchoo 
Committee has recommended. . .

MR. CHAIRMAN: We will take care 
of that; we do not want anything 
counter-productive. Compulsory de­
claration of dividends is a matter over 
.which company itself has its own 
thinking. The Govt, has indicated 
something. You proceed to the next 
point.

WITNESS: I refer to Cl. 42 Sec.
140-A—self-assessiment. Under the 
law, we have to pay the entire tax 
before submission of Return of 
income for the period. But there 
are incomes arising in Ceylon 
and other countries which are 
prohibiting remittances. Normally the 
Income-tax Act says it can be with­
held. The section is stringent in the 
sense you have to pay entire tax 
before you get it. This hardship may 
kindly be removed in self-assessment.

MR. CHAIRMAN: You say foreign 
income is not received; but in return 
it is liable for taxation.

WITNESS: While you submit a 
return, you will have to pay tax. 
Another section says. . .

MR. CHAIRMAN: Do you think it 
.will be taken care of, if it is provided 
that taxt payable on the basis of any 
return furnished and in accordance 
with the provisions of this Act under 
See.139 and other provisions of the 
Act?

WITNESS: We have also got dou­
ble income-tax relief given by some 
countries.

MR. CHAIRMAN: Even on the 
basis of your return, that is in our 
right.

WITNESS: 148 does not take that 
in the contingency. .

MR. CHAIRMAN: Where you ar# 
entitled to double taxation relief, 
certainly you will get. But on the 
basis of the return you may not be 
entitled to get automatic abeyance for 
the income accrued to you from a 
foreign country, but not received.

WITNESS: If my entire income 
consists of foreign income then there 
will be difficulty.

MR. CHAIRMAN: There are some 
other sections of the Act or Rules 
which entitle you to relief and that 
must be taken care of. Any tax must 
not be more than what the law 
requires you to pay.

I think it will have to be on tfie 
basis of the returns and other rele­
vant provisions of the Act.

WITNESS: The next is about clause 
64. Explanation to Section 267.

MR. CHAIRMAN: We will look into 
that.

WITNESS: Then clause 65. This is 
a new provision for the levy of penal­
ty. Already there is a provision where 
assessments are completed on esti­
mation basis. Further penalty is rather 

v too much.

MR. CHAIRMAN: No, no. We are 
providing for . compulsory main­
tenance of accounts and if he does not 
maintain notwithstanding the compul­
sory requirement by law, then if 
there is no penalty, where is the com­
pulsory part? This is an inevitable 
corollary of the mandatory stipula­
tion that in case on© fails to carry on 
the stipulation, there will be penalty. 
Otherwise, the provision will become 
a mockery.

WITNESS: With regard to penal 
provision in Sections 71 and 72 they 
are very rigorous. Economic crimes 
should not be equated with other cri­
mes.

MR. CHAIRMAN: Today the biggest 
criminal against society is the per­
son who at the cost of the societies’ is 
enriching himself by committing 
economic crimes. Economic crimes are 
in no way less heinous than crimes of
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dacoits of the Chambal Valley. You WITNESS: Thank you very much
have otherwise given a very good ' for giving us this opportunity, 
evidence; do not spoil it. Anything 
else?

(The witnesses then withdrew)

HI. Mysore State Chartered Accountants’
Spokesmen:

1. Shri J. Gopalakrishnan
2. Shri K. Y . Sresty.

MR. CHAIRMAN: Before we take 
your evidence, I may point out to 
you Direction 58 of the Directions by 
the Speaker which reads—

“The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable 
to be published, unless they speci­
fically desire that all or any part 
of the evidence tendered by them 
is Ao be treated as confidential.

Even though they might desire 
their evidence to be treated as con­
fidential, such evidence is liable to 
be made available to the Members 
of Parliament.”  Pleased proceed.

SHRI ERA SEZHIYAN: In your ori­
ginal memorandum you have said,
‘on account of the very limited time 
at its disposal and also on account of 
the fact that the copies of the Amend­
ment Bill were available only in the 
fist week of June, this Association 
could not make a comprehensive 
study of all the legal implications in­
volved in these amendments.’ I want 

to know whether you have since pre- 
, pared any comprehensive statement 
now covering the different provisions 
of the Bill.

WITNESS: We have not prepared 
another written statement. But we 
will make additional submissions.

MR. CHAIRMAN: We will hear 
you now, you can make your submis­
sions. If the Committee feels it neces­
sary that on the additional points you 
raise now, we should like to have 
from you written document, then we 
will request you to give us a memo- 
rnndum in writing. You may proceed.

Association, Bangalore.

Usually we expect the witnesses to 
touch the important and vital points 
even if they are in the memorandum, 
if they really consider these are the 
points to which attention of the com­
mittee should be focussed. You may 
proceed.

WITNESS: On page 2 of our me­
morandum, we have made observa­
tions relating to charitable institu­
tions. We have sugested that the 
voluntary contributions up to Bs. 
5000 may be exempted from tax as 
in the case of Capital gains. We have 
also submitted that the provision re­
lating to the stoppage of, investments 
in industrial concerns after the 31st 
March, 1978 may be applied on a 
Selection basis. We have stated 
that it will be possible to secure 
power by notification for such of 
those institutions which should be 
exempt especially in cases where the 
investments will be made in institu­
tions which are not under the control 
of the Trustees or the Members in 
charge of the Management.

MR. CHAIRMAN: There should be 
exemption up to Rs. 5000. Above 
Rs. 5000, 50 per cent should be exempt. 
More than 50 per cent may be taxed 
at 65 per cent. This according to you 
will enable the institution to limit its 
expenditure. It is likely that the 
trustee may receive anonymous dona­
tions, disburse them away, and may 
not have money to pay the tax.

WITNESS: We think that it is pos­
sible that an anonymous donation is 
being taxed in the religous institu­
tion. The charitable institutions are 
religious institutions also.
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ME. CHAIRMAN: The High Court 
says the religous purpose is also a 
charitable purpose.

WITNESS; The words ’‘charitable 
purpose’ will also includ religious 
purpose.

MR. CHAIRMAN: The term ‘chari­
table purpose, is inclusive of religious 
purpose also.

WITNESS: Yes, there is a decision 
to this effect.

MR. CHAIRMAN: Will you be
kind enough to let us have the cita­
tion. When was this decision given?

WITNESS It is a reported deci­
sion.

MR. CHAIRMAN: We will look in­
to this also. The clause, as it is, con­
templates anonymous donations being 
made liable to tax at 65 per cent only 
in cases where it is wholly a charita­
ble institution.

WITNESS: This interpretation can 
be given in view of the fact that 
there is distinction in 80G.

MR. CHAIRMAN: We have seen 
that explanation 3 which excludes re­
ligious purpose. Therefore this doubt 
has arisen.

WITNESS: Not only this; there is 
the Madras High Court decision.

The charitable purpose in India is 
not the same as in U.K. They have 
said that the charitable purpose will 
also include religious purpose. We 
have an enlarged scope. The concept 
of charitable purpose that is appli­
cable to U.K. does not apply here. 
Our submission to Your Honour 
would be that a strict interpretation 
would make ft liable.

MR. CHAIRMAN: Anything that 
does not come within the definition of 
charitable purpose cannot be a chari­
table purpose. How can that be a cha­
ritable purpose when once you define 
by statute that such and such is a 
charitable purpose. It exhausts the 
list.

WITNESS: Perhaps it would be 
much more proper in the interests of 
the institutions th^t we make the 
provision specific in the law.

MR. CHAIRMAN: We will make 
that clear.

WITNESS: Even in the case of the 
charitable institutions they must be 
made aware that to the extent they 
have received anonymous donations 
they will be liable to pay tax up to 
65 per cent. Even there if the pur­
pose of the charity is to be a further­
ed, there must be a reduction of tax 
which would enable something avail­
able for application to the charitable 
purposes. It is in this context we have 
made our suggestions, because inclu­
sion of anonymous donations as tax­
able is a departure from the known 
concept of the income.

MR. CHAIRMAN: Only by fiction, 
it is an income. Otherwise it is not 
an income. That is correct. But 
under the income tax law, if you 
have any moneys credited to your 
books of account, the source of 
which is not acceptable then that 
is treated as income. Failure to ex­
plain the source of receipt in the 
books of account may be income. It 
may be capital income or casual in­
come. Whatever it is if you are not 
able to explain the source of a receipt, 
it is treated as an income.

WITNESS: This is already covered 
by section 67 of the Act.

MR. CHAIRMAN: That is supersed­
ed by 11. Even if it is income, it is 
not exempt.

WITNESS: There are practical
difficulties in proving the identity of 
the donor. For example if we prove 
the identity of donor, the donor will 
have to be accepted by the Income 
tax officer. Even when evidence i9 
produced about hundis, they say it is 
a bogus hundi. So they will say
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that it is all bogus donors. How is the 
donation to be accepted for giving 
exemption. So, the administration 
of the provision also may lead to so 
many difficulties and put the chari­
table institution in a lot of difficulty.

MR. CHAIRMAN: We apreciate it.
WITNESS: It is quite possible

there is difficulty in smaller institu­
tions. They may be brought within 
the mischief of the provision in res­
pect of all voluntary contributions. 
Irrespective of the limit it is quite 
possible to apply the rate of 65 per 
cent. We have only suggested a 
Jimit as a safeguard. As it is, even 
the smallest institution, may come 
within the law and there will be mis­
chief. These are religious institutions 
where they will have practical diffi­
culties. They are not business insti­
tutions. We must find out a way to 
exempt them.

Then I come to clause 12 and the 
addition of section 44B. This is about 
the maintenance of accounts. We 
have given exemption in respect of 
business but we have not given ex­
emption in respect of professions.

MR. CHAIRMAN: How much is 
the limit?
WITNESS: If the word profession is 

included in the definition now, it will 
be Rs. 25,000.

MR. CHAIRMAN: It is on the very 
high side for the professionals.

WITNESS: Then you may reduce
it.

MR. CHAIRMAN: This is my per­
sonal thinking. If a professional makes 
Rs. 1,000 a month, I think he is one 
of the very few privileged persons. 
He must have the liability of main­
taining accounts for the annual in­
come of Rs. 12,000.

WITNESS: Rs. 25,000 is all right 
in respect of professions also, to 
begin with as a trial.

SHRI VASANT SATHE; If it is 
more, later on we can reduce.

WITNESS: The maintenance of
accounts must be simpler in the case 
of lawyers, accountants, etc.

SHRI VASANT SATHE; The 
lawyers and the medical profession 
must be made to maintain accounts.

WITNESS: Without much of a 
liability for employing an Accoun­
tant, he can himself maintain the ac­
counts .But the maintenance of ac­
counts in their case should be only 
for incomes of Rs. 25,000. What is 
applicable to business, to start with, 
should be applicable to others also.

SHRI VASANT SATHE: How da 
you want to simplify?

WITNESS: It may be left to the
assessee himself. In the mofussil, they 
will be maintaining accounts in their 
own way. Some instructions have to 
be issued to them in consultation with 
the chartered acountants. The 
books of account and documents to 
be maintained may be prescribed 
after consultation with the Institute 
of Chartered Accountants, Chamber 
of Commerce, etc. We have dealt with 
this in paragraph 6 on page 4 of our 
memorandum.

We have also referred to penal 
provisions. Where the return has been 
accpted and where the person has 
not maintained accounts, you cannot 
impose the penalty.

MR. CHAIRMAN: This is a man­
datory provision. Non-maintenance 
of accounts is penal. Whether the 
tax is evaded or not there must be 
penalty for not maintaining accounts, 
irrepective of the fact what happens 
to the return.

WITNESS: We have broughl this 
out on page 5 of our memorandum. 
They will instead of paying the 
amount of tax be paying the penalty. 
We are just now introducing this 
provision about penalty.

MR. CHAIRMAN: It has to be with 
reference to the percentage of tax­
ation subject to a minimum. We will 
consider about that.
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WITNESS: It may be fixed at Rs. 
5000 depending upon a percentage of 
the income or 10 per cent of the tax, 
as the case may be.

SHRI VASANT SATHE: Rs. 500 or
5 per cent, which ever is higher.

WITNESS: Our next point is wi.h 
reference to Clause 64. We have 
dealt with it extensively at pp. 6 to 8 
proposed amendment, the income of 
of our Memorandum. According to 
the proposed amendment, the income 
of a 'minor child of an individual 
from his admission to tihe benefits of 
a partnership in a firm is incluable 
in the hands of the parent whose in­
come is higher. We have proposed 
some modifications at page 6 of our 
Memorandum. We want an exception 
to be made in favour of minor 
children above a specified age. Under 
the present economy, even children 
can take up employment. It is not 
improper for a minor to have some 
income of his own to put him well- 
equipped in life.

MR. CHAIRMAN: This is a new 
angle of approach. A boy of 12 can 
even work for a partnership. Do you 
have cases where the minors are 
really working?

WITNESS: Yes.

MR, CHAIRMAN: We will coinsider 
this aspect very very carefully. I 
know of a case where a minor works 
for a Stockbrokers* firm with fantas­
tic memory.

SHRI VASANT SATHE: Will this
not go against the concept of employ­
ing minors under the Labour laws? 
The idea is to prevent this as a device 
of evading tax. Persons with high 
incomes include, minors as partners in 
business to avoid taxation. This is not 
a case of poor children taking up 
employment for the sake of livelihood.

MR. CHAIRMAN: I will tell more 
about the aspects of this matter.

WITNESS: The moment it is in­
troduced as a legislation it will en­
hance the liability of the father with­
out benefiting the minor.

SHRI ERA SEZHIYAN: We want
to avoid tax evasion. How can we 
distinguish between these two types 
of cases.

SHRI VASANT SATHE: Where
does the balance of convenience lie? 
There may be some cases where the 
minors may suffer. Will that not on 
the other hand aid evasion of tax by 
including minors as partners?

MR. CHAIRMAN: We will go into 
this matter in detail with relevance 
to administrative convenience the 
revenue yield, the difficulties etc. it 
is a substantial question, of principle.

WITNESS : This provision is only 
a consequence of the Supreme Court’s 
decision in Prem Bhai Parikhs case 
where they have said that there is no 
proximate connection between the 
investment and the income arising 
from the partnership and the income 
cannot be included in the hands of 
the parents. If a provision is made 
that wherever a minor is admitted 
to the -benefits of partnership, the in­
come of the minor can be included in 
the income of either parent the effect 
of the judgment will be nullified.

Sec. 64 deals with the transfer of 
assets to the minor and the income 
arising therefrom. Constitutional 
difficulties may arise because of such 
a provision.

MR. CHAIRMAN: We may improve 
upon the law to help the department 
so that there is no evasion of tax. In 
the Supreme Court case the contention 
of the Department was that the father 
paid for the son being admitted to the 
benefits of the partnership, but the 
income which accured to the so.i con­
sequent upon his admission to the 
benefits of the partnership could no* 
be clubbed with that of the father, 
because they could not establish the 
nexus between the* son’s incomo of 
share in the partnership with that of 
the assets the father has, transferred 
to the minor.

SHRI VASANT SATHE: The minor 
is not a legal person under law who 
can be held responsible for his acts. 
Why should we treat a minor as an
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independent person having an inde­
pendent income.

MR. CHAIRMAN: Otherwise the
minor will become a separate assessee. 
Anyhow, that is a larger issue ,and 
we will look into that. It was with 
a view to remedy a particular situa­
tion that this has been brought in. We 
will examine it carefully.

SHRI VASANT SATHE: I want to 
know under the I.T. Act can you 
punish a minor and send him to jail?

MR. CHAIRMAN: It cannot be done. 
The minor is assessed through guar­
dian. .

SHRI VASANT SATHE: That
-means, you treat it as if tax is separate 
and as far as punishment is concerned, 
guardian comes in.

WITNESSS: Under the Indian
Partnership Act of 1932, Section 30 has 
made a specific provision for admission 
of minors for the benefits of part­
nership. If I vaguely recollect, the 
Wanchoo Committee recommendation 
would have been to counter-act that 
Section 30 which provided for the ad­
mission of the minor to the benefits 
of partnership. So long as we have 
an existing set of law to admit a 
minor to the benefits of partnership, 
and there might be cases of genuine 
nature—it wouIcT be much more in the 
fitness of things except where they 
have been under special circumstan­
ces—where both ar« there—it 
would be perhaps more fit to 
exempt the entire minor. At least, if 
it is a device made for tax avoidance 
then, the age limit as we have sug­
gested may be borne in mind.

Next that we have suggested is that 
step-child »and adopted child must 
not be included within the definition 
of minor child. The relationship are 
all of a different phase altogether. 
The inclusion of step-child and
adopted child within the definition of 
minor child may also not go long with 
the thinking which you are having.

SHRI VASANT SATHE: What is 
ihe difference between a step-child
nw1 oHopted child?

WITNESS: The adopted child
comes from the other family.

MR. CHAIRMAN: You do not want 
even adopted minor child’s income to 
be included in the hands of an adopted 
father. It should not be included in. 
the income of the father.

WITNESS: We would not suggest
that it should be added in the income 
of the original father. What we are 
saying is same treatment should not be 
given.

MR. CHAIRMAN: Why?

WITNESS: Same relationship, you 
cannot expect in respect of adopted 
child from the original father.

MR. CHAIRMAN: I can understand 
about step-phild, material difficul­
ties arising.

WITNESS: Generally, adoption
arises on the basis of certain condi­
tions. Of course that is left to the 
discretion of the Committee. We sug­
gest that the provision for inclusion 
of the minor’s income in the hands of 
the parent whose income is higher, 
even thou^i appropriate during the 
time when both the parents are alive, 
it is likely to cast an unnecessary bur­
den on the widow. A suitable pro­
vision may be made in the Explana­
tion 1 to 64(1) where mother is only 
alive, the income of the minor child 
shall not be included in her income. 
We do not want that the mother 
should have the obligation to pay tax 
on the income of her minor children, 
because, of the society's framework 
in the country.

MR. CHAIRMAN: We will consider 
whatever you have stated in the 
memorandum. I would like you to 
address us on what you have stated 
at page 13, about new chapter XIXA 
-—SETTLEMENT MACHINERY. That 
is an important innovation contemplat­
ed by the law. Let us know wtiat 
you have to say about that.

WITNESS: As far as definition of 
'case’ clause (a) is concerned, it mmst
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be construed that at any stage a settle­
ment petition may be made to the 
settlement committee.

SHRI ERA SEZHIYAN: As regards 
constitution of the Settlement Com­
mittee what is your suggestion?

WITNESS: We have suggested that 
the Committee which is to be formed 
under 245B must be consisting of a 
Judge of a High Court, a Chartered 
Accountant and a member of C.B.D.T. 
We want this Constituted outside the 
confines of the Act because, wherever 
there is settlement it is almost a 
settlement by the Government, which 
we consider, and when matters of 
such importance would be considered, 
there will be essentially application 
of the legal principles.

MR. CHAIRMAN: We will consider 
that. To inspire confidence amongst 
the prospective people it ought to be a 
body which should be free from the 
direct g^yvernment control.

WITNESS: I have given a talk on
settlement to a gathering. The pro­
viso to S. 245D(i) may curtail all the 
applications. All that it at present 
states is that the application shall not 
be proceedecf 'with, if the settlement 
Committee is of the opinion. It is 
not an opinion taken frdm the income 
tax authority about concealment of 
particulars of income by the applicant 
or perpetration of fraud on any in­
come tax authority for evading pay­
ment of tax—that has been establish­
ed toy the I.T.A. That is, it is not on 
the facts which have been established 
before the I.T.O. that the application 
is not entertained. It is their opinion, 
further. Therefore, it may give room 
for two interpretations. One is, it is 
not as if the I.T.O. arrived at a certain 
concealment that would be binding on 
the settlement Committee that may 
toe the starting point for them, (the 
Settlement Committee) to say whether 
settlement application can be enter­
tained or not. In other words accord­
ing to the proviso, “shall be proceeded 
with” . There are two things under
S. 245D. S. 245D(i) says allow all the

matters covered by the application on 
receipt o f an application or any part 
thereof to be proceeded with or reject 
the application. There, the words 
used are ‘proceed with or reject the 
application*. This ‘proceed with’ is 
governed by this proviso. It is not for 
the purpose of rejection it cannot be 
proceeded with. There is one other 
aspect.

MR. CHAIRMAN: They will either 
,allow to be proceeded with or reject 
it.

WITNESS: First of all in order to
proceed with, this proviso is put in.

MR. CHAIRMAN: Yes. If it falls 
within the proviso, they will not allow 
it.

WITNESS: Within that proviso itself 
it would be possible, in view of the 
words ‘on receipt of application, 
having regard to the nature and cir­
cumstances of the case, to review”. 
That would be sufficient enough.

MR. CHAIRMAN: This alone would 
entitle them to proceed ,ahead under 
this maxim ^provided it is not preclu­
ded by the proviso.’ I would put it 
that way. Some of the categories are 
already there, but even in the inter­
ests of revenue^ they cannot proceed 
with it if it is under the proviso. What 
is your problem?

WITNESS: First of all, Settlement
Committee is of the opinion is put.

MR. CHAIRMAN: This interpreta­
tion is that it is subjective opinion.

WITNESS: Whether or not estab­
lished, it need not consider very ob­
jectively. 245D may whittle down the 
settlements. It may fall into cate­
gories of 245D(i). Perhaps it is much 
more relevant if it may be put as an 
explanation to the clause itself.

MR. CHAIRMAN: First, address us 
on principles. Why on the categories 
in the proviso, toeneflts of settlement 
are being denied.

WITNESS: The term used here is 
concealment of particulars of income.
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If under the proviso settlement is 
intended whatever faults the assessee 
may have committed that must be 
given the broadest consideration, so 
that it may come within the purview 
of the Settlement. In the proviso 
“Provided that no matter covered by 
the application shall be proceeded 
with if the Settlement Committee is 
of the opinion* is used. I would like 
to draw attention to Sec. 271, new 
explanation (3).

MR. CHAIRMAN: So far as that
explanation is concerned dealing with 
concealment, we will be taking care 
of. Anything that is added to quan­
tum will be deemed concealment—that 
I think, was never intended.

WITNESS: We are referring to
non-flling of return as ‘concealment*.

MR. CHAIRMAN: For failure to file 
a return a person will fall in the 
proviso.

WITNESS: It is by deeming con­
cealment.

MR. CHAIRMAN: Then the proviso 
takes a case even for failure to file a 
return in time, he cannot go to the 
Settlement Committee. We will con­
sider that. Thank you very much for 
pointing this out. It is never the 
intention to debar a person who fails 
to file a return.

SHRI VASANT SATHE: We should 
say in the sub-section and not take it 
away by the proviso. The proviso be­
comes a fetter, is your case.

MR. CHAIRMAN: For the rest o f 
your evidence, we will give you half- 
an-hour on 13-1-74, and commence the 
meeting at 9.30 A.M., on 13-1-74.

(The Committee then adjourned).
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(The witnesses were called

MR. CHAIRMAN: The point you 
made yesterday that the proviso as 
contemplated under Sec. 245(d) was 
so wide that if read with the proposed 
Explanation III to Sec. 271 would 
prevent even an assessee who is 
morally guilty of delay fo filing the 
return from taking advantage of the 
settlement provisions. Is there any­
thing else you have to point out on 
the scheme of drafting of new Chapter 
XIXA.

WITNESS: If the settlement ma­
chinery is to be confined to adminis­
tration within the Department, my 
submission to your Honour, would 
be—Sec. 119 a provision to the effect 
authorising the Board to make settle­
ment in appropriate cases and appro­
priate circumstances would definitely 
much more meet with the require­
ments of law.

MR. CHAIRMAN: Why do you
apprehend that? Government itself 
wants it. The consensus of the com­
mittee appears to be favourable.

WITNESS: The scheme could as
well be cm the Sec. 119.

evidence)

and they took their seats)

MR. CHAIRMAN: All this elaborate 
drafting is not necessary?

WITNESS: If the Committee must
be sure, it must be able to administer 
in meeting out the proposed amend­
ment to give a finality to tax litiga­
tion, because settlement, as I under­
stand, is an arbitration of tax liability; 
and if it is arbitration of tax liability, 
it should always be conceded that it 
must be fair. It must be decided if 
the Settlement committee is going to 
be within the Central Board of Direct 
Taxes, it can as well be achieved by 
putting a simple provision under 119 
itself.—Because instructions to subor­
dinate authorities is there; that em­
powers the Board of administer. In 
this connection, I may take a small 
example: the recent spot assessment 
scheme. In the last assessment year 
it was in furtherance of powers now
vested in the Board under Sec. 119.
Therefore, this settlement Committee, 
is only just an enlargement of the 
area where such settlement would 
take place.

MR. CHAIRMAN: We see a new 
point. It could be done with the
powers of the Board iand if the Board
is to be the sole arbiter Sec. 119 would
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have taken care of. Since the ques­
tion before the Government and the 
committee is ‘what ought to be the 
constitution’? We will consider this 
matter.

WITNESS: Ther is one other as­
pect which I would like to dwell. 
(Settlement committee can only 
address itself to the computation of 
income; as far as the tax rates are 
concerned they are already deter­
mined under the respective Finance 
Acts. Therefore settlement committee 
would not have any power whatsoever 
to abridge or settle on the tax rates 
which are provided in the respective 
Finance Acts.

MR. CHAIRMAN: Rates—they may 
not be able to tamper with the power 
and authority to reduce the aggregate 
tax liability.

WITNESS: If necessary, Settlement 
committee should also be empowered, 
to see when they take for arbitration 
the total tax liability, they must not 
call that is particular income; that is 
particular tax. Once that is done, tax 
rates will tautomattoalljy follow—in­
dependent of necessary enactments 
concerned.

MR. CHAIRMAN: The rates will go 
on as they are. The power and 
authority to reduce the tax. . .

WITNESS: We have now got the 
waiver.

MR. CHAIRMAN: Very stringent 
provisions will have to be made.

SHRI VASANT SATHE: Would that 
not confer ;a power contrary to law, if 
we were to say what standards can be 
prescribed? Because they will 
become arbitrary. If it is found ulti­
mately that the income even in settle­
ment—what is understandable is—that 
whether actually this income was 
there or not; or was it assessed by 
a lower authority or could be assessed 
at a lower level. But once an income 
is determined at Rs. 10 lakhs, then to 
say, that the rates would be applicable 
for someone else who has not come to

settlement—Can you say that the* 
Settlement machinery can arbitrarily 
say that although the tax would be 
Rs. 6 lakhs, we reduce it and let you 
off with only Rs. 3 lakhs?

MR. CHAIRMAN: That is not possi­
ble. What happens is this: Even to­
day, if a stage comes where they 
find tax incapable of recovery and 
that all the assets of the assessee and 
the entire belongings can never liqui­
date the taxes—even 3 generations 
can never liquidate them—then the 
Department has the system, even to 
day, what is known as ‘write-off. 
That is such a cumbersome system. 
Anyone who goes ahead with the 
write-off just finds himself in terrible 
picture because of various circumstan­
ces; as a result of this his liability in­
creases years after year. This power 
of write-off exercised by the Depart­
ment has also to be vested in this 
machinery. This is what their sug­
gestion. That is why I told them it 
will have to be very strict compliance 
with certain criteria which will have 
to be laid down.

SHRI VASANT SATHE: What sort 
of criteria can be laid down?

MR. CHAIRMAN: For reduction o f  
tax liabilities, we want one stringent 
pre-condition.

WITNESS: The criteria is found
in Sec. 245(d) itself. Because that is 
the basis of application of materials 
and having regard to interest of Re­
venue and having regard to the nature 
and circumstances of the case.

MR. CHAIRMAN: That is too ab~ 
stract.

WITNESS: In the interests of Re­
venue; it is one aspect. If Rs. 10 
lakhs is the supposed income what 
would be total amount of taxes that 
may be payable will be dependent 
upon the total assets that are left over 
with him—is one creterion.

Second—to establish the assessee 
without interfering with all the social 
aspects; there should be no effect orr
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employment; there should be no effect 
on the business. If these 2 factors 
could be taken care of. . .

MR. CHAIRMAN: How is it possi­
ble?

WITNESS: With reference to those 
ispects are concerned, can rehabilitate 
the assessee in business.

MR. CHAIRMAN: But the real
'creiteria ought to be what according 
to a proper evaluation by the Depart­
ment, is the real worth of the person 
and not any of his relations, his round- 
about-people, wife-children etc. What 
are the circumstances? What is the 
way he is living? What are the 
methods and then tax should only be 
reduced; where otherwise a person is 
absolute pauper it is not possible that 
he carries his business. Where a per­
son is satisfactorily established to be 
otherwise absolute pauper, not able 
to discharge his obligation, then only 
it should be considered. .

WITNESS; We are in full agreement 
with you.

MR. CHAIRMAN: The committee
wiM consider about it: because invari­
ably revenue will be lost.

SHRI VASANT SATHE: One more 
cretierion will have to be there. Whe­
ther he has exercised due diligenc.? in 
the previous years by paying his taxes 
diligently in time and not allowing 
arrears to accumulate If a man allows 
his arrears for 5 years to accumulate, 
in the sixth comes the settlement 
machinery—Now I am broke—and do 
away with all the arrears. That may 
not be permissible. This also will be 
a crieterion,—whether he has been 
duly diligent and honest.

WITNESS: We have to make one
submission. In settlement there are 
two aspects. Settlement envisages 
settlement Chapter and settlement of 
tax liability. We keep these two 
issues as independent. Where we are 
settling income as well as liability— 
these are the aspects which will defi­
nitely be taken into account—the total

overall liability that can be fixed for 
recovery. Where settlement only con­
fines to settlement chapter—there must 
also be settlement of taxes by a sepa­
rate sub-section.

MR. CHAIRMAN: I for one am for 
the working of this machanism entirely 
independently and the income should 
be realistically determined and the tax 
also should be determined and the man 
must pay the tax. The Settlement 
Machinery is not for reduction of 
income or tax, but for expeditious 
determination of tax liability. If any 
person goes on postponing his liability 
with a view to defraud and comes 
before the Settlement Machinery, such 
a man cannot be helped. He will have 
to be punished.

WITNESS: The only incentive for 
him to come before the Settlement 
Committee is to save himself from 
prosecution.

MR. CHAIRMAN: ‘While he wants 
expeditious settlement, there should be 
payment also.

WITNESS: He should be able to 
survive also. No one will come before 
the committee unless there is some 
incentive.

MR. CHAIRMAN: That point you
have made yesterday and we will 
consider. The other question today is 
about reduction of tax liability. He 
must be left with something to live, 

'  only after paying the taxes. WRITE-off 
should be one in a thousand and it 
should be the exception and not the 
rule. We will have to provide for 
power to write off.

WITNESS; We have brought the two 
judgements. One is in Vol. LVII, 1965 
I.T.R., page 546. It was a case 
between S . M. N . Thangaswamy 
Chettiar and another Vs. the Commis­
sioner of Income-tax, Madras. It is 
said:

“Sections 4(3) and 15-B were not 
enacted at the same time. Hence it 
cannot be said that there is any 
scheme behind them. The use of the
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phrase 'religious or charitable pur­
poses’ in Section 4(3) that is due 
more or less to historical reasons 
and not because of any intention on 
the part of the Legislature to have a 
dichotomy between ‘religious* and 
"charitable purpose’ the latter mean­
ing only secular charitable purposes. 
Notwithstanding the fact that the 
word ‘religious’ is also referred to in 
Section 4(3), the phrase ‘charitable 
purpose’ i8 implied in Section 15-B 
which apprehends both religious as 
well as charitable purposes”

The other Judgement is in Vol. 
LVIII, 1968 I .T .R ., page 140, between 
the Commissioner of Gift-Tax, Poona 
Vs. H. H. Sir Shahji, the Chhatrapati 
Maharajasaheb of Kelhapur. It is 
held there: The expression ‘charitable 
purposes’ occurring in Section 5(1) (vi) 
of the Gift-tax Act of 1958 includes 
public and religious purposes9.

MR. CHAIRMAN: We will take care 
of it. It is a valid point.

WITNESS: Next we will refer to 
clause 80 which provides for return of 
income not to be invalid on certain 
grounds. This has reference to 292-B. 
This is a new section. It is said:

“No return of income, assessment,
notice, summons or other proceeding 
furnished or made or issued or 
taken or purported to have been 
furnished or made or issued or taken 
in pursuance of any of the provisions 
of th^ Act shall be invalid or shall 
be deemed to.J>e invalid merely by 
reason of any mistake, defect or 
omission in such return of income, 
assessment, notice, summons or 
other proceeding if such return of 
income, assessment, notice, summons 
or other proceeding is in substance 
and effect in conformity with or 
according to the intent and purpose 
of this Act ”

Now, there is another provision that 
says that the return must be accom­
panied by an auditor’s report. Suppose, 
the auditor’  ̂ report was not submitted 
and the return has been accepted*

9031 L S —7.

acted upon and assessment done, in 
such an event, the provision for com­
pulsory audit becomes unnecessary or 
iftfructuous.

MR. CHAIRMAN; There should be 
another provision for penalty for fail­
ure to abide by the stipulation in regard 
to compulsory audit. Compulsory audit 
has been protested against. But with­
out an audit report the return will not 
be in conformity with the provisions 
of the Act. We will consider the views 
and make our recommendations.

WITNESS: The next point is with 
regard to time limit. As a result of 
the introduction of compulsory audit, 
the previous time limit of six months 
has been taken away. We could file 
the returns upto September. As in 
the case of Companies Act, we request 
that the six months time may be 
allowed.

MR. CHAIRMAN: How much time 
do you want after the close of the 
year?

WITNESS: Six months after the
close of the year, that is 31st March.

MR. CHAIRMAN: Let us leave the 
first year. For the subsequent years, 
what according to you would be rea­
sonable time after the close of the 
financial year?

WITNESS: Six months; that is, Sep­
tember or at the most it should not go 
beyond October, in any case.

MR. CHAIRMAN; We will consider 
that.

WITNESS: An amendment is also 
being made to section 140-A to say 
that the time or payment of the tax 
within 30 days from the date of filing 
the return is also reduced.

MR. CHAIRMAN: That FiU remain 
along with the filing of the return.

WITNESS; Now, I come to clause 
64, explanation 3, which I referred to
yesterday. It speaks-----* shall be
deemed to have concealed the parti­
culars of his income/ What is con­
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cealment of particulars of income is 
not defined. Th$ assessee returns an 
income of Rs. 10,000. Ultimately, he 
will be assessed to 15,000. In that 
case what is the amount concealed. Is 
it 10,000 or 15,000.

MR. CHAIRMAN: What is his
assessed income, is the concealed 
income.

WITNESS: That is not found here.
MR. CHAIRMAN; What is the 

doubt? If he does not file the return 
at all within the particular time?

WITNESS: It is a valid return in 
respect of section 148 notice. He files 
a return with reference to this notice 
showing an income of Rs. 10,000. But 
he is assessed to Rs. 15,000. Rs. 10,000 
or Rs. 15,000 will be the concealed 
income. There is some sort of doubt.
I leave it to the committee to decide.

MR. CHAIRMAN: It gives the idea 
that such cases are not covered by the 
explanation. This will apply to a 
person who has not been Assessed, and 
who has not filed the return within the 
period of three years. Then which 
return do you say?

WITNESS: In respect of 148 notice. 
After the expiry of the period, still a 
notice can be issued.

MR. CHAIRMAN: What is the period 
under section 153, let Us consider the 
explanation. Will your illustration 
apply to the person who does not file 
a return for three years?

WITNESS: He has not filed a return 
for three years. Subsequently he files 
a return.

MR. CHAIRMAN: That is no return.
WITNESS: It is in respect of notice 

under section 148. Such cases are 
covered by the explanation.

MR. CHAIRMAN: That is right. The 
explanation says—4----- notwithstand­
ing that such person furnishes a return 
ofi his income at anytime after the 
expiry of the period aforesaid in pur­
suance of a notice under section 148’. 
So far as his guilt ifl concerned, what

is contemplated here is that it does not 
in any manner minimise it and there 
are no extenuating circumstances. The 
concealed income is the entire assessed 
income.

WITNESS: Why should we make a 
distinction between the words income 
and the returned income. The penalty 
is not to be made with reference to 
the assessed income, but only in res­
pect of the particulars which have been 
concealed.

MR. CHAIRMAN: In othre words, 
271 (1) (c) will apply to the difference 
between the returned income and the 
assessed income. If a person’s return 
is accepted, then there will be no 271-
(l ) (c ) .

WITNESS: The entire returned 
income becomes concealed income.

MR. CHAIRMAN: The difference 
between the returned inbome and the
assessed income is the basis for deter­
mining concealment.

WITNESS: That basis has been 
taken away.

MR. CHAIRMAN: We will consider
it.

SHRI R. V. SWAMINATHAN: In the 
assessed income and the concealed in­
come, the department will disallow 
certain item. Then the assessed income 
will be more.

MR. CHAIRMAN: In some cases, this 
might work inequitously. Supposing 
after three years he files a return of an 
income of Rs. 1 lakh, and is assessed 
to one lakh of rupees, there is no re­
gular concealment. This is only the 
concealment under the explanation.

WITNESS: Yes, the concealment is 
the entire one lakh of rupees.

MR. CHAIRMAN: Take another
case. He files a return for one lakh of 
rupees. For the purpose of the expla­
nation, the income will be Rs. 1,50,000. 
For the purpose of 271(1) (c), it is only 
one lakh of rupees.

We will apply our mind and do what 
is just and equitous. To my mind, so
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far as the reutrn of income is concern­
ed, if he does not file a return for
three years, then the concealment will 
be the whole of it.

We are thankful to you for pointing 
out this aspect. There is perhaps souie 
inconcruity. We will see.

SHRI BHAGAT JHA AZAD: I sup­
pose there may be circumstances where 
some part of the amount may not be 
taken as concealment. For example an 
expenditure of Rs. 10,000, out of
Rs. 50,000 may be allowed, and the
concealed income will then only be 
Rs. 40,000.

MR. CHAIRMAN; Under 271(l)(o), 
it will be Rs. 40,000. But under the 
explanation, it will be Rs. 1,40,000.

Mr. Gopalakrishnan, we are thankful 
to you for pointing this out to us. You 
may proceed to the next point.

WITNESS: Sir, we now invite your 
attention to clause 55, amendment to 
section 222. This occurs in chapter 
17-D, Collection and recovery. The 
explanation proposed to be inserted 
says:-—

“For the purpose of this sub­
section, the assessee’s moveable or 
immovable property shall include 
any property which has been trans­
ferred by the assessee to his spouse 
or minor child or son’s wife or son’s 
minor child, otherwise than for ade­
quate consideration, and which is 
held by, or stands in the name of, 
any of the persons aforesaid, and so 
far as the movable or immovable 
property so transferred to his minor 
child or his son’s minor child is 
concerned, it shall even after the 
date of attainment of majority by 
such minor child or son’s minor 
child, as the case may be, continue 
to be included in the assessee’s mov­
able or immovable property for 
recovering any arrears due from the 
assessee in respect of any period 
prior to such date’.
Now there is section 65 of the 

Income-tax Act. I refer to the liabi­
lity of a person in respect of income

included in the income of another 
person. Under Sec. 65 the provision 
is already there. Now after the enact­
ment of this Explanation the result 
would be, the entire property can be 
proceeded with not only in respect of 
that particular tax attributable to the 
transferred property but in respect of 
the tax due by the transferor. Sec. 65 
provides that in so far as the tax is 
attributable to the income arising out 
of the transfer, to that extent this 
liability is provided for.

SHRI VASANT SATHE: Do you
mean to say that it should be limited 
to the property transferred.

WITNESS: To the tax due on that 
particular income.

MR. CHAIRMAN: Even in respect of 
such cases the liability would follow.

WITNESS: Suppose there is an
assessee with an income of Rs. one 
lakh. The income from the transfer­
red property would be Rs. 15000 or 
Rs. 20000. To collect the tax relating 
to the; entire income, the transferred 
assets are also included.

MR. CHAIRMAN: Sometimes the 
assets are transferred with a view to 
defeating recovery. I am not talking 
of evasion of tax. Let us first come to 
common wave length. What do you 
think of a case where A has substan­
tial taxes due to be paid to the exche­
quer but he transfers his assets to B 
with a view to avoidance. It is not a 
question of clubbing.

W ITNESS: There is separate provi­
sion to deal w ith such cases.

MR. CHAIRMAN: I think that you 
accept the principle that the transferer 
should be made liable. At the most 
what you can ask is that it should be 
“liability to the extent of the trans­
ferred property” . Kindly read the 
Explanation along with the main 
provisions and you will find that the 
liability is restricted to the quantum 
of the property transferred. The 
assessee here is the transferer.

WITNESS: What we are referring 
to is not that.



MR. CHAIRMAN; Please make 
your point clearer.

WITNESS: We have got Sec. 04
which says that in the event o f trans^ 
fers, that income shall be included in 
the hands of the transferer and shall 
te  assessed to tax. This income which 
hag to be assessed ha# got some tax 
and tax goes along with the trans­
ferred property. Therefore, Sec. 08 
Has already made a provision that 
the transferred property shall be 
chargeable for purposes of recovery 
and the provisions of Chapter XVH 
shall be applicable.

MR. CHAIRMAN; That is with 
reference to the vicarious liability 
only. Take another case where the 
transferer is not worried about the 
clubbing but is interested in divesting 
himself of some moveable assets with 
the intention of deafting the revenues 
claimed or recovery against him.

WITNSSS: There is another section 
with deals with transfers to defraud 
revenue. We are referring to transfers 
which are not prejudicial to revenue.

WITNESS: What I am saying is
that the tax on the transferred pro­
perty may be taken as *X’ amount. 
The tax that may be due by the 
transferer may be 4Y\ If in the collec­
tion of X  plus Y, the entire property 
is included in a case where the trans­
fer is recognised as valid in la w ....

MR. CHAIRMAN: If the transfer
is valid in law, why should it be put 
into jeopardy? What about the 
interest on revenue?

WITNESS: That is a separate
section.

MR. CHAIRMAN: Your point is
that if the transfer is valid in law and 
the liability is not related to the 
income from the property in the 
hands of transferor, then why it 
shoud be held liable. But the Wanchoo 
Commission has recommended in 
Para 4:48 “We recommend that pro­
perties transferred directly or in­
directly otherwise than for adequate

consideration, by an individual to his 
spouse or a minor child may be made 
liable for attachment and sale for the 
purpose of recovering the tax dues 
of such individual” . If the transfer i* 
for adequate consideration, that it 
will now proceed to the next point.

WITNESS: In clause 44 dealing 
with sub-section (1) of section 142, 
they have changed the wording. 
Instead of the words “upon whom a 
noffice h*s been served", they have 
stated “to^whom a notice has been 
issued” .

SHRI VASANT SATHE: If a man 
avoids getting the notice served, then 
how are to ensure the service?

MR. CHAIRMAN: What is your
apprehension? Do you doubt that 
issuance may be manipulated or 
something like that?

WITNESS: The notice might not 
have been received by the assessee. 
Issue by itself will not mean know­
ledge to the assessee.

MR. CHAIRMAN: What is the right 
involved under Sec. 139?

WITNESS: An assessment can be 
made in respect of a case where a 
notice under Sec. 139 is issued.

MR. CHAIRMAN: The assessee may 
not have even received it. I do not 
appreciate a case where a person may 
not have genuinely received it. 
According to what the Wanchoo Com­
mission says there will always be 
some persons who do not file their 
return voluntarily. In such cases the 
department canissue service of notice 
under sub-section (2) of Sec. 139. 
If there is no compliance, the ITO may 
proceed to give him another oppor­
tunity by issuing notice tinder sub­
section (2) of Sec. 139 has to be 
properly served before the notice 
under sub-section (1) of Sec. 142 is 
issued. The Wanchoo Commission says 
it sees no reason why there should 
be such restriction.

Anyhow we will consider what 
you had said, apart from what the
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Wanchoo Commission has said.

Sevise is <a sin* quo non.
WITNESS: Clause 47 relating tt

amendment of Sec. 153. Explanations
1, 2 and 4 have been existing. Expla­
nation 3 is being added. Completion 
of prosecution and completion of 
assessment proceedings are not inter­
connected.

MR. CHAIRMAN: Wanchoo Com­
mission says there should be Hurry 
and time should not be lost in launch, 
ing prosecutions. We will have to find 
out and the department have to con­
vince us whether launching prose­
cution is a time consuming exercise.
To some extent there is force in what 
you say viz., that launching prosecu­
tion and completion of assessment are 
not inter-connected. The department 
will have to give us convincing 
reasons. We will consider what you 
have said. This is a case of deliquent 
about whom the Wanchoo Commission 
says ‘do not delay launching rrose- 
cution’. In such cases the only thing 
we have to see is whether circum­
stances so conjure up that the time 
of assessment machinery is directed 
only towards launching prosecution.

SHRI VASANT SATHE: If prose­
cution is before a criminal court, the 
records are in their custody till the 
case is over. How can the records be 
available to ITO?

MR. CHAIRMAN: They can always 
complete assessment with copies of 
records. That will not delay assess­
ment. What the Wanchoo Commission 
says is that the lay be suitably amen­
ded to exclude the time from launch­
ing of complaint to its final disposal.
We do not know how long it would 
take to complete prosecution. There 
is provision for appeal. Anyhow we 
will consider what you have said.

WITNESS: Explanation 3 to Sec. 271 
This is regarding the period in which 
a person files his return. It refers the 
period within which he can file return 
under sub-clause (ii) of clause (a) of 
Sub-Section (1) of Sec. 153. I think 
it should be sub-clause (iii) and not

sub-clause (ii). May be it is a print­
ing mistake.

It ref erg to assessment in respect
of

MR. CHAIRMAN: In the corrigen­
dum we have corrected it. It is only
2 years.

WITNESS: We come to Clause 99 
Explanation 4.

MR. CHAIRMAN: That we will 
consider. Government have made it 
clear that if it is bona fide, will be 
no penalty.

WITNESS: The entire explanation 
has been taken away from I.T Act 
Why should there be explanation in 
Wealth Tax alone.

MR. CHAIRMAN: We will consider.

WITNESS: Now I come to Clause 
116-Sec. 6A of Gift Tax Act. This is 
intended to aggregate taxable gifts 
made in one or more four previous 
years immediately preceding tne pre­
vious year for which an assessment is 
to be made for determining the Gift 
Tax payable. This will cause hardship, 
on donee.

Then there is Clause 52-Sec. 185-we 
have pointed in para 12.1.1. at page 
12 of our memorandum. This is with 
reference to benamidar.

MR. CHAIRMAN: That we will 
consider.

WITNESS: We want to know 
whether sub-partnership and Hindu 
undivided family would be included 
in this.

MR. CHAIRMAN: We are not here 
to interpret laws.

We are on the limited question 
whether a benami firm should be 
denied registration or not. Every­
one has made submission on that. 
We will see what can be done.

WITNESS: Now we come to page 
17 of our memorandum. The proposed 
amendments in the Bill are likely to 
affect settled legal relationships, tran­
sactions that have already been comp­
leted and situations and circumstances 
in force. It is therefore, necessary tha*
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careful provisions must be made giv­
ing effect to the date from which 
these provisions are made applicable. 
This is in para 24.3 of our memoran­
dum on page 17.

MR. CHAIRMAN: What you say is 
this should not be made retrospective. 
What I suggest is that it would be 
worthwhile if you could send us in 
writing as to what exactly you want 
further, apart from the points you had 
already written. Your evidence had 
been helpful and we are thankful to 
you for it. You have given some 
good suggestions. If you have some 
more points, you can send us a supple­
mentary memorandum.

WITNESS: We will send a supple­
mentary memorandum.

MR. CHAIRMAN: Thank you.
WITNESS: Clause 49—Amendment 

to Section 176. Loss also can be al­

lowed if the business closes down. 
Sales tax and certain other liabilities 
may arise.

MR. CHAIRMAN: I have under­
stood. Thank you very much. The 
Committee is particularly grateful for 
the study you have made of the Bill. 
Let us> have your supplementary m e­
morandum on the points wherever 
you find anomalies. Also, whether 
you think retrospective operation is 
likely to cause hardship, you may 
state your views.

WITNESS: We are extremely ele­
vated that this Parliamentary Com ­
mittee has given us this much of pati­
ence and judicial approach in the 
matter of giving our evidence. We 
are going with a feeling of extreme 
gratitude and satisfaction.

(The Witness then withdrew)

II. Mysore Chamber of Commerce and Industry, Bangalore
Spokesmen:

1. Shri M. V. Krishnamurthy

2. Shri K. G. Subbarama Setty
3. Shri B. V. Rathnaiah Setty
4. Shri C. M. Reddy
5. Shri J. Srinivasan

(The witnesses were called in

MR. CHAIRMAN*. Before we take 
your evidence, I may point out to you 
Direction 58 of the Directions by the 
Speaker which reads—

“The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable 
to be published, unless they speci­
fically desire that all or any part 
of the evidence tendered by them 
is to be treated as confidential. 
Even though they mitfit desire 
their evidence to be treated as con­
fidential, such evidence i® liable to 
be made available to the Members 
of Parliament.” Please proceed,
SHRI M. V. KRISHNAMURTHY:

In this connection, since the time i® 
precious we have after careful discus-

and they took their seats)

sion in our Chamber taken the views 
of all the 1800 members for our col­
league Shri J. Srinivasan to be our 
spokesman and answer any points 
which thte Hon*ble members of the 
Committee would like to ask.

SHRI JYOTIRMOY BOSU: Did
your Chamber at any point of time 
conduct any survey or research on 
matters relating to functioning of the 
tax machinery, trusts, donations, 
black-money. etc.

SHRI M. V. KRISHNAMURTHY: 
We have conducted a few seminars on 
procedures, on simplification of tax. 
We have requested the Income-Tax 
Officers to come and participate. When
I.T.Os. come to our seminar, they are



free to ask directly or indirectly 
questions on how best they can imple­
ment the provisions of the I.T. Law 
without infringing on the rights of the 
business community. As far as I know 
from 1959 we have conducted such 
seminars. I do not think we have con­
ducted any tax evasion seminars as 
such.

SHRI JYOTIRMOY BOSU: You
have not conducted any basic fact 
finding.

SHRI J. SRINIVASAN: We have
already presented our meirorandum 
and on some points to be added. 
I »may be permitted there and 
there to refer to it. The objectives of 
the Taxation Laws (Amendment) Bill 
have been set out in our short notes.

Wanchoo Committee recommenda­
tions as we understand it are whole­
some recommendations. There are also 
certain recommendations in regard to 
rates of taxation and the responsibi­
lity for the creation of unaccounted 
money has been stated as "high rates 
of taxation” . Therefore, I would put 
it that Wanchoo Committee was the 
doctor who has been asked by the 
Government of India to find out the 
ills connected with the black-money, 
and he gave 2 remedies, (1) in the 
form of a P*U (ii) in ^ e ‘ form of 
syrup. Both are to be taken by the 
Government but Government prefer­
red to take the syrup, with the result, 
the Taxation (Amendment) Bill which 
is before Parliament will not achieve 
the whole purpose. That is our sub­
mission. We have no authority to go 
into the pros and cons of the deli­
berations of the Wanchoo Committee. 
As far as I can say, I can rely on the 
expert findings, and one of the re­
commendations are lowering of rates 
of taxation. Therefore, I submit that 
the cure for this particular unaccount­
ed money is not only in the introduc­
tion of various provisions I hat have 
been included in the Taxation Laws 
(Amendment) Bill, but the whole­
some contribution that tfc* Committee 
has made. I submit that the Wanchoo

Committee’s recommendation must be 
taken as a whole and the Select Com­
mittee must direct its attention to 
rates of taxation also.

SHRI JYOTIRMOY BOSU: Kindly 
tell us the highest rate of effective 
tax in the Corporate sector and other 
sector, after all the reliefs and incen­
tives are taken note of.

SHRI J. SRINIVASAN: As far as
companies are concerned in our opi­
nion, the tax rate will be 65 per cent 
in the case of private limited com­
panies.

MR. CHAIRMAN: Are you aware
of the tax rate of non-corporate sec­
tor? You may state this with refe­
rence to a particular year if you are 
aware.

SHRI JYOTIRMOY BOSU: From 
65-66 to 70-71, the effective rate of 
taxation has been going down consis­
tently.

MR. CHAIRMAN: That is based on 
the study of the Reserve Bank of 
India. Chamber after Chamber have 
come and made this plea very strong­
ly that the rate of taxation have 
been responsible for continuance of 
this malice and tax evasion and black- 
money, and not one of them have 
ever made a study of effective tax 
rates. Therefore, we take it your con­
tentions are of a general nature.

SHRI J. SRINIVASAN: Since
Wanchoo Committee has already gone 
into it and also has gone into the 
effective rates of taxation, we take it 
for granted that that is an expert 
body.

Mr. Chairman, Wanchoo Committee 
report has its own place. The Parlia­
ment in its own wisdom has set up a 
Select Committee to go before the 
people and find out what are the 
views of the people which wouM help 
to achieve the objectives. If the Wan­
choo Committee was the be all and 
end all what was the warrant for the 
Select Committee is what you ask. 
Therefore, it is of utmost importance 
that various Chamber of Commerce 
who come before us would be well-



briefed and have all the data and in­
formation.

SHRI JYOTIRMOY BOSU: The 
witness has talked about reduction 
in the rates of taxation. Unless the 
witness knowfi that the highest corpo­
rate sector does not pay more than 45 
per cent effective rate and unless he 
knows even if the taxes are reduced, 
the evasion will continue. That can be 
seen from the failure of the Volun­
tary Disclosure Schemes. Therefore, 
your submission to this Committee 
to make recommendations to reduce 
the rates will not cut much ice.

SHRI J. SRINIVASAN; My sub­
mission is, it may not ibe a single 
factor or panacea of all the ills of 
Iblack-money. Whild I said it will 
definitely contribute, no distinction 
is made between honest tax-payer 
and the dishonest tax-payer. It is 
a question of punishing a person who 
is wrong, but nowhere in the bill has 
there been an encouragement to the 
person who pays tax correctly year 
after year. After they pay tax, there 
is v e r y  little money left in view of 
the fall in value of money.

SHRI JOYTIRMOY BOSU: Even
after 45 per cent, you are left with 
55 per cent.

SHRI BHAGWAT JHA AZAD: That 
you don’t pay. In the corporate sec­
tor, effective payment will not be 
beyond 45 per cent.

SHRI J. SRINIVASAN: That is 
only in the corporate sector; in the 
personal taxation, individuals.

MR. CHAIRMAN; There is no 
rational justification so far as rates 
are concerned in corporate sector.

SHRI J. SRINIVASAN: I don’t
admit it in the absence of figures re­
garding justification for lower taxes 
in the corporate levels, you have 
figures. I don't want to contradict 
them in the absence of figures. As 
far as individual, the rates of taxes 
hurt very much.

MR. CHAIRMAN: If you want us
to take your argument seriously that 
the rates do cause tax evasion, and 
tfce generation of black-money and Us 
proliferation in society with deleter­
ious effects, then you will be satisfied 
that within the corporate sector where 
rates are reasonable because it was 
not victim of this disease. But the 
corollary of Shri Bhagat’s question 
would be: if you say that is reason­
able rate, why is not there any better 
result here. Next question; Despite 
rational rates in corporate sector also 
there is no effect? So far as tax 
evasion is concerned, you have to 
give reasons which would appeal to 
you, hard-headed people. It is a 
very major decision which the com­
mittee has to take and recommend to 
the Government.

SHRI ERA SEZHIYAN: In the
memorandum, they have put one 
thing clear: “The possible immediate
revenue loss that might occur due 
to the lowering of the tax rates will 
be more than offset by the increased 
savings and investment and an al- 
round pep up to the economv m gene­
ral.” These remarks arise out of the 
main contention that the existing rates 
of taxes have lowered in the sense out 
of which this follows—one you lower 
t h e  taxes to some stage— t h e y  have 
been done and all the 290 large com­
panies, it has been found out—apart 
from effective rates coming down, 
another aspect also bears out. If you 
take the retained profits of large 
companies—it has doubled from 45 to 
297 crores between 68-69 and 70-71 
and the tax profits rose from 18.8 per 
cent to 26.2 per cent—almost higjier 
rates. Therefore, the reason for per­
sistent sluggishness provided in cor­
porate sector should be found within 
the Corporate sector. Therefore, if 
you argue that point, there may be 
other points. If you go on this ground 
that fast impinging rates are respon­
sible, the rate of retained profits have 
almost gone up from 18.8 to 26.2 per 
cent. It is the highest there.
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SHRI J. SRINIVASAN: Our argu­
ment in respect of rates of taxation 
was the Government should not be 
afraid that there will he fall in re­
venues, because of the fall in the 
rates of taxation. We only say that 
it will be more than effset by retained 
reserves ploughed back into the in­
dustry and there will be more incen­
tive.

SHRI JYOTIRMOY BOSU: I wan­
ted to be benefited by the presence 
of Chamber of Industry. I very much 
expect you to say something, on in­
flation, leading to blackmoney gen­
eration. Tha v only answer is °°st 
accounting audit.

SHRI J. SRINIVASAN: The Gov­
ernment has already from the point 
of view of Company Law, as well as 
Income-tax law: The company law
takes care of audit of the bifc com­
panies or corporations.

SHRI JYOTIRMOY BOSU: To as­
certain first the true cost of produc­
tion -and keep the finger; and keeping 
the finger on the true revenue earn­
ings—they play both ways.

SHRI M. V. KRISHNAMURTHY:
I think I can say 4 parallels are run­
ning the society. Government wants 
tax with as much eas^ â  Possible; 
The society wants everything best 
commodity at the lowest cost; Indus­
trialist wants highest production with 
lowest cost; Labour wants highest 
wages with the least work. I can­
not for a moment think where these 
4 parallel lines must meet.

MR. CHAIRMAN: Let us not es­
calate the controversy on very narrow 
ambit. What leads to evasion, gene­
ration of black money and prolifera­
tion? Mr. Bosu’s question was to 
what extent in your own expenses 
and depleted statement of tales are 
responsible for generation of black 
money. What do you have to com­
ment On it? '

SHRI JYOTIRMOY Bt)SU: There
is no other way to curb black money 
for the corporate sector.

SHRI M. V. KRISHNAMURTHY: 
To be frank with you, it is a very 
very difficult question. When our 
Hon. Member was telling about cost,
I was thinking what are the ways 
by which costs are increasing. I am 
confined to saying this thing; We 
will have to readily point out that 
you must make a survey. I think it 
is worth making a survey right now. 
We are now, not in a position, to give 
you some figures.

SHRI VASANT SATHE: You ac­
cept Wanchoo Committee’s recom­
mendations. You have suggested that 
this should also take into considera­
tion reduction of the highest marginal 
tax from 97.75 to 75 per cent as re­
commended by the Wanchoo Commis­
sion and that, you say, will encourage 
investment and will not affect taxes. 
That is the point you are making. I 
would like to know—You may also 
be aware of the dissenting note given 
by Wanchoo Committee. He had 
suggested that merely reducing high­
est marginal tax may not be con­
ducive either to investment or pro­
duction investment. We are thinking 
of production investment. You have 
suggested, that if anything has to be 
considered, that we can give tax re­
lief in the form of investment relief 
co-related to actual production in­
vestment done. Then that would be 
more beneficial instead of just blan­
ket ban rate of the marginal taxes. 
What do you have to say?

SHRI J. SRINIVASAN. I would 
say in non-corporate sector, it will 
be quite conducive.

MR. CHAIRMAN: Why not in the
corporate sector?

SHRI J. SRINIVASAN: I think we 
will have no difference of opinion 
in this sector.

Then, with regard to anonymous 
donations, we have already stated in 
our Memorandum it is not fair to tax 
the entire donation at the highest rate 
before allowing for the utilisation o f 
those moneys for charitable purposes. 
It is our submission that anonymous
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donations might come in certain cases 
out of unaccounted moneys. Perhaps 
that is the object in stating that this 
entire donation must be taxed at the 
higest rate. It is our submission that 
any anonymous donation may be di­
fficult beyond sources. What we sug­
gest is that unless fixed at some per­
centage of the total resources involv­
ed or if the individual item exceeds 
Rs. 50001 - then the burden of prov­
ing the source of these moneys should 
be put on the charitable institutions 
or otherwise, normally donations of 
anonymous nature should not be 
clubbed with donations which are 
legitimate and legal.

MR. CHAIRMAN: We take it that
the view of the Chamber is upto Rs. 
50001-. It could be examined. Above 
Rs. 50001 - the burden is already there 
to prove identity. Otherwise it is to 
be taxed.

SHRI J. SRINIVASAN: With re­
gard to prohibition of activity in 
business for charitable Trusts; they 
will derive money out of business 
activity profits carried on in the actual 
carrying, on of the primary object of 
the Trust is also not without any 
ambiguity. Because many institutions 
have buildings, investments in various 
shapes like immovable property and 
donate whatever the income—it is 
applied for charitable purposes— 
whether this will also be taken for 
activity is a doubtful question need­
ing priority.

MR. CHAIRMAN: Any property
by way of investment and earnings— 
income from them is not business 
activity,

SHRI J. SRINIVASAN: Activity
for profit. There is no word ‘busi­
ness* there—it is not business activity.

MR. CHAIRMAN: It would inher­
ently imply as systematic indulg­
ence in some undertakings, some en­
deavours to make these profits come, 
and activity is carried on. In the 
case of charitable Trust or institutions 
lor the relief of education or medical

aid, it carries on $ny activity for pro­
fit. If you are having buildings or 
stock-in-trade and you are making 
profit or loss on the sale of buildings 
that will come here. But income 
from property would not fall into 
this.

SHRI J. SRINIVASAN: If some
buildings are put up with borrowed 
money and if the rent from that is 
used or charitable purposes, that is not 
activity of profit and if that is con­
sidered activity for profit, it will be 
injurious to the charitable interests.

MR. CHAIRMAN: Is there any 
authority for your apprehension?

SHRI J. SRINIVASAN: It i9 to be 
decided whether it is an activity for 
profit or for income. The Income-tax 
Officer may view it differently.

MR. CHAIRMAN: Is there differe­
nce in the concept of income and pro­
fits?

SHRI J. SRINIVASAN: Yes. Profit 
is from business. If I have my own 
house property, I derive income from 
the rent.

MR. CHAIRMAN: Therefore, what 
do you suggest?

SHRI J. SRINIVASAN: An Expla­
natory Statement may be given under 
this clause to state categorically what 
is activity for profit.

MR. CHAIRMAN: This term acti­
vity for profit has already been *here 
on the Statue Book. Now it is exten­
ded to other charities. All right. We 
will consider, if there is justification 
for your apprehension.

SHRI J. SHRINIVASAN: Our next 
objection is with regard to withdrawal 
of exemption in respect of communal 
trusts.

MR. CHAIRMAN: That we are con­
sidering. Genuine Trusts should not 
be affected.

SHRI J. SRINIVASAN: Next is
with regard to turnover limit of 21 
lakhs. They are not in proper conso­
nance.
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MR. CHAIRMAN: They are not
alternatives, but cumulative*. What 
would be the reasonable limit?

SHRI J. SRINIVASAN: Turnover
depends on various factors.

MR. CHAIRMAN: How many are 
there above 10 lakhs turnover and will 
it be a substantial number?

SHRI J. SRINIVASAN: At least 50 
per cent of the as9esarees will come 
under this limit.

MR. CHAIRMAN: But more than 
50 per cent are salaried people. You 
have to take only the business people.

SHRI J. SRINIVASAN: As far as 
clubbing minor child’s share in a 
firm, it is unreasonable.

MR. CHAIRMAN: We will consi­
der that.

SHRI J. SRINIVASAN: My next
submission i s . . . .

MR. CHAIRMAN: Are you relying 
on Wanchoo Committee for this?

SHRI J. SRINIVASAN: No.

MR. CHAIRMAN: So far as this 
Committee is concerned, the whole 
matter is open and in that light you 
may offer your remarks.

SHRI J. SRINIVASAN: Our cham­
ber feels that the second stage income 
out of income should not be taken for 
taxable purposes.

In regard to unexplained Hundi 
bans, further restrictions are not 
necessary.

MR. CHAIRMAN: Permanent acco­
unt is for different purpose. Through 
Hundi, interpolations are done and 
money is passed from one to another. 
If repayment is by crossed cheque, 
will it remove the hardship?

SHRI J. SRINIVASAN: I think so.

MR. CHAIRMAN: Repayment can 
be by crossed cheque or Account 
Payee cheque or crossed Demand 
Draft. J

SHRI J. SRINIVASAN: Tha lendert 
may not have bank accounts.

MR. CHAIRMAN: No, no. They all 
have accounts.

SHRI J. SRINIVASAN: Next is
Section 80(gg) which covers rents 
paid. I suggest that the same 15 per 
cent or Rs. 8600 per annum must be 
given as in the case of the other asse­
ssees.

In regard to 80VV, I suggest that 
the limit of Rs. 2000 may be made as 
Rs. 2000 per every assessment year as 
litigation may go on for a long time.

MR. CHAIRMAN: In principle, you 
accept a limit?

SHRI J. SRINIVASAN: Yes.
Then in regard to Explanation 

under 185(1),—clause 52—, we feel 
it is rather harsh. If one of the part­
ners is a benamidar and for non­
communication of that knowledge to 
other partners, all should not suffer. 
If the benamidar-partner does not 
disclose it, he alone should suffer.

MR. CHAIRMAN: We will consider 
that.

SHRI J. SRINIVASAN: Then I
come to clause 80. I say that the non­
compliance of any other provision by 
the assessee also must be viewed in 
the same spirit. Any default of a tech­
nical nature should not make the re ­
turn invalid. The return shall not be 
invalid simply because it is techni­
cally jerroneous, Consideration must 
be shown in respect of technical de­
fault by the assessee.

MR. CHAIRMAN: That is there. If 
it is a technical fault, the return will 
not be held to be invalid.

SHRI J. SRINIVASAN: Advance
tax estimate has to be sent before the 
15th. Yet, if, the estimate is given on 
the 15th, they say that the estimate 
should have be'en given on the 14th 
itself. These small things are insisted 
on by the department. These technical 
things should be not imisted upon.

Then I come to clause 64. The ex­
planation to this clause should apply



up to a period of four or five years 
in respect of the noa-filiog of the re­
turns.

MR. CHAIRMAN: is it explanation
3 you are referring to.

SHRI J. SRINIVASAN: Yes. The 
point is for voluntary returns, a 
penalty is prescribed. I would say that 
the ‘deemed concealment’ should be 
restricted to cases where for a rea­
sonable length of time, the assessee 
has not filed the return. You can say 
four or five years.

MR. CHAIRMAN: This will apply 
according to the explanation to cases 
coming within the three years’ limit. 
One can Ate the return within three 
years.

SHRI J. SRINIVASAN: I under­
stand the time-limit. It should be 
four or five years.

MR. CHAIRMAN: There is already 
the limit of three years. You suggest 
that it should be five years.

SHRI J. SRINIVASAN: Because,
there are already provisions in the 
Act regarding non-filing of the re­
turn.

MR. CHAIRMAN: That is there
even for five or ten years.

SHRI J SRINIVASAN: Wanton
concealment should be proved by the 
department. For non-filing of the re­
turn there is already adequate penalty 
provided in the Act.

MR. CHAIRMAN: That i8 there
even for five years. You proceed to 
the next point.

SHRI J. SRINIVASAN: Then, Sir, 
about the non-filing of the return by 
the trusts. The penalty is related to 
the income as percentage of the in­
come. Already there are amendments 
in the Act to revise the penalty on 
the basis of tax involved. We are go­
ing back to the position where the 
penalty is baaed on the income of the 
trust. After all the trust is said to

evade payment of the tax that might 
ultimately be determined to be due.

MR. CHAIRMAN: A trust would be 
exempt if it is a charitable trust fal­
ling within the provisions of the Act. 
How can a trust evade payment if it is 
exempt.

SHRI J. SRINIVASAN: All defaults 
under the Act are to be based on the 
amount that the trust seeks to evade 
and not in regard to the total income. 
A particular trust, which is quits'* 
sure that it is exempt from the pro­
visions of the Act, does n°t file a re­
turn. It should not be punished on the 
basis of some income or some other 
basis.

MR. CHAIRMAN: Then it will
never file a return at all.

SHRI J. SRINIVASAN: It should be 
on the logic of the size of the penal­
ties envisaged in the Act in regard to 
the other assessees. Here also the 
trust should not be faced with a situa­
tion which is quite different from the 
situation as far as the non-tiling of 
the return by other assessees, is con­
cerned.

MR. CHAIRMAN: The basis of 
taxation is different. If you say that a 
trust would be liable to be penalised 
only with reference to certain tax, 
then such of the trusts as are other­
wise exempt from taxation, will never 
file any returns at all. They cannot 
be dealt with.

SHRI J. SRINIVASAN: But there 
are other provisions in respect of 
trusts.

MR. CHAIRMAN: We will come to 
that. The two are different. There is 
no necessity for a trust to file a re­
turn if it is exempt. You are only 
trying to make a point that payment 
should be with reference to the tax. 
We will consider it. If once it is held 
that the trust is to be a charitable 
trust and its objects are not changed, 
then there should be no unnecessary 
work either for the department or for 
the trustees.

SHRI J. SHINTVASAN: I limit of 
Rs. 100 as penalty would meet the
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situation rather than 1 per cent of the 
income.

Now, I conie to the Settlement 
Committee. Wfe suggest that profe­
ssional men like chartered accoun­
tants, representative# of the Chambers 
o f1 Commerce, etc. may be included in 
the Settlement Committee.

MR. CHAIRMAN: How do the re­
presentatives of the Chambers of 
Commerce come in here?

SHRI J. SRINIVASAN: It is a
settlement of the personal income. A 
Chartered Accountant a Lawyer of 
any other businessman should be in­
cluded in the settlement committee.

SHRI VASANT SATHE: Should
they be independent persons?

SHRI J. SRINIVASAN: Not comp­
letely independent persons. There may 
be departmental people also.

MR. CHAIRMAN: This is going to 
be a statutory body vested with sup­
reme authority. Whatever are the 
views of your chamber, you can give

to the committee here. Who are the 
persons to be appointed the Chambers 
of Commerce will not be asked. You 
tell us what should be proper cotii- 
tittftiob of the settlement eemmittee.

SHRI J. SRINIVASAN: The settle­
ment committee must include profes­
sional people like Chartered Account- 
taftts, lawyers or other people. 
It may be drawn from the Federation 
of Chambers of Commerce.

MR. CHAIRMAN: How does the
Federation come in, I do not know. 
How is it going to have sufficient ex­
pertise in the matter.

SHRI J. SRINIVASAN; With regard 
to the size and the amount settled.

MR. CHAIRMAN: Any other point 
you have to make?

SHRI J. SRINIVASAN: No. Sir.

[The Witness then Withdrew]

III. Arya Vaidya 5ala, Kottakkal, Keral*.

1. Shri K. Sreenivasan
2. Shri K. S. Paripooman

3. Shri P. K. Warrier
4. Shri K. K. Warrier

(The witnesses were called in and they took their seats)

MR. CHAIRMAN.. Before we take' 
your evidence, I may point out to you 
Direction 58 of the Directions by the 
Speaker which reads—

“The witnesses may kindly note 
that the evidence they give would be 
treated as public and is liable to be 
published, unless they specifically 
desire that all or any part o* the evi­
dence tendered by them is to be treat­
ed as confidential. Even though they 
might desire their evidence to be

treated as confidential, such evidence 
is liable to be made available to the 
Members of Parliament.” Please pro­
ceed.

SHRI K. SREENIVASAN: So far as 
the Arya Vaidya Sala is concerned, 

we are mainly interested in the defi­
nition of the term “charitable pur­
pose”— S ection 2( 15). The proposed 
amendment of Section 19 of the I.T. 
A ct w ill create more confusion than 
what is there already both for the 
assessees as well as the Courts. Th#
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new clause proposed to be inserted is 
as follows:

*‘ (bb) in the case of a charitable 
trust or institution for the relief of 
the poor, education or medical relief, 
which carries on any activity for 
profit, any income derived from such 
activity unless the activity is carried 
on in the bourse of the actual carrying 
out of a primary purpose of thfe trust 
or institution.” The Parliament has 
already enacted Section 2(15) which 
reads:

“Charitable purpose’* includes relief 
of the poor, education, medical relief, 
and the advancement of any other 
object of general public utility not in­
volving the carrying on any activity 
for profit” .

You will kindly appreciate that the 
expression “not involving the
carrying on of any activity for pro­
fit” has created a lot of confusion. The 
Kerala High Court has taken one view 
and the Calcutta High Court has 
taken another view.

MR. CHAIRMAN: Are you on the 
question of drafting ? What about 
the principle? Do you accept the 
principle? Do you accept the principle 
that if it is an activity for profit, 
which is not in consonance with the 
primary purpose of the trust, should 
it be outside the ambit of exemption?

SHRI K. SRINIVASAN: The ele­
ment of profit will be there in any 
venture. The fact that a particular 
transaction results in profit is net 
material. For example, for purposes 
of giving medical relief, I start a 
Nursing Home.

MR. CHAIRMAN: It is exempt 
under Sec. 10. Assuming for the 
moment that we are able to give a 
clear-cut law that business activity 
for profit alone is to be taxed, what 
is your objection to it in principle? 
What is the primary purpose of a 
trust will depend upon the circum­
stances of each case as to what the 
trust primarily exists for.

SHRI K. SRINIVASAN: So ar as 
the Arya Vaidya Sala is concerned, 
it came into existence in 1944. The 
purpose was to afford medical relief ' 
to the poor and also to impart Ayur­
vedic education to pupils. The Trust 
wa8 enjoying the exemption under 
the old Act Sec. 4(3) (1) and later on 
when the new Act came into force in 
1961, the definition of Sec. 2(15) was 
sought to be used. It was said that 
we will not be entitled to exemption 
because it is an activity for profit.

MR. CHAIRMAN: Did you go to 
Court and what is the position of the 
litigation?

SHRI K. SRINIVASAN: The litiga­
tion went against the assessee and 
we lost the exemption. We are now 
fighting it in Court.

MR. CHAIRMAN: I will tell you 
what is the Government’s view so far 
as your grievance on this point is 
concerned for your benefit as well as 
for the benefit of the Members. “ So 
far as the case of Arya Vaidya Sala is 
concerned, it is not denied that it 
carries on a regular business of sale 
of medicines. This amounts to carry­
ing on activities for profit. The* pri­
mary purpose of the trust is alleged 
to be free treatment of poor patients. 
As seen from the Judgment of the 
Kerala High Court (84 119> the
vital facts not mentioned in the 
Memorandum are that the gross turn­
over Of this institution in relation to 
the sale of medicines was in the 
region of Rs. 11.33 lakhs in the yeer 
1962-63, Rs. 12.52 lakhs in the year 
63-64 while during the same years the 
amounts received for special treat­
ments were Rs. 25,138i- and 
Rs. 17,1321- respectively.. .The manu­
facture and sale of medicines on such 
a large scale could not be held to be 
for the purpose of giving treatment 
to poor patients.. .There is only some 
little activity of a charitable nature. 
The Kerala High Court has held it to 
be a trust with mixed objectives. It 
is not proposed to provide exemption 
to such cases.”
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An activity like yOtirg ia nothing 
but business unrelated to the object of 
providing medical relief to the poor. 
Have you got the latest figure* to 
support your contention that your 
primary purpose is to treat poor 
patients and to impart Ayurvedic 
education. Your annual sales are in 
the region of Rs. 12 lakhs and charity 
seems to be a minor part <Jf your 
activity.

SHRI R. BALAKRISHNA PILLAI. 
If you can enlighten us by saying 
what the total amount of sales of 
medicines in this year and how much 
money has been spent on the treat­
ment of the poor, it will help the 
Committee.

MR. CHAIRMAN: Have you
brought the audited Balance sheets? 
Your dialogue with us will be fruit­
ful if you can better come to Delhi 
with facts and figures. If you have 
nothing else to say, we having nothing 
else to hear. Our minds are abso­
lutely open in the matter.

SHRI K. SHEENIVASAN: What 
are the materials that are required 
by the Committee?

MR. CHAIRMAN: You yourself
should know. The Committee would 
like to know the details with regard 
to sales of madicine, the number of 
hospitals you are running and the 
number of Colleges in which you are 
imparting Ayurvedic education.

SHRI BHAGWAT JHA AZAD: 
How much of the amount is spent for 
charitable purposes, that is for free 
treatment, how many people get free 
treatment, how many people get paid 
treatment etc.

MR. CHAIRMAN: We would not
mind your charging Rs. 2000j- for a 
rich patient if, at the same time, you 
treat some 10 needy and poor 
patients. You can come to Delhi with 
all the facts and figures.

SHRI K. SREENIVASAN: We will 
come, Sir.

SHRI R. BALAKRISHNA PILLAI:
It is a fact that poor people are being 
treated free.

SHRI K. G. WARRIER: We treat 
about 20,000 people free in a month

SHRI R. V. SWAMINATHAN: 
What ia the amount involved in free 
treatment.

SHRI K. G. WARRIER: Rs. 10 lakhs 
nearly.

MR. CHAIRMAN: Why was not
this brought to the notice of Kerala 
High Court. If it had been brought 
to their notice, they would not have 
said that this is only ‘minor activity'.

SHRI K. SHEENIVASAN: The
Appeallate Tribunal upheld our con­
tention. The ommissioner weant in 
rippeal to Kerala High Court. The 
High Court reversed the decision of 
Appellate Tribunal and said that this 
is not ‘medical relief’ but only follow­
ing the ob’ject of general public 
utility. In subsequent years, we have 
been able to convince the Appellate 
Assistant Commissioner that this is 
‘medical relief. He has agreed. But 
the department has gone in appeal to 
Income Tax Appellate Tribunal.

MR. CHAIRMAN: Bring before the 
Committee, at Delhi, all facts and 
figures in support of your contention.

SHRI K. G. WARRIER: Yes.
SHRI BHAGWAT JHA AZAD: 

When the Managing Director is here, 
he must be able to tell us, though not 
precisely, at least what is the total 
revenue and what is it that is spent 
on free medical relief.

SHRI K. G. WARRIES: Our total 
turnover is Rs. 139 lakhs and our pro­
fit is Rs. 22 lakhs. We spend Rs. 8 
to Rs. 9 lakhs on free medical relief

MR. CHAIRMAN: How did you 
arrive at Rs. 22 lakhs profit. Is it 
after providing for Rs. 8 to Rs. 9 
lakhs medical relief?

SHRI R. V. SWAMINATHAN: That 
is what I also want to know.

SHRI K. G. WARRIER: That is
out of the profit. Out of Rs. 22 l&khs 
profit, we have spent about Rs. 8 to 
Rs. 9 lakhs on free medical relief to 
poor.
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MR. CHAIRMAN: I think it is 
better you come with clear facts and 
figures of your balance-sheet, profit 
and loss account, for the past three 
years. Please send to us large number 
o f copies of your annual report and 
brochure or literature on your ‘sala’.
Give us facts and figures to support 
your bonafides.

SHRI K. SRINIVASAN: Out bona­
fides were never in question. Even 
the Kerala High Court did not say 
anything on it. From 1944 we have 
been exempted. Supreme Court in 
(53ITR) held that ours is a 
charitable institution. Only after 
Amendment Act of 1961 came, inter­
pretation question came and in 
Kerala High Court we lost the case.

MR. CHAIRMAN: The case has gone 
against you on facts. “Yours is a 
case of primarily carrying on busi­
ness with little side activity of chari­
table nature” . That is the finding.

SHRI K. SRINIVASAN: Finding of 
department.

MR. CHAIRMAN: Yes. ---------
TV. Madras State Income-tax Practi tioners Association, Madras.

Spokesmen:
1. Shri G. Balu—President.
2. Shri C. H. K. Murthy—General Secretary.
3. Shri N. Sundararajan
4. Shri K. Jayaraman
5. Shri S. Raghavan

(The witnesses were called in and they took their seats)

SHRI R. B4LAKRISHNA PILLAI: 
You did not appeal to Supreme 
Court.

SHRI K. SRINIVASAN: We with­
drew the appeal because there was 
no evidence.

MR* CHAIRMAN: Let us have facts 
and figures. Send them to us farily 
in advance.

SHRI K. G. WARRIER: Yes, Sir.

SHRI JYOTIRMOY BOSU: Yours is 
purely physiotheraphy?

SHRI K. SRINIVASAN: Yes. All 
Ayufvedic treatment.

Within what time, we should send 
you the materials ? When are we 
likely to be called to Delhi?

MR. CHAIRMAN: You won't be 
called before June 1974. Send us the 
material well in advance. Come with 
facts and figures in support of your 
contention. Thank you.

(The witnesses then withdrew.)

MR. CHAIRMAN; Before we take 
your evidence, I may point out to 
you Direction 58 of the Directions by 
Che Speaker which reads.

“The witnesses may kindly note 
that the evidence they give" would be 
treated as public and is liable to be 
published, unless they specifically 
desire that all or any part of the 
evidence tendered by them is to be 
treated as confidential. Even though 
they might desire their evidence to be 
treated as confidential, such evidence is 
liable to He made available to the 
Members of Parliament. “Please 
proceed.”

SHRI G. BALU: We have no ob­
jection to our evidence being made 
public. It need not be treated as 
confidential.

public. It need not be treated 
confidential.

as

SHRI K. JAYARAMAN: The ITOs 
are to be designated as Senior ITOs 
and Junior ITOs. Hitherto there has 
been no such distinction and 
ITOs who are senior in 
service and with sufficient merit have 
been given charge of difficult and 
complicated cases. There is no neces­
sity to classify as Senior and Junior 
ITO in the Act itself, which is sta­
tutory.

MR. CHAIRMAN: You are afraid 
that the junior will be designated as 
Senior ITO because he belongs to 
Class I.

SHRI K. JAYARAMAN: Yes. There 
are many Class II officers who have
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been put in charge of complicated 
oases and I know many Class I offi- 

* cers being put in charge on less 
difficult circles and company circles. 
We do not want this distinction of 
Senior ITO and Junior ITO. It need 
not be in the Act. T h e se  things ca n  
be done’ by the authorities them­
selves without introducing in  the 
Statute Book as J u n io r  and S e n io r  
I.T.Os.

SHRI BHAGWAT JHA AZAD: 
Have you any idea when this cadre 
of Cl. I and Cl. II was formed, what 
is the proportion now and what is 
the strength now to support your 
argument?

SHRI K. JAYARAMAN: Cl. I are 
selected from the I.A.S. cadre, Of 
course departmental people are also 
promoted, but per centage is main­
tained. The existing ratio is 2:1. So 
far as duties are concerned, it is 
given depending upon ability and not 
merely depending upon the cadre.

SHRI BHAGWAT JHA AZAD: Is it 
correct that many cases of Cl. I have 
been looked after by Cl. II. How many 
are in Cl. I and how many are in 
Cl. II?

SHRI N. SUNDARARAJAN: It is 
generally 2:1. As per Pay Commis­
sion’s report it is more or less 1:1. 
The main point is, so long a;> the 
powers and duties are concerned 
they do not change. Where is the 
necessity and the need for a senior 
and junior in the statute book.

SHRI R. BALAKRISHNA PILLAI: 
Suppose in a particular office there 
are 5 officers—all I.T.Os. Who will be 
in charge of the office? What is the 
present procedure?

SHRI C. R. K. MURTHY: In the 
present administrative set up Cl. II
I.T.O., also is in charge of administ­
ration. The I.T.O., in charge of ad­
ministration need not necessarily / 
belong to Cl. I. Either of them could 
be in charge of administration.

SHRI JYOTIRMOY BOSU: Would 
you think this artificial distinction 
has caused demoralisation, frustration 
and disappointment?

SHRI N. S U N D A R A R A J A N : Yes.

SHRI JYOTIRMOY BOSU; Do you 
feel or do you not feel that this 
frustration and dis-satisfaction 
amongst class II I.T.Os in hampering 
the cause of tax collection?

SHRI N. SUNDARARAJAN: It is 
hampering the very functioning of the 
department. There i« a fighting 
which goes on and it has gone up to 
the courts as such. At least 10 years 
before, there was talking between 
these two cadres. Now, there is not 
even that talking, because of the cla­
mour for total abolition of Cl. I and
II.

MR. CHAIRMAN: Therefore,
briefly, your case is that when cases 
are allotted keeping in view the 
nature and complications of the case 
and given to an officer who is compe­
tent to handle the same—competent 
to determine with reference to the 
experience and their record of ser­
vice—and as long as the I T. officers 
under the Law exercise the same 
functions and enjoy the same powers 
and authority, there is no warrant for 
this nomenclature of senior and 
junior, when in reality a junior may 
be acting as senior and senior acting 
as junior, which will only create 
bitterness. Next point please.

SHRI VASANT SATHE: Would you 
also be in favour of total abolition of 
this distinction of Cl. I and Cl. II al­
together, so that, it should be deter­
mined according to functions and have 
nothing to do with thi* artificial 
category of Cl. I and Cl. II. Some­
body directly recruited and, therefore, 
a junior in experience in Class I and 
the experienced man in the depart­
ment continues to be in Class II*

SHRI N. SUNDARARAJAN: 
Exactly. It should be negotiated 
with the Union. There are certain 
other problems. Our view has been 
with reference to Cl. I and Cl. II We

3031 LS—8.
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are not very much concerned with 
that except that it hampers with the 
efficient functioning of the depart­
ment. It hampers collection of taxes. 
It comes down, because the whole 
thing is balked in courts and we are 
not able to get our promotions also. 
The honourable thing would be to 
convene a meeting of all the Unions 
and then arrive at an amicable settle­
ment so that it has got statutory effect 
as in U.K., and other countries. We 
suggest, it should be a negotiated 
settlement where Class III employees 
will have a say in the matter. Some­
times it happens, if you abolish Class
II with no proper recourse for pro­
motions for Class III, this will 
hamper. Therefore, convening of a 
conference of Cl. I, II, and III and 
arriving at an amicable settlement is 
suggested.

MR. CHAIRMAN: This conflict in 
the Income Tax is one of the most un­
fortunate phenomenon. It is not only 
impeding the smooth working, but 
also cutting at the Very root of the 
department itself. Unless an end of 
it is brought to this sort of bickeding 
and heart-burning, not on a stop-gap 
basis, but on an enduring oasis, the 
prospects of the department are ex­
tremely bleak. It is not a case of 
Class I or Class II or senior or junior. 
It is basically a case of creating con­
ditions where people would work in 
a sense of comradary and brotherhood 
and a sense of fellowship would come 
about. This committee will be ex­
tremely anxious to do this, but a 
settlement has to be found at your 
level. The various unions of Cl. I,
II and all of them have to get to­
gether and accept some formula, â  a 
result of which, this extremely un­
fortunate civil war which started in 
the department would come to an 
end. This is not directly germane to 
what you have to say. I think, â  one 
who knows the working of the de­
partment, might make the views 
absolutely clear, if we do not do that 
I do not know how we are going to 
unearth blackrmoney. The assessees 
ought to have a mortal fear in their

minds and for that we need an ex* 
tremely sophisticated and smooth
working machinery with optimum 
productivity. It cannot come about 
with these present distractions. Please 
proceed.

SHRI JYOTIRMOY BOSU: I feel 
very sorry when I realise theie arti­
ficial distinctions are created.

SHRI S. RAGHAVAN : Our next 
point is the amendment which pro­
vides or assigning of concurrent juris­
diction on the Deputy Commissioner 
(Assessment). Clauses 30, 31 and 32. 
The basic idea appears to be greater 
flexibility depending on the needs. In 
fact it will be contrary. It involves 
lot of movement of files and administ­
rative confusion. Already there is 
provision in 125 (i) which says **' the 
Commissioner feels that any particular 
case can be allotted to I.A.C., it may 
be done. Now, having concurrent 
jurisdiction with I.T.O., a Dy. Com­
missioner (Assessment) will only 
create confusion. There is no need for 
the creation of Dy. Commissioner 
(Assessment).

MR. CHAIRMAN: It is to help in the 
assessment proceedings. 125(1) i3 not 
concurrent jurisdiction. That is ex­
clusive jurisdiction.

SHRI S. RAGHAVAN: Even that 
exclusive jurisdiction ha§ not been 
invoked and now you are adding one 
more.

MR. CHAIRMAN: This scheme is 
different and that scheme is different. 
In the process of assessment, it is now 
with the intention of ending litiga­
tion, expeditiously and quickly dis­
posing of that Dy. Commissioner is 
associated at a certain stage of assess­
ment. This is enabling provision. 
Are you against the basic provision 
that Dy. Commissioner should not be 
associated with assessment?
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SHRI N. SUNDARARAJAN: 
Firstly, we are opposed to functional 
system as it is. The Federation ot 
XT. Employees has been opposing con­
ferring of concurrent jurisdiction. 
Existing practice should continue. As 
it appears to the Association, when 
I.T.Os are divested of some of the 
assessment powers and duties to 
I.A.C., who is above him, and some of 
the functions to the XT. Inspectors— 
that means what is available to the 
cadre of I.T Os., you shift it to I.A.C, 
and what is available to the cadre of 
I.T.Os you shift it to the Inspectors. 
That means, you got the work done 
at cheap rate of you get work dune 
at a higher rate.

Second objective is if you have 
compact jurisdiction it becomes easy. 
You find now for the same assessee 
for the same year, two assessments 
are being made and revision petitions 
are being received by Commissioner 
or Addl. Commissioner to set aside 
one of the assessments. This is all 
possible only in the concurrent juris­
dictions and multi-circle jurisdictions 
where the same functions are per­
formed bv different officers, you do 
not know what a particular jurisdic­
tion is. Even I.T.O.s and Commissioners 
at their level are unable to find out. 
Same is the case with assesses also. 
The assesses are not able to fiad cut 
where exactly they should file their 
return of income. This is the position 
for the last 4 or 5 years.

SHRI S. RAGHAVAN: That si ould 
be separate for every I.T.C.

SHRI VASANT SATHE: You just 
want territorial jurisdiction instead of 
functional jurisdiction?

MR. CHAIRMAN: Whether territo­
rial or functional so far ag the proposed 
144 (a) is concerned, it only contem­
plates the Deputy Commissioner being 
brought into the picture in such assess­
ments where the circumstances warr­
ant and appropriate opportunity being 
given to the assessee only with the in­

tent and purpose that, coming to take 
higher responsibility in a matter and 
the assessee may have to go in appeal.

(2) The matter looks more ingenious 
and scrutiny. There are unnecessary 
remarks—the Department is being 
maligned that there is corruption. If 
there are 2 types of people associated 
with one thing, there is lesser scope to 
anyone to maligning the Department. 
I am telling three positive purposes 
for which this is done.

SHRI S. RAGHAVAN : Even the 
provisions of 125 (1) confers the I,A,C 
to do it.

MR. CHAIRMAN: We are on a
principle and perhaps we are very well 
on a principle. If you accept in princi­
ple this is correct that D.C. should be 
associated there are valid reasons for 
Government to accept. This is the 
principle. Then they have formulated 
this law.

SHRI VASANT SATHE: For ex­
ample if before an I.T.O. with terri­
torial jurisdiction an assessment is 
pending and in case an Asstt. Com­
missioner finds that this particular 
matter which is before the I.T.C. is 
a complicated matter and it will take 
.unnecessarily long time he calls for 
the file and decides matters. What 
is the objection in principle do you 
have to this policy?

SHRI S. RAGHAVAN: Straight­
away the D.C. cannot make an asses­
sment. Even now, an I.T.C. can ap­
proach the A.C. for instructions in 
complicated cases.

SHRI VASANT SATHE: It is for 
you to approach him. We are making 
statutory provision that the A.C. can 
deal with this matter. What is your 
disagreement?

MR, CHAIRMAN: He can call the 
file and give instructions. There is 
nothing statutory about it.

SHRI VASANT SATHE: But the
case will be tried by the I.T.O. He can 
at the most give instructions. Can he 
call for the case and decide himself?
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SHRI S. RAGHAVAN: Even now, 
the Commissioner can transfer a case 
to the A.C.

MR. CHAIRMAN: We want this sort 
of division of authority. Let not any 
one officer have unlimited authority.

SHRI K. JAYARAMAN: The D.C. 
has to verify, issue instructions. Even 
Board’s instructions, at times, are 
questioned by the Audit—Comptroller
& Auditor General and if the Inspect­
ing Asst. Commissioner is given 
powers to issue instructions.....

SHRI VASANT SATHE: Don’t con­
fuse this issue. We will consider that. 
Why do you object to the principle of 
a higher officer being authorised to 
handle a matter which is pending be­
fore the I.T.O. This is the short ques­
tion. You are not opposed to it in 
principle.

SHRI K. JAYARAMAN: What is the 
use of multiplying provisions?

SHRI VASANT SATHE: It is essen­
tial to do so. Have you got any ob­
jection. Let us be frank here.

SHRI BHAGWAT JHA AZAD: It is 
alright there, but he says it is super­
fluous.

MR. CHAIRMAN: We don’t want ap­
prehensions which will unnecessarily 
add to the volume of the statutes and 
which also burdens the Department 
without any corresponding bene­
fit. But it appears from the provi­
sion— I think it is a salutary provi­
sion and a bare reading will show 
you—it is not reading—with delet- 
rious effects. The D.C. on his own or 
on a reference being made to him by 
the ITO or on an application of an 
assessee call for, examine the record 
of any proceedings in which the assess­
ment is pending and if he considers 
having regard to the nature of the 
case or the amount involved, or any 
other reason, it is necessary and 
expedient, he may issue such direc­
tions as he thinks fit for the guidance

of the I.T.O. to enable him to com­
plete the assessment and such direc­
tions shall be binding on the I.T.O.
I don’t see in this provision any of 
the difficulties as are pointed out.

SHRI C. R. K. MURTHY: With
the same power as I.A.C., would it 
be necessary to create a new D. CJ

MR. CHAIRMAN: I am not here 
to answer these hypothetical ques­
tions. It is for the Department to 
take. We are here to make proper 
laws. I think the consensus of the 
Committee is this is a salutary provi­
sion; at least you can tell us whether 
it is going to hit the Department.

SHRI N. SUNDARARAJAN: It
will not hit the Department. The 
objection is the functions of the ITO 
are shifted to the D.C. (assessment)

MR. CHAIRMAN: It is concurrent 
jurisdiction. I.T.O. and Deputy 
Commissioner are vested with con­
current juristdicticm. Otherwise the 
Courts will say someone else had not 
considered all the issues. Any direc­
tions given in assessment made in 
accordance with the directions, does 
not have any sancitity in law, because 
the I.T.O. is empowered to do such a 
thing and therefore it is necessary.

SHRI JAYARAMAN: With re­
gard to summary assessment, the law 
has been amended in 1970. Provisions 
of 141 have been amended authoris­
ing the I.T.O. to straightaway com­
plete the assessment, accepting the 
return by making adjustments wher­
ever it is necessary—calculation of 
depreciation and all that—This is 
with a view, to expedite the com­
pletion of assessment in summary 
income cases. But the very purpose 
of these provisions should not go to 
the benefit of higher income case 
and the Law has not been suitably 
worded that provision is applicable 
even in cases of Rs. 25,000/- and 
over. In the City of Madras 
the provisions of this law are made 
applicable to cases upto Rs. 40,000j-
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Persons are shown as small income 
assessees. There is no proper provi­
sion. With regard to statement to be 
filed by them; some Returns do not 
even accompany proper. statements 
and the requirements are not com­
plete. They file the profit & loss 
account, get it accepted. This has 
given a loophole to tax evasion in a 
considerable way. As a matter of 
fact the raids in Madras City have 
proved—and even all over the State 
—that most of the persons who 
have been on small income cases, 
concealed their income. *

MR. CHAIRMAN: How many cas­
es?

SHRI K. JAYARAMAN: About
12 big cases involving lakhs and lakhs 
of concealment in 6 months’ time.

MR. CHAIRMAN: Out of how many 
cases in which you made summary 
assessment, have you found conceal­
ment? *

SHRI K. JAYARAMAN: I have to 
point out here that in the Depart­
ment’s raid if one case can bring* so 
much, in all the cases there would 
have been such concealment which we 
have not been able to find out.

MR. CHAIRMAN: A balance has to 
be struck. We have to rationalise. 
You have to draw some rational 
criteria in some assessments you don't 
devote more than routine time. It is 
necessary for us to devote more time 
and towards these difficulties, what 
are your suggestions?

SHRI N. SUNDARARAJAN: I
would like to point only with regard 
to cases less than Rs. 7,500 even by 
executive instructions, the Depart­
ment was permitted to complete the 
assessment in small income cases upto 
50,000 or one lakh.

MR. CHAIRMAN: Supposing there 
are salaried employees who have only 
dividend incomes. Salaried income is 
Bs. 25,000|- I think salaried em­
ployees—so far as they are concerned 
—they should be eliminated stright 
away.

SHRI N. SUNDARARAJAN: But
the law has not been suitably worded. 
It has given powers to I.T.O. In all 
cases, we can make the provisions 
applicable to cases if salaried income, 
income from property and dividend— 
if the provisions are suitably worded, 
it is alright

Then, naturally this disclosure came 
into effect and during mass contact 
programme, the assessees who have no 
source of income, they simply contac­
ted the I.T.O.—submitted their return— 
it is a disclosure—showing Rs. 20,0001- 
or 15,0001 - get it accepted by the 
Department. The Department was 
wrong to accept the return. It gave 
them nucleus to show that they have 
substantial funds which was available 
to create bogus account, benami part­
nership, substantial capital to people 
who are not running* a business.

MR. CHAIRMAN: Is that the start­
ing point for further enquiry?

SHRI N. SUNDARARAJAN: But
where is the time, Sir? 90 per cent 
are voluntary cases. Every I.T.O. has 
so much to complete as 500 cases in a 
month.

SHRI JYOTIRMOY BOSU: Tell me 
what was the figure—how many cases 
an I.T.O. was expected to complete a 
month 20 years iago?

SHRI C. R. K. MURTHY: It was 
only 100.

SHRI JYOTIRMOY BOSU: Would
you think by allotting this task the 
quality of the work is deteriorating?

SHRI N. SUNDARARAJAN: That
is what we have mentioned in the 
Memorandum.

SHRI JYOTIRMOY BOSU: After
the mass-contact programme started, 
do you say that the demands have 
risen or gone down comparatively?

SHRI N. SUNDARARAJAN: We
cannot judge it by demand alone in 
the sense demands are going up be­
cause of your extension of tax detec­
tion theory to various categories.
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SHRI JYOTIRMOY BOSU: I do
not know whether what you say is 
right.

SHRI BHAGWAT JHA AZAD: 
They have expressed certain of their 
difficulties. We would like to have 
from them more information and they 
may send it in the form of another 
memorandum or statement.

MR. CHAIRMAN: Now you have 
said about 12 cases detected in six 
months. We want to have fullest 
particulars about them and you may 
send them to your Commissioner and 
from the Commissioner we will get it 
through the Board and then confiden­
tially circulate to members of the 
Committee.

SHRI N. SUNDARARAJAN: What
we would suggest is this. The whole 
scheme of 143(1) is to accept a state­
ment given by the assessee even with­
out proper declaration of assets and 
liabilities and whatever is given is 
accepted. And there is a limit fixed 
of 500 per month. At least statement 
of audit should be attached. Merely 
they append a profit and loss account 
as passed by the General Body »and 
that is accepted. That does not go to 
the credit of the department. If the 
return is accompanied by proper 
statement, it can be accepted. Dis­
cretion must be given to the Income- 
tax officers and then we will proceed 
in all other cases like that as in U.K. 
and other countries.

SHRI K. R. GANESH: The point 
you have made is that in the 
working of the summary assessment 
procedure, it seems there are many 
problems. Many associations and in­
dividual officers have also referred to 
it. While there may be need for re­
lieving income-tax officers so that they 
may devote greater attention to scru­
tiny cases. Now they say they have 
found 12 cases of bigger assessees who 
have masqueraded and that in six 
months they have found. In these 
summary assessment cases, you have 
to accept the return even if there is

concealment. The I.T.Os. are not in a 
position to detect. Is that correct?

MR. N. SUNDARARAJAN: Yes.

MR. CHAIRMAN: When you have 
information that there is concealment, 
why do you not proceed?

SHI K. JAYARAMAN: The direc­
tions of the Board and the instruc­
tions of the Commissioner and Higher 
authorities is to insist on 143(1) 
returns and we are asked to complete 
500 or 600 assessment a month. The
I.T.O. has no time to look into com­
plaints. There is another aspect also. 
In six months, if we had found out 12 
cases, it does not end there. There 
are many more complaints also. But 
the department is not able to go into 
them all. There is neither the time 
nor the staff.

MR. CHAIRMAN: So even if you
have basis for suspecting soundly that 
there is evasion of tax, because of the 
Board’s directions you are fettered 
from proceeding further. Is it?

SHRI N. SUNDARARAJAN: There 
fs no timel. Even without scrutiny, 
the statements under 143 have to be 
accepted. He has not even the time 
to see whether it is signed properly. 
He has to complete 500 cases in a 
month. He has got to pass an order, 
get it typed and communicate it.

SHRI VASANT SATHE: Is your 
suggestion that in all cases where 
summary assessments are mr»de and 
statements made, the criteria should 
where certain requirements of prima 
facie proof of truthfulness of the re­
turn is there then irrespective of the 
amount involved, the ITO should be 
empowered to accept them, subject of 
course if later on by your own in­
telligence anything is found, you will 
be free to re-open the case. But this 
blanket power or blind instruction 
that ITO should accept all summary 
assessment statements and comptete 
a certain number of cases in a month 
has led to mischief and this should be 
curbed. That is your postion, is it?
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SHRI N. SUNDARARAJAN: Yes.
That is correct.

SHRI JYOTIRMOY BOSU: How
can the Board give directions?

SHRI K. R. GANESH: It is a good 
scheme, but in the working of it many 
practical difficulties have arisen-----

SHRI JYOTIRMOY BOSU: From
your experience you say that?

SHRI K. R. GANESH: Not my ex­
perience, I am only trying to consoli­
date their experiences.

SHRI BHAGWAT JHA AZAD: In 
the course of the working of the 
scheme they have come across difficul­
ties. They are not for rejection of the 
scheme. They say there are persons 
who are masquerading and we need 
to improve the scheme and plug the 
loopholes.

MR. CHAIRMAN: We have listen­
ed to your difficulties which you have 
pointed out and steps have to be 
taken to prevent tax evasion.

SHRI K. JAYARAMAN: I want to 
make one or two points outside the 
purview of the Bill.

MR CHAIRMAN: If they are out­
side the purview of the Bill, they 
need not be said here.

I want to ask you one question. 
There is one point which has substan­
tial bearing on the question of ad­
ministration, and which must be de­
moralising the administration. I 
want to ask you what is your ex­
perience so far as the revenue audit 
Is concerned and the scope of the 
audit.

SHRI N. SUNDARARAJAN: We
are asked to do the duties of auditing 
the files done by senior income-tax 
officers in regard to company assess­
ments. It is the internal audit.

MR. CHAIRMAN: I am talking of 
the revenue audit.

SHRI N. SUNDARARAJAN: These 
are all done by Upper Division Clerk* 
headed by one Income-tax Inspector. 
These people are expected to find out 
the mistakes and on top of it, the re­
venue audit party also finds mistakes. 
Then, these persons, whose pay scales 
are fixed with reference to the 
routine duties, are being asked to 
submit their explanations for mis­
takes.

MR. CHAIRMAN: Explanations
will be asked for mistakes. What is 
the nature of the mistake?

SHRI N. SUNDARARAJAN: Even 
for technical mistakes like arithmeti­
cal calculations, application of rates, 
computation of capital etc. This is 
a subject which has not been settled 
for years together. How to compute 
the capital is not settled.

MR. CHAIRMAN: The limitec
question I ask you is, is the revenut 
audit confined only to these errors in 
arithmetical calculations, acts of omi­
ssion and commission, etc

SHRI K. JAYARAMAN: Our sub
mission is that it should be confined 
only to arithmetical calculations. They 
now ask us to go into highly deba­
table points of law and other techni­
cal questions.

SHRI JYOTIRMOY BOSU: Even a 
little lapse on their part is taken 
notice of.

MR. CHAIRMAN: The second
question is how much of your time, 
is taken away for the audit.

SHRI K. JAYARAMAN: Half o f .
our time is taken away for audit. la 
fact, most audit questions are pending 
for lack of staff, both internal and re­
venue. ’

MR. CHAIRMAN: If your en erg y  
are diverted to comply with audi* 
objections then it will impede the
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work of detention and investigation. 
Poes this impede your work?

SHRI N. SUNDARARAJAN: It 
does highly impede.

MR. CHAIRMAN: One more ques­
tion. Can you give some idea of how 
the I.T.O.’g time is taken away.

HRI N. SUNDARARAJAN: 50 per 
cent of his time is taken away. I 
can dare say that six months in a 
year of the I.T.Os time is ldst on this.

MR. CHAIRMAN: Lost or gained 
is not the question. What te the 
time taken in attending to audits, is 
the question.

SHRI N. SUNDARARAJAN: Be­
cause, it is not a settled question, the 
controversy goes on between the as- 
sessee and the I.T.O., and the revenue 
audit It drags on for quite a long 
time*

SHRj VASANT SATHE: As people 
who ar^ working in the department,
I want to know from you, apart from 
ihe provisions of the Bill but in con­
sonance with the basic objectives of 
Ihe Bill of unearthing black money 
and preventing its proliferation, whe­
ther you have any basic administra­
tive measures to suggest that would 
enable the basic objectives to be 
achieved. You may as well give a 
supplementary memorandum. That 
will be very helpful.

SHRI N. SUINDARARAJ AN: We
have suggested a reorganisation as far 
back as 1965. We do not know in 
which comer of the Boards office, it 
is sleeping. Our grievance is we have 
not been given an opportunity to dis­

cuss these matters. Though the Joint - 
Consultative machinery had been in­
stituted to consult members of the 
staff on matters of administration, 
for effectively tackling these prob­
lems, we are sorry to say that we 
have not been consulted.

SHRI VASANT SATHE: This is
pending before your Board, and it 
will come. In keeping with the basic 
objectives, what specific measures of 
administrative improvement would 
you suggest. As responsible citizens, 
you have to suggest positive adminis­
trative measures that would be help­
ful. You can give this with your day- 
to-day experience.

SHRI K. JAYARAMAN We will 
definitely give a memorandum on \his. 
As we pointed out, the main thing is 
only foolproof system of jurisdiction. 
This is very much lacking now.

SHRI VASANT SATHE: That we 
have noted.

MR. CHAIRMAN: We are thankful 
to you. You have benefltted by your 
evidence.

SHRI K JAYARAMAN: We have 
set our ideas in the conclusion part of 
our memorandum. Probably you may 
think that they are beyond your 
scope.

MR. CHAIRMAN: We will consider 
them.

Everything that you have stated in 
the memorandum will be duly vetted 
Ifrhen we discuss the Bill clause-by- 
clause.

SHRI K. JAYARAMAN: We are
thankful to the Committee for having 
given an opportunity to place our 
views.

The committee then adjourned.
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MR. CHAIRMAN: Mr. Pande,
according to the convention, it is 
necessary for me to draw your atten­
tion to Direction 58 of the Directions 
by the Speaker of Lok Sabha which 
governG your evidence before us. 
The direction says that the evidence 
you give here would be treated as 
public and is liable to be published 
unless you specifically desire that all 
or any part of the evidence tendered 
by you is to be treated ars confidential. 
Even though you might desire your 
evidence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Parlia­
ment.

I take it that you would tell us 
whenever you want any part of your 
evidence to be treated as confidential.

We have been carrying out a very 
laborious exercise of collecting evi­
dence on the Taxation Laws (Amend­
ment) Bill, 1973. This Bill, as is under­
standable, has evoked a very great 
interest throughout the country and 
we have received three hundred odd 
memoranda with many number 
witnesses wanting to come and bive 
^evidence before us, good, bad and in­
different, relevant and irrelvant *nd 
.all sorts of things have come about.

But after hearing the evidence, 
several times, all the Committee Mem­
bers were inclined to feel that we were 
indulging in an exercise of gross futi­
lity so far as the objects of the Bill 
were concerned. In other words, we 
just could not assure ourselves that if 
this Bill was ever to be passed with 
all the modifications which we might 
think of, thio by itself would ever 
reach the objects namely prevention 
•of the generation and proliferation of 
black money as such.

Apart from the basic difficulties 
inherent in statutory provisions bring­
ing about eradication of this malaise 
which oeems to have gone very deep- 
Tooted, there are other basic factors 
which seem to have been ignored. 
Even if the Wanchoo Committees

report was to be made a basis, it has 
been canvassed before us by everyone 
who has appeared that if we took the 
Wanchoo Committee’s report piece­
meal or in driblets, we would not be 
doing justice to that report, and vehe­
mently it has been canvassed before us 
that unles we make honest tax pay­
ment really rewarding and evasion 
punitive, it is not possible, whatever 
laws we may make, to bring about any 
change in the situation and we shall 
not be able to arrest the generation of 
black money or its proliferation.

In this background, we want to 
fully understand the view point of 
Government as to how Government 
think that this sort of Bill which im­
plements the Wanchoo Committee’s 
report only in part would ever achieve 
the objects of the Bill as such. There­
fore, I wou'd want you to tell us whe­
ther you want to impel Government t# 
feel that ignoring the basic recomen- 
dation of the Wanchoo Committee, 
namely the rationalisation of rates— 
you may not accept all the rates that 
they have recommended—any .amount 
of stringent provisions can really help 
to improve the situation.

SHRI B. D. PANDE: I would like 
to divide this question into two or 
three parts. The Wanchoo Committee 
made various recommendations some 
of which are of a very far-reaching 
character and are not related.to any 
legislative enactment relating to the 
tax laws. I am deliberately using 
the phraoe 'tax laws1, because some 
of them, for instance, relate to the 
reform of the electoral processes like 
controlling the contributions to the 
political parties for fighting elections 
and so on. There is also reference to 
the question of economy of shortages 
and controls and the problems of 
licensing, and there is reference again 
to the deterioration in moral stand­
ards. These are some of the proposi­
tions which certainly are no doubt 
a part of the Wanchoo Committee's 
recommendations but quite outside 
the scope of any tax legislation relat­
ing to the administration of the tax



115

system. So, in erfect, it has got to be 
a part proposal that will come before 
Parliament in respect of the tax laws.

MR. CHAIRMAN: We are concerned 
with that part which relates to fiscal 
laws. Of course, there is also a part 

which is outside the fiscal laws.

SHRI B. D. PANDE: That is what 
I am referring to. There is a part 
which is outside the scope of the fiscal 
laws. The other part which you 
referred to was about the rates of tax 
and rationalisation of the rate struc­
ture. That is a relevant point. But 
rationalisation of the rate structure 
properly falls within the domain of 
the annual Finance Bill, and the tax 
rates are adjusted and revised by 
Parliament annually on the basis of 
the provisions of the Finance Bill 
which i>3 introduced in Parliament. 
Therefore, the tax rates are delibe­
rately kept out. As regards the 
question whether marginal adjust­
ments in the tax rates as had been 
proposed by reducing it from 97-112 
per cent to 75 per cent would in turn 
lead to the reduction in tax evasion, 
there may be difference of opinion 
and there may be different views. 
People in Parliament have also ex­
pressed different views, and Members 
of Parliament have expressed diffe­
rent views. I am not going into the 
merits. But what I have intended to 
say here was that the rate structure, 
as you are aware, is fixed annually 
in the Finance Bill. This legislation 
was designed to remove that kind of 
item and to bring forward legislative 
provisions on all (aspects of the Wan­
choo Committee's recommendations 
where legislative enactment was 
necessary. _

Some recommendations of the 
Wanchoo Committee have already 
been implemented in the previous 
yeans, for instance, the one relating 
to the acquisition of property and 
evaluation cell, taxing of casual in* 
oames and lotteries etc., and some 
amendments to the provisions relating 
to trusts. fSie*e have already been

enacted. ±$ut in this Bill an attempt 
has been made to bring in all other 
legislative measures which had been 
recommended by the Wanchoo Com­
mittee. Some are administrative mea­
sures designed to strengthen the 
department and the process of assess­
ment etc. Since they did not need 
any legislation, they have not been 
introduced here.

I would like to put it this way. 
Coming to the question of tax rate, 
that i»s a matter to be determined in 
the Finance Bill. But if you would 
like the points to be given, I shall 
give the points without taking sides 
one way or the other. But tax eva­
sion is not confined only to the highest 
income bracket, but it is being found 
even in the middle income brackets 
where the tax rates are low. There 
is evidence and information and even 
in countries where the tax rates are 
as low as 15 or 17 per cent there is 
tax evasion, and even in our country, 
during the days of the Second World 
war, when the tax rates were very 
low, as the then tax laws stood, there 
was evasion. So, it is not quite clear 
whether tax evasion is directly con­
nected with the ra,tes. Of course, 
there is telling evidence In the Wan­
choo Committee's report that evasion 
of tax of Rs. 30 or so is equivalent to 
an income of Rs. 1000. So, that point 
is also there.

MR. CHAIRMAN: We shall not let 
you get away so easily. My question 
is very clear. Suppose for any reason 
whatsoever you are not able to 
implement all the recommendations 
of the Wanchoo Committee; leave 
alone thoae which are outside the 
focal legislation such as moral stan­
dards etc.; that ia outside fiscal legis­
lation or any other legislation. But 
to the extent that it is within the 
realm of taxation, whether under the 
Finance Bill or this Bill or any ether 
measure, how do you think that you 
will reach the objective of the Bill, 
unlert you take the recommendations 
as a whole? Assuming for a moment
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that that part of it is completely out­
side the scope of this Bill, a part oi 
it is concerned with the Finance Bill 
and so on, how do you do justice to 
the objective by taking only certain 
recommendations out of the totality 
of recommendations?

SHRI B. D. PANDE: I do not think 
we do injustice by taking up certain 
of the recommendatiorus. I think the 
recommendations that have been in­
corporated here should genuinely 
reduce the tax evasions and should 
lead to a better implementation of 
the prevention of the generation of 
black money It is not that all the 
recommendations must be taken in 
there entirely. It never happens in 
respect of any Commission. There 
2an be genuine differences of opinion 
in regard to some of the itemo.

MR. CHAIRMAN: We do under,
stand it if you disagree and therefore 
you are not implementing the con­
cerned recommendation. We would 
have accepted your stand then.

SHRI B. D. PANDE: There is a 
ease where they have said that gifts 
should be aggregated over the lifetime 
of the assessee, We have not accept­
ed it. To do b o  is going to cast a 
stupendous burden on the administra­
tive structure and on the assessees 
themselves. The period has been 
kept only for a period of five years. 
Otherwise, for 25 years one cannot 
go on keeping the record and revising 
the taxes. There must be some fina­
lity. I am quoting one example of 
that kind. But excluding those items, 
if you go through the provisions, you 
will find that the provisions which 
have now been incorporated have 
been selected after a very careful 
thinking and they are feasible of 
implementation and are likely to 
lead to a better administration. There­
fore, reduction in the evasion, if I 
may put it that way, doe* not touch 
all the items. A* for as tax collection 
if concern'd, every single recom­
mendation wbs examined and those

that were found feasible for intro­
duction by legislation were intro­
duced in the Bill, and those that were 
not found feasible have not been 
accepted.

MR. CHAIRMAN: On this, we will 
deal with later on. Now, Mr. Sathe.

SHRI VASANT SATHE: Although 
it is true that we draw a lot from the 
Wanchoo Committee’s recommenda­
tions, I do not think, and nobody has 
told us, that this Bill is essentially to 
be restricted only to the recommen­
dations of the Wanchoo Committee. 
They have stated in the Statement of 
Objects and Reasons thus:

“The object of this Bill is 1 
amend the Income-tax Act, 1961, 
the Wealth-tax Act, 1957, the Gift- 
tax Act, 1958, and the Companies 
(Profits) Surtax Act, 1964. The 
proposals relating to the amend­
ments to these enactments have 
been formulated after a detailed 
examination of the recommenda­
tions of the Direct Taxes Enquiry 
Committee (Wanchoo Committee) 
and the Forty-seventh Report of the 
Law Commission on the Trial and 
Punishment of Social and Economic 
Offences, the latter in so far ac they 
relate to direct taxes. Opportunity 
has been taken to sponsor sr 
amendments on the basis of <sug­
gestions received from various other 
quartette as well. Technical difficul­
ties arising in the operation of some 
of the provisions of these enact­
ments have also been taken into 
account in formulating these pro­
posals."

Therefore, I do not think that we 
as the Select Committee of Parlia­
ment should in anyway be restricted 
to see to the Wanchoo Committees 
recommendations alone. If we take 
these eight recommendations of the 
Wanchoo Committee, I find that atJ 
least four of them will come within 
the purview of the taxation l*wo. 
Another one which relates to high
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rates of taxation comes under the 
direct tax laws, which will be covered 
by  the Finance Bill if this Committee 
recommends. There is nothing to 
stop us from doing so. It could be 
implemented by way of the Finance 
Bill. But it would not come within 
the purview of this Bill directly.

Secondly, about the economy of 
shortage and consequent controls and 
licensing—this is about industrial 
licences—this will not be covered. 
Thirdly, contribution to political 
parties. I want to know whether we 
cannot, in the Income-tax Act, pro­
vide for either taxing or not allowing 
it ao a deduction from taxable in­
come, in the Income-tax Act.

SHRI B. D. PANDE: Contributions 
to political parties by corporate 
organisations are banned under the 
Companies Act.

SHRI VASANT SATHE: Even
individually, if any such contribution 
is detected, can we not provide for a 
penalty?

SHRI B. D. PANDE: I do not think 
there is any deduction allowed for 
contributions to political parties.

SHRI VASANT SATHE: If any 
contribution finds its way illegally, 
how do you stop them? Can it be 
tackled by our law?

SHRI M. R. YARDI: They can be 
prosecuted.

SHRI B. D. PANDE: Not indivi­
duals; only corporate bodies.

SHRI VASANT SATHE: Individual 
contributions?

SHRI B. D. PANDE: Individual
contributions are not banned.

SHRI M. R. YARDI: No deduction 
is given for individual contributions 
so far as income-tax is concerned.

SHRI VASANT SATHE: Can we 
make it penal under our income-tax 
law?

SHRI B. D. PANDE: How can any­
body ban individual contributions to a 
political party? If an indiviuual 
wishes to make a donation to any 
political party, what law can affect it 
or how can that be banned? I would 
like to know how it can come under 
the tax laws. We give him no credit.

MR. CHAIRMAN: He has no right 
for deduction in the computation of 
hks income-tax.

SHRI VASANT SATHE: So, contri­
butions to political parties cannot be 
taken care of under this law. Now, 
let us come to corrupt practices in 
business, which we have in mind and 
which we cannot take care of in this 
law. That is one thing to be consi­
dered. Just one corrupt practice is 
to avoid paying the tax because it 
may be a trust. There is the question 
of pluggng the exempton for trusts. 
How much does it touch by way of 
unearthing black money, because 
what they are doing is, in the form 
of actual raids today they are not 
touching black money. How does it 
touch the basic objective of black 
money? There is the clubbing of 
husband and wife. They are two 
separate incomes. They are not 
black, but you are clubbing them so 
that you increase the rate. How do 
you achieve the basic objective of 
unearthing black money thereby. I 
am trying to see how each provision 
is corelated to the basic objective.

Therte is a third objective. They 
have mentioned a ceiling on and 
disallowance of business expenses. 
This is an important field. Why do 
we not try to cover this substantially 
in the sense that if you put a tax on 
expenditure you are removing it and 
formulate it properly, that is, tax at 
the source of expenditure—then, 
ostentatious expenditure like going to 
a hotel and spending the money and 
so on could be avioded; expenditure on 
construction of big buildings also 
comes in here. Now, we are dealing 
with income after it is generated.
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Unearthing of black money can be 
done only after income is generated. 
We cannot go at the source in such 
cases. That is the job of the Sales-tax 
or the excise departments. But after 
it is spent or where it is accumulated. 
Only in two ways the money could be 
used; either you keep it in the house 
under lock and key or you use it. The 

moment you decide to tap it, will it not 
fall within the purview of the taxation 
authorities to plug the concerned loop­
holes? That will mean an expenditure 
tax and a ceiling on income. You will 
say you will not allow this unless you
spend it.

How are you going to take care of 
the fifth recommendation of the Wan­
choo Committee, whether by law it 
could be done? Then, as regards in­
effective enforcement of tax laws, we 
are trying to take care of that to a 
certain extent. What are your views 
on that?

SHRI M. R. YARDI; You, Sir, and 
Mr. Sathe have raised very important 
issues relating to tax administration.

Firstly, I would beg to submit that 
the terms of reference of the Wanchoo 
Committee were wider than merely 
unearthing of black money. If you 
see the terms of reference, it was not 
merely unearthing of black money and 
preventing proliferation through fur­
ther evasion of tax, it was also to 
check avoidance of tax through 
various legal devices, including forma­
tion of trusts, to reduce tax arrears, 
to examine various exemptions allow­
ed by the tax laws with a view to 
their modification, curtailment or 
withdrawal and to indicate the man­
ner in which tax assessment should be 
done by giving effect to 311 »ts recom­
mendations. These were very wide 
terms of reference.

They have also made recommenda­
tions regarding non-fiscal measures.

I admit that black money continues 
to be the main probftm. A b the Fin­
ance Minister referred to it, it has be­
come a parallel economy. Therefore,

it has to be tackled in €11 its aspects 
through plugging of loopholes, through 
rationalisation of tax system and 
through effective implementation of 
tax administration.

As my friend tried to point out the 
iion-fiscal aspects have to be taken 
into account not through this tax law 
but through other meafts. They .̂re 
under examination and under consi­
deration.

So far as fiscal measures are con­
cerned, they have got to be effected 
partly through the Finance Bill and 
partly through this Bill. Whatever 
relates to tax rates Has to be taken 
into the Finance Bill. "TKat is a mat­
ter of budgetary exercise. Unfortu­
nately, for us, you have called us at 
a time when the budgetary exercise is 
In the process of making. It will be 
extremely embarrassing for me or for 
my colleague who is dealing with Eco­
nomic Affairs to express any view 
which will have a bearing on the Fin­
ance Bill. Should there be rationali­
sation of tax structure? Should tax 
law be rationalised or not? Has the 
rationalisation of tax structure a bear­
ing on the reduction of black money?
I cannot answer those questions now.

MR. CHAIRMAN: May I interrupt 
you? If you feel that at this stage, 
because of your pre-occupations 
which are connected with the Budget, 
you cannot be as free and frank as 
you would want to be, you tell us. I 
may tell you that your evidence is of 
a very great importance to us. We are 
going to determine the rationale of 
the entire Bill in the light of what you 
are going to tell us. If there is a 
slight inhibition in your mind about 
what you are going to tell us at this 
stage because of a delicate situation, 
you tell us. In that case, we can post­
pone it and hear you after the Budget.

SHRI M. R. YARDI: I would not
be able to answer whether the ration- 
alisatiin of tax structure should be at­
tempted or not. I would not be able 
to answer whether Expenditure Tax is
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a measure which should be consider­
ed. Such questions I cannot answer 
now.

MR. CHAIRMAN: I appreciate your 
difficulty.

SHRI ERA SEZHIYAN: We are
going to present the Report only 
during the monsoon session of Parlia­
ment. We have got another inter­
session period also. We can postpone 
it. We can have it after th'e Budget 
session. By that time, the Parliament 
would have passed the Finance Bill. 
We can have their evidence in a con­
crete form after the Budget session.

SHRI BHAGWAT JHA AZAD: As 
you know, we have got serious doubts 
about the efficacy of this Bill. We 
feel that this Bill, as it is drafted and 
as it before the Select Committee, will 
not go Very far to achieve the qfcvjects 
that are there. In the light of that, 
the evidence of the Secretaries before 
us is very important. I would say, let 
us postpone it and have it after the 
Budget session.

MR. CHAIRMAN: We can have it 
after the Budget session.

SHRI M. R. YARDI: After the Bud­
get session.

MR. CHAIRMAN: I wish to make it 
absolutely clear that we are not going 
to examine you superficially. We are 
going to have a detailed and intimate 
dialogue with you.

SHRI M. R. YARDI: We want that.
MR. CHAIRMAN: So, we postpone

it.
SHRI M R. YARDI: If you are not 

under an obligation to present the Re­
port early.

MR. CHAIRMAN: We are not in a 
hurry. We refuse to be in a hurry.

SHRI M. R. xnxtDI: Actually, when 
I got the notice, I was feeling like 
that. I got it only a few days ago. 
Unfortunately you were not here. 
Writing a letter would not have been 
useful. And I did not know when you 
came. That was my difficulty. Other­
wise, I would have contacted you 
immediately.

MR. CHAIRMAN: In v*ew of this, 
we postpone; we shall hear you after 
the Finance Bill is passed.

SHRI M. R. YARDI: From our point 
of view also, this should not be a 
superficial examination.

MR. CHAIRMAN: We want to have 
a very intimate dialogue with you.

SHRI M. R. YARDI: We would also 
like to express our views very clearly.

SHRI TRIDIB CHAUDHURI; I ap­
preciate the proposition that it is diffi­
cult for the witnesses to say anything 
now. But there is one point which ia 
not related in any way to the Budget 
proposals. The Government has al­
ready taken a decision on it. But if 
they want to deal with' it after the 
Finance Bill is passed, even then it 
is allright. Government have, more 
or less, taken a decision on demo­
netisation .. .

MR. CHAIRMAN; That is a very 
important aspect. We shall ask them 
when they come after the Budget 
Session.

SHRI TRIDIB CHAUDHURI: All­
right.

MR. CHAIRMAN: Then we shall
call you after the Budget Session. 
Thank you very much.

(The Committee then adjourned.)
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MR. CHAIRMAN; Mr. Badami, be­

fore you commence your evidence, it 
is essential for me to point out to you 
one of the directions of the Speaker 
pf the Lok Sabha, which direction 
governs the evidence tendered before 
the Select Committee of the Lok 
Sabha. The direction is that the evi­
dence you give would be treated as 
public and is liable to be made public 
unless you specially desire that all or 
any part of the evidence tendered by 
you is to be treated as confidential. I 
may also add that even though you 
may desire the evidence to be treated 
as confidential, it is liable to be made 
available to the Members of Parlia­
ment. You are doubtless aware that 
whatever discussions we have here 
is treated as confidential and is not to 
be made public till the Report of the 
Select Committee is presented to 
Parliament.

SHRI V. V. BADAMI: I have no 
objection, Sir.

MR. CHAIRMAN: Do you have any 
observations to make before we come 
to questions straightway?

SHRI V. V. BADAMI: Sir, as you 
know, I am functioning as Director of 
Inspection (Investigation). First of 
all, I would like to give some of my 
views regarding the seizure matters 
which are now covered in clause 36 of 
the present Bill. Although ta some 
extent I might be digressing about 
certain things, but I personally feel 
that I would be rendering service by 
mentioning some of the facts which 
would be relevant in this context.

As you know, Sir, the Central Board 
of Direct Taxes had set up 4 Intelli­
gence Wings each at Madras, Delhi, 
Bombay and Calcutta in January 1906. 
At that time, these Intelligence Wings 
were given the strength of 0ne Deputy 
Director 0f Intelligence and 5 Assis­
tant Directors of Inspection, 5 Inspec­
tors and some norminal supporting 
staff. Now, eight years have passed 
arid even today the strength of these 
Intelligence Wings at Bombay, Cal­
cutta, Madras and Delhi remains the

same and during this period of 7 or 8 
years, we have carried out sune 
searches and seizure operations and 
there have been considerable exper­
tise which have been built up. 
During the financial year 1972-73, the 
total number of searches which we 
carried out was approximately 343 and 
the seizure of cash, bullion, jewellery 
alone amounted to nearly Rs. 2.0 
crores at these places. I am not men­
tioning the searches whidf have been 
carried out by the other Commis­
sioners of Income-tax in their juris­
diction. When I say the seizures, I 
am not referring to the document, 1 
am not referring to the seizures of 
books of accounts which may throw 
much more light on the concealed in­
come. So, the point which I would 
like to make is that the number of 
searches carried out is definitely limit­
ed by the personnel available to the 
Intelligence Wings at Delhi, Madras, 
Bombay and Calcutta. If we have a 
larger task force by way of these In­
telligence Wings, we would have 
been able to cover a much wider area 
where we have always suspected a lot 
of concealment, evasion of tax, hoard­
ed wealth and assets and documents 
which would have thrown light on 
these facts. It is not as though the 
Department is not considering expan­
sion of the Units. The matter is be­
fore the Board for the strengthening 
of these Intelligence Wings. I would 
like to take this opportunity of say­
ing that the time has come when 
these Intelligence Wings will have to 
be increasingly strengthened, it may 
have to be doubled or tripled. 
Although the present Bill gives grea­
ter powers in various fields, the main 
accent being to unearth the black- 
money and that black money does not 
generate in the first instance. So that 
being the position, the power to 
search and seizure is one of the most 
important weapons Jn the armoury of 
the Department. I would like to 
highlight one or two aspects where 
such searches and seizures are con­
cerned. If it is the question of one 
individual or one businessman whom 
we are to cover under a search, the 
Commissioner of Income-tax can
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create a very small task force under 
Intelligence Wings consisting of half- 
a-dozen officers and inspectors to 
cover it but where we have to cov§r 
a very large number of business pre­
mises we have to have a task force of 
nearly 300 or 400 officers. In fact in 
Bombay, in one of our searches relat­
ing to the multi-storeyed buildings, 
we were finding it very difficult to do 
our job as we were very anxious to 
carry out our search very successful­
ly.

One important point to be mention­
ed here is that when a multi-storeyed 
building comes up, the promoters have 
taken their share of the profit, they 
collect the money from the field and 
then the regular owners come in the 
picture and they would account for it 
and support it by entering it in the 
books of accounts. At that time if you 
go and search the building, you will 
not get anything. So, the Commis­
sioner of Bombay and I had a discus­
sion. We said that we must take up 
search of those buildings, which were 
not yet complete where the promo­
ters, builders and the organisers are 
concerned, and even the brokers had 
to be approached because they were 
helping those people in buying these 
plots and buildings which were near­
ing completion. We did not anticipate 
that we would be able to seize crores 
of rupees. But we wanted to see 
the documents in order to find out 
whether the people had paid much 
more money. At that stage, they 
might not have destroyed them. In 
Bombay, these constructions were 
going on in different places. We are 
not bothered about the buildings 
which were coming up; we were in­
terested Jn the information. The 
jurisdiction was so widely distributed 
that the question of issuing warrants 
itself was a major problem. I can 
issue wrrant which is not challeng­
ed in any court as it cuts across the 
jurisdiction 0f the Commissioner. The 
Commissioner and I personally were 
doing reconnaissance. I wrote 0ut all 
through the night prepared search 
warrants and organized a search 
party. For this party, we required six

hundred people whom we used during 
two days. There are two alternatives: r 
One is that if we warn the officers that 
they have to assemble next day in the 
morning, we run an inherent risk of 
information leaking about the con­
templated search. It is like leakage 
of examination papers; it is not that 
every candidate is to benefit but some­
how all the candidates get to know 
the question paper in advance.

In a similar manner, in income-tax 
searches, even if any one contains a 
friend or a relative inadvertantly that 
the following day some search is being 
planned from the Department, the 
information of a search leaks. I think, 
to that extent, I would attribute our 
failure to this inherent trouble.

So, we started 0n this occasion say­
ing that we would not caution the 
officers but pull them out while they 
were working so that they might 
not know about the search in advance. 
Even in such a case, what happens 
is that when the officers are called 
out, the Income-tax representatives 
appearing before them sense that a 
search is on, rush to the telephone 
and inform their clients saying that 
something big is on and so they had 
better be careful. I am told that sjch 
things happen; I cannot substantiate, 
but this comes from informants who 
just make a point to come and see me 
in my capacity as a Director of Ins­
pection.

MR. CHAIRMAN: What happened 
in that raid?

SHRI V. V. BADAMI; We have 
seized a lot of material. I would not 
call all of it incriminating material; 
but it is interesting material which 
we have to study.

MR. CHAIRMAN: I asked this
question deliberately, because y°u 
seize and put them in the co^d storage.

SHRI V. V. BADAMI: They are all 
in the process of investigation. ;

MR. CHAIRMAN: When was the 
search carried out?



SHRI V. V. BADAMI; Last year.

MR. CHAIRMAN: How many
months have passed since then?

SHRI V, V. BADAMI; Seven-eight 
months.

MR. CHAIRMAN: You are „ot In a 
position to say whether it i8 incrimi­
nating or not?

SHRI V. V. BADAMI; The Intelli­
gence Wing which has only five Assis­
tant Directors (Inspection), they are 
incapable of going through this mass 
of material. So, this material was 
made available to the special range 
which had been created and that is 
working under the Commissioner of 
Income tax. When we seize papers 
and documents, they get mixed up. 
Those which are not essential like 
payment of electricity bills and other 
papers, we leave them out. Now, we 
come to the residual matter which we 
have to examine ultimately and they 
are in the process of examination. 
Why I mentioned this is because I 
wanted to highlight the difficulties 
which the Intelligence Wing experi­
ences today. Now, we have been 
thinking in terms of having at least 
n squad specially designed for the 
purpose of carrying out searches in 
various places. Today, we have 
reached a situation where we do not 
carry out any search by aurselves al­
ways. Because I know there is in­
come tax involved, there could be 
some violation of customs rules etc. So 
we have a coordinated approach to 
searches. Now, we are at the fag end 
of the Financial year. Between 
February and March, all over the 
country and particularly in places 
like Bombay, Calcutta, Madras and 
Delhi and all the ITOs are fully en­
gaged in disposal and collection work.

If I plan a search at such time, it 
requires 50 or 100 officers. Let me 
take 100 officers. I do not release 
them until the search operation is 
completed and their entfre itinerary 
which they have drawn up themselves 
is completely upset. I am sure, the

income-ta* representatives will pre­
pare the bill for their expenses in this 
respect whether the hearing takes 
place or not. In thig way, the whole 
thing will get upset; there is no per- 
r ianeut way of doing guch things.

MH. CHAIRMAN: How your gug- 
gestion would take care of the pro­
blem when you say that you want to 
double or triple your existing estab­
lishment?

SHRI V. V BADAMI: That is for a 
special search. But even in normal 
searches....... .

MR. CHAIRMAN: My question to 
you is that how your suggestion, if 
implemented, would take care of the 
real problem you have or you are try­
ing to suggest that you should have 
an independent force which should be 
incharge of search and seizure so that 
they are readily available and the 
people do not get warned? That is an 
important point. We will consider it 
along with what ought to be the size 
of this particular organsation which 
you want to build up.

SHRI V. V. BADAMI: It has got
two aspects: One is that the people 
who are actually taking part in the 
search need not be extremely 5killed 
people; they are only people who go 
for a search and open the cup-boards, 
etc. Today, for this purpose, we do 
not have men. We are using Income 
Tax officers and Inspectors to carry 
out this search because every search 
party is headed by an ITO. Some­
times, it is carried out even under the 
direction of the Assistant Commis­
sioner. A panch nama is prepared at 
the end of the search. We do not need 
to take away ITOs who could be use­
fully employed in the ordinary nor­
mal work.

MR. CHAIRMAN: After going
through this long story, what, accord­
ing to you, should be the precise set 
up at these four centres so that this 
feeling of inadequacy of man-power 
doeg not impede efficiency in various 
searches and seizures.
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SHRI V. V. BADAMI: I think it hai
to be a process whch we have to ar­
rive at by trial and error.

I thjnk we ^o^Uid have a ta*k force 
of thirty to forty persons at each of 
these centres. If they are not used 
by Income-tax, they would be used by 
Customs and Enforcement and it 
would not be an idle force. It could 
be a separate cadre because we have 
to give them specialised training.

MR. CHAIRMAN: We will consider
it.

SHRI V. V. BADAMI: Now I am 
coming to the other aspect. After the 
material siezed, t0 go through the 
seized material and prepare appraisal 
reports, it takes time. It is in that 
context that I would like to refer to 
the clause as it exists here. On p. 69, 
there is a new clause 9(A) which is 
proposed to be introduced. The ex­
planatory note makes it clear further. 
When we issue a warrant for search, 
we name certain authorised officers 
and it is only these authorised officers 
who can request the Commissioner of 
Income-tax for the retention of books 
beyond the first 180 days which the 
law permits. Now, this authorised 
officer may be transferred from that 
place or he may have retired or he 
may have migrated from the country. 
This creates various problems be­
cause, under the law, it is only the 
authorised officer who can ask for 
retention. If he makes them over to 
the I.T.O. having jurisdiction, it means 
that all the valuable documents 
seized pass into the hands of a com­
paratively junior Income-Tax Officer 
who may not know how to utilise the 
material. Without mentioning names, 
I may say that we conducted a search 
in April 1972 for which we got the 
appraisal report prepared in the In­
telligence Wing and we have been 
able to bring out an income-tax con­
cealment of Rs. 35 lakhs which has 
been practically admitted by the as­
sessee. This has been possible because 
th? whole thing was processed in the 
In telligepce Wing under my direction 
or under the direction ot the Deputy 
Director of Intelligence. If these

I papers had passed into the hands of 
the field officer, I don't think the 
same result would have been achieved 

f because he has the normal problems 
of assessment, disposal and other 
work.

So, it is my submission that this 
9(A) would create a serious impedi­
ment in the appraisal of the seized 
documents and it can be easily over­
come by having a simple provision 
that for the purpose of seeking exten­
sion of the period of retention of 
books of accounts, the Income-tax 
Officer having 'jurisdiction shall be 
deemed to be the authorised officer.

MR. CHAIRMAN: I understand that 
you are making this suggestion on 
the assumption that you people have 
better expertise than the Income-tax 
Officer who may be a junior ?7ian. We 
shal] certainly consider this. It is a 
good suggestion and the Committee 
will give thought to your suggestion 
that the authorised officer should be 
allowed concurrent jurisdiction.

SHRI V. V. BADAMI: Because,
here, it again becomes a statutory 
thing. If the Intelligence Wing is 
strengthened—because today we have 
five Assistant Directors of Inspection 
to assist the Deputy Director-----

MR. CHAIRMAN: You have one 
Director at Delhi and four Deputy 
Directors fit four other places?

SHRI V. V. BADAMI: Yes, at Bom­
bay, Calcutta, Madras and Delhi; and 
he is assisted by five Assistant Direc­
tors.

MR. CHAIRMAN: At eacli 0f these 
centres?

SHRI V. V. BADAMI: Yes. Today, 
prosecution is processed by the Intel­
ligence Wing and that takes away the 
entire time of one Assistant Director 
of Inspection. It means that we are 
depleted of one officer and the num­
ber is reduced to four. If the Intelli­
gence Wing is expanded and its units 
are established in other cities also like 
Ahmedabad, Bangalore, Kanpur etc.. .
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MR. CHAIRMAN; Not on guch a 
large scale, but if it is to be a skele­
ton set-up, how many citicg should it 
be?

SHRI V. V. BADAMI: About eight 
to ten cities, particularly where indus­
trialisation has established itself and 
industrial units have come up. Even 
today there are Assistant Directors o* 
Inspection working at other places, 
but they don’t have the same set-up as 
the Intelligence Units at those places. 
My suggestion is that at these places 
also they should have the same set-up 
as there is in Bombay, Madras, Cal­
cutta and Delhi.

MR. CHAIRMAN: I understand
that you have made three sugges­
tions. The first is the re-inforcing of 
the man-power working under you. 
The second is the extending of this 
Cell to other cities, especially where 
there are industrial complexes. And, 
thirdly, you have suggested a change 
in the proposed Section 9(A ).

Now, pausing here for a moment, 
there are a few questions which I 
would like to be satisfied upon. The 
first question that strikes me is this. 
If you go through the Wanchoo Com­
mission’s Report and the statistics and 
figures they have given us, they say 
that you have carried out, in the 
aggregate, 14047 searches from 1964­
65 to 1970-71. Out of these 14047, 1418 
are stated to have been successful 
searches; and in this period of seven 
years, the total amount seized is less 
than Rs. 7 crores whereas black-money 
lias been assessed at Rs. 7,000 crores.

SHRI V. V. BADAMI: Yes.
MR. CHAIRMAN: My question,

therefore, is whether you are satisfied 
that the searches and seizures are 
really unearthing a substantial portion 
of black-money.

SHRI V. V. BADAMI: I thought I 
have made myself clear___

MR. CHAIRMAN: You may give
the 1972 figures.

SHRI V. V. BADAMI: Not the
figur’e part of it; but the reason

why we have not been as successful
as we should be___

MR. CHAIRMAN: No, no. What I 
had meant was that whatever you have 
been able to unearth is just a drop 
in the ocean, if the Wanchoo Com-* 
mission’s figures are correct.

SHRI V. V. BADAMI: I would
positively agree, but that is because 
we are operating only in four places. 
Considering the fact that in regard 
to the figures you have quoted, we 
were engaging in the search only 20 
Assistant Directors of Inspection, 
would you call it a ‘drop in the 
ocean’? It should be considered in the 
light of the infinitesimal strength we 
have in the Intelligence Wing to tackle 
the problem.

MR. CHAIRMAN: That is true. I 
think I have not made myself clear.
I am talking with reference to the 
searches you have already made. In 
the searches you have made—you say 
that 14018 searches have been made— 
you have found only Rs. 7 crores. Do 
you really think that the searches that 
you have carried out are successful 
searches?

SHRI V. V. BADAMI. It is like this.
I hope you will parden me if I cite 
this example. Suppose, let us say, 
there is a treasure in this room. We 
organise a treasure hunt. We know 
that the treasure is here, but, only the 
person who is successful in finding out 
the treasure will claim the prize. 
This is how exactly it happens. When 
we go in for searches and seizures, 
it is in the two parts. The search fig­
ures which have been mentioned 
refer to seizure of cash, bullion, jewel­
lery and other items..

MR. CHAIRMAN: Total assets
seized—

SHRI V. V. BADAMI: But, this
should also refer to the real impact 
of the books of accounts and docu­
ments. This is not reflected in these 
figures.

MR. CHAIRMAN: Therefore, will
you please tell us, in these 14018
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searches and seizures, which you have 
carried out, what amount of concealed 
income you have found out and how 
many people you have prosecuted?

SHRI V. V. BADAMI: I do not have 
those figures readily with me. It is 
extremely difficult, because, as you 
are fu lly  aware, it is a continous 
process of making these assessments, 
going on apepals, revesions coming in 
and our not accepting those and going 
in appeal etc. This is because what­
ever is seized in search, it does not 
become a complete operation in itself 
because it leads to assessment and the 
assessment is contested and-----

MR. CHAIRMAN: I agree. As a
result of this search, it is not as if 
what you find out is relevant to a 
particular assessment year. This may 
be relevant for subsequent assessment 
years aLso. My question is this. As a 
result of these searches and seizures, 
what is the quantum of money you 
have been able to assess and how 
many people you have prosecuted and 
sent to jail?

SHRI V. V. BADAMI: I do not have 
the prosecution figures with me. I 
think I can. . . .

MR. CHAIRMAN: How do we eva­
luate the quality of work you have 
put in? This is a very important 
aspect on which the Committee is 
concerned. If we go on vesting powers 
in you, giving you more and more 
powers, and ultimately, if we find 
that as a result of these searches and 
seizures, the quantum of concealed 
income assessed or the number of 
people prosecuted is very unsatisfac­
tory, then, some one has to explain.

SHRI V. V. BADAMI: May I point 
out this. You have asked, as to how 
many people we have sent to jail. I 
know, • for instance, that in Madras, 
there have been a number of success­
ful prosecutions. But, the punishment 
meted out was, the person should be 
imprisoned till the rising of the 
Court.

MR. CHAIRMAN: We have known 
of that case and we hope you would

go in revision in regard to this case 
and we wish you good luck. That is 
as good as conviction. So far as we 
are concerned, if it is once proved, 
there has to be some minimum 
punishment. That we can take care 
of. My question is entirely different. 
My question is this, Mr. Badami. If we 
give you more and more powers,—I 
do not know which other powers we 
are giving you, quantitatively there is 
not much difference in what this Bill 
seeks to do now as compared to what 
already has been there in existence 
are you able to satisfy the Committee 
that you have exercised this power in 
a manner where effective concealment 
of income has been detected? Other­
wise, what will happen? It means, 
whatever law you make, it is of no 
use, until you people are really trained 
in a proper manner and you have 
expertise with the Department.

SHRI V. V. BADAMI; I shall try 
my best to explain this point. Search 
and seizure is not an end in itself, 
that you make so many assessments 
or you have prosecuted so many 
people. It is a way of taking a little 
more power, where we decide that in 
the given set of circumstances, a 
particular assessee has not been pro­
ducing what he has to produce before 
the Department.

SHRI BHAGWAT JHA AZAD: We 
have appreciated the argument of the 
witness in the sense that you cannot 
ask for the concrete in everything. 
That is true. We also appreciate what 
the witness has said, that, the sear­
ches and seizures should have the 
impact on the books of accounts and 
all that. But, Mr. Chairman, witness 
has to satisfy that the 14018 searches 
that have been carried out, can­
not be termed on these lines. It is 
true that it is a continuous process. 
But, the witness has to explain one 
thing. People have a feeling that these 
searches are carried out in cases, 
where nothing concrete comes out and 
that this is used as a means of harass­
ment and the real purpose is not 
served. So, the witness has to satisfy 
us on two grounds. What more powers,
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if at all they fee 1 that they are not 
adequate at present, do they need to 
show concrete results? T h e y  must 
have direct effects as well as concrete 
results. If only this is done, peoples 
mind can be dis-abusd of the impres­
sion that big people are allowed to 
escape, and these searches are carried 
out where nothing comes out. This 
has to be dis-abused from the public 
mind as well as our mind. We want 
the witness to tell us, how is it that 
even after nine to ten months, they 
are not in a position to decide. Mr. 
Chairman, is it not a device to give 
the person concerned a chance until 
you come to a conclusion in regard 
to a particular case. Therefore, these 
things have to be explained by the 
witness, which have been in our mind 
long before the witness appeared here. 
I think he is a knowledgable person.

MR. CHAIRMAN: This is a very 
important question which Mr. Bhag­
wat Jha Azad has raised. In otlier 
words, what qualitative change you 
want us to make in the law, so that 
when you carry out the searches 
and seizures etc.$ in future, there is 
a concrete outcome in terms of in­
criminating documents seized, quan­
tum of concealed incorme assessed 
and the number of people sent to 
jail. This is one thing. Secondly, I, 
personally, would like to know, how 
long do you take to really purocess a 
case? Why do you take nine months 
to decide? How many documents are 
there in that case.

SHRI V. V. BADAMI; May I illus­
trate with this one case?

MR. CHAIRMAN: You say with re­
ference to this case. The question is 
this.

SHRI V. V. BADAMI: One point 
which has been made is this. When 
there is a time lag, there is an op­
portunity for the assessee to so 
arrange his affairs that he can later 
on get way. The answer to that is, 
whatever material that has been 
seized, we ar* not releasing them. 
This is in our custody.

MB. CHAIRMAN; Are you trying 
to suggest that if you take a long 
time, the assessee does not get time 
to create counter-evidence; he does 
not get time to set things right? This 
is contrary to the notions of criminal 
law.

SHRI BHAGWAT JHA AZAD; It 
is also noticed in many places that 
they do not even know and they are 
not in a position to say as to who are 
guilty; they are not able to bring 
them to book and prosecute them. 
This also one thing which shows that 
they are becoming ineffective.

MR. CHAIRMAN: Please do not 
answer us superficially. We would 
like to have an intimate dialogue 
with you and a very detailed dia­
logue. We will call you again if 
necessary. We would like you to
ritiare your knowledge with us, in
greater depth* Kindly come out 
with what the problems *re and 
what the difficulties are.

SHRI V. V. BADAMI: I will take 
up this matter of prosecution In this
prosecution, it is very difficult tc
prove. The Courts have actually in­
sisted tihat even if particular books 
of accounts have been seized from 
the assessee’s house, we have got to 
prove to the satisfaction of the Court 
that they were written at the in­
stance of tlhe assessee from whose 
premises we seized the books of ac­
counts.

MR. CHAIRMAN: This is the cri­
minal law of the country.

SHRI V. V. BADAMI; It is com­
mon knowledge that the accounts are 
not written by the assessee. They 
are written by his munim. You have, 
in tlhe Income tax Department.........

MR. CHAIRMAN: Are you then 
suggesting that we should amend the 
criminal law; that we should change 
the entire criminal jurisprudence?

SHRI V. V. BADAMI: We have to 
work within our limitations. We have 
certain limitations within which we 
have to work. What we can prove
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to the satisfaction o1 the court, and 
what we can infer for the purpose of 
assessments, are two different things. 
In practice, we have found that the 
courts are not satisfied with the evi­
dence which we place before them, 
whereas we think that we have ob­
tained primary evidence.

MR. CHAIRMAN: The burden of
proof lies on us. About it, the crimi­
nal law is well established. Whatever 
be the deficiencies of the Depart­
ment in getting at the facts, we can 
certainly remedy them; but if you 
want us to change the entire con­
cept, it would be difficult for us.

SHRI V. V. BADAMI: As you 
would appreciate, it is too much of 
a problem lor me to say everything 
at this hearing. I have several 
thoughts in my mind. But in actual 
practice, we find that we do have 
difficulties in spite of having a special 
counsel for prosecution alone. He 
goes through the material and sifts 
it. The moment the assessee himself 
volunteers to say: “This is what I
wrote and what I did,” it becomes 
infructuous The court says: “What 
are you going to prosecute him for?” 
So, we have to proceed a little more 
in detail; and say that there was a 
motive to conceal things. We learn 
by studying the decisions which are 
handed down by the court, to know 
as to what is the further proof that 
they need. That is the real problem.

MR. CHAIRMAN: You are in the 
process of understanding the piob- 
lem a little more thoroughly.

SHRI V. V. BADAMI: Things are 
very clear in a case of criminal 
assault and any other criminal act, 
but in the Income-tax Act, because 
of its inherent nature and complexity 
of the provisions, it becomes all the 
more difficult for us to anticipate the 
degree of proof that is required. That 
is an inherent difficulty, especially 
in our working.

MR. CHAIRMAN: We can consider 
that.

SHRI V. V. BADAMI: It is in the 
Income-tax Act that we have powers 
of search and seizure. In the income- 
tax assessment cases tax evasion is 
an accepted activity. In many cases, 
the assessed income is different from 
the returnee income. An assessee also 
accepts it; which means, prima jacie, 
that there was concealment. Search- 
and-seizure is one of the methods of 
trying to bring to light certain infor­
mation. This is not, by itself, going 
to unearth all the black money in 
the country; but it is one of the 
very effective means.

SHRI VASANT SATHE: I get the 
impression, after hearing Mr. Badami 
so far, that we are only on the short 
point of searches, criminal procedure 
code, law of evidence relating to it, 
and the burden of proof to be estab­
lished. And that is the end of the 
matter. But how do these things 
help us to get Rs. 9 crores instead of 
Rs. 7 crores? This is where we get 
stuck up. I think our Committee here 
would not be satisfied with limiting 
itself to this> because the problem 
before this country is that we are 
not getting revenue. The black 
money is growing every day to the 
tune of thousands of crores of rupees. 
I believe that as an expert in this 
job, you should be able to help us 
and to tell us something about it. 
Once the money is generated, whe­
ther it is black or white, it operates 
in certain areas and certain fields. It 
is either converted into asseta or 
moveable property like jewellery, 
gold etc., or fixtures and furnitures, 
or invested into some industries, or 
kept in lockers. Have you made any 
study as to where this money nor­
mally gjets locked or smuggled? If 
you have done so, you can tell us its 
results; then w,e will know the ex­
tent of black money and in which 
major areas it is operating. Once we 
know that, we should be able to 
know as to what are the remedial 
measures that are required. We are 
willing to give you all the force you 
need. We have a huge army and 
police force. You must tell us: “such-
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and-such are the areas and such- 
and-such an amount of forces is re­
quired and that such and such are 
the powers we need, to locate them.”  
Unless you help us in this manner, 
all this talk will be too superficial. 
We know your limitations in regard 
to seizures. You will be able to get 
documents and sort them out, to help 
you and the assessee. As the Cr.P.C. 
stands, the burden of proof is on you 
and the accused is supposed to be 
innocent. In social crimes, the bur­
den should be on him. We would like 
to amend it that way. Social crime 
is a much more evil crime; and we 
cannot throw the burden on the 
authorities. It should be on the 
assessee. There is nothing wrong in 
it. The evidence law can be chang­
ed, as far as the burden of proof is 
concerned. Would you kindly help us 
in these areas? I am interested in 
knowing as to how we can get 
Rs. 10,000 crores.

SHRI V. V. BADAMI: I will ans­
wer your points briefly. Your ques­
tion has covered the entire gamut of 
what is happening in the country. I 
had said that I would like to preface 
my remarks with reference to a par­
ticular specialized field of experience 
which I have acquired by virtue of 
my posting as the Director of Inspec­
tion and Investigation. In the Taxa­
tion Laws (Amendment) Bill, the 
°ntire amendment in the Act is 
focussed on the problem which you 
nave mentioned. The legislature will 
certainly go into it, in detail in re­
gard to the various amendments; and 
I think the answer to many of your 
problems should be found when the 
entire amendment goes through. Our 
set up is a little Cell for making a 
little more detailed examination of 
the subject.

SHRI VASANT SATHE: This is a 
very important Cell. Your Cell alone 
can tell us as to where the black 
money operates and where you can 
locate it.

SHRI V. V. BADAMI: I will ans­
wer it. Recently we have had various

searches. These searches have in cer­
tain individual cases been successful 
while in other cases they have not 
been successful.

The hon. Member had wanted to 
know, where a person kept his black 
money. Let me give you a simple 
instance. This is what is happening 
in the film world today. This is what 
I hear. I cannot vouch for it, because 
informants come to me and talk to 
me. Some of the film artistes who 
were searched carried much less 
money than what an average middle 
class man would carry. The explana­
tion given to me by the informant 
was that thesie people who earned 
these huge amounts no longer kept it 
as money or as valuables, at home, 
but they bought building materials 
which are put away in unknown 
godowns, and when the necessity 
arose for them to raise the money, 
they would convert it into cash by 
selling the building material, and 
thus they would again make a profit 
on black money. We have no way at 
all of knowing where they have 
stored the building material, whether 
they have kept in the form of steel 
or cement and so on except that— 
they have their faith in their brokers. 
This was one of the explanations 
given to me by an informant who 
said that however much we might 
search the houses of these people we 
would not be able to get at any­
thing, because they had their own 
agencies and they had their own 
methods of secreting black money. 
They do not put in a bank account 
because we can always look into the 
bank account. They do not put in the 
lockers, because at the time of the 
search we may get the key to the 
locker. They do not hide it in the 
house also because by now we have 
become experts who can try to locate 
hidden money. T hey have a thou­
sand ways of keeping this black 
money in other forms.

SHRI VASANT SATHE: It may be 
converted into cement or building 
material. But wh’ere there is a wiU. 
there is a way. With experts such as
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you have, it should not be difficult 
to check these sources of hiding also. 
After all, building material is not 
something which you can put under­
ground and hide. There may be go- 
downs where they are kept, but we 
can take care of them. You can 
tell us and we shall devise measures 
to deal with that.

MR. CHAIRMAN: I want hon.
Members to appreciate one thing, 
namely that the witness is a specia­
list in one particular field. His job 
essentially is to carry out searches 
and seizures, that is, the intelligence 
part. It will do the Committee a lot 
of good if hon. Members would con­
fine themselves to the limited sub­
ject of intelligence and searches and 
seizures, because that is a very im­
portant aspect.

SHRI VASANT SATHE: This was 
of the nature of intelligence. I am 
trying to find out the new areas of 
hiding.

MR. CHAIRMAN: He has said that 
black money is not kept in the form
of currency.

SHRI VASANT SATHE: Are you 
not interested in knowing whepe 
black money is?

MR. CHAIRMAN: I am certainly
interested in knowing it. In fact, if 
Mr. Badaxni could have identified 
where black money is kept, tkere 
would have been no necessity for 
this Bill. And it would be an over­
simplification of the problems. What 
has happened is that black money is 
converted into all sorts of assets, and 
all that the witness is saying that he 
does not know where it is. What we 
are interested in knowing is this. 
Wl^re exactely is the weakness of 
administration? Where exactly is the 
weakness of law whereby the people 
are no longer scared of the raids, and 
if at all there is anyone who is 
scared by the ra*d, he is the honest 
man who says that you may do all 
that you can to harass him and he 
will pay what is demanded of him?

SHRI VASANT SATHE: I was prer 
cisely coming to that.

SHRI V. V. BADAMI: To complete 
my answer to Shri Sathe’s question, 
I may tell him in what other assets 
the black money is invested. . . .

SHRI VASANT SATHE: And the
corollary would be this; if these art 
the areas, what are the powers re­
quired which you do not have today 
to tap it? That was why I asked that 
question.

SHRI V. V. BADAMI: The answer 
to your query cannot come from the 
Income-tax administration. It is hu­
man ingenuity which is responsible 
for it and which creates this.

SHRI VASANT SATHE: Are you
trying to suggest that your ingenuity 
or Government’s ingenuity is far 
inferior compared to the ingenuity of 
those b'ack-marketeers who hide the 
income to the tune of Rs. 10,000 
crores and your ingenuity is so poor 
that you can get only Rs. 7 crores? 
Is that what you are trying to sug­
gest to us? Then there is something 
very wrong with the whole system.

SHRI V. V. BADAMI: I am afraid, 
I have been misunderstood. When I 
talk of ingenuity, I am not compar­
ing the powers of Government on the 
one side with the ingenuity of the 
individual on the other side. I am 
only referring to the ingenuity of the 
clever man; that clever man can be 
in the Government, he can be a 
member of the public; that is imma­
terial in my opinion. The man has the 
ability to organise his affairs in such 
a way that he knows our limitations 
and he is able to operate beyond our 
limitations; he knows what our 
powers are, what our time element 
is, and what our man-power is and 
he is able to place ahead, just as in 
an organised crime, the very intelli­
gent man get away with it whereat 
only the man who is not so intelli­
gent gets caught, likewise, in income- 
tax aleo, there are timid people and 
th<* moment the raid takes place they
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come out with a complete confession 
of whatever they have hidden and 
they have placed themselves absolutely 
at the mercy oi the Department, say­
ing ‘You may settle in any manner 
you like; I would only like the izzat 
and honour of myself and my family 
to be saved I do not mind paying 
whatever you demand; I do not mind 
becoming even a pauper by paying 
the tax to the Department*. But there 
are other people who are so hard. I 
do not want to mention the names. 
But we had conducted in January 
one of the biggest searhes and we got 
Rs. 32 lakhs. The case came up for 
hearing in August and it went on for 
nearly a month and a half. Till today, 
the judgment has to been delivered. 
We are yet to pass the order under 
section 132(5). For making this 
order, we have got to go to the various 
assessments which we have to reopen 
where we have to take a decision 
that this relates to those years. But 
the assessee would be utilising this 
additional time to create evidence for 
himself.

MR. CHAIRMAN: That was what 
Mr. Bhagwat Jha Azad had pointed 
out earlier.

SHRI V. V. BADAMI: We are ab­
solutely helpless because there is an 
injunction. That is one ol the points 
which I have been wantig to make. 
Just as there are provisions in other 
Acts, likewise, here also, a provision 
may be made that an order passed 
under section 132(5) shall not be 
made the matter of appeal before a 
court; but after all, one could resort to 
article 226 and seek a remedy. Ab 
long as we have been rendered 
immobile by the court injunction, the 
assefcsee would be creating evidence 
to cover this huge amount of Rs. 32 
lakhs which we had seized.

SHRI VASANT SATHE: We appre­
ciate that. But my question still re­
mains unanswered.

SHRI BHAGWAT JHA AZAD: 
These provisions are there not merely 
for income-tax but other things also,

for dacoity, for robbery, for theft 
etc. When we want to prosecute a 
man, he will naturally try to defend 
himself. Am I to understand from 
what the witness has stated that the 
income-tax law of this country is 
still in a very primitive stage where 
nothing can be said with certainty 
and it is a continuing process and it 
is not possible to fix it up? If it is 
Baid that the income-tax law is in 
such a primitive stage that nothing 
can be said with certainty about it 
and the culprit can never be located, 
then I would only conclude that the 
whole thing requires a very thorough 
overhaul and under the present Act 
a& it has been framed nothing can 
be done against the assessees and the 
offenders, and that is really a very 
disturbing thing.

MR. CHAIRMAN: What more de-
vasting qualitative change would you 
need in your favour?

SHRI V. V. BADAMI: I hope you 
would recall my opening words. 
Probably I had not made myself 
clear. We have powers. We are not 
asking for more powers. It is up to 
the Government to arms us with 
more powers. I was only on the 
limited point that if we were given 
more powers and more facilities, we 
could certainly give a better account 
of ourselves.

MR. CHAIRMAN: If you say that 
the powers are adequate, does it 
mean that your techniues or norms or 
methods are not sophisticated, modem 
and up-to-date to get at the assessee 
and fix him and pin him down?

SHRI V. V. BADAMI: I think the 
Income-tax Act in India is as sophis­
ticated as any other Act in any part 
of the world, and I have no doubt 
about it.......

MR. CHAIRMAN: I dQ not know 
whether it is sophisticated but, it is 
the most complicated.

SHRI V. V. BADAMI: The powers 
are there and the desire to get at 
the assessees is there. But as I start­
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to what extent this can be done. 
Supposing we are given the man­
power and the striking force which 
I have asked for, if I appear before 
this committee three years hence, I 
must be able to give a better account 
of myself saying that this is one way 
where we have progressed....

ME. CHAIRMAN: You have made 
that point very successfully that un­
less you have more manpower and a 
better and wider organisation you 
will not be able to be effective.

SHRI BHAGWAT JHA AZAD: 
From these three important sugges­
tions that the witness has given, it 
appears that it is purely an internal 
arrangement and admnistrative action 
to be taken by the Government and 
the Board. So, does it require the 
Select Committee Members to do it?

MR. CHAIRMAN: I wish the Min­
istry of Finance was represented by 
way of the Minister of State at least. 
This is a very relevant question 
which has arisen before the Com­
mittee. We shall certainly take cogni­
zance of it.

SHRI VASANT SATHE: I thought 
the Minister of State for Finance was 
here.

SHRIMATI SUSHILA ROHATGI:
I am certainly assure the Chairman 
that all this would be taken into con­
sideration when we deal with it.

MR. CHAIRMAN: Our Committees 
concern is, why it has become neces­
sary to come and put it to the Select 
Committee. It should have been tak­
en care of earlier.

SHRI BHAGWAT JHA AZAD: 
When we had been to Madras, Mr. 
Sadagopan said in the course of the 
suggestions on administrative reform's 
that he did not get enough power to 
look after the raided cars and vehi­
cles that he brings into his com­
pound. He also said that in the 
income-tax divisional office there are 
no materials like paper, pencil, type­

writer and all that. If there are 
enough powers with the Government, 
when these persons organise a raid 
in Bombay, Calcutta and Madras, it 
would be better. If this particular 
Intelligence Directorate has not got 
enough men, how shall we proceed? 
Shall we recommend in this report 
that there should be more persons on 
the Cell in the four cities in India? 
We want to understand this.

MR. CHAIRMAN: We will have to 
discuss it with the Minister. So far 
as the witness is concerned, he has to 
satisfy us that his norms and techni­
ques are proper and the law that we 
are working upon is just and reason­
able and it takes care of the difficul­
ties in so far as the anxiety of the 
Government and the Committee in 
unearthing black money is concerned. 
Let us be very clear on one point. 
Our basic objective is to help you as­
sist in unearthing black money. 
Therefore, in that context, I would 
really want you to share the ideas 
with us. If the figures indicate any­
thing, your effort is really very in­
effective. It has neither yielded 
revenue nor sent people to jail nor 
has the punishment been deterrent. 
It has become a nuisance in the sense 
that every third day be read about 
the searches and in society they have 
been taken as the biggest practical 
joke. We do not want this to hap­
pen. You may search hundred people 
or just 50 people, but those 50 people 
that you search must be put in jail to 
languish there for seven years. That 
is the type of administration we 
want.

SHRI VASANT SATHE: It would 
be helpful if you told us one thing. 
In this law which we are amending, 
there are two aspects. One is the 
power or the force that you want; 
that is not covered by this Bill. We 
can still recommend to the Govem- 
and plead for it on other forums, if 
necessary.

The second thing is can you tell us 
now what amendments you would 
like in the income-tax law which is
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i before us so that tomorrow you need 
- not tell us **What can I do? This 

particular section gives the loophole 
to the assessee to evade the payment 
<*f tax, and so it becomes dilatory 
and so on,, As you pointed out the 
power of appeal helps him to go on 
merrily over cases in the Supreme 
Court for 10 years, and that way your 
effort is frustrated. Can you tell us 
those measures which require 

amendment so that at least one 
aspect is taken care of, that is, the 
legal aspect? The administrative 
power is another aspect.

ME. CHAIRMAN: We want you to 
give us a summary, precisely as to 
what you want us to do in respect of 
the amendment of the law, and in 
the administrative matters, what you 
will like to do.

SHRI VASANT SATHE: So that
next time you will be able to come 
to us and say “I have been able to get 
Rg. 2,000 crores of black money from 
these criminals who have been at 
large in this country, with the powers 
given to us.”

SHRI P. G. MAVALANKAR: I
want to pose the question slightly 
differently. Mr. Badami said just now 
that the powers are wide but the 
other things are lacking. Two other 
hon. Members spelt out what are the 
things that are lacking, namely man­
power, facilities, techniques, etc. The 
witness also complained about certain 
legal procedures and the court pro­
ceedings, etc., which tend to delay 
matters. Supposing, he had at his 
disposal the methods, techniques and 
other things up-to-date, very effective 
and very modern, would he then see 
a case for modifying some of the 
complications to which you referred 
to in the income-tax law, so that 
those powers with the Government 
which are only on paper are lessened, 
the complications are reduced to some 
extent and the consequential legal 
difficulties will be less?

MR. CHAIRMAN: What he is sug­
gesting is a better and a more efficient

force to work upon with lesser 
powers.

SHRI P. G. MAVALANKAR: Is
that possible?

MR CHAIRMAN: He is complain­
ing of the existing powers. I would 
request you not to insist on an 
anser to this question. Now, Mr. 
Badami, please summarise your 
points.

SHRI V. V. BADAMI: It is a tall
order. You have been kind enough to 
elaborate some of the points which I 
did not make effectively. I hope what­
ever we have discussed must have 
gone on record.

MR. CHAIRMAN: Everything that 
is spoken here goes on record.

SHRI V. V. BADAMI: I shall be 
glad if we can move on to the next 
clause because I have something to 
say on clause 53. That is a new chap­
ter which is being introduced for the 
settlement of cases.

MR. CHAIRMAN: Settlement ma­
chinery is something connected with 
the Directorate of Inspection?

SHRI V. V. BADAMI: You were
good enough to say that I am con- 
concerned with search and seizure. 
But I am also concerned with the 
investigation of income-tax cases 
with the Commissioners of Income- 
tax. I am, so to say, an extension of 
the Board, because through me, the 
Commissioners seek additional assis­
tance or additional enlightenment; 
they come to the Directorate, because 
the personnel working in the Direc­
torate is a small compass engaged in 
searches and seizures. Wherever the 
expected concealment of income is in 
excess of Rs. 20 lakhs, those cases are 
supervised by the Directorate in 
consultation with the Board, so that 
there is a three-way traffic. The 
Commissioners can write to me, and 
the Board writes to me and we all 
get into a huddle and see in what way 
or process this investigation could be 
attended to. The Directorate hai an 
associated responsibility—I would
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not say all the responsibility—with 
the Central Board. Where the Board 
has desired that the Directorate 
should alao look into settlements in 
the past. We have done it and under 
the present circumstances also, we 
have been rendering assistance in 
reaching settlements in the settle­
ment cases, stage by stage.

MR. CHAIRMAN: I do not mind 
your making comments on the Bill; 
we will hear you since we have called 
you. But we would want you to ex­
haust first whatever you have to tell 
the Committee on the provisions and 
other matters connected with investi­
gations, because the generation of 
Wack money is one thing. Unearth is 
the second aspect. If an assessee was 
frightened that black money genera­
ted would be traced by you, he will 
possibly not generate it. And that 
is a vety important aspect of the 
Bill. As I remarked earlier, first, you 
exhaust your submissions on the pro- 
misions relating to administrative 
and other relevant matters of investi­
gation. You have suggested that an 
order under section 132 (5) should 
not be the subject-matter of appeal. 
Appeal to whom? Are you referring 
to the appeal to the Board?

SHRI AMRIT NAHATA: I would 
place a concrete example before him. 
Suppose I go to an ITO and place my 
balance-sheet before him an.i I show 
that in a particular business 1 had in­
vested Rs. 5 lakhs. Suppose he asks me 
wherefrom I have brought that 
amount of Rs. 5 lakhs and I tell him 
that it came to me from an agricul­
tural farm which I own in a particu­
lar area. The ITO has a genuine doubt 
that that particular farm cannot 
generate so much income. Does the 
ITO have power to verify, and does 
he come to your directorate? Do you 
the investigate into the matter whe­
ther I really had so much income 
from that farm? Do you have the re­
quisite legal powers and the person­
nel to find out whether the source 
o f income that I have shown is ge­
nuine? If you find that it was just a

camouflage to convert black money 
into white, what do you do about it?

SHRI V. V. BADAMI: I shall ans­
wer these questions in the sequence 
in which you have raised them. On 
these points, the ITO does not come 
to the directorate, because he works 
under the Commissioner of Income- 
tax, and if the commissioner feels 
that any assistance or guidance or
liason with higher authorities is
necessary, it is entirely his free will
to make a reference to the directora­
te. On the second issue namely 
whether the commissioner under 
whom the ITO works,, and who also 
has the inspecting assistant commis­
sioners, has inspectors trained in
this job who can go to the particular 
area where the person is supposed to 
have the agricultural farm or fruit 
orchard and so on, I would submit 
that they go through the agricultural 
records and test the veracity of the 
statement made before the authori­
ties. If it is found consistently that 
either the land has been lying fail 
fallow or the crop has been a failure 
for last two years or so or that tht per­
son is an absentee landlord or has not 
invested much money or time or 
energy in that land, that is sufficient 
evidence to discard whatever evi­
dence he has been trying to lead and, 
therefore, the camouflage cases to be 
a camouflage, and he stands exposed 
and the amount in the hands of the 
assessee gets taxed.

MR. CHAIRMAN: I did not get 
your suggestion in regard to section 
132 (5) clearly. It is not appealable 
as it is. So, what is your problem? 
where is the provision for appeal for 
cases under section 132(5)?

SHRI V. V. BADAMI: When sei­
zure takes place, within 90 days of 
the seizure, the ITO has to pass a 
summary order. The section says that 
in computing the time for passing 
this order which 90 days there shall 
be excluded from it the time for 
which through an injunction by the 
court, an order could not be passed. 
In the instance which I mentioned the
I.T.O. was in the process of passing
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to the court and the court heard the 
case for an extended perod on this 
limited issue whether an order under 
section 132 (5) could be passed. Even 
now the court has not passed any 
crder on the writ petition that re had 
filed. Since the injunction is tnere, 
we cannot go to those assessments 
which we wish to reopen.

MR. CHAIRMAN: So, what do you 
want?

SHRI V. V. BADAMI: We are
hampered in our search case, be­
cause there is a writ petition in the 
court and there is an injunction.

MR. CHAIRMAN; Are you sugge- 
ting that the writ jurisdiction should 
be barred?

SHRI V. V. BADAMI: Just as it is 
barred under some other provisions.

MR. CHAIRMAN: I can understand 
your saying that this shall not be 
the subject-matter of any appeal be­
fore any court. But that cannot pre­
vent the court from exercising its 
writ jurisdiction under article 226. 
Do you have in mind that the writ 
jurisdiction should be barred?

SHRI V. V. BADAMI: Probably, I 
have been confused on that issue.

SHRI VASANT SATHE: Would
you like to suggest that even then 
there should be some provision which 
would enable you to carry out the 
purpose of the provision?

SHRI V. V. BADAMI: A provision 
to that effect is not necessary be­
cause many of the High Courts have 
been good enough to tell us that we 
may continue the process of assess­
ment, but we shall not serve notice 
of assessment On that. What I meant 
was that these were time-consuming 
processes, namely making submissions 
before the court, obtaining the oiders 
and so on.

SHRI VASANT SAlpBE: You had 
said earlier that the appeal should 
not be allowed.......

MR. CHAIRMAN: He has said that 
he was a little confused on that.~

SHRI VASANT SATHE; What was 
in his mind? Probably he was hav­
ing in mind that this process of in­
vestigation and completion of assess­
ment was getting thwarted because 
of this legal impediment.

SHRI V. V. BADAMI: That is there 
and it cannot be denied that it i3 an 
impediment. "But as the chairman 
has just pointed out, the writ juris­
diction cannot be taken away.

MR. CHAIRMAN: Section 1S5 (2)
does not relate to assessment order 
but to summary assessment m which 
you have to estimate the undisclosed 
income in a summary manner.

SHRI VASANT SATHE: Is that
prevented by the writ jurisdiction?

MR. CHAIRMAN.* He says that it 
has been prevented.

SHRI ^VASANT SATHE: In h )w 
many cases? It may be in one out o f 
several hundreds.

MR. CHAIRMAN: If it is short of 
writ jurisdiction, we can consider. 
What will happen under the writ 
jurisdiction is palpably outside our 
scope.

SHRI V. V. BADAMI: In the major 
search cases, either the power of the 
director to issue the warrant or that 
of the commissioner has been chal­
lenged, but even then it has been 
decided that the director is compe­
tent and the provisions are absolu­
tely intra vires, and there is nosdiflfi- 
culty at all on that score.

MR. CHAIRMAN: The Supreme 
Court’s latest decision is there.

SHRI V. V. BADAMI: There, the 
point taken is why the director of 
inspection should come in at all be­
cause the commissioner is there. But
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I have said that the jurisdiction does 
lie. But that is only an enabling pro** 
vision at the time of warrant and 
search by the director of inspection 
or the commissioner.

I was coming to the provision 
under section 132(3) where we do 
not seize the assets but we serve a 
prohibitory order. In one of the re­
cent cases where a writ has been 
filed, the point has been taken and 
ttie case has been admitted for hear­
ing. Supposing after 90 days we open 
the cup-board and we find that there 
are assets, the question arises whether 
they would be covered under the 
order under section 132(5), because 
it may also contain valuables and 
other materials. According to the 
writ petition, it is contended that it 
must be from the day the search and

XT 2. Shri C. R. Krishnamurthy 
Commissiner of Income-Tax, 

Calcutta. |
2. Shri O. V. Kuruvilla, Commi­

ssioner of Income-Tax, Bom­
bay.

3. Shri B. A. Shariff, Commissio­
ner of Income-Tax, . Atimeda- 
bad.

(The witnesses were called

MR. CHAIRMAN: I must point out 
to you the Direction of the Speaker, 
Lok Sabha, which governs the evi­
dence tendered before this Commit­
tee. The Direction is that the evi­
dence you give before the Committee 
would be treated as public and is 
liable to be published unless you 
specifically desire that all or any part 
of the evidence tendered by you is 
to be treated as confidential. Even 
though you may desire your evidence 
to be treated as confidential, it is 
liable to be made available to Mem­
bers of Parliament.

•The entire evidence tendered by 
Krishnamurthy and B. A. Shariff, 
been treated as confidential at their 
been kept in Parliament Library for 
ment only. #

seizure had taken place. That i* a 
slightly ambiguous provision and 
needs to be looked into.

MR. CHAIRMAN: We will consi­
der this aspect.

Any other point regarding this?
SHRI V. V. BADAMI: I think, in 

have exhausted by points on this. I 
have said whatever I wanted to say 
in connection with the field in which 
I am working. As regards the ocher 
points-----

MR. CHAIRMAN: If you want U3 
to consider something in regard to 
provisions which are unconnected 
with this, you can send us a note. We 
will consider that.

SHRI V. V. BADAMI: Yes.
MR. CHAIRMAN: Thank you.

(The Witness then withdrew).

in and they took their seats)

Would you like it to be treated as 
confidential?

SHRI O. V. KURUVILLA: I would 
like to have it treated as •confiden­

tial

SHRI C. R. KRISHNAMURTHY:
I would like it to be treated as ♦con­

fidential.

SHRI B. A. SHARIFF: I would
also like it to be treated as ‘ confi­
dential.

Sarvashri O. V. Kuruvilla, C. R. 
Commissioners of Income-Tax has 
request. Two copies thereof have 
reference by the Members of Parlia-
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MR. CHAIRMAN: Mr. Roy, it is the 
convention that the Chairman must 
point out one of the Directions by 
the Speaker of the Lok Sabha, which 
Roverns your evidence before the 
Committee. It says that whenever a 
witness appearg before a Committee 
to give evidence it shall be made 
fclear to him that his evidence shall 
be treated as public and is liable to 
toe published, unless hg specifically 
flesires that all or any part of the 
evidence given by him was to bo 
treated as confidential. Moreover, 
even though the witness might desire 
Jhis evidence to be treated as confi­
dential, such evidence is liable to be 
made available to the Members of 
Parliament.

SHRI S. K. ROY: Sir, I understand 
the import of the Direction. We have 
no objection to the material being 
used in any manner by the august 
body.

MR. CHAIRMAN: Now, you may 
proceed.

SHRI P. S. GOPALA KRISHNAN; 
Sir, we are entirely in your hands as 
to in what order we should proceed.

MR. CHAIRMAN: It is entirely f jr  
you to decide as to what points are 
important for the Committee to know. 
If you leave it to me, before you com­
mence, I would like you to answer a 
few questions about the Audit by the 
Comptroller and Auditor General.

It has been complained to us very 
very bitterly that the Audit by the 
C. and A. G. several times exceeds 
the scope of the Audit. This is the 
complaint made by various Depart­
ments to us that they go into the in­
terpretation of law which is not their 
domain, strictly speaking and that 
instils a fear in the minds Qf the 
officers from acting freely and fear­
lessly. Secondly, they seem to be 
working in ia spirit of fault-fiding 
so far as the Department is concerned 
with the result that a lot of time is 
wasted only in the process of comply­
ing with the Audit.

The manner in which the whole 
Audit seems to have been carried out
has created such an awe that the 
Department is not able to mobilise 
its talent and its working as much 
as it should like to do to the best of 
its ability.

Now, the streamlining of the admi­
nistration is a part of the purpose of 
this Bill. In Madras and elsewhere 
also, the officers, specially, the junior 
officers of the Department complained 
very very bitterly to us about the 
Audit. Do you subscribe to this view?

SHRI P. S. GOPALA KRISHNAN: 
We entirely subscribe to the view 
which you have propounded.

MR. CHAIRMAN; I have not pro­
pounded. I have only summarised 
the Departments’ case.

SHRI P. S. GOPALA KRISHNAN: 
About the role of Audit, they have 
exceeded the functions assigned to 
them by the Constitution. It has had 
a very demoralising effect on the 
officers themselves because every 
time they make an assessment, they 
consider it in advance what will be 
the repercussions if the file is audit­
ed by the C. and A.G. Apart from 
this, we have a complete set-up to 
deal with Audit, objections and to 
answer audit queries which takes 
away a lot of time.

MR. CHAIRMAN: Have you 'any 
specific instance to show that they 
have exceeded their scope of Audit* 
that they have been unreasonable in 
their attitude and that attitude has a 
demoralising effect on the officers? 
You may not be ready with those ins­
tances just now. You may do it later 
on.

SHHI P. S. GOPALA KRISHNAN: 
We will be able to give such ins­
tances if we are given sufficient time.

SHRI VASANT SATHE: If the
Audit entails a burden on your regu­
lar work and takes away a lot of 
your time, which type of audit re­
quirement do you have in your mind?
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SH*I P. s. GOPALA KRISHNAN: 
The procedure that the Audit follows 
is that they first give a half-margin 
note showing what objections they 
have raised and they ask for preli­
minary views. Thereafter, the point* 
are discussed with the Income-Tax 
Officers by the Accounts Officer of 
the Audit Department. If they do not 
agree, if the Income-Tax Officer does 
not agree with view taken by the 
Audit, it goes to the Deputy Accoun­
tant General. . . .

SHRI VASANT SATHE: Is the
objection by the Audit in the natuie 
of merits of assessment?

SHRI P. S. GOPALA KRISHNAN: 
Yes, Sir.

SHRI VASANT SATHE: I want to 
know whether within the framework 
of particular law as laid down by 
the Supreme Court or by the High­
est court of the land, in a particular 
case, the assessment was not made 
in accordance with the law or other­
wise. Ie that the type of objection 
which is normally raised?

SHRI P. S. GOPALA KRISHNAN: 
It is very difficult to answer the 
question in this manner.

SHRI VASANT SATHE: We wpre 
more impressed by an argument tfiat 
when the decision is given by the 
Supreme Court, then the question 
of interpretation, rightly or wrongly 
by the Department should not be*so 
much a matter of jurisdiction of the 
Auditor General. If it i« a question 
that it takes away much of your 
time, that is a different matter. Are 
these cases strictly within the ambit 
of Audit per se, meaning thereby 
that even though the law clear and 
there is no dispute, yo.u have not 
followed the procedure and you have 
allowed certain concessions and other 
things? What is the nature of objec­
tions of the Audit which causes a 
demoralising effect on the Officers?

SHRI P. S. GOPALA KRISHNAN: 
There are two or three types of 
objections which really boil down to 
this.

The first type of objection is based 
on a decision given much later. We 
go back to certain records and say 
that the view taken by the Officer 
at the time was wrong. We, there­
fore, apply the law to cases which 
have already been completed in the 
light of the decision given much 
letter.

MR. CHAIRMAN: If I understand 
you correctly, if the Supreme Court 
decides a matter in 1974 and certain 
views have been taken, say, from 
1970, the Audit says, as a result of 
that, that you have been taking a view 
which is contrary to the Supreme 
Court’s view and that this is what 
has happened in four years’ time, 
will you be able to give us such in­
stances?

SHRI P. S. GOPALA KRISHNAN: 
We will be able to give you such 
instances.

MR. CHAIRMAN: If there is a
decision given in 1974, do they go to 
1970?

SHRI P. S. GOPALA KRISHNAN: 
Yes; there is no restriction.

MR. CHAIRMAN: There is a rest- 
rictibn on the period of auditing*. 
Otherwise, there will be no finality.

SHRI P. S. GOPALA KRISHNAN: 
If there is a mistake which is com­
mon to several years, they go back 
to previous years also.

MR. CHAIRMAN: The Audit is
from year to year.

SHRI P. S. GOPALA KRISHNAN: 
When they find there is a mistake in 
one year and it is common to earlier 
years, they go back to previous years 
also and they raise an objection. ...

* *

MR. CHAIRMAN: Your grievance
is that a judgment is given in 1974 
and they say that because you have 
not taken this view from 1970 itself, 
the loss of revenue is so much in 
several years’ time, will you be able 
to give such instances?
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SHRI P. S. GOPALA KRISHNAN: 
Yes, Sir.

SHRI VASANT SATHE: So, this 
is one type of objection which has a 
demoralising effect on the Income- 
Tax Officers.

MR. CHAIRMAN: Firstly, they
do not confine their scrutiny to any 
particular year. They go back to pre­
vious years. A  certain interpretation 
of law given by the Supreme Court 
is applied retrospectively and ad­
verse comments art: made.

SHRI P. S. GOPALA KRISHNAN: 
The Audit is on a particular file. 
They do not confine themselves 
merely to a particular years.

MR. CHAIRMAN: They will go 
20 years back even?

SHRI P. S. GOPALA KRISHNAN: 
May not 20 years; may be 6 to €
years. ^

MR. CHAIRMAN: If they take up 
a file, they may go back to fc-G years.

SHRI P. S. GOPALA KRISHNAN 
T h ey  might go back to 5-6 yearr.

MR. CHAIRMAN: No question ot 
•‘might*’ . You answer it specifically. 
What according* to the rules laid 
down by the C. and A. G. is the 
period of stipulation?

SHRI P. S. GOPALA KRISHNAN: 
There is no such period of stipula­
tion.

MR. CHAIRMAN: 'Jliey go l>y the 
file; they will go back even 20 yr-ars.

SHRI P. S. GOPALA KRISHNAN: 
Yes.

MR. CHAIRMAN: What is your
next objection which has ;a demora­
lising effect on the Income Tax Offi­
cers?

SHRI P. S. GOPALA KRISHNAN: 
Sir, our next objection is one which 
involves the Department. The 
Department says follow a particular

line of reasoning regarding inter­
pretation of the instructions. Now, 
later on it is challenged and the 
matter poes to PAC or C. and 
A. G. and a different view is then 
taken. Then we are asked to review 
all cases where such type of mistak­
es have been committed. Now, ;a lot 
of time is taken in reviewing such 
cases.

MR. CHAIRMAN: Has your federa­
tion taken up the matter with the 
Board? If your grievance is that you 
are subjected to any harassment and 
explanations are asked for despite 
best work have you taken up the 
matter with the Board?

SHRI P. S. GOPALA KRISHNAN: 
We have taken up the matter with 
the Board authorities.

MR. CHAIRMAN: What do they
say?

SHRI P. S. GOPALA KRISHNAN: 
Earlier explanations were called for 
in innumerable cases whereas now 
the explanations are called for only in 
cases which ,are malafide. The very 
procedure of calling for explanation 
has its own bad effect.

MR. CHAIRMAN: What other
objections do you have?

SHRI P. S. GOPALA KRISHNAN: 
The discretion exercised by the ITO 
should not be the subject matter of 
any audit. In many Qases we find 
even the discretion is being challen­
ged

MR. CHAIRMAN: Mr. Gopala
Krishnan, I would request you to 
kindly give us a note giving specific in­
stances at an early date so that when 
we invite the representatives of the
C. and A. G. we ask him about these 
objections. I request the Chairman of 
the Board to relieve him for a fort­
night and let him devote his atten­
tion to this.
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SHRI ERA SEZHIYAN: Have you 
tfot to say anything about the inter­
nal audit.

SHRI P. S. GOPALA KRISHNAN: 
Internal audit is a part of our organi­
sation.

SHRI ERA SEZHIYAN: Along
with the other note, please give us a 
note about the impact of internal 
audit.

SHRI P. S. GOPALA KRISHNAN: 
Internal audit does not question the 
discretion. Its area is very specific. 
They do not exceed the bounds laid 
down by the Department. Secondly, 
no explanation is ever taken.

MR. CHAIRMAN: For fair assess­
ment it may be better if you give us 
the functions of the internal audit.

SHRI VASANT SATHE: They
may also point out to us if there is 
any conflict between the view taken 
by the Internal audit and the Reven­
ue Audit. We are interested in know­
ing to what extent you feel the re­
venue department is demoralising 
,and harassing. If you make out 
specific cases we will be able to place 
the same before the Auditor General 
for his comments.

SHRI H. M. PATEL: The internal 
audit has got a very limited function. 
In fact, if I may say, it is composed 
of very junior people and not the 
persons trained in audit. I only want 
to point this out. I am making a fac­
tual statement.

SHRI S. R. MEHTA: Not neces­
sarily so. Actually, the auditors and 
the C. & A. G’s party have also been, 
given ten or fifteen days training. 
They come over to the department 
and then can start interpeting the 
laws.

MR. CHAIRMAN: It is improper 
for us to discuss the relevant qualifi­
cations and experience. Let us stop 
with that. Some of them are compe­
tent while others are not competent. 
It is not for us to decide who is com­
petent. It is for the Auditor General

to decide. It is the Ministry and he 
who decide th,at. If they are com­
petent they are appointed as internal 
auditors.

SHRI H. M. PATEL: My statement 
is very specific. What are the qualifi­
cations of the members of the internal 
audit? Who are the members of the 
internal audit?

SHRI S. R. MEHTA: The internal 
audit party of the department consi­
sts of such clerks and officers who 
have been interpreting and executing - 
the provisions of law for a considera­
bly long time.

MR. CHAIRMAN: For the benefit 
of the Members, I may point out 
clause 16 of the Comptroller and; 
Auditor General (Duties, Powers and 
Conditions of Service) Act 1971. That 
provides the scope in these terms. I 
was not aware of it. Frankly speak­
ing, it is far more in scope than what 
the Company Law Administration 
provides..

“It shall be the duty of the 
Comptroller and Auditor General to 
audit all receipts which are payable 
into the Consolidated Fund of India 
and of each State and of each Union 
Territory having Legislative Assem­
bly and to satisfy himself that the 
rules .and procedures in that behalf 
are designed to secure an effective 
check on the assessment, collection 
and proper allocation of revenue 
and are being duly observed and to 
make, for this purpose, such exa­
mination of the accounts as he 
thinks fit .and report thereon."

'Make an examination for this pur­
pose’ means the purpose of ensuring 
that there is an effective check on pro­
cedures and the rules which are being 
observed to ensure that the payment 
of the receipts, etc., etc. . . In view 
of this, we will also have to go into 
it so as to know what is the scope o f ' 
the audit. It is precisely in respect 
of this that the Auditor General is 
being summoned here. It is a matter 
of opinion, Mr. Patel
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SHRI H. M. PATEL: It can be the 
other way. ;

MR. CHAIRMAN: May be. One
thing is clear that the scope is basi­
cally confined to ensuring satisfaction 
that the rules and procedures in that 
behalf are designed to secure an effec- 
tiye check. These are the crucial 
words. And they are the cardinal 
principles for interpretation of the 
provisions. He has to ensure that the 
rules and procedures are observed and 
there is an effective check on ensuring 
payments made into the Consolidated 
Fund of India. For that purpose, he 
has to ensure that he satisfies himself 
while checking whether or not the 
assessment is made in accordance with 
the provisions of the Income-tax Act. 
Well, it is a matter of opinion. I have 
very limited experience. Other Mem­
bers have far more experience in this 
matter.

Surely, I would like my friend here 
to submit his note because, I would 
like to examine the C. & A. G., as 
early as possible. This is a very im­
portant matter. I would request the 
Chairman of the Board of Direct Taxes 
to relieve you from the other work for 
this purpose so that you may submit 
your note within seven days. The 
Committee’s time-table is also fixed. 
We have to send the note to the
C. & A. G. also.

SHRI P. S. GOPALA KRISHNAN: 
We shall do our best.

MR. CHAIRMAN: I think ten days 
will be all right.

SHRI P. S. GOPALA KRISHNAN: 
We want at least fifteen days for this. 
We want this to be comprehensive 
enough.

MR. CHAIRMAN: All right, we
shall give you fifteen days. You will 
see*that your note reaches the Lok 
Sabha Secretariat within fifteen days.

SHRI P. S. GOPALA KRISHNAN: 
That will be done.

SHRI H. M. PATEL: I think it is
right that they should go into it and 
submit a comprehensive note to us.

MR. CHAIRMAN: Kindly make a 
note of para 1.72 of this report.

SHRI P. S. GOPALA KRISHNAN: 
Last time when we were here we had 
discussed the Chapter regarding 
settlement of cases and you were good 
enough to tell us that we should pre­
pare a memorandum. We have given 
another memorandum detailing there­
in the changes we would like to in­
corporate. In this we have given in 
what manner the present provisions 
should be modified or changed. May 
I proceed to explain the provisions 
which we would like to introduce in 
this Chapter?

We shall start with Sec. 245A.
MR. CHAIRMAN: I know Sec. 245A 

deals with the definition etc. Let us 
go to 245C(1). Why do you want to 
delegate the power? Why don’t we 
know the circumstances under which 
we can refer the case?

SHRI P. S. GOPALA KRISHNAN:
What we are concerned with is with 
regard to proviso to 245D(1). You 
will find on page 2 of our supplemen­
tary memorandum (please see page 31 
of the Bill) wherein we have made 
our suggestions. May I explain some 
of the changes that we have made? 
The only change that we have made 
is this. We retain the words ‘having 
regard to the nature and circumstan­
ces of the case’. There are two other 
conditions laid down which we are 
removing. The circumstances of the 
case will include both these condi­
tions. What is indicated in the proviso 
is being put down as sub-sections (2) 
and (3). We are making the wording 
simpler.

MR. CHAIRMAN: What is the
guide-line that you provide for the 
term *having regard to the nature and 
circumstances of the case'?

SHRI P. S. GOPALA KRISHNAN: 
We have put down sub-sections 12 and 
3’ for the guide-lines.
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comprehensive enough. I am very 
glad that you have stated that. What 
you say is that you have put 
down sub-sections (2) and (3). 
Then come to two and three.

SHRI P. S. GOPALA KRISHNAN: 
Two and three refer to cases referred 
to Wanchoo Committee of one-time 
defaulters or intended defaulters.

MR. CHAIRMAN: That means in
the case of an assessee which other­
wise however may be justified but if 
through proceedings of concealment 
under 271(1) (c) a tribunal is likely to 
come to prima facie conclusion that 
there is concealment then that case is 
shut out.

SHRI P. S. GOPALA KRISHNAN: 
No, Sir. Then Sub-section 3 comes 
in.

MR. CHAIRMAN: We will confide*
this. We see tile rationale.

SHRI P. S. GOPALA KRISHNAN: 
Further, Sir, the independent tribunal 
should be under the Ministry of 
Finance and not under the Ministry 
of Law. It is for coordination of 
work.

MR. CHAIRMAN: Do you think it 
will function better if it were to go 
directly under the High Court?

SHRI P. S. GOPALA KRISHNAN: 
It will be better.

SHRI VASANT SATHE: In Section
10 every application received under 
sub-section 1 shall be disposed of 
within four years from the end of the 
financial year.

SHRI P. S. GOPALA KRISHNAN: 
It is only a question of suggecting 
time-limit within which the applica­
tion should be disposed of. The Com­
mittee may decide about the time­
limit.

MR. CHAIRMAN: At least you 
should expect the new tribunal to 
function better. We will say: **It 
should be  disposed o f  expedifiorafty*\

SHRI P. S. GOPALA KRISHNANj 
I feel a time-limit is necessary.

MR. CHAIRMAN: Since you are 
suggesting one settlement tribunal 
don't you think in view of the comr 
plexities involved in various litigations 
we should have more than one settle­
ment tribunal.

SHRI P. S. GOPALA KRISHNAN.: 
We can have one each at Bombay^ 
Calcutta, Madras and Delhi.

MR. CHAIRMAN: Why do you
want it to be called 'settlement tribu­
nal* and not ‘settlement commission*?

SHRI P. S. GOPALA KRISHNAN:, 
The phraseology can be changed.

Then, Sir, sub-section 9 on page 3 
is very important. There was a 
lacuna in the Act where a settlement 
is made void there should be no pro­
vision for making re-assessment. Sir, 
there will be very rare cases where, 
settlement would become void.

MR. CHAIRMAN: We can provide 
that the limitation will otart from the 
day it becomes void.

SHRI VASANT SATHE: They are 
already providing for the limitation 
to start from the date of filing th* 
application.

MR. CHAIRMAN: But if the pro­
ceedings are kept in abeyance by th* 
court, the limitation might expire 
during this period. So, if it com­
mences from the date it is declared 
void.......

SHRI VASANT SATHE: There is a 
limitation under Section 153.

MR. CHAIRMAN: But the provision 
is that Section 153 will not apply and 
if the Section does not apply, th* 
limitation does not apply. Some 
limitation will have to be specifically 
provided.

SHRI P. S. GOPALA KRISHNAN: 
We have recast Section 245-E to 
make it more effective, by saying that
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where they desire to re-open certain 
assessments the provisions contained 
in Sections 34 and 153 will not apply.

MR CHAIRMAN: Subject to draft­
ing changes, 1 think this is necessary.

SHRI P. S. GOPALA KRISHNAN: 
In 245F we have made only a minor 
change that the Income-Tax Authority 
will have the same powers for 
investigation and enquiry also.

MR. CHAIRMAN: They already
have that power under the law.

' SHRI P. S. GOPALA KRISHNAN: 
But once it goes to the Tribunal, they 
have the exclusive jurisdiction. If 
you want the Income-tax authority 
to conduct enquiries and investiga­
tions, they should have the same 
powers as the Tribunal. It is only 
then that they can summon and 
examine witnesses and examine books 
of accounts.

MR. CHAIRMAN: That is at the
initial stage, not after the Tribunal 
or the Commission is isiezed of the 
matter. It is before they assume 
jurisdiction.

SHRI P. S. GOPALA KRISHNAN: 
But after the jurisdiction is assumed 
by the Tribunal, where is the machi* 
nery for the Tribunal to conduct the 
investigations?

• MR. CHAIRMAN: Then this power 
should be given for investigation and 
"enquiries which tare conducted speci­
fically under the direction of 'the 
Commission. Or do you want it for 
investigation and enquiry also.

SHRI P. S. GOPALA KRISHNAN: 
They have it already under the law. 
fiut after the Tribunal is seized of 
the proceedings, ii it is going to 
direct »some Income-Tax Officer to 
conduct investigations, he shouM 
have the power to summon witnesses, 
record statements, examine accounts 
•tc. That power has not been given to 
M m .

MR. CHAIRMAN: As I envisage it, 
what happens is this. When the pro­
ceedings go to the Commission, the 
assessee and the Department are tne 
two parties. So, the Department will 
have to protect its own interest.

SHRI P. S. GOPALA KRISHNAN: 
But what about the machinery for 
investigations?

MR. CHAIRMAN: The Tribunal
will determine the machinery. It can 
direct the Income-Tax Officers to 
conduct the enquiry, etc.

SHRI VASANT SATHE: What he
wants to say is that the machinery 
which is to conduct the investigations 
should have the same powers as the 
Tribunal.

MR. CHAIRMAN: Then that exer­
cise of powers should be subject to 
th^A directions of the Tribunal. What­
ever powers they are required to 
exercise will be specified by the 
Tribunal.

SHRI P. S. GOPALA KRISHNAN: 
Then, in 245F(2) we have provided 
that they should be treated as judicial 
proceedings and therefore, the provi­
sions relating to prosecution will 
apply if there is mis-representation of 
facts or fraud before the Tribunal. 1 
think this is important and necessary.

In 245F(4) we have provided that 
“during the pendency of any applica­
tion filed under sub-section 245-C, 
nothing in this chapter shall affect the 
operation of the other provisions of 
this Actf including the powers of the 
Income Tax Officer to make assess­
ments in the normal course, unlesis a 
specific direction to the contrary is 
given by the Tribunal” . The idea is 
that during the pendency of a peti­
tion, it may become time-barred.

MR. CHAIRMAN: In the petition 
itself they can ask for some such Gort 
of thing. I think you are only mak­
ing express what is implied.

SHRI P. S. GOPALA KRISHNA.N 
In 245H we have made some change*
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in the following respects. Payment of 
tax Or arrangements to pay it has 
been made a condition for granting 
immunity from prosecution or penalty. 
Otherwise, the whole object of a 
settlement wou d be nullified if the 
tax is not paid. So, we have made it 
a condition that before granting of 
immunity, either the tax levied 
should be paid or satisfactory arrange­
ments for the payment of the same 
should be made. „

MR. CHAIRMAN; I think it should 
be statutorily provided. In fact, after 
settlement, if he does not pay it, he 
should go to jail.

SHRI P. S. GOPALA KRISHNAN: 
The next one is with regard to the 
scope of the immunity. In the original 
amendment Bill it is provided that 
immunity may be granted from pro­
secution not only under the Income- 
Tax Act but alco under the Indian 
Penal Code and other Central Acts. 
We have to remove the other Central 
Acts from the scope of the Bill.

MR. CHAIRMAN: Why? Supposing 
there is a case which involves not 
only income-tax but also Central 
excise and things like that. If they 
want to go in for a settlement and 
you think it is a fit case for a total, 
composite settlement, what objection 
do you have to it?

SHRI P. S. GOPALA KRISHNAN: 
How far tho Settlement Committee is 
competent to deal with offences under 
other Central Acts is a points for 
consideration.

MR. CHAIRMAN: We may recom­
mend to Parliament, if it commends 
iteelf to the Committee, that there 
should be power vested in the Com­
mittee to settle all matters—because 
we are interested in the collection of 
revenue.

SHRI P. S. GOPALA KRISHNAN: 
It will have to be considered whether 
it is worth-while to grant immunity 
under other Acts also.

SHRI VASANT SATHE: Are you 
cuggesting, Mr. Chairman, that for 
the sake of collecting some lakhs, or 
even crores, we should give a blanket 
immunity under ail existing laws?

MR. CHAIRMAN: What I am
suggesting is this. Supposing a 
particular assessee has total 
assets worth crores of rupees—not in 
his own name but in the name of his 
wife, uncle or anybody else; he may 
say “go far as I am concerned, you 
cannot touch me, but if you are will­
ing to settle for two crores, I will give 
all the details to you” . Then the 
Tribunal may want to settle for two 
crores. In such cases whether or not 
the Tribunal should be vested with 
authority to condone all offences is a 
matter which the Committee may 
consider.

SHRI VASANT SATHE: That is a
very wide proposition.

MR. CHAIRMAN: Whether we can 
do it or not is also a question.

SHRI VASANT SATHE: I don't 
think we can.

MR. CHAIRMAN: What is your 
•suggestion? You think it is n o t  
possible for the Tribunal or Commis­
sion to grant immunity in respect o f 
other cases?

SHRI P. S. GOPALA KRISHNAN: 
Yes. Let us confine ourselves to this 
Act.

MR. CHAIRMAN: How did you 
make such a provision? What is the 
rationale behind it?

Even under Section 291, the Central 
Government has got the power, but 
not the Tribunal. It can only recom­
mend to the Central Government and 
if the Central Government sometimes 
feels diffident to take a decision, this 
may strengthen the hands of the 
Central Government in taking a deci­
sion.

Will it be ultra vires if this power 
is vested in the Commission?
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SHRI L. S. S. CHAKRAVARTHY: 
The power to recommend can be 
given. If the Central Government 
have the power already to grant im­
munity under 291 and the Commission 
is also to be given the power...

MR. CHAIRMAN; It will not be 
overlapping. Even if the Commission 
grants immunity, the Central Govern­
ment may or may not.

We can decide the issue—whether 
this power may be given to the 
Commission aa it was given to the 
Investigation Commission and if so, 
whether it should be given power 
directly or whether power with some 
limitation should be given.

SHRI VASANT SATHE: Since this 
is specifically in relation to the Income 
tax Act, I think a provision should be 
made giving power to the Commission 
•to give •immunity even under any 
•other law provided it is only in 
relation to this present law.

MR. CHAIRMAN: But unless you 
give immunity under IPC also, who 
will come forward? After all, we 

odon’t make a provision which will 
remain on^y in the books.

SHRI VASANT SATHE: Under
IPC for what?

MR. CHAIRMAN: Under IPC for 
all lapses which are likely to be 
-settled. We will have to consider this 
In some depth.

SHRI VASANT SATHE: A parti­
cular evasion may be a crime. Would 
you give immunity for an offence to 
be tried under the IPC al30?

MR. CHAIRMAN: Because nobody
would otherwise come forward.

I am sure they must have taken 
proper legal opinion before drafting 
this. But we Will also take legal 
assistance in this matter—ars to 
whether the Commission can be vett- 
«ed with this power or -mot

SHRI P. S. GOPALA KRISHNAN: ,
245(1) says that the order made by the^ 
Settlement Tribunal must be conclusive * 
and cannot be called into question 
before any court of law. We have not 
made any change in that.

But we have added another clause 
to take care of cases where it is not 
possible to identify in which year the 
income was earned and to make a 
decision with regard to penalty and 
tax.

MR. CHAIRMAN: That is implicit; 
let us not over-legislate. Any Tribunal 
worth its salt will have to take care 
of these problems.

You may proceed.

SHRI P. S. GOPALA KRISHNAN:
The part of the Bill relating to the 
settlement being declared void is not 
clear as to how the settlement can be 
made void, who will take the initia­
tive, what opportunity will be given 
to the asseosee before the settlement 
is made void, and what will be the 
consequences.

MR. CHAIRMAN: As far as I envis­
age, for a settlement to be declared 
void, the initiative will come only 
from the Department and the Tribu­
nal will have to adjudicate.

SHRI P. S. GOPALA KRISHNAN: 
Will an opportunity be given to the 
assessee?

MR. CHAIRMAN: Of course; the 
principles of natural justice require 
that. If there is a violation of the 
principles of natural justice, the 
jurisdiction can be taken away as far 
as these proceedings are concerned.
It will be justified if the jurisdiction 
is taken away root and branch. The 
Department should also be made 
strong enough to confidently take 
decisions. Now the Department goes 
to the Commission for assistance, the 
Commission goes to the Tribunal andf 
what the Tribunal may do is best not 
commented upon. Therefore, *o far a? 
the question o f declaring it void is
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concerned, I think we should insert 
a section to that effect.

SHRI P. S. GOPALA KRISHNAN: 
Yes.

SHRI VASANT SATHE: Are you
agreeable to this proposal which you 
liave made on page 6 of their Memo­
randum?

MR. CHAIRMAN: I am agreeable 
to nothing. They have brought out 
some very good points.

SHRI VASANT SATHE: You can. 
not limit the jurisdiction whether it 
is trivial or not. We cannot say that 
they will not have jurisdiction.

MR. CHAIRMAN: Under section
-271A, this provision is also there. 
Then what is your next point, Mr. 
Gopala Krishnan?

SHRI P. S. GOPALA KRISHNAN: 
Sir, we had made the point at that 
time that whatever provision we made 
in law, unless the implementation 
machinery was sound, no amount of 
legislation would have any impact. 
Since we made the point last time, 
may I say a great calamity has over­
taken us now? By this I mean to say 
that some seniority rules have been 
made in the Department by application 
■of which the prospects of more than 
2000 officers are adversely affected. 
Under this new rule, I have become 
junior to my own subordinates. My 
service of about thirty years has gone 
in vain. Most of us have lost the 
-seniority by one to four years and 
some new recruits have become senior 
to some of us even though they were 
not in service during the period of 
■our service. Sir, this has created 
complete breakdown and demoralisa­
tion in the administration. I am very 
sorry to say this.

MR. CHAIRMAN: I do not want to 
impede your right of making your 
personal grievances to this Committee 
because we are looking into the ques­
tion of streamlining the administra­
tion and we cannot streamline the

administration so long as the officers 
are treated with injustice. We can 
look into it but on a preliminary issue, 
do you think that this Committee 
within the scope that it has been 
entrusted with, can really solve any 
of the issues you have in mind?

SHRI P. S. GOPALA KRISHNAN: 
Once it is agreed that the implemen­
tation machinery should be effective,
I think the Members of the Commit­
tee should suggest how the machinery 
should be made effective and the 
administration should be made Elec­
tive. We are a Part of the adminis­
tration and we want to do our beat 
but let our morale not be shaken. You 
please restore the morale. Sir, the 
consequences of the seniority are so 
demoralising that by applying this 
new seniority rule, departmental 
officers who have g ot more number of 
years of service at their credit may 
not even get a chance of promotion 
before they retire from service

MR. CHAIRMAN: First I would like 
to know what the Department has to 
say about this. But I have some 
doubts in my mind as to whether we 
can go into this aspect. Which specific 
clause or chapter this is related to?

SHRI P. S. GOPALA KRISHNAN: 
There is nowhere else we can turn to. 
AU doors are closed. We comp to 
you only with a begging bowl and 
say that save us from calamity.

MR. CHAIRMAN: Explain tc U3 
what exactly the grievances you have 
got. At the most we can mention 
about your problem very briefly in 
our Report, under the relevant head­
ing •streamlining of administration’.

SHRI VASANT SATHE: Are you
suggesting that within the framework 
of the law as is now laid down by the 
decision of the Supreme Court for 
this dispute, there is a possibility for 
the Government of making any policy 
statement anew which will give 
justice to you and at the same time 
not doing any injustice to the other 
side?
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SHRI P. S. GOPALA KRISHNAN: 
This is.exactly what we are pleading 
for.

MR. CHAIRMAN: Why don’t you 
come to some settlement with the 
other side?

SHRI P. S. GOPALA KRISHNAN: 
We have lost everything. We are in 
the worst position today. I have be­
come junior my own subordinate; it 
is inconceivable.

MR. CHAIRMAN: There is a rule 
made by the Govt. In accordance 
with this, if something happens, that 
is a part of the game. What is the best 
way out?

SHRI P. S. GOPALA KRISHNAN: 
To go into the entire structure of the 
Deptt. and to find out what are the 
requirements of the Deptt.

MR. CHAIRMAN: Will that be
with in our own scope?

SHRI. R. C. PANDEY: They do
not come into clash with the obser­
vations of the Supreme Court.

SHRI L. S. S. CHAKRAVARTHY: 
Mr. Gupta is the promotee and it is 
a combined judgment; it is going in 
his favour.

MR. CHAIRMAN: You want the
whole matter to be examined? In the 
process, if you lose something more, 
then what will happen?

SHRI P. S. GOPALA KRISHNAN: 
Yes. There is nothing more for us to 
lose; we have lost everything.

SHRI R. C. PANDEY: If a parlia­
mentary committee goes into it and 
whatever, decision they may take, we 
will accept it.

MR. CHAIRMAN; So far as this 
Select Committee is concerned, it will 
certainly not go into it. We may 
recommend to the Parliament which 
may direct the Ministry of Finance 
to set up a Commission to go into it. 
For that, you have to satisfy that such 
a procedure will really create a har­
mony and will not lead to further 
litigation.

SHRI P. S. GOPALA KRISHNAN: 
We can put forward only this that w e 
have lost in this game.

MR. CHAIRMAN: Till the Supreme 
Court gave its decision, you had no 
grievances against the rule?

SHRI P. S. GOPALA KRISHNAN: 
There was no rule; there was a 
general law.

MR. CHAIRMAN: This rule was
made in 1959.

SHRI P. S. GOPALA KRISHNAN: 
If there is a lacuna in that periodr 
we were not the party to suffer.

MR. CHAIRMAN: You give us a 
note on this and we will call the 
other side here and take their views 
in the matter.

SHRI P. S. GOPALA KRISHNAN: 
We are all for living together as a 
family in this department.

MR. CHAIRMAN: Then why don’t 
you do it?

SHRI P. S. GOPALA KRISHNAN: 
We are thrown on the street.

MR. CHAIRMAN: You are not a
politician. This deptt. must function 
very harmoniously and in a certain 
degree of cohesion. This thing is 
creating a tremendous concern to all 
us. This thing cannot be solved by 
any court; it can be solved only on 
a discussion table.

SHRI L. S. S. CHAKRAVARTHY: 
The only sentence which the other 
side has said is: “We are prepared to 
take everything and we are not going 
to give you anything.” We have 
reported this thing to the Chairman.

MR. CHAIRMAN: I have listened 
with great interest to the other side 
also; they have also come and talked to 
me in my individual capacity and it 
would be extremely intolerant of me 
if I were to endorse our views. They 
have expressed their willingness to 
settle this matter. I do not know really 
where the fault lies. You are sincere 
in your grievances; I have no doubt 
about it in my mind. They are
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equally sincere in their convictions 
and expressions of their feelings.

SHRI P. S. GOPALA KRISHNAN: 
Our only anxiety is that the depart­
mental machinery should function 
effectively. It should be ensured that 
the morale of the officers improves. 
-At present there is gloom all round.

SHRI L. S. S. CHAKRAVARTHY: 
We represent most of the Income Tax 
Officers who have entered as Class
II officers. They are working in that 
capacity for 15 years without any pro­
motion whatsoever. Even if they are 
promoted to Class I, the new seniority 
rule is such that for the reminder of 
their service, they would be doing 
the same work as ITOs. This is one 
aspect. The grievance of the direct 
recruit is this; they say, “we come 
from the same competitive exami­
nation as the IAS officers. In the other 
departments, people from the same 
examination get promotions to higher 
echelons of posts like Joint Secretary 
etc. which we are not able to get. 
There was no Class I service in the 
department till 1944.” There have 
been write petitions filed earlier, be­
cause of this background. But for the 
direct recruits to say that the officers 
who had joined the Department at a 
level lower than themselves, should 
continue for 30 years as ITOs. is not 
correct; but that is what is going to 
happen. Ultimately, the direct recruits 
would constitute 97 per cent. The 
promotees are wiped out completely 
from the picture; and there will be 
no chances of promotion for them for 
30 years. The grievance of the other 
side is there, because of pyramidal 
structure. The number of top posts 
is 45; and the number of posts at the 
lower level is 3,000. Merely because 
the cadre of direct recruits started in 
1945 while the IAS etc. have existed 
for a number of decades, the latter 
are getting most of the deputation 
posts We are prepared to sit across 
the same table with them. I have sum­
marized the grievances of both the 
sides. Our grievance is that 80 per 
cent of the officers are stamped out 
of existence for the next 30 years.

SHRI S. K. ROY; The previous 
Chairman of the Board was a person 
who had risen from the non-gazetted 
cadre; so also was the Chairman prior 
to him. After 1981, there will be hard­
ly 15 persons as Assistant Commis­
sioners from among the promotees. 
There will be no further promotion. 
The tradition in the Department was 
that officers from the lowest rung 
have risen to the highest positions; 
but the position to-day is that after 
1981, there will be no promotee offi­
cers even among Assistant Commis­
sioners. In this situation, how can the 
Department function effectively? Is 
it not within the scope of the terms 
of reference of this august body to 
go into this matter, when it is entrus­
ted with the job of streamlining the 
Department? We think it is. Unless 
this problem is solved this entire 
piece of legislation will remain only 
on the statute book. We feel that in­
justice is being done. It is not only 
a question of giving proper equation 
between the two sides. It should also 
be ensured that the Department func­
tions effectively. The two things have 
to be balanced. In the past, direct 
recruit officers used to get promoted 
as Assistant Commissioners, after 
serving for 10 years. But the Depart­
ment is now seeking to reduce that 
period and make it 8 years, including 
the period of training at Nagpur for
2 years. Thus, the actual length of 
service for them comes to 6 years. But 
the officers in Class II are stagnating 
after serving for 10 years. There is 
absolutely no difference between their 
work and ours, statutorily or other­
wise. In fact, a Class II officer succeeds 
a Class I officer in a post. He shoulders 
the same responsibility. The bulk of 
the work is done by Class IT officers. 
Among the direct recruits who consti­
tute 20 per cent of the total most of 
the officers have put in less than 5 
years of service. Those among them 
who have put in more than 5 years* 
service are now on deputation to 
Secretarial posts; and as a result, the 
results viz. the higher targets being 
achieved, are due to the work of the 
promotee officers. The Supreme Court 
has said that it is is a policy matter. 

We leave the policy matter alone
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The Department should change the 
policy. As Mr. Gopala Krishnan had 
said, our lands and homes have been 
taken away from us; we have before 
us to-day a picture of dismal dark­
ness. There is nothing to look forward 
to. Some drastic action should be 
taken to improve our lot; otherwise 
this bill will remain only on the 
statute book.

MR. CHAIRMAN: I am not going
into any individual case; but I want 
to understand a typical casey since 
you are giving expression to serious 
grievances. Mr. Chakravarthy, how 
long have you been an Appellate 
Commissioner?

SHRI L. S. S. CHAKRAVARTY: 
Since 1966, Sir.

MR. CHAIRMAN: Whaf happens
to you as a result of this rule?

SHRI L. S. S. CHAKRAVARTHY: 
I was promoted to Clas I in 1956, 
after 9 years of service in Class II; 
and the charges which I had held 
were such as were held by Class I 
officers before and after that period. 
I was promoted to Grade I in 1953. 
During those days, there were grades 
1 and 2. I was confirmed in Grade I,
i.e. the senior scale of Class I. I was 
also given, under the old seniority 
rule, weightage by which I was senior 
to a direct recruit. I was conflmed 
in 1956, on the basis of which I was 
senior to a direct recruit of 1954. 
Now, I have been made junior to a 
direct recruit, recruited in 1959, be­
cause of the rule of February 1973. 
I am now junior to a direct recruit 
who entered the Department at Nag­
pur in July 1959. The position is so 
ridiculous. When I was promoted in 
1956, many of the persons now made 
senior to me must have been ?n the 
college. Originally, in 1950 and 1952, 
the seniority rule envisaged that a 
person with a service of 5 years should 
be given weightage. The weightage 
is very important. Shri Mahavir 
Tyagi, who was the Minister then 
had taken us to ask and compared 
us to the Muslim League, for using 
that word. The Correct word used

should have been “equation” . I spent
9 years in Class II. A direct recruit 
who has spent 2 years in that Grade 
is equated or even shown senior, I 
was shown senior to a direct rec- 
cru*t in 1954. Now, I am shown sud­
denly junior to a direct recruit in 
1959 who was still studying in the 
College.

MR. CHAIRMAN: With this Rule
coming in, your seniority will go
down.

SHRI L. S. S- CHAKRAVARTY: 
Yes; it will go down very much. For 
all my life, I will be only drawing
the pay which I have been drawing
under the Pay Commission’s recom­
mendations. Even if there is a Selec­
tion Grade for which some posts are 
there. I will not be senior enough to 
get it because of this predicament.

SHRI ERA SEZHIYAN: I think,
it will be better if we get a back­
ground note from there.

MR. CHAIRMAN: I would want
you to give us a copy of the Supreme 
Court judgment, a copy of the Rule 
and a note on the consequences of 
the aforesaid Rule so far as you are 
concerned.

There is one thing which agitates 
our mind. After all, direct recruits 
are coming through an all-India 
competition. It is not that after they 
enter the service, there should be any 
privileged class which is totally con­
trary to the basic concept of adminis­
tration. There is no such privileged 
class. Everybody is a brother officer. 
N o  one should be considered as the 
‘ ‘blue blood'* and the rest as kachra. 
That attitude must not come in.

I have talked to direct recruits also* 
They have told me that they have no 
acrimony and they want to work 
like brother officers. That old notion 
of a privileged class because they 
have come as direct recruits is no 
longer in existence. Despite all that, 
one factor remains. A person who 
comes through an all-India competi­
tion is bound to have a certain guar­
anteed course of career which may
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jiot be available *to a direct recruit.
will you overcome that diffi­

culty? A direct recruit comes through 
a severe competition and there has to 
be, if not a privileged class, at least 
a preferential treatment.

SHHI S. K. ROY: A direct recruit
who comes through a competition is 
certainly entitled to a chance of ad­
vancement in his official career. We 
do not dispute that. But this is only 
one-time examination. He has been 
tested only once. For the rest of 
30—35 years, he is not tested at all in 
comparision to other officers who are 
doing the same work along with him. 
He may have an edge over a promotee 
officer. We do not dispute that. But 
after a certain stage, when two offi­
cers perform the same type of work, 
should not the performance count 
more than a one-time test which, ac­
cording to the Chairman of the U.P.
S.C., has been very much watered 
down. No longer First Class graduates 
are coming for a competitive exami­
nation. It is only the Second Class 
and Third Class graduates who are 
coming in.

SHRI ERA SEZHIYAN: While we
fully sympathise with them, I think, 
let us have a background note from 
them. We have to go deeper into 
that. We should examine that be­
cause it has not deeper consequences.

MR. CHAIRMAN: We will have a
note from them. We cannot adjudi­
cate and we will not adjudicate. But 
if the merits of the case do warrant 
and the Committee feels inclined 
that this is something which adver­
sely affected the administrative set­
up, the Committee may make some 
recommendations with reference to 
any clause. But I do feel that one 
thing is very clear and that is that 

| this sort of internal conflicts will not 
I be conducive for streamlining the
* administration.

SHRI S. K. ROY: This is what the
Wanchoo Committee has said:

* “We do not agree with the views
expressed by some officers recruited

to Class I that they should get the
highest post, more or less, auto­
matically. We recommend that 
merit and merit alone should be 
the criterion for appointment to 
higher post. This principle should 
not remain in theory but should be 
followed in practice.”

A high-power Committee has gone 
into this matter and has given these 
views.

MR. CHAIRMAN: I am told, this
is what in practice is being followed. 
We will accept their word. They are 
the people who do the selection. The
D.P.C. makes a selection: If you
have a grievance that they have not 
done it on merits, that the people are 
not taken on merits, we will not accept 
your word on that ground. The
D.P.C. is the final authority on that:

SHRI S. K. ROY: We agree. But
we are not allowed to walk into that 
arena. We are kept outside the zone. 
We become so junior and in spite of 
our working, we are not considered 
by the D.P.C.

SHRI VASANT SATHE: I per­
sonally feel that there is a very 
genuine grievance which has been 
brought before us. It is likely to 
adversely affect the efficient working 
of the Department. Therefore, both 
in view of the Wanchoo Committee’s 
recommendations as well as the re­
commendation that we may like to 
make with the object of streamlining 
the administration nnd making it 
efficient, I think, it would be perfectly 
within our juridiction and, in fact, it 
will be duty of this Committee to go 
into the question after getting, a full 
note from them and also hearing other 
parties. Certain basic principles of 
equity and justice must be laid down 
so that those criteria can be applied 
to all irrespective of whether they 
have come as promotees or whether 
they have come as direct recruits. 
Having come, the well known princi­
ple of ‘equal opportunity for equal' 
work’ should b? applied to all officers.



152

'There are certain well known princi­
ples, and guidelines can be laid down 
which would do justice to them. The 
direct recruits are comparing them­
selves with the officers of other de­
partments— IAS and IPS; they want 
that they should have equal oppor­
tunities on par with other direct
recruits like IAS and IPS. Because
"they cannot get those opportunities,
they are kicking below. This is what 
is happening today in this Department 
as I understand from the evidence 
that has been given before us today. 
Therefore, we shall have to take into 
consideration all these factR and re­
solve this dispute in the best interests 
■of the Department.

MR. CHAIRMAN: Mr. Gopala
“Krishnan, please give us a note. We 
will see what we can do in the 
matter.

SHRI VASANT SATHE: I want to
ask one question. We have not yet 
heard from this most experienced 
class how we can fulfil the main 

•object, of the Bill. I had asked them 
last time also to give us concrete 
suggestions as to how we can fulfil the 
m^in objective of the Bill, i e., unear­
thing black money and tracking down 
this proliferation. Mere generalisa­
tions will not help. We had requested 
to give us the benefit of their ex­
perience and give us some concrete 
suggestions. If the magnitude is more 
than Rs. 10,000 crores and if our en­
tire effort is not going to touch even 
the fringe of it, then our whole ob­
jective is not going to be fulfilled.

MR. CHAIRMAN: Be^oro we shift
to the next subject, Mr. Gopala- 
Krishnan, in your report I would 
want you to include what you have 
commented on Wachoo Commission. 
I think, the Administrative Reforms 
Commission also went into i t . . .

SHRI S. K. ROY: Yes. The Public
Accounts Committee also has men­
tioned.

MR. CHAIRMAN: Do let u? knovr
what you have to say in that context. 
I personally feel that you are all a

set of reasonable beings. The only 
help that can come is by sitting**' 
across and talking with the repre­
sentatives..,

SHRI S. K. ROY: It should be
with both the parties arid not with 
one party alone.

SHRI VASANT SATHE: You can
call, Mr. Chairman, representatives of 
both and have a dialogue with them.

MR. CHAIRMAN: So far as this
Committee is concerned, it is not a 
conciliatory board. It is deliberating 
over a piece of legislation. Because 
there is the object of streamlining 
the administrative set-up, we will see 
what we can do within the very limi­
ted scope that we hav^. But, surely, 
as people in public life, concerned 
with the welfare of the State ex­
chequer, it is our very anxious 
thought that the Department must 
function amoothly. No one can per­
form a miracle by finding out a for­
mula which they think is the best 
and which you also think is the be3t. 
There has got to be ‘give-and-take’. 
You have to consider everything in 
that spirit.

Now, Mr. Gopala Krishnan, you may 
answer Mr. Sathe’s question.

SHRI P. S. GOPALA KRISHNAN: 
This problem should be tackled in 
different phases. We hav© already 
put forward one suggestion before 
you. The best way to tackle this 
problem is to have a thorough scru­
tiny of every case, big or small. There 
is no substitute for thorough scrutiny 
in all cases if you want to track black 
money. That is the first proposition. 
The objection will come that we do 
not have the manpower or the 
resources to attend to all cases in 
depth and minutely. . .

MR. CHAIRMAN: But you have
the power under the law.

SHRI P. S. GOPALA KRISHNAN: - ‘ 
Yes; we have.
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MR. CHAIRMAN: If you are de­
ficient in tracking down black money, 
it is because of inadequacy of re­
sources and inadequacy of manpower 
and not because of insufficiency of 
power vested in the ex  sting law. Is 
that so? ‘

SHRI P. S. GOPALA KRISHNAN: 
We are not using even the existing 
powers in the Act effectively. If 
manpower and resources are not 
available, is it not the duty of the 
Government to plan for management 
and resources?

MR. CHAIRMAN: Not only suffi­
cient manpower, but well trained 
manpower who must be aware of the 
techniques and who have the requi­
site expertise and knowhow to go 
ahead in the matter.

SHRI VASANT SATHE: Hejre I
want to -ask thfcm a question, Mr. 
Chairman. Is it your experience that 
the black money is widely diffused.. .

SHRI P. S, GOPALA KRISHNAN; 
Yes. •

SHRI VASANT SATHE: Meaning
thereby that even the small assessees 
that you have to deal with have large 
amounts of black money diffused 
among them and therefore even the 
small assessees’ assessments will have 
to be scrutinised more closely and 
that canifot be done without man­
power? But we have been informed 
that the major evasion of tax and 
unaccounted money is from certain 
large assessees and, therefore, if 
those large assessees are tackled, 
then substantial amounts of black 
money can be Unearthed. Have you 
any assessment as to how the black 
money is operating, how much is di­
ffused and where is it?

SHRI P. S- GOPALA KRISHNAN: 
This is a subject on which efforts 
should have been undertaken by the 
Government long ago, to find out how 
this is generated how it is diffiused 
and in whose hands it is. From our 
experience we can say that the ques­
tion of black money is not confined

only to large industrial houses or
moneyed people but it is found in all
sections, right upto the lowest man
in the society.

MRt CHAIRMAN: All right; not
only the businessmen and industria­
lists, but even the bureaucrats and 
the politicians are not out of it. But 
that is not the question. So far as 
the law is concerned, what can we do 
to reach the objective? You have 
said that manpower, resources, proper 
training and expertise should be
available.

SHRI P. S. GOPALA KRISHNAN: 
JEvery case must be tackled in depth. 
Exceptions >may be m&d£ of ^marginal 
cases where negligible evasion nfay 
take place. If resources cahhot be 
created to the extent of tackling 
every case, then the marginal cases 
may go out of the purview of detail­
ed scrutiny. Therefore, the first pro­
position is creation of manpower and 
resources to tackle every case. The 
next aspect is, within the existing 
resources, what can we do to tackle 
black money. Last time I mentioned 
before you that even the cases where 
we have definite information that 
evasion Is taking place, we are not 
able to tackle effectively.

MR. CHAIRMAN: Why?
SHRI P. S. GOPALA KRISHNAN: 

The time factor. The goal system is 
prevalent in the Department, i.e., the 
target system; you dispose of 150 
cases every month. In that case he 
has to make a summary assessment.

MR. CHAIRMAN: Therefore, I
take it that you are complaining to 
the Committee that even if you were 
to complain in a particular case to 
the I.A.C. that you find there is eva­
sion, you will not be given any assist­
ance to go into that and still, you 
will be forced to complete that case 
quickly •

SHRI P. S- GOPALA KRISHNAN: 
I shall put it differently. Even in 
cases where we have definite inst­
ances of evasion, that information i® 
not being utilised effectively.

3031 L.S.—11.
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MR. CHAIRMAN: in other words,
are you suggesting that the work­
load is too heavy?

SHRI P. S- GOPALA KRISHNAN: 
Yes, Sir.

MR. CHAIRMAN: Then you are
repeating the same thing—insufficient 
manpower.

SHRI VASANT SATHE: Are you
suggesting that instead of making a 
number of cases quantitywise, you 
should make assessments qualitywise 
so as to know how much money you 
have been able to unearth. Suppose 
we were to put such a criteria, I do 
not care whether you have done 10Q 
cases or 10 cases, I only want to 
know how much of black money out 
of Rs. 10,000 crores have you been 
able to unearth? Why should I bother 
about how many casfs you have done.

SHRI P. S. GOPALA KRISHNAN: 
That is the basic approach that I have 
suggested.

SHRI VASANT SATHE: I think
that is a rational and reasonable 
approach.

SHRI P. S. GOPALA KRISHNAN: 
I have suggested that the method of 
making assessments should be dispen­
sed with. To-day what we are doing 
is that whatever returns come we 
simply accept them and make asses­
sment To-day, our resources are 
such that we can concentrate mainly 
on cases where we get positive and 
definite information of concealments.

MR. CHAIRMAN: In other words,
if a person files his return and a cer­
tificate that he has paid cash, that 
should be the end of the matter.

SHRI P. S. GOPALA KRISHNAN: 
Unless, there is a definate case of tax 
evasion against him.

MR. CHAIRMAN: But, this cannot
be brought into the law.

SHRI P. S. GOPALA KRISHNAN: 
This is an administrative problem. 
We should dispense with the goal

system of assessments. If only w e t 
have definite information against fe * 
particular, person we should bring1 
him to book. Otherwise I shall give 
a clean certificate that he is honest 
or else I shall send him to the jail 
if he is not honest.

MR. CHAIRMAN: Let me know
one thing. If this is not done how 
is the goal achieved to ensure that 
the total assessments are within this 
limitation?

SHRI P. S. GOPALA KRJSHNANr 
I suggest that the method of making' 
summary assessments should be dis­
pensed with. The law should be 
changed.

MR. CHAIRMAN: TJpto what limit 
it should be done?

SHRI P. S. GOPALA KRISHNANr 
No limit should be there. All assess­
ments should be accepted But, let 
us not take cases only where there 
is an income exceeding Rs. 50,000 or 
so. If there is definite Information 
with regard to any case, that should 
be pursued very vigorously.

MR. CHAIRMAN: Suppose there is 
no information. But, there questions 
of law arise. Someone says that a 
certain amount is deductible. He 
thinks that this capital gain is not 
subject to tax. Then, many ques­
tions of law may arise. Don’t you 
think it is better that if at all we 
make some law, we may fix uP some 
limit in respect o f  a return with 
such and such an income unless the 
assessee is a big assessee? In fact, 
even he may have incurred a loss.
With reference to his concealed in­
come, we can think o f providing some­
thing in the law itself. Well, as 
long as the assessee files a retrun and 
submits a certificate from a proper 
person that he has paid the tax, there 
should be some printed asknowledg- 
ment in that regard. Th£t should, by  
itself, mean an assessment. Why 0 
should it not be with reference to: 
son»t quantum?.
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SHRI P. S. GOPALA KRISHNAN: 
The main difficulty w« are having is 
that even today we are not able 
to complete all summary assessment 
cases upto 50,000 within that year.

MR. CHAIRMAN: There is some
rationable behind that.

SHRI P. S. GOPALA KRISHNAN: 
It may be that many people file re­
turns deliberately.. . .

MR. CHAIRMAN: I have not read
the instructions. I do not know whe­
ther it is the income returned or notr

SHRI P. S. GOPALA KRISHNAN: 
The return filed may be for an in­
come of Rs. 50,000. We may accept 
it. There is no other problem at all. 
What I want to submit is that we 
should scrutinise all cases in depth 
where the individual is having Rs.
50,000 as his income. We are not 
<foin,§ t}hat even to-'4ay. It is a 
vicious circle. Upto Rs. 50,000 to­
day we accept the returns We scru­
tinise the returns above Rs .50,0001- 
That is how we are scrutinising the 
cases.

MR. CHAIRMAN: In other words, 
your suggestion is that there should 
be a blanket permission for non­
scrutiny. But, where you have defi­
nite information about the conceal­
ment of income, there should be 
scrutiny.

SHRI P. S. GOPALA KRISHNAN: 
This is a drastic remedy. The only 
thing to do is to pursue the cases 
where we have definite information. 
But, the man-power we have today 
is less. Let us realise this situation.

SHRI VASANT SATHE: This may 
appear to be drastic but, in terms of 
results, this will be better. Our offi­
cers will give good results by just 
doing counter-checks etc. I would 
like the Committee to consider one 
thing. Let us acccpt the suggestion 
without any limit. Let the officers 
go ahead with the cases. If they feel 
that in the return filed there is a 
concealment of income, the officers

can bring in better results by pursu­
ing the cases in depth and by scrut­
inising the returns of the assessees.

MR. CHAIRMAN: Mr. Sezhiyan 
we would like to have the benefit of 
your matured view on this. This is a 
very important question. The wit­
ness is suggesting something revolu­
tionary. He says that the man-power 
is not adequate enough in tracking 
down the black money. The man­
power is enough only 40 deal with 
cases where they have definite infor­
mation of concealment of income. In 
other cases, the return and a certifi­
cate that the tax has been paid must 
be accepted. The assessing officer is 
exculpated from all liability of scru­
tiny.

SHRI ERA SEZHIYAN: I am not 
very enthusiastic about this sugges­
tion.

MR. CHAIRMAN: I would take jt 
with a lot of reservation. What is the 
department’s view on this matter? 
How can we reduce the unnecessary 
work so that we devote more time for 
probing into cases where they have 
definite information?

SHRI S. R. MEHTA: It is a fact 
that the Department has been thinking 
over this problem as, to how to com­
plete the assessments and reduce the 
arrears with the existing man-power. 
As you know if there is no adequate 
number of persons to make the assess­
ments, one has to devise a machinery 
by which assessments could be divid­
ed into two categories—Category I
and II, that is, those assessments 
which cannot be gone into in details 
and those assessments for which 
some sort of a scrutiny should be 
carried out. For this purpose, a 
provision was made in the Income- 
tax for starting summary assessment 
schemes. According to that schcme. 
Income-tax Officers are required to 
accept the returns if the income dis­
closed in the return is Rs. 25,000. But, 
in a couple of towns like Bombay 
,and Calcutta, since the niAnber of 
assessees is too large and the number 
of I.T.Os there is inadequate to deal
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effectively with all those casea, the 
limit of income lor the summary as­
sessment has been increased to Rs. 
50,000, Now, the I.T.Os are called 
upon to carry out summary assess­
ments of those cases and to make a 
scrutiny of all assessment cases with 
an income above those limits and 
also Company assessments. It has 
been our experience that even 
the summary assessment scheme,
I do not know for what reason, 
has not been implemented in 
letter aud in spirit in certain charges 
in the sense that, even in such cases, 
the income-tax officers have been 
found to call the assessees for putting 
questions to them. They must have 
good reasons for doing so, but we 
have been asking the income-tax 
officers to do the summary assessment 
in the spirit and manner, m which 
it has been laid down in the law.

In regard to scrutiny assessment, 
it is not quite correct to say that 
scrutiny assessments have also been 
done in a summary manner or in a 
slip-shod manner. This would be 
evident from the fact that, in a very 
large number of cases, the income- 
tax officers have been able to find 
concealments; t h e y  have been able to 
discover cases involving prosecution 
of assesees. Sd, it cannot be said that 
scrutiny assessment is not being 
made in a manner in which it is re­
quired t o  be made. But I do agree 
that, in most of the cases, that much 
attention has not been paid as the 
cases would required. For that it is a 
fact we do need larger manpower. 
From time to time we have been 
asking the Government to (give us 
more staff, and we have been getting 
jnore staff from time to time. But, a3 
you know, the work has also increas­
ing at a rapid pace. With the expan­
sion of our economy, the number of 
assessees has been increasing. The 
mode of concealment has also been 
changing from time to time, and the 
incomertax officers have to be trained 
to be kept a pace with the changing 
methods adopted by the assesseeg in 
concealing their income. It is a fact 
that we are under-staffed at all

levels, and if we are given more 
manpower, it might be possible for us 
to do greater justice to our work.

In regard to greater manpower 
also, there is a limitation. Suppose 
the Department needs 800 officers. It 
is impossible to recruit and train 
800 officers in one lot. As a matter of 
fact, recruitment of Class I officers is 
generally limited to 50 to 60 each 
year because if, in selecting Class I 
officers, the UPSC goes down to a 
much lower level, the result would 
be that the quality of the officers 
would suffer. Similarly, giving pro­
motion on a wholesale basis to the 
UDS-inspectors to the level of income- 
tax officers may also not bring 
about the best possible results. There­
fore, the question has .also to be con­
sidered in this perspective, whether 
we can recruit that number of officers 
straightwa. But with proper planning 
a time may come when we may have 
sufficient number of officers; we 
might perhaps fix a goal and then 
we can recruit the officers in various 
phases. But this does not apply only 
to officers; it also applies to other 
officials, persons in the lower cadre, 
clerks, inspectors, etc. I do agree with 
the members of the Federation that 
we do suffer from inadequacy of 
manpower in this Department. There 
are certain other are as which could 
also be thought of in improving the 
quality of our work. For instances, 
training and provision of gadgets to 
departmental officers. But till such 
time that we are able to recruit suffi­
cient number of officers, we have to 
carry on our work as effectively and 
as efficiently as possible with the 
existing manpower, and for this, the 
summary assessment scheme and the 
scrutiny assessment scheme have 
been devised. I once again wish to 
point out that it is not a fact that 
all scrutiny assessments are done in 
a summary manner. There are cases 
where good work has been done and 
there are also cases where good work 
might not have been done. But I 
would not agree if anybody says that 
all scrutiny assessments are being 
done in a slip-shod manner.



157

MR. CHAIRMAN: This gives us a 
better idea of tlhe overall working. 
To summarise, it is like this. That this 
Department is under-staffed is a rea­
lity which has been admitted by the 
Chairman of the Central Board of 
Direct Taxes and in due course of 
time possibly these difficulties might 
be overcome. There are very many 
impediments which are responsible 
for this sort of nuder-staffing. As hs 
points out, in the meanwhile, the 
best has to be achieved with what­
ever is available. But what is impor­
tant is this. The process or the device 
of summary assessment does not con­
flict with the requirement of deeper 
probe into cases where supposedly 
returns are Rs. 25,000 in sor.v̂  c?ses 
and Rs. 50,000 in some other Cases. 
In other words, if I understand him 
correctly, the summary assessment 
scheme is working satisfactorily. 
This is what Mr. Mehta says. And 
wherever it is necessary to go in fo r  
deeper probe into cases of Rs. 25,000 
in some cases and Rs. 50,000 in some 
other cases, there is no bar to this 
happening.

SHRI VASANT SATHE: I think, 
there is a bar from what the witness 
has said. Where you say that the 
limit for summary assessment is 
Rs. 25,000 or Rs. 50,0000, as the case 
may be, then they have to laccept; 
there is no dhoice left. Mr. Mehta has 
not answered to the proposal made by 
Mr. Gopala Krishnan.

MR. CHAIRMAN: That proposal, 
we shall examine. Factually we want 
to know whether his instructions of 
accepting returns of Rs. 25,000 in 
some cases and Rs. 50,000 in some 
other cases stand in the way of their 
going deeper into the matter.

SHRI S. R. MEHTA: By and large 
these instructions are being carried 
out. But while issuing these instruc­
tions, the Board has also put certain 
limitations in the working of the 
scheme. Within those limitations, the 
income-tax officers are operating this 
scheme satisfactorily.

SHRI VASANT SATHE: This is
not the answer to the question.

SHRI S. R. MEHTA: I will read it 
out. The scheme extends to all the 
assessees except the fallowing cate­
gories: (i) all company cases except­
ing in the city charges of Bombay, 
Madras, Gujarat, Delhi and Calcutta 
where the Commissioners may in 
their discretion exclude such com­
pany cases as they deem fit; (ii) all 
category-I assessments, excepting in 
the city charges of Bombay and Cal­
cutta where only category-I cases 
with returned | assessed income of Ks.
50,000 and above at other placcs this 
limit was modified to an amount 
which the Commissioner may fix bet­
ween Rs. 25,000 and Rs. 50,000; (iii) 
all cases irrespective of their catego­
ries which involve a loss in business 
of Rs. 10,000 or above, even if the 
total income after set-off of such loss 
against income under other heads is 
a positive figure; (iv) first year’s 
assessment in cases involving income 
from sources other than salaries 
over Rs. 20,000/- except where there 
is information that investment of 
over Rs. 25,000 is involved; (v) cases 
which from part of a group of cases 
in which detailed investigations for 
detecting tax evasion are considered 
necessary for any reason; (vi) cases 
in which specic allegations!informa­
tion had been received regarding (a> 
tax evasion involving concealed in­
come of over Rs. 25,000 and (b) fresh 
investments in immovable properties, 
shares, securities, deposits, etc., over 
Rs. 25,000 and which on preliminary 
enquiries appear to be prima facie 
correct; the inspecting Assistant Com­
missioners should get a list of such 
cases in each income-tax officer’s 
charge in his range drawn up befora 
15th May each yean; (vii) all cases 
which have been reopened under 
section 147 for purposes of reassess­
ment;

"(vii) All cases of trusts.
‘ (ix) Cases in which assessees 

have claimed amortization expenses 
under Section 35D and 35E and/or 
deduction in respect of profits ,and 
gains from newly established under­
takings or ships or hotel business in 
certain cases under Section 80J’\



158

MR, CHAIRMAN: Clause (vi) is 
very clear:

“Cases in which specific allega­
tions! information had been received 
regarding (a) tax evasion involv­
ing concealed income of over Rs. 
25,0001- and (b) fresh investments 
in immovable properties, shares, 
securities, deposits, etc., over Rs.
25,0001 - and which on preliminary 
enquiries appear to be pritrui facie 
correct.”
SHRI P. S. GOPALA KRISHNAN: 

I think, we have not been able to 
put our point correctly. We are not 
against summary scheme. We are 
only saying in the context of how we 
would be able to^ tackle the problem 
of black-monev. What we are saying 
is, that it will take half an hour for 
us to decide, whether all these things 
apply in a summary case. We are to­
day locking up 75 per cent of our 
manpower in doing the summary 
assessments throughout the year.

MR. CHAIRMAN: Once you are
required to make an order, just sign 
a typed order. That is the end of the 
matter. You want to be exonerated 
of that also. You are spending onl> 
half an hour.

SHRI L. S. S. CHAKRAVARTHY: 
Summary assessments are not so 
simple. Under 143, certain adjust­
ments are to be made. The return 
will not contain all the information. 
It takes much more time in summary 
proceedings.

MR. CHAIRMAN: The Committee
was also considering, whether we 
could entrust this task to some peo­
ple. On the information given, 
whether the return is correct or not, 
whether the tax has been paid or not 
etc., if the return is accompanied by 
a certificate, I entirely and whole­
heartedly endorse the view that an 
assessee who has paid his legitimate 
tax, must never be called to the In­
come Tax Department and that he 
should be allowed to live peacefully. 
Within the framework of the scheme, 
if the return is accompanied by a cer­
tificate, will it take care of the com-

’plaint, you are making of spending 
much time on these?

SHRI P. S. GOPALA KRISHNAN: 
Then there would not be any need to 
make any assessment.

MR. CHAIRMAN: Your laws and 
returns are very complicated. Every­
body is scared to compute the income 
tax as law requires. Therefore, to 
take care of this problem, let there 
be some certification.

SHRI P. S. GOPALA KRISHNAN: 
If we accept these returns, as they 
come, it will more than compensate 
by scrutinizing bigger cases.

MR. CHAIRMAN: Who prevents
you?

SHRI P. S. GOPALA KRISHNAN: 
Summary cases.

MR. CHAIRMAN: Instruction (vi) 
is very clear. Where there is specific 
information or allegation, you have 
got to enquire.

SHRI P. S. GOPALA KRISHNAN: 
What we submit is, let us try to re­
lease the officers, who are doing sum­
mary cases and let them do investiga­
tion cases.

MR. CHAIRMAN: We will consider 
that.

SHRI P. S. GOPALA KRISHNAN: 
There is a system called ‘agreed in­
come system’ in France. On the basis 
of an agreement between the Depart­
ment and the assessee, they fix an in­
come and that will operate for two 
or three years. This is based on cer­
tain data. The Government issues 
guidelines that for certain trades 
and professions, on the basis of stan­
dard unit, income should be fixed like 
this. That is done in consultation 
with the Chambers of Commerce etc. 
That will eliminate disputes in many 
cases.

MR. CHAIRMAN: That will go to 
the root of the matter. This system 
does exist in certain countries. This 
also brings about efficiency in pro­
ductivity.
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SHRI P. S. GOPALA KRISHNAN: 
It will relieve the manpower for in­
vestigation worlt.

MR. CHAIRMAN: This would be 
changing the entire charging system.

SHRI VASANT SATHE: Why don’t 
you  accept the system, which was in­
dicated in the editorial of Times some 
time ago? All the returns should be 
treated as public documents available 
for anyone to inspect.

MR. CHAIRMAN: That provision
even today is there subject to certain 
limitations.

SHRI VASANT SATHE: It should 
be  made absolute public.

MR. CHAIRMAN: We can think of 
hanging that.

SHRI BHAGWAT JHA AZAD: Let 
tiB know their opinion.

SHRI P. S. GOPALA KRISHNAN: 
We wholly endorse the idea.

MR. CHAIRMAN: The return com­
prises certain vital trade secrets. Now 
it is a discretionary power. Should 
the honest traders be put to the risk 
of his secrets being made known to 
others? There are assessees, who 
would not want even their turnover to 
be known to anybody. They are 
having competition with others.

SHRI BHAGWAT JHA AZAD: We 
would like to know, what they have 
to say about it.

MR. CHAIRMAN: They must reply 
with reference to the practical diffi­
culties in the matter. The question 
asked is whether you think that this 
should %e treated as a public docu­
ment.

SHRI P. S. GOPALA KRISHNAN: 
We certainly agree.

MR. CHAIRMAN: In that case, do 
you think that making it a public 
document will induce all the assessees 
to confide everything about their 
trade?

SHRI P. S. GOPALA KRISHNAN: 
Even today it is not a secret. Thia 
will at least bring it to the public 
gaze. Any deficiencies in the turn­
over or profits will come to light if it 
is thrown open to the public gaze.

MR. CHAIRMAN: So, according to 
you, the existing law is inadequate 
and if it is modified, it would be in 
the interest of revenue collection?

SHRI P. S. GOPALA KRISHNAN: 
Yes.

MR. CHAIRMAN: We shall consider
it.

SHRI P. S. GOPALA KRISHNAN: 
May I read a para from the Wanchoo. 
Committee’s report regarding work­
load? The Committee recommended 
that an officer conducting investiga­
tion cases should not normally be ex­
pected to handle more than forty to 
fifty assessments in a year and where 
the cases arte specially complicated or 
involved, they should be reduced to 
four or five in a year. So, if you ask 
them to do more than 5 or 6 investiga­
tion cases, the quality will necessarily 
suffer.

MR. CHAIRMAN: But if there are 
complicated cases, they will go to 
the Central Circle.

SHRI P. S. GOPALA KRISHNAN: 
There also the same difficulty arises. 
Nq such target should be laid down.

MR. CHAIRMAN: For the Investi­
gation Circle no target is laid down.

SHRI BHAGWAT JHA AZAD: 
While we agree that the work load 
might be on the high side, is it neces­
sary that there should be no minimum 
laid down at all? Are we to under­
stand the witness to have said that 
there should be no minimum laid 
down? ^

MR. CHAIRMAN: We had discussed 
that aspect in detail when you were 
not here—

SHRI BHAGWAT JHA AZAD:
I am only putting this question with
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reference to what he has said just 
now. He says that there should be a 
reasonable limit; I asked whether a 
minimum should be there or not.

MR. CHAIRMAN.* Ordinarily the 
Investigation Circle have to complete 
their assessments within a time limit.

SHRI P. S. GOPALA KRISHNAN: 
Yes. Therefore, if you ask uar to com­
plete 200 cases within the bar of 
limitation, the quality cannot be high. 
There should be a reasonable limit 
consistent with efficiency. If you 
simply ]ay down targets and ask us 
to complete them irrespective of the 
nature of the cases, then we will have 
to sacrifice quality. But after the tar­
gets have been fulfilled, we will have 
to face the consequences of the qua­
lity later on.

SHRI BHAGWAT JHA AZAD: 
We have this recommendation of the 
Committee about work-load, but it 
does not form a part of the actual Act. 
It may be possible to put down our 
recommendations in this . regard as 
general observations, 'but not as part 
of this Bill.

MR. CHAIRMAN: It will have to be 
only as general observations, to 
streamline the administration.

SHRI P. S. GOPALA KRISHNAN: 
Kindly review the work-load of the 
officers so that the quality of work 
will be better.

SHRI VASANT SATHE: The qua­
lity has to be judged by how much 
black-money you have un-earthed.

SHRI P. S. GOPALA KRISHNAN: 
In certain cases of assessments there 
may be no concealment. But never­
theless we will have to analyse the 
cases.

SHRI BHAGWAT JHA AZAD: 
I think the Federation can help us if 
they carl evolve a rational formula 
of work-load and send it to us in a 
note later on. They must have made 
a study on this aspect.

SHRI P. S. GOPALA KRISHNAN: 
We have studied this problem and we 
have given, on the basis of our ovlm

fttudy, suggestions as to what should 
be the reasonable work-load ior every 
officer. We have given it t0 the 
Board already.

SHRI BHAGWAT JHA AZAD: 
To whom have you given?

MR. CHAIRMAN: He says they 
have given it to the Board of Direct 
Taxes.

SHRI P. S. GOPALA KRISHNAN: 
We shall give you a copy of it if you 
like.

MR. CHAIRMAN: Along with the 
note, you can also tell us whether you 
are convinced that there should be no 
summary assessments.

SHRI P. S. GOPALA KRISHNAN: 
We say that we want to make the best 
use of the available man-power.

SHRI VASANT SATHE: Why are
we so much concerned about th e  
sanctity 0f the summary assessments? 
After all, this was brought in as a 
method of trying to expedite matters. 
I don’t think there is any sanctity at­
tached to summary assessments as 
such. '

MR. CHAIRMAN; There may be no 
sanctity in the sense that it is sup­
reme and must prevail over every­
thing else, but the idea was that it 
will help us streamline the adminis­
tration.

SHRI R. C. PANDEY: May we
mention one case which we came 
across in the course of our raids? In 
this case, the returns were filed by one 
Tax Advocate on behalf of a group of 
minors, and the income in each case 
was assessed at Rs. 50,000/- All these 
cases of summary assessments escap­
ed because later on we found that the 
real income was Rs. 5 lakhs 25 
thousand. ,r

MR. CHAIRMAN: You can reopen 
these assessments later on.

SHRI R. C. PANDEY: We are now 
reopening them. The information 
came subsequently.

SHRI P. S. GOPALA KRISHNAN: 
Sir, there is a popular misconception
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that the entire strength of Income-tax 
Officers are engaged in assessment 

►work. What happens 4s that we 
divide the total number of assessments 
to be done by the total strength of 
officers. There are a large number of 
officers who are tied up in headquar­
ters. So when we fix up the work­
load, we should first And out what is 
the total number of officers who are 
working on the assessment side. In 
other words we should find out the 
effective manpower available for as­
sessment work. ,

Then, Sir, the administrative pro­
blem comes under your purview 
under the head “streamlining of ad­
ministration” . Regarding the arrears,
I may submit that most of the arrears 
on the book are bogus. They are not 
correct. Before the assessment is 
made, the credit is not given and 
later on they make the assessment 
and again make the demand. So it 
is the records which are not correct. 
Here man-power is to be streamlined 
and procedures should be changed. 
Our procedures are 50 years old. It 
becomes more and more complicated 
and the manuals are so complicated 
that some rethinking on the entire 
structure of the administration is 
necessary to simplify the procedure. 
The procedures are very cumbersome. 
There should be some simplified sys­
tem which a lay man should be able to 
understand.

SHRI ERA SEZHIYAN: Mr. Chair­
man, the observation made Uy the wit­
ness is a very serious one. The wit­
ness has said that the figures given to 
Parliament are incorrect. I would 
like to know whether, in the opinion 
of the witness, the figures given to 
Parliament are correct or not more or 
less.

SHRI P. S. GOPALA KRISHNAN: 
It will be more or less correct.

SHRI ERA SEZHIYAN: Then in 
that case Parliament has been mis­
guided .

* SHRI P. S. GOPALA KRISHNAN: 
I do not say so, Sir.

SHRI BHAGWAT JHA AZAD: 
The figures given to Parliament are 
incorrect. I also feel that way. But 
it will help our Committee if you 
give us certain facts in support o f  
your statement.

MR. CHAIRMAN: Is it possible 
for you to do it in one charge so 
that we can ask tihe Department to 
talce up the Commissioner’s charge 
for the particular year and find out 
how much they adjusted against 
arrears in that particular year. This 
would clarify the position.

SHRI P. S. GOPALA KRISHNAN: 
That can be done, Sir.

SHRI BHAGWAT JHA AZAD; The 
point is that they have made a state­
ment. Now I would like to kjaow 
whether it is a casual statement or 
whether they can substantiate this 
statement. The statement is tihat the 
facts and figures given to Parliament 
are incorrect.

SHRI P. S. GOPALA KRISHNAN: 
We raise the demand on the basis of 
the records available at the time of 
assessment. Later on we find that it 
is much less and it comes to our 
notice also and then we reduce the 
demand. It is because there is no 
challan available at that particular 
point of time. The reason for the 
non-availability of the challan is 
that the disbursements are not made 
at that time.

SHRI S. R. MEHTA: Even irr
Parliament we do admit that therfe 
are certain demands which are there 
because adjustments have not 'been 
made. We give two types of figure* 
to Parliament—gross arrears and net 
arrears. Net arrears are arrived at 
after deducting three types of de­
mand. Any actuals received Should 
normally be adjusted and would be 
adjusted in course of time and one 
of those three demands is the tax 
already paid by the assessees but 
awaiting adjustment. So it is not
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rthat we give wrong figure* to Parlia­
ment. We tell Parliament that this 
amount is awaiting adjustment. It 
is not correct to say that we are 
keeping Parliament in dark in so 
far as the adjustment is concerned, 
although the tax ia already collect- 
fed.

SHRI P. S. GOPALA KRISHNAN: 
Then Sir, we have the perennial prob­
lem of forms, furniture, accommoda­
tion, etc. Last time the required forms 

v<were made available on 15th August 
or so. On account of this, a good 
amount of interest was lost. Other­
wise the amount would have come 
before 31st July.

MR. CHAIRMAN*. Is it very im­
portant for consideration by this 
Committee?

SHRI P. S. GOPALA KRISHNAN: 
these are basis requirements when 
we want to do the work very effi­
ciently.

SHRI BHAGWAT JHA AZAD: 
Tfciis point was highlighted in
Madras by one of the senior most 
officers of the Department. He said 
that there was no contingency funds t 
no accommodation, furniture, etc.
Here the point is how far shall we 
ibe able to deal with this subject but 
I would say that it certainly affects 
tJhe efficiency of the officers of and 
this point should be brought to the 
notice of the Ministry concerned.

MR. CHAIRMAN: We can, in a
general way, refer to them on these
matters but we cannot write it in the 
statute that “arrangement shall be 
made” . We can certainly, in our re­
port, say that to streamline the ad­
ministration, it is necessary that 
these things must be made available 
in good time and sufficient conti- 
gency funds should toe provided.

SHRI P. S. GOPALA KRISHNAN: 
Kindly &ee page 56 regarding the
financial powers of the Board.

SHRI VASANT SATHE: I ftink
we should say in our Report that the^ 
Board itself should have financial 
powers to have the wherewithal and 
the basjc minimum equipment that is 
essential.

MR. CHAIRMAN: if it c6mes to
the Committee, we will recommend 
that.

SHRI VASANT SATHE: Why does 
the Board require to refer the mat­
ter to the Finance Department for 
allocation of certain funds for this 
and that? This is really ridiculous.

SHRI BHAGWAT JHA AZAD: 
Would you kindly direct the Board 
to put before us wtoat are the diffi­
culties in the way? Is the power of 
the Board not enough? You kindly 
send us a note on this.

SHRI R. C, PANDEY: The Board 
should have some power for creation 
of new posts and for appointment of 
these officers. The difficulty that this 
Board feels today is that they do not 
get approval.

SHRI BHAGWAT JHA AZAD: 
But the fact remains that they are not 
properly using it. For example, 
against the sanctioned strength of 
1200, they are (having only 600. Only 
last year, they increased it.* Thifl is 
due to inefficiency which results in 
the loss of revenue. I remember 
there is a Report of PAC on this 
which can be seten.

SHRI P. S. GOPALA KRISHNAN: 
There is financial memorandum ac­
companying the Bill where they have 
provided for 4 posts of Commis­
sioners, 30 posts of Deputy Commis­
sioners, 250 posts of UDCs, but there 
is no provision for ITOs. They should 
work out what are the additional 
job requirements as far as ITOs are 
concerned and how much more ITOs 
are required to administer the new 
provisions. Some research has to be 
done on this.
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19 clauses which entail more respon­

sibility and work.

MR. CHAIRMAN: Which provision 
do you think will require additional 
work for ITOs?

SHRI R. C. PANDEY: Clauses 5 
and 6.

MR. CHAIRMAN: It means where­
ver there is a change and the ITO 
has to examine it, you will say that 
more work is involved.

SHRI P. S. GOPALA KRISHNAN: 
Even then the Planning has not been 
done in the context of the changes 
which are taking place in the Bill.

SHRI L. S. S. CHAKRAVARTHY: 
Then the transfer has again to be 
correlated year after year.

MR CHAIRMAN: You will have to 
go on examining it.

SHRI BHAGWAT JHA AZAD: 
Regarding the integrated system of 
Class I and Class II ITOs, what is the 
position of their promotion? Who 
are going to be promoted—junior 
ones or the senior ones? Will you give 
a note on that also?

SHRI P. S. GOPALA KRISHNAN:
That is for the Government to do,
Sir; not for us.

MR. CHAIRMAN: You give us
your views. Please don't take it for 
granted that the Government is above 
the Parliament. We want to help you 
pnd understand your problems better.
You should not tell the Committee 
that certain things are for the Gov­
ernment to do.

SHRI P. S. GOPALA KRISHNAN:
Yes, Sir. We will now go to ether 
points in some depth. We refer to 
Clauses 2, 3 and 29 which merely 
change the designations of the offi­
cers. We think it is a futile exercise, 
if we do not take steps for improv­
ing the efficiency.

MR. CHAIRMAN: Personally, I do 
not think that appellations and no­
menclatures matter. It seems that you
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also feel so. The other people had 
said that it was in consonance with 
the recommendations of the Wanchoo 
Commission. I suggest that a least on 
his question, your two associations 
should come to an understanding. 
Otherwise we will do whatever we 
think best.

SHRI BHAGWAT JHA AZAD: 
Would you like the idea that we may 
redesignate all the ITOs as Assistant 
Income-tax Commissioners and place 
all of them in Class II?

SHRI P. S. GOPALA KRISHNAN: 
The change in the designation is not 
going to improve the working.

MR. CHAIRMAN: Do you think
that merely because of the difference 
in the Class, your interests are put to 
jeopardy? You had said so, last time 
as well. Now also you have said it. 
The other people have also made 
their points in this regard. The 
Wanchoo Commission's report is also 
in favour if their stand.

SHRI BHAGWAT JHA AZAD: 
When they raised the question of 
nomenclature, they should be pre­
pared to give instances. But they are 
not willing to do so. Anyway, we can 
go to the next point.

SHRI P. S. GOPALA KRISHNAN: 
Let us now take up Clause 14, Sir, 
with regard to the proposed changes 
in Section 64.

SHRI S. K. ROY: The question
raised by the hon. Member was 
squarely answered when I had the 
privilege of appearing as a witness 
before this body at Calcutta. We bad 
said that in no civilized country of 
the world are the persons who are 
priviliged to serve the public are 
divided into narrow calsses like I,
II, n i and IV. This provision will 
create further sub-division. As a re­
sult, people will feel humiliated.

MR. CHAIRMAN: This is your
case. Mr. Azad had suggested some 
remedial measures. Do you think that 
they would help meet your problems?
If you feel that they would not, you 
can say so.
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SHRI BHAGWAT JHA AZAD: I
think the witness is not willing to go 
into details.

SHRI P. S. GOPALA KRISHNAN: 
With regard to Section 64, we feel 
that the changes are intended to plug 
soine of the loopholes. These are 
likely to make the provisions more 
complicated and put further strain 
on the officers. We have given our 
views at page 22 of our original me­
morandum in the following manner:

. ..It<i& .possible to set at rest 
all attempts at tax evoidance by one 
stroke of the pen by introducing 
the concept of the family as a unit 
o f  assessment. The present compli­
cated provisions dealing exclu­
sively with Hindu undivided fami­
lies as a separate entity will also 
disappear, if the family is taken as 
a unit of association. We are forti­
fied in our view by the dissenting 
notes of two eminent members of 
the Wanchoo Committee at page 
227” .

All these complicated provisions will 
disappear the moment the family is 
taken as the unit. Otherwise, there 
will be an unnecessary burden on 
the administration. We will take not 
only the parents, grand-parents but 
also great grand-parents etc., into 
account.

MR. CHAIRMAN: That would
necessitate the examination of the 
whole scheme, which may have to be 
altered. There is a hon. lady Mem­
ber in our Committee, who strongly 
feels against the idea of clubbing of 
incomes. Suppose among a couple, the 
husband is working as a Stenographer 
and the wife is working as a Clerk. 
Their combined income would come 
to more than Rs. 6,000/- per annum.

SHRI P. S. GOPALA KRISHNAN: 
There could be no clubbing, Sir, upto 
Rs. 25,000.00 of the combined income.

SHRI R. C. PANDEY: Or we may 
give exemptions at the same level as 
we are giving to the individuals.

MR. CHAIRMAN: The whole pat­
tern will have to be reviewed.

SHRI P. S. GOPALA KRISHNAN: 
Let us now move on to Clause 39- 
dealing with Section 139, on Compul­
sory Audit of Accounts. We have 
made certain suggestions in our 
memorandum, viz.:

“ It will be accepted on all hands 
that the officials of the I.T. Depart­
ment by their long association and 
experience, will be able to inter­
pret tax laws correctly. This expe­
rience and know-how can be har­
nessed for the good of the Depart­
ment, if officials, on retirement, are 
permitted to audit the accounts of 
tax payers, who are required to file 
audited statements of accounts. 
Since tax officials will know what 
the requirements of the Department 
are and what types of statements 
are needed, retire^ I.T. officials will 
greatly facilitate the disposal of 
assessments by compiling the state­
ments in a manner which will meet 
the requirements of the Depart­
ment. The Department can license 
these officials, set a code of conduct 
for them and provide for the regu­
lation of their profession. This step 
will relieve the load on Chartered 
Accountants, who may not be able 
to handle lakhs of accounts within 
the statutory time limit prescribed 
for filing the returns of income. 
We, therefore, suggest that the 
provisions of Section 288(3) may be 
deleted and retired income-tax 
officials may be included in the list 
of authorized representatives for 
the purpose of Section 288(2).”

MR. CHAIRMAN: The biar is only 
for 2 years.

SHRI P. S. GOPALA KRISHNAN:
It is applicable only in the case o f  
income-tax officers, Sir.

MR. CHAIRMAN: I think it is a 
general ban on all the Government 
officials.

SHRI P. S. GOPALA KRISHNAN: 
No, Sir. I would like to draw your
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kind attention to page 15a of the 
Wanchoo Committee's recommenda­
tion.

MR. CHAIRMAN; There is a speci­
fic ban—statutory one—on their prac­
tice so far as income tax officials are 
concerned.

SHRI L. S. S. CHAKRAVARTHY: 
The Income Tax officials cannot Prac­
tise. No job can be accepted by them 
in any firm without* the prior per­
mission.

MR. CHAIRMAN: I am told on
consultancy too there is a ban. It 
applies to every one.

It is a different story why the 
tribunals in the Supreme Court are 
allowed.

It can result in comparable amount 
of malpractice. Anyway, we will 
consider this.

SHRI P. S. GOPALA KRISHNAN: 
I come to Clause 39 at page 22. Sub­
section 6 shall be substituted by 6 
and 6A. While filing the return, cer­
tain additional information like 
assets, etc. has to be given and the 
requirements of additional informa­
tion is not provided in sub-section
4, 4A and 5.

MR. CHAIRMAN: Why is it so?
We will make it express. We will 
consider that.

SHRI P. S. GOPALA KRISHNAN: 
Clause 45. To introduce 144A and B, 
in our memorandum we have pointed 
out practical difficulties.

MR. CHAIRMAN: The Committee 
shall consider where in the interest 
o f expeditious disposal it is desirable.

SHRI P. S. GOPALA KRISHNAN: 
It envisages that the Inspecting 
Commissioner makes assessment vir­
tually. Why not make assessment at 
least in cases like the Birla Group, 
where bigger issues are involved and 
greater responsibility has to be 
shouldered. Let it be made liberal.

MR CHAIRMAN: There are many 
Birlas. •

SHRI P. S. GOPALA KRISHNAN: 
There may be many more Deputy 
Commissioners also.

MR. CHAIRMAN: Let \±s come to 
some amicable settlement to deal 
with the situation.'

SHRI P. S. GOPALA KRISHNAN: 
The exjperience of the senior officers 
may be utilised in handling' bigger 
firms.

Please see page 27 of our Memo- 
iandum—caluse 15 of the Bill. It pro­
vides that all hundi loans of the value 
of Rs. 2,500 and above should be paid 
by crossed cheques. Why not make it 
that all loans of Rs. 2,500 and above 
^should be paid by way of crossed 
cheques.

MR. CHAIRMAN: It is a good
suggestion. We will consider it. We 
may increase the limit from Rs. 2.500 
to Rs. 5,000. It applies to every loan.

SHRI P. S. GOPALA KRISHNAN: 
May we pass on to clause 19, page
10 of the Bill at page 28 of our Memo­
randum. There is some lacuna in this 
provision. It says that: “In comput­
ing the total income of an assessee, 
not being an assessee having any 
income chargeable under the head 
“Salaries” , there shall be deducted 
any expenditure incurred by him in 
excess of ten percent of his total 
income towards payment of rent. . 
There are hundreds of salary cases 
where house rent allowance is not 
paid. This provision should apply to 
everyone, even those who are not in 
receipt of house rent allowance. It is 
a blanket ban.

MR. CHAIRMAN: This is allowed 
only in respect of an assessee having 
income other than salary, deduction 
upto Rs. 300 if the rental payment is 
in excess of 10 per cent. In respect 
of salaried employee, if it is a rent- 
free house, it is taxed only, 10 per 
cent. Even if the value is much more 
than that, what is taxed is 10 per 
cent. Here, upto 10 per cent, there
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is no relief. Above 10 per cent, only 
Rs. 300 is allowed.

SHRI P. S. GOPALA KRISHNAN: 
There are many salaried employees 
who are not given a rent-free house 
and they are not given a house-rent 
allowance. If they pay above 10 per 
cent, they Should get an allowance.

MR. CHAIRMAN: If he is on par 
in every respect with a person hav­
ing non-salary income, we will con­
sider it.

SHRI P. S. GOPALA KRISHNAN: 
Clause 41, p. 24 of the Bill regard­
ing signing and verification of re­
turns.

It says that in the case of compa­
nies and partnership firms, they will 
be signed by the Managing Director, 
etc,, unless there is any unavoidable 
reason.

In clauses (c) and (cc), the use of 
the expression “unavoidable reason” 
is bound to be taken undue advan­
tage of to defeat the purpose of the 
amendment. A reason to be un­
avoidable will have to subserve the 
convenience of the managing director. 
In other words, the test of “unavoid- 
ability” is not what under legal prin­
ciples and in abstract would be un­
avoidable but what a managing direc­
tor is able to canvass as an unavoid­
able reason. Thus, even a comman 
cold or fake illness will suffice to 
enable a managing director to avoid 
signing or verifying return. It will be 
better to specify the circumstances 
under which it is not obligatory for 
a managing director to sign or verify 
the return, as in the case of indivi­
duals. When a person is abroad, he 
need not sign the return.

MR. CHAIRMAN: I am inclined to 
consider it. If the Section has to have 
some meaning, “unavoidable reason” 
has got to be taken away. Otherwise, 
there will be reasons given and the 
case will be made out that it was un­
avoidable.

So far as the criminal law is con­
cerned, the principle of mens rea is

to be established. So, even if he 
signs the return and verifies it to the 
best of his knowledge as true and 
correct, will he be liable here?

SHRI L. S. S. CHAKRAVARTHY: 
Under the criminal law,, the princi­
ple of mens rea must be established.

MR. CHAIRMAN: Much of the
force of the Section goes away if the 
person is otherwise honest. If he is 
dishonest, he is already roped in* 
whether he signs the return or not. 
There is Section 278B(2) which says:

“Notwithstanding anything con­
tained in sub-section (1), where an 
offence under this Act has been 
committed by a company and it  is 
proved that th e  offence has been 
committed with the consent or 
connivance of, or is attributable to> 
any neglect on the part of, any 
director, manager, secretary or 
other officer of th e  company, such 
other officer shall also be deemed 
to be guilty of that offence and shall 
be liable to be proceeded against 
and punished accordingly.”

Therefore, if you are to prove that 
he is guilty, even neglect will bring 
him within this. So, we may take 
away “unavoidable reason” . I do not 
think it will really add to the lia­
bility under the criminal law. The 
prosecution will be difficult purely 
by the virtue of signing the returns 
unless it falls within Section 278B(2). 
If it is so, let there be “unavoidable 
reason” .

SHRI P. S. GOPALA KRISHNAN: 
Our suggestion is that the unavoid­
able circumstanceg may be specified.

MR. CHAIRMAN: I can see un­
avoidable circumstance only if the 
fellow is not here.

SHRI L. S. S. CHAKRAVARTHY: 
Tftat Is already there in respect of 
individuals.

MR. CHAIRMAN: If he commits
all sorts of frauds and at the time of 
filing the returns, he goes to England
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that will not exculpate him because 
io f Section 278B(2).

SHRI P. S. GOPALA KRISHNAN: 
Then, I come to clause 1 regarding 
the date of commencement of the 
operation of the various provisions of 
the Bill. The date may be specified 
in the Bill Itself. In any case, no 
provision should be retrospective in 
operation.

MR. CHAIRMAN: Yes; we will
consider it.

SHRI P. S. GOPALA KRISHNAN: 
Clause 4.

They have introduced a new pro­
vision, Section 10. The proposed 
change is not based on any recom­
mendations of the Wanchoo Com­
mittee and has nothing to do with 
*Black Money*’. Under the existing 
law, the remuneration received by an 
individual who i$ not a citizen of 
India, as an employee of a foreign 
enterprise is exempt from tax pro­
vided the foreign enterprise is not 
engaged in any trade or business in 
India, the remuneration is not deduc­
tible from the income of the emplo- 
loyer and the stay of the employee 
does not exceed 90 days.

A philanthropic institution is 
generally not chargeable to tax and 
the remuneration paid to an em­
ployee of such an institution will noc 
be claimed as a deduction from the 
income of the employer. Further, the 
conception of a philanthropic insti­
tution rules out the carrying on ci a 
trade or business normally. Thus, the 
proposed clause adds little to the 
present provisions but places no re­
striction on a person^ stay in India. 
The proposed clause is open to a 
more serious objection as well in 
principle. If the remuneration of an 
employee of a foreign philanthropic 
institution were to be exempt, there 
is no reason why the remuneration 
of an employee of an indigenous 
philanthropic institution should be 
taxed. In pmciple, either both 
should be taxed or both should 
be exempted. After all, the en­
couragement of phlanthropic may

as well begin at home. A  philanthro­
pic purpose is generally well under­
stood in common usage, but the 
courts will be concerned only with 
the legal interpretation of the ex­
pression. When the promotion of 
trade is considered a charitable pur­
pose (vide Andhra Chamber of Com­
merce case) there is a danger that 
the expression “philanthropy" may 
lead to abuse, unless its limits are 
clearly defined.

MR. CHAIRMAN: We will consi­
der it.

SHRI P. S. GOPALA KRISHNAN: 
This is not based on the recommenda­
tions of the Wanchoo Committee.

MR. CHAIRMAN: There are many 
provisions which havie nothing to do 
with the Wanchoo Committee re­
commendations; there are other* 
which over-legislate and there are 
many provisions which have not 
come here. We will consider it.

SHRI P. S. GOPALA KRISHANAN: 
It should be defined as to what is a 
•philanthropic institution'.

MR. CHAIRMAN: It depends on
the subject. Anyway, we shall con­
sider that

SHRI P. S. GOPALA KRISHNA «V: 
We now turn to Clause 12—mainte­
nance of accounts. We are making* a 
few suggestions here. Firstly, the ex­
pressions used here are “income” ,
“gross receipts’’ and “turnover" The 
Clause does not state whether these
expressions refer to the figures as
shown in the accounts or as
determined by the officer.

MR. CHAIRMAN: I think, they
refer to what is accepted by the
Department.

SHRI ERA SEZHIYAN; At every 
stage you are saying “what is found 
by the Department". He may make a 
false statement, he may conceal..

MR. CHAIRMAN: In every case
where the income shown is less, it
may not be concealment. Suppose he
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'Claims certain amount as deducti­
ble in expenditure which, he says, is 
his right to claim, and the Depart­
ment may say that, according to 
law, it is not claimable. It is not con­
cealment* * Therefore, according to 
the Department whatever is his turn­
over, that should be the criterion of 
his obligation to main the accounts.

SHRI ERA SEZHIYAN: I do not
think so.

. MR. CpAIRMAN; Anyway, we 
shall consider what the Department 
has to say.

Mr. Gopala Krishnan, please go 
ahead;

SHRI P. S. GOPALA KRISHNAN: 
The next point is that, in regard to 
newly set-up businesses, at the com­
mencement of the business, nobody 
-can predict that he will lhave a turn­
over of so much or that his income 
•would be so much. Therefore, in 
such cases, some other criterion 
should be laid down; the mainten­

ance of accounts may be made to de­
pend upon the capital investment, 
owned or borrowed, in the business, 
of, say, Rs. 25,000/-.

SHRI ERA SEZHIYAN: Capital
will not have 'any relation to the 
transaction, especially in commission 
•business.

MR. CHAIRMAN: What happens
in the case of ‘professional’? What is 
the capital? Take, for instance, 
^agency. Wtiat is the capital?

SHRI P. S. GOPALA KRISHNAN: 
In this case of professionals, there 
are no limitations. All have to main­
tain accounts.

SHRI ERA SEZHIYAN: It should 
not be linked up with capital.

MR. CHAIRMAN: The basic idea
is that every one should maintain 
accounts.

SHRI P. S. GOPALA KRISHNAN: 
Then, there is some defect in the

J
drafting of this provision. P lease,^
see page 0 of the Bill: ‘V,

“44B. Every person carrying on 
any business or profession shall 
keep and maintain such books of 
account anjd other documents as 
may .enable ,the incomer tax autho­
rity to determine the tax payable 
by him and the Exemptions, de­
ductions___99

Here the term ’income-tax autho­
rity” may be substituted by the 
term ‘income-tax officer’ because 
he is the first authority before 
whom all accounts are produced.

MR. CHAIRMAN: Hiig |s going to 
be redrafted. What the procedural 
system has got to be, we shall have 
to consider that very carefully.

SHRI P. S. GOPALA KRISHNAN: 
Secondly, the maintenance of books 
of accounts and documents enables 
an income-tax officer to determine 
the total income of a person which 
is the first stage. The determination 
of the tax payable is only , the 
second stage; that comes later. 
Therefore, the sub-section may be 
recast to read as “ .. . .a s  may enable 
the income-tax officer to determine 
the total income of such person” .

Another suggestion is this. Set-off 
and carry-forward of losses is an 
important right given to tax-payers 
under the existing law and often, 
the determination of losses is more 
difficult than the determination of 
income of an identical amount. It 
would not be unfair to expect asses­
sees incurring large losses also to 
maintain proper books of account 
and to prove such losses to the 
satisfaction orf the taxing authority. 
Hence it may be considered whether 
in the first proviso the following 
change may be made: “his annual
income or loss from such business 
exceeds twenty-five thousand 
rupees” .

MR. CHAIRMAN: If the loss i«
less than Rs. 25,000... /

SHRI P. S. GOPALA KRISHNAN: 
He may not maintain acoounts.
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MR. CHAIRMAN: What about the 
turnover part then?

SHRI P. S. GOPALA KRISHNAN: 
Both may come in.

MR. CHAIRMAN: It is like this.
“Annual income exceeding twenty- 
five thousand rupees or the gross 
receipts or the value of the turnover 
of goods in such business exceeding 
two lakhs and fifty thousand rupees
-----” If the value of the turnover is
more than Rs. 2,50,000, whatever 
may be the loss, he will lhave to 
maintain accounts. If the valu‘e of 
the turnover is less than Rs. 2,50,000, 
then he will say that he is not obli­
ged to maintain accounts. How will 
you accept the loss? Have you ever 
accepted the loss without books?

SHRI R. C. PANDEY: We are ac­
cepting genuine losses.

MR. CHAIRMAN; In so many 
cases they have to fight in appeal— 
they have to go to Appellate Com­
missioner to fight out their case. 
Ttiere may be genuine differences of 
opinion.

SHRI P. S. GOPALA KRISHNAN: 
Coming to Clause 25—Section 80V, 
pages 11 and 12 of the Bill, there are 
two sections—one is with regard to 
the interest payment on the amount 
borrowed. This is a big sacriflcc of 
xevenue of the Government.

A man may borrow money at 9 
per cent interest and pay the tax but, 
he may also get back the interest 
from the Department at 12 per cent 
which would mean a gain of three 
per cent to him. In fact, the provision 
works to our disadvantage.

MR. CHAIRMAN: In that case,
the income is taxable.

SHRI P. S. GOPALA KRISHNAN: 
Why should you encourage the dis­
puted tax on borrowing amount?

MR. CHAIRMAN: Let people
borrow moWey to pay tax. It is their 
responsibility. And you tax it.
3031 LS—12. , ..... .

SHRI P. S.% GOPALA KRISHNAN: 
We want the proviso to Section 8 0 W  
to be done away with. This is regar­
ding fees paid by the assesses in 
income-tax appeals. You allow de­
duction under this section provided 
it does not exceed Rs. 2,000. Ttia 
should be done away with.

MR. CHAIRMAN: The proviso is 
understandable.

SHRI P. S. GOPALA KRISHNAN: 
Now, coming to clause 40, our sug­
gestion is that the system of allot­
ment of permanent account numbers 
may be enlarged so as to include re­
fundees, trusts and everybody else. 
They are also in our registers and 
they should also be allotted perma­
nent account numbers.

MR. CHAIRMAN: It is a good sug­
gestion.

SHRI P. S. GOPALA KRISHNAN: 
Regarding clause 42—Sec. 140A, the 
only suggestion that we have to make 
is that there should be a maximum 
penalty prescribed under this section. 
As it is there is no maximum penalty 
fixed now. Only 2 per cent each 
month is the penalty fixed. Our sug­
gestion is that the maxmum amount 
of penalty shall not exceed 50 per cent 
of the tax payable.

MR. CHAIRMAN: We shall consider 
that suggestion also.

SHRI P. S. GOPALA KRISHNAN: 
Coming to Clause 43—Sec. 141A, The 
change that we are suggestng is this. 
The particular clause starting with ‘if 
he is of the opinion that the regular 
assessment of the assessee is not like­
ly to be made within six months 
from the date of furnishing of the 
return* should be deleted. He is with­
in his right not to give the provisional 
refund.

MR. CHAIRMAN: You mean that 
the I.T.O. shall, irrespective of cir­
cumstances, make it a pre-condition 
which enjoins on him the liability to 
make the payment.

SHRI P. S. GOPALA KRISHNAN: 
Why not remove the whole thing.
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MR. CHAIRMAN: Suppose, this is 
not done within six months’ time. 
Then what happens?

SHRI P. S. GOPALA KRISHNAN: 
There is no remedy.

MR. CHAIRMAN: You want that 
we should get rid of this. We shall 
consider this.

SHRI P. S. GOPALA KRISHNAN: 
As regards clause 60—Sec. 249—the 
new sub-section (4) that is propped 
to be introduced in the Bill makes the 
admission of an appeal conditional on 
(a) the payment of tax on the income 
returned by the assessee or (b) where 
no return has been filed, he has paid 
an amount equal to the amount of ad­
vance tax which was payable by him. 
This creates a lot of difficulties admi­
nistratively because where any return 
has been filed, one should pay tax as 
an advance tax. The later contin­
gency will arise only in cases where 
assessments are made on account of 
the failure of an assessee to* furnish 
his return of income. This clause is 
not happily worded and is not work­
able in practice, because advance tax 
is not payable by an assessee unless a 
notice under section 210 has been 
issued to him. Even Where a notice 
has been issued, an assessee can file 
an estimate showing nill income and 
thus defeat the fulfilment of the con­
dition.

Where no return is filed, it would 
be preferable to relate the tax pay­
ment to the tax determined m the 
assessment and this course appears to 
be justifiable because it will serve as 
a deterrent to an erring assessee first­
ly and secondly, in cases where the 
income assessed is out of proportion 
to the income assessed in the past, the 
proviso vests sufficient powers to 
exempt an assessee from the operation 
of this section.

MR. CHAIRMAN: This will have
to be examined in greater detail You 
hqve made your suggestions on all the 
points and we shall consider them.

SHRI S. K. ROY: Sir, the hon. 
Member, Shri Bhagwat Jha Azad had 
raised two points—one is regarding 
the senior scale and the other is 
regarding the designation. We may be 
permitted to submit notes on these 
matters.

MR. CHAIRMAN: He has not asked 
you to submit any note. Why should 
a separate note for this be submitted 
by you. You may add this in the 
note specifically asked for by us.

SHRI S. K. ROY: Sir, in conclusion, 
we thank you. We had the privilege 
of being called by this Committee to 
appear before you on two occasions. 
We have been particularly happy 
with the encouragement and under­
standing shown to us and the patient 
hearing that has been given to us 
which is in sharp contrast with the 
treatment which has been meted out 
to us by the Income-tax authorities.

MR. CHAIRMAN: It is not fair to 
make that comment. It embarasses 
us. You have worked hard and you 

' have made very good suggestions. 
The Committee appreciates the efforts 
made by you.

So far as the working of the depart­
ment is concerned, the Committee will 
do their best. But, the scope of the 
Committee on this B*ll is rather limit­
ed. I may assure you all that the 
Committee would be anxious to put an 
end to this acrimony or this sort of 
maladjustment which exists between 
the promotees and the direct recruits.

Thank you very much.

(The Committee then adjourned)
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ME. CHAIRMAN: Will you kindly 
introduce your colleagues, Mr. Gupta?

SHRI S. K. GUPTA: We represent 
Institute of Chartered Accountants of 
India. Ours is a statutory body created 
by an Act of Parliament about twenty 
five years ago.

MR. CHAIRMAN: Before you start, 
I must point out to you that the evid­
ence you give would be treated as 
public and is liable to be published, 
unless you specifically desire that all 
or any part of the evidence tendered 
by you is to be treated as confidential. 
Even though you might desire your 
evidence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Parlia­
ment.

SHRI S. K. GUPTA: We have no 
intention for treating our evidence as 
confidential.

Sir, we shall try to restrict ourselves 
to Clause 12 [proposed Section 44 (b)] 
and Clause 39 which Section 13.

We welcome these provisions but we 
want to point out two or three areas 
where we feel there should be some 
modification. First, is about the term 
‘turnover. Our feeling is that this term 
should be specifically defined and acc­
ording to us ‘turnover* means total in­
voices minus the trade discount, sales- 
tax, excise duty and other specific 
charges added to the invoice other­
wise it may give a misleading idea to 
the people for whom it is intended.

MR. CHAIRMAN: The difficulty is, 
supposing there is an assessee and he 
shows a turnover of Rs. 2 lakhs and 
sales-tax payment Rs. 50,000. Do you 
think the deduction should be allowed.

SHRI S. K. GUPTA: Yes, it should 
be allowed.

MR. CHAIRMAN: We can consider 
about sales-tax, transport and trade 
discount but excise duty is basically 
wrong. And what about specific char-

SHRI S.K. GUPTA: It will be bet­
ter if it is mentioned net amount of 
sale

SHRI HARIBHAKTI: Where ac­
counts are properly maintained the 
whole amount of invoice is not credit­
ed to sales. Only the value of goods is 
credited to sales.

MR. CHAIRMAN: You have in 
mind accounts of sophisticated com­
panies where they are well-advised. 
But if you go to the villages they will 
not have the knowledge.

SHRI H. M. PATEL: When we are 
including smaller people there should 
be no refinement. If the figure of 
gross turn-over is too low then let us 
raise it.

SHRI V. B. HARIBHAKTI: We
agree it should be simple. Therefore, 
the amount credited to sales account 
by the assessee. . .

MR. CHAIRMAN:* That will be 
creating difficulties Assuming we 
change the phraseology and make it 
gross turn-over. Then what should 
be the reasonable limit?

SHRI V. B. HARIBHAKTI: Sir, in 
that case it will be Rs. 3.0 lakhs.

MR. CHAIRMAN: At least you have 
pointed out that there might be liti­
gations.

SHRI V. B. HARIBHAKTI: Yes,
Sir.

MR. CHAIRMAN: There is no need 
to include the Companies here mainly 
because these have already come 
under Companies* Act.

SHRI S. K. GUPTA: They are
statutorily to maintain their accounts 
and have them audited. Therefore, 
we are suggesting a slight modifica­
tion in the wordings of this Clause 
as:

“Every person not being a Com­
pany if his total income or the
income of any other person. . . .
number”

MR. CHAIRMAN: What difference 
does it make?
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SHRI S. K. GUPTA: Companies in 

any case have to maintain their 
accounts. In case of a person, as a 
partner in a business house if his 
income from other sources is not more 
than the limit prescribed, he feels that 
he need not have to maintain separate 
accounts for that particular amount. 
If he ie a partner of a firm the firm is 
maintaining the account.

MR. CHAIRMAN: Every account is 
entirely different from dividends and 
entirely different from interest and 
security or from salary. Do you think 
that the clause is so worded that it 
requires maintenance of accounts.

SHRI V. B. HARIBHAKTI: In fact, 
the firm has an income from business.

MR. CHAIRMAN: In that case, who 
carries on business?

SHRI V. B. HARIBHAKTI: The
firm carries on business.

MR. CHAIRMAN: The maintenance 
of accounts is only required to be done 
by persons. But how the person is to 
be taxed? He should be taxed under 
the particular head. Therfore, here he 
is not maintaining the accounts of the 
business. The firm is maintaining the 
accounts of its business. It is a ques­
tion of law. My understanding of the 
matter is if a person has an income 
from a firm, he may be having any 
amount of income from other sources, 
he is not liable to maintain an account.

SHRI S. K. GUPTA: It may be 
made abundantly clear here.

MR. CHAIRMAN: If he has business 
income over and above the share in­
come and that income plus this income 
is less than Rs. 25,000.........

SHRI V. B. HARIBHAKTI: Suppos­
ing a person is a partner of the regis­
tered firm, then in recommending the 
limits of turnover and income the 
share from the registered Arm should 
be excluded. The business carried on 
by him exceeds the limits here.

MR. CHAIRMAN: In that case he is 
carrying on business and his income

is more th*n Rs. 25,000/-. Other in­
comes are under different heads. If 
he is having a large share of incomes 
from other business, then he must 
maintain an account.

SHRI V. B. HARIBHAKTI: Suppo­
sing his income from business from 
other sources is less than the limit 
prescribed here, then he need not 
maintain an account.

MR. CHAIRMAN: Suppose his in­
come is Rs. 15,000/- and income from 
individual business is Rs. 15,0001-, 
then he must maintain an account 
according to the requirement of the 
law. There is a rationale for it.

SHRI S. K. GUPTA: Our next
point is that under the proposed 
Section 44B, the definition of the term 
‘annual income from the business* 
should be clearly mentioned. Some­
times the profit and loss of account 
and income, as per the income-tax Act, 
always differ.

MR. CHAIRMAN: What do you
suggest?

SHRI S. K. GUPTA: As it stands- 
today, it will create confusion and 
difficulty.

MR. CHAIRMAN: I think it is men­
tioned here as less than Rs. 25,000|- 
and it is not necessary to maintain ans 
account. But under certain circum­
stances it will create difficulty. Any­
way we will consider this.

SHRI S. K. GUPTA: Then as far as 
the provision is concerned, the Income 
T,ax Act provides for the compulsory 
maintenance of accounts by all per­
sons carrying on a profession and also 
by persons carrying on a business and 
if they feel that it is likely to exceed 
the limit of Rs. 2,50,000, they will 
have to maintain accounts. There 
may be a little difficulty for doing 
these things because in the middle of 
the year they may not be knowing 
that the yearly turn-over will be more 
than this prescribed amount. When 
they have settled, they will be in a
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position to know that their turn­
over after the completion of the year 
will be more than Rs. 2,50,000)-.

MR. CHAIRMAN: How do you
know this? What is the way out to 
get at an .assessee who knows that his 
turn-over is going to be Rs* 2,50,0001-?

SHRI V. B. HARIBHAKTI: Sup­
posing in the very first year for the 
continuing business, the provision is 
that the gross receipts or turn-over 
exceeds Rs. 2,50,0001- in any one of 
the three years immediately preced­
ing the accounting year. . . ” Sup­
posing for the continuing business 
firm, the turn-over has not exceeded 
in the preceding* year but is going to 
exceed in the current year, in which 
case you will exempt; but for new 
business it id not possible to know 
well in advance that in the current 
year the expectation is likely to be 
more than Rg. 2,50,0001 -. Therefore, 
any assessee in the very first year 
commencing business, is normally not 
necessary to maintain the books of 
accounts and in order to have a uni­
form treatment, all assessees should 
be on the same category and if any 
one of the three preceding years ex­
ceeds the limit, then they should 
maintain the accounts.

MR. CHAIRMAN: We will consider 
this. A company has to maintain its 
account.

SHRI S. K. GUPTA: What will be 
the position of an assessee if in the 
second year his position of keeping an 
account is also uncertain?

MR. CHAIRMAN: He has got to
maintain his account. In the second 
year, he cannot get out of it.

SHRI ERA SEZHIYAN: Supposing, 
in the first year, the turnover does not 
exceed R*. 2.50 lakhs; in the second 
year, he maintains it and in the third 
year, it begins to fall, what will be the 
position?

MR. CHAIRMAN: We will consider
it.

SHRI ERA SEZHIYAN: Once a
person is1 statutorily liable to maintain

his account, he will be liable to main­
tain it unless he applies to the ITO 
and satisfies him that his income has 
fallen below permanently.

MR. CHAIRMAN: This is not a
very big turnover. We will keep in 
view the difficulties you have pointed 
crut.

SHRI S. K. GUPTA: Clause 39. In 
fact, we welcome this provision and 
feel that this provision will enforce 
financial discipline in the commercial 
field; it will help in maintaining accu­
rate accounts and reduce the time Of 
the ITO; it will also assist an assessee 
to maintain his proper books of ac­
count. We want to mention that there 
should not be any misgivings about the 
functions which an auditor will be en­
trusted to perform as a result of this 
provision. Because this audit should 
not be and can never be taken against 
any omission in the return of tax and 
tax evasion, because it is for the 
auditor to examine the books as placed 
before him by an assessee. If he has 
not brought anything in his books of 
accounts, it will be difficult for an 
auditor to bring that matter in his 
certification.

MR. CHAIRMAN: If the scope of 
the audit is going to be as academic 
as it is now in the Companies Act, 
then we may as well scrap the 
whole thing. Let us be clear on this 
point. The Institute must know it*
If the audit is not going to help the 
Income Tax Deptt. and the Exche­
quer to augment their resources, I 
don’t think then audit has any 
meaning whatever.

SHRI S. K. GUPTA: In fact, I have 
mentioned that it will not serve any 
useful purpose.

MR. CHAIRMAN: It is not a
theoretical purpose; it has got to be a 
very meaningful purpose and that is 
what you are going to certify. I 
understand in spite of all this, there 
is no guarantee that you will assist 
in generation of black money; there 
is no guarantee that an auditor will  ̂
bring real books of account.
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SHRI S. K. GUPTA: We will do 
our best. We can give an assurance 
that the provision is there to help 
the nation in that respect and what­
ever is possible for an auditor to do. 
we shall guide our members to see 
that things should be done in a proper 
manner.

MR. CHAIRMAN: What will be
the obligations of an auditor?

SHRI S. K. GUPTA: If there is
anything wrong in his books of ac­
count, then he can point out in his 
report. But there is a magnitude of 
the action that will not be covered 
by the audit report.

MR. CHAIRMAN: An auditor has 
got to certify: (1) whether they are 
vouched properly or not; (2) whet­
her the apportionment Between re­
venue and capital is correct or not; 
(3) whether the expenses are real 
or not; (4) whether all the turn­
over, according to the best of his 
knowledge and information, has 
been shown or not; (5) whether all 
other sources of income are pro­
perly shown or not; and (6) whet­
her the investment made by an asses­
see and shown in the books of 
account, according to the best of 
knowledge and information of the 
auditor, has come out from a valid 
source or not. This would be a cer­
tification of vital particulars. There­
fore, you will have to take upon 
yourself certain responsibilities. If 
the assessees are to be liable to pay. 
some money to the professionals, 
the professionals are to carry burden 
much higher than what they were 
carrying. Therefore, the scope has 
to be extended in the context of 
the difficulties which we are facing 
and for all those, this Bill will be 
brought forward. If you think that 
you have any reservation in your 
mind, please place before the Com­
mittee.

SHRI S. K. GUPTA: The instances 
which you have mentioned, I feel 
there is no difficulty.

SHRI ANIL M. PARIKH: On the 
other points which you have suggest­
ed, I think, professionals have no 
difficulty. As far as investment is 
concerned, we may point out that 
out of unsecured loans, it has been 
credited in cash or by a cheque. It 
will not be for an auditor to sit in 
judgment whether it will be from a 
valid source; I don’t think the prof­
essionals can be asked to sit in 
judgment. What we can point out 
is that we can say that these are the 
new investments. I don't think 
whether professionals can be asked 
to give their judgment that this 
source is valid or invalid.

MR. CHAIRMAN: The concept of 
the scope of audit has to be dynamic. 
15 years ago, they were not as much 
dynamic as they are today and they 
have to be according to the require­
ments of the society in which it to 
being carried out. As far as an 
auditor is concerned, we will pres­
cribe a certificate which will deter­
mine his authority. Suppose it is 
shown that a peroon’s mother-in-law 
has brought in a certain amount of 
money. A query may be raised seek­
ing the circumstances under which 
she could acquire it.

SHRI S. K. GUPTA: We are afraid 
of that portion, Sir. The circumstan­
ces may differ from man to man.

MR. CHAIRMAN: The professional 
cannot be hauled up if he has applied 
his mind honestly. But he needs to 
be hauled up not once but 20 times if, 
in the garb of doing it, he has done 
something wrong.

SHRI S. K. GUPTA: Our members 
may also be harassed, when they 
express an honest opinion.

SHRI V. B. HARIBHAKTI: It may 
not happen in all cases, but say, only 
in 5 per cent of the cases; but we do 
not want our members to be exposec' 
even to that extent.

MR. CHAIRMAN: One of the com­
mon methods of finding out black 
money will be to examirte the amounts 
masquerading as loans.
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SHRI V. B. HARIBHAKTI: Let the 
ITO apply his mind. Our contribu­
tion would be that when unsecured 
loans are shown in the accounts of 
any party during the year, we would 
insist that it should be shown 
separately; and how much of it was 
received in cash and how much by 
cheque. Thereafter it is for the ITO 
to go into them and judge things and 
take a decision.

MR. CHAIRMAN: Would it be all
right if it is left optional for an 
auditor i.e. it is provided that he may 
study and declare that he is satisfied; 
otherwise he might say, “I have not 
gone into the genuineness of the 
source?”

SHRI V. B. HARIBHAKTI: I think 
it would be an expression of an 
opinion in that case.

MR. CHAIRMAN: We need not
cpecify the cases in which it would 
be compulsory for the ITO to apply 
his mind.

SHRI V. B. HARIBHAKTI: Let
him do it in every case.

SHRI VIRENDRA AGARWALA: 
Will the compulsory audit as men­
tioned here serve any useful purpose 
in unearthing black money or not?

MR. CHAIRMAN: If it would serve 
that purpose, how?

SHRI V. B. HARIBHAKTI: It will 
serve a very useful purpose, because 
•-iie basic malady to-day, as the Wan- 
sliuo Committee pointed out is two­
fold, viz. (1) people claim that they 
are not maintaining accounts; and (2) 
even where accounts are maintained, 
the returns which may be submitted 
to the Income-Tax department may 
be totally wrong due to the persons 
concerned making deliberate mistakes 
in totalling, inflating the purchases 
and suppressing sales etc. When the 
assessed knows that he is subject to 
audit, it will be a great deterrent to 
his making those manipulations. If 
personal expenses are regularly

debited to the account of the company, 
the inspecting officer has no reason for 
not going into it. He must definitely 
report it. Similarly, certain expenses 
which axe not allowable prima facie, 
might have been entered and the 
auditor is bound to find them out. 
Calculations with regard to deprecia­
tion should be gone into, to see 
whether they are at a higher rate; and 
whether there is any deliberate mis­
take in totals committed by the asses­
see to secure rebate etc. The infor­
mation made available to the ITO 
should be far more reliable. The 
returns are bound to be far more 
accurate than now, if not 100 per cent 
accurate, if sufficient vigilance is 
exercised on the assessees and veri­
fication is also made by the auditors. 
To that extent the auditor will help 
in checking the proliferation of 
black money; but if something is 
completely outside the books, the 
auditor will, of course, not be able to 
help much. We do not claim that he 
would be able to do it.

SHRI ERA SEZHIYAN: The main 
reason for my putting this quest?on 
is this. The Wanchoo Committee 
had realized that this will provide 
relief to the ITO. The witnesses 
here to-day do not want to have any 
responsibility. In their memorandum,
they say that the auditor “ -----cannot
guarantee that there is no evasion of 
tax by the assessee. The auditor can 
be expected to report on the correct­
ness of the profits as per the entries 
made in the books of account. He 
cannot and should not be expected to 
certify the taxable income of the 
assessee.” Earlier in their memo­
randum, the witnesses isay;

“ -----‘audit* is no substitute for
the exercise by the Income-Tax 
Officer of his duty to determine the 
income liable to tax-----”

Therefore, it looks as though the very 
purpose of this provision will be 
defeated if they do not want to share 
the responsibility. They want to go
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on record that they would not certify 
^anything.

SHRI S. K. GUPTA: We can do it 
as far as the facts mentioned in the 
books are concerned.

SHRI ERA SEZHIYAN: You are 
doing only that, even in regard to the 
company audit. You have atoo said 
in your memorandum:

“ .. . .a s  an auditor can devote 
more time to examination and 
verification of accounts than an 
Income-tax Officer, auditor’s 
services could be usefully harnessed 
for obtaining facts and figures that 
could be relied upon. To the extent 
the time and effort of the Income- 
Tax Officer now spent on gathering 
requisite information and verifying 
its correctness is saved, he would 
be enabled to apply himself more 
fruitfully to complicated aspects of 
law and investigation.”

MR. CHAIRMAN: Let us make
two things very clear. Firstly, a very 
strong representation has been made 
to the Committee that except serving 
as a nuisance, auditing will mean 
nothing more. It would mean patroni­
zing a profession. It will not help in 
our efforts to achieve the ultimate 
aim. Secondly, we called you almost 
at the end of our job of taking evi­
dence, to assure ourselves that this is 
not going to be a burden on the asses­
see without any rhyme or reason; 
and that this provision would help us 
in achieving the object of iho bill. We 
can tell the Parliament easily, that 
this may be dropped. You had said 
that you have been auditing company 
accounts for many years; how many 
frauds have you detected? This Com­
mittee and the draftsmen of this bill 
have been told repeatedly that as a 
result of this provision, those persons 
who keep accounts would be subjected 
to greater strain. The companies are 
under statutory obligation to keep 
.accounts; but the biggest frauds have 
been committed only by the com­

panies. You have to satisfy the Com­
mittee about the utility of thi# provi­
sion.

SHRI VIRENDRA AGARWALA: L* 
it the purpose of this bill cr of this 
clause that the ITOs would depend 
entirely on the report of the auditors?

MR. CHAIRMAN: Let the witnesses 
reply first to Mr. Sezhiyan.

SHRI S. K. GUPTA: When you
specifically asked whether we can do 
this, whether we can certify this and 
that, we said that we can do it. We 
have made only one point there that 
as far as the source of the investment 
is concerned, whether it is genuine or 
not, it may not be possible. It is a 
question of judgment. Only there we 
differ. About whatever points you 
have mentioned, we have said that we 
can do it. There is no difficulty on 
the part of the profession to report, 
on all the aspects you have mentioned.

As far as our profession is concern­
ed, I can assure you that we are 
definitely going to make use of this 
right which you have given to us...

MR. CHAIRMAN: The right is only 
proposed in the Bill So far.

SHRI S. K. GUPTA: Our profession 
is ready to take the entire responsi­
bility. There may be some difficulty 
about the source, whether it is genu­
ine or not. But there also, we shail 
try to meet your point.

MR. CHAIRMAN; We are going to 
draft the nature of the certificate. 
Only a person who ia agreeable to 
give that certificate should take up 
the audit.

SHRI S. K. GUPTA: We have said 
that there will be no difficulty. As far 
a* the preparation of the certificate 
is concerned, it will be better if we 
are consulted. The right of preparing 
the certificate is completely with you. 
We find no difficulty in giving that; 
certificate.
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SHRI TRIDIB CHAUDIIURI: 
What additional responsibilities are 
thrown on the auditor? He is already 
auditing the Company accounts.

MR. CHAIRMAN: That is hope­
lessly inadequate. Let us be clear on 
this issue.

SHRI S. K. GUPTA: As far as the 
Company audit is concerned, we from 
our Institute have suggested tc the 
Government to enlarge the scope of 
audit. We have made specific recom­
mendations. It is with the Company 
Law Department now. We feel that 
the way the audit o jrtificate is 
required today by law is qot sufficient 
t0 bring out all the instances which 
you have mentioned. Secondly, all 
the frauds which are committed by 
the Companies are completely outsnl ̂  
their books of accounts. That is why 
we wanted some additional powers.

MR. CHAIRMAN: To give you
additional powers it will be put in 
the certificate that you mention about 
the new investment, whether accord­
ing to you the sources are properly 
explained. In that case, you have to 
be bold enougk to say that tho3e are 
the sources which are explained and 
these are the sources which are not 
explained. »

You are going to take money for it. 
You are not doing somethhvg free or 
gratis. You have to apply your 
mind. You know the problem. It is 
only for that that compulsory audit 
>3 being provided here. If the res­
ponsibilities are not geing to be 
shared by the profession, then it will 
be difficult.

SHRI S. K. GUPTA: I can give you 
an assurance that there will be no 
difficulty for the profession to take 
up the responsibility.

MR. CHAIRMAN: We will consider
it.

There are a few more things. Why 
should the compulsory audit confine 
only to chartered accountants?

SHRI S. K. GUPTA: By education 
and training today, in this country, y  
this is the only profession which is 
competent to do it. There is no 
other discipline. This is the only 
institute. . . .

MR. CHAIRMAN: ‘Discipline1 part 
is all right. You could take others 
also in your ‘discipline’. I think, you 
are about 5,000 people.

SHRI S. K. GUPTA: We are about 
9,000. It is going to be 10,000 in 
3-4 months* time. We have given the 
statistics.

MR. CHAIRMAN: You are 8,896.

SHRI S. K. GUPTA: The number is 
going to be more now.

MR. CHAIRMAN: Have vou got 
any idea about the new audits that 
will come about?

SHRI S. K. GUPTA: We have no 
idea.

MR. CHAIRMAN: I will not blame 
you. The Ministry itself does not 
seem to have a proper idea about it.

Even they do not seem to have a 
fair idea about the number of auditors 
needed for that. Someone estimated 
at 100,000 or 75,000. It will not be 
less than 1 million. One doesn’t know.
It may be somewhere between 200,000 
to 300,000. It will go on increasing.
If you project it for the next 10 years, 
the demand is going to be more and 
more. The entry of chartered account­
ants in the profession is so difficult. 
The examination is so difficult. Every 
year, you will have far less number 
to cope up with the demand. Is it 
possible for the Institute to take 
within its ‘discipline* some other 
people who might otherwise be quali­
fied by taking some examination or 
by relaxing some rules?

SHRI S. K. GUPTA: It will be very 
difficult far us to do. Tha training is 
a composite one. It ia not that only 
by giving a short-term course, we can /  
build up a cadre, to do this job.
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ME CHAIRMAN: Only for a limited 
purpose of this audit.

SHRI S. K. GUPTA: Even for our 
boys, we give so much intensive train­
ing for three years. Even those who 
get more than 50 per cent marks in 
examination fail to qualify as char­
tered accountants. It is already diffi­
cult to qualify within a period of three 
years. It is very difficult to acquire 
that discipline. Any short-cut method 
will not serve the purpose.

SHRI V. B. HARIBHAKTI: In
view of the very heavy responsibility 
which you have envisaged, we would 
not like the profession as a whole to 
be maligned. This is a very compli­
cated and onerous responsibility. If 
it is given to a person who has not 
got adequate training, it will defeat 
the purpose of the Bill. It will un­
necessarily affect the wholesome pro­
fession which to being brought about.

MR. CHAIRMAN: You conduct an 
examination and then you take him in 
your ‘discipline*.

SHRI V. B. HARIBHAKTI: Only
examination is not enough. We have 
purposely kept, in spite of so many 
other suggestions to the contrary, the 
comuLsory period of four years. It 
gives practical training to the students 
in the field of auditing. This is the 
only way in which a person can 
acquire the technique of auditing. Any 
amount, of examination will not enable 
a person to acquire the technique of 
auditing. Therefore, our respectful 
submisGion is that that may not be 
possible.

We have got detailed information 
about how many chartered account­
ants we have got in every city of the 
country.

MR. CHAIRMAN: That will not be 
a help unless you know how many 
new audits will come about. That is 
nobody’s guess. How many you will 
have after 10 to 20 years. You cannot 
project that.

SHRI S. K. GUPTA: We can project
it.

MR. CHAIRMAN: Even the Ministry 
canot project it. How can you do 
that?

SHRI S. K. GUPTA: Membership.

MR. CHAIRMAN: Membership you 
can project; new audits you cannot 
project.

SHRI S. K. GUPTA: I can give >ou 
an instance. I come from West 
Bengal. The West Bengal Govern­
ment impoied a rule that any school 
which is junior or high school will 
have the accounts audited.

MR. CHAIRMAN: That is in all the 
States.

SHRI S. K. GUPTA: There is no 
difficulty. If it is multiplied by 10 or 
15 or even 100 times, I think, the 
profession can handle it.

MR. CHAIRMAN: Since you feel
oo strongly about the realm of audit 
being kept for the members of your 
Institute, it was pointed out to us at 
Nagpur that when the Chartered 
Accountants Act was enacted, the 
people who were income-tax practi* 
tioners for a duration of 7 or 10 years 
were automatically made members of 
your Institute. Is that true?

SHRI S. K. GUPTA: Before the Act 
came into existence there was the 
G.D.A., the Government Diploma in 
Accountancy. In those days, the
G.D.A. examination could be taken 
before the completion of the articles. 
At the time of the enactment of this 
Act, the people who were qualified as 
the G.D.A. and who had not completed 
their articles were given relaxation. 
It was only in those cases. They had 
already passed their Examination.

MR. CHAIRMAN: We are going to 
take out their evidence. I was myself 
surprised about it. I am not aware 
of it.
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SHRI S. K. GUPTA: The basic thing 
is that they had passed the examina­
tion, that is, before we granted them 
the licence.

MR. CHAIRMAN: We will come
back to that. It is not so easy for 
those witnesses to have taken us lor a 
ride. Because we put them to a very 
searching cross-examination on that 
point. We will take out that parti­
cular provision they were relying 
upon later on. We shall immediately 
come to the next point which is very 
important. What sort of discipline do 
you think you are going to ensure? 
This is a matter in which we can 
make a drastic provision in the law 
itself. We can provide in that that 
the person will cease to be a chartered 
accountant if an error is found in him 
for that purpose. In fact we intend 
doing it.

SHRI S. K. GUPTA: If a chartered 
accountant makes an error he is com­
ing under our discipline. You knov; 
we are more strict than the High 
Court. If 89 cases are referred to the 
High Court, only in two cases they 
have enhanced the punishment but, 
in 71 cases, they reduced the punish­
ment which the Institute has recom­
mended to the High Court. We are 
maintaining it very strictly and we 
have been accused of being more 
strict than even the high courts.

MR. CHAIRMAN: What about the 
other discipline? The business is 
going to larger firms. How are you 
going to ensure that discipline? I am 
putting this question because you are 
relying upon 8,900 members many of 
whom are people who do not have 
much work. Neither it is your Insti­
tute’s responsibility to provide them 
with work. Through this provision, 
are you in a position to enforce some 
discipline so that the work is spread 
out?

SHRI S. K. GUPTA: In fact this
will be the type of work in which

larger firms are not interested to 
take. We can give examples of 
cooperative bodies doing school audit 
in which larger firms are not inte­
rested to do the audit. It is meant 
only for our members who are begin­
ners and for whom audit is remune­
rative. This will be another category 
of audit in which larger firms will not 
be interested. Not even the established 
firms will be interested. That is 
mainly because the establishment cost 
would be such that the small assewees 
will not be in a position to pay that 
much audit fee. This is one thing. 
The second thing is that we have 
already issued a direction to our 
members of what we call self-regula­
tory measures whereby a firm with 
more than seven members—may be 
three partners or three petty assist­
ants may be there—cannot take up 
the audit below Rs. 750/-. A larger 
firm cannot take audit below Rs. 1,500 
Thus we find that the work will get 
distributed. This is our recommen­
dation. Our recommendation is the 
force of law. Though it is not enacted 
into a law, it has the force of a law. 
We find no difficulty in this. I think 
the audit will be mostly done by these 
junior accountantg or members. The 
senior members will not be in a 
position to do this audit because their 
establishment costs will come in the 
way of their audit.

SHRI V. B. HARIBHAKTI: As you 
have expressed a fear that it might 
go to bigger and established firms, 
we shall certainly take steps in this, 
regard. We havte no intention of 
worsening the position of confronta­
tion of audit which, in any case, is 
going to spread out because of the 
Companies Act amendment. But, 
still, the matter will be kept under 
review and we shall certainly try to 
see that it does not add to the malady 
which was existing in a more virulent 
form sometime ago.

MR. CHAIRMAN: What Mr. Gupta 
said just now that larger firms may 
not be interested may be correct. But,
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the fact remains that audit goes to the
* big firms. What assurance can the Ins­

titute give us by way of exercising its 
authority?

SHKI S. K. GUPTA: The Institute 
will see to it that work of audit 
goes to the junior members. We shall 
give you this assurance.

MR. CHAIRMAN: Can you give
some guidelines to them?

SHRI S. K. GUPTA: We can give
some guidelines to our members: 
There would be no difficulty as far 
as that part is concerned.

MR. CHAIRMAN: Will you prepare 
some guidelines for auditing by the 
junior members?

SHRI S. K. GUPTA: We have
already planned that for the chartered 
accountants in mofussil towns. We 
have kept them ready. As soon as the 
Bill is passed, we shall enforce the 
guidelines.

MR, CHAIRMAN: It has also to be 
realised by your Institute that Parlia­
ment is not interested in patronising 
one profession and leaving out the 
other profession. The object of this 
Bill is very simple and limited. We 
want your assistance in arresting this 
menance of black-money. For that 
purpose, something must be done 
effectively. If a few firms only are to 
benefit out of the provision, then we 
must leave it out.

SHRI S. K. GUPTA: Sir, we shall 
see to it that the audit will flow main­
ly to the junior members and not to 
the established firms. We can give you 
that much assurance. We can ,also 
give you the assurance that we can 
curb that tendency of the audit going 
to larger firms.

SHRI V. B. HARIBHAKTI: Regar­
ding audit, not only Wanchoo Com­
mittee but also half a dozen other 
highpowered Committees have made 

^ suggestions. Kaldor, committee has 
~ some suggestions; Investigation Com­

mittee has made some suggestions;

Working Group of the A. R. C. and 
Taxation Committee have also sug­
gested something. Some of them are 
against compulsory auditing. When 
it comes to compulsory auditing, at 
least the Chartered have got a far 
more reliable base on which to com­
pute the taxable income.

We are hundred per cent in 
agreement with you when you say 
that Parliament cannot be interest­
ed in patronising a particular pro­
fession. That is not our intention. 
What we are interested in is to see 
how far the members of our profes­
sion can assist the Government in 
having fair assessments of income. 
From that point of view only we are 
suggesting that this work can use­
fully be done by the members of 
our Insitute. We are prepared to do 
even more than what the Wanchoo 
Committee has spelt out in para­
graph 2.147 of their report. From 
the Committee’s Report, some im­
pression is created that we are try­
ing to get away from what Wan­
choo Committee has pointed it. That 
is not so. As Wanchoo Committee 
itself has pointed out, where the 
matter is beyond the judgement of 
the I.T.O., that cannot be left also 
to the Chartered Accountants.

MR. CHAIRMAN: Your obliga­
tion must be to point out the basic 
facts apart from what the I.T.O. 
can point out.

SHRI V. B. HARIBHAKTI: As
you rightly pointed out we must 
give facts and verify them to see 
that they are correct.

MR. CHAIRMAN: The certificate
given is worthy of the members.

SHRI V. B. HARIBHAKTI: You
are absolutely correct.

MR. CHAIRMAN: It will be
interesting to note—Mr. Haribhakti 
and Mr. Gupta will correct me if I 
am wrong—that 80 per cent of jtudit 
remains concentrated on the top four 
or five firms.
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SHRI S. K. GUPTA: That figure 
is not correct.

MR. CHAIRMAN: May I know 
the correct figure?

SHRI S. K. GUPTA: You know 
there was a survey conducted by 
the Economic Times some time ago. 
The survey revealed that there 
were about twenty firms which share 
sixty-five per cent of the workload.

MR. CHAIRMAN: I would rather 
much prefer that the institute with 
all its powers and authority should 
refeulate its affairs. Otherwise, we 
can very easily take care of this 
matter.

SHRI & K. GUPTA: We are very 
much concerned with our junior 
members. I can tell you today we 
try to Offer to any yougman who is 
qualified with a job. Today the posi­
tion is there is nobody without a 
job.

MR. CHAIRMAN: Further, it will 
be much batter if you send over to us 
the form which you want to suggest 
and we will examine the same.

SHRI S. K. GUPTA: We will do 
so.

SHRI V. B. HARIBHAKTI: Now 
we come to clause 25. Perhaps it is 
a dsraifting mistake but regarding 
the fees.............

MR. CHAIRMAN: We are consi­
dering that. We are considering the 
utility and the validity of the whole 
proviso from practical side.

SHRI V. B. HARIBHAKTI: Now, 
we take up clause 27.

MR, CHAIRMAN: We are also 
considering that.

You have intimate working know­
ledge of the taxation law. Like all 
other withneses you have pleaded 
Uor reduction in rates of taxation. 
Now, this has come abgut. What 
according to you ia going to be its 
effect?

SHRI S. K. GUPTA: Our feeling 
is the situation should improve.

SHRI V. B. HARIBHAKTI: The re­
sistance in higher bracket income has 
become less and they want to dis­
close more income. So, it is expect­
ed that greater amount of tax will 
be mopped up.

MR. CHAIRMAN: It has been
laid down in the Members Hand­
book of the Institute of Chartered 
Accountants of India. . “In pur­
suance of Clause 3 of Sub Section 
(1) of Section 4 of the Chartered 
Accountants Act 1949, the Central 
Government is pleased to specify 
the following conditions which a 
person referred to in the said clause 
shall fulfil in order to be entitled to 
have his name entered in the Regi­
ster of Members of the Institutes of 
Chartered Accountants of India:

If he is an officer of the rank of 
Income-Tax officer in the Income 
Tax Department or the Government 
of India having minimum service of 
six year—in such capacity and rea­
sonable experience in asessment of 
cases or experience of similar nature 
or if he is in practice as an Income 
Tax Consultant for a minimum 
period of ten years.’*

SHRI S. K. GUPTA: The coni-
tion is that he must have passed 
GDA examination before. In this 
connection please see 4 (1) (3).

The notification which you have 
read was under this provision.

SHRI V. B. HARIBHAKTI: It will 
be very harsh and most unfair if the 
income of spouse arising from any 
source in a firm in which other spo­
use has substantial interest is taken 
into account. If it is a question of an 
uneducated lady being given 
Rs. 5,000 as salary, then it may be 
attracted.. In 40A the powers are 
already available with the Income-Tax 
authority. That authority can be 
exercised. But I n " genuine cases 
where the spouse is educated and 
has got requisite qualification^ and
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has got an opportunity to do useful 
work in the unit in which spouse 
has sufficient interest why should it 
be made applicable?

SHRI ERA SEZHIYAN: What
will be your suggestion?

SHRI V. B. HARIBHAKTI If the 
spouse has got academic or profesio- 
nal qualifications which justifies his 
her engagement, the case of the 
spouse should be dealt with separa­
tely.

MR. CHAIRMAN: “The payments 
made to close relations or spouse” 
will be included in the from.

SHRIMATI SHEILA KAUL: 
The gentlemen just now said sponse. 
By spouse he means ‘wife* but it 
can be husband also.

MR. CHAIRMAN: Where the
wife is a partner and husband is 
employed officially, his income should 
be clubbed.

SHRIMATI SHEILA KAUL: 
It should not be.

MR. CHAIRMAN: What about
the fees? I feel schedule may be 
prescribed for feas.

SHRI S. K. GUPTA: We shall
issue guidelines to our members that 
the fees should be reasonable By 
reaonable I mean ‘nominal fees’.

SHRI N. C KRISHNAN: We are
not getting even the prescribed 
fees. These are less than the pre­
scribed ones.

MR. CHAIRMAN: There are other 
people who are getting more than 
that. We should, therefore, lay 
down the guidelines so that the 
monopoly firms should not charge 
high fees.

Is it possible for you to give us a 
form as to what you think reason­
able fees? It will be for our guid­
ance as to know how things are 
moving. I do not want assessees to 
be burdened too much

This is a new and experimental 
provision and much depends on 
what the ptfotfeaskm says| We will 
see what the views of the Commit­
tee are. Thank you very much.

(The Committee then adjourned.)
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I. Gujarat Chamber of Commerce and Industry, Ahmedabad
Spokesmen:
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3. Shri Shrenikbhai Kasturbhai.
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(The witnesses were called in and they took their seat* )#

ME. CHAIRMAN: Mr. Vasa, it is 
the convention of the Chairman of the 
Select Committee of Lok Sabha to 
point out to the witnesses the Direc­
tion by the Speaker of the Lok 
Sabha which governs your evidence. 
It says:

4The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable to , 
be published, unless they specifi­
cally desire that all or any part of 
the evidence tendered by them is 
to be treated as confidential. Even 
though they might desire their 
evidence to be treated as confiden­
tial, such evidence is liable to be 
made available to the Members of 
Parliament.”

Now, you can start.
SHRI RASIKLAL VADILAL VASA: 

'‘Honourable Chairman and Members 
o f the Select Commitee.

We are indeed much thankful to 
you Sir, for kindly granting us inter­
view today to submit our considered 
views and suggestions on various 
provisions contained in the Taxation 

^ Laws (Amendment) Bill 1973. Sir,
' we feel that the Taxation Laws 
3031 LS—13.

(Amendment) Bill which seeks to  
make amendments in the direct 
taxation laws of the country contains 
several provision^ of far reaching 
character. It is felt that the amend­
ments now proposed are calculated to 
make things quite difficult for tax 
evaders. In the process, the tax laws 
in general have been made more 
rigorous and stringent and it is ap­
prehended that many of them would 
affect the honest tax-payers also. In 
view of the far-reaching nature of 
various provisions contained in the 
Bill, it is feared that it might act as 
a damper to genuine business and 
increase paper work and accounting 
exercise for the department without 
any substantial gain to the revenue.

We, therefore, humbly feel that in 
view of far-reaching effects of this 
Bill particularly in respect of charit­
able trusts, it is esse n tia l that various 
provisions in  this regard should be 
reviewed and considered.

Following the recommendations of 
the Wanchoo Committee the action 
taken by the Govt, of India in reduc­
ing the maximum rate of income- 
tax etc. in India from 97.75 per cent 
to 77 per cent is really a step in the 
right direction in as much as tt
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would go a long way to give a push 
to the economy, augment revenue and 
lessen temptation to evade tax. 
While We appreciate the reduction in 
tax rate in India, it cannot but be 
emphasized that compared to many 
•ther developed and developing 
countries the rates of income-tax in 
India are comparatively much higher. 
We would therefore humbly request 
the Select Committee to recommend 
to the Central Govt, to further 
reduce the rate of maximum income- 
tax so that the economic incentives 
resulting from reduction in tax rates 
may go a long way in accelerating 
the pace of economic growth.

Instead of giving wide and coer­
cive powers to the officials of taxa­
tion department for search and 
seizure as well as to prescribe such 
penalties which can only be describ* 
ed as confiscatory, it would be appro­
priate for the department to exercise 
existing powers properly and judi­
ciously.

The proposed amendments revert­
ing linking of penalties to tax rather 
than income or wealth is a welcome 
step. Besides on account of deeming 
provisions the levey of penalty wiil 
be come a mechanical process which 
is not desirable. Viewed in this con­
text there is a strong case for moder­
ating rather than further tightening 
the penal provisions which in some 
respects surpass even penalty and 
punishment imposed in criminal of­
fences in the country.

To ensure that settlements are fair, 
prompt and independent they may be 
entrusted to a separate body called 
Direct Taxes settlement Tribunal. Its 
Chairman should be of the statug of 
the Supreme Court Judge as was the 
ease in the Income-tax Investigation 
Commission. This is essential to ensure 
judicial approach in the settlement of 
cases.

MR. CHAIRMAN: I suppose you
will have something to say on the 
specific provisions regarding settle­
ment machinery. If that is be so,

you can leave it from your general 
comments.

SHRI RASIKLAL VADILAL VASA: 
Now, I would request Mr. Kasturbhai 
to submit our view point particular­
ly regarding some aspects of the 
charitable trusts.

MR. CHAIRMAN: What degree o f 
effect the law will have at this stage, 
could be a matter of opinion. We 
wanted to achieve the object of ar­
resting the generation and prolifera­
tion of black money and of tax eva­
sion. You have stated that the reduc­
tion in the level of taxes would have 
three benefits, viz. (1) reduction in 
evasion and unearthing of black 
money; (2) reduction in avoidance of 
taxes; and (3) reduction in the
amount of tax arrears. In your
memorandum, you had stated that the 
Wanchoo Committee report should be 
accepted and the rates should be 
reduced to 75 per cent. They are now
reduced to 77 per cent. You are ask­
ing for a further reduction. After all, 
the State has need for an increased 
amount of revenue for its various 
programmes. Do you find any change 
in the attitude of your members in 
response to this? The revised rates 
conform to what, you thought, were 
pragmatic and would lessen the temp­
tation for evasion. This question is a 
general and not a technical one.

SHRI INDRAVADAN PRANLAL: 
We had then submitted that it should 
be reduced to 75 per cent. Thereafter, 
we have gone through the various 
tax reliefs allowed in other countries, 
as a result of which we have come 
to think that if the rate of tax is 
reduced, the revenue increases and 
people definitely get better facilities. 
We have got certain statistics relating 
to the USA where this has happened.

MR. CHAIRMAN; My question re­
mains unanswered. After the Gov­
ernment’s reducing the rate, do you 
think that there is a change in the 
attitude of the assessees? You are 
now canvassing for a further reduc­
tion in the rates.
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* SHRI P. G. MAVALANKAR: Has
the reduction already made, resulted 
in any significant response from the 
business community?

SHRI INDRAVADAN PRANLAL: 
This is the first year. We have to see 
what will be the reaction; human 
nature being what it is throughout 
the world, we wish to quote the ex­
perience of those countries where the 
burden was reduced, as a result of 
which the revenue earned has gone 
up.

*

MR. CHAIRMAN: If, in the course 
of the next few years, the Govern­
ment finds that there is no response 
to this sort of reduction in tax rates, 
don’t you think that they will be 
more than justified to raise it again 
to 97.75 per cent?

SHRI INDRAVADAN PRANLAL: 
The evaluation will have to be done 
after some time, Sir. But the change 
in the attitude is generally there.

SHRI VIRENDRA AGARWALA: 
The tax rates have been reduced this 
year; do you expect the revenue to 
go up?

SHRI INDRAVADAN PRANLAL: 
Yes, Sir.

SHRI H. M. PATEL: Have you now 
come to the conclusion, that since the 
Government has conceded what you 
had asked for earlier, you should ask 
for more? Or, is it that you are ask­
ing for further reduction on some 
other considered basis?

SHRI SHRENIKBHAI KASTUR- 
BHAI: The reduction that has been 
given has benefited mainly th© people 
in the top-level income groups. The 
reduction in the rates for “in-be1|- 
ween” incomes is not there; and less, 
have not got adequate reduction.

MR. CHAIRMAN: The slabs now 
provided are more liberal than what 
had been recommended by the Wan- 
phoo Committee. On an income 
of Rs. 30,000, according to the revised 
rate, the tax is Rs. 5,730 as against

Rs 5,250 recommended by the Wan­
choo Committee. The difference is 
very negligible,

SHRI SHRENIKBHAI KASTUR- 
BHAI: The inflation that had occur­
red during last year has wiped out 
this benefit. A man should be enabU 
ed to maintain parity in the standard 
of living. It is not possible now 
because of the inflation. If the rate 
of inflation and that of taxation are 
matched more response can be expect­
ed from the public.

SHRI VASANT SATHE: Does it 
mean that you should get something 
like D.A.?

SHRI SHRENIKBHAI KASTUR- 
BHAI: The net income should be 
coupled with the inflation.

MR. CHAIRMAN: We are thinking 
of standard of living only of those 
who have incomes of Rs. 30,000 and 
Rs. 40,000. There are sections of the 
population with lower incomes, whose 
standard of living does not fi&ure any­
where.

SHRI AMRIT NAHATA: I wonder 
how this argument of inflation is> 
relevant to the rate of taxation, be­
cause it is generally known that in­
flation has no effect on the standard; 
of living of the richet^sections of the 
people.

MR. CHAIRMAN: Unless it is a
fixed income group.

SHRI AMRIT NAHATA: If you
apply that argument, the revenue of 
the State in terms of real value goes 
down. As a matter of fact, I thought, 
the inflation should lead to a still 
higher rate of taxation on the higher 
income groups if the revenue cf the 
State is to be kept at the same level 
and the marginal value of the money 
of the rich is to be retained at the 
pre-inflation level.

SHRI RASIKLAL VADILAL VASA: 
If the rate of taxation is the same 
and the inflation goes on, the honest 
man has to lower down his standard 
of living, whether he likes it or not.
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SHRI H. M. PATEL; I think we are 
going into a new realm of argument.

MR. CHAIRMAN: I was only want­
ing to know their reaction to a very 
simple question, that a certain step 
has been taken which I thought was 
an extremely bold step by the Fin­
ance Minister. I thought your 
Chamber would be more than happy.

SHRI RASIKLAL VADILAL VASA: 
We welcome it. *

MR. CHAIRMAN; There should be 
«ome response to it. It should not 
be that every time there is a 
charter of demands, reduce it, 
reduce it. There should be some end 
to it.

SHRI P. G. MAVALANKAR: If 
you see what the Wanchoo Com­
mittee had recommended and what 
the Government has done, there is 
hardly any difference. I would like 
to ask the witnesses whether they 
have any concrete ideas with regard 
to this matter, namely, after reduction 
o f  taxation rates, whether there are 
any specific measures or steps they 
would like to suggest to make it pos­
sible for the tax-payers to pay their 
taxes. In other words, will mere 
reduction in taxation help or have 
they any concrete measures to suggest 
in this direction?

MR. CHAIRMAN: I think, we will 
be drifting into the realm of genera­
lities. I would like to hear them on 
specific points within the scope of the 
Bill.

SHRI P. G. MAVALANKAR: We
have discussed general points with 
other witnesses also regarding the 
need for reduction in taxation and 
more response from the tax-payers to 
that. Apart from that, I want to 
know from them whether they have 
any specific measures to suggest in 
this regard.

MR. CHAIRMAN: Have you any
Bpecific suggestions to make in the 
matter of rationalisation of deductions

in the computation of total income , 
for taxation? \ 1

SHRI H. M. TALATI: Apart from
the deductions in the confutation of 
total income itself, there should be 
such built in provisions as would 
bring about a larger residual income 
in the hands of the assessees. The 
amount available to the tax-payer for 
meeting his personal expenses has 
got to have gome bearing with the 
cost of living prevailing in the coun­
try. In absolute terms, the amount 
left with him may look larger but in 
reality the amount is not adequate to * 
meet his personal expenses and to 
have a standard of living which he 
was having all these years.

Again if you take the salaried 
group, the fixed income group, an tap 
come which was considered as a fair 
income, namely, Rs. 2500 a month or 
Rs. 30,000 a year may not be so now.
It is above that level of income that 
the rates of taxation were very steep.
We find that the residual income 
which remains with the tax-payer in 
terms of purchasing power becomes 
much less because of overall increase 
in the cost of living and the inflation 
in the country.

MR. CHAIRMAN: His question
was whether you have any specific 
suggestions in this regard.

SHRI H. M. TALATI: The basic
exemptions which are to be granted 
to tax-payers should be linked up 
with this.

MR. CHAIRMAN: You mean initial 
exemptions. How much should it be?

SHRI H. M. TALATI: It should 
have a bearing to the cost of living.
It was Rs. 5000 in those days. If the 
cost of living index has doubled, it 
will come to Rs. 10.000. If it is less 
than double, it should be Rs. 8000 or 
Rs. 9000. If that is taken into consi­
deration, it will take care of increas­
ed cost of living.

MR. CHAIRMAN: If you give ex-*'* 
eonption to people earning Rs. 5000
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a person who earns Rs. 2 lakhs, what 
difference does it make if you give 
exemption to him?

SHRI H. M. TALATI: We are talk­
ing about middle-income group,

SHRI AMRIT NAHATA: Take a
person who earns Rs. 50,000 a year. 
Let us suppose that even despite 
inflation his income remains the 
same. Now, as against the fifty- 
thousandth rupee, the last rupee, 
which during pre-inflation he used to 
spend as a tip to the bearer, after 
inflation, he would perhaps reduce 
the tip to 50 p. How does it affect 
the living standard of that person? 
I fail to understand. Secondly, we 
should also assume that with infla­
tion, the income of the middle-income 
group also increases. It does not 
affect the living standard at all.

MR. CHAIRMAN: Let us now go 
to the provisions of the Bill.

SHRI SHRENIKBHAI KASTUR- 
BHAI: I wanted to highlight two 
things. One is about the amend­
ment to Section 13(i)(b) which is to 
omit the words “created or after 
the commencement of the A c t I  
would submit that if this is done, it 
would be the death-knell of the 
charitable trusts which were created 
before 1962.

MR. CHAIRMAN: We have exten­
sively heard on this point. The Com­
mittee is already seized of the 
matter.

SHRI SHRENIKBHAI KASTUR- 
BHAI: This is a very vital thing. In 
Gujarat, we have got about 3000 hos­
tels for special communities. There 
is a hostel for barbers; there is a 
hostel for rabaries, a backward com­
munity. All these hostels will be 
seriously affected along with others 
which are run in Ahmedabad, in 
Gujarat. They have to almost close 
down.

SHRI ERA SEZHIYAN: About the 
point just now referred to by the 
witness, in the Memorandum also, he 
has made the point. He said that 
they do not agree with the policy of 
the Government to withdraw relief

to charitable trusts created on com­
munal basis prior to 1962.

If you take the Wanchco Com­
mittee Report, you will find they 
have also gone into this question. 
They have also come to the conclu­
sion that it would be anomalous if 
the trusts which were created before 
1962 were to be left out of the pur­
view. What has he to say about the 
conclusion arrived at by the Wan­
choo Committee? It is not as if it ia 
the policy of the Government. The 
Government is doing as per the re­
commendations of the Wanchoo Com­
mittee.

SHRI SHRENIKBHAI KASTUR- 
BHAI: My only submission is that 
no legislation should have retrospect 
tive effect. The things which were 
done earlier in all honesty and sins- 
cerely should not be changed later 
on because the thinking changes. We 
all agree that in the modern India, do­
ing things on the basis of caste and 
creed should not be encouraged. But 
about those people who had done it 
legally/ honestly and sincerely in 
the past, why should the new, gene­
ration try to change it? Here, the 
help is given to the poor. It is not 
given to the rich on the basis of caste 
or creed. All this help is given to the 
poor people of different communities 
in one way or the other. Why should 
we interfere with that? From now 
on, you may do it. But it should not 
be with retrospective effect.

SHRI ERA SEZHIYAN: The Wan­
choo Committee had made a very 
specific recommendation. It says:

* “We recommend that the law may
be suitably amended to provide
exemptions to trusts created before

* 1962 if they conform to the require­
ments of law created after 1962.M

Therefore, they have provided for 
this.

What I am saying is this. In the 
earlier part of the Report, when they 
were making this point, they werfc
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very particular about other recom­
mendations made by the Wanchoo 
Committee by saying that the Gov­
ernment does not seem to realise that 
the reforms suggested by experts 
based on integrity and implemented 
in bits will not yield desired results. 
At that time they said that the 
major recommendations, about 75 per 
•cent had been omitted. But now Gov­
ernment has implemented them. 
Therefore, what have you to say 
about the other portions?

MR. CHAIRMAN: There is an ap­
parent incongruity in what you seem 
to be canvassing through your memo­
randum and what you are telling us.

SHRI VASANT SATHE: You say 
that no law should have retrospec­
tive operation. Strictly speaking, the 
effect that is being given is not re­
trospective because all that is being 
sa d is that, hereafter, the law, will 
be  this. Now the necessary amend­
ments or changes can be made legal­
ly so that you can come in line 
with the present law although you 
were registered before 1962; There­
fore, it is not retrospective in that 
sense. For example, if you make a 
law now that people should go on 
the right of the road, those who 
were going on the left of the road 
cannot claim that they should be 
allowed to continue to go on the 
left of the road because that was 
what they were doing legally; they 
will have to walk on the right of the 
road because that is the law.

Another point which you have rais­
ed is that this is for the poor peo­
ple of that particular caste. What we 
want now is that there should not 
T>e any distinction on caste. It should 
be for the poor people belonging to 
•all the castes—without any distinc­
tion. What objection do you have to 
that?

SHRI SHRENIKBHAI KASTUR- 
BHAI: I accept and understand your 
argument. But what I am trying to 
say is this. Those people who created 
these trusts originally might be dead 
and gone, but they had visualised

certain things; they wanted to help 
certain people which was legal at r , 
that time. Now you cannot just all 
of a sudden say, “We change all this; 
now you will have to allow all com­
munity to use hostels or hospitals. 
Otherwise the income-tax exemption 
will be withdrawn” It is tantamount 
to saying that you close down if you 
do not want to throw it open to pub­
lic.

SHRI BHAGWAT JHA AZAD:
But for the repeated stress that the 
hon. witness has been making that 
retrospective effect should not be 
given, I would not have intervened.
I agree with the witness at the out­
set in principle that, normally, the 
law should not be applied retros­
pectively because the persons who 
then knew the law and acted accord­
ingly should be spared. But what I 
want to (point out is this. Why is 
retrospective effect being given? Has 
the hon. witness not studied the 
different assessments and conclu- . 
sions arrived at which show how, 
under the cover of this law, trusts 
have been functioning, how these 
trusts have been misused? Is it the 
contention of the hon. witness 
that a law which has been misused 
and which has not been given effect 
to properly according to the original 
intention, should not be corrected sub­
sequently?

SHRI SHRENIKBHAI KASTTJR- 
BHAIiIf a trust has been misused, it 
should be penalised. But I do not 
know of any misuse of this type. 
Wherever there is misuse there are 
other legal means by w h ic h  it can 
be stopped. You need not make a 
law for that purpose.

MR. CHAIRMAN: The basic ques­
tion is whether the communal trusts 
have acted against the larger inte­
rests of the community as such, whe­
ther the exemption itself has not 
been fully and properly utilised. If 
you have to say anything on that, 
you may; otherwise, we go to the 
next point. ,

SHRI SHRENIKBHAI KASTUR^ 
BHAI: In Ahmedabad where we work
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we are told about it, we can under­
stand. Otherwise, about 3,000 hostels 
being run for different communities 
would come to a grinding halt all of 
a sudden and the whole burden will 
be put on the State. Why should 
these hostels be asked to close down? 
What is illegal about it? What is 
wrong about it?

MR. CHAIRMAN: Why do you use 
the word ‘illegal’ ? What do you 
mean by that?

SHRI SHRENIKBHAI KASTUR- 
BHAI: I only mean that it becomes 
impossible for those trjigts to exist as 
soon as this law becomes effective.

MR. CHAIRMAN: We shall consider 
this. Next point.

SHRI SHRENIKBHAI KASTUR- 
BHAI: The next point is about in­
vestment. Clause (e) of sub-section 
(1) of section 13 will have the effect 
of prohibiting investment of the 
funds of trusts in any concern, inclu­
ding a company which is carrying on 
any business and which is not owned 
or controlled by Government. Here, 
Sir, we have not been able to under­
stand why investments in preference 
shares and debentures are not allow­
ed. We were given to understand that 
the main purpose of this amendment 
is to ensure that people are not 
allowed to control companies through 
the medium of charitable trusts. We 
agree that nobody should be allowed 
to control a company through charit­
able trusts. But we fail to understand 
how companies can be controlled by 
investing in preference shares and 
-debentures.

MR. CHAIRMAN: Under certain
circumstances, preference share­
holders are allowed to vote. But that 
is a different thing. If you can buy 
debentures, if you can buy preference 
shares, it only means that exempted 
profits are available for financing 
companies. Suppose you have Rs. 10 
lakhs as exempted profits and you 
invest in preference shares, at least 
finance is available. The idea is not 
to make even finance available.

SHRI SHRENIKBHAI KASTUK- 
BHAI: If I have Rs. 10 lakhs, I am 
asked to invest in government secu­
rities, whereas if I am allowed to 
invest in debentures, my income 
would be augmented.

MR. CHAIRMAN: You have not
understood. When you have Rs. 10 
lakhs, investment in government 
securities will mean money going for 
some other purposes arid Rs. 10 lakhs 
going to a company means just help­
ing a private trader. These are tw* 
different concepts.

SHRI SHRENIKBHAI KASTUR- 
-BHAI: But the income is used for 
charitable purposes.

MR. CHAIRMAN: I am not on the 
question of income. You said just 
now that you did not understand the 
rationale of this provision. You have 
said that as long as equity share® 
are prohibited, the controlling inte­
rests will not come about. I say that 
that is not the end of the matter. The 
intention of this legislation is not 
merely to prohibit equity share­
holding but also to prohibit the ave­
nues of investment being available.

SHRI SHRENIKBHAI KASTUR-
BHAI: Then you are draining away 
the income of the charitable trusts.

MR. CHAIRMAN: Now that you
have understood the rationale, you 
can make your submission.

SHRI SHRENIKBHAI KASTUR-
BHAI: If you are stopping invest­
ments in companies, then you are 
stopping the money going for chari­
table purposes. We are aware of the 
inflationary conditions. If we invest 
only in government securities, we 
receive only 4-112 per cent. If we 
had invested Rs. 100 in a conversion 
loan of Government of India, it would 
have become Rs. 55 to-day while if 
we b?d invested it in debentures, it 
would have at least remained R s. 100 
and given more income throughout. 
You might have some rationale, but 
u n less  tru sts  are allowed to invest 
in debentures and preference shares
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where interest rates are high, the 
incomes of the trusts would dwindle 
considerably and so also its capital, 
with the consequence that the chari­
table work that the trusts are doing 
will suffer considerably.

SHRI S. R. DAMANI: May I ask the 
hon. witness one question? The funds 
of the Trusts are the property of the 
public after donations. In that case 
will it be advisable for them to invest 
the funds in preference shares or de­
bentures of the companies where the 
trustees are interested? There may 
be risk to some extent. Instead of in­
vesting them like that, could they not 
be deposited with the banks? In that 
case, the Government will have no 
objection. They can get 8 per cent 
interest on the deposits.

In Maharashtra, according to my 
information, there is a Commissioner 
for Charity. He is allowing them to 
advance money against the property 
where they yield 12 to 15 per cent in­
terest. Since the aim is to earn more 
interest, why should they not deposit 
with the banks where they can get 
interest ranging from 12 to 15 per 
cent?

SHRI SHRENIKBHAI KASTTJR- 
BHAI; I cannot agree.

MR. CHAIRMAN: The import of hi* 
question is this. You are worried 
that the income will be adversely 
affected. You do not invest the 
money in Government Securities be­
cause you do not get more money. 
That is why you invest your money 
lelsewhere.

SHRI SHRENIKBHAI KASTUR- 
BHAL If anyone invests money on 
house, his money will sink because of 
the Rent Act. Moneys got against 
properties mortgaged are in a terri­
ble state because they cannot recover 
the money. Because of the Rent Act, 
they cannot even sell the property as 
there are other difficulties that come 
in.

MR. CHAIRMAN: You are painting 
a picture as though the property

owners are in distress. Anyway, Mr. 
Damani, he has answered your ques­
tion whether it is right or wrong.

SHRI SHRENIKBHAI KASTUR- 
BHAI: Sir, the Hon’ble member made 
a point that the trustees are investing 
money of the trust in debentures and 
preference shares of companies where 
the trustees themselves are interest­
ed. This is not so. There is a trust 
Act in the Gujarat and Maharashtra 
States and the permission of the 
Charity Commissioner has to be ob­
tained before any investment could be 
made in preference shares or deben­
tures of any company. The Charity 
Commissioner grants permission only 
after he has satisfied himself about the 
propriety of the investments.

SHRI S. R. DAMANI: There are
only a few States where the Trust Act 
is in vogue and where there are Com­
missioners for Charity. There are 
many States where there is no Com­
missioner for Charity. And there is 
no control over them. What would 
happen to those States?

I said that there are certain risk* 
involved in investing such a huge 
capital on a company where the 
Trustees are interested. When there 
is an element of risk why should 
public funds be inveseted? Why 
should not money be advanced against 
security of property?

MR. CHAIRMAN: It is a matter of 
opinion.

SHRI SHRENIKBHAI KASTUR- 
BHAI: The solution is to have a uni­
form Act all over India as the one we 
have in Guj'arat and Maharashtra.

SHRI AMRIT NAHATA: Mr. Chair­
man; I want to tell the hon. witness 
that he has based his assumption that 
the income from Government securi­
ties is always less than the income 
from debentures or preference shares 
invested in companies or corporate 
bodies. Surely, I think, this assump­
tion is not always true. Sometimes 
there have been cases of swindling;
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sometimes there- have been cases 
of mal-functioning of the corporate 
bodies. It is always true that 
the income from debentures or pre­
ference shares should be more than 
the income from Government securi­
ties.

MR. CHAIRMAN: Say ostensibly
more.

SHRI AMRIT NAHATA: It ia al­
ways go. A trust is constituted for 
the purpose of public good or for 
charitable purposes. Though it is 
true it may be allowed to earn income 
on its own, at the same time, it  cannot 
be allowed unrestricted freedom to 
invest its money and earn income and 
augment its funds by any means it 
likes. Take for example the trust 
which is indulging in speculation. 
Similarly, we feei they should not be 
allowed to raise more capital or in­
vest more capital. The money lying 
with the trusts is made available for 
charitable purposes and to augm’ent 
its capital for a social objective. We 
must adhere to this. And, therefore, 
the trust should not be allowed to in­
vest money in debentures or prefer­
ence shares in corporate bodies.

SHRI SHRENIKBHAI KASTUR- 
BIIAI: There are Charity Commis­
sioners in Gujarat and Maharashtra. 
They see to it that the trust monkey is 
not invested anywhere one likes. In 
Gujarat and Maharashtra we are very 
severely restricted from investing 
anywhere we like.

SHRI H. M. PATEL: It is more or 
less laid down in the law. This is 
not going to be presumed as the view 
o* everybody. What Shri Shrenik- 
bhai is telling us is this. Already 
theie is an Act in existence in Bom­
bay and Gujarat. There exist organi­
sations of Commissioners for Charity. 
‘WhFt is wrong in it? What public
ii .icicst is going to be served if 
it*cncys are invested in concern* or 
cr&arfcations which would bring in 
more money or income to the trusts. 
What has the spokesman of the Gov­
ernment got to say to this? In ^ther

words he has put it t0 us that what 
is existing in Maharashtra and Guja­
rat should be followed everywhere.

MR. CHAIRMAN.* We shall consider 
that.

Fi-iRl ERA SEZHIYAN: Tust now
the witness invited the attention of 
the Committee to the existence of 
Ch&iity Commissioners in Maharash­
tra &nd Gujarat and also a Siatute to 
ccntrol these things. May I also in­
vite his attention to many instances 
where trusts have been created by big 
groups and where asjnuch as 90 to 95 
per cent of the funds have been in­
vested only in individual grjups? 
This has been found out 0n investi­
gation!.

SHRI SHRENIKBHAI KASTUR- 
BH-AI; In Gujarat and Maharashtra 
only this Act has been implemented. 
-And it has not been allowed at all 
there.

SHRI VIRENDRA AGARWALA* Tn 
Bombay the experiment has been a 
success and the Commissioner for 
Charity is controlling the investments 
of funds of the trusts. Can this not 
be followed on an all-India basis in 
other States?

MR. CHAIRMAN; I do not think 
the witness will be able to enlighten 
us. It is for the Committee to decide.

SHRI VIRENDRA AGARWALA: 
You can ask the witness to tell us 
something.

MR. CHAIRMAN: Have you any
statistics to tell us how it is function­
ing?

SHRI SHRENIKBHAI KASTUR- 
BHAI: I am sorry, we do not have 
statistics

MR. CHAIRMAN: This we can call 
for.

SHRI BHAGWAT JHA AZAD: The 
witness ‘just now said that in Maha­
rashtra and Gujfcrat there is an or­
ganisation under the control of Com­
missioner for Charity who is control­
ling the investment of funds from
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the Spokesman to find out the figures 
regarding the functioning of this or­
ganisation.

SHRI S. NARAYAN: The Wanchoo 
Committee in its report had said they 
tried to find out from various States 
Jhow the charity laws are administer­
ed and whether any case of abuse 
brought to their notice. In the report 
they have said no State reported in 
that manner and we came to the con­
clusion that these laws are not being 
•effectively administered from the 
point of view of checking the abuse.

SHRI VASANT SATHE: The point 
made by the learned witness is if we 
allow the charitable trusts t0 exist 
then we must also see that they make 
sufficient income and good income 
from wherever they can make. But 
we have also heard witnesses where 
it was pointed out that even where 
investment in the form of debentures 
or preferential shares is made in other 
companies it was seen often there is 
•crores-investment. Apart from that 
why should we allow trusts to make 
investments in companies in prefer­
ence to Government securities when 
we know that in making funds avail­
able to Government securities it ser­
ves a large purpose of the community 
as a whole. So, will it not mean that 
although a particular trust may suffer 
a little loss by not being allowed to 
take debentures in a particular com­
pany ultimately it benefits the com­
munity as a whole by being required 
to invest in particular government 
securities. So, why should there be 
any objection?

SHRI SHRENIKBHAI KASTUR- 
BHAI: It is not a small difference. It 
makes a sizeable difference. In these 
inflationary times unless the trusts 
can make more income the basic pur­
pose definitely suffers.

SHRI P. G. MAVALANKAR: We 
are at a stage where in India the 
State is becoming increasingly a wel­
fare State and the number of activi­
ties which the charitable trusts have

been doing in the last few years are 
becoming activities of the State. If 
that is so what harm is there if a T 
welfare State goes on assuming 
actively an increasing number of wel­
fare activities which so far have been 
done by the charitable trusts? If the 
trend is right then what is the harm 
in encouraging the State to have 
greater funds and also greater scope 
for activities.

Secondly, can the witness tell us 
whether in his experience the Charity 
Commissioner’s restrictions have done 
two things: ^

(a) They have successfully con­
trolled mis-investment or wilfull 
investment; and

(b) Charity Commissioner’s res­
trictions have not thwarted the exe­
cutives of the trusts from their res­
ponsibility of carrying develop­
mental activities.
SHRI SHRENIKBHAI KASTUR- 

BHAI; Definitely they have been con- * 
trolling misuse of the funds very 
effectively and they are not thwarting 
in any way because they give permis­
sion only after considered opinion 
there is no thwarting. We are abso­
lutely happy with the Charity Com­
missioner and the Charity Trusts Act 
because it controls the misuse of funds 
and help those who do good work. It 
is an excellent mode of controlling.

SHRI VASANT SATHE: The big
and large houses must be continuing 
to keep the funds.

SHRI SHRENIKBHAI KASTUR- 
BHAI: I am only for the benefit of 
the charitable trust. I do not think 
it is more important whether the 
large houses or the small houses get 
the funds but the objective of the 
charitable trust should be supported.

MR. CHAIRMAN: It must not begin 
at home as it appears to be. I shall 
give you some figures. Here is a 
study made and it is a study of the 
pattern of investments of ttlists 
having an income of over Rs. 1 lakh^*
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or asset* over Rs. 10 lakhs and there 
they have found out that the total 
assets were Rs. 124 crores. Invest­
ments in shares of public companies 
were Rs. 17.3 crores and investments 
in shares of private companies were 
Rs. 6.5 crores, partnership firms Rs. 2.2. 
crores and in loans and debentures 
Rs. 10.6 crores. It is pertinent to 
add that the study which appeared 
in the company news and notes refer­
red to earlier showed that the aggre­
gate investments in the Joint Stock 
Company of these trusts which were 
not associated with any industrial 
group amounted to 19.8 per cent only. 
That means 80.2 per cent were con­
nected with the industrial groups.

SHRI SHRENIKBHAI KASTUR- 
BHAI: When new charitable trusts
ate  created by donors they obviously 
can give only shares of their own 
company to start the trust. This is 
the main reason why only 19.8 per 
cent of the aggregate investment in 
the joint sector company are such 
which are not associated with any 
industrial group. What we are talk­
ing about now is of new investments 
and not of investments that were set­
tled as corpus. There is a mix up 
here.

MR. CHAIRMAN: It is not the mix­
ing up. It is how you ultimately con­
trol. An eminent industrialist from 
Gujarat whose name I would not like 
t0 refer has floated many trusts pure­
ly to keep this out of 5 per cent pro­
vision. 30 trusts have been floated 
by him. In a case like this do you 
not think there should be an outright 
ban?

SHRI SHRENIKBHAI KASTUR- 
BHAI: Where this sort of thing is 
there you take away the voting power 
and give it to the Charity Commis­
sioner. Voting power can be assign­
ed to Government or public trustee 
and they vote on these shares.

MR. CHAIRMAN: How will it
work?

SHRI SHRENIKBHAI KASTUR- 
BHAI; Parliament can pass a law

taking away the voting right o£ 
equity shares from the trustees of
Public Charitable trust and rest it in 
the Charity Commissioner as a public 
trustee.

MR. CHAIRMAN: We can say that 
your exemption is gone from within 
the ambit of taxation if you do so.

SHRI VASANT SATHE: That is a 
very good point which has been made.

SHRI S. R. DAMANI: I would like 
to know the views of the witness on 
the element of risk involved in the 
case of funds reinvested and why are 
the funds of the trust invested fo r , a 
long period—15 years, 20 years? In 
a short period it can have more in­
come. I do not agree with the views 
that the residential houses and other 
houses are not secure.

MR. CHAIRMAN: It is a matter ot  
opinion.

SHRI S. R. DAMANI: I have also 
got a trust and there are plenty of 
persons who are asking for money 
and paying interest @ 12 per cent. It 
is not correct that money can be in­
vested against property or that secure 
money can yield more interest. Why 
should we stress upon preference of 
debentures?

SHRI SHRENIKBHAI KASTUR- 
BHAI: The alternative is investment 
in the 12 years loan of the Govern­
ment of India or the State Govern­
ment which gives 5J per cent to 
6 per cent interest while the invest­
ment in preference shares yield 9.3 
per cent interest. You can clearly gee 
that this will provide a hedge against 
inflation.

In one of our trusts, we were get­
ting in 1960 a sum of Rs. 30,000/-. 
Now for the same shares we are get­
ting Rs. 50,000/-.

I am in agreement with the Hon’ble 
Member’s view that the trust should 
not be the media to control the com­
pany. This should at all costs be 
stopped. But one should not be pro­
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hibited from investing in ordinary 
shares, preference shares or deben­
tures. It should be the Trust Act 
which should control the proper in­
vestment of funds of the Trusts by 
the Trustees.

SHRI H. M. TALATI: There is a tax 
on donation.

MR. CHAIRMAN: As a trust are 
you worried about the anonymous do­
nation?

SHRI H. M. TALATI: Collections
are made on blind day, Jawan Day, 
etc.

MR. CHAIRMAN; Mr. Talati, leave 
it, crores of rupees are collected.

SHRI S. R. DAMANI; This should 
be only for spending and not that it 
should be in the form of corpus.

MR. CHAIRMAN: They are refer­
ring to anonymous donations.

SHRI S. R. DAMANI: These are to 
be spent for certain causes but if they 
are given by undisclosed persons, then 
it becomes difficult.

MR. CHAIRMAN: It is more a mat­
ter for us to consider.

SHRI H. M. TALATI: Tax avoidance 
through diversion of income to Mem­
bers of an individual's family, Clause 
14: On the general principle, we
are not against it, but we would re­
quest you to consider one or two pro­
blems that are likely to arise. One is, 
where both the husband and wife are 
qualified professionals, e.g. one is Ad­
vocate and the other is Solicitors or 
vice-versa.

MR. CHAIRMAN: You are deviat­
ing from the general pattern, where 
the husband is a doctor and the wife 
is a nurse.

SHRI VASANT SATHE: There his 
difficulty would be for * vice-versa*

MR. CHAIRMAN: Mr. Talati, we
dare not do anything which may leave 
an impression that by and large, the 
women-folk are being given different 
treatment. However, we will consider 
this point.

Please proceed to the next point.
SHRI H. M. TALATI: There is a 

small point in clause 15. If instead 
of all the three steps being taken 
through account payee cheque, name­
ly the receipt of hundi, payment of 
interest and repayment of hundi, if 
one step is by ‘crossed cheque’ so that 
the identity of the pferson is proved, 
would it not meet the needs of the 
department, even though the other 
two steps are there?

MR. CHAIRMAN: Sometimes evi­
dence is created later. One uses one’s 
black-money and after one year's 
time, having found hawala, he makes 
payment by cheque.

SHRI H. M. TALATI: If the initial 
transaction is by cheque, why should 
he do it later?

MR. CHAIRMAN: Do you think that 
it should be confined only to hundis, 
or should it be made applicable to all 
loans?

SHRI H. M. TALATI: Let it apply 
to all loans. We only want that 
genuine people should not be put to 
difficulties.

MR. CHAIRMAN: Your point is that 
if the original loan is taken by crossr- 
ed aucount payee cheque, there will 
be no occasion to fabricate evidence. 
We will consider that.

SHRI H. M. TALATI: Clause, 16:
By this clause, it is sought to treat the 
business of purchase and sale of 
shares of the company which are not 
investment, banking or financial com­
pany as speculation business. We are 
with the Govt, that if hawala busi­
ness is sought to be done, it should 
be stopped. But would it not be pro­
per to have a proper legislation regu­
lating this in the stock exchange?

MR. CHAIRMAN: The rationale of 
this clause is that if an industrial 
company making large profits wants 
to reduce its income, it will make 
systematic purchase and selling of it® 
shares and thereby reduce the taxable
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profit or some other business. It ig to 
get at that miscrhief.

SHRI H. M. TALATI: We are fully 
with the Government.

Clause 19: We are happy that a
start is being made in giving a re­
duction for house rent paid by non­
salaried people. Is it not that they 
are discriminated too much for this? 
The condition laid down for this is 
that the person concerned or any 
member of hie family should not own 
a house anywhere in India. Our 
point is, if he is staying in a rented 
house, why should he be denied that?

SHRI VASANT SATHE: You want 
the benefit to be given to all.

SHRI H. M. TALATI: Yes, Sir. We 
want that they should be at par with 
salaried people. Our objection is to 
the proviso.

Clause 25: Is it necessary that we 
should have a limitation?

MR. CHAIRMAN^ This is a minor 
poiitt. What do you say about sear­
ches and seizures, Clause 39? Should 
this be made more stringent?

SHRI H. M. TALATI: The powers 
which are already with the depart­
ment are more than adequate. We do 
not feel that they have not been able 
to fulfil their obligations for lack of 
powers. They have not been fully 
and properly exercised and in such a 
case to give them still more powers 
is not a welcome step. If there are 
any drawbacks and if you provide 
something to remove them, this would 
be good.

MR. CHAIRMAN: In concrete
terms, what do you suggest?

SHRI H. M. TALATI: All these ad­
ditional provisions would not be 
necessary except some.

MR. CHAIRMAN.- Shall we go to 
other clauses now?

SHRI H. M. TALATI: In section 132 
of the Income-tax Act in sub-section 
n V  if ie otftfpH*

“Where the Director of Inspection 
or the Commissioner or any such 
Deputy Director of Inspection 
or Deputy Commissioner (Assess­
ment) as may be empowered in this 
behalf by the Board” ;

Here the existing powers are ade­
quate one and no need to empower 
Deputy Director of Inspection or 
Deputy Commissioner (assessment).

MR. CHAIRMAN: The general pro­
position is that the existing powers 
are not adequate. It is not because o f  
any deficiency or inadequacy o f  
powers but because of want of ade­
quate exercise of power techniques 
and therefore, purely giving more and 
more power is not a solution to the 
matter. So, I ask you to ret me know 
the clause itself where you think tha* 
the increase of powers are not going 
to help.

In Clause 36 there are various pro­
visions of searches and seizures. Some 
of them are additional* and some o f  
them are not additional. Therefore* 
I would like to know from you to  
which of your provisions this general 
proposition apply.

SHRI H. M. TALATI: On page 16 
of the Bill under Clause 39(a) (ii) in. 
clause (c), for the words “which has 
not been disclosed'' the words 
“which has not been or would 
not be disclosed” shall be substitut­
ed. We are not going into the realm 
of the subject, subjecting judgment of 
and without meaning any disrespect 
to any one. The additional words “it 
would not be disclosed” are not at all 
necessary.

MR. CHAIRMAN: What is your 
comment on this? What do you say?

SHRI H. M. TALATI: Here it is
mentioned as ‘it would not be dis­
closed’. “would not be” may mean 
anything according to man's guess. 
The said allegation cannot be put to 
any proof nor it would be possible 
to lay down any guideline or test or 
determine this. I feel that “has not 
disclosed” is adequate.



198

MR. CHAIRMAN; Will you kindly 
refer to Section 132 sub-clause (b) 
after subjection (1), the following 
•ub-section shall be inserted, name-
Jy;—

“ (1A) Where any Commissioner, 
in censequence of information . in 
his possession, has reason to suspect 
that any books of account, other 
documents, money, bullion, jewel­
lery or other valuable article or 
thing.............aircraft**;

Even there the books of accounts are 
already in existence. They are in exis­
tence and these are the books of 
accounts and the documents which 
can be tested. But under Sec. 37A it 
is stated as: “Any person to whom a 
notice under sub-section (4) of sec­
tion 16 or a summons under section 
37 was issued to produce or cause to 
be produced. . . .  or any person to 
whom a notice or summons as 
aforesaid has been or might be issued 
Will not, or would not produce
or cause to be produced-----” Here
what will you say? What factors 
will be given notably as would justify 
that an assessee would not cause to 
produce?

SHRI VASANT SATHE: On some 
other occasion, appropriate notice has 
been issued which has not been pro­
duced.

SHRI H. M. TALATI: The existence 
of the material to prove “would not 
be disclosed” will not be there. It will 
be only a matter of guess.

SHRI VASANT SATHE: What
would be the harassment under this 
new clause?

SHRI H. M. TALATI: Taking this 
provision into consideration, any in­
come-tax official can say that the as- 
aessee would not disclose the same in 
his income. The presumption is that 
the man is dishonest and he would 
not have disclosed the same as his 
Income. And there is no standard or 
measure to find that there is any bagifl 
for this belief.

MR. CHAIRMAN: “Where any mo­
ney, bullion, jewellery or other valu­

able article or thing represent either 
wholly or partly income or property- 
which has not been disclosed or would
not be disclosed......... ” Now you read
it. The built-in safeguard for an as­
sessee is there. It is like this that he 
must be in possession of all these as­
sets and there must be circumstances 
to indicate that he has not disclosed 
and that he would not disclose. Mr* 
Sathe’s question is relevant; firstly 
there is a concept of no disclosure and 
something which would not be dis­
closed is being brought within the 
purview of the Section. In accord­
ance with the Section 132 (1) (b) and
(c) what has been done? He is in 
possession of these things which will 
not be disclosed for income-tax pur­
poses or he is not legally to disclose. 
A person has been submitting a return 
for Rs. 10,000 - and he is in posses­
sion of bullion worth of Bs, 10.00 
lakhs. Well, he may say that he has 
earned that this year end.

SHRI H. M. TALATI: He accepts 
the tax liability for the additional 
amount. Even by presuming that he 
would not disclose the same, I do not 
envisage what the department has 
achieved? It is because of this that in 
sub-clause (c) the present provision 
that “IT HAS NOT BEEN DISCLOS­
ED” is adequate. He cannot say “All 
right, I will not disclose, let me see 
what happens.”

The moment he says that, he expos­
es himself to tax as well as penalty.

MR. CHAIRMAN: The question is 
that at that point the department 
should have power to seize it. I may 
tell you that the Committee is going 
to be extremely cautious in giving 
more and more powers. Therefore, 
I would say that it is not an academic 
argument. We want to convince you 
that we are not just giving powers 
to Income-tax Officers or some others.

SHRI H. M. PATEL: Mr. Chairman, 
here I must point out one thing. The 
witness is emphasising the fact that 
the powers proposed to be given are
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J>ased on a subjective element. Apart 
from the original point which is still 

I  valid, his emphasis is on the sub­
jective element which I do not think 
is completely washed out by the argu­
ment that has been urged by you.

MR. CHAIRMAN: What he was
saying was that we are giving added 
powers. Now conceptually the sub­
jective powers are already there.

SHRI H. M. PATEL: He does not 
deny the need for such powers. There­
fore, he says that the powers which 
are already there are adequate for 
whatever purpose you want. That sub­
jective element is undesirable and 
that is his argument.

MR. CHAIRMAN: If you read that 
Section, you will find that it is not so 
subjective. Here the words “or would 
not be disclosed” are to be added.

SHRI H. M. PATEL: It has not been 
disclosed is the important point.

MR. CHAIRMAN: What? Some
assets in his possession.

SHRI H. M. PATEL: That has
already been established.

SHRI VASANT SATHE: The
present provision is about assessment 
wherein certain things have already 
come to light. Kindly see the present 
Section 132(1) (b). The present pro­
vision is to safeguard it and therefore 
it would not become irrelevant. What 
objection the learned witness has to 
such a provision if his intention is to 
safeguard it? There is certain evidence 
that he has got certain assets. Now, 
there is an apprehension that he is 
going to get away from them. How 
will he protect his interest?

SHRI H. M. TALATI: The provi­
sion in question could be tested and 
it can be proved that the assessee 
would not have produced any books 
of accounts or documents. This is not 
a matter of mere opinion or subjective 
approach. Hence because of this pro­
vision there cannot be any difficulty 
in enforcing it.

MR. CHAIRMAN: That is a differ­
ent point. Assuming on the question 
we will ask the Department to tell us 
whether they had any difficulty?

SHRI H. M. PATEL: According to 
the recommendation No. 20 of the 
Wanchoo Committee, I find nothing to 
say that this particular thing follows 
automatically from that recommen­
dation.

MR. CHAIRMAN: It means the
necessity of this clause is something 
which the Department will explain, 
to us.

SHRI K. R. GANESH: The concept 
was already there. Therefore in the 
beginning, you were not correct.

MR. CHAIRMAN: If you only
broaden the circumstances under 
which he can issue orders where you 
find really bullion, money, jewellery 
and other articles and where you 
apprehend that these are partly out 
of income and partly out of undis­
closed wealth or wealth which may 
not be disclosed or income which may 
not be disclosed, you authorise search 
and seizure, I think, if it is not in 
the scheme, it is difficult.

SHRI VASANT SATHE: Why do
you feel that there is going to be a 
harassment? "

MR. CHAIRMAN: Mr. Talati, if
you have any other argument to- 
advance, you may do so. In the 
absence of optimism, it ia mutually 
exclusive to both— an assessee and 
the Department.

SHRI H. M. TALATI: People are
being put to all these problems for 
days together and then subsequently 
months. This thing already happens 
under the present provision and it 
would happen to & large extent if 
additional provisions are there.

SHRI K. R. GANESH: The commit­
tee are interested in not giving very 
large powers to the Income Tax 
Department. But you must make 
some substantial contribution to this 
and not say things as you are trying.
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to say—as if the Departcent has been 
harassing people and nothing has 

»come out.

SHRI S. M. BANERJEE; The 
learned witness is apprehensive of 
certain harassments if more powers 
are given to the ITOs. You have made 
it very clear that you are not in 
favour of giving more powers to them. 
We should be cautious about it. The 
witness is talking of harassment and 
is, at the same time, sharing the opti­
mism of the Department with us. Can 
he deny that in the matter of seizures 
and searches, those people who have 
honestly cooperated with the Depart­
ment have not been harassed at all? 
On the contrary, there are instances 
to show that the moment certain as­
sessees came to know about the in­
tended seizure, they indulged in all 
sorts of wrong activities.

MR. CHAIRMAN: You are absolu­
tely right, Mr. Banerjee. If the as­
sessees cooperate with the Govern­
ment in the matter, there will be 
nothing to conceal. Maybe, there is 
trouble involved in attending tax pro­
ceedings etc. I can give you an in­
stance. When the houses of film stars 
were raided in Bombay, one of them 
raised the plea that there was a rain 
o f notes the day before the previous 
day and that that star concerned col­
lected some notes; or that they had 
obtained a treasure all pf a sudden. 
What can be done in such circums­
tances?

SHRI H. M. TA L A T I: That is w hy 
w e have stressed, in our memoran­
dum, the need for having the preven­
tive measures suggested by the Wan­
choo Committee, viz. of penalizing the 
tax officer who misuses the powers. 
People w ill then have some confidence 

- in the administrative machinery.

MR. CHAIRM AN: Mr. Talati, you 
have shifted on to a different, and 
more difficult ground.

SHRI K. R. GANESH: As a res­
ponsible Chamber, you are taking a 
position that the Department is not 
facing a problem, as a result of

which certain types of Officers have 
created havoc in our society. If your r : 
stand is correct, the Wanchoo Com* 1 
mittee would not have been there. 
Why should you plead for tfuch peo­
ple?

SHRI H. M. TALATI: We are not 
doing it, Sir. That is why we had 
stated in the beginning itself that we 
have no sympathy for the tax eva­
ders. We are at one with you on 
that problem.

SHRI P. G. MAVALANKAR: 
Should we, at this stage, go into the 
details and facts about which there < 
is an obvious controversy between 
the Government and the members of 
the Committee; and between the wit­
nesses and the Department? The 
point is that the witnesses say that 
powers already given are adequate 
and that if we give more powers, 
better results would not be obtained. 
On the contrary, such enhanced 
powers will result not only in harass­
ment to the assessees but also in- 1 
roads into individual freedom and 
privacy of the citizens.

MR. CHAIRMAN: Mr. Mavalankar, 
the provision of the law cannot be 
considered in a vacuum or in thin 
air. It has got to be considered in 
the context of hard realities. That 
is why I had asked the witnesses to 
point out the circumstances which 
warrant this sort of an amendment.
It is not as though the Committee 
has accepted it. But surely if the 
witnesses are arguing for something, 
the Committee should put them to a 
gruelling test. <

SHRI VASANT SATHE: Now that 
the Chairman has given ’ ^ome con­
crete instances, can the witnesses 
give another concrete instance where 
an assessee who is well-kno.wn and 
reputed, has been really harassed 
even under the existing law?

SHRI H. M. TALATI: We will send 
you the details, Sir; we will give 
you the name, address and every 
thing about such a case. I am n0V^ 
running away from it.
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SHRI S. R. DAMANI: The main 
bjective of the bill is to unearth 
lack money and for achieving it, 

seizures and searches are essential. 
The loopholes remaining in the exist­
ing Act in the matter of conducting 
them, are proposed to be plugged 
through this bill. The purpose is 
not to give more powers but to do 
this. Does Mr. Talati agree with this 
proposal; if not, can he give us some 
other alternative by which harass­
ment can be reduced and the pur­
pose of unearthing black money can 
be achieved?

SHRI H. M. TALATI: I was refer­
ring to the suggestion made in our 
memo, which was based on the re­
port of the Wanchoo Committee, say­
ing that there should be a corres­
ponding provision to see that the 
officials do not harass the assessees; 
and that if they do, action should be 
taken against them.

MR. CHAIRMAN: Now let us go 
over to the next point.

SHRI H. M. TALATI: We now
come to the provision regarding com­
pulsory audit. We have suggested 
that under the present circumstances 
auditing should not be made compul­
sory. Our alternative suggestion is 
that the Department should encour­
age the assessees to have auditing, 
by accepting the returns submitted 
by the latter for some time, in the 
beginning. People will have re­
course to it in course of time, if you 
make it voluntary and also give in­
centives.

MR. CHAIRMAN: This is the most 
extraordinary proposition I have ever 
heard. If a dishonest man gives a 
return, how can it be accepted. The 
purpose behind compulsory audit is 
to ensure the sharing of the job of 
scrutiny by a third expert party, 
since sufficient time for this is not 
available with the ITO. That purpose 
cannot be achieved otherwise. We 
can understand it if you say that 

^there should be no compulsory audit 
at all.

SHRI H. M. TALATI: We had 
started by saying that. Sir.

SHRI S. M. BANERJEE: Instan
ces have come to our notice in which 
accounts were being manipulated 
with the help of chartered accounts.

SHRI H. M. TALATI: That itself 
supports the plea of the Chamber 
not to have compulsory auditing, 
Sir.

MR. CHAIRMAN: But the char­
tered accountants themselves were 
reticent about taking any reseponsi- 
bility in the matter. Such being the 
case, the Committee would not be in 
a hurry to provide for auditing by 
them.

SHRI H. M. PATEL: The witness 
objects to compulsory auditing; but 
the reason for this, given in 
their memorandum, is that it would 
create difficulties as far as the in­
terior parts of the country are con­
cerned. I8 this their main ground 
for objection? Is it also not a fact that 
there were complaints from junior 
auditors that they were unable to ^et 
business; and, therefore, it became 
necessary under the Company Law 
to make certain changes?

SHRI M. M. TALATI: I might
say, it is not about the work but it 
is a complaint about company audit.

SHRI H. M. PATEL: It fa because 
junior auditors were not getting 
work. Larger concerns were doing 
most of the work. Therefore, many 
of them had either to starve or go 
out of business. They were going 
into other professions. Therefore, 
the availability of chartered accoun­
tants for giving effect to this pro­
vision cannot be questioned on that 
ground. Theoretically, they are 
available.

SHRI H M. TALATI: I 'may give
you a few instances. Take, ftr  ex­
ample, Ahmedabad District. Except 
the city of Ahmedabad, at no other 
place there is a chartered account­
ant available.

3031 LS—14.
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ME. CHAIRMAN: Factually, it 1b 
incorrect because the institute has 
given us a list. They seetn to be 
making out a case that they are well 
spread over. Only the large firms 
which may not be interested in this 
audit and those assessees who think 
that they will be bothered about 
will not find anything in it. But 
from the point of view of the De­
partment, from the point of view of 
those junior people in the profes­
sion. I do not see any reason 
for objecting to compulsory audit.

SHRI H. M. TALATI; There are
no chartered accountants available in 
mofussil areas.

MR. CHAIRMAN: The Junior char­
tered accountants will shift to mofussil 
areas. They have started moving to 
mofussil areas in the hope that the 
compulsory audit will come about.

SHRI H. M. TALATI: We wel­
come that.

MR. CHAIRMAN: They ars shifting 
their offices to mofussil areas.

SHRI H. M. TALATI: Now, I come 
to Clause 41.

In large concerns, would it be 
right to expect the whole burden to 
be passed on to the Managing Direc­
tor or his senior partner who is in ­
c h a r g e  though, as a matter of fact, 
the details may be looked into by 
others?

MR. CHAIRMAN: We will consi­
der it. Anything about Settlement 
machinery?

SHRI H. M. TALATI: About the
Settlement Committee, as the Presi­
dent as pointed out, we would wish 
that this Committee is headed by a 
judge, so that the assessee has con­
fidence in the judicial approach.

MR. CHAIRMAN: We will consi­
der that.

Another thing here is that a new 
provision is ’made by which an im­
munity given can be withdrawn.

SHRI H. M. TALATI: To tha ex­
tent it is settled, don’t withdraw it. 
For new things, you take whatever 
action you like.

MR. CHAIRMAN: Supposing by
fraud you get a settlement done, 
then what happens?

SHRI H. M. TALATI: Suppose a 
person has concealed his income. 
Actually, it is Rs. 20 lakhs. But 
fraudulently, he has shown it as 
Rs. 10 lakhs and gets it settled. Our 
suggestion is that so far as Rs. 10 
lakhs are concerned, don’t withdraw 
that. For additional Rs. 10 lakhs, 
you take all action.

MR. CHAIRMAN; Then, there will 
be no immunity. It is a matter of 
opinion.

SHRI H. M. TALATI: That action 
may include even prosecution and 
imprisonment.

MR. CHAIRMAN: How long are
you going to tolerate it. You come 
for a settlement and, at the time nf 
settlement, you are not going to 
speak the truth. And you want the 
dishonest person to be let off.

SHRI H. M. TALATI: You take
action for the balance. You may im­
pose any amount of penalty or 
launch a prosecution and sentence 
him to imprisonment, whether the 
amount is Rs. 1 lakh or Rs. 10 lakhs. 
There is an apprehension that there 
may be a chance of misunderstand­
ing.

MR. CHAIRMAN: Let me make
one thing clear. We do want a 
settlement machinery with very 
wide powers to bring an end to all 
litigation, to bring an end to harass­
ment of the assessee and to have ex­
peditious collection of taxes. Surely, 
it should not be a device for non­
payment of taxes and for more and 
more fraud. These safeguards have 
got to be there.
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SHRI H, M. TALATI: They should 

e there.
MR. CHAIRMAN: Therefore, I

thought, the chamber would suggest 
something about it.

fSHRI H. M. TALATI: If you find a 
person who is telling ta lie, you send 
him to 7 years imprisonment Suppos­
ing you find he has concealed Rs. 10 
lakhs income, you take all action. But 
you exclude the first Rs. 10 lakhs.

MR. CHAIRMAN; Why exclude? 
He has been speaking the falsehood 
Even &t the time of settlement, he 
does not speak the truth.

SHRI H. M. TALATI: There may 
be a difference of opinion in inter­
pretation and understanding.

MR. CHAIRMAN: Then, there If 
no fraud.

SHRI VASANT SATHE: Kindly
see p. 63 of the Bill. It reads:

“An immunity granted to a per- 
r son under sub-Section (1) may, at 

any time be withdrawn by the Set­
tlement Committee if it is, satisfied 
that such person has not complied 
with the conditions subject to which 
the immunity was granted or that 
such person had, in the course of 
the settlement proceedings, con­
cealed any particulars materials to 
the settlement or had given false 
evidence, and thereupon such person 
may be tried for the offence with 
respect to which the immunity was 
granted.

r It is not as though there is any 
difference of opinion. It is only where 
there is a positive finding of false­
hood.

SHRI H. M. TALATI: For what he 
has disclosed immunity given may be 
safeguarded. For he has not disclosed 
and is brought out the severest action 
may be taken against him. That is 
only my point.

MR. CHAIRMAN: The entire set­
tlement becomes null and void. The 
whole thing is open.

^  SHRI R. V. SW AM INATHAN: 
What is a settlement? Settlement

means that a person comes to the De­
partment saying, “Please help; please 
save me. This is what has happened. 
I want a settlement/ Even then, if he 
tells lies, if he is not honest, what is 
the settlement? It is not a settlement 
at all.

SHRI H. M. TALATI: My next
point is about clauses 71 and 72 where 
rigorous imprisonment is provided for 
failure to deduct or pay tax. As re­
gards failure to pay, we agree there. 
But about the failure to deduct, there 
may be cases of difference of opinion 
where a person honestly behlieves that 
he did not deduct tax. The known 
case will be payment to contractors, 2 
per cent or 1 per cent, as the case may 
be. The company honestly believes it 
is not a contract and, therefore, it is 
not deducted. Later on, the Depart­
ment feels that it is a contract and, 
therefore, it should have been deduc­
ted. In this case would prosecution be 
proper? Would it be right to take 
such people1 to court?

MR. CHAIRMAN: We shall consi­
der that point. You may go to the 
next.

SHRI H. M. TALATI: I now come 
to automatic lien, clause 75. Here the 
only question would be this. Espe­
cially in the case of movables, depo­
sits in banks and shares, if there are 
assessments pending and the man goes 
and sells the shares in stock exchange, 
how is the puyer to know that his 
assessment is pending ? Shrould he 
Insist on tax-clearance certificate in 
every transactions? He is a bona fide 
purchaser without notice.

MR. CHAIRMAN: Do you think
that his rights are defeated by this 
provision?

SHRi H. M. TALATI: Yes, Sir..
MR. CHAIRMAN: Have you gone

through the proviso which says:
“Provided that such charge or 

transfer shall not be void if it is 
made for adequate consideration 
and without notice of the pen­
dency of such proceeding-----”



204

SHRI H M. TALATI: Yes, Sir.

MR. CHAIRMAN: At a particular 
time it is likely that the assessee is 
not in default___

SHRI H. M. TALATI: At the time 
of completion, he may be in trouble, 
he may not be able to pay the taxes.

MR. CHAIRMAN: Clause 75 reads 
as follows:

“Where, during the pendency of 
any proceeding under this Act or 
after the completion thereof, but 
before the service of natice under 
rule 2 of the Second Schedule, any 
assessee creates a charge or parts 
with the possession-----”

SHRI H. M. TALATI: Normally at 
any given time some proceedings 
would be pending. No one can hones­
tly believe at any particular time that 
no proceedings are pending against 
him.

MR. CHAIRMAN: What you are
saying is that always some proceed­
ings might be pending.. .

SHRI H. M. TALATI: Pendency
will always be there.

MR. CHAIRMAN: We shall consi­
der this. This point has not been rai­
sed by anybody. We shall give a seri­
ous thought to this point about pen­
dency of the proceedings and the 
notice of liability of tax. Thank you.

This is the list of Chartered Acco­
untants in various places. Amreli, 
Anand...

H. Upper India Chamber of Commerce,

Spokesmen:

SHRI H. B. TALATI: Anand is in 
Kaira District.

MR. CHAIRMAN: Bhavnagar...
SHRI H. M. TALATI: It is in Bhav­

nagar district.
MR. CHAIRMAN: Gandhidham...
SHRI H. M TALATI: Gandhidham 

is in Kutch.
MR. CHAIRMAN: Godhra, Himat- 

nagar.. .
SHRI H. M. TALATI: Himatnagar 

is in Sabarkanta district.
MR. CHAIRMAN: Jamnagar, Juna- 

garh Mehsana . . . .
SHRI H. M. TALATI: Jamnagar is 

in Junagar District. Junagarh is in 
Junagarh District and Mahsana is in 
Mahsana District, j want to mention 
my last point, i.e., about the aggre­
gation of taxable gifts. Our sugges­
tion is that this provision should be 
made applicable only with prospective 
effect, from the date of introduction of 
this Bill in Parliament; this may not 
be given retrospective effect. One 
small point about section 64, income’s 
income. Please do not make it retros­
pective.. .

MR. CHAIRMAN: I know there are 
administrative difficulties.

SHRI H.M. TALATI: Please do not 
make it retrospective. You may try 
to spell it out in such a manner that 
it becomes workable.

MR. CHAIRMAN: Thairk you very 
much.

The witnesses then withdrew.)

Kanpur.

1. Shri Gulab Chand Jain, Vice-President.

2. Shri A. P. Gupta, Member of Executive Committee.

3. Shri Manohar Lai, Member, Taxation Sub-Committee.

4. Shri A. K. Basu, Secretary.

(The witnesses were called in and they took their seats).
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MR. CHAIRMAN; Before we pro­
to ceed, I may invit your attention to
* Direction 58 of the Directions by the 

Speaker which reads :
“The witnesses may kindly note 

that the evidence they give would 
be treated as public and is laiable 
to be published, unless they speci­
fically desire that all or any part of 
the evidence tendered by them is 
to be treated as confidential. Even 
though they might desire their evi­
dence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Parlia­
ment.” You may proceed.
SHRI G. C. JAIN: May I go on 

according to my memorandum?
MR. CHAIRMAN: The best course 

that commends to us is this. You may 
take it that so far as your memoran­
dum is concerned, it has been read. 
Do you want to highlight any of the 
salient provisions of the Bill? Please 
do so.

SHRI G. C. JAIN: First of all, the 
Finance Act 1974 has made some 
changes in the rates of taxation in 
regard to direct taxes. This does not 
go fax enough, j  would specifically 
refer to the taxation on corporate 
sector. In this memorandum I have 
refered to the high rate of taxation 
imposed under the Finance Act, 1973. 
The tendency is to increase it still. It 
would only increase the burden result­
ing in proliferation of black money as 
it has been there.

MR. CHAIRMAN: You seem to be 
suggesting in your memorandum that 
effect should be given to the recom­
mendations of the Wanchoo Committee 
in respect of rates. That has now 
been done.

SHRI G. C. JAIN: That is in re­
gard to individuals but not in regard 
to companies.

MR. CHAIRMAN: Have they re­
commended anything in regard to 
companies? •,

SHRI G. C. JAIN: in case of com­
panies they have recommended that 

>*the rate should be reduced. They 
1 sa.y that the high rate of tax evasion 

is because of this.

MR. CHAIRMAN: What, according 
to you, is the effective rate of corpo­
rate taxation in our country? Have 
you done any work on it?

SHRj G. C. JAIN:4 I have not done 
that.

SHRI ERA SEZHIYAN: In the
memorandum on page 1, they have 
said that the causes of tax evasion as 
pointed out by the Wanchoo Commit­
tee Report are because of (a) to (h). 
They have made a remark below that 
the proposals in the Bill ignore the 
items (a) (b), (c), (d), (e) and (f)
above which, one may say, 
are the core of the tax- 
evasion and creation of black. 
Being a very learned man in 
the field the Committee is very an­
xious to know how the items (a) to 
(f) could have been included in the 
present Bill, (a) is re: high rates of 
taxation. The budget proposals could 
not be included in this Bill, (b) is 
about the economy of shortages and 
consequent controls and licences. This 
will not find a place in the Bill. Then 
comes donations to political parties. 
This cannot be incduded directly. 
Then comes the corrupt business prac­
tices. We do not do that. The person 
concerned with that should take bet­
ter care of that, (f) is regarding the 
high rates of sales tax. They do not 
come under this Bill. Why does he 
want this Committee to take charge of 
all these things We are awaare that 
these things may contribute to the aim 
of this. Can 'he explain to us this 
how this Bill can take care of these 
things which, he feels, this Bill has 
ignored?

SHRI G C. JAIN: Instead of (d) 
it should be (e). It is a misprint. 
The main reason for this Bill is to 
reduce the black money. For that pur­
pose, these things have to be taken 
into account and legislation should 
provide for that.

MR. CHAIRMAN: You are a lear­
ned man. Even the taxation law cannot 
take care of economy of shortages 
and consequent controls and licepcea.
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SHRI G. C. JAIN: It can take care 
of at least ‘Ceiling on and disallo- 
wanes of, business expenditure.*

MR. CHAIRMAN: It can never 
take care of (b). Similarly, we can 
never take care of (f). Anyway if the 
witness says that Government must 
take proper steps we can understand. 
You say that the Bill has ignored the 
budget proposals. That is not merely 
outside the sope of the Bill but this is 
also outside the scope of the entire 
taxation laws.

SHRI G. C. JAIN: i would submit 
that items (c) and (e) can surely be 
taken care of.

MR. CHAIRMAN: (c) could have
been taken care of .

SHRI G. C. JAIN: (e) also can be 
taken care of.

MR. CHAIRMAN: Well, (c) and
(e) could have been taken care of.

SHRI G. C. JAIN: My second
point is in regard to investments made 
by trusts. What is provided for here 
is that the money invested in the com­
panies controlled by or owned by 
Government should be exempt. This 
would restrict the scope. My submis­
sion is that there shoulrd be freedom 
given to the trusts. Why should they 
invest in government concerns? There 
are so many private concerns and also 
public sector concerns which are not— 
only owned but may be partly owned 
by Government. So, the trust money 
should be allowed to be invested on 
private concerns. Public limited 
companies are also giving quite a 
reasonable percentage of interests on 
deposits. The Government companies 
are not making that much profit. 
Therefore, my submission is that there 
should be no restriction and our me­
morandum simply suggests that it 
should be open in trusts to invest the 
money just as Sec. 27 (A) of Insu­
rance Act allows LIC. to invest.

MR. CHAIRMAN: Assuming that
we define all this, do you accept the 
principle?

SHRI G C. JAIN: Even then, I

would not accept that principle.
SHRI P. G. MAVALANKAR: " 

What is the objection of the witness 
to investments of funds in Govern­
ment companies?

SHRI G. C. JAIN: My submission 
is that the government companies may 
not be making much profits. Why 
should the trust's money be locked in 
such companies or concerns in which 
there is no prospect of a profit? If I 
invest my money in any progressive 
company, j would be getting more 
money. The money is given more or 
less on government securities. {

SHRI P. G. MAVALANKAR:
Is profitability the sole concern?

SHRI G. C. JAIN: It is not the sole 
concern. It is one of the concerns. It 
may be a prime concern. The Insu­
rance Act provides that in a certain 
situation, investments can be made in 
debentures and in preference shares 
and in other shares. The amount 
should not only be secure to the Trust  ̂
but it should also be possible for them 
to earn a higher income.

SHRI P. G. MAVALANKAR: 
Tell us what should be the principle 
laid down under which the trustees 
might be asked to invest only in those 
compenies? Apart from that, what 
objection has the witness got to the 
provision of the Bill?

SHRI G. C. JAIN: We have said 
companies specified in the Insurance 
Act be allowed.

SHRI S. R. DAMANI: Since when ^ 
your Chamber has been registered and 
working?

SHRI G. C. JAIN: It was establish­
ed in 1888. It is the oldest Chamber 
in U.P. Our membership is 200 which 
comprises of industrialists, business­
men, banks and till recently Govern­
ment companies were members.

SHRI S. R. DAMANI: You are talk­
ing about the investment of the trust 
money. Please tell us whether the 
trust money is the property of thGfJ 
public or the property of the trustees.
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, SHRI G. C. JAIN: It is not the 
j property of the trustees.

SHRI S. R. DAMANI: Then you 
may agree that it is the property of 
the public.

SHRI G. C. JAIN: Yes.

SHRI S. R. DAMANI: In that case 
to what would you give more impor­
tance—to the safety of the money or 
the yield from the money?

SHRI G C. JAIN: To both—safety 
as well as yield.

Now I take up clause 7 of the Bill, 
that is, amendment to Section 16. A 
slight change has taken place since 
the Bill was introduced because of 
Finance Bill. This has lost validity 
after the introduction of Finance Bill 
1974.

MR. CHAIRMAN: Yes, this has 
become redudent. We will consider 
it.

SHRI G. C. JAIN: Next I come to 
clause 12, that is, introduction of new 
Section 44(b). Sir, if you have a 
look at it when we are prescribing 
that the rules be prescribed about 
what are the books and in what form 
to be maintained the first clause does 
not go well.

MR. CHAIRMAN: I think we will 
reconsider the second part. We would 
not like to give responsibility to the 
Board for this. The Board may be 
responsible for issuing general ins­
tructions or directions somewhere but 
not have the statutory right.

SHRI G. C. JAIN: Then 2 is re­
dundant.

MR. CHAIRMAN: 'As may deter­
mine the total income’. It is on as­
sumption that you will have the right 
to maintain books and the Board if at 
all concerned will issue directions, 
circulars giving guidance to them in 
the offices.

+ SHRI G. C. JAIN: There is a clash 
between this and the rule laid down

under the Companies Act. In this re­
gard please see Sec. 139—it has been 
said that the companies are excluded.

MR, CHAIRMAN: We are thankful 
to you for this point. We will consi­
der how to syncronise.

SHRI G, C. JAIN: The second
pdint is that the limits prescribed are 
very small and these should be increa­
sed t0 Rs. 50,000 and 5 lakhs. These 
two should also be syncronised and 
the same limit should be maintained.

MR. CHAIRMAN: Our idea is that 
every assessee (whosoever is a busines­
sman) should maintain accounts. If a 
person is not running any business, he 
can get rid of maintain accounts.

SHRI S. R. DAMANI: On what 
calculations you have asked for this 
limit of Rs. 50,000 and Rs. 5 lakhs.

MR. CHAIRMAN: This is their
own view. Parliament or Govern­
ment seems to be thinking that main­
taining of Accounts will leave lesser 
scope for tax exasion. so far as the 
Committee is concerned it is felt that 
neat and tidy affair of every assessee 
should be ensured whosoever carries 
on business.

SHRI G. C. JAIN: Clause 14 and 
sub-Section 64. To my mind these 
should not be clubbed.

There is no reason why the benefit 
of his or her ability should not be 
given to a wife or husband profitably 
employed in a company.

Sub-clause 3: My submission is
that it is very harsh to keep away 
minors.

MR. CHAIRMAN: With whom win 
he be clubbed?

SHRI G. C. JAIN: With the mother 
or the old grand father.
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MB. CHAIRMAN: We are ourselves 
concerned with this Section and we 
will carefully go through it.

SHRj G. C. JAIN: Sub-clause (v i) : 
There is no reason, why it should be 
extended on the same basis, as I have 
submitted before.

MR. CHAIRMAN: The reason ap­
pears to be that a persons has a major 
son. He is an independent assessee. 
He cannot give something to his wife. 
Therefore, you find the grand-father 
a very convenient person to give any­
thing he likes to his grand-son.

SHRI G. C. JAIN: I would like the 
minor to be excluded from this.

Then j  come to Explanation 2. This 
is much too wide. “Relatives” is a 
much, wide term even as defined in 
the Income Tax Act.

MR. CHAIRMAN: I personally
think, that if clause 2 is a valid pro­
position of law, then the explanation 
is reasonable. This is the type of 
concerns which are sought to be 
roped in.

SHRI G. C. JAIN: I would respect­
fully beg to differ.

MR. CHAIRMAN: It is a matter of 
opinion.

SHRI G.C. JAIN: Clause 19, pro­
viso: “Provided that nothing in this 
Section shall apply to an assessee in 
any case where any residential accom- 
modiation is owned by him or by his 
spouse or minor child, or where such 
assessee is a member of a Hindu Undi­
vided family, by such family.*

It may happen that because of busi­
ness or service, a person may have 
a rented house for residence at a 
place, were he does not own a house. 
It is, therefore, suggested that the pro­
viso be amended so that its applica­
tion may cover only such cases where 
the rented accommodation is not in 
the same area, where the residential 
accommodation owned by him or 
spouse etc. is situated.

SHRI MANOHAR LAL; Further, 
salaried persons, who are not granted*' 
any house or any house rent a llow .1* 
ance should be offered this type of 
concession. That means, this deduction 
should be made applicable in the case 
of such salaried persons also.

SHRi G. C, JAIN: Clause 25, inser­
tion of new section 80 W :

It fixes an artificial limit about the 
expenses.

MR. CHAIRMAN: We will take care 
of this.

!
SHRI G. C. JAIN: Clauses 26 and 

27: Amendment of Sections 104 and 
109: As I have submitted, the distinc­
tion between the closely held indus­
trial company and the widely held 
company should ga Previously, in 
respect of the closely held companies, 
the first slab of loxer rate was upto 
ten lakhs. Now it has Ibeen reduced 
to Rs. two lakhs. On the one hand, 
the rates have been reduced and on  ̂
the other these have been increased.

This provision should not be there. 
Until now, whatever exemption is be­
ing granted to industrial companies, 
that should be allowed to continue.

MR. CHAIRMAN: We will consider 
that.

SHRi G. C. JAIN: Clause 35, Amen­
dment of Section 131, Sub-section IA.
It says:

“if the Assistant Director of Ins­
pection has reason to suspect that ^
any income has been concealed or is
likely to be concealed-----

Our objection is to the word, “sus­
p e c t ” , and then “is likely to be con­
cealed” . It gives too wider powers. 
“Likely to be concealed” should not 
be there. “Concealed” is all right. And 
then it should be ‘ ‘reason to believe,/ 
instead of “reason to suspect” .

SHRI VASANT SATHE: Once you 
say, “reason to believe” , “likely to b*~ 
concealed” becomes relevant. There
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will be some evidence, only then he 
will say.

• SHRI G. C JAIN: That is giving 
much too power ‘“Likely to be” may 
be taken as ten years after

SHRI VASANT SATHE: “Reasons
to believe’' would be sufficient for 
caution.

MR. CHAIRMAN: Section 131 deals 
with the powers for discovery of 
concealed income, etc After sub-sec­
tion (1), the following sub-section 
be inserted namely: —

“ (1A) If the Assistant Director 
of Inspection has reason to suspect 
that any income has been concealed, 
or is likely to ibe concealed, by any 
person or class of persons, within 
his jurisdiction, then, for the pur­
pose of making any enquiry or 
investigation relating thereto, it 
shall be competent for him to exer­
cise the powers conferred under sub­
section (1) on the income-tax 
authortities referred to in that sub­
section, notwithstanding that no 
proceedings with respect to such 
person or class of persons are pend­
ing before him or any other Income- 
tax authority.” So, if he has reason 
to suspect, is that good enough? 
Courts have stated that you may 
not initiate proceedings unless you 
have reason to believe that there 
is some concealment. But courts 
have invariably stated that we have 
to give reason for suspection and 
certainly you have the authority 
to go into this question.
SHRI G. C. JAIN: In this context 

I would like to draw your kind atten­
tion to a particular point-----

MR. CHAIRMAN: Please refer to 
Clause 132 (a) sub-section (1). I
could have understood it if it is for 
search and seizure which is a little 
more than a suspicion, but it is only 
for an enquiry.

SHRI G. C. JAIN: There is another 
aspect of it because suspicion here has 
reason to believe that there is likely- 
hood of concealing. Suppose I have

got the information, I may have to 
dispose it of earlier.

MR. CHAIRMAN: On cumbersome 
occasions, one way or the other, is not 
going to infuence us. What is going 
to influence us is the cardinal princi­
ple or the sound principle which is 
adopted but that is albused either by 
the assessee or it is not followed by 
the Department. Then the remedy is 
elsewhere. Suspision may not be on 
a good ground for reopening assess­
ment or putting the assessee to the 
process of seizure or a search but when 
they have suspicion, they have invari­
ably good enough of it to go aaid en­
quire.

SHRI H. M. PATEL; Suspicion has 
reason to believe that income is con­
cealed and the other is that suspicion 
has reason to believe that is likeli­
hood of concealing. Now, there are two 
subjective elements. For the first one, 
there is no objection in starting the 
enquiry. I think he is drawing the 
distinction 'between these two.

MR. CHAIRMAN: Suspicion has
reason to believe that income is likely 
to be concealed. So suspicion not of 
a concealed income but suspicion that 
which is likely to Ibe concealed means 
that a subjective assessment is super­
imposed by another assessment.

SHRI G. C. JAIN: Yes, Sir.
SHRI VASANT SATHE: So in the 

first place, if the words ‘reason to 
believe’ are modified as ‘reason to 
believe that it is likely to be con­
cealed’.

SHRI G. C. JAIN: Yes, Sir.
MR. CHAIRMAN: We will consider 

it. Any other major point that you 
would like to contribute.

SHRI G. C. JAIN: In regard to the 
settlement manchinery, one is about 
the withdrawal of permission. Inci­
dentally there is one small point about 
the Section 221, that is about the re­
duction of the penalty. If the tax is 
paid already altogether, then the 
penalty goes but if it is reduced, 
then the penalty is not reduced 
proportionately. As the law stands at
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present, if the tax is wholly reduced 
or if the tax is partly reduced, the 
same penalty stands. Why is it so?

MR. CHAIRMAN: That is the pro­
vision made under that Section.

SHRI MANOHAR LAL: Sir, there 
is no provision for partial reduction 
of penalty.

MR. CHAIRMAN: Is it Section 221 
sub-clause (2) ? Possibly the rationale 
is that you still continue to be a 
defaulter. But your point is about 
the quantum of penalty. We will 
consider it. If I understand it rightly 
the levy of penalty is not related to 
the quantum in respect of which a 
default has been committed; it is in 
respect of a default. There is a pro­
vision for partial relief also and not 
that there is automatic partial relief.

SHRI G. C. JAIN: Yes, Sir.
MR. CHAIRMAN: It depends upon 

the circumstances; we will consider 
it.

SHRI G. C. JAIN: Chapter XIXA,
Section 245 (D) and sub-clause (3). 
My submission is that where the set­
tlement committee does not accept 
the whole application as it is, then an 
assessee should be allowed to with­
draw his whole application.

MR. CHAIRMAN: How can they
accept half and reject half? Assuming 
you apply for settlement for five 
assessment years and they say that 
they will take settlement only for 
two years, so, it is 'final only in respect 
of two years.

SHRI G. C. JAIN: Why should I be 
bound to have the settlement for two 
years and ignore the three years 
thinking that the whole settlement 
will be good to me?

MR. CHAIRMAN: Yoy have made 
a very valid point. I think no one 
has made this point so far. You are 
taking the settlement as a whole and 
they only take part of it and you do 
not want that?

SHRI G. C. JAIN: Yes, Sir.

MR. CHAIRMAN: ' In such cases 
where a prayer is not granted, some 
option should be given. •

SHRi G. C JAIN: I should be
allowed to withdraw. But, all the same, 
that option should be given to me.

MR. CHAIRMAN: Will it take care 
if a provision is made that only a part 
of the subject is taken up for settle­
ment at the initial stage and it will be 
opened to the assessee to withdraw the 
entire application.

SHRI G. C. JAIN: That will suffice.
SHRI H. M. PATEL: There should 

not be this partial business, otherwise 
there is no justification for this settle­
ment.

MR. CHAIRMAN: I entirely agree 
with you. But under certain circum­
stances, it could happen that the set­
tlement machinery will say, all right, 
these two settlements are complicated 
and two are not. Would you agree 
that two settlements should go to the 
ITO and two not?

SHRI H. M. PATEL: I would not.
MR. CHAIRMAN: Supposing, a

person is coming for settlement for 
five assessment years. There are com­
plications for the first four assessment 
years and there is no complication for 
the fifth assessment year. It can pro­
ceed in the normal course.

SHRI H. M. PATEL: Let the settle­
ment machinery settle it.

MR. CHAIRMAN: Settlement is not 
a substitute for regular assessment.

SHRI H. M. PATEL: At the initial 
stage, they will say that they will take 
only this and not others. Let them 
decide at the initial stage.

MR. CHAIRMAN: That is how the 
law might 'be changed. Mr. Jain, you 
have made a very good point.

SHRI H. M. PATEL: The whole
scheme is that if you want things to 
be settled, then you have a recourse 
to this provision. If that is so, then 
they do it for the entire matter and
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not for partial way. Therefore, it is 
incumbent upon the settlement body 
that if it accepts for settlement, it 
must settle; if it does not accept, then 
let us not proceed. If it says that it 
will take up this and not the other, 
then it is not his agreement that it 
was not considered. So, he should be 
permitted to come again.

SHRI G. C. JAIN: Sub-section 2 
of Section 2*5 (G). Here, there is 
no time limit. If the Settlement Com­
mittee is satisfied, it may be with­
drawn within a particular number of 
years; but not later. It should not be 
open for all times. I am dealing with 
Section 245H sub-section (2); I am 
sorry for the mistake. A time limit 
should be provided for the with­
drawal; otherwise it may be said after 
five years that the immunity is with­
drawn.

MR. CHAIRMAN: What is to be
done if it is found that the settlement 
has been arrived at by giving false 
evidence?

SHRI G. C. JAIN: It should be done 
within a particular period thereafter, 
say 2 years from the date of the 
knowledge that the conditions have 
not been fulfilled.

MR. CHAIRMAN: It may come to 
knowledge 10 years after the issue of 
the order; but the immunity should 
be withdrawn within two years there­
after. I think it can be considered.

SHRl G. C. JAIN: I now come to 
Section 249, i.e. Clause 60 of the bill. 
This is in regard to appeal. My 
objections are two. One is that 
instead of the word “admitted”, the 
word ‘heard* should be used. Secondly, 
we have to take into account the fact 
of time having been allowed in certain 
cases; and make an addition of a 
certain phrase, as mentioned in our 
memo. Otherwise, I might be taxed. 
If time is allowed, it should not be a 
bar. The position in respect of these 
two points should be made clear here.

MR. CHAIRMAN: How long would 
they remain admitted, but unheard?

SHRI G. C. JAIN: It might be foi 
3 years, Sir.

MR. CHAIRMAN: If the appeal is 
admitted but not heard for an inded-/ 
nite period, what would happen?

SHRI G. C. JAIN: It would not
happen, Sir; there are certain rules 
and regulations requiring that they 
must be heared within a certain 
period.

MR. CHAIRMAN: That means that 
if he does not pay it will be heard 
ex-parte, on merits. Suppose it is 
filed, it is admitted; it is on record. 
It cannot be heard until he pays.

SHRI MANOHAR LAL: It may be
rejected outright, Sir.

MR. CHAIRMAN: You must have
seen several judgments proving that 
even an ex-parte order cannot be an 
order of dismissal. When the proviso 
is there, why are you afraid? It takes 
care of hard cases.

SHRI G. C. JAIN: The next point
is about penalties and prosecutions. I 
feel that we have too many of them.

MR. CHAIRMAN: Let us go clause 
by clause; we would then be more 
objective.

SHRl G. C. JAIN: Now I come
to Clause 65 of the bill, relating to 
the addition of Section 271 A. Here it 
says:

“Without prejudice to the pro­
visions of section 271, if any per­
son, without reasonable cause, fails 
to keep and maintain any such 
books of account and other docu­
ments as required by section 44B or 
the rules made thereunder, in res­
pect of any previous year or to re­
tain such books of account and other 
documents for the period specified 
in the said rules, the Income-tax 
Officer or the Deputy Commissioner 
(Appeals) may direct that such per­
son shall pay, by way of penalty, a 
sum which shall not be less than 
ten per cent, but which shall not
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exceed fifty per cent, of the amount
of the *ax . . .*

Here it means that the man has not 
kept any books and his income is not 
assessable. Under the provisions of 
the Act, I was supposed to keep the 
books; but I do not keep the accounts; 
but I am not, at the same time, tax­
able for the current year. I do not 
know on what basis this provision has 
been made. That means I am suffer­
ing a loss for commiting a mistake
i.e. maintaining books of account.

MR. CHAIRMAN: That is the
ultimate outcome of the two provi­
sions; if you do not keep the accounts, 
penalty would be leviable on the 
basis of the difference in the return­
ed income and the assessed income.

SHRI MANOHAR LAL: Non-main­
tenance. of accounts itself, irrespec­
tive of the amount of concealed in­
come, should be punishable.

MR. CHAIRMAN: Should it not be 
with reference to the income avoided?

SHRI G. C. JAIN: In that case, a
minimum penalty should be there; 
otherwise it would mean that a per­
son is defaulting in one particular as­
pect and still he escapes.

MR. CHAIRMAN; In some cases, 
even if he does not maintain accounts, 
but submits correct accounts, he gets 
out of it.

SHRI ERA SEZHIYAN; You want 
the emphasis to be shifted from the 
tax avoided to the income. We are 
more concerned with the tax avoided.

SHRI VASANT SATHE: Why
should we not provide for a fixed 
penalty for not maintaining accounts?

MR. CHAIRMAN: We will consider
it.

SHRI VASANT SATHE: I want to
know why this percentage basis is 
mentioned here. If non-maintenance 
of accounts is not to be penalized, why 
should people maintain accounts at 
all?

SHRI G. C. JAIN: There are two
more points, Sir, I take Clause 278A 
first. Please refer to sub-section 
(3), which says:

“Where an order has been made 
under sub-section (1) in favour of 
any person, whether such order re­
lates to one or more assessment 
years, he shall not be entitled to any 
relief under this section in relation 
to any other assessment year at any 
time after the making of such 
order.”

I can get the benefit of waiver of 
reduction in interest only for one 
year. When the power vests in the 
Commissioners of Income-tax? They 
should be allowed to use discretion. 
Why should their powers be curtail­
ed?

MR. CHAIRMAN: An assessee
must not become a habitual delin­
quent,

SHRI G. C. JAIN: That will be
taken care of by the Central Board 
of Direct Taxes. Why should their 
powers be curtailed?

MR. CHAIRMAN: There may be
circumstances.

SHRI G. C. JAIN: In regard to 
Clauses 71 and 72, my submission is 
this. What is the main offence? Is it 
whether I want to avoid tax or I do 
not want to pay tax in time? Here, 
we have something over-lapping 
interest, penal interest, penalty and 
prosection.

My suggestion is that we should 
give a chance to the (person to re­
form himself. In the first instance, 
supposing the man does not pay tax, 
does not file the return, it should be 
by way of interest. Then, the rate 
of interest should go on increasing. 
Beyond that, there should be penalty 
and then there 6hould be prosecu­
tion.

MR. CHAIRMAN: Are you talking 
of an unwarranted assessment or are
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you talking of a person who is a 
delinquent or who is a tax-evader?

SHRI G. C. JAIN: Who is a delin­
quent. There are so many types of 
defaults. I have taken all the Sec­
tions 276B, 276C, 276CC, etc. together. 
We have got too many penalties. 
They should be rationalised.

For the first failure to pay advance 
tax or to file the return or to pay 
tax in time, an interest may be levi­
ed, for the time being, for 2 or 3 
months. After that, the rate of inter­
est may be increased for another 2 
or 3 months. If he still does not pay, 
he should be penalised. After that, he 
should be prosecuted. A time-limit 
should be fixed. If he does not follow 
that, you proceed accordingly. In the 
first instance, you levy an interest; 
then, at a higher rate of interest; 
then, you impose a penalty and then, 
you launch a prosecution. So, a man 
will think, if he pays the tax in time,

he will gain this much. Otherwise, 
for every default, the whole gamut 
is open. That will not be reforming 
the man. An attempt should be made 
to reform the man, not to think of 

"only punishing him. Of course, no 
leniency should be shown to the man 
who does not pay tax.

SHRI VASANT SATHE: What will 
be your view to making all assess­
ments and returns a public docu­
ment?

SHRI G. C. JAIN: I will not have 
any objection to that.

MR. CHAIRMAN: Mr. Jain, thank 
you very much. You have put in a 
lot of labour and effort in studying 
these Clauses. Your evidence has 
been of a help to the Committee. We 
appreciate it.

SHRI G. C. JAIN: Thank you, Sir.
(The Committee then adjourned.)
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MR. CHAIRMAN: Well Mr. Shah,
, we welcome you this time on the 

other side of the table.

Before we take your evidence, I 
may point out to you direction 58 of 
the Directions by the Speaker which 
reads ‘The witnesses may kindly 
note that the evidence they give 
would be treated as public and is 
liable to be published, unless they 
specifically desire that all or any part 
of the evidence tendered by them is 
to be treated as confidential. Even 
though they might desire their evi­
dence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Parlia­
ment.” You may proceed.

SHRI R. D. SHAH: I would only 
make one request that on points 
where I might be giving out my per­
sonal experience to illustrate certain 
points that 1 would not like to be 
made public.

I As requested by Shri R. D. Shah, 
certain portions of his evidence— 
marked asterisks—have been treated 
as confidential. Two copies thereof 
have been kept in Parliament Lib­
rary for reference by the Members 
of Parliament.]

MR. CHAIRMAN: It is entirely
your volition and discretion in the 
matter. You tell us whichever of the 
portions you do not want to be made 
public.

SHRI R. D. SHAH: Sir, if the Com­
mittee permits me, I would like to 
proceed from apparently rudimentary 
principles in order only to develop 
the subject and the point that I am 
making. So, I would first of all begin 
with the problem of blackmoney it­
self which has been engaging the 
attention of the Committee and the 
Government.

In my opinion black-money can be 
divided into three sectors. The first 
sector is the sector where the black- 
money is generated in a manner that 

 ̂even if the tax-payer desires that he 
should account for it he would not 
like to do it for the simple reason

that it would involve him in various 
other criminal proceedings. For exam­
ple, any money that is generated as a 
violation of controls; this violation in 
itself would make the tax-payer or 
the businessman liable to criminal 
prosecution. Although the Members 
have gone through the report of the 
Wanchoo Committee, yet I may be 
permitted to make brief reference to 
the report only with the intention of 
reinforcing my views which are 
some times in consonance with the 
report. Mr. Chitale says:

“So far as our economy will be 
confronted with shortages in one 
sphere or the other and the forces 
influencing the demand for black 
money continue to operate, it is 

difficult-----”

So, in this economy of shortages 
where various aspects of functioning 
are controlled, the violation thereof 
generates black-money; but the tax­
payer will not be in a position to 
declare the black-money unless he 
exposes himself to criminal proceed­
ings. Therefore, I consider that the 
sector where the black-money is gene­
rated as a result of the existence of 
controls and its ineffective imple­
mentation by the various enforce­
ment agencies, that sector will be 
dealt with by the Income-Tax De­
partment to a very limited extent.

MR. CHAIRMAN: You mean to say 
the intent of tax evasion is just inci­
dental.

SHRI R. D. SHAH: In this case it 
is incidental.

There is another sector where the 
black-money is generated with the 
object of evading taxes. There is 
the second sector which includes 
black-money generated by tax 
evasion e.g. where the prices have 
shot up and an individual can 
declare his profits if he so wishes. 
However he does not account for the 
full extent of profits and for that 
purpose he adapts various means and 
methods to reduce his accountable 
income which he can declare but he
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does not wish to do. The Department 
can play a very vital role in con­
trolling or in meeting with the aspect 
of black money created by the tax 
payer with the primary aim of evad­
ing or reducing his tax liability.

I would, therefore, divide the black 
money into these two sectors and the 
extent to which the tax payer, the 
administration and the law—the law 
which we are trying to amend, can 
deal with it. It will depend upon 
whether the extent of black money is 
generated in the first sector or in the 
second sector. As it is, it is difficult 
to quantify the black money. The 
quantum of the black money which 
can be detected or controlled, will 
depend upon the quantum of genera­
tion of black money in the first sector 
vis-a-v<is black money in the second 
sector.

The third sector that I would like 
to indicate is the one where the black 
money that has been generated in
these two sectors ultimately flows 
into; what is known as investments, 
ostentatious living and similar other 
channels through which it manifests. 
Its manifestation can be dealt with 
by the Department but we must bear 
in mind this aspect that the first 
sector is the source. The various con­
trol agencies, various departments of 
the Government, if they have failed 
to control the creation of the black 
money, the Department would have 
to wait so far as this sector is con­
cerned, till this black money gets
manifested and to the extent it is 
manifested; in the process, a good 
part of it might be frittered away 
which cannot even be noticed by 
the Department. The third sector is 
composed of the black money gene­
rated from these first two sectors.
The third sector is its deployment, 
manifestation and consumption.

I will first deal with the second 
sector.

SHRI ERA SEZHIYAN: So far as
I could understand Shri Shah, he 
said:

1. The sector is of persons, 
due to various controls and other 
scarcity created in the market, even 
though they want to e honest or 
are honest but are saddled with the 
source of black money.

2 Black money is being created 
by evading the tax measures,

3. The manifestation stage.
Where the black money flows from 
one sector to the other or whether 
there is a water tight department in 
each sector, what is his view? 
Rs. 10,000 crores start from the first 
sector; does it go to the other sector 
and then the third one or about 
three thousand is in the first sec­
tor, 3,000 in the second one and 4*000 
in the third sector. Is there a 
continuous flow where you want to 
demarcate them or does he say that 
those are the places where the black 
money is created and also operate*?

MR. CHAIRMAN: There is a bit of 
difference in understanding between 
me an dShri Sezhian. My understand­
ing was the person who is otherwise 
not willing to abide by the controls, 
etc. willy nilly has to take recourse 
to clandestine structures. All the 
three sectors deal with dishonest 
assessees or dishonest citizens. There 
may be difference of degrees.

SHRI R. D. SHAH: The first sector 
is one where the money had been 
generated and kept out of the accounts 
for the larger fear that it would also 
involve him in criminal prosecution. 
The fruits of the first sector move 
into the third sector. The second 
sector is one where all the profits can 
be legitimately accounted for. A man 
purchases certain articles and there is 
no control. He can demand the sell­
ing prices which is v**., high and, 
therfore, he makes very substantial 
profits. In his accounts he reduces his 
profits with the intention to evade 
taxation. The money created by this 
manipulation of accounts in various 
ways go to the second sector and ulti­
mately flows into the third sector. The
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first sect>r is independent of the 
second seotor but the fruits of the 
tw o1 sectors flow into the third sector 
in the foim of manifestation.

SHRI ERA SEZHIAN: The black 
money is uenerated from two sources:

1. To overcome control.

2. To evade tax.

Both of them flow from different 
origin into the third sector. Both of 
them are un-accounted. These should 
have been brought into account and 
they should have been taxed. Even 
at the first stage it is liable for taxa­
tion. It i* not as if it can escape 
taxation. There is also avoidance of 
taxation.

SHRI R. D. SHAH: In the first 
sector even if the man wishes to pay 
ihe tax he would not do so because it 
would also bring about another crimi­
nal liabilty because the money gene­
rated is not violation of controls and 
various other activities. In the second 
sector the Department can play an 
effective role and a partially effective 
role so far as the third sector is con­
cerned. So far as the first sector is 
concerned the Department can play 
very little role. To what extent the 
Department can deal with this pro­
blem of black-money depends upon 
their role in tlhe second) and third 
sectors. T.uat is the point I want to 
make.

SHRl S, B. P. PATTABHI RAMA 
RAO: Whore do you place the black 
money by way of taking bribe to a 
high attitude in to high offices?

SHRI R D. SHAH: I shall put that 
down in the first sector. The man 
would not account for it because 
Govt, rule!i do not permit acceptance 
of such an amount.

SHRI AittRIT NAHATA: I think,
one assumption that Mr. Shah is 
making in slightly doubtful. He says 
that the first sector is composed of 
persons, who do not pay tax, because 
their incomes are otherwise illegal

And even if they wanted to pay tax, 
they could not.

MR. CHAIRMAN: Because there are 
other offences connected with tax 
evasion.

SHRI AMRIT NAHATA: The
assumption is that otherwise he would 
like to pay the tax.

SHRI R. D, SHAH: Even if he 
wishes to do, he would not be able to 
do it.

MR. CHAIRMAN: It could happen 
in a given case in a million.

SHRI AMRIT NAHATA; This 
would lead to very misleading con­
clusion that we should do away with 
controls etc.

I can divide the account books into 
three categories. One is hard-earned 
honest money and honest payment of 
tax, second is hard-earned money, but 
tax evasion, and the third category is 
dishonestly earned money and tax 
evasion.

MR. CHAIRMAN: And the fourth 
is its utilization.

SHRI R. D. SHAH: What I was
trying to say was that the extent to 
which the Tax Department can play 
an effective role depends on the sec­
tor. Towards this direction, the Wan­
choo Committee has very rightly and 
wisely dealt with not only the changes 
in law to be brought about, but also 
the emphasis that they have laid on 
the tax administration itself. I am 
only illustrating this point in order to 
indicate the extent to which the 
Department can play an effective role.

The Wanchoo Commmittee has 
divided its report into two parts, one 
is the tax adminstration and the oth^r 
is the law. You might have the most 
sophiatiacted law, but a por adminis­
tration. You might have reasonable 
good law, but a very dynamic admi­
nistration and you might have both­
a sophisticated law to deal with all

3031 LS—15.
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sortg of problems and also an effec­
tive administration. In my humble 
opinion, if I were given a choice of 
having the present law, but an admi­
nistration which has been very largely 
discussed by the Wanchoo Committee 
in its report, I would prefer a stronger 
administration even with the present 
law, rather that have a sophisticated 
law and the present state of adminis­
tration.

MR. CHAIRMAN: Do you think that 
the administration is weak to admi­
nister the present law?

SHRI R. D. SHAH: If you will
permit me to express my frank opinion 
about the matter, I would certainly 
say this that the department started 
functioning in 1921 ®nd the Wanchoo 
Committee report has come in 1970. 
The department has ceased to develop 
and grow on proper lines to deal with 
the menacing problems of vast magni­
tude. I will quote in support briefly 
the variouB paragraphs of the Wan­
choo Committee report.

MR. CHAIRMAN: We want to fall 
on your experience.

SHRI R. D. SHAH: I personally feci 
that the Wanchoo Committee, after a 
thorough examination has come down 
to make certain statements wihch 
bring out the deficiencies of this 
Department. Unless they are made 
good, you might give me a very 
sophisticated law, but I doubt, whether 
I would be able to produce any worth­
while result. At no moment, I am 
criticising any individual, I am only 
expressing my opinion about the 
system that we have created to deal 
with this problem. In this conection, 
Wanchoo Committee itself has 
written:

Page 126, para 6.1:
‘ ‘Shortcomings in tax administra­

tion can frustrate even the best of 
tax policies. Though our term* of 
reference relating to review of the 
administration a nd its procedure 
are incidental to the primary terms 
of reference, we place no less im-

Portance on the recommendations we 
propose to make in thio Chapter. 
In fact, our recommendations on 
tax administration will have to 
receive precedence if the other 
measures suggested by us are to 
yield the desired recults.”

As I go on, I will illustrate any 
number of points and the problems 
which have be set this Department 
and may I say very frankly that on 
many occasions, I found myself very 
much frustrated and helpless, if this 
is the fate, whoever may be the Chair­
man, I doubt, if we would be able to 
achieve the results. You may make 
a law, which you consider is effective, 
but it will only bring frustration to 
the Department under the present 
circumstances. Therefore, I want to 
deal with the aspect of tax adminis­
tration in the best possible manner, 
and if necessary, indicating the extent 
to which the position of th« Board as 
well as its Chairman is hammed iby 
various limitations so that he just 
cannot function.

Once I was reconciled to the posi­
tion that the Board 0ould function 
under the Ministry but with enlarged 
financial powers. As time passed, I 
have come down to this conclusion 
that the Board has got to have an 
autonomous existence; if it has to 
function satisfactorily it has got to 
have its own finance instead of depen­
ding upon another department, 
though of the same Ministry of 
Finance.

MR. CHAIRMAN: That money was 
not allotted to you?

SHRI R. D. SHAH: ♦♦♦♦♦The Board 
can function with urgency only if its 
Chairman has an adequate status and 
I think there is nothing more neces­
sary than a complete autonomy. It 
has been recommended by the 
Working Group of the Administrative 
Reforms Commission though it was 
turned down by the Reforms Com- 
mision itself. Now, I will read out 
for your information from page 128*
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vpara 6.9 of the Wanchoo Committee 
f Report, as to the observation of the 
Reforms Commission. It says:

“The Commission would therefore 
recommend that rather than be 
deprived of its policy making res­
ponsibility, the Central Board of 
Direct Taxes should be allowed to 
function as a self-contained depart­
ment administering not only its 
subordinate offices but also its 
headquarter establishment.”

This was the recommendation. Even 
where the complete autonomy for 
the Board was not accepted, i will 
now indicate to you how the Board 
functions and then you can see whe­
ther it is possible for the Board or 
the Chairman of the Board to be res­
ponsible for what besets the Depart­
ment for its failures. For example, 
the position of the Board is some­
thing like that. Somebody provides a 
land over which the Board has little 
choice ue., the various economic 
policies, which constitute the frame 
work of the law. Somebody the De- 
parment of Expenditure) issues the 
seeds, over which the Board has little 
control as to its quantity. Somebody 
dictates what manure to use and the 
Board is utilimately reseponsible for 
producing that quality and quantity of 
foodgrains which is the e^ypectation of 
the Parliament and the people. I 
really do not know how can it 
function.

Sirf you were present in a television 
interview when the returns were 
printed late and there was a lot of 
public criticism for this late publica­
tion of the returns. I had to even 
seek the assistance of the Finance 
Minister in order to reach the target. 
We had to make a lot of effort. You 
can imagine the state of a bank which 
has no say pay-in-slips etc. and still 
it is supposed to run. For example. I 
went to Gwalior during war time. 
There the staff told me, “We could 

||ftse to the occasion, but kindly give 
us challans so that we can issue 
demand notices/* What happens is

that (stationery and printing is hand­
led by one department, housing needs 
are handled by other department, 
personnel policies of the Board are 
handled by the Personnel Department 
and so on. The technical staff is 
drawn from the field organisation 
partly Or largely and they have a 
fixed tenure on which the Board has 
no control. If it is fc^und that a 
particular BAM la aot upto the mark, 
well, we have to put up with him. 
Frankly speaking, every word, that I 
say is true; it is further corroborated 
by an independent Committee like 
the Wanchoo Committee; it has 
rightly criticised the Department. 
Therefore, I would say that where 
there is a responsibility, there must 
also be power.

MR. CHAIRMAN: In view of what 
you are telling, it is very shocking. 
Did you ever make any efforts to get 
this autonomy business in corporated 
in this law?

SHRI R. D. SHAH: I do not think 
it will form part of the law. As I 
mentioned it earlier also at one point 
of time I was reconciled to a position 
that the Board with added financial 
powers could function satisfactorily. 
Now, I have come to the conclusion 
that nothing but complete autonomy 
can help the Board. There is- no 
question of my trying. If my succes­
sor and his successor has to function 
with effectiveness, then there is noth­
ing better than the autonomy of the 
Board.

SHRI H. M. PATEL: He said that 
when this Wanchoo Comittee’s pro­
posal was under consideration, he was 
of the view that perhaps with the 
granting of additional financial 
powers, the Deptt. might be able to 
function satisfactorily. Now. he has 
come to the conclusion that it would 
not be sufficient. What is necessary 
now is complete autonomy. Have I 
understood you correctly?
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SHRI R. D. SHAH: Yes, Sir. As 
time passed my views have changed. 
The Board has been given secretarial 
assistance which is drawn from the 
field. We judge persons on the basis 
of confidential rolls. Some persons 
may be excellent in field work and 
others not. But in view of the pre­
valence of various procedures and 
rules regarding fixity .of tenures, if a 
misfit comes into the apex organiza­
tion, he sticks to it and becomes 
almost a drag. I am only trying to 
indicate why I have gradually veered 
round to the opinion that the Board 
should have an organisation just like 
the P&T Board wherein all the staff 
is drawn from the field offices. The 
Wanchoo Committee had said that 
there should be a tenure—I would not 
say that—so that the officer goes back 
to the field and does not become fossi­
lized to one type of work. It is not 
only financial powers that we need to 
solve the problem. Even if we have 
them, we would still be in the hands 
of the Printing and Stationery Depart­
ment for our requirements and of the 
Ministry of Housing for renting out 
the premises etc.

MR. CHAIRMAN: Your remarks
appear to me to be of a very funda­
mental character. You seen to be 
building up a case for a huge super­
structure without a foundation. Would 
you clarify our doubts at this stage: 
or should we listen to you fully? It 
would be better to proceed point by 
point, unless you feel interrupted.

SHRI BHAGWAT JHA AZAD: At 
the end, we may not be able to get 
all the points clarified.

SHRI R. D. SHAH: As I had said in 
the beginning, even though these 
points are made out by me, I would 
reinforce them by quoting the views 
of the Wanchoo Committee on the 
subject. But I am not depending on 
their viewa, because what I say is 
based on my own personal experience.

MR. CHAIRMAN: Whatever be the 
modality that you adopt, your con­
tentions create some doubt in our 
minds about basic things.

SHRI BHAGWAT JHA AZAD: Mr. 
Shah’s remarks only G how  how this 
Board is functioning at present. All 
our criticisms so far about the Board 
are now justified by the remarks of 
ite ex-Chairman. Mr. Shah has seen 
as to how the bureaucracy functions, 
himself being a bureaucrat. We had 
the same feeling. We fully under­
stand and appreciate his views; but 
when he asks for another bureaucra­
tic, autonomous board for this pur­
pose, how is he confident that it would 
aolve the problems? I give the 
example of the Railway Board, the 
biggest board in the country with so 
many officials. It is the whitest 
elephant and still the worst under­
taking among autonomous boards in 
the country that has brought us to 
the brink. Now about the P&T Board, 
about which also he had mentioned. 
Nothing clicks in relation to the P&T 
Board’s working. We do not get a 
telephone call in one trial. We must 
try a dozen times. Sometimes, v/e 
may not get the number even then; 
and we may have to run with the car 
to do the job. So far as his analysis 
is concerned, he is correct; but pro­
bably, not in his suggestion.

MR. CHAIRMAN: This point wa>3 
there in my mind also, Mr. Shah.

SHRI R. D. SHAH: I would try to 
clarify the point raised by the hon. 
Member. There is a limit to which 
even the most dynamic! person in 
charge of the Board as tfc :1s at present, 
can function and produce results. If 
you remove the handicaps in its work­
ing, I would nay, along with the hon, 
Member, that we should hold that 
person responsible for its failure. We 
have tried the present system since 
1921; and we have found that these 
handicaps make it ineffective. They, 
are so real and serious. We should try 
to improve the situation if necessary 
by changing the modus operandi. I
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may be permitted to quote some 
material, which might answer, to 
some extent, the points made by Mr. 
Azad. It is found at page 127, para 
6.7, thus:

‘The Board does not have the 
eame independent status as ihe 
Railwa - or the P&T Board has; it 
is a part of the Department of 
Revenue and Insurance. This res­
tricts its administrative and finan­
cial powers and impinges on its 
independence. The Internal 
Finance Cell of the Department of 
Revenue processes the proposals of 
the Board having financial implica­
tions; yet does not function -as part 
of the Board. Mcwt of the proposals 
have also to be referred to the 
Department of Expenditure of the 
Finance Ministry for approval. Such 
complete dependence for financial 
sanction or approval on an outside 
agency, which may not be alive to 
the importance or urgency of the 
problems of the Department, is a 
serious handicap from which the 
Central Board of Direct Taxes 
♦suffers.”

I gave an example where one of my 
proposals was turned down. Another 
example regarding the project of 
Directory of Permanent Account 
Numbers. The whole amount was 
sanctioned by the hon. Minister; but 
for the sake of a small amount it got 
involved in a controversy which meant 
loss of time till the project was 
wholly cleared Last year, I wanted 
to introduce programmed calculators 
but it got delayed because of the 
varioiw rigmaroles etc. involved in it. 
It was intended to be implemented 
by the 1st April of last year; but it 
could not be taken up till the end of 
April this year. How can you func­
tion in such circumstances? Time is 
the essence of the matter. I will 
quote a further handicap of the 
Board.

SHRI BHAGWAT JHA AZAD: Mr. 
Shah has emphasized and is re^empha- 

, sizing the point about the limitations
► of the Board. He has chosen to give

us examples viz. a scheme not approv­
ed, one post of Assistant Director not 
provided etc. He also had certain 
other minor requirements, which 
were not met. He has taken up the 
came point which was emphasized 
before us in Madras when Mr. Shah 
was there and in the meetings held 
here.

Is the Chairman of the Board so 
helpless that he cannot provide to his 
subordinate officers in different head­
quarters even the papers, pencils, 
typewriters for typing orders for 
assessees, etc.? The point was raised 
at Madras and other place; also. Is it 
so much? If it is so much, we must 
think over it.

For example, he said that one 
scheme could not be given effect to 
by the Board for want of an Assistant 
Director. Am I to understand xbat 
the Chairman of the Board cannot 
reorganise the functions of the Board 
which, according to outsiders, looks 
very top-heavy? How i>s it that this 
very Board keeps its sanctioned 
strength at 1200 Officers and fills only 
600 Officers? How is it that the 
Board, while running the Central 
Circle with Class II Officers, keeps 600 
Class I posts vacant? Is it the limita­
tion of the powers of the Chairman 
of the Board? We want to understand 
it. How is it that meeting small 
requirementg of the Board, re-arrang­
ing the staff of the Board, keeping 
600 posts vacant, is beyond the pur­
view of the Chairman? If it is so, I
want to know whether the power*
given so far have been properly 
utilised or not utilised or mis-utilised 
or under-utilised.

MR. CHAIRMAN: Are there 600
posts lying vacant?

SHRI R. D. SHAH: I do not know 
about the figures I would like to 
make one thing clear here. I did not 
say that I could not get the post. 
What I said was that I got the post
after a lot of struggle for it. The
time factor is the most important
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thing. About Class I and Cl&s II 
posts, it has got so much of historical 
background.

MR. CHAIRMAN: I am not going 
into that. Is it correct that 600 posts 
are still lying vacant?

SHRI BHAGWAT JHA AZAD: Is it 
that small requirements could not be 
met or the posts already sanctioned 
could not be filled because of the 
limitations of the Chairman? Does 
the Chairman want more powers to 
have these things done?

SHRI H. M. PATEL: He has used 
the word “small” requirements. But 
these are of very great importance 
He gave an example that the Finance 
Minister gave his approval to the 
introduction of Permanent Account 
Numbers. Therafter, to give effect to 
that decision, several months* time 
was wasted because the Expenditure 
Department would not give sanction 
for a certain amount. Therefore, he 
used the word “small” requirements, 
I only wanted to clarify what he 
meant.

SHRI BHAGWAT JHA AZAD: This 
point has been emphasized before us 
at Madras, Calcutta and Bombay, that 
there are certain things which are not 
being done in the Subordinate Offices. 
Are they also the limitation of the 
Chairman? Why- can’t the Chairman 
provide such things for the efficient 
functioning of the Board?

MR. CHAIRMAN: Within the
powers available to him.

SHRI R. D. SHAH: I may try to 
clarify it. The point is that you have 
to rely on various Departments and 
Ministries for it...

MR. CHAIRMAN: For 600 vacant 
posts, are you so much dependent on 
other Departments? Is it correct 
factually that they are 600 posts still 
lying vacant?

SHRI R. D. SHAH: To the extent 
Clafts I posts are vacant.......

MR. CHAIRMAN: You forget about 
Class I and Class II. Are there 600 
posts vacant?

SHRI R. D. SHAH: Always there 
may be some posts lying vacant 
because the D.P.C. takes some time 
and sometimes we get ad hoc sanc­
tions.

SHRI BHAGWAT JHA AZAD: 
That is not the point. I am quoting 
from the Public Accounts Committee. 
I am not going into the historical 
background of that or the quarrel 
before the Supreme Court.

My question is very specific. The 
ex-Chairman of the Board said about 
the small requirements. I am only 
trying to understand it. How >3 it 
that about small requirements which 
have been emphasized before the 
Committee in Madras, Calcutta and 
Bombay, it is not possible for the 
Chairman to coordinate the functions 
for efficient working of the Board?

There as a sanctioned strength of 
Class I officers. I do not know what 
is the position now after six months 
or one year. I am told, by ad hoc 
promotions, they have been filled up. 
As the ex-Member of the Public 
Accounts Committee, I know the 
sanctioned strength of Class I officers 
was 1200. At that particular moment, 
when we examined them, only 600 
posts were filled. Even the Central 
Circle was being run by Class II 
officers whereas Class I posts were 
lying vacant.

I want to understand how could 
that be that for doing the3e things, 
there should be autonomous powers 
given to the Board. How is it that 
these things which, according to us, 
are within the powers of the Board 
could not be done?

MR. CHAIRMAN: Whatever b* the 
reasons, are these figures factually 
correct?

SHRI R. D. SHAH: That can b| 1 
verified by the present Chairman.



323

MR. CHAIRMAN: T o your know­
ledge.

SHRI R. D. SHAH: The hon. Mem­
ber said that 600 Class I posts remain­
ed vacant. But they were filled to a 
very large extent by Class II officers 
Out of 3000 and old posts all over 

the country, some posts will remain 
vacant for some time or other for the 
holding of the D.P.C., etc. But this 
problem ia really an involved problem 
bfecause ot various complications. I 
would not like to take that as an 
ihstance.

If the intention is to say that the 
Board could have functioned better, I 
would say that there is always a scope 
for improvement. What I am trying 
to emphasize is that the improvement 
also calls for a certain amount of 
environment under which it can im­
prove. As I was talking about the 
small requirements, I would like to 
give you a few instances.

* * * * *

What I am saying is that when the 
dependence is too much on other 
Ministries on which the Board has no 
control, it cannot function properly.

This is my personal view. What I 
am trying to indicate is that it has 
also the blessings or the approval of 
a very eminent Committee, the 
Wanchoo Committee, which has 
visited a large number of places and 
haa had talks with the various people. 
As the hon. Member says, this was a 
point made out at Madras. Calcutta 
and everywhere else.

SHRl S. R. DAMANI: It is a very 
important Board because it has res- 
ponsibilty of collecting a huge amount, 
collecting more information about the 
assessees. Therfore, from the expla­
nation given by Mr. Shah, I under­
stand that this Board requires some 
limted autonomy so that they can 
meet their requirements and bring 
efficiency in the working of the 
Department; otherwise, for small 
things there is delay and things are 
held up. Now I want to ask one 
question in this connection. Mr. Shah

has visited many countries. I want 
to know whether, in those countries 
the Boards are autonomous, to what 
extent they are autonomus, how they 
are functioning, how they are able to 
make quicker assessments and reduce 
the arrears and also bring to book the 
tax-evaders.

SHRI R. D. SHAH: On this question, 
to what extent you want to make 
the Board autonomous, to what extent 
you want to increase the financial 
powers, to what extent you want to 
allocate to it a status, I would say, 
an independent examination may be 
made.

SHRI VASANT SATHE: From what 
you have been telling us, we feel that 
your Bbard is handicapped because 
even for small matters it does not 
have powers. But you seem to be 
going to the extreme conclusion that 
the Board must be completely auto­
nomous. Is it because of a certain 
amount of frustration that you have 
come to this Qpnclusion? Within the 
framework of the Department, with 
certain more financial powers, the 
Board could be more efficient. I will 
tell you why We feel this. Aa has 
been said by Mr. Bhagwat Jha Azad, 
the experience of completely auto­
nomous Boards like the Railways and 
the P&T is not very encouraging. 
Therefore, can we not harmonise the 
two—have control over the depart­
ment as part' of the Ministry which 
ii3 answerable ultimately to Parlia­
ment and yet give the Board adequate 
financial as well as administrative 
powers? Will that meet the require­
ment? All the examples that you 
have given come within the realm of 
financial powers as, for example, 
providing taps, providing lifts in staff 
qarters, providing stationery, appoint­
ment of a director, etc. If those 
powers are given—without making 
the Board completely autonomous—, 
will that meet the requirement? I 
say this becauae once it is made com­
pletely autonomous, as has been our 
experience, if a good man is there, it
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is alright; otherwise that runs amuck 
and behaves in an irresponsible 
manner; there is no accountabilty in 
such boards. What have you to say 
on this?

SHRI R. D. SHAH: These petty
examples which I have given have 
been given deliberately; it was only 
to illustrate the handicaps. These 
small things are illustrative of the 
handicaps of the Board. It is not out 
of any feeling of frustration that I 
say this. If you want a certain 
objective to be achieved by a certain 
time and if you find that, in -spite of 
the best will in the world, you cannot 
do it because it is controlled by, some 
one else, you feel ultimately that this 
dependence On others is not going to 
help.

SHRI VASANT SATHE: If those 
powera are given, will that meet the 
requirement?

SHRI R. D. SHAH: To what extent 
the P&T Board would have function­
ed better if it were like that, etc., will 
have to be studied. But what I am 
saying is that this is a problem which 
you have to consider before you think 
of achieving results merely as a 
reoult of this BilL

SHRI ERA SEZHIYAN: Though
the provisions of the Bill do not relate 
to the matter that is under discussion, 
because it is a very important matter 
raised by him we would like to have 
the fuller appreciation of the contents 
of his submission. I fully support 
the demand for autonomy by which I 
mean that the Department or anybody 
who has been given a respor-ubilitv 
should have sufficient facilties or 
resources to discharge the responsi­
bility assigned Jto him. You have 
cited certain examples. I want" to 
know whether there has been any 
planning to obtain these things. All 
these things do not crop up all of a 
sudden within a month or a week. 
Just as you plan the budget, theoe 

things «hould have been planned well

in advance, including stationery. 
Where exactly has this gone wrong? 
Even after becoming an autonomous 
one, such a situation may arise; if it 
doec not arise in the Board, it may 
arise in the Madras office; they may 
say that unless you give them those 
powers, they will not be able to do; 
they cannot approach Delhi lor every­
thing, etc. I want to know where 
exactly has this gone wrong, whether 
it ic due to lack of proper planning 
on the part of the Department con­
cerned or on the part of the sanction­
ing Ministry. This Department 
happens to be in the Finance Ministry. 
The other Ministries have to depend 
on the Finance Ministry for financial 
sanction.

I would point out one more thing 
to the witness. There is also another 
Board functioning in the same Minis­
try. We do not receive so many 
complaints about that. When we 
examined them in the Public Accounts 
Committee about which Mr. Bhagwat 
Jha Azad also made a mention, at on^ 
stage the Secretary who appeared 
before the Committee at that time—I 
do not want to mention the name— 
himself confused that the efficiency 
of this Board was not comparable to 
that of the other Board. Both the 
Boards function under the same 
Ministry. Why is it something pecu­
liar happens only to this Board? I 
have got every respect to the gentle­
man who is appearing as a witness 
here for his efficiency and hard work 
There should be something funda­
mental. The basic structure and the 
functioning of the Department itself 
should be probed. Has there been 
any coordinated and well-planned 
working within the Department? In 
what way has this been put in a more 
disadvantageous position compared to 
the other Board which is functioning 
within the Game Ministry?

SHRI R. D. SHAH: While I certainly 
do not want to minimise the working 
of this Board, I am only pinpointing 
the reasons for it. I will point out the
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various par paragraphs where he has 
been outlined by the Wanchoo Com­

mittee. We have got a Directorate of 
Research, Statistics and Publication.
In this connection I will point out that 
the working of the Directorate of Ins­
pection has been mbst unsatisfactory. 
There was no Directorate of Organisa­
tion and Planning and Methods. This 
has been recently started. There are 
absolutely no training facilities. If I 
may quote the Wanchoo Committee on 
this point. “Training facilities in the 
Income Tax Department are woefully 
inadequate.”

Therefore, what I am trying to 
point out is that this Department is 
still almost undeveloped. It has to 
develop on various organisational 
sides-research, statistics, publication, 
analysis. It is still almost in its in­
fancy. ...

SHRI TRIDIB CHAUDHURI: I
would like to ask the withness, bet­
ween the two alternatives of com­
plete authonomy as suggested in Wan­
choo Committee's report and an ela­
borate organisation with sufficient 
which one is more important. .

SHRI R. D. SHAH: Sir, I would 
only like to leave this point at that. 
You might create a Board which you 
consider has the necessary powers 
with which it can deal with the 
problems expenditiously without too 
much reliance on others so that 
its schemes are not frust rated.

SHRI H. M. PATEL: Mr.Chairman, 
first of all, I would like to say that I 
doubt very much that the particular 
illustrations given make out a case for 
the establishment of an independent 
autonomus Board. It is quite true that 
the sort of illustrations given suggest 
that we might set-up just another 
PWD department or printing depart­
ment separate for the Direct Taxes 
Board. If the withness say that the 
houses in Calcutta have no lift for the 
past 10 years although it has 10 stor­
eys, that cannot be rectified by aut­
onomy. That can be rectified only if 
the Board is given powers for cons­
tructing their own houses. How is it

possible for the Government to func­
tion in this manner? Since 1921 this 
Board came into existence. Steadily* 
its scope and authority increased. I 
would like to ask how frequently did 
the Board ask for additional powers 
to re-organise itself? When he says it is 
only within the last 2-3 years that the 
training aspect was given importance 
is it because they thought of the im­
portance of training late or was their 
proposal turned down by the Ministry 
earlier? There is general slackness in 
the administration as a whole. That is 
something which we may try to im­
prove.

I would like to have a little more 
information on this point. It seems to 
me that the Board has Class I and 
Class II officers.

Their grievances exist for a long 
time and yet there is no final solution 
to it. But so long as this persists, the 
Board's work will undoubtedly suffer. 
Who is at fault for all these things?
I put this question with no desire to 
question the basic point that you 
must make the Board capable of dis­
charging the duty in an efficient man­
ner. I am satisfied with it. I am not 
satisfied with the case for an indepen­
dent or autonomous Board as has been 
made out by illustrations given.

SHRI R. D. SHAH: While I was 
talking of the autonomy of the Board, 
the views may differ, but I do feel 
that it would certainly make a world 
of difference in the proper function^ 
ing of the Board.

If I am not wrong, my belief is 
probably correct that the Audit k  
Accounts Service have got their own 
arrangements in regard to many more 
things and they are functioning in a 
different manner. The small problems 
which we are facing, I do not think 
they are facing.

But this question requires to be* 
thoroughly examined.

I would only stress this point of 
training. I do not want to go into the 
past. I was the person incharge o f  
training and at one time there*
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not even one ITO to assist me. Since 
then the faculty has developed. What I 
am trying to indicate is that this is the 
system prevailing and this is what has 
to be improved. How to do it? My 
way of looking at it was that probably 
with added financial powers we would 
be satisfied but I may not be wrong in 
saying now that it is not enough. Be­
fore we think of achieving the result 
and dealing with this problem of 
black money a suitable organisation 

vWill have to be created.

SHHI DHARNIDHAR BASUMA­
TARI: I have been listening to Mr. 
Shah. He has a vast experience. From 
our experience we can say that statu­
tory Boards do not function preperly. 
For example, the Railway Board is 
the strongest Board constituted by ex­
perts and at the same time it is a thigh 
powered Board. There we find more 
corruption. It is not my contention 
but the contention of the Minister 
who said that the Railway Board is 

"the strongest Board and no finger can 
be laid. The Boards being constituted 
by the Government or by legislation 
cannot be said to be efficient. This I 
am saying on the basis of my ex­
perience for the last 27 years in the 
Parliamentary life. So is the case of 
Scheduled Castes and Scheduled Tri­
bes. This is a constiutional matter. As 
a Member of this Committee I want 
to say if we feel that the Board is 
the only way to find out unearthed 
r money, I do not think it would be a 
wise decision. If an independent 
Board is created, I think it will lead 
to more corruption. I am all opposed 

:to such a proposition.
SHRI R. D. SHAH: I would leave 

it at that and say that the Com­
mittee might examine this problem 
and examine this question of the 
report on the tax administration 
What I was interested in was that 

•proper administration might be given 
in order to do, justice to achieve the 
result and in reply to what the hon. 
member said, I would add and quote
the Wanchoo Committee------

.We would like to emphasise that
(no system however :perfect can

work on its in view of the human
element involved.”

That will always e there even if 
you give me a perfect mechanism. 
As hon. Member Shri Patel also said 
that the efficiency and all those things 
are there. With all the handicaps can 
this Board achieve better results or 
not, you may examine this?

This much is on administration.

SHRI K. R. GANESH: While the 
Committee will definitely profit by 
your experience and the conclusions 
to which you have come, some of the 
points made by you about financial 
powers, more initiative by the Board 
may require consideration both by 
the Committee and the Government, 
there are some problems which I think 
I should also bring to your notice and 
to the notice of the Committee.

Is it your case that accumlation of 
arrears, large scale pending assess­
ments, large refunds, pending appe­
als, are due to lack of autonomy?

Is it your case that a proper per­
sonnel administration polioy in spite 
of the act various Committee like the 
Direct Taxes Enquiry Committtee, the 
P. A. C., the Administrative Reforms 
Committee has commented on this 
from time to time and yet a rational 
personnel administration has not ari­
sen and the problem of Class H and 
Class I is still a serious problem—is 
all due to outonomy? Certain real 
ities are there. We have to make ad­
justments. I am referring to the 
case of ad hone promotions.

You may say that the Department 
has no staff. Quite a lot of staff has 
been sanctioned and according to the
O & M study more staff is to be given.

The number of Income Tax offcers 
who should have been relieved as a 
result of summary assessment, whe­
ther they have been relieved or not?

If we do not have proper statistics, 
is it your case that it is due to the 
fact that the Board has no autonomy 
at various levels? _



227

As Mr. Patel rightly summarised, 
the problem of printing is a problem 
connected with the Works and Hous­
ing Ministry. Similarly various other 
things are handled by the different 
departments; of course, necessary 
coordination is always there. Accor­
ding to you, if these problems are to 
be solved,then you must have an 
independent organization with all the 
connected departments, the lift org­
anization, CPWD, printing etc. You 
are one of the authors of the Act. 
I know, great administrative problems 
are there. My only point is, that some 
more thinking has to go in this res­
pect. It is not so much a question of 
autonomy, it is a question of certain 
administrative drive. I would not like 
you to use the various administrative 
bottlenecks which are inherent in our 
system and which j  agree should be 
removed. Incompetence available 
somewhere else should not be lost 
sight of and then come to this con­
clusion that for all these problems, 
there is one single solution of auto­
nomy.

SHRI R. D. SHAH: I do not say, 
nor did I ever say that this solution 
is going to work like a magic wand. 
Wtat I want to indicate is that all 
th d ®  areas, where the arrears were 
growing or other deficiencies where 
there, it may be that the Board did 
not function effciently or vigorously. 
I do not know what the circumstanc- 
ces were. If probably the Board had 
more powers, they would have work­
ed more effectively. What happens 
today is that we allow the arrears to 
grow and try to catch up. That 
means, we are always chasing. Instead 
of that, we should have our plannitig 
and organization in such a way that 
we are able to live with the issues, 
rather than catch them up later. This 
is a very vast question, on which prob­
ably I can give any amount of time.

MR. CHAIRMAN: I think, we will 
have to find qut something in between 
what you have said and what the 
Minister wanted.

SHRI R. D. SHAH: Now I would 
come to the most important thing, 
where the Department can deal with 
second and third sectors. The various 
techniques of tax evasion are very 
well known to everybody. I hope, you 
will permit me to repeat a few 
thing. I feel that our approach and 
methods have to change almost com­
pletely with regard to the problem of 
tackling the tax evasion.

As I said, he methods of tax evasion 
suppression of profits and production 
are universally there from time imm­
emorial ever since income-tax was 
levied. However, as a result of vari­
ous surveys that have taken place and 
as a result investigations person­
ally conducted by me in the Inves­
tigation Commission etc., I do feel 
that our present techniques in hand­
ling these cases will have to undergo 
mentamorphosis. The whole point is 
that in order to know what should 
be the method, we should also know 
what are the techuniques that are 
being employed today. During the 
course of our searches and seizures, 
we have come across a very very im­
portant and dangerous development 
over the last many years and that is 
that there is a thriving industry of 
manufacturing vouchers.

Now a change has come in the 
whole technique. What a voucher 
vendor (or name lender) does is that 
he opens bank accounts in various 
names. To gjve credibility to the 
transaction he issues cheques, gets 
money and then again. deposits it in 
the bank a/c. Well, he may get a. 
small commission say 1 o r  2 per cent 
on the bogus transaction of say Rs. 1 
lakh. The name lender gets Rs. 1000, 
saves tax on Rs. 1,00,000 and the 
revenue suffers a loss of r s . 7,000 or 
so depending upon the rate of tax. 
The result is that Rs. 1,00,000 are 
generated into black money. I am 
convinced that this is a menace which 
today plays a more damaging role in 
this tax ev a s io n  technique.

MR. CHAIRMAN; Do you consider 
it to be the biggest menace?



SHRI R. D. SHAH: I consider it a 
very very important menace to be 
dealt with. Secondly, I feel, I have 

ey ®nce' that a large number of 
the bank accounts are fictitious or 
psedonymous. Previously, when a 
businessman used to produce his ac­
counts, i found that he would Quote, 
full details in respect of cheques re­
ceived by him. There were full de­
tails of transactions in his cash books. 
Narrative was complete so that the 
officer did not have to struggle or 
hunt for any information.

Similarly, when he produced vou­
chers in support of his transactions, 
you wilj find that there always were 
full details of the printing press 
where they were printed. These 
things are very relevant in the pro­
cess of an investigation of a case. But 
today you will find that this subsidiary 
evidence which ultimately gQes to 
establish a case does not exist. Some­
times it becomes impossible to trace 
entries. You cannot go on chasing 
entry after entry with the possibility 
that you may unearth transaction re­
sulting in the black money. That is 
why I say that if we s^e the trends 
of the tax evasion techniques that 
have now developed, the question that 
we ask ourselves is this: Are the 
present methods enough t0 deal with 
this? I have only indicated that the 
present techniques of investigation are 
inadequate. The search and seizures 
can, to some extent, play an important 
role in trying to tackle the unaccount­
ed portion of the transaction. But I 
would still say that in order that the 
Department can function better, the 
administration should be as imperso­
nal as far as possible, the methods 
should be made as impersonal as pos­
sible and for that purpose, I would 
rely on an extensive use of perma­
nent a|c. Nos. I would say that it has 
to be developed into a powerful 
medium which alone can dfeal with 
this problem. Fortunately, the Wan­
choo Committee has also considered 
this idea of a permanent account 
number. According to me, it would 
help the department to function im­
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personally; Solve the problem of 
tax arrears as assessments would be 
based on definite data, and would 
create or generate a fear which would 
*eep a tax-payer within legal boun­
dary. The Wanchoo Committee has 
also said that we should make obliga­
tory to use this permanent account 
number on certain transactions.

What I personally feel is that the
epartment should set up a complete 

and adequate organisation. There 
should not be any complaint that they 
are suffering from shortages and all 
that. Let them be provided with a 
little more of their requirements than 
what may be needed. This perma­
nent account number should be issu­
ed to an applicant within 24 to 48 
hours. He snould apply for this per­
manent a|c. No. on a form (which we 
have already evolved with necessary 
details so that a person does not ask 
for more than one number in the same 
capacity for audulent purposes). The 
utilization of this No. may be 
made obligatory on certain types of 
transactions. The types of transac­
tions can be suitably selected and 
varied from time to time so that it 
does not became an unnecessary bur­
den on the individual and yet play an 
effective check. All these cfctail^tan 
be worked out once the sy^pn is 
developed and the organisation set up.

Though we, as a policy, oppose com­
puterisation, but there are certain 
things for which it is inevitable. I 
have visited some countries and have 
seen its operation. They collect data 
and feed into computer; keep data 
ready for a chteck but rarely use it. 
It remains as a sort of a sword hang­
ing over the heads of the citizens. The 
Department can use it when it wants 
to d0 it. The idea is to generate fear 
®o that the tax payers remain within 
bounds.

MR. CHAIRMAN: I am sorry, Mr. 
Shah, I will have to interrupt you for 
about 5 minutes. We have to discuss 
an urgent point raised by Mr. Aga. 
We will call you again.

(The witness then withdrew)



(Shri R. D. Shah, teas called in.)

MR. CHAIRMAN: Mr Shah, you 
*nay continue now.

SHRl R. D. SHAH; What I was try­
ing to say was in the context of the 
changed techniques adopted by the 
people in order to evade taxes. They 
do it in a variety of ways. There is 
almost a thriving industry of manu­
facturing bogus vouchers supported 
by almost all types of evidence, like, 
bank accounts, payments by banks, 
etc. in order to suppress profits which 
often times in respect of various im­
ported articles ig colossal. Various in­
termediaries, not one, half a dozetf are 
created so that the ^end-product is 
substantially reduced so far as the 
Department is concerned and the pro­
fit is fragmented at the intermediary 
levels. When the Income-Tax Officer 
tries to establish even one chain of 
transactions, he often times fails to 
do it because he does not get at the 
intermediaries. '

This is the state of affairs. Even 
with positive information, even with 
seizing of records which I know have 
been lying for a long tim®, the In­
come-Tax Officer fails to establish it. 
ThfcL investigation takes a long time. 
In tn% manner in whi  ̂ the profits 
are fr^'mented at various levels, 
what the ultimate assessment is made, 
based on such evidence, becomes more 
a matter of ;nference than proof 
which sometimes gets up set in ap­
peal. So, we have to think 0f a pro­
per machinery to deal with this aspect 
of tax evasion techniques.

Now, we have introduced the 'sys­
tem of Permanent Account Numbers 
for existing tax-payers. I know that 
there are still some draw-backs or 
difficulties. We were determined to 
introduce it with whatever handicaps 
we had. I would suggest the exten­
sion of this principle not only to per­
sons hut also to transactions. Any­
body having a Bank Account, anybody 
wanting to purchase shares or sub­
scribe to shares, or various other 
transactions, (all such transactions can 
be examined and listed out and

229

ffi?m time to tlme «s need be m order that the amount of work
involved is not beyond reach) must
be required to quote the number. This
tnust be made obligatory by law. Pro-

y» we might need a separate law
not as a part of the Income-Tax law!

For that purpose, what I would 
suggest is that there should be a cen­
tral organisation with regional offices. 
Suitable forms may be devised for the 
purpose so that you know the activi­
ties of the man to the extent possible 
from the form itself. If the Depart­
ment so wishes, in respect of a new 
Permanent Account Number holder, 
the Income-Tax Officer could g0 and 
verify the person’s activities and 
reasons why he is not a tax-payer. 
Because we have already issued Per­
manent Account Numbers to tax­
payers, new applications for P.A.Ns. 
would necessarily mean that the ap­
plicant is not on the records of the 
Department.

In order to prevent persons from 
getting, to the extent possible, bogus 
Permanent Account Numbers for 
future utilisation for maipulations, we 
need to create an organisation like this 
and have a system of ‘identity cards' 
of the type ‘security cards’ where the 
Permanent Account Number is re­
quired to be imprinted [embossed on 
the various types of transactions.

SHRl VASANT SATHE: Are you 
suggesting that this should be an inde­
pendent organisation of the tax ad­
ministration?

SHRI R. D. SHAH: That can be 
examined. It may need a separate 
legislation. It can be examined 
whether it needs a separate legisla­
tion or it should be a part of the In­
come-tax law. To my mind, it needs 
a separate legislation.

About the present system of Perma­
nent Account Numbers, there is a 
fundamental draw-back. I am con­
scious of it. The drawback is: What 
prevents a man from utilising my or 
somebody else’s Permanent Account 
Number and putting me into trouble? 
There is nothing to check that. I



230

have been studying this problem for a 
long time. I have ^tainted quite a 
number of cards.. . .

MR. CHAIRMAN: You mean, iden­
tity cards.

SHRI R. D. SHAH: I  will not call 
them identity cards. In Malaysia, 
they have got identity cards with a 
person's photograph. We do not want 
to make the whole country look, as if 
we distrust them all; Something like
the U.S. Security Card. I have some
sample cards have with me. There 
are tw0 facets of it. There are various 
combinations of theste cards. One is 
a card on which the person can have 
his signature so that, like, the Travel­
ler’s Cheque, when this card is to be 
utilised for certain transactions of 
importance, the person can sign in 
the presence of an authorised Officer 
so that there is less chance of a dupli­
cation or misrepresentation.

Now, the beauty of this card is that 
if a person wants to utilise somebody 
else’s card and therefore wants to rub 
off his signature and write his own,
he cannot d0 it. This card will then
show blank. This card cannot be 
duplicated or used by another man by 
erasing. Secondly, this card can be 
embossed on the transactions as may 
be necessary. The procedure is fool­
proof. However, the person has to 
keep the card safely in his own inte­
rest as a valuable security.

MR. CHAIRMAN: Suppose he has 
two cards.

SHRI R. D. SHAH: That is why I
said that the form to be devised should 
be such that a man does not take out 
another card in his own name. If he 
still does it, then he will be exposing 
himself to prosecution. I have made a 
study of the whole process. This type 
of machines are not very expensive 
and they can be placed at post offices, 
banks and so on, so that the person 
does not have to face difficulties. As 
Wanchoo Committee itself has point­
ed out, to a very great extent, the 
utilisation of this will stop benami 
transactions. It is not only a question

of benami transactions but also ficti­
tious transactions. The hon. members 
are aware of what has appeared in the 
issue of 29th April of the Economic 
Times on which there was a debate in 
Parliament—about bogus newsprint 
importers on the approved list. These 
things are going on on a colossal scale. 
I have brought for information 
another cutting from the Indian Ex­
press of 14th May wherte it is stated 
that 38 non-existing small scale indus­
tries are reported to have procured 
steel quotas from the Government. To 
a very large extent, these type of 
activities will be contained by this 
system; I will not say 'eliminated’, but 
they will be contained.

SHRI VASANT SATHE: I have not 
understood you. While taking steel 
quota, how will this card be usted?

SHRI R. D. SHAH: When he applies, 
he will have to have his application 
imprinted, with his PAN card. This 
will show that the person is existing; 
it is not a non-existing, bogus or ficti­
tious person. Secondly, he cannot be 
benami because the man will not get 
two cards. . . „ i

SHRI VASANT SATHE: What I am 
asking is how will getting of quota be 
relevant to this card system.

SHRI R. D. SHAH: As I said, the 
Economic Times has shown how there 
were bogus newsprint importers in 
apprvoed list. There w*ere non-exist­
ing parties.

MR. CHAIRMAN: How would the 
use of this prevent such things?

SHRI R. D. SHAH; You would be 
able to trace the persons by this. We 
have case3 of sales 0f prestigious cars 
by STC. Some of these have not been 
traced to the purchasers.

SHRI VASANT SATHE: Are you 
suggesting that, for every transaction, 
whether it is taking licence or getting 
quota or purchasing a car or sale or 
purchase of a house, for every trans­
action, he will have to produce thi» 
card and get an endorsement?
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SHBI R. D. SHAH; it is not a Ques­
tion of producing. On all those ap­

plications that he makes, he will have 
to get this embossed so that you 
know that it is an existing person who 
is on the income-tax lisi. Today a 
person may be trading in a dozen 
names.

SHRI VASANT SATHE: Do you 
know how benami transactions in 
small scale industries take place? It 
is not always bogus in the sense that 
there are non-existing industries. 
These small industries are, in fact, 
controlled by the big industries in 
the name of other persons, in the 
name of their sons or daughters-in- 
law. They could obtain these cards 
also for them.

SHRI R. D. SHAH: To a reasonable 
textent, all these fictitious activities 
can be contained, though not elimi­
nated. Accounts in the banks in 
various fictitious names will disap­
pear___

* SHRI VASANT SATHE: Accounts
in banks also will be un9er this num­
ber?

SHRI R. D. SHAH: The limit, the 
extent of it, may be decided from year 
to year or time to time depending 
upon the volume. I am only evolving 
a principle. Because the techniques 
have changed, we have also to change 
our attack on the problem.

SHRI S. R. DAMANI: You are right 
in saying about benami transactions.

> But those fictitious transactions can 
be detected by the Department by 
examining their account books, stock 
lists and others. That may be easier 
or simpler than introducing a compli­
cated system of card. Our country 
is a vast one; it will be difficult to 
w o rk  it. Considering the magnitude, 
the length and width of the country, 
I wonder whether it will be possible 
to trace the benami transactions by 
introducing this system of card.

^  SHRI BHAGWAT JHA AZAD: The 
Jfcountry may be vast, but such persons 
f i r e  few. I think, this system is quite 

! feasible.

SHRI R. D. SHAH: The country ' 
may be vast. I have explained the 
principle. It can be applied to various 
transactions. This can be varied from- 
year to year depending on the volume. 
A study was made in the United 
States where there was . similar sys­
tem and they found that evasion was 
not substantial, compared to the re­
venue because this is the cause of a. 
major fear in the minds of the peo­
ple. Computer is not a respector of 
persona. Therefore,, if an unreported 
transaction is detected: the man can be 
prosecuted straightway. In the chang­
ed context and with the need for good 
public relations and less harassment 
to tax-payers this impersonal system, 
is essential. Once this is done there 
are many concomitant steps that 
should follow. Today c. person can 
take any number of insurance polici­
es and the Department does not know 
of it. So, if this system is introduced^ 
you can say this year we will check 
all insurance policies. Then you can 
come to know who are those people 
who have subscribed to it. That fear 
alone will check tax evasion sub­
stantially. Therefore, I say this is 
the only method by which we will be 
in a position to control to a very large 
extent the ‘benami’ transactions.

Now, my third point is about the 
management side of it. The assess­
ment work should be made imper­
sonal. As the hon. Minister said we 
are having a lot of arrears of assess­
ment. As it is done everywhere all 
assessments are accepted in the *irst 
instance. We have got Section 143 (IX 
where you can accept the return. I 
would only add one corollary. We 
face criticism almost everyday that 
the tax returns are verv complicated. 
It is so in all the countries and it has 
to be so. The return is only a reflec­
tion of the law. It cannot be simpli­
fied. If we are going to accept the 
return in the first instance and try 
to match it on the computer then the 
return has t0 be elaborate. The re­
turn of very big assessees may also 
bte accepted in the first instance. 
Thereafter depending upon the man­
power, facilities and typa of cases (the
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selected type of cases; can be taken 
up for investigation. The purpose of 
investigation should also be to create 
an impression in the minds of the 
people that tax evasion will not pay.
It should act as a deterrent.

Having accepted the procedure, as 
to  what sort of principle should be 
adopted for selection, the first funda­
mental requirem ent will be that all 
Teturns must be filed by <*ne date— 
w hether 15th June or 15th July—so 
that principles of selection are decided 
only  thereafter giving no chance to 
a  person to know before-hand so that 
he i'3 not able to m anipulate his return 
to conform to the principles of selec­
tion for verification.

SHRI BHAGWAT JHA AZAD: 
What would be the percentage of tax 
collected as self assessment, advance 
/tax in any particular year?

SHRI R. D. SHAH: We generally 
take it that it is tu the extent of 85 
per cent.

SHRI S. R. DAMANI: Have any
•efforts been made to instaj computer 
in your Department?

SHRI R. D. SHAH: What you call 
computer, I call ‘programmed calcula­
tor’. somebody may call it as compu­
ter. What we are aiming through 
there is to know how much tax is con­
tributed by various sections of the 
law, various incentives and the 
various measures which the Govern­
ment has taken. What is the contri­
bution to the revenue? Similarly, as 
the hon. member said after making 
the assessment, what is ultimately re­
maining after the appellate stage, tri­
bunal stage etc. To obtain this data 
we need to calculate tax eight to ten 
times at least. With the help of cal­
culator we can calculate speedily and 
be able to build up the statistics in 
a scientific way t0 know economic 
component, the tax component of each 
piece of legislation and of administra­
tive procedure. What I am trying to 
indicate is that it is not utilised at

present but that it should be utilised,

SHRl S. R. DAMANI: I learnt that 
some time ago efforts were made and^ 
there was opposition from the staff® 
members to instal a computer. I un­
derstand the opposition was for the 
sake of creation of unemployment. 
Will it be possible to see that such a 
computer scheme is materialised?

SHRI R. D. SHAH: If we want to 
combat tax evasion, which is practised 
in a subtle way and has different 
techniques, we have to utilise compu­
ters. It does not affect the staff. But 
it is a policy decision which has to be 
taken at a high level. ,

SHRI VASANT SATHE: If a com­
Plete scheme, a new methodology is 
evolved along with computer, would 
you suggest that while accepting re­
turns, in the first instance there need 
not be any such bracketing of limits?

SHRI R. D. SHAH: This comes to a 
que3tion of selectivity. You can 
select cases on the basis of income, 
trade, profession, so as to cover whole t 
strata of life not merely of income. ’ 
One thing is there that the Company 
cases and the bigger cases are always 
subjected to investigation. Along with 
computer, these ar.* checked up in­
dependently also

All individual cases need not be 
checked up. I may be permitted to 
draw your attention to Clause 14. 
There is a misconception prevailing 
and the people feel that the clubbing 
of income would mean that the in­
come of husband and wife wholly will 
be clubbed together and taxed at the 
appropriate rate. Mr. Chitale has also^ 
suggested sort of deduction may fce 
given. Wanchoo Committee have also 
suggested a way out. I have been 
thinking and I feel that there i3 Mill 
a better way out which does not aflect 
the working woman, which does not 
affect a small assessee, but cnly 
affects the class of people who are 
planning purely to avoid tax. Wan­
choo Committee did not approve of the 
idea of clubbing. I d0 not consider 
my approach as clubbing. It is popu- y 
larly understood to mean that the i15*# 
comes of the husband and wife will be^ 

clubbed together and taxed according­



ly as one unit The Wanchoo Com­
mittee detailed various types of mani­
pulations in order to avoid payment of 
tax by individuals, groups of high in­
comes. They suggested certain solu­
tions which are embodied in this Bill. 
I will quote, what they have sa id :

Page 77, para 3.40:

“ (a) In order to circumvent the 
provision relating to the clubbing of 
the income of minor children with 
that of the parent, if both are part­
ners in a firm it is so arranged that 
partners Qf one firm get their minor 
children admitted t0 the benefits of 
partnership in another firm, in ex­
change for admitting in their firm 
the minor children of the partners 
of the other firm, so that it is not 
possible to club the income 0f the 
minors with that of the parents” .

Then para (c) of page 78:

“Taxpayers generally so arrange 
their affairs by what are euphemis­
tically known as ’cross transfers* and 
other ways that it becomes difficult 
to prove that there has been s direct 
or indirect transfer of assets to the 
minor children within the meaning 
of section 64 of the Income Tax Act, 
1961. Amount received by the 
minor as a result of such a cross 
transfer and in other ways js shown 
as capital contributed by him in a 
firm where neither of his parents is 
a partner and the minor’s share in­
come has consequents to be assess­
ed in his hands, and cannot be club­
bed with the income of his parent/*

The present Section 64 as it exists and 
the earlier Section 16 almost became 
an ineffective pieca of legislation, so 
far as its implementation was concern­
ed. You might catch an unwary man 
once, but he would always arrange in 
future his affairs in a way that he is 
able to evade tax. Unfortunately, for 
a man who is big enough, who has 
large busiriess at his command and a 
large number of companies, it is al­
ways possible to manipulate. A small 

U a n  cannot do that. The Wanchoo 
Committee says this in detail. They

have suggested a wayout. We should 
have an effective legislation to curb 
the misuse and simultaneously respect 
the sentiments of many working men 
and women in the lower or middle- 
income groups. I am giving an idea 
that can be developed further by the 
Board. You can take the assessable 
incomes of the husband and wife over 
a certain level, as also that of minor 
children and then club together. The 
level could be such that it would 
affect only the big ones.

MR. CHAIRMAN: What is your 
suggestion?

SHRI R. D. SHAH: In the context 
of the prices today, Rs. 25,000/- should 
be the taxable income for each 
Rs. 50,000/-, more or less, is reason­
able. This is because it will affect 
only the higher strata.

SHRI BHAGWAT JHA AZAD: This 
is a good idea.

SHRI S. B. P. PATTABHI RAMA 
RAO: How does the cost of collection 
compare with other under-developed 
countries?

SHRI R. D. SHAH: It is 1.9 per cent 
here, earlier it was 2 per cent. It has 
gone down. In Germany, where it is 
computerised, it is 3.5 per cent.

SHRI S. B. P. PATTABHI RAMA 
RAO: What is the total expenditure 
on the middle level officers, Assistant 
Commissioners etc.

SHRI R. D. SHAH: The present
Chairman might be abls to tell that.

SHRI S. R. DAMANI: Many wit­
nesses have expressed a fear before 
this Committee that with the addi­
tional powers now being given to the 
Income Tax authorities, the assessees 
would be harassed more. How far is 
their fear correct?

SHRI R. D. SHAH: It is very diffi­
cult to answer. May I tell you that 
if you consider my idea of impersonal 
assessment, most of these fears will 
disappear.

SHRI VASANT SATHE: What
would be your view to a suggestion

3031 LS—16
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that all returns and assessments in 
the country be made public docu­
ments?

SHRI R. D. SHAH: To some extent, 
the law of secrecy ha3 gone. When­
ever anybody wants some information 
about any assessee, he can have it. 
Shri Bhulabhai Desai speaking on 
Chamber's Committee report 1937— 
the basis for Income-tax Act of 193d 
—said that the (then) Government in 
this country did not respect the rights 
of citizens as important. At that time, 
simple power was being asked for a 
tax Inspector to visit the assessee’s 
premises. On his insistence the pro­
posal was withdrawn. I am one of 
those, who will frankly say that the 
rights of the citizens should be fully 
protected.

SHRI VASANT SATHE: In Sweden, 
all returns are public documents, 
available to anyone for inspection.

SHRI R. D. SHAH: Even within this 
law, there are areas where there are 
serious dangers to the rights of a 
citizen, and to what extent it can be 
used or misused, I can not say.

MR. CHAIRMAN: We thank you
very much for having come here and 
given us an excellent piece of advice.

[The witness then withdrew]

II. SHRI M. R. YARDI,

Former Finance Secretary.
(The witness was called in and he 

took his seat.)

MR. CHAIRMAN: Mr. Yardi, we 
welcome you here. Before we begin,
I think you must have gone through 
the Direction of tfce Speaker.

SHRI M. R. YARDI: Yes, Sir.

MR. CHAIRMAN: Would you like 
to offer some general remarks?

SHRI M. R. YARDI: I don’t think
I have got any general remarks to
offer.

SHRI VASANT SATHE: Mr.
Yardi, there are so many things

which have been mentioned in this
Bill. There ^re two main objects in I 
the'Statement of Objects and Rea* 
sons—to unearth black money and 
to prevent its proliferation. Then 
there are other clause also. Do you 
find that all these provisions made 
in the Bill separately, severally or 
collectively are sufficient to achieve 
the main objectives and to what ex­
tent will they be helpful, and if not 
what more should be done or can be 
done by way of this enactment? It 
has been said before us that there 
are various other measures outside 
the Taxation Law that will have to 
be taken up; but that is a different 
thing. Within the ambit of this Tax­
ation Law, can we take some mea­
sures so as to really achieve the ob­
ject other than what is being pro­
vided in the Bill and to what extent 
the provisions in the Bill really meet 
the object? I know it is difficult to 
quantify tihe amount of black money 
in this country; but whatever figure 
has been given in the Parliament, 
leaving that, to what extent, do we 
achieve the objectives by the pro­
visions made in this Bill?

SHRI M. R. YARDI: As vou vourself 
have said that a legislatlofl by itself 
will not be able to unearth black 
money or to prevent its prolifera­
tion, other measures will have to be 
taken which are not within the pur­
view of the Revenue Department. 
So far as this Bill is concerned, I 
cannot conceive of any legislative mea­
sure which ought to have found a 
place here for this purpose, but has 
not been included in the Bill. The 
Bill has its own limitation to the ex­
tent that it enables the tax adminis­
tration to take stringent measures 
against tax evaders; t,o that extent, 
thev will be able to prevent, tax 
evasion or unearth black money. But 
it is too much to expect that this will 
prevent generation of black money 
or to unearth black money comple­
tely. One of the measures which has] 
already been taken is &e rationali­
sation of the tax structure. But tax



evasion is due to causes other 
than high rates. In a controlled 
economy, if we are not able to ad­
minister price control and distribu*. 
tion controls effectively, that itself 
generates a lot of black money. More­
over, if the cumulative effect ol 
taxation In the fields of income-tax, 
excise and sales tax bears very 
heavily on production, there would 
be a tendency not to show the total 
production. A certain portion of it is 
sought to be concealed. If this is 
done, it will not form part of the 
normal accounts; and to that extent, 
there will be evasion of Income tax. 
This question will have to be tackled 
from that angle also. When price 
controls are ineffective, w* should 
consider whether it is necessary to 
continue with them and if so, as to 
what steps should be taken to make 
them effective. Our experience of 
civil supplies and food administra­
tion has been that price control is 
ineffective without distribution con­
trol. The law is ineffective unless you 
make procurement from producers. 
But so far as this bill is concerned, I 
cannot think of any provision which 
should have been included in it and 
this has not b^en done. I think it is a 
comprehensive bill. It will improve 
the tax administration to a great 
extent. It will put the fear of 
the law into the minds of the 
tax evader, provided the Adminis­
tration goes after the tax evader 
and does not utilize these powers 
for harassing the ordinary small 
tax-T>aveT That danger is also 
there. Personally, I think it is good 
for the Government to arm itself 
with draconian powers as are in­
cluded in this bill; but these will 
have to be utilized with a great deal 
of circumspection. If I were in charpe 
of tax administration, I would say 
that it should be used only against 
real tax evaders and not against 
small tax payers. For example, the 
concealment in certain cases may be 
just Rs. 100/-. A person such as a 
lecturer might have forgotten to 
declare some fee which he might have 

\got for the examination of some 
^papers. Such a concealment should

not be dealt with under the provi­
sions of this law.

SHRI VASANT SATHE: Can we 
make a provision saying that only 
concealments above a certain amount 
will attract the provision* of this 
law*

SHRl M. R. YARDI: Take the case 
of theft. There is a section in the
I.P.C. saying that offences of a tri­
vial nature will not be dealt under 
it. But you will have to leave such 
things for the courts to decide. In 
the I.P.C. the maximum punish­
ment for theft is 2 years.

SHRI VASANT SATHE: Do you
suggest that we rfiould leave to the 
discretion of the courts? There is an­
other point. The main object of the 
amendment proposed is the unearth­
ing and arresting of proliferation of 
black money. That is why I had 
asked you to tell us as to how much 
of black money would these provi­
sions taken singularly or collectively, 
be able to unearth, once they are put 
on the Statute Book. It would be a 
funny situation if we found later 
that we have taken out only a mouse 
from the mountain.

SHRI M. R. YARDI: There are two 
main provisions dealing with revision 
of rates, maximum punishment, settle­
ment of cases and concealment. The 
Income-tax Department should go 
after the real tax evaders. Even if 
only 10 cases of evasion are taken to 
the court and dealt with very seve­
rely, it will make it apparent to the 
tax evader that, in the long run, tax 
evasion does not pay. The provisions 
should be utilized in such a manner 
as to bring this about. If this is done 
and if the settlement provisions are 
utilized properly, I think we should 
be able to collect a lot of black 
money.

SHRI H. M. PATEL: The witness 
seems to believe that this bill will 
not result in harassment of the small 
and innocent people. Does he think 
that discretionary powers have been



296

vested hi the officers now, which
should be exercised wisely? I do not 
see any such provision in this MIL 
The old income-tax law took away 
most of the discretionary power*. 11 
there is delay in submission of 
a return, it is treated as a drlay. 
Virtually, the maximum punishment 
can be given, whether the offence 
was deliberate or due to a genuine 
difficulty. Have you reviewed the 
Income-Tax Act so as to study fhe 
grant of discretionary powers to th* 
ITOs.?

SHRI M. R . YARDI; We should 
distinguish clearly between technical 
offences, viz. delayed filing of re­
turns, where there is no intention 
of concealment or evasion; but it 
happens due to certain reasons; and 
what we know as the major offences. 
I personally think that it was a 
grave error to have taken the discre­
tionary power* away from the tax 
administrators. There might be a 
view that these discretionary cowers 
should be vested at a sufficiently 
higher level. But even then I think 
a lot of unnecessary harassment can 
be avoided if some element of dis­
cretion is given to the officers to 
waive penalties, especially in cases 
involving purely technical offences. 
Personally, I think, this Bill does not 
but ought to make provision or dis­
cretionary powers.

SHRI H. M. PATEL: As regards 
the powers of search, etc., «s propo­
sals stand, don’t you think that they 
give rather excessive powers in the 
hands of relatively junior officers? 
Would it not be wiser, in certain 
matters, that they exercise the 
powers with the prior consent or ap­
proval of more senior officers? 
Otherwise, as they are now worded 
with a considerable amount of sub­
jective element it seems to me that 
these may well result in harassment 
of people who do not deserve to be 
harassed. ,

SHRI M. R. YARDI; I would ac­
cept this position that In the cafe o f
powers of search, perhaps prior ao- 
proval Of a higher authority—1 take

it that it has been given to a* Ins­
pector—of an officer at • sufficient 
higher level should be taken.

SHRI S. R . DAMANI: We are 
very happy that we have a very ex­
perienced witness before the Com­
mittee and we should take advantage 
of the experience of the Finance 
Secretary.

The most important thing in im­
plementing or carrying aut any ob­
jective is the Incentive and the in­
tention of the officers concerned to 
handle this job. If they have go* an 
incentive, if they have got the scope 
to work, they can bring aboot re* 
suits. Otherwise, if they hav* got 
handicaps, if they are not enthusias­
tic, the results will not be achieved. 
Whatever the law may provide, it 
depends entirely on tho attitude 
the officers concerned, to carry out 
the job.

In this connection, I would like to
know this. Is it a fact that in recast 
years the officers are not enthusiastic 
and are hesitant in taking decisions?
T!as it come to your notice?

SHRI M. R. YARDI; I do not think 
any such instances have come to our 
notice where the officers aav« shown
hesitation in taking decisions.

SHRI S R. DAMANI About the re­
venue audit, I am told and it 1* 
known to everybody that many of 
the Department's people challenge 
the interpretation given by an Offi­
cer. As you know, the laws are very 
vague. There are different Interpre­
tation. Once, you will remember 
our Chairman addressed a public 
meeting, the Income-Tax Officers’ 
Seminar, and said that it is easier to 
give an interpretation of the Gita 
but it is difficult to interpret, certain 
sections of the Income tax law. Is it 
a fact that such kind of differences 
have arisen and, if go, whether you 
exriect that any Officer will take a - 
bold decision if after 5 or 10 years.
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tie will have to explain wky he in­
terpreted the law in this way or in 
that way. In that case, he will have 
to safeguard his own interest and 
he may not take the risk of giving 
a bold decision. What are your views 
about it?

SHHI M. R. YARDI: So far as the 
revenue audit is concerned, it ig their 
function to point out any thing done 
by the administration which has re­
sulted in a loss of the revenue to the 
Government. I myself have appeared 
before the Public Accounts Com­
mittee in connection with tax ad­
ministration. I would, by and large, 
say that the revenue audit has been 
performing its functions with a 
sense of responsibility. It may be that 
somebody in his enthusiasm may 
question a decision which has been 
taken. In one or two cases. I had to 
infoifei the P.A.C. that this was a 
decision taken by an officer acting 
in a quasi-judicial function. There­
fore, we cannot ask this question as 
to whv a particular decision was 
taken. But in some of the cases, I 
find, they only bring it to the notice 
of the Board that there is a High 
Court decision which is against this 
decision; the circular is not in accord­
ance with the High Court decision 
or the Supreme Court decision or 
they might ask the Board to re­
view its own decision when a cer­
tain revenue loss has taken place. 
I think, two things are necessary. 
One is that the administration should 
also know what are the proper fun­
ctions of the audit. Actually* most 
of the points which were raised by 
the Audit related not so much to the 
interpretation of the law but to the 
technical mistakes, arithmetical mis­
take. Most of them were arithmetical 
mistakes. The Audit should also rea­
lise that when an officer has taken a 
decision in a quasi-judicial function, 
that should not be questioned.

The Board's circular will not 
come in that category because 
when the Board issues a circular, 
that is an administrative circular. 
So, the decision has not been taken by 
the Board in a quasi-judicial function.

Therefore the Board should have to 
find out whether the circular couM be 
amended or not or whether there 
can be a method of resolving the 
differences between the Audit and 
the tax administration. Many of the 
points which are raised by the Audit 
are discussed in a joint Committee 
with the Director of Audit Many 
of them are settled ultimately the 
P.A.C. has to take • view whether 
the Audit is exceeding its 
authority or whether the adminis­
tration is at fault. Wherever the 
Audit has raised any issue in regard 
to a quasi-judicial decision taken by 
an officer, we have always brought 
it to the notice of the P.A.C. that 
the decision has been taken in a 
quasi-judicial function and, there­
fore, it should not be questioned. I 
must say, at least in the meeting, it 
was accepted. I do not know* when 
the Report comes, it is accepted or 
not.

SHRI S. R. DAMANI: What is 
generally being said I have men­
tioned. The Audit is to check the 
accounts, whether the calculations 
are right or wrong. But when there 
are so many differences on the inter­
pretation of the law, how can an 
officer take the risk of taking any 
decision? If he takes a decision in 
favour of the assessee, he may have 
to explain later on. Naturally, he 
will have to safeguard his own inte­
rest. If he takes a decision in favour 
of Revenue, then there may be an 
appeal. In order to achieve the goal 
of quicker assessment and stopping 
evasion of tax, the officials should be
given some discretionary powers
which cannot be challenged so that 
they can take right decisions.

SHRI M. R. YARDI: Personally, I 
thing, no decision which is taken by 
an officer in a quasi-judicial func­
tion should be questioned by any 
one. If somebody thinks that the 
decision is not proper, the proper 
way is to take it to the appellate 
court. No one should question it,
either in audit or in the Public
Accounts Committee. This is more 
for the members of the Public Ac­
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counts Committee to take note of. 
But I want to say one thing. No 
officer should hesitate to take a deci­
sion merely because somebody is go­
ing to criticise it. After all, even the 
appellate authority may take a diffe­
rent view and may criticise it.

SHRI S. R. DAMANI: Regarding
black moitey, there are two things: 
one is stopping further generation of 
black money ahd the other is how to 
get the black money or the un­
accounted money for productive use. 
By seizures and searches if they get 
Rs. 10 or 15 crores, that is not going 
to serve the purpose. Have you 
thought of this as to how this black 
money can be brought out and used 
for productive purposes? Side by 
side we should also stop further 
generation.

SHRI M. R. YARDI: I think, the 
Wanchoo Committee had considered 
other schemes such as premium 
bonds___

SHRI S. R. DAMANI: What is
your suggestion? Is it possible to do 
something about it?

SHRI M. R. YARDI: I do not think 
any one can agree that we should 
draw out the black money by giving 
tax concessions and immunity from 
prosecution. After all, it will only 
mean that we are trying to protect 
the evaders. All of us have been 
taxed very high as a result of tax 
evasion. It will be too much for us 
to accept that the evaders should be 
given further facilities to declare 
their black money and get tax con­
cessions and immunity from prosecu­
tion, etc. So, we came to the con­
clusion that settlement was the only 
way in which we can voluntarily get 
this.

SHRI S. R DAMANI: Otherwise, 
that money will be in circulation. 
Y ou . have rightly said that unless 
production and distribution are pro­
perly controlled, whatever achieve­
ment we want to have cannot be 
achieved. If any commodity is sub­
sidised and if there is no proper 
distribution system, that will not

reach the consumer at that price and 
that will create unaccounted money. 
In this context, in order to increase 
production so that ultimately the 
prices can be brought down and the 
shortages can be removed, have you 
thought of any scheme?

SHRI M. R. YARDI: This does
not come within the purview of this 
Bill.

MR. CHAIRMAN: Yes Mr.
Basumatari.

SHRI D. BASUMATARI: To un­
earth black tooney, do you think that 
this Bill gives enough powers to the 
officers concerned?

SHRI M. R. YARDI: I think, the 
powers given in this Bill are suffi­
cient. The Bill is sufficiently com­
prehensive and gives the necessary 
powers to the tax administration. But 
there are only two qualifications. One 
is that we shall have to strengthen 
our intelligence and investigation 
wings. I think, there is not much of 
intelligence in the tax administra­
tion. The revenue intelligence is 
working in the Personnel Depart­
ment. We have not got a separate 
intelligence wing of our own so that 
we can collect information. Simi­
larly, the investigation machinery 
will also have to be strengthened. 
But the legal powers, I think, are 
fairly comprehensive. •

SHRI D. BASUMATARI: There 
was a suggestion from some quarter 
that, to make the Board function 
efficiently, it should be made an 
autonomous and independent body. 
Do you support this?

SHRI M. R. YARDI: I do not
know, how a tax Board can be an 
autonomous body. I can understand, 
the production Board or the distribu­
tion Board can be an autonomous 
body. But if any delegation of powers 
is necessary, that coifld be consider­
ed. I do not think you can consider 
an autonomous Board for tax admini- 
istration.
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SHRI H. M, PATEL: I would like 
to ask one or two questions regard­
ing administration. The Wanchoo
Committee, I understand, has made 
various recommendations and has 
laid stress on the fact that, howso­
ever good the law may be, unless 
the administration functions effective­
ly, the; result will not be satisfac­
tory. What steps have been taken or 
are under contemplation of Govern­
ment in order to do this? For inst­
ance, even today the persons you re­
cruit into income-tax service have 
no special qualifications. May 'be,
they come through competitive exa­
minations. But, as you know, income- 
tax service is the last option that is 
exercised by people. May be, that is 
because of the salary scales. So, has 
proper thought been given to making 
the salary scales attractive enough 
so as to ensure that you have the best 
people for this service? Have the 
promotional aspects been gone into 
so that they remain an attraction? 
Also has satisfactory arrangement for 
training been made so that, before he 
takes on the job of an income-tax 
officer, he is fully qualified to do 
this duty in a satisfactory manner?

SHRI M. R. YARDI: So far as
salary incentives are concerned, the 
Government have accepted the re­
commendations of the Pay Commis­
sion and brought all the salary scales 
of the Central Government officers 
on the same level, but not to the 
same level as the IAS. Personally, I 
think, the present pay scales which 
have now been accepted by Govern­
ment should enable the candidates 
who have got a special aptitude for 
income-tax work to come to the 
income-tax department, because 
wherever they go—to any Central 
service—they will get the same bene­
fits.

So far as adequate promotion pros­
pects are concerned, Government 
have taken a decision that the cadre 
authority will review the cadre 
strength at various levels and see 
whether the promotion prospects are 
adequate Or not.

This has got to be done during 
this year or so. But already some 
decisions have been taken to increase 
the number of posts of Commission­
ers, Assistant Commissioners, etc. So 
far as training is concerned, Gov­
ernment has started a training college 
at Nagpur for the training of these 
officers. But personally I think— 
this is my personal view—that the 
time has now, come for Government 
to consider whether all the officers 
for the various Central Services 
should be recruited by the same 
competitive examination Or whether 
we should not have different compe­
titive examinations for the different 
services in order to attract persons 
with special qualifications for these 
services.

SHRI VASANT SATHE: We have
had a grievance from Class I officers 
that their chances of promotion in 
the Service are thwarted because at 
certain levels they are not treated 
on par wih the All India Service 
cadre. Would you agree that at cer­
tain level of the Class I officers they 
should have the same opportunities 
as the IAS officers such as to hold 
the posts of Secretary and Joint 
Secretary ana such avenues should 
be provided as a natural part of the 
service facilities?

SHRI M. R. YARDI: That princi­
ple has been accepted by the Govern­
ment that so far as Secretariat posts 
are concerned all Central services 
together with All India Service 
should be considered equal for hold­
ing the posts of Deputy Secretary, 
Joint Secretary, Additional Secretary 
and Secretary. But the main prob­
lem would arise whether the back­
ground and experience which the 
officer has got by working in the 
Income-tax Department will fit him 
to work in the other departments. 
Therefore, the induction will have 
to start at the level of Under Secre­
taries and Deputy Secretaries. That 
process has started and we have 
taken Income Tax officers or the 
postal service officers into various 
other related departments and ap­
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pointed them as Deputy Secretaries. 
As these officers do not have experi­
ence of working in departments like 
agriculture and labour it is very diffi­
cult to consider them for jobs there 
but that should apply to IAS officers 
as well. It has not been applied so 
strictly to IAS officers.

SHRI H. M. PATEL: A suggestion 
hag been made to us regarding mak­
ing the Board autonomous. The 
reason as to why such a suggestion 
was made was that the Board is at 
present handicapped in various ways. 
Some of its important requests and 
requirements are not being met in 
good time. Illustrations of various 
things were given. Now, they say if 
the Board were autonomous and the 
Finance Minister’s approval is given 
to a certain thing then having regard 
to its importance it could have been 
proceeded with expeditiously. Simi­
larly, if the Board feels that certain 
additional appointments are neces­
sary then if it takes six to eight 
months before the approval is given 
then again a sense of frustration 
creeps in.

SHRI B. R. YARDI: When the
Finance Minister approves of a 
certain scheme or system it does not 
mean that he automatically approves 
of the addition of staff. Specific 
orders of the Finance Minister will 
have to be taken for the appointment 
of the staff unless it is a marginal 
case of appointment of a few clerks 
here and there.

I know the Board has been having 
this grievance that some of its staff 
proposals have not received adequate 
attention at the hands of the Expen­
diture Department. They have a 
feelin that they do not have sufficient 
staff to enable it to perform its func­
tions. On the other hand there is 
also an impression which is shared 
by some of the higher officer indu­
ing the Ministers that the staff is 
there but it is not properly organised 
to look after the various aspects.

I was asked to take a comprehen­
sive view of the staff requirements 
of the Board and we suggested what 
kind of additional staff may be nece­

ssary in certain aspects. When you 
want to make certain improvements 
it is also necessary to see as to what 
are your priorities. It is necessary to 
employ all your staff on doing every 
kind of work that is there or would 
you fix your priorities in such manner 
that you are able to deploy your 
existing staff in a more rational and 
efficient manner. Personally, I think, 
whenever any new additions to the 
work are made the natural tendency 
is to ask for staff to handle that work 
without taking into account the staff 
which is already existing. I think 
that a little attention to a proper re­
organisation of the work and proper 
improvement of procedures will go a 
long way in relieving the staff for 
the really important work. Secondly, 
if the Boaed is not satisfied with the 
view taken by the Revenue Depart­
ment it can very easily approach the 
Finance Secretary and point out that 
such and such thing has been pending 
over one month. It can also be taken 
to the Minister. I do not think any 
thing will be delayed over a year if 
the case is strong. My personal view 
is that there is a lot of scope for re­
organisation and improvement in the 
procedure.

SHRI S. R. DAMANI: In continu­
ation of your reply to question put by 
Mr. Patel about the pay scales, Mr. 
Sezhiyan mentioned about the policy 
adopted in U. K. Just now Mr. Shah 
also said that our collection charges 
(expenditure) come to less than 2 
per cent. The p a y  scales depend on 
the responsibility and delicacy of the 
work. What the pay scale of officers 
who are making assessment to the 
tune of crores of rupees? Their pay 
is Rs. 1,000 or Rs. 1,100/-. You post 
them to big cities and department 
does not provide residential accom­
modation to them. Can they afford to 
pay high rent and can they maintain 
themselves and can they save them­
selves from taking any other way to 
pull on? Your collection charges are 
only les8 than 2 per cent where as in 
Germany it is 4 per cent. Just to en­
courage them and provide them with 
sufficient facility to maintain their
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status and to have their both ends 
^ineet >and discharge higher responsi­

bility, will it not be advisable to have 
a separate pay scale for this Depart­
ment?

SHRI M. R. YARDI: You cannot
determine the pay scales of officers 
on the basis of the proportion of 
collection charges to the total reco­
veries. Government cannot take iso­
lated cases for pay scales. There are 
certain relativities. Everybody says 
they are getting so much, we should 
be given that much. There is pres­
sure from the Confederation of the 
Government officers which includes I 
think representatives from the In­
come Tax, Customs and other Services 
also that there should be complete 
uniformity with the All India Service 
and there should not be any differ­
ence at all between one service and 
another. What you say is correct that 
in some service if you take into ac­
count the special responsibility, etc. 
there may be a case for having spe­
cial pay scale for certain categories of 
service. But it will be very difficu^ 
to do it in the present circumstances 
or under the present conditions.

SHRI H. M. PATEL: In cities like 
Bombay or Calcutta if no residential 
accommodation is provided, somebody 
ivill be able to oblige him with Suit­
able accommodation. People who 
have to discharge responsibilities of 
certain nature should be provided 
with essential facilities at Government 
cost and nothing less than that.

SHRI M. R. YARDI: In principle I, 
agree with whatever you have stated. 
I  personally think that no Tax Officer 
should be left to the mercy of any tax 
payer and, therefore, Government 
should take up a building programme 
in order to provide residential accom­
modation to all the Tax Officers upto 
a certain level. The main difficulty 
has been of finance and Government 
at a very high level has taken a deci­
sion that no new construction will be 
permitted for a temporary period. Un­
fortunately, the Finance Secretary is

not in a position to say that his own 
Department should make an expen­
diture.

MR. CHAIRMAN: If you entrust
them with certain assignments, cer­
tain responsibilities and do not pro­
vide due facilities, it is likely to take 
them into the lap of rich tax payer*

SHRI H. M. PATEL: It may be 
worth-while for Government to hire 
accommodation.

MR. CHAIRMAN: I understand
you were responsible in the formu­
lation of Wanchoo Committee’s re­
commendations which found its ex­
pression in the making of the Bill 
there is a basic question of principle 
that I want to ask you.

SHRI M. R. YARDI: When I be­
came Finance Secretary, the Wan­
choo Committee Report had already 
been processed.

MR. CHAIRMAN: I am on the
question of formulation of policies 
which would go into the making of 
the Bin.

SHRI M. R. YARDI: That had al­
ready been done. If I had again 
started taking a view on the policy 
decision, it would have taken six 
months more. I took it as was done 
by my predecessor Mr. Pande.

MR. CHAIRMAN: Then Mr.
Pande's view will have to be taken. 
One of the significant and important 
recommendations was so lightly 
left out and that relate# to what 
they have stated in para 2.61 at 
page 22—

‘That we recommend ttiat the 
donation by tax payer other than 
office, to recognised political par­
ties should be allowed a« a de­
duction from the gross total in­
come subject to certain restric­
tions. The maximum amount eli­
gible for deduction on account of 
donation to political parties should 
be 10 per cent of the gross total 
income subject to a ceiling of 
Rs. 10,000)-/*
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Such donations to political parties 
have a very major factor in the black 
money parallel economy which exists. 
Why was this recommendation com­
pletely ruled outside the ambit of this 
taxation?

SHRI M. R. YARDI: I would not be 
able to tell you off hand without re­
ferring to the papers.

MR. CHAIRMAN: Do you see any 
rational justification for its being left 
out? I should like to have your re­
action to this recommendation.

SHRI M. R. YARDI: Personally I 
do not remember having seen this re­
commendation.

So far as small donations are con­
cerned there should be no objection to 
it. But we shall have to be very 
careful as to the limit fixed. Subject 
to a limit can be done, otherwise the 
Companies may pass on the money 
like this also.

MR. CHAIRMAN: That is a differ­
ent story. That would be done under 
the garb of something. We are only 
talking with reference to this recom­
mendation. I did not deliberately ask 
any question about company dona­
tions.

SHRI M. R. YARDI: I would not 
see any objection, if the amount is 
restricted to a small amount.

SHRI ERA SEZHIYAN: The re­
commendation says, ten per cent sub­
ject to a maximum of ten thousand.

SHRI M. R. YARDI: Ten thousand 
is a large amount.

MR. CHAIRMAN: The principle is 
otherwise acceptable to you.

SHRI M. R. YARDI: As an indivi­
dual, yes, Sir.

So far as an individual is concern­
ed, ten thousand is a large amount 
Maximum Re. one thousand should be 
there.

MR. CHAIRMAN: If you want 
some honest politics to come about, 
Why should not an individual be

allowed to earn and spend money on 
politics. Someone earns hundred thous-w 
and rupees, if you allow some deduc­
tions, he would be able to spend some 
money on himself.

SHRI M. R. YARDI: I do not think 
that a person who earns a lakh of 
rupees will give Rs. ten thousand.

MR. CHAIRMAN: A politician is 
earning Rs. hundred thousand, why 
should he not be allowed to spend 
Rs. ten or twenty thousand on his 
political activities?

SHRI M. R. YARDI: You mean his f 
own income.

MR. CHAIRMAN: This would in­
clude his own income.

SHRI M. R. YARDI: You are ex­
empting election expenses from the 
taxable income.

MR. CHAIRMAN: This is a differ­
ent aspect. I am referring to politi­
cal activity as such. They get the i 
money willy-nilly. Do you still think 
that 5,000 limit is the limit that ought 
to exist.

SHRI M. R. YARDI: That seems to 
be all right.

SHRI ERA SEZHIYAN; The recom­
mendation that we are considering 
now, I understand that this question 
is under consideration in consultation 
with the Home Ministry. When they 
gave this note to us about six months 
back, in remarks column, recommen­
dation 31, ‘individual donation to poli- * 
tical parties to qualify for deduction 
out of taxable income’ it is mentioned, 
4under consideration in consultation 
with the Ministry of Home Affairs’. 
We expect, some decision should have 
been taken by now.

MR. CHAIRMAN: I am grateful to 
you for pointing this out. I would 
request the Department to write to 
the Cabinet Secretary and be ready 
with the answer. Wanchoo Commis- i 
sion report itself came out in Decexn-A 
her, 1971.
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* SHRI VASANT SATHE: You said 
that the areas where black-money 
was generated were at the level of 
production, distribution and I believe, 
ultimately it comes in the form of as­
sets or properties that were created. 
Therefore, would you say that under 
the existing law, there is any inhibi­
tion or lacuna not to enable the In­
come Tax Officer to find out what the 
production of a particular concern or 
an individual or an industrial house 
is, paticularly when we take into con­
sideration the Excise law, which en­
ables you to know the production. Of 
course, quite a few industrial houses 
are not within the purview of excise.

Then comes the distribution and the 
third stage is the property. We find 
that there are large properties which 
are visible even to the naked eye. 
These are there in the posh localities, 
costing five to ten lakhs, yet these are 
lost sight of by the Income Tax De­
partment. How does this escape the 
administration even under the exist­
ing law and how will it be possible 
to handle this situation by bringing an 
amendment?

SHRI M. R. YARDI: I do not think 
the Income Tax Department will be 
able to control the production or dis­
tribution of the various commodities. 
It is an impossible task. In so far as 
the Excise Department is concerned 
there used to be a proper supervision 
over the production of a factory. 
But after some time Govt, found that 
it was irksome to the industry. There­
fore they introduced a procedure for 
its removal. Now, it is for a 
factory itself to keep an a/c. of pro­
duction and move it out of the fac­
tory by crediting the excise duty in 
a personal ledger a/c. Therefore, 
from the Excise Department, there is 
no proper check over the production 
and this matter has been under consi­
deration by a committee headed by 
Mr. Venkattapayaa. They have sub­
mitted one part of the report and they 
have yet to submit its second part. 
Perhaps at that time this question of 

; proper supervision over the produc­
tion could be taken up. Then the 
question of coordination between the

Excise Department and the Income 
Tax Department will arise. So far as 
evaluation of property is concerned, 
the Income Tax Officers are not valua­
tion experts. Recently, an evaluation 
cell was added to the Income Tax 
Board. I think most of the experts 
are now in position. Therefore, in 
case of doubt, the Income Tax Officer 
can refer it to the valuation expert 
and get the valuation of the property.

SHRI VASANT SATHE: Is there 
any inhibition in the existing law 
which prohibits an Income Tax Officer 
from really knowing the ’extent of 
value of the property in relation to 
the income of the assessee?

SHRI M. R. YARDI: There is na
inhibition in the existing law.

SHRI VASANT SATHE: You know 
that this ostentatious expenditure is 
going up in the country. Then you 
know the amount of black money and 
the way it is being thrown away every 
day. Supposing, a man spends above 
R6. 1000 a day and it is going up, can 
we think in terms of reintroducing 
the expenditure tax?

SHRI M. R. YARDI: I am not 
aware why the expenditure tax was 
given up. But there may be a 
case for limiting this expenditure on 
marriages and big parties, etc. But I 
do not know how far that will be 
effective in curbing this ostentatious 
expenditure.

SHRI VASANT SATHE: If it is 
introduced, then there will be an in­
direct check.

SHRI^M. R. YARDI: I don’t think 
so. It will be difficult to operate.

SHRI VASANT SATHE: When
you get some tax today, you do not 
even know how much he has spent.

SHRI M. R. YARDI: How will you 
know? It is very difficult for the 
income tax officer to know about it» 
unless the party discloses it.

MR. CHAIRMAN: Thank you very 
much for agreeing to come here ' and 
give evidence before us.

[The Committee then adjourned.1
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I MB. CHAIRMAN: Before we take 
your evidence, I may point out to you 
Direction 58 of the Directions by the 
Speaker which provides;

“The witnesses may kindly note 
that the evidence they give would be 
treated as public and is liable to be 
published, unless they specifically 
desire that all or any part of the evi­
dence tendered by them is to be trea­
ted as confidential. Even though they 
might desire their evidence to be trea­
ted as confidential, such evidence is 
liable to be made available to the 
Members of Parliament.”
Mr. Pande, do you want your evidence 
to be treated as confidential?

SHRI B. D. PANDE: Not at this 
stage unless I specifically indicate 
that.

MR. CHAIRMAN: Do you want us 
to come to questions or would you 
like to make general observation put­
ting forth the views of the Ministry 
so far as this particular piece of legis­
lation is concerned made on the lines 
of the recommendations of the Wan­
choo Committee to achieve the objec­
tive?

SHRI B. D. PANDE: I have not got 
a copy of the record of the earlier 
meeting which we had when we were 
asked to appear before the Commit­
tee and Mr. Yardi had made a brief 
introductory remark. I would like to 
make a mention that the proposals 
that have been put in the Taxation 
Laws Amendment Bill cover part of 
the recommendations of the Wanchoo 
Committee which require legislative 
action. Some of the recommendations 
of the Wanchoo Committee have al­
ready been implemented by the earlier 
Finance Acts for example those relat­
ing to the acquisition of urban pro­
perty and certain proposals regarding 
trusts. This proposal covers a large 
number of other recommendations 
which need legislative action. Some 
measures which need administrative 
action are not included in the Bill. 
Some measures relating to check on 
black marketing, deterioration in 
moral standards and contribution to

political parties and economy o f 
shortages and consequent controls and 
licences are naturally outside the 
purview of this Act. What I wanted 
to mention was that the legislative 
part relating to the tax laws which the 
Wanchoo Committee recommended are 
included in this Bill.

MR. CHAIRMAN: Mr. Ray, have you 
to make any general observations?

SHRI H. N. RAY: I do not think I 
have to say anything at this stage on 
the general issues.

MR. CHAIRMAN: Mr. Kaul, have 
you to say anything?

SHRI M. G. KAUL: No, Sir.
SHRI VIRENDRA AGARWALA: 

You said that donations to particular 
party, controls and licensing which 
are largely responsible for black mo­
ney and black marketing in this 
country are not covered in this Bill. 
Do you not think that all those things 
need some legislative action?

SHRI B. D. PANDE: Those are
outside the purview, of taxation laws.

MR. CHAIRMAN: In respect of 
contribution by individuals, they have 
recommended that a certain ceiling 
should be allowed as deduction in 
total taxable income.

SHRi H. N. RAY: May I make a 
submission on this matter? The Wan­
choo Committee had recommended 
two things. One was grants made to 
the political parties for election pur­
poses. The second recommendation 
was that donations given by indivi­
duals should be taken into account 
as deductions for tax purposes. My 
submission is that these two are close­
ly linked and a decision has to be ta­
ken on the first issue about the ques-  ̂
tion of public funds g.oing to political" 
parties. This is a matter which has 
strong political overtones. There is 
the question of balance between diffe­
rent parties, advantages and disad­
vantages among different parties, etc.
I therefore submit as government ser­
vants it would be difficult for us to 
make any comments. This is a matter 
which should be taken up at the poli­
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tical level rather then at the official 
level.

The two are closely interlinked; and 
unless a decision is taken on the first, 
it is impossible to take a decision on 
the merits oI the second question.

MR. CHAIRMAN: We want to make 
it clear that we do not want to ask 
you any question which you, as a pub­
lic servant, should not be asked. But 
this is an extremely complicated and 
-difficult legislative measure and we 
"want to apprise ourselves of what 
the Government thinking is. The 
Finance Minister is a Member of the 
^Committee and when we come to 
general discussions we will have the 
benefit of his opinions.

SHRI Y. B. CHAVAN: I think he 
has made the position clear about 
where the matter stands.

MR. CHAIRMAN: We do not know 
the views of the Government. You 

tell us, if you are aware of that.
SHRI B. D. PANDEY: On the points 

I can answer. This particular re­
commendation about contribution was 
referred by the Finance Ministry to 
the Home Minister for consideration 
because decisions in respect of elec­
tions and election laws are primarily 
decisions to be taken in that Ministry. 
We are awaiting the decision of the 
Government on that matter and it is a 
major question. There has been to 
our knowledge no Government deci­
sion on that.

SHRI VIRENDRA AGARWALA: 
If this legislation does not include 
any clearcut thinking of the Govern­
ment on such a vital matter as this 
do you think it can serve the pur­
pose of curbing black money to any 
substantial extent?

SHRI B. D. PANDE: I would say yes, 
because the proposed provisions 
would enable the Board of Direct 
Taxes and the income-tax depart­
ment to take a large number of mea­
sures. Any decision on other aspects 
will supplement this and strengthen 
their hands when it comes.

SHRI VIRENDRA AGARWALA: 
The problem of unearthing black mo­

ney is entirely a political problem and 
nothing is required to be done? ^

SHRI B. D. PANDE: I am not say­
ing so. I am only saying that these 
provisions will help in their own way.

SHRI VIRENDRA AGARWALA: 
To what extent?

MR. CHAIRMAN: There is a find­
ing by Wanchoo Committee that poli­
tical corruption is one of the main 
factors which leads to sheltering 
monopoly houses and corrupt busi­
nessmen who are forced to tax eva­
sion. What according to you would be 
the efficacy of this measure in view 
of what the Wanchoo Committee had 
stated?

SHRI B. D. PANDE: The Wanchoo 
Committee, to the best of my reading, 
does not say that that is the only 
source of black money That is one of 
the sources. There are many other 
sources, such as bad business prac­
tices, etc. And whatever law is
brought on other aspects will not
affect the provisions of the proposed 
legislation. They will not contradict 
each other.

MR. CHAIRMAN: How will they 
not contradict? If a businessman has 
to live in business, he has to seek, 
political patronage and favours, he 
is forced to make political payments. 
Then how do you say it will not con­
tradict? Is it not a contradiction in 
terms? If you do things piecemeal 
like this, would it not be counterpro­
ductive?

SHRI B. D. PANDE: If the income 
has been assessed, he will be liable 
to tax.

MR. CHAIRMAN: I would much 
rather say that we should not ask 
you this question. But if you answer, 
I must ask you some question about 
it. if you say that this is a matter on 
which the Government alone must 
answer, I will have the benefit of the 
advice of the Finance Minister be­
cause he is a member of this commit­
tee.

SHRI B. D. PANDE: As Mr. Ray 
mentioned earlier the basic issue 
about donations to political parties is
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• political decision. The only point I 
was mentioning was that whatever 
decision is taken on that the provision 
in this amending Bill would remain 
unaffected.

MR. CHAIRMAN: We are not con­
vinced about it; you must convince 
us that it is so. To the extent you 
are legislating that will work, not­
withstanding that a very important 
and vital aspect recommended by the 
Wanchoo Commission remain* com­
pletely unlegislated, and outside the 
purview. I think that i8 what you 
mean?

SHRI Y. B. CHAVAN: I do not
think that is what he means. He 
says possibly with those things, the 
whole thing will be complete- With 
this, it may be incomplete.

SHRI B. D. PANDE; That was the 
point that I was making. I do not 
think there is any provision here 
which will negate or contradict or go 
against any decision taken there. 
That will be supplemental. That was 
what I said. That decision will be 
supplemental and Perhaps there is..

MR. CHAIRMAN: They do not
stand diluted?

SHRI B. D. PANDE: My under­
standing is correct. I doubt if they 
will be diluted.

SHRI S. R. DAMANI: Sir, Mr. 
Pande has expressed his views about 
donations to political parties. The 
political parties, not only in this 

t country, but in other countries of 
the world also, require funds to pro­
pagate their policies and as such 
they have to approach some persons 
and Corporations for funds so that 
they can implement their policies and 
programmes. This is happening. This 
is necessary for any country which 
requires a strong Government. So, if 
you approve of it, if you give legal 
sanction that any person or any Cor­
poration can give donation to political 
parties, that will stop the generation 

j of black money. So don’t you think 
ihat it would be better if we put a 
clause that to some extent political

donations should be allowed? Upto 
19&9, there was a clause to this effect. 
There was such a provision. Sq, if 
you allow donation to political par­
ties, what is wrong? Will it not help 
in curbing black money?

MR. CHAIRMAN: He has said that 
it is a political decision. So, it will 
not be fair for us to ask the public 
servants. We have the Finance 
Minister as a Member of this Commi­
ttee. When we come to general dis­
cussion, we can engage him in a 
gruelling cross-examination.!

SHRI VIRENDRA AGARWALA: 
Ban on donations to political parties 
by Corporations, don't you think has 
been one of the most potential fac­
tors responsible for generation of 
black money in this country?

SHRI B. D. PANDE: It is the same 
question in a different form. But, the 
decision is a political decision.

SHRI VIRENDRA AGARWALA: 
Will this Bill really serve the purpose 
to any extent, even t0 the extent of 
5 per cent? We have excluded very 
important things like price control, 
licensing etc. Everything has been ex­
cluded. It is only a punitive action 
which we have suggested.

MR. CHAIRMAN: They have frank­
ly said it is a political decision. We 
should not embarrass them on this 
matter. When we asked him whether 
this measure will contradict other 
measures, he Gays it does not. We can 
ask question which does not impinge 
on the political aspect.

SHRI TRIDIB CHAUDHURI: Leav­
ing aside the political aspect and the 
political decision which is yet to be 
taken, so far as this Bill is concerned, 
apart from the clauses which widen 
the scope of compulsory audit and 
certain other administrative measures 
which give more punitive powers in 
the hands of the tax authorities with 
regard to searches and other things, 
there are no inbuilt provisions or in­
built mechanism in the Bill itself, 
which will really help in unearthing 
black money. Are there any other
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provisions or are they only limited 
and mertely administrative measures?

MB. CHAIRMAN; He say5 that the 
measures by themselves take care and 
they will be able to arrest generation 
and proliferation of black money to a 
certain degree. To the extent it does 
not take care of it, there being no 
ligislative sanction in regard to dona­
tions to political parties, it is left out. 
According to him, to the extent it is 
enacted, it will work properly towards 
the objective. That is what he says.

SHRI H. N. RAY: So far as the 
Wanchoo Committee is concerned, 
they considered several proposals for 
curbing black money. But, eventually 
having rejected things like bearer 
bonds and Swiss type accounts, and 
so on they came only to two hard con­
clusions^ One conclusion was, a settle­
ment procedure and the second one 
was, putting more teeth into the 
searches and seizures procedures. 
Both these two have been accepted in 
this Bill, as you, Sir, are very well 
aware and a whole chapter has been 
introduced with regard to the settle­
ment procedure. A special committee 
consisting of three members of the 
Board is to be appointed and wherever 
concealment or misrepresentation of 
facts or fraud has not been establish­
ed, it is open to people to come up and 
have a settlement of their case, after 
giving a hearing to both sides, namely, 
the assessee and the income tax autho­
rity. So far as searches and seizures 
are concerned, enormous powers have 
been given and we hope that they will 
be exercised equitably and properly 
and efficiently. We hope that they 
will produce results.

MR. CHAIRMAN: The measures
you referred to, only deal with chas­
ing black money once it is generated. 
We are dealing with the question of 
generation. The measures you refer­
red to are meant to chase the black 
money after it is generated.

SHRI H. N. RAY: My submission 
is, we are here dealing with a taxa­
tion measure. Generation of black 
money takes place in many ways and

I think this ie seaewkat btyomd the 
scope of a pure taxation measure to 
go into these ether factors. As the 
Cabinet Secretary pointed out, this ia 
a measure which can be administered 
to the exclusion of other measures 
which Government may be contem­
plating and may be adopting. This is 
limited to that extent.

MR. CHAIRMAN; You are again 
treading on difficult lines. We are not 
on the realm of abstraction. We were 
talking of legislation on a matter, 
which can really take care of a very 
deep rooted malaise, which may 
compel an honest man to generate 
black money. We were on that ques­
tion. You say that it is outside the 
realm of taxation. We are not deal­
ing with things like a nation develo­
ping character assessees becoming 
honest, people becoming truthful etc. 
We are not going to ask any ques­
tions about it. But if you say, *Yes. 
This is being human nature and these 
are the hard realities in life a cer­
tain legislative measure can tackle 
some of the problems*, then, we 
would say the measures you have 
referred to only deal with chasing 
black money after it is generated. 
The question of donations to political 
parties goes to the root of generation 
of black money.

SHRI B. D. PANDE: This is the 
point which has been raised by the 
Wanchoo Committee itself.

MR. CHAIRMAN: We will leave 
you at that, so far as politics is con­
cerned, and donations to political 
parties is concerned. But, there are 
other points on which we would 
really like to satisfy ourselves be­
cause there is a grave apprehension 
in the minds of the Members of this 
Committee as to how this measure, 
as it is framed, i$ going to help in 
preventing the generation and proli­
feration of black money or in arrest­
ing tax evasion. My first question is 
this. The senior Commissioners ap­
peared before this Committee. When 
we asked them, “Are the existing 
powers with you not enough toJ 
bring the delinquent assessees and
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tax evader^ to book?” , they frankly 
told us: “They are more than ade­
quate. * Then what prevents you 
from striking at the root of the 
matter?*’ was the next question of the 
Committee. They replied that they had 
two difficulties. They said, “We are 
not staffed adequately. Our resources 
ure not sufficient. Secondly, our 
techniques, methods and expertise 
are not what they ought to be.” You 
are sitting only in the Secretariat 
and watching things work. In the 
light of the fears expressed by people 
working in the field, how do you 
think that this legislative measure 
takes care of the two things pointed 
by the senior Commissioners?

SHRI H- N. RAY: This is primari­
ly a question of administration; and 
I do not see why the Central Board 
of Direct Taxes which is in very 
close contact with the proposals from 
the field, has raised the issue. The 
Mmistry has never taken the stand 
that such proposals should not be 
considered sympathetically and that 
necessary remedial measures—if
there are any required—should not 
be taken to strengthen the organisa­
tion, to improve it and also to give 
them the necessary additional staff 
that may be required. I think it is in 
the interests of the country that 
direct taxes are properly levied and 
are properly collected. I have no 
doubt that the Government would be 
very open to any reasonable demand 
in these matters.

MR. CHAIRMAN: This does not 
answer my question. Your reply is 
only skindeep. Does this legislative 
measure in any manner take care of 
both these difficulties? They say they 
are not able to grow because they 
lack expertise. Without expertise, in 
spite of any amount of law-making 
that you may have, things will remain 
what they are.

SHRI H. N. RAY: This department 
has been in existence for over half a 
century. Within this period, exper­
tise should have grown in it; and I 
have no douibt that there are many 
people who are pretty good experts in 
3031 LS—17.

this line otherwise we would not be 
collecting Rs. 1800 crores every year.

MR. CHAIRMAN: The department 
would be in existence for another 
century; and there would be many 
committees of this type, if we go on 
making legislation after legislation 
without go ng into the root of the 
matter.

SHRI H. N. RAY: In any case, I 
entirely agree with you that mere 
legislation is not adequate. What is 
required is proper enforcement and 
adminstrative organization to back it 
up as well. The best adminstrative 
machinery anywhere in the world 
would not be able to function, if it 
did not have an adequate legal frame­
work. As the Wanchoo Committee 
had pointed out, there are still coi*- 
siderable loopholes in this Act which 
we are trying to plug. This is a com­
bined effort, to be tackled both leg­
ally and administratively. They are 
complementary to each other.

SHRI VIRENDRA AGARWALA: 
From what you say, it appears that 
on the administrative side, there is 
hardly any coordination between the 
Board and the Ministry. The Minis­
try assumes certain things which the 
Board does not do. In this manner, 
there are many loopholes in the func­
tioning of the Board which are not 
being rectified. The Ministry is think­
ing all the time in terms of bringing 
some legislative measure before the 
Parliament, which does not help the 
situation. The two bodies are moving 
in two different directions.

SHRI B. D. PANDE: I think there 
is perhaps a misunderstanding, be­
cause the Ministry does not function 
in this matter without the closest co­
ordination and, in fact, at the initia­
tive of the Board. This legislative 
proposal has not been brought in iso­
lation, or without consultation with 
the Board. In fact, such proposals 
are processed, examined, thoroughly 
discussed, vetted and presented joint­
ly before tihe Government. The 
Board is not a body separate. In 
fact the Board is the same thing as 
the Government in many ways, be-
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tional Secretary to Government; but 
apart from this, none of the propo­
sals relating to direct taxes or any 
other taxes are processed without con­
sulting them. Your second point was 
about staff. There has been, if I re­
member correctly, a considerable 
strengthening of the staff and the 
organisational set-up. In fact, expansion 
in some respects is so fast that the 
Board and the Commissioners them­
selves feel that we should not recruit 
so many people at the same time, be­
cause they would not be able to give 
them proper training. The Board has 
also set uP a very big training centre.^ 
They have been experimenting with 
all kinds of new methods for assess­
ment and detection. I believe they 
have a very big organisation for train­
ing people of this kind; and they are 
in touch with the most advanced 
methods that are employed in other 
countries of the world. It is now for 
the Board, in consultation with its 
senior Commissioners, to see how 
things can be improved. But I would 
not say that our systems are perfect 
and that they are anywhere near the 
desired level of efficiency. But I be­
lieve that in the last few. years, the 
Board has taken several measures to 
improve the efficiency, including 
strengthening of its own organisa­
tion.

SHRI VIRENDRA AGARWALA: 
If it is so, why did the ex-Chairman 
of the Board plead before this Com­
mittee, that the Board be made auto­
nomous in character?

SHRI B. D. PANDE: I do not un­
derstand what is meant by autonomy. 
They do have it in some measure.

SHRI VIRENDRA AGARWALA: 
Mr. R. D. Shah, while appearing be­
fore us, pleaded for granting auto­
nomy to the Central Board of Direct 
Taxes.

SHRI S. R DAMANI: Mr. Shah
said that there are so many difficulties 
facing the Board in its day-to-day 
functioning. He said that it has to 
depend on various Ministries even

for getting the forms printed and for 
many other things. As such, he had 
suggested that limited powers be giv­
en to the Board, so that they can 
cope with the heavy work and fulfil 
tihe intention of the Government to en­
sure quicker assesssment and also 
check up cases where the evasions 
have taken place. What is your reac­
tion to this?

SHRI H. N. RAY: If there are any 
concrete proposals made for provid­
ing any additional facilities to the 
Board or for giving them more delega­
ted powers to spend money on con­
tingencies, printing of forms etc; I 
have no doubt that the Finance Minis­
ter would be very open to such pro­
posals. I do not think that it is any­
body’s intention to impose any need­
less irritants in the proper function­
ing of the Board. It is in everybody’s 
interest to let them function efficien­
tly. But when it comes to the ques­
tion of autonomy, one is not clear as 
to what exactly is meant thereby. 
After all, fiscal policy happens to 
a very important tool for economic 
management I would submit that the 
Finance Ministry as a whole has to 
take a view on this matter.

SHRI S. R. DAMANI: In this bill, 
more emphasis has been made on un­
earthing black money, seizure and 
searches. According to the past records 
quoted in th© Wanchoo Committee's re­
port, during the period 1964 to 1970­
71, 14,747 searches have taken place 
and the total money unearthed is 
less than Rs. 7 crores. How do you 
say that by placing more emphasis on 
searches and seizures hereafter, a 
much greater amount of black money 
will be unearthed?

SHRI H. N. RAY: I do not think
that the intention of searches and 
seizures is to try and recover all the 
black money. It is really to act as 
a deterrent. In other words, there 
must be a fear in the minds of people 
who are accumulating black money 
that they are not free from search. 
Its deterrent value, rather than the 
actual amount of money eventually
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seized thereby, has to be taken into 
account.

SHRI S. R. DAMANI: The income
tax of&ecers are generally (paid bet­
ween Rs. 800 and Rs. 12001-, subject 
to all deductions. You are transfer- 
ting them to big cities where there is 
acute shortage of residential accom­
modation, without providing them 
with such accommodation. You are 
giving them more and more powers to 
fo  and search. The mind of the ITO 
would always be under strain because 
ef the existence of this problem. What 
are you doing about it?

SHRI H. N. RAY: We are fully
aware of difficulties in regard to 
accommodation. In fact, in Bombay 
quite a number of houses have 
already been built, particularly for 
income tax officers. Recently, there 
kas been another proposal for putting 
up a multi-storeyed building on 
certain plots of land which have been 
acquired. The only difficulty is that 
the resource position of the Govern­
ment itself is very difficult. It is 
really a decision which the Finance 
Minister has to take, whether he 
wt>uld be able to relax the ban in 
the case of houses for ITOs. We are 
doing all that lies in our power. I 
think the percentage of satisfaction of 
housing requirements for ITOs. in a 
comparatively difficult place like 
Bombay is not too bad.

SHRI H. M. PATEL: When an ITO 
with very wide powers is posted to 
places like Bombay without providing 
^him with accommodation, he finds it 
possible to get accommodation, if he 
accepts the generous offer of assist­
ance from somebody. Does your limi­
tation of financial resources help you 
achieve your objectives? I feel you 
must requisition houses; or have a 
aeries of flats.

SHRI H. N. RAY: The only em­
barrassment is that there is a ban 
on the construction of fresh houses; 
and the Fincance Ministry might have 
to do some tight-rope walking before
* ' decides to relax the order to help 
its own officers.

SHRI H. M. PATEL: It concerns 
national interstg and not the personal
ones of the Finance Minister:

SHRI H. N. RAY: The Finance
Minister is here. I am sure he will 
keep in mind the feelings of the hon. 
Memers expressed here in this regard.

SHRI H. M. PATEL: I am jure he 
will take cognizance of our remarks. 
Now, in regard to the autonomous 
status suggested by Mr. Shah, I do not 
think he was very clear in his mind 
as to what he wanted to achieve by 
obtaining it, for the Board. But he 
had said that his demands for staff 
took even more than one year to be 
met. When the need for staff is very 
urgent, such a delay creates difficul­
ties. Then there was the question of 
printing forms. You cannot naturally 
give every department a printing 
organization of its own. Nevertheless 
when you introduce a new form and 
insist that people should -send their 
returns etc. in them, if they are not 
ready by the due dates by which 
people have to submit the returns, 
how can you expect efficiency? Surely, 
the Government should assist the 
Board in such cases by giving the 
highest priority to the Board’s print­
ing needs. Similarly regarding hous­
ing, Mr. Shah said that there were 
housing projects which took several 
years even to get clearance from the 
Ministry in the first imtance.

SHRI H. N. RAY: There is very 
little that we can say in this matter, 
except that these are thing? with 
which we have every sympathy. We 
will endeavour to see that these irri­
tants are removed and that the 
Department is given full liberty to 
work efficiently. I certainly will do 
my personal best, for whatever little 
it is worth, to see that the question 
of forms and staff does not stand in 
the way of efficient functioning of the 
Board.

SHRI H  M. PATEL: I do feel this 
reply is not good enough. It is not 
a question of sympathising with Mr.
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It. D. Shah or anybody else or even 
the Members of thjta Committee.

The point is this. Are you satisfied 
that it should take you. so much time 
in order to ‘clear the demand for addi­
tional staff? Why should ii take that 
much time? What ia it that comes in 
the way of getting these things cleared 
in a couple of months?

MR CHAIRMAN: Are you aw«ire
that these have been the real pro­
blem s of the Department?

SHRI H. N. RAY: It is true that 
the staff has been asked for and the 
3taff has also been sanctioned. But 
there is a difference between deciding 
whether the staff is adequate or not 
adequate. At the present moment, 
because of financial difficulties through 
w '’ i;h We are passing and because of 
certain blanket bams which have been 
inipc i \i particularly with regard to 
sanctioning of additional staff, we 
have to be a little careful m these 
matters. I have no doubt that if a 
perfectly good case is made out, it 
will be agreed to.

SHRI H. M. PATEL: The question 
of limtation of funds a n d  30 on must 
be balanced against the fact that y o u '  
have a definite problem. It is not just 
sying, “Why don’t you give more 
staff?” . But if you are satisfied that 
efficient enforcement is of the prime 
importance, if you want a certain 
objective to be achieved, then you 
mur?t have the most efficient enforce­
ment machinery. Why should you 
also not give the highest priority to 
seeing to it that the enforcement 
machinery has all the equipment it 
needs, human beings and other re­
sources? I do not think on balance 
you will And that it will not pay you 
to spend more money in order to see 
that the enforcement machinery is 
more efficient. You say that there 
are many points to go into when 
considering a proposal for additional 
staff. If you ultimately clear the 
proposal at the end of two years, it is 
clear that the otaff was necessary. 
The point is: So much time ought not

to be necessary in order to sanction
the required staff.

MR. C. ’AIRMAN; We have been 
told that we seem to be going com- 
petely at a tangent so far as the 
objective of streamlining the adminis­
trative machinery is concerned. That 
is one of the important objective* of 
the Bill.

SHRI H. N. RAY: I think, it is 
accepted by all that the enforcement 
machinery niUst efficient and that 
it has to be efficient. This is a long- 
drawn out process. It cannot bo 
done overnigm. it has t0 i>e uoae f 
gradually. Today, we cannot recruit 
a large number of officers for several 
reasons, e.g., there will be dilution in 
quality, that it will result in promo­
tion blocks subsequently. Becaune the 
service lias a typical cadre r^tUr.i 
and, because thore are cert":in pro­
motional prospcts, one has to stagger 
out recruitment. To that extent, we 
cannot just go ahead and push in 
more people. A question of training  ̂
is also invoked.

SHRI H. M. PATEL; I think, I will 
have to prero this point further.

MR. CHAIRMAN: We will ulti­
mately have to ask the Finance Minis­
ter on these points and see what we 
can do and put it in the report.

SHRI H. M. PATEL: It is not
merely to say that it cannot be done 
overnight. Nobody expects you to de 
it overnight. If you accept the fact 
that therse things out to be cleared 
much more expeditously than whatjj 
happens today, surely it is possible 
for you to give this Committee that 
assurance. I cannot see w hy it should 
take a couple of years or even a year 
to clear these things.

About training, in fact, there H 
another important point to which 
really sufficient attention has not been 
given according to the evidence which 
we have got. The Income-Tax 
Officers are recruited. There to no 
special qualification prescribed fjf 
them. In fact, today, they happen
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J »  amongst the last category from the 
'^competitive examinations who really 
offer themselves ior Income-Tax 
Officer. They have no special specifica­
tion for the work which they are 
supposed to be doing.

The point is, a^er recruitment, 
what is the extent of cornprhensive 
training given to them which v;ould 
m ake them efficient Incovm-Tax 
Officers specialising in va r io u s  direc­
tions which is very ntcessury. Are 
you satisfied that this adequate 
today? If you arc no', . s a t i s hew 
soon do you think it will be before 
you take steps which w ill rcsuJt in 
your staff being rea ly very efficient?

SHRI B. D. PANDE: I thia-k, it 
would be of assistance to the Com­
mittee if the Finance Ministry or ihe 
Board of Direct Taxes were to give a 
statement t0 the Committee indicating 
the strength of the steff over the last 
5  or 6 yearn. I think, that would 

> enable the Committee to appreciate 
how the staff position has increased 
or has been improved over the last 
lew years by the Government. 1 
think, ther have been var/ substantial 
improvemento in the different cate­
gories. I remember being questioned 
in the Public Accounts Committee for 
the increases in the staff being sanc­
tioned. I am only mentioning that a 
detailed statement would be valuable 
to the Committee to know the exact 
position. I agree with Mr. Patel that 
whatever staff is necessary, it should 
be sanctioned without to much delay.

SHHI H. M. PATEL: In regard to 
certain matters regarding Income-Tax 
Officers, C’afls I and Class II* etc., 
those disputes have been pending for 
years. I believe, though a certain 
amount of progress has been made, 
that matter still remains Anally un­
resolved Is that going to be speedily 
resolved?

MR. CHAIRMAN: You seem to be 
specialised in making rules which has 
unleashed a terrible warfare!

SHRI B. D. PANDE: As you are 
Atorare there has been litigation for 
the last 1* years. They have been

going to the court. Nobody seems to 
own the responsibilty. Somebody 
objected to the ru es that the Govern­
ment had framed. There are two 
sides of people.......

MR. CHAIRMAN: . . . .  who inter­
pret in different manner.

SHRI B. D. PANDE: Yes. They
wen to the court. The courts gave out 
a different interpretation.

MR. CHAIRMAN: Did your inter­
pretation solve the problem?

SHRI B. D, PANDE: Having gone 
to the supreme authority for interpre­
tation of the rules, how could our 
interpretation help? It has been one 
of the most difficult problems which 
the Department has been facing.

MR. CHAIRMAN: They nave been 
coming and telling us. The fight 
continues. You may make any amount 
of lawo.

SHRI B. D. PANDE: To the best 
of my knowledge, the attempts havt 
been made to bring them together to 
resolve the problem without going 
into further litigation.

I do not know how many Finance 
Ministers, how many Finance Secre­
taries, have attempted to so ve the 
problem. There has been a lot of liti­
gation. They have been to the High 
Courts and the Supreme Court. Thia 
is something which none of us can 
help.

As regards training, there is subs­
tantial programme of training. There 
is a two-year training programme 
Attempts are being made by the 
Board to continuously keep on 
improving the training programme. 
That will be a continuous process.

The third point was raised about 
the recruitment of Income-Tax offi­
cers. . . .

MR. CHAIRMAN: Are you refer­
ring to training in Nagpur?

SHRI B. D. PANDE: There ia a
partial training in Muosoorie and then
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a longer training in Nagpur which is 
being increased.

MR. CHAIRMAN: I wish you per­
sonally see as to what serious limita­
tions they are facing.

SHRI B. D. PANDE: I know, there 
k> the problem of space, accommoda­
tion, housing and so on. That is 
there. I am aware of that.

The other point was what should be 
the initial qualification for recruit­
ment. I believe it has been discussed 
on several occasions whether it should 
be confined to people with certain 
specified university degrees, say, a 
degree in economics or commerce, or 
it should be open to people of all 
subjects. There is always differences 
of opinion as to which has produced 
ultimately the basic administrators in 
the department. We could not come to 
a clear-cut decision that recruitments 
should be confined only to university 
students of a particular subject be­
cause a study of the people who have 
done well do not necessarily show 
that they alone have done best This 
proposal was considered on various 
occasions. The 13IPSC is now examin­
ing the general question.

SHRI H. M. PATEL: I am not 
averse to generalists, people with 
general qualifications, being consi­
dered for these posts. But the position 
today is when successful candidate 
are asked to select the services which 
they want to join, only those people 
at the lower level of the list, namely, 
those who could not reasonably be 
expected to be selected for the IFS, 
IAS or postal or other services join 
the income-tax department That is 
because your emoluments are not as 
attractive as those of the IAS or IFS. 
So, is it not desirable that you have 
some method by which you are able 
to get the best?

SHRI B. D. PANDE: In other
words, your suggestion is that we 
have to make the service conditions 
attractive ao that initially better can­
didates opt from this service.

SHRI SYED AHMED AOA: Thfr 
Bill is an attempt to curb the gene-^ 
ration of black money. Unless we 
generate sufficient income and distri­
bute it in a reasonable way how can 
we stop or curb black money? In this 
sense, is this not a hall way house? 
The essential commodities will have 
to be produced and distributed in the 
public sector so that people can get it.
In the absence of any such effort, 
how can this legislation curb the 
generation of black money?

Secondly the black money is gradu- f 
ally converted into white money. To 
give a concrete example, I wanted to 
dispose of my land to clear some of 
my liabilities. When I was in the 
look out for a buyer, a person offered 
to buy my land for a particular price, 
but he said that he will give half the 
amount in black money. I could not 
accept that offer because I have to 
utilize that money for clearing my 
liability and so I have to account for 1 
it. This shows how people convert 
black money into white money. How 
are you going to deal with transac­
tions of this type?

SHRI B. D. PANDE: Government 
are aware that in the sale of property 
etc. part of the money is paid in cash 
and part in cheque. One of the ear­
lier recommendation^ on this subject 
has been covered by the earlier Bill, 
namely, the Acquisition of Property 
Bill. In that Bill an attempt was 
made to see that the registration 
charges are related to the value oft 
the land. As far as the production 
and distribution of essential commo­
dities are concerned, that is a very 
important question. That is covered 
by the total problem.

SHRI DHARNIDHAR BASU- 
MATARI: The income-tax officers
are technical people, generally com­
merce graduates, who are trained 
in this work. They also get train­
ing from the training centres at 
Mussoriq and Nagpur. There is 
general complaint from the income- 
tax officers that officers from the IAS,
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who have actually no knowledge of 
’ the aubject are placed directly above 

them and this creates heart ’burning. 
We have heard this complaint in evi­
dence.

SHRI B. D. PANDEY: No IAS offi­
cer goes into the income-tax depart­
ment and no IAS officer is posted 
above any income-tax officer. In fact, 
that is a separate cadre. The train­
ing in Mussorie is for all Clas I offi­
cers of the Central Government. It 
is a fundamental foundation training 
of four months on_ all aspects of the 
Constitution of India, major develop­
ment programmes in the Five Year 
Plans of India, the economy, the his­
tory of India and so on. After that, 
each department give® intensive train­
ing to it® employees. The income-tax 
officers are given an intensive course 
in Nagpur. The other departments 
Jave their own training centres. So, 
the two services do not meet in that 
sense.

SHRI S. R. DAMANI: Shri Patel 
raised a very important question 
about the recruitment of staff and 
their qualifier* tior: s. Since the in­
come-tax department is entrusted 
with a very delicate task, unless you 
recruit competent and efficient peo­
ple, you cannot maintain the efficiency 
of the department.

Shri Yardi t*dd us that the total 
cost of collection was less than two 
per cent. He also said that in U.K 
there was a special cadre. It would 
be advisable to create a special cadre 
and pay them higher salary and other 
facilities so that they can do their 
job more efficiently and produce the 
results which you want.

SHRI B. D. PANDE?: This is a
big problem of the whole principle 
of cadre organisation and methods of 
recruitment. This recommendation 
of the Wanchoo Committee was also 
referred to the Pay Commission which 
was looking into the cadre structures 
of different services. Evidence was 
tendered before the Pay Cpmmis-

... . eior^ by| different service associations
and after weighing that the P*J

Commission recommended a particu­
lar pattern. The question of making 
the services attractive from the poist 
of view of the initial entrant into 
Government service is a matter which 
ought to be examined.

SHRI VIRENDRA AGARWALA: 
There is an impression in the Com­
mittee that if the administrative effi­
ciency of the Board as a whole it 
raised and if the powers already 
vested in the Board are adequately 
and effectively exercised, this Bill 
will not be required.

SHRI H. N. RAY: I am not in 
entire agreement with that statement. 
The first thing is that the lacuna in 
the law has to be plugged and then 
only can the administrative machin­
ery come into operation. The 
Wanchoo Committee had pointed out 
the lacuna in their report.

MR. CHAIRMAN: Your officers in 
the field tell us that there are no 
lacunae in the law and that the 
Wanchoo Committee had only suggest­
ed the extension of jurisdiction. I 
shall take it up when I come to 
clauses. 'She Commissioner In Mad­
ras appearing before us tells us: » if 
I make a seizure of properties, consist­
ing of say, things like steel wire* 
etc. I do not have the authority to 
appoint a chowkidar to watch over 
them; if I make seizures I cannot 
watch over them. The Directorate of 
Inspection talk vociferously here U  
their discovery of tremendous tax 
evasion 12 months ago. When I ask 
them: what have you done during 
these 12 months, they say: we htve 
not been able to make substantial 
progress because we are short* dT 
trained men to carry on raids, sear­
ches and seizures.

Without ensuring that there is an 
efficiency machinery to implement 
the existing law, how could yo® 
assure the Committee that this sort 
of legislative measure which In­
creases the power of the officers ii 
really worthwhile? Secondly, f o o 
have to give us good reasons for 
your optimism that this Is going to
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the field say that they are not able 
to get at the people even under the 
existing law because of the reasons 
I mentioned earlier.

SHRI H. N. RAY; We have got to 
start somewhere. While not denying 
tha fact that there were certain lapses 
on the part of the administrative 
organisation, I would submit that 
there is a fairly reasonable and effi­
cient organisation already in tlic field.

MR. CHAIRMAN: How many per­
sons from the monopoly houses have 
you prosecuted so far?

SHRI II. N. RAY; Offhand I cannot 
give you figures; we can work it out.

MR. CHAIRMAN: Were they able 
to amass so much wealth in 25 years 
without evading tax worth crores of 
rupees? There is deficiency in the 
existing law to get at them.

6KRI H. N. RAY: The Wanchoo
Committee had made the recom­
mendations.

MR. CHAIRMAN: Let us forget it.
. What are the deficiencies, which 

prevented you from getting at the 
sharks who had built large empires? 
Without gross evasion of tax you 
cannot build these empires.

SHRI H N. RAY: Some of the 
assessees have the benefit of the best 

1 legal brains in examining the provi­
sions of the law. The law must first 
Of all be free from lacuna. As it is 
the Wanchoo Committee have incor­
porated many changes in the report 
and several reforms have been sug- 
4$sfed with regard to trusts.

MR. CHAIRMAN: We are running 
«way from the main issue. I want 
td pin you down to the issue of 
Inadequacy or otherwise of the pro­
visions with regard to tax evasion.

SHRI H. N. RAY: It is not one
{provision. I mentioned about trusts. 
I think it is for the first time we are 
Caking measures to suggest that ch­
aritable and religious trusts will not

be engaging the activities of profit 
This was previously not there. Even 
to-day, there is provision in the tax 
law which says—'provided there is 
only 5 per cent participaton*.

MR. CHAIRMAN: Do I take it
that the tax evasion is carried out 
for the benefit of the trusts?

SHRI B. D. PANDE: You have
rightly referred to the point that 
many of the officers in the field have 
said that the existing laws are inade­
quate. I am intending to put for the 
consideration of this Committee that 
when the Government appointed the 
Wanchoo Committee with its terms 
of reference, they desired that the 
Wanchoo Committee should go into 
the whole matter, examine the struc­
ture of the tax laws and make suit­
able recommendations for the consi­
deration of the Government. This 
Committee took evidence of a large 
number of people including officers 
in the field, people outside and so on. 
They examined various provisions of 
the law and then they made recom­
mendations stating that this is desira- 
able and should be implemened by 
the Government. This Committee 
worked for 2-l|2 to 3 years and the 
recommendations have been made by 
the Committee after intensive exam­
ination of the subject independently 
of the Department. If it is felt that 
those jusifications for the recommen­
dations are not adequate and are not 
necessary, then it is a different 
tnatter.

MR. CHAIRMAN: Will you draw 
our attention where Wanchoo Com­
mittee has said that the existing law 
Is inadequate?

SHRI B. D. PANDE: What I am 
saying is that taking note of the 
existing law, taking note of the evi­
dence tendered before the Committee, 
It made recommendations to the 
Government for modifications of the 
law, to appointment whatever exists 
in the tax law*
- What I am suggesting for the con­

sideration of this Committee Is Chat
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fllter three years deliberation, record- 
i±ig evidence, it has made recommen­
dations to the Government and 
amendments have been proposed 
without saying that the existing pro­
v i s o s  are inadequate. If the Select 
Committee or Parliament considers 
any of these amendments unneces­
sary-----

MR. CHAIRMAN: How do we
share your optimism?

SHRI B. D. PANDE: It is not a 
question of optimism. What I am 

„ placing for the consideration of the 
Committee is that taking note of the 
exist ng /provisions of the Income 
Tax Act, taking note of the provi­
sions of the law, taking not^ of the 
evidence tendered and taking note 
of all the factors, Wanchoo Cam- 
mittee made recommendations for 
further amendment of the law and 
these amendments of the law have 
flow been put before Parliament.

 ̂ SHRI VIRENDRA AGARWALA: 
Supposing this Bill is adopted as 

. law and the administrative ineffi­
ciency of the Department remains as 
it is to-day, do you think it would 
be able to produce any result?

SHRI B. D. PANDE: It is obvi­
Ous it would not be able to produce 
the result.

SHRI VIRENDRA AGARWALA: 
Why do you not give first priority 

: to improve the efficiency of the
* Board?
./  SHRI B. D. PANDE: Administra-
* iive efficiency Is a matter which is 
\ going side by tide and is being taken

care of by the Government. Govern­
ment have taken various measures. 
They do not need legislative sanction. 
Administrative improvements can be

* made by the Government without 
■» legislative sanction. Only those mea­

sures which need legislative and 
-parliamentary sanctions have been 
brought in this Bill

* SHRI VIRENDRA AGARWALA: 
" fkas Finance Secretary got any defl-
* nlte proposals to nisp administrative 

efficiency b f the P^at-d9

SHRi H. N. RAY: It is something
which is of great concern. I am 
sorry I have taken over very recent­
ly and am not in a position to tel 1 
you which are the proposals which 
are under consideration. I know 
therti ii a question of building some 
houses and this js something of 
whi h Wo are keen about. Only 
chang- we have suggested is that the 
hou.es should be built just like in 
Bombay types and not on the Delhi 
model with large floor area.

SHKI B. D. PANDE: J presume
Mr D. Shah had brought before 
thd Committee various improve­
ments which he intended to make 
during his tenure as Chairman of the 
Boa.d. i th nk he made some revo­
l u t i o n a r y  changes like Permanent 
Acvouat Number. In the course of 
tw > :ars he made several improve­
ments in the content of training, 
r ji uitment of staff  ̂ posting of offi­
cer;, weeding out of officers, improve­
ment in the accounting procedure, in 
the rorm of return to be submitted 
so that evasion can be detected.

SHRI AMRIT NAHATA: There are 
two questions. Just now reference 
was made by Mr. H. M. Patel to 
another law which was enacted with 
the intention of curbing the practice 
of exchanging black money at the 
time of transaction or selling or buy­
ing landed property. In that account, 
I would like to know whether that 
law has remained on paper or whe­
ther it ha3 been implemented or 
whether it has b^en backed by ade­
quate machinery? If so, how many 
cases of actual acquis tion are there 
and what is their value? I fear that 
law has remained on paper. My 
second question is this. You have 
very rightly pointed out that it is 
obvious and it can be taken for 
granted that the bigger sharks who 
evade tax on a massive scale have 
quite often escaped any prosecution 
or any action. This may be due to 
anv loopholes in the law. We are 
told that it is being looked into and 
those loopholes are being removed or 
it may be due to inefficiency or in-
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inefficiency is being removed and 
whatever inadequacies are there, 
these are being removed. Lastly, it 
may also be due to some extra legal 
and extra administrative reasons. 
The entire income tax machinery 
that is being set up, their social out­
look, their attitude to the material 
value of life, their social composition 
and their moral fibre, all these 
things may be equally responsible 
for the efficient functioning of the 
income tax machinery. I am afraid 
you are not catching the bigger fry; 
you are going after the smaller one.

MR. CHAIRMAN: This point is very 
important.

SHRI H. N. RAY: I am told that 
four thousands notices for acquisition 
have been issued and since it is a 
long drawn process it takes some 
time to culminate in a sale. But 29 
orders have been issued for taking 
over possession of the property.

MR. CHAIRMAN: When was the
earliest order made?

SHRI H. N RAY: I am sorry. I do 
not have that information.

MR. CHAIRMAN: Has any pro­
perty been acquired?

SHRI S. R. MEHTA: The proce­
dure for acquisition odB property is 
this. First of all, the Assistant Com­
missioner of Income Tax comes to 
know that a particular property has 
been acquired by under-selling or 
giving some money in black. Then 
he issues a notice to the assessee 
asking him to explain as to why his 
property should not be acquired. On 
receipt of the reply from him, he 
satisfies himself that the transaction 
has not been above board. There*, 
after, if he is satisfied, he passes am 
order of acquisition. Now; when the 
order of acquisition is (passed, the 
assessee is entitled to go in for an 
appeal. There are four stages of an 
aptpeal Until the last appeal is 
decided, ,ih* property cannot be 
taken over/* So, the 4 first stage of 
order issuing for the acquisition of 
property has been passed in 29

cases. In one case, I am told that tjbe 
appeal has also been heard and it is 
likely that it may be dismissed.

SHRI VIRENDRA AGARWALA; 
What is the total vaiue of the pro­
perty?

SHRI S. R. MEHTA: It is likely 
to be over about half a crore of 
rupees.

MR. CHAIRMAN: What was the 
suspected tax evasion?

SHRI S. R. MEHTA: I am not 
quite sure; butf it may be to the. 
extent of Rs. 15 to 20 lakhs. Actual­
ly, there are advantages of this pro­
vision. We got people who do it 
and the second is that there 1# a 
preventive aspect of it. It appears 
that as a result of this provision, 
people have stopped, to some extent, 
this method of passing money in 
black. It might not have stopped 
totally, but the extent of money that 
passes under hand has definitely gon$ 1 
down. ^

SHRI VIRENDRA AGARWALA: 
How do you know that it has gone * 
down?

MR. CHAIRMAN: We do not have 
the figure of how many thousands 
we have bargained.

SHRI Y. B. CHAVAN: Here agan 
you are talking how much money 
Government gets in the matter. Our 
main object is to prevent this sort 
of tendency. It is not that We have 
started certain profit making busi­
ness; it is, really speaking, to stop 
certain wrong tendencies. What 
the value of the property that vfre 
get as a profit is not the criterion by 
which you can judge the performance 
of the Act.

MR. CHAIRMAN: It is utterly cor­
rect that the Government is not 
going to acquire for profit but 
does get crores of rupees in case of 
tax evaders which constitutes 1 
deterrent ;

SHRI AMRIT NAHTA: It is true j 
that the intention behind the draft- ] 
ing of the Bill was t* deter, but ttb# 
reasonable to suppose that a very  ̂
effective implementation of the l*w |



259
would prove to be more of a deter­
rent?

SHRI Y. B. CHAVAN: That is why 
it is being done.

MR. CHAIRMAN: It is a little too 
early for us to judge; we will have 
to w&it and see.

SHRI H. M. PATEL: Mr. Mehta 
has mentioned that there are 4 stages 
of an appeal. It means there is a 
great deal of delay between the ini­
tiation of an action and the final 
result. Is it necessary to have so 
many stages of an appeal?

MR. CHAIRMAN: That is the law 
accepted by the Parliament after the 
recommendations of the Select Com­
mittee.

SHRI H. M. PATEL: My point is, 
is it necessary to have so many 
stages of an appeal?

MR. CHAIRMAN: That is some­
thing which we may consider. That 
is not within the purview of the 
scope of this Committee.

SHRI Y. B. CHAVAN: You were 
on the Committee and you are also 
responsible for all this.

MR. CHAIRMAN: If the law has 
made the procedure cumbersome, the 
Parliament and the Select Committee 
must take responsibility along with 
the Finance Minister. All that I can 
say at this stage is, it is too early to 
say anything.

SHRI S. M. BANERJEE; A lot has 
been said about the improvement in 
the administrative efficiency and so 
<m. As far as my information goes, I 
think, this particular Department has 
Tecfently  done a very good job. Raids 
have been carried out and those people 
who are known for political influence 
wiere also searched and many things 
have come out. About inefficiency I 
must know from the Cabinet Secretary 
or Mr. Ray, the Finance Secretary— 
is it a fact that this particular Depart­

ment suffers because of too much ot  
undue political influence 00 far a* big 
business houses are concerned and that 
is one of the reasons why despite their 
good wishes to arrest the sharks, to 
bring them to book, they are unable to 
do it. The political influence is in the 
form of both visible or invisible.

The main purpose of this Select 
Committee was to see that some of the 
recommendations of the Wancho# 
Committee were implemented and 
there was parallel economy—black 
economy—running. What concrete 
steps are being taken to unearth black 
money? I am not against giving more 
powers to the Board provided it usus 
’judiciously.

SHRI B. D. PANDE: On the point of 
influence—visible and invisible—I 
would submit that the Government 
expects the Board to work judiciously 
in dealing with all the cases that come 
to their notice.

About various other measures for 
curbing black money it was discussed 
before Shri Banerjee came here to­
day. We said that in this particular 
Bill only legislative proposals made 
by tHe Wanchoo Committee have been 
brought and some of them are outside 
Xhe purview of the Board of Direct 
Taxes.

SHRI S. R. DAMANI: Taking ad­
vantage of the presence of the Fin­
ance Minister, I refer to the reply 
given by Mr. Ray and also Mr. Pande 
about providing residential accom­
modation to the Income Tax Officer® 
in big cities. They say the matter is 
under consideration. My submission is 
you are collecting Rs. 13 crores by 
way of direct taxation. You take some 
flats on rent and provide the officers 
with the same. People who are in 
service should be free of fear.

It ha9 been said that there is too 
much difference in the interpretation 
of rules. In many cades the decision 
of the officers is being challenged. The 
officers become nervous. What pro­
tection are you giving to the officers 
so that they can take decision without 
fear of Revenuer Audit?
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SHRl H. N. RAY; The first sugges­
tion about taking the houses on leas* 
ia something which we are examining 
and in fact the Pay Commission in their 
recommendations have suggested it. 
This is a continuous process. Quite a 
number of houses have been built in 
Bombay and are occupied by the In­
come Tax Officers in a good locality 
and on the opposite side of this site 
land has been acquired and we are 
considering the construction of more 
houses.

On the question of influence and in­
terference Section 119 is there, prohi­
biting the Board from issuing instruc­
tions in particular cases.

MR. CHAIRMAN: Please do not
take us for a ride.

SHRIMATI SHEILA KAUL: Mr. 
Ray had been mentioning a number of 
times that there have been some ac­
commodation arrangements for the 
Income Tax Officers in Bombay. I 
would like to know do the officers 
require houses only in Bombay and 
nowhere telse?

SHRI H. N. RAY: We just refer to 
Bombay, because it happens to be » 
place where accommodation cannot be 
got easily as compared to other places.

MR. CHAIRMAN: Was it within the 
knowledge of the Government that 
some of the stringent provisions we 
had enacted in the law had actually 
worked to the detriment of the Gov­
ernment and of revenue and the delin­
quent people have been allowed to 
get away because the more stringent 
the provision special!*/ with regard to 
penalty and prosecution*, more strin­
gent becomes the views of the court? 
That is the judicial system under which 
we are working. One of ♦he senior- 
most commissioners told us in connec­
tion with one such stringent penal 
vision:

"When we try to plug fraud by the 
mechanism of legal fiction, it has 
only limited effectiveness. I thought 
I should bring this to the notice of 
the committee. I would like to give 
a few instances In this Bill of legal

fiction which may not fully h*t the 
target. I would like to refer to 

clause 64, section 271, Explanation 
B which says, “ if such a person 
offers an explanation which lie has
not been able to substantiate___”
This is a legal fiction. If he fails to 
substantiate, it will be treated as 
concealment. I think it is fir-reach­
ing and it will back-fire because the 
adjudicating authorities may have 
their own reservation... .My perso­
nal view is this legal fiction is double 
edged.”

Wanchoo Commission has not recom­
mended this. In the case of penal 
provisions, it is the principles of cri­
minal jurisprudence which should ap­
ply, not other principles. What makes 
you feel that this will not back-fire?

SHRI H. N. RAY: My impression is 
that the Bill has in certain cases 
moderated the rigorous of the law. For 
instance, at one stage the punishment 
that could be inflicted was based upon 
the income sought to be concealed. 
Now it has been reduced to the quan­
tum of the tax eavded, which makes 
a lot of difference. Similarly, about 
this Explanation; there was an arbit­
rary figure of 80 per cent laid dow n...

MR CHAIRMAN: My question ** 
this. Suppose a cash credit appears in 
your books of accounts and you aro 
not able to give a satisfactory explana­
tion. It is straightaway treated as your 
income and taxed. For the purpose of 
penalty, you are before the ITO and 
you say, “It is my mother in law who 
has given this money**. You have 
given that explanation for quantum 
purposes and it has been rejected. The 
same explanation is given for penalty. 
In penalty proceedings, the question of 
substantiating your explanation arises. 
If you are not able to substantiate it 
in quantum, how can you substantiate 
it in penalty? So, virtually the law of 
quantum applies for penalty also. The 
appellate authorities will take § very 
meticulous view. *
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SHRI B. D. PANDE: One reason for 
this kind of clause is the present ordi­
nary criminal law which puts the en­
tire burden of proof on the prosecu­
tion is becoming extremely difficult of 
enforcement in tax measures and an 
attempt is being made to pass the 
burden 0f proof to the other side. This- 
is being done increasingly in a large 
number of tax laws. This is based on 
certain recommendation^ 0f the Law 
Commission.

MR. CHAIRMAN; The appellate 
courts take an extremely stringent 
view where an assessee is called upon 
in criminal proceedings to prove his 
innocence.

SHRI B. D. PANDE: In such cases, 
it is for the committee to consider it. 
The background of thi3 is the general 
background that we are finding it ex­
tremely difficult to prosecute success­
fully any case of tax evasion. After 
years 0f litigation, when a fraud is 
deducted, the punishment awarded i« 
ridiculously low like imprisonment 
till the rising of the court or a fine of 
Us. 100!

MR. CHAIRMAN: The committee is 
extremely anxious about legislation 
being enacted which would bring the 
delinquent people to book. But sup­
pose it back-fires?

SHRI B. D. PANDE: I agree As Mr. 
Bay mentioned, the original provision 
was that penalty would be equal to 
the income tevaded. It was sP high 
that the appellate courts set it aside.
So far as this provision is concerned, 
it is a matter for consideration whether 
it will really back-flre or not.

SHRI H. N. RAY: There is no such 
apparent injustice, because he hat 
offered an explanation If it is rea­
sonable, it is likely to be acceptable to 
the Deputy Commissioner. If it is not, 
he always ha8 the right of appeal.

MR. CHAIRMAN: The explanation 
offered is with reference to a particular 
item in respect of which there is alle­
gation of concealment. If he could 
give an explanation which he was able 
to substantiate, the ITO would not tax

it in his hands. I am not on quantum. 
I am on penal proceedings. If he has 
substantiated it in quantum prcceed- 
ings, it would not come in the penalty 
proceedings.

SHRI H. N, RAY: This has to bo 
read with clause (c): “who has con­
cealed the particulars of an income or 
furnished inaccurate particulars of 
such income". This explanation is only 
meant to elaborate that particular 
point.

MR. CHAIRMAN; Now, what should 
he substantiate—that there was no 
concealment or furnishing of inaccu­
rate particulars? Or, does he has to 
substantiate the explanation m respect 
of concealment income?

SHRI B. D. PANDE: He has to
substantiate that the explanation he 
has furnished is not false.

MR. CHAIRMAN: If that be so,
there will be no penalty proceedings 
at all.

SHRI AMRIT NAHATA: In the
income-tax laws and other economic 
laws, in the case of these offences, 
the onus of proof lies on the accused 
whereas in tlie ordinary criminal 
law, it lies on the prosecution. We 
are introducing certain penal pro­
visions in the economic laws. Would 
the Secretaries suggest an appropri­
ate amendment in the criminal lawB 
also so that this hiatus is removed?

SHRI B. D. PANDE; Recently an 
amendment was moved to the 
Cr.P.C that certain provisions of the 
Cr.P.C. would not apply to certain 
economic offences, as recommended 
by the Law Commission, like foreign 
exchange regulation laws, Income- 
tax laws etc.

MR. CHAIRMAN: The judicial de­
partment tells me that the income- 
tax law is not there.

SHRI Y. B. CHAVAN: That is be­
cause wc are amending the Income- 
tax Act itself.
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SHRI B. D. PANDE: Recently the 
Xtoenti&i Commodities Act ha» also 
been amended placing the burden 
of proof on the person concerned. 
The Bill will be coming to Parlia­
ment shortly.

MR. CHAIRMAN; Which are those 
recommendations of the Wanchoo 
Committee for making the law strin­
gent? We have evidence which says 
that what you have legislated is be­
yond what the Wanchoo Commission 
has recommended.

SHRI H. N. RAY: There are some 
recommendations about intra-family 
transfers which we have accepted.

MR. CHAIRMAN; I am not on 
avoidance. I am talking of provisions 
for investigation and penal provi­
sions.

SHRI H. N. RAY: The trusts are 
required to furnish returns. If a trust 
fails to submit a return, then punish­
ment follows.

MR. CHAIRMAN: I am on the
question of more power being given 
to the tax officers for search, seizure 
and investigation. Where is that 
recommendation. If you are not
ready with it, you may give a note 
m  it.

SHRI H. N. RAY; We will give a 
note.

MR. CHAIRMAN; We have evi­
dence of an eminent authority on 
taxation to the effect that we have 
over-legislated as compared to the 
recommendations of the Wanchoo
Committee.

Then, we have received complaints 
from many quarters that corruption 
fci the department has increased 
snany many fold. After all the
income-tax officers are no different 
from the people in other sections of 
the Indian society and 4f corruption^ 
has increased generally, it will reflect 
itself in all spheres. Have you consi­

dered the possibility of corruption 
playing havoc with society if you 
give more and more powers to these 
officials? How do you ensure that this 
does not result in harassment of the 
assessees?

SHRI H. N. RAY: I think the
Wanchoo Committee, when making 
mese recommendations, had this very 
much in mind. It considered t/ii 
question of giving such additional 

‘powers to the officers of the income- 
tax department and thought that the 
balance of advantage lies in giving 
them th ese  powers. Thent like other 
departments, the income-tax depart­
ment has also a Vigilance Cell 
through which we try to exercise 
whatever control we can. Further, 
there is the Central Vigilance Com­
mission and the CBI. io, whatever 
steps can be taken are taken. When 
we find that these officials have 
movable or immovable property 
which is disproportionate to their 
income, we ask them to explain this*

MR. CHAIRMAN: It becomes very 
grave and serious when i* relates to 
officers who have to collect tax from 
the people. In the case of an officer 
who sits in the Secretariat, whose 
nexus with the public is remotet the 
chances of monetary corruption is 
very much less. The more power 
you give, when the power is related 
to money, the more is the possibility 
of corruption. What is the safeguard 
to ensure that this is not misused or 
abused to unleash more and more 
corruption? What is the protection 
to the smaller man who has not so 
much of resources to fi^ht litigation?

SHRI H. N. RAY: The Cormmis- 
sioners and Deputy Commissioners 
exercise the tightest possible super­
vision. Further, when a high- 
powered committee presided ov ^  
by a Supreme Court Judge, whose 
knowledge of men and affairs is very 
great, after considering the possibility 
of abuse an<j misuse of these powers, 
did recommend a certain course of 
action. Government have to be
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guided by that. It is a question of 
judgment. Perhaps we cannot do 
hrtter than the judgment of the 
v/tochoo Committee.

MR. CHAIRMAN; What do you 
think of a legislative measure pro­
viding for action against an officer 
who gives vexatious assessment? 
What is your reaction?

SHRI H. N. RAY: It is very diffi­
cult to define what is '‘vexatious’’.

MR. CHAIRMAN: Leave it t0 the 
courts to be proved by the com- 
plaintant.

' SHRI H. N. RAY: On the one hand, 
we have to get revenue. We have 
also to see that we do not demoralise 
the officers. At the same time, we 
tiave also to see that there is no 
harassment of the innocent tax­
payer. This is a delicate line which 
one can easily transgress one way 
or the other. I would not say more 
on this point.
* SHRI H. M. PATEL.- Shri Ray 
takes shelter under the recommen­
dations of the Wanchoo Committee. 
Is it not a fact that you are giving 
wide powers to the income-tax officers, 
whose salary is not much? So, these 
powers are likely to be abused. 
Should we not put a check on that? 
Since the Government shuts its eyes 
to this problem on the ground that 
the Wanchoo Committee has made a 
particular recommendation, we must 
consider it. Is it not known that even 
today the income-tax officers harass 
the tax-payers? They exercise their 
powers in a manner which compels 
t&e tax-payers to find ways and means 
of avoiding payment of tax. When 
you are giving the income-tax 
officers these additional powers, I 
think you are taking a step which 
may, I do not say must, result in 
very serious harassment to a large 
number of honest tax-payers. What­
ever harsh steps you may wish to 
take against dishonest people, we are 
not against them. But these provi­
sions will cover honest innocent 
people also. Suppose it is proved

asequently that the action of the

income-tax officer was clearly un­
justifiable, what steps will be taken 
agakist the officers concerned? If you 
think it is absolutely essential to 
give wide powers to the income-tax 
officers, you should take deterrent 
*steps against those officers who act 
arbitrarily and unfairly to the 
assessees.

SHRI B. D. PANDE: This is no 
doubt a very important point from 
the point of view of public adminis­
tration also, general probity and 
cleanliness of public administration 
As the Chairman has pointed out, a 
lot of money is dealt with here. I 
think the brief point raised by Shri 
Ray for the consideration of the 
Committee is whether the measures 
to check abuse of such power should 
find provision in the law or it should 
be dealt with by administrative mea­
sures so as not to demoralise the 
general administration. This briefly 
is the position. I certainly would be 
a supporter of the strongest possible 
administrative action against any de­
linquent who has exceeded his 
powers. There are enough powers 
available with the government to 
take action in such cases—reduction 
in rank, removal, dismissal and even 
criminal proceedings. I think there 
is already provision in the general 
law of the la^d, in the Indian Penal 
Code and so on.

MR. CHAIRMAN: That is too re­
mote.

SHRI B. D. PANDE: It is very 
difficult to come to a judgment on 
this question.

MR. CHAIRMAN: In the Central 
Excise Act there is a .specific provi­
sion for action being taken against 
any Officer who acts in excess of his 
authority.

SHRI B. D. PANDE: My experi­
ence is that nobody has ever been 
prosecuted under that provision. It 
is very difficult to pmve this kind 
of thing.

SHRI H. M. PATEjL: Balancing
between what? it is alj[ very well to 
say that the services should not be
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which demoralises the services. Why 
should the services be demoralised 
when aciion will be taken only in 
the cass of clear abuse of power. You 
can provide in the law that the deci­
sion to launch a prosecution wiu noT 
be taken at any junior level but, 
say, by the Government at the high­
est level, at the level of the Minister 
or the Finance Secretary. It is so 
easy to say that the services vnay be 
demoralised. Why should the ser­
vices be demoralised if you take ac­
tion only after deciding at a suffici­
ently high enough level whether 
there is a prima facie abuse o f power 
Op not.

The other point is: Is the Govern­
ment not supposed to concern itself 
with avoiding undue harassment of 
the public?

SHRI B. D. PANDE: Yes, Sir.

SHRI H. M. PATEL: When you 
give wide powers to the relatively 
low-paid officers compared to the 
enormous money power, is it not 
undesirable that they should not be 
placed in the hands of the officers at 
that level? If you do this, where 
should the balancing come? It should 
be balanced by providing, should he 
abuse the power, that action will be 
taken against him

SHRI AMRIT NAHATA: I nm on 
this question of balancing. I think, 
hardly 5 per cent of our lountry’s 
population is assessed under the in- 
came-Tax laws.............

MR. CHAIRMAN: I think, there are 
only 30 lakhs assessees in a country 

*-of 500 millions.

SHRI AMRIT NAHATA: Half a per 
cent. Out of this, let me assume that 
SO to 40 per cent are honest tax­
payers, say, salaried group and all 
that. I an} assuming on the outer 
limit side. * So, there are very few 
honest tax-payers. When we are dis­
cussing the question of enlarging the 
powers of Income-Tax Officers, giv* 
ing them greater powers of inspection,

etc., there is the danger and it is wel- 
iounded that these will be abused. 
This possibility of abusing the powers
by the Incom e-Tax Officers against a\j 
very neglible small number of honest 
tax-payers has to be balanced against 
the need of providing for stringent 
powers against the monster of tax- 
evasion. I think, if we have to 
balance, if we have to prevent tax- ■ 
evasion which is of a monster size, and 
if a very" small section of people are 
going to be harassed, it can be taken 
in stride as a part of the game.

SHRI H. M. PATEL: It is an ad­
mirable sentiment. But I wouldK 
remind Mr. Nahata that there was a 
time when men of his extremely 
liberal views did consider that it is 
most important that even one innocent 
man should not be harassed and that 
all men should always stand up for 
an honest innocent man.

SHRI AMRIT NAHATA: I agree
with this noble principle that hundred 
guilty men may go scot-free and on^ 
innocent man should not be 
harassed.

MR. CHAIRMAN: We will strike the 
balance when we discuss it amongst 
ourselves.

We thank you very much. I would 
like to make only one point here. 
We -have been entrusted with a task 
which is extremely difficult and 
onerous. Therefore, in the process, 
if you think that the Committee has 
been putting questions on matters 
beyond a limit where possibly you 
were not able to answer, it is entire^ 
not your fault. We are very thankful 
to you for your cooperation.

SHRI B. D. PANDE: We have no 
grievance of that kind.

SHRI S. R. DAMANI: We did not
put any question to Mr. Kaul. There­
fore, you kindly allow me to ask only 
one question.

MR. CHAIRMAN: At least he
happens to be the happiest man in tjha 
Committee.
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SHRI S. R. DAMANI: Mr. Kaul,
, you are one of the most eminent 
' economists in the country. I only want 

to know, accordingly to you, to what 
extent these controls and shortages 
are responsible for creating .black 
money and what steps are necessary 
to cover shortages and create more 
production.

SHRI M. G. KAUL: I was going to 
get away without any questioning. I 
shall be happy to answer this ques­
tion.

There can be no doubt that in the 
realm of shortages and controls, the 
effect of shortages and imposition of 
controls is responsible for mal­
practices. It is our duty to try and 
reduce the shortages and, the same 
time, while the shortages exist to 
reduce the mal-practices. Most of 
what we have been discussing today 
is directed to this end.

The reduction of controls is not 
really possible until the shortages in 
physical terms are reduced. For 
instance, I refer to import controls. 
We have to issue licences because the 
commodities are in short supply and 
we have to ensure that they are given 
to high priority sectors. In doing so, 
you exercise controls which can be 
-of use. There is no doubt about it. 
But is should be our task as it is our 
task to reduce the ill-effects to the 
greatest possible extent which we 
are attempting to do.

SHRI H. M. PATEL: I would like 
to ask him one question as to whether 
the possibility of taxation on expendi­
ture was ever considered, when you 
were considering this all-comprehen­
sive revision of taxation laws.

SHRI M. G. KAUL: I would not be 
able to answer that adequately. I 
have myself not been involved in 
such a discussion.

MR. CHAIRMAN: Mr. Pande, are 
you aware of it?

SHRI B. D. PANDE: I do not know 
whether I can answer this question 
of what taxation measures should or 
should not be taken. I believe the 
points are under consideration of the 
Finance Minister.

SHRI H. N. RAY; I should only 
like to submit that the expenditure 
tax had a long and chequered history; 
it has come on and it has come off. 
There had been a lot of difficulty in 
implementation. What has been done 
this time is to specify certain expendi­
ture items that are to be included in 
the return itself. It is hoped thereby 
that this will be a further check in 
reconciling the residual income and 
ensuring there is proper collection of 
income-tax as such. We feel that it is 
probably easier to tax income rather 
than to tax expenditure without going 
into a lot of detailed examination of 
all the expenditure items, vouchers* 
etc.

[The Committee then adjourned]

A
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1. Shri L. G. Thakkar—President.
2. Shri C. V. Mehta—Vice-President.
3. Shri V. J. Shah—Secretary.

(The witnesses were called in and they took their seats) „
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MR. CHAIRMAN: Mr. Thakar,
before you commence your evidence, 
I would like to read out the Direction 
of the Speaker which governs your 
evidenc. It says:

“The witness may kindly note 
that the evidence that they give 
would be treated as public and is 
liable to be published, unless they 
specifically desire that all or any 
part of the evidence tendered by 
them is to be treated as confiden­
tial. Even though they might desire 
their evidence to be treated as 
confidential, such evidence is liable 
to be made available to the Members 
of Parliament.”

SHRI L. G. THAKAR: Sir, ours is
an Income Tax Bar Association. Our 
Association consists of advocates, 
chartered accountants and income tax 
pfactioners. Our memlbership is about 
250. Hon. Membebrs of the Select 
Committee know that at present, the 
income tax proceedings are being 
attended to by lawyers, chartered 
accountants and income tax praction- 
ers, who are all duly authorised under 
Section 288 of the Act. Under the 
existing tax laws, they are entitled to 
practice and are rendering a useful 
service to their clients and to the 
department. The framers of the 
proposed amendment Bill seem to be 
of the view—our main concern is 
against the introduction of Section 
139 (1A) for compulsory audit—that 
the audit by a qualified chartered 
accountant would be helpful in reliev­
ing the assessing authority of the need 
to make routine checks and enabling 
them to concentrate on the broader 
aspects of assessing correctly the 
liability and thereby detect the evasion 
of tax. It seems, they are of the view 
that the services of auditors should be 
harnessed for obtaining facts and 
figures which could be relied upon. To 
the extent the time and effort of the 
income tax officers now spent on 
gathering the requisite information 
and verifying the correctness could 
be saved, it is presumed that the 
income tax officers would be able to

apply the same time more fruitfully 
to the complicated aspects of law and 
evidence. Though the object of the 
proposed amendment seeking compuU 
sory audit is laudable, apart from the 
fact that it may result in complete 
taxation of two categories of the 
present agencies, namely, advocates 
and income tax practitioners from the 
field of direct taxation, it will be very 
difficult to implement this objective 
because at present there is paucity o f  
chartered accountants. They are 
mainly concentrated in big cities like 
Bombay, Madras etc. It will ,be very 
difficult for the small business men 
who are in the villages, removed far 
away from the big cities, to go to 
these chartered accountants, and get 
the accounts audited. It is also not 
possible for these chartered account­
ants to undertake this additional duty 
because the numlber of the chartered 
accountants is very limited at present. 
The nature of business is also such—■ 
for example, contractors, grocers, 
chemists and druggists, sweetmeat 
dealers—that it will be difficult for 
them to maintain proper books of 
accounts, as could be verified by the 
chartered accountants. The report o f  
the chartered accountant will also be 
a qualified report.

MR. CHAIRMAN: You are confus­
ing the issues. We are on the question* 
of principle, whether or not compul­
sory audit should be introduced. On 
that, you have said that the object is 
laudable. You have pointed out 
certain difficulties in the implementa­
tion of that particular objective. First 
one is, which you have said, there is 
dearth of auditors and that because of 
paucity of auditors, the rural areas 
would be left uncatered to. I would 
like you to enumerate the further 
limitations. You are going into the 
details. It is not only the small people, 
the type of businessmen which you 
have mentioned, who might have 
accounts which may need qualification. 
Even the best people have their 
accounts maintained in a manner, 
which need qualification, I would like 
you, before you divert on to the 
details, to enumerate the further
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limitations in the introduction of 
compulsory audit. As you have said, 
first is, paucity of auditors and their 
inability to cater to the rural areas.

SHRI L. G. THAKAR: What I am 
trying? to arrive at is, there are limit­
ations. It is very difficult to imple­
ment this principle. There are no 
chartered accountants in the remote 
parts of the country.

MR. CHAIRMAN; You have made 
that point.

SHRi L. G. THAKAR: At present, 
the chartered accountants are heavily 
engaged in the audit of companies, 
cooperatives etc.

MR. CHAIRMAN: This is the same 
thing.

SHRI L. G. THAKAR: Even the
nature of business is such that if this 
audit is carried out, it will be a quali­
fied report. It will not serve the 
purpose, as proposed in the amend­
ment. When a person goes to an 
auditor, he will take time to audit the 
accounts. What will happen? There 
'will be delay in submission of returns. 
This will run counter to the aim of the 
Government that there should be 
quick collection of taxes. By intro­
ducing compulsory audit, submission 
o f returns will be delayed and this 
will consequently result in delay in 
payment of taxes. The work on ttie 
department will also increase. I would 
like to point out another thing. In the 
case of a limited company, there is 
a statutory requirement that the 
accounts should be audited. But, there, 
the public funds are invested. In such 
case of a limited company, there is 
to the public at large. Here, in this 
case, audit has got a limited purpose, 
namely, tax audit. So, the audit which 
has been introduced in the companies, 
should not be made compulsory in the 
case of a non-corporate assessee. The 
purpose which is served in the case 
of companies, will not be served here. 
Here, the purpose is very limited. So 
far as only the income tax department 
is concerned, the purpose is a good 
one. t

MR. CHAIRMAN; You have your- -  
self said that one of the objectives is 
to relieve the income tax officer of his 
burden of going through the books of 
accounts etc. as an expert guarantee 
as regards the verifiability etc. The 
income tax officers cannot be relieved 
from their liability to investigate from 
their liability to make assessment, but 
certainly, they can be relieved of the 
onerous and cumbersome responsibi­
lity of examination of books of ac­
counts.

SHRI L. G. THAKAR: Even in
that case, the books of accounts are 
never rejected on the ground that 
they are not properly mantained. 
Even sales are mostly vouched. By 
introducing this additional element 
for audit, the purpose will not be 
served. Even at present, the accounts 
are never rejected Iby the department 
by resorting to Section 145.

SHRI H. M. PATEL: What the
witness is leading us to is this. A 
chartered accountant's type of activity 
is quite different. So far as this is 
concerned, income tax practitioners 
and advocates should be the persons.
If you have this provision of audit, 
they should be asked to represent.

MR. CHAIRMAN: Do you suggest 
that there should be compulsory 
audit?

SHRI L. G. THAKAR: No. We do
not suggest compulsory audit. But 
what we suggest is, if the department 
wants that a particular information 
should come in a particular.........  ■

MR. CHAIRMAN: Mr. Thakar, you 
are a lawyer. You understand the 
position of a Bill before a Select 
Committee. Parliament is not want­
ing to do anything. We are only deli­
berating. We have called you to place 
your views before us. If you think 
the existing provisions in the Bill are 
in any way not fully rational or if you 
think they need certain modifications, 
you can persuade this Committee with 
the help of your evidence. But, do 
not run away with the impression that^ 
Parliament or Government or the 
department wants to do something.
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We are not worried about what the 
Government or the Department wants. 
We are at the moment worried about, 
what ought to be the reasonable and 
rational law that we should recom­
mend to Parliament. So, do not beat 
around the bush. Please clearly say 
"yes' or ‘no’. Do you think compulsory 
audit should be introduced?

SHRI L. G. THAKKAR: No.
SHRI P. G. MAVALANKAR: The 

witness started by  saying that the 
principle is laudable. I would like 
to know, what is laudable about the 
principle.

MR. CHAIRMAN: You started by 
saying that the principle is laudable. 
We were under the impression that 
while you welcome this, you want 
that this should be in some modified 
form, as Mr. Patel has suggested. If 
it is not acceptable to you in princi­
ple, what are the other points which 
you would like to make?

SHRI L. G. THAKKAR: The
principle of Audit is laudable, so far 
as it is a principle; but there are many 
limitations. At this stage, it is not 
practicable to introduce compulsory 
audit.

MR. CHAIRMAN: Do you mean to 
say that because of the presence of 
practical difficulties, this particular 
clause in regard to compulsory audit 
should not be there? It means that 
you do not agree with that principle.

SHRI L. G. THAKKAR: Suppose
the framers of the Bill want that there 
should be some check; and that the 
Department should be benefited by 
the filing of correct returns. They may 
then utilize the advocates and income- 
tax practitioners who are practising 
for so long. This is an alternative 
suggestion. If the Department wants 
that their time may be saved, they 
may achieve it by amending this bill 
and ensuring that these two agencies 
are not disqualified. These agencies 
are even now qualified to practise 
income-tax cases. As the Wanchoo 
Committee had also suggested, a 
certificate can be prescribed, which 
can be given by these agencies. In

this manner,the advocates and income- 
tax practitioners who have worked 
since long would not suffer.

SHRU VASANT SATHE: Do you 
mean to say that first, there should be 
no compulsory audit, as it is a very 
impracticable proposition; and 
secondly, if at all we want to have a 
system of compulsory audit, let it be 
shared with the income-tax practi­
tioners also, so that their bread is not 
snatched?

SHRI H. M. PATEL: He says:
“Let there be no compulsory audit be­
cause it is not practicable; but you 
can have a shorter cut and prescribe 
a form of certificate on the various 
points that you might think fit.”

MR. CHAIRMAN: It is a tribute 
to the manner in which you are put­
ting up your case that we are specu­
lating as to what your idea is. Are 
you saying that the certificate should 
be given without audit?

SHRI L. G. THAKKAR: Yes, Sir.
SHRI H. M. PATEL: Lawyers will 

help in shortening the process.
SHRI L. G. THAKKAR: After all, 

Sir, the Department wants a certain 
information in writing.

MR. CHAIRMAN: Please do not be 
obsessed with what the Department 
wants. Tell us your opinion.

SHRI VASANT SATHE: We thought 
that we would be reducing the work 
of the Income-Tax Officers by putting 
certain responsibility on the qualified 
auditors who can do the job of ex­
amining the accounts and certifying, 
and taking responsibility for so certi­
fying that it is correct. If the ac­
count is found false, we may provide 
sufficient correctives. Do you suggest 
that lawyers who are practising, 
should give some sort of certificate? 
What would be the sanctity of that 
certificate? Would the lawyers take 
the responsibility for the correctness 
or otherwise; if the account is found 
false, should the lawyers be penalized 
for giving false information? *
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, SHRI L. G. THAKKAR: Yes, Sir. 
The Bar Council provides for it. We 
cannot certify wrong things.

SHRI VASANT SATHE: The Char­
tered Accountants would examine the 
vouchers produced and say that they 
are satisfied. Auditing means that the 
people doing it would be responsible 
for giving all the figures in the return 
as well, and to see whether the income 
was actually made. Will you take up 
that responsibility also?

SHRI L. G. THAKKAR: Yes, Sir.
SHRI VASANT SATHE: Then it 

would become full audit.
SHRI P. G. MAVALANKAR: Acc­

epting his argument for the sake of 
understanding him better, does the 
witness want any and every income- 
tax practitioner to be included, or only 
those with some standing?

MR. CHAIRMAN: Does the witness 
wjnt every B. Com. or a graduate to
b j made eligible?

: :.i L». G. THAKKAR: Any person 
who is qualified under the Income- 
Tax Act.

MR. CHAIRMAN: Any other point?

SHRI L. G. THAKKAR: Just to 
round up my arguments, I want to 
say this in regard to the sanctity of 
the certificate. Even the Wanchoo 
Committee wants certain information. 
It says, in page 47 of its Report:

“Auditor’s report should include,
among other things, pertinent infor­
mation like the following:

1. Scope of examination— 
whether full check, test check or 
mere reconciliation —in order to 
satisfy that purchases, sales, in­
come and expenses are properly 
accounted for and balanced-sheet 
is properly drawn up.

2. Nature of security offered
for obtaining secured loans.
Particulars of security not rec­
orded or accounted for in the 
books to be stated.

3. Computation of admissible 
allowance by way of deprecia-

1 tion.

4. Brief particulars of j/cpendi- 
ture on entertainment, advertise-  ̂
ment, guest house, etc. and the 
amount, if any, disallowable under 
section 37 of the Income-tax Act, 
1961.

5. Particulars of expenses in 
respect of which payments have 
been made to directors, partners 
or persons substantially interested 
in the concern and their relatives. 
The amount, if any, not deducti­
ble under sections 40 and 40A of 
the Income-tax Act, 1961.

6. Particulars of amounts, if 
any chargeable as profits under 
section 41 of the Income-tax Act 
1961.

7. Particulars of payments in 
respect of which income-tax has 
not been deducted at source and 
paid in accordance with the 
requirements of sections 192-200 
of the Income-tax Act, 1961.”

My submission is this: an advocate 
or an income-tax practitioner is also 
furnishing all these points. There is 
nothing more which is required for 
the purpose of finalization of assess­
ment; these things are so primary to 
us who are practising income-tax law 
that even at present, we furnish all 
this information, mostly with our re­
turn of income. If the framers of the 
bill want that some information is 
required on these lines, either the form 
of the return may be amended acc­
ordingly, to enable this information 
to be supplied with the return of in­
come, or a proforma for a certificate 
may be prescribed, which can be is­
sued by an advocate or an income- 
tax practitioner or a chartered accoun­
tant. So, at present, in the corporate 
sector, where most of the taxes are 
collected, the audit is there. This is 
only for the non-corporate assessees 
that the audit is required. In the case 
of albove a sum of Rs. 50,000 or Rs. 5 
lakhs as income, the books of account 
are regularly maintained by them.

SHRI VASANT SATHE: Let us not ^  
call it audit per se, as required by the 

chartered accountants. Do you call
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jit audit. We can call it something a 
rseml-audit and allow the income-tax 
practitioner to certify the require­
ments.

SHRI V. J. SHAH: Any chartered 
accountant can do this. A lawyer or 
an income-tax practitioner also can 
do this.

SHRI L. G. THAKKAR: There is 
nothing which is so technical in this. 
The purpose of the law will also be 
served by giving such information 
either by a return of income or a spe­
cial certificate prescribed under the 
rules. In 1961 or 1962 some sort of 
certificate was presecribed, but that 
was deleted, and that was to be cer­
tified at that time also by a chartered 
accountant or a lawyers or an income- 
tax practitioner.

MR. CHAIRMAN: Take the first
para only of the report of the 
Wanchoo Committee in this respect.

-----the scope of full examination in
order to satisfy that the purchases, 
sales, incomes and expenses are 
properly accounted for and the 
balance-sheet is properly drawn up.” 
Can this be done without the entire 
gamut of audit?

SHRI L. G. THAKKAR: Yes, Sir. 
What the suggestion seeks to have is 
that when you present a book of ac­
counts before the income-tax officer, 
certain information is required by the 
income-tax officer before he applies 
his mind to the case; whether the book 
of accounts is vouched or unvouched 
or is partly vouched. We submit the 
return of income. They ask questions. 
Even today, when we appear before the 
income-tax officers, they ask a few 
questions in the beginning and we re­
ply. If the law requires that it should 
be done in writing, we are prepared 
to put it in writing.

MR. CHAIRMAN: Will this process 
involve totalling and posting of the 
books of original entries, that is, cash 
£>ook and journal, and the principal 
books which means the led&ers? 
Will it or will it not involve?

SHRI V. J. SHAH; It will.

MR. CHAIRMAN; Will it involve 
checking up all the vouchers and de­
tailed verification?

SHRI V. J. SHAH: Yes.

MR. CHAIRMAN: Will it entail go­
ing into separating all the vouchers 
and the classification of the various 
items into different groups, and will 
it determine all cases of excess of 
assets over liabilities in an under­
standable form? What else is audit?

SHRI V. J. SHAH: This very thing 
can be done by practitioners of 
income-tax law and other lawyers 
You may prescribed that it should be 
done by practitioners of five years's 
standing. That will be better than 
fixing a chartered accountant for it.

MR. CHAIRMAN: We are not on 
the question of ability. We are on 
the limited question, as he was trying 
to make out a case that without audit 
we can do all this. It is not possible 
to comply with what the Wanchoo 
Committee wants without there being 
an audit. According to you, it is not 
only the chartered accountants but 
also the ITPs of some standing and 
advocates of some standing should be 
given the same authority and power. 
That is your final case.

SHRI V. J. SHAH; I meant advo, 
cates who are attending to tax mat­
ters, because they are specialists in it. 
They never go to civil courts or cri­
minal courts.

MR. CHAIRMAN: Not all advocates; 
only those attending.

SHRI VASANT SATHE: If I under­
stand you aright, Mr Thakkar, a B. 
Com. gr?duate who is entitled to pra­
ctise at :he income-tax tribunal, should 
be allowed to give this certificate in 
terms of our requirements. This is 
tax audit. He said that it should be 
allowed to be done by everyone who 
is entitled to the practise before the 
in co m e -ta x  authorities. Are you put­
tin g  your case on that ground,
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or, are you puttiftg certain qualifi­
cations or limitations?

SHRI V. J. SHAH: If necessary,
you may prescribed some limit, say, 
five years.

SHRI VASANT SATHE: Accor­
ding to you, is it necessary?

SHRI V. J. SHAH: Arrording to 
me, it is necessary; five years* stand­
ing as an income-tax practitioner 
or an advocate appearing on the taxa­
tion side. The company law people 
do not also know much about the 
income-tax law. Hardly about 30 
per cent of the chartered accountants 
are practising on the income-tax side. 
They do not know much about 
income-tax.

SHRI L. G. THAKKAR: Those who 
serve as chartered accountants some­
where do not know about the income- 
tax law. Even at present, the in­
come-tax practitioners require spe­
cial training in income-tax law to 
practice income-tax law.

SHRI V. J. SHAH: Advocates or 
practitioners who are appearing in 
income-tax matters for the last five 
years should be allowed in this case.; 
whether he is a chartered accountant 
or an income-tax practitioner.

SHRI L. G. THAKKAR: Whether 
it is a chartered accountant or any 
other, he may be allowed.

SHRI V. J. SHAH: A fresh char­
tered accountant is not competent to 
do this type of audit.

Now, regarding the anonymous do­
nations.

MR. CHAIRMAN: We have heard so 
much evidence about that.

SHRI V. J. SHAH: If proof of pay­
ment is to be given, my suggestion is 
this. They give us a token and it 
has to be taken after 15 days or one 
week. We have to file a return. If 
we do not have the challan, we can­
not send a return, and the return 
could not be sent in time. So, a 
certificate stating that the tax has 
been paid should be treated as suffi­
cient evidence.

(The witnesses wo* called in and he 
toojc his seat) ♦ V

MR. CHAIRMAN: We will consider
it.

SHRI L. G. THAKKAR: The bartk 
issues a chalan on the same day. In 
other cases it is not given on the 
same day.

MR. CHAIRMAN: We will consider
it.

SHRI L. G. THAKKAR: There is
some amendment in the law about 
the payment of tax before filing the 
appeal. Our submission is that it 
should not be there. It should be as 
it is.

MR.. CHAIRMAN: Don’s make any 
ad hoc suggestions. If you study it 
properly, you will find that there is a 
proviso.

SHRI L. G. THAKKAR: There is 
a proviso. In that case, there will 
be two hearings. Supposing I file an 
appeal before the A.I.C., then he will 
call me to find out whether the tax 
is paid according to this provision or 
not. That will be a preliminary 
hearing.

MR. CHAIRMAN: Only according 
to the return. Mr. Thakkar, if it is 
really something worthwhile, you 
kindly let us know in writing about 
it.

SHRI L. G. THAKKAR: Yes, Sir.
MR. CHAIRMAN: Thank you very 

much.
SHRI L. G. THAKKAR: Thank

you, Sir.
[The witnesses then withdrew]

11 Shri G. P. Kapadia, Chartered 
Accountant, Bombay.

MR. CHAIRMAN: Mr. Kapadia, 
according to the convention, I draw 
your attention to one of the Direc­
tions of the Speaker, Lok Sabha which 
governs the evidence tnedered before 
the Committee. The Direction is that 
the evidence that you give will be 
treated as public and is likely to b «  
published unless you specifically de-



273

sire all or any part of your evidence 
tendered by you to be treated as con­
fidential. Even though you may des­
ire your evidence to be treated con­
fidential, such evidence is liable to be 
made available to Members of Parlia­
ment.

Now, before you start, after mak­
ing general observations, if I might 
suggest, you may take up some of the 
more important clauses that you have 
dealt with in your Memorandum. 
We would like you to tell us specially 
about compulsory audit and such 
other matters. Then, you come to 
trusts if you also think that you 
should make your submissions before 
the Committee. On trusts, we have 
already gathered sufficient evidence.

SHRI G. P. KAPADIA: I shall start 
with general observations, focussing 
attention on certain fundamental mat­
ters. After i have done that, instead 
of going in the order in which my 
comments have been made. I will be 
selective.

I am grateful to this august body 
for the opportunity given to me. I 
consider it a privilege to be of a little 
assistance to the Committee.

Regarding the general approach, 
everyone in the country is worried 
about the colossal evasion that is ta­
king place. It has become rampant. 
One of the causes has been rightly 
removed by the authorities by lower­
ing of the personal rates of taxation. 
Here, I may refer to the approach 
made to this vital problem by late 
Shri T. T. Krishnamachari, who during 
the course of my discussions with 
him had the intention of bringing 
down the maximum rate not to 
77 per cent but as low as 60 per cent. 
Because he was impressed with the 
argument that human nature is human 
nature and you cannot remedy the 
human defects. Everyone of us is 
dead against the evil of evasion. We 
say, it must be curbed. But at the 
same time, we should not lose sight 
of the fact that honest citizens as a 

A result of these measures suffer more 
because the evader has his own

methods of doing things and he wants 
to get away with it.

In the case of the highest rates of 
taxation prevailing in the country, 
the evaders consider the honest ele­
ments as stupid and foolish as to what 
they are donig. Here, i  would like 
to make a distinction between what is 
called avoidance and evasion. Eva­
sion is something which has to be 
detested by one and all. So far as 
avoidance is concerned, the word 
“avoidance” is also not properly used 
because you must distinguish between 
tax planning and avoidance as such. 
If you arrange your affairs in such a 
way that you pay the minimum under 
the law and the State also looks af— 
ter the fact lhat not a rupee more is 
taken, there will be no discontent.

Incidentially, I may refer to the 
Question of matters about interpret­
ations and other things agitated at 
the level of High Courts and the Sup­
reme Court to such an extent that 
there is a first-class litigation and, 
with utmost respect, I must say that 
the tendency is to interpret the stat­
utes in a particular manner and, if 
the decision of the udicial authorities 
is adverse, there is an attempt to go 
higher and higher and, ultimately, in 
a number of cases it happens that to 
sustain the original interpretation of 
the Department, attempt is made to 
amend the law. This sort of process 
which goes on in a continous manner 
creates a sense of frustration.

I do admit that in respect of this 
matter, the representatives of the ass­
essees also are a party to this sort of 
thing, taking the matters to the High 
Courts and giving legal interpreta­
tions which were never intended. 
From that angle, I would very strong­
ly advocate the examination of the 
issue and would suggest that under 
the statute itself or through circulars 
we spell out the items of income whi­
ch are definitely assessable and also 
which are not assessable. The result 
would be that the tax approach will 
not remain a closed preserve of the



professionals but it will open up for 
the lay-man also.

In the United Kingdom they have 
iaken pains to make a rational anal­
ysis of all the decisions of the Courts 
and even of the House of Lords and 
the analysis of these in some of the 
books which are available runs into as 
many as 14-15 printed pages. In our 
country also we can certainly make 
an effort to go through the decisions 
at the various levels including those 
*of the Supreme Court and the Board 
ican spell out the items which are ass­
essable and which are not assessable 
-and expenditure whidh is deductible 
-and expenditure which is not deduc­
tible. If this is done, all these diffi­
culties about interpretation and other 
Ihings will disappear . As early as 
1969, I actually spelt out a scheme but 
that was not considered. Regarding 
-expenses, there should be no difficulty 
in stating that the allowance should 
not relate to a particular head of in­
come but the allowance should be con­
sidered under any head of income 

collectively with the stipulation to 
the effect that it should not be per­
sonal expenditure and it should not be 
capital expenditure. Actually, in the 
Administrative Reforms Commission 
the Study Group has accepted my re­
commendation in this behalf and sta­
ted that there is a tendency to inflate 
the expenses because a part would 
be disallowed and from that angle 
also it is desirable to spell out this.

Then, coming to the question of the 
general lay-out, I am speaking with
3  little hesitation. I must say this. 
Take the question of registration of 
firms. Invariably in a number of 
-cases registration is refused on flimsy 
grounds and ultimately it is not sus­

tained. I would like to know as to 
Tvhat is the recovery in respect of the 
-firms treated as unregistered. It 
would not be a sizeable amount, ac­
cording to my own estimate. In a 
like manner, in respect of Sec. 104 
controlled companies, the decisions of 
ihe higher tribunals and the high 
-courts are not adverse. What is it

that we are trying to achieve it 
tnere is no sizeable gain to revenue? 
ihen why all this? My considered 
submission would be that in respect 
of the latter category, to enable 
ploughing back of profits and not 
squandering them away, it would be 
a healthy procedure to balance the 
provisions of Sec. 104 or even abolish 
them as recommended by the Wanchoo 
Committee. In respect of registered 
firms, I would advocate registration to 
be granted straightaway with a posi­
tive stipulation that the Department 
will have a claim against the partners 
and the liability will be joint and 
several and in respect of special cases 
the Department will have the in­
herent right to probe into the com­
position of the firm, whether it is a 
genuine or a benami Arm. If these 
things are done, unintended interpre­
tation cannot be given. One of the 
interpretations made according to the 
dictum of one particular High Court 
in this country is that while clubbing 
the income of the wife losses cannot 
be allowed to the husband. Now, 
under the statute itself, Sec. 67(1) (c) 
spells out that if there is a loss against 
which other items are adjusted, the 
resulting figure will be taken as the 
income of the partner. Now, in spite 
of this the assessment takes place 
ignoring the loss of the wife and it 
would be indeed a very difficult thing 
for these people. The honest person 
will remain honest under all circum­
stances and the result of colossal 
evasion and corruption which is there 
would be that ultimately the honest 
element will get ostracised. I would 
also very strongly advocate for your 
consideration a general observation 
that you would find that a day will 
come down in the learned profession 
the honest elements and men of un­
impeachable character will get eased 
out. They would rather prefer to be 
extinguished than do wrong things. 
The problem is a national problem 
and we must approach it in such a 
way that every positive step may be 
taken not only to reduce further the 
personal rates of taxation but also 
reduce the rates in respect of other
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direct tax levies so that the total col­
lection in respect of these levies is 

lim ite d  to a particular limit. We have 
an example in Sweden which is a 
country with an avowed socialist 
policy. Now, the result of that would 
be that people will not be tempted to 
evade and if there is a fair deal avail­
able, it will percolate to the lower 
levels also. Taking these factors into 
consideration, I would strongly advo­
cate a re-orientation of the whole 
policy so that the honest elements are 
fully encouraged.

' Now with your permission, I will 
quote from the Parliamentary debates 
and these are very pertinent.

MR. CHAIRMAN: You may treat it 
as read by us.

SHRI G. P. KAPADIA: Mr. T. T. 
Krishnamachari discussed the regis­
tration of the firms also. He referred 
to a question where it was stated that 
they would not recognise this profes- 

 ̂sion because he would not recognise 
an association of shop-keepers. Here, 
as an incidental remark, I might men­
tion that so far as the profession of 
accountants is concerned, I have al­
ways held the view that we should 
not take the measure of compulsory 
audit as a measure of some sort of a 
benevolence to the profession.

MR. CHAIRMAN: No.
SHRI G. P. KAPADIA: I said, ‘No’. 

I do not want to tell the authorities 
that you accept my certificate. Let 
us ourselves reach a stage when the 

Authorities tell us. We have to rely 
on your certificate/ That stage has 
come. In that respect, I will give you 
my positive remarks a little later.

Incidentally, I might also refer to 
the various disclosure schemes. I ex­
press my personal view to the effect 
that these disclosure schemes are 
nothing but a premium on dishonesty. 
An evader should have no leniency 
from the authorities and he should be 
punished. The approach of the 
authorities should be to the effect 
that they will nurse and encourage 
the honest people and punish the

evader and in a ruthless manner and 
no mercy should be shown to him.

MR. CHAIRMAN: The only thing is 
that he made the comments before 
he became the Finance Minister.

SHRI G. P. KAPADIA: Even after 
that, I had the privilege of sharing 
my thoughts with him. He said that 
with higher and higher taxes, dis­
honesty would thrive in this country. 
That was his considered view. Why 
is it that in spite of the terrific power 
which has been vested in the State, 
the Department is unable to tackle 
the question of evaders. The simple 
reason, to my mind, is that the evad­
ing forces are becoming so gigantic 
that it is beyond anybody’s capacity 
to deal with them. Therefore, the 
only solution would be to encourage 
the honest assessees by resorting to 
reduction in tax rates and to punish 
ing the dishonest people. My sug­
gestion is that in a new Cell you please 
take people like lawyers and Char­
tered Accountants as full-time em­
ployees. They should sit with the 
Members of the Central Board and 
assist the Department in asking the 
assessees to pay off the department's 
dues. If such a step is taken, it would 
coniderably enrich the talent in the 
Department. This would give them 
the personnel to deal with the people 
with efficiency.

MR. CHAIRMAN: Eminent men
from the profession of Chartered Ac­
countants and Accountants do not like 
to join the Department.

SHRI G. P. KAPADIA; For that my 
humble submission is that to take in 
these people in these positions, the 
emoluments must be of a higher order. 
In respect of the Members of the In­
come-tax Appellate Tribunal, when I 
come to the clauses, I shall comment. 
My personal view is that looking to 
the value of the rupee as it is to-day, 
the salary paid to the Members of the 
Tribunal is not adequate. Unless you 
convert them into High court judges 
and you increase Uheir emoluments 
a higher order which are equivalent 
to the salaries and emoluments of the
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High court judges, you will not be 
able to reap considerable advantages 
from them.

SHRl VASANT SATHE: Advocates 
themselves find it too low and they 
have resigned.

SHRI G# P. KAPADIA: I entirely 
agree with you. We have gone into 
the vicious circles and we must get 
out of that.

MR. CHAIRMAN: Looking to the 
present position, top legal and accoun­
tancy professionals are in the private 
sector. Some of them are know tax­
payers and other are tax-evaders. 
The services are made available to 
them but they are not available to 
Government. As you rightly pointed 
out that is because the emoluments 
offered to this profession are not luc­
rative.

SHRI G. P. KAPADIA: That is the 
position and that is the matter for the 
authorities at higher-levels to exa­
mine. * , i,

MR. CHAIRMAN: Your view is that 
for the purpose of having a more 
effective expertise, we must harness 
the talents of the accountancy and 
legal profession.

SHRI G. P. KAPADIA: Yes, Sir.
Actually I had to persuade a number 
o f Chartered Accountants to opt for 
the Tribunal Membership buf the 
complaint is that they do not go in.

It is a reflection on the profession 
that they do not offer the services to 
the nation. What are we doing. I 
was higher able to persuade two of 
them to accept the position. This is 
the real problem. I shall make one 
more observation in respect of the 
character of the country. The trend 
of thought among a particular section 
of the legal profession is that they 
give advice to a person even though 
he may be a murderer, and he can 
still defend him. They owe a duty to 
defend him. In the case of accoun­
tancy profession. T expressed a view 
and I say that should be the view of 
the profession as a whole. If I find 
that a person is evading taxes, unless

he comes out with a cleanest and ful­
lest disclosure to the Central Boards 
of Revenue (now Direct taxes) V 
refuse to attend to his case. I should 
inculcate this sort of quality among 
the learned professions. Then only 
we shall derive a great deal of advan­
tage. I am putting this suggestion 
because this is a common endeavour 
and we are bound to do it.

MR. CHAIRMAN: Will you per­
suade your Institute to accept this?

SHRl G. P. KAPADIA: Yes, with 
all humility. So far, whatever I have 
stated has been acceptable to my 
Institute. Actually in the Companies 
Bill alos in respect of the representa­
tion theory they have accepted my 
humble advice and I do not think my 
profession will disown me in that res­
pect. They will not do something 
which is opposed to my way of think­
ing.

MR. CHAIRMAN: You are consider­
ed in the Accountancy profession as 
a father. I am not talking about that. ' 
When you come to the clause, I shall 
put to you. When examining the 
Institute of Chartered Accountants we 
put it squarely and fairly to them 
that here is a clause brought in by 
Parliament in the midst of which they 
expect the profession to discharge cer­
tain social obligations. To the extent 
possible is the profession willing to 
take the responsibility? I am afraid 
from the answers which came from 
them, they were not very encourag­
ing.

SHRI G. P. KAPADIA: I am ex­
pressing my personal view before you. 
You can then decide. I straightway 
go to the question of maintenance of 
compulsory accounts and compulsory 
audit. I am in entire agreement with 
the proposal for the maintenance of 
particular types of accounts. But the 
provisions of this rule in this behalf 
should not go beyond the provisions 
of the Act.

The existing section would enable 
the Income-tax Officer to determine 
the assessable income. The require*! 
ment under the rules should not be
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rigid so that the assessees find it diffi- 
*cult to comply. That is the only ob­

se rv a tion  that I have to make regard­
ing the question of maintenance of 
accounts.

MR. CHAIRMAN: Therefore, do you 
think it is safe that we just say that 
the maintenance of accounts is com­
pulsory and leave it to the assessees 
to evolve their own system. So far 
as the department is concerned, they 
may give broad guidelines. That is 
all.

SHRI G. P. KAPADIA: These must 
be maintained according to the accep­
ted accountancy and commercial prin­
ciples.

MR. CHAIRMAN: We should leave 
it to the assessees.

SHRI G. P. KAPADIA: That is my 
request.

MR. CHAIRMAN: In other words, 
tnere should not be a section which 
should lay down a rule in terms of 
which it Should be prescribed. About 
the requirement of compulsory main­
tenance of accounts, if general guide­
lines are issued by the Board, do you 
think that would work?

SHRI G. P. KAPADIA: It would
work. Regarding the compulsory 
audit, there was a time when I my­
self said that this may not serve any 
useful purpose. Now a stage has been 
reached that the department itself is 
prepared to repose its confidence in 
us. I do not want them to enter into 
a certification of a true and fair view 
and in getting one counsel’s opinion 

' and another counsel’s opinion to get 
out of it. If I certify something I 
must accept in a square manner the 
responsibility. There should be no 
ambiguity about it. I quoted in the 
memorandum the position obtaining in 
Southern India years ego when they 
had the voluntary system of having 
the accounts accepted if they were 
audited and if a certificate was given 
in a particular form. That provision 
was observed more in its breach 
rather than in its acceptance and per­

form ance with the result that in 
^9.9 per cent of the cases, the audited 
accounts were rejected. In between

came a disciplinary complaint against 
a Member. It is reported in a com­
pany case, Vol. 22 and the disciplin­
ary committee’s report and its finding 
also appear in the printed volume of 
the disciplinary cases published by the 
Institute and I happened to Ibe the 
President of the Institute at that ma­
terial time. I know that a plea was 
advanced that 1 am not responsible 
to the department because I have 
given a certificate to my client and 
therefore there should be no proceed­
ings against me/ The Disciplinary 
Committee and the Council took the 
view that when a Chartered Account­
ant appears on the scene, he has a 
dual function to perform—one is that 
of a representative under Sec. 288. 
The other in that he is acting as a 
financial expert and to whatsoever I 
may give a certificate almost after the 
assumption of the responsibility, it is 
a certificate given by an expert which 
could be relied upon by somebody and 
therefore I cannot get away from it. 
We took that decision and found that 
the member was guilty. The result 
was that the High Court acquitted that 
member on a technical ground. The 
matter was not taken up by the 
Government to the Supreme Court 
of India. That is wlhy I go by 
the approach made by the Wanchoo 
Committee and moderate it to some 
extent. Let it be a report on specific 
items and let particularised infor­
mation be categorically and specifi­
cally certified. By this method, we 
can achieve the objective. Be­
cause I have found tihat this true 
and fa ir  interpretation has become an 
apparatus for some industrial units 
and other people who go to counsel 
for opinion and many times I have 
pointed out that in respect of certifi­
cation of accountancy statement and 
report, it is the opinion of the C.A. 
that should prevail. Now, the ques­
tion arises whether this certification 
should be allowed to be obtained from 
persons other than CAs. I understand 
that there is a strong plea that law- 
years and ITPs would be affected by 
this. I totally disagree with this for 
the simple reason that in this respect 
a uniform right has been given to all
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years and the CAs to represent. This 
is a right of representation. As you 
know, in the case of CA he possesses 
that expertise. He can be hauled up 
by a disciplinary action if he has 
appended his signature to something 
which is not true. . According to the 
various sections of the Income-tax Act 
reliance is placed on the certificate of 
a CA. Therefore, this would be one 
additional measure where reliance is 
being placed on him as a financial 
expert. That is why, I would say that 
the certification should not be related 
to an authorised representative. Let 
that category remain as it is. It 
should be by a CA and that will solve 
the entire problem.

So far as the form of Certification is 
concerned, I have tried to spell out 
something in the memorandum on 
page 20.

MR. CHAIRMAN: Before you come 
to this, I would like to ask you one 
question. You have stated that ac­
countancy profession should be given 
a proper responsibility so far as this 
audit business is concerned and CA 
being duly qualified in matters of ac­
counting, etc. be able to certify that 
it would be necessary in this connec­
tion. We shoHld spell out these things 
clearly so that if there is anything 
wrong tomorrow, he should be able to 
face the same responsibility squarely 
and fairly and no loophole is left. This 
presupposes a degree of responsibility 
on the CA to share. If it presupposes 
•uch a responsibility, my question to 
you is, will it not form part of the 
colour and character of discharging 
a part of this obligation, which, 
in fact, in the normal course, an ITO 
was doing, namely, the examination 
of books of a/cs, etc.?

SHRI G. P. KAPADIA: I will divide 
this question into two parts. (1) The 
aspects which the CA can touch and 
give information in the form of * 
certificate to the officer on which he 
can rely. (2) The auditor must state 
clearly and categorically that these axe 
the particulars.

MR. CHAIRMAN: If this principle 
is acceptable to you, then I will accept^ 
your form. But it can only be acquired 
in a manner so as to deduce the work­
ing of the ITO. Is this a hypothetical 
approach?

SHRI G. P. KAPADIA: This is
correct. Supposing, in respect of vital 
particulars, a responsibility is put on 
him. The' officer can accept the 
certification provided on the basis of 
that certificate, he can dispense with 
examination by him.

MR, CHAIRMAN: It is a certifica­
tion of vital particulars.

SHRI G. P. KAPADIA: In the case 
of a charity trukt certificate, they 
wanted particulars under scction 13 to 
be certified by an auditor. I took up 
the matter in Bombay and the Com­
missioner told me that this was some­
thing which was beyond my control. 
It is only the assessee who knew about 
it. So, I prepared a workable formula 
and suggested that I would make the 
trustees declare solemnly and adopt it 
at their meeting. In spite of thisr when 
the rules were made, the same thing, 
the same mistake was Repeated. It is 
still a part of the statute, under the 
rules. If you want the chartered acco­
untant to certify the accounts in res­
pect of a company, there is a fiduciary 
relationship of the Director to the 
shareholders and the State. In like 
manner, in respect of these charity 
trusts, th'ere is also a fiduciary rela­
tionship under the Trust Act. But, in 
respect of an individual, as I mentioned 
in my memorandum, there is no su ch  
thing. He is a law to himself. He may 
not reveal all the information to me. He 
may keep back some information vital 
to me. How can I certify that? In cer­
tifying the particulars and making 
them more specific, you pin down the 
responsibility on the chartered accoun­
tant. The effort should be to get the 
maximum advantage out of it anc*v 
we should not make it unworkable/ 
Otherwise, it would come to this.
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Every report of the auditor would be 
qualified. There will be no meaning 
in such a certificate. I would strongly 
urge upon the authorities to insist on 
a certificate in the form___

MR. CHAIRMAN: jf  at all a pro­
vision has to come, it has to be a 
workable provision.

SHRI G. P. KAPADIA: It has to be 
a workable provision and items should 
be specified clearly and squarely. You 
will notice that in respect of the con­
tents of profit and loss account, I have 
referred to the purchases.. . .

MR. CHAIRMAN: Shall we examine 
your certification? Books of account 
maintained: Give details.

SHRI G. P. KAPADIA: In addition, 
the chartered accountant should 
certify that proper books of accounts 
have been maintained. Apart from 
giving details, he must say this.

MR. CHAIRMAN: Scope of exami­
nation—Full check, test check and 
mere reconciliation.

SHRI G. P. KAPADIA: The Officer 
will know how much relevance should 
be placed.

MR. CHAIRMAN: Mere reconcilia­
tion will be no audit, Mr. Kapadia?

SHRI G. P. KAPADIA: I may men­
tion this that in respect of a number of 
cases, which many eminent chartered 
accountants have been handling, even 
without these requirerilents, if mere 
reconciliation is given, they are relied 
upon taking into consideration the pact 
record of the assessee and the person 
who represents the case. So, the ques­
tion of spelling out in what form it 
has to be given should be left in this 
particular category and the chartered 
accountant will certainly take care to 
see that it does not result in mere re­
conciliation.

MR. CHAIRMAN: This is what I 
was having in mind. Either test 
check or full cffieck. He will just say 
mere reconciliation and get out.

^  SHRI G. P. KAPADIA: Mere recon­
ciliation has been useful.

MR. CHAIRMAN: In certain cases,- 
yes.

SHRI G. P. KAPADIA: You confine 
yourself to certain items. There is 
nothing beyond that. This is also re­
flected in the balance sheet. The 
balance sheet under the various heads 
reflects all the items which are in the 
books of accounts. I have stated it. 
If you spell out the certificate in this 
particular form, and even if it is mere' 
reconciliation, you leave it to the good 
sense of the income-tax officer. Some­
times, the income-tax officers a<sk me 
have you gone through it?' and I say, 
‘I hav*e not gone through it; ff you want 
me to go through it, I shall do so\

MR. CHAIRMAN: But, for this, let 
him go through it and report.

SHRl G. P. KAPADIA: My point is, 
you do not rule out reconciliation 
completely.

MR. CHAIRMAN: We will consider 
that. We now come to balance sheet. 
This is most important. You have 
said hertt

"The annexed Balance Sheet 
authenticated by the assessee and 

signed by us for the purposes of 
identification correctly shows the 
various items under different heads 
on the basis of the books of account 
and the information and explana­
tions given to us.”
SHRI G. P. KAPADIA: This is a 

complete reproduction of what is con­
tained under the different heads. What 
is genuine, can be checked. The en­
tries in the books are reflected here.

MR. CHAIRMAN: You mean to say 
that there is no manipulation?

SHRI G. P. KAPADIA: Exactly. In 
the case of companies, there is a gene­
ral tendency of showing a provision 
under reserves. This is not a healthy 
practice and a chartered accountant 
will not apend his signature to a do­
cument which completely does away 
with the healthy principle of account­
ing.
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MR. CHAIRMAN: Such reserves
'have come in for a whole lot of mani­
pulation in regard to payment of sur­
tax.

SHRI G. P. KAPADIA: I feel very 
sad to say this. But, in respect of 

matters clearly affecting the ethics of 
accountancy profession, the chartered 
accountants should be allowed to 
evolve their machinery and to express 
their opinion. There should not }ae 
somebody to impose counsels opinion 

upon  them.

MR. CHAIRMAN: But, there has to 
be some homogenity about it. Everyone 
being allowed to have his own opinion 
will also create tremendous complica­
tions.

Now, we come to profit and Loss 
Account. Here also, you have said:

“The Profit and Loss Account 
authenticated by the assessee and 
signed by us for the purposes of 
identification correctly shows the 
various items under different heads 
on the bask of the books of accounts 
and the information and explana­
tions given to us.”
SHRI G. P. KAPADIA: The last 

para is crucial.

MR. CHAIRMAN:

“On such premises the purchases, 
sales, income and expenses stand 
properly reflected.1’

SHRI G. P. KAPADIA: He certifies 
all these items. This has been refer­
red to in the Wanchoo Committee 
Report. Then, Item No. 5: Nature of 
security offered for obtaining secured 
loans—Full details to be given. Item 
No. 6: Computation of allowance by 
way of depreciation: Statement
should be enclosed. Here, you may 
make a provision that the statement 
should be enclosed duly certified by 
the chartered accountant.

MR. CHAIRMAN: All these will be 
^certified.

SHRI G. P. KAPADIA: Brief parti­
culars of expenditure on entertain­

ment etc. Here, I have said that full 
particulars should be given. I have v< 
also said that the matter of disal­
lowance is a subjective matter for the 
income-tax officer. It ia not ipr me to 
say everything is allowable. This is 
subjective matter. I have mentioned 
it. Item No. 8: Particulars of expen­
ses in respect of which payments have 
been made to partners or their rela­
tives. Here also, particulars should 
be given in full.

MR. CHAIRMAN: That applies to 
companies.

SHRI G. P. KAPADIA: The disal­
lowances if any, under section 40 and 
Section 40A of the Income Tax Act is 
a matter for subjective decision by the 
Income Tax Officer. He must give full 
details. He cannot assume full res­
ponsibility. He cannot say *It is not 
claimable, aocording to me and so I 
will not claim it/

MR. CHAIRMAN: Let him point
out that.

SHRI G. P. KAPADIA: In respect 
of item No. 9, particulars should be 
given and the question of subjective 
examination, whether or not it should 
be treated as income, should be left 
to the officer. In respect of item No. 
10 also, the chartered accountant 
should give full particulars. If the 
assessee has given an explanation, he 
should also record it in his certificate.

SHRI VASANT SATHE: This form 
which you have given, why can’t it be 
compiled with by practitioners who 
have fulfilled certain minimum require­
ments, say 5 years practice. You have 
said that you are opposed to it. It has 
been canvassed before us that the 
number of chartered accountants in 
this country is very limited and that 
sufficient number of them may not be 
available in the rural and semi-rural 
areas where there will be a large num­
ber of small assessees, and that, there­
fore, it will be practically impossible 
for all the assessee to get their accounts 
properly audited and certified by char­
tered accountants. Therefore, woul(*< 
you be satisfied if we lay down certain
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^qualifications, not mere representation, 
as you said, who just represent the 
case of the parties and do not take 
full responsibility. But if we place 
the responsibility in the same manner 
as it would be on the chartered ac­
countants and also put certain quali­
fications as a condition, how do you 
think that the requirements of this 
form cannot be complied with by an 
experienced practitioner?

SHRI G. P. KAPADIA: I have al­
ready mentioned that the expertise 
required is possessed only by the char­
tered accountants.

SHRI VASANT SATHE: All char­
tered accountants may not be experts 
in taxation law.‘ They may know about 
auditing per se; but they may not 
know everything about taxation law.

SHRI G. P. KAPADIA: The basis of 
having qualifications of such a nature 
is whether he attends to company 
auditing or taxation, he is competent 
enough to render such services. Here 
is a body incorporated by an Act of 
Parliament, which has been recog­
nized for the purposes of various sta­
tutes, as a body whose members are 
competent to do the job. Thifrxsort of 
expertise cannot be expected to be 
possessed by other categories for the 
simple reason that financial accounting 
and reporting is something very spe­
cial and it pertains to this very profes­
sion.

SHRI VASANT SATHE: Let us for­
get companies. Most of them have 
their own chartered accountants and 
people of this profession are available 
on demand. We are having in mind 
individuals who may be having their 
own businesses, with a turnover, in 
rural areas, which will bring them 
within the compass laid down here. 
He may not be an expert, because the 
maintenance of accounts by him will 
be according to the peculiar practice 

' of such persons and not as laid down 
under the Company Law. Therefore, 
would that practitioner not be able to

* verify the particulars and give all 
these categories you have enumerated
3031 LS—19

here, satisfying himself to the extent 
as you have laid down and giving a 
certificate?

SHRI G. P. KAPADIA: I will raise 
ia poser, viz. “why is it that in respect 
of various sections of the Income-tax 
Act, only the profession of chartered 
accountants is recognized, despite the 
presence of representatives of other 
professions?”

SHRI VASANT SATHE: Uptill
now, we had never thought of having 
a certificate in this form, done by way 
of compulsory audit.

SHRI G. P. KAPADIA: On the con­
trary, there is a lot of improvement 
in this item; and in spite of a true and 
correct representation, if this sort of 
financial certification is to be there, 
it would entail the utilization of the 
expertise of the chartered accountant; 
in my humble opinion, no other per­
son whether he belongs to a profes­
sion or otherwise, can aspire to do it.

SHRI VASANT SATHE: Can you 
tell us about an item which an in­
come-tax practitioner will not be 
able to do?

MR. CHAIRMAN: I will pose it in 
a different form. Do you think 
person who does not know anything of 
income-tax law can do it?

SHRI G. P. KAPADIA . It is a certi­
fication involving financial data: it is 
my humble opinion that only a char­
tered accountant—and none else—is 
competent to do it, If we talk in terms 
of giving this right to other entities, 
whether belonging to the legal profes­
sion or other types of practitioners, 
would mean that by circumvention 
we are recognising a talent which is 
not recognizable under the Income- 
tax Act. The other difficulty is that 
in respect of a chartered accountant, 
he has got to be specific and to spell 
out things according to the concept 
of chartered accountancy, as under­
stood by Che Institute of Chartered 
Accountants of India. The other enti­
ties will not be bound so. they would 
say: “w*e have done it according to our 
concept/’ Will the authorities be pre­
pared to be satisfied with it?
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SHRI VASANT SATHE : Why do 

you say this? Even the type of certi­
ficate given by the chartered accoun­
tant under the law relating to their 
profession, is not specific.

SHRI G. P. KAPADIA : Let me cor­
rect you, Sir. x had said that you 
cannot have the quality of the Com­
panies Act or Trusts Act where it in­
volves a fiduciary relationship. In the 
case of individuals, that question 
does arise. It is to b« treated 
differently.

SHRI VASANT SATHE : That is 
why you had said that something more 
must be laid down even for chartered 
accountants, in the form of a certifi­
cate.

SHRI G. P. KAPADIA: I wanted it 
to be specific. I want the compass of 
certification to be expanded. I wanted 
to pin down the responsibility to speci­
fic items; and if there is a specific cer­
tification on specific points, he will 
be bound totally; and if he fails in his 
duty, he will be liable to disciplinary 
action. That is the distinction bet­
ween the chartered accountant as an 
expert and others who are not such 
experts.

SHRI VASANT SATHE : Supposing 
that we lay down in this law itself, 
that persons with such-and-such quali­
fications will be dutybound to give a 
certificate in this form and be liable 
what would you say? To-day they may 
not be liable. A practitioner to-day 
may say : “I have done according to 
the best of my knowledge.’* If we 
make the provision as I had said Just 
now, what is the difficulty then? Why 
should so much sanctity be attached 
to chartered accountants?

SHRI G. P. KAPADIA : At the risk 
of repetition, I would say that the 
chartered accountant is using his ex­
pertise. In the case of others, even if 
you have to proceed against him, he 
would say, “I have certified according 
to my experience.” It does not im­
prove the position.

SHRI VASANT SATHE : That will 
not help him to get away.

SHRI G. P. KAPADIA : One other* 
observation I would make. How would 
this provision of cerification by a 
chartered accountant enable the au­
thorities to tackle the question of tax 
evasion? I have given my answer in 
para 6.10 at page 21. In respect of 
companies, there is a method of stock­
taking at the end of the year. This 
method may not be useful in tracking 
down the question completely; but 
the very idea of stocktaking and 
checking by the auditors at the end 
of the year puts the management in 
the alert. Here, we will be achieving 
much more. This is a positive provi­
sion under which the chartered ac­
countant will certify particular items 
in a categorical form. If he does not 
find the records to be all right, he 
will not have any option but to say 
so. A  client will very well know that 
to get an adverse report from the 
chartered accountant is not at all de­
sirable. Therefore, this very idea of a 
compulsory audit and certification of 
vital particulars will be in the in­
terests of the authorities and be a 
very great factor in tackling the 
question of tax evasion.

MR. CHAIRMAN : To fix this lia­
bility fairly and squarely on the au­
ditor should commend itself to the 
Committee and Parliament, but 
do you think it is necessary to vest 
specific powers on the auditor under 
the Act itself? Under the company 
law, auditors have certain powers 
and obligations which are relateable 
to examining certain things in a fidu­
ciary capacity. They are responsible 
primarily to the shareholders for 
what they certify. But in this case, in 
view of what you are telling us, when 
you are examining the books of an in­
dividual or of a partnership, they alone 
know what the real state of affairs is» 
and you have given the authority only 
for auditing. Do you think we should 
provide that an auditor should h^ve 
certain authority and powers?

SHRI G. P. KAPADIA : I have first* 
stated that the profession should be 
able to assume responsibility and lor
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^discharging that responsibility he 
should seek enabling powers.

MR. CHAIRMAN: We should in the 
section provide for same enabling pro­
visions.

SHRI G. P. KAPADIA: It should be 
helpful for the chartered accountants 
to perform their functions.

MR. CHAIRMAN : Would you read 
the provisions and let us have a writ­
ten draft as to what you think should 
be proper?

SHRI G. P. KAPADIA : This is a 
little intricate question and I should 
like to have time.

MR. CHAIRMAN : You can send it 
to us in 10 to 15 day's time.

SHRI VASANT SATHE : Shquld the 
auditor have the power to find out in 
the case of individual firms or partner­
ships, what the actual production was? 
Today he goes by the vouchers produc­
ed before him, which show that so 
much is the raw material used and 
there is so much of finished product. 
Many times we have seen that some­
thing is hidden. So, should the audi­
tor have the power of actually point­
ing out as to what the real produc­
tion has been or whether anything has 
been hidden or not. Today, a char­
tered accountant has not got any su ch  
powers.

SHRI G. P. KAPADIA : This would 
be workable in the case o£ companies 
where the fiduciary relationship is 
there. The question in respect of this 
sort of power to be given is, how will 
it be exercised by the chartered ac­
countant and what will he do?

SHRI VASANT SATHE : What does 
the income-tax officer do today?

MR. CHAIRMAN : The powers of an 
income-tax officer cannot be given 
here, but certainly powers giving him 
authority to have access *o all the

4 books of accounts and documents 
which are necessary for the purpose 
of verification should be given.

SHRI G. P. KAPADIA : I would 
like to spell out, as I understand it, 
what is workable and feasible.

MR. CHAIRMAN : Yes. Next point
SHRI G. P. KAPADIA : 1 would 

refer to the settlement machinery. I 
will divide it into two parts; cases 
where there is no evasion and cases 
where there is evasion. Let a separate 
consideration be given by the autho­
rities.

MR. CHAIRMAN ; It is a very big 
classification.

SHRI G. P. KAPADIA : Yes. In res­
pect of a number of vital issues, mat­
ters are pending before the courts for 
years and years. We must have the 
last word about it, and for that pur­
pose, I am reminded of the case where 
the eminent authority took a very 
practical view of matters in those days. 
If there was a litigation pending, he 
would call the assessee and say, “This 
is a difficult question. If I win, I get 
Rs. 100 and if you win you get Rs. 50. 
So, why can’t we sit together and call 
it off?,, In a like manner, the Central 
Board may be authorised to go into 
those cases where there is no evasion 
and end the litigation.

The other suggestion is, in respect of 
many pending issues where there is a 
decision of the lower court, say, a high 
court, and an appeal has been filed be­
fore the Supreme Court, the existing 
decision should be allowed to prevail 
as if it is the last decision, and there 
should be the right of reopening given 
to the authorities on rectifying and de­
ciding it in favour of the assessees if 
the Supreme Court decides in a diffe­
rent manner.

. MR. CHAIRMAN: When the court 
decision is against the assessee or in 
favour?

SHRI G. P. KAPADIA: In both
cases, that should be done.

MR. CHAIRMAN: You are suggest­
ing that when there is no evasion, the 
Central Board should be given the 
authority.



SHRI G. P. KAPADIA: Certainly. 
What is wrong with it? *

SHRI VASANT SATHE: To say 
whether there is evasion or not is 
precisely the point which is in dispute.

MR. CHAIRMAN: It is a new idea 
that he has mooted out. Please explain 
it, Mr. Kapadia.

SHRI G. P. KAPADIA: I will put it 
this way. There might be cases of 
pure interpretation where there cannot 
be any question of evasion being there. 
Supposing there is a question whether 
section 104 is applicable or not, or 
registration should be granted or not. 
What should be the interpretation of 
section 64 of the Act also? Such 
matters can certainly be treated as 
matters which are not cases of
evasion-r-

MR. CHAIRMAN: How can be the 
Board the final authority? The Sup­
reme Court can be the final authority.

SHRI G. P. KAPADIA: But before 
the matter gets decided by the courts, 
the positive result should be obtained.

MR. CHAIRMAN: How can it be 
made a little more practicable? If in 
a particular matter, the question in­
volved is not of evasion but the quesr 
tion is purely one of interpretation, 
what happens? Assessee ‘A’ comes to 
the Board of Direct Taxes and an 
interpretation is given Assessee ‘B* 
says no. The Public Accounts Com­
mittee holds the Central Board of 
Direct Taxes to ransom!

SHRI G. P. KAPADIA: It should 
apply to the department as well as the 
assessee because you cannot have one 
criterion for the department and 
another for the assessee.

MR. CHAIRMAN: If I understand
you correctly, the usual procedure has 
to be given the go-by and the Central 
Board be given the authority to adju­
dicate upon certain matters which in­
volve interpretation and thus avoid 
litigation. If that is so, this sugges­
tion is a new one. It shuold be exa­
mined, but it must be practicable and 
workable. The basic difficulty which

arises here is, this sort of interpreta­
tion given by the Central Board of 
Direct Taxes will never be binding 
and the other man will g0 to the 
Supreme Court

, SHRI G. P. KAPADIA: In the case 
of settlement proceedings, the settle­
ment should be terminated.

MR. CHAIRMAN: Supposing the 
Supreme Court gives a decision con­
trary to that given in some other case, 
what happens?

SHRI G. P. KAPADIA: It is some­
thing like interpretation being given 
by the Central Board for tentative 
queries. That may hold good for a 
particular period of time till the con- 
tary is spelt out by the Board itself or 
by the courts.

SHRI H. M. PATEL: What is pro­
posed is this. There are two types of 
cases which call for settlement. One is 
settlement in which there is no inter­
pretation involved. The suggestion is 
that we by law vest in the Central 
Board the authority finally to termi­
nate these matters of settlement. When 
that is done there is no question of 
anybody else coming along at all.

MR. CHAIRMAN: On a 3imilar
point the other party is not prevented 
from going to the Supreme Court on 
an interpretation of the same law.

SHRI VASANT SATHE: What about 
audit?

SHRI H . M. PATEL: The audit can­
not come in.

MR. CHAIRMAN: The audit will
not come in, in what you are suggest­
ing.

SHRI H. M. PATEL: If this pro­
posal appears acceptable, then it will 
have to be given legal sanctity. When 
the legal backing i8 given, then there 
can be no quesion of going In appeal 
by either party because that is by 
definition, final. Yotfr second point was 
about audit that it may say that it 
strikes it as not a very good settle­
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ment But it is not supposed to go into 
that because you have done it under 
the law.

MR. CHAIRMAN: If what you say 
is accepted, audit part may be taken 
care of. But the second fundamental 
objection remains.

SHRI H. M. PATEL: You are Bett­
ing up a tribunal or whatever you call 
it. Under this Bill that body is given 
the final power to settle the issue. It 
is exactly the same, instead of coming 
into this new body, it will vest with 
the Central Board itself.

MR. CHAIRMAN: There is a basic 
difference. What is contemplated by 
the settlement machinery under the 
existing provision is, in a particular 
dispute the settlement machinery or 
the settlement commission will hear 
them, hear the dispute, decide upon 
the issues involved and quantify. That 
is the end of the matter. If Shri Kapa- 
dia’s suggestion has been understood 
by me correctly, he is suggesting that 
the Central Board of Direct Taxes by 
law shuold be made the arbitrator on 
matters of law where a person wants 
quick disposal on certain matters. If, 
along side, we make the Supreme 
Court an  arbitrator on the same point, 
simultaneously two authorities will be 
functioning. That is not so in a settle­
ment commission, because the settle­
ment commission is with reference to 
a particular assessment.

SHRl H. M. PATEL: In regard to 
the Suprem Court reference, If there 
is a reference pending with the Sup­
rem Court, then that decision of the 
Supreme Court will be binding upon 
those references.

SHRI G. P. KAPADIA: I am sure 
you remember the well-know case 
regarding the inclusion of jewellery 
as an item of personal effect. A lot of 
controversy has gone on with regard 
to this matter. Now the general poli­
cy of the court is, if I understand 
rightly, that in respect of matters 
where you have agitated the issue in 

.4 a paricular manner before any auth­
ority and you are the appellant, you

along get the benefit. If the Depart­
ment wants to take a different view 
of the matter, or reopen or add or 
rectify, the other people will not get 
the advantage of the Supreme Court 
decision. Then, with regard to inter­
pretation, if the Board has given a 
particular interpretation, this has the 
authority or the sanctity of law, ac­
cording to the Supreme Court dictum 
in jewellery case. In a like manner, 
if the settlement is effected, what pr­
events the Central Board of Revenue 
from taking a particular stand in a 
vital matter and issuing a circular to 
that effect so that this circular would 
be taken advantage of by other 
people who have gone to the Sup­
reme Court. But the fact would re­
main that a settlement you come in 
a particular case will not certainly 
be binding either on the assesee or 
on the department for all cases.

MR. CHAIRMAN: In other words, 
it really mean this. For purposes of 
expeditious disposal of matters and to 
avoid delays finally, in certain dis­
puted matters the Board shuold be 
compelled to take some interpretation 
and on that basis issue circulars, 
which should have some sanctity of 
law. That is presenting the same 
difficulty as in section 119.

SHRI G. P. KAPADIA: Section 119 
applies to the intervention of the 
Board in respect of a particular mat­
ter which is pending for asessment, 
not a decided case. It cannot apply 
to cases which are pending before 
Tribunals and courts. In fact, my 
personal view would be to the effect 
that unless the highest authority of 
the land has the full power to deal 
with this matter, this sort of consider­
ation that under section 119 he cannot 
interfere is not at all relevant.

MR. CHAIRMAN: A more effective 
way would be to insert a section that 
in certain disputed matters the Board 
will interpret it and that interpreta­
tion will prevail until reversed by the 
Supreme Court. Is that correct?

SHRI G. P. KAPADIA: I was not 
thinking of the Central Board being
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pretation. If a reference is made, the 
Board would give a decision. But to 
say that the law should provide that 
the Central Board should be com­
petent to give an interpretation every 
time is somehing different.

MR. CHAIRMAN: If you refer the 
-matter to them, they will be under 
compulsion to give an interpretation.

SHRI G. P. KAPADIA: That would 
not be interpreation; that would be a 
part of the settlement machinery.

SHRI H. M. PATEL: The point is 
I have understood is this. This is a 
settlement machinery, an additional 
machinery than the one provided in 
this Bill. The one that is provided in 
this Bill should be confined to the 
question of tax evasion, where that 
does not come into the picture. Here 
it is a question of interpretation. The 
assessee wants a settlement. The 
Central Board shall have power to 
take a decision. In doing that, they 
will necessarily take one interpreta­
tion or the other. Whatever they have 
interpreted should have a binding 
force on others of a similar nature. I 
think that is the position.

SHRI G. P. KAPADIA: Provided 
the Board are convinced that a 
general principle is involved.

MR. CHAIRMAN: Will this be
binding on the assessee also, or can 
he go to the Supreme Court?

SHRI G. P. KAPADIA: No, he can­
not go to the Supreme Court. It is a 
prerequisite condition.

MR. CHAIRMAN: Do you think
then many people will go to the 
Board if the Board is the final autho­
rity?

SHRI G. P. KAPADIA: I have
every hope that people do want to 
avoid litigation. I want you to exam­
ine this from this angle.
, MR, CHAIRMAN: It the board is 

made .the-final authority for interpre­
tation do you think that many people 
w ill'go to'the Board? ' ■ '

SHRI G. P. KAPADIA.: Yes, Sir.

SHRI VASANT SATHE: I8 it being 
suggested that the settlement machi­
nery which we are having in mind 
should also be empowered to settle 
cases pending before the Supreme 
Court on technical interpretation, 
where no evasion is involved, if the 
party agrees that they need not wait 
for the decision of the. Supreme Court. 
In that case, that matter ends there 
once the interpreaioon is given. I do 
not understand why it should be made 
mandatory even for the Board that 
the settlement or interpretation given 
in that case is binding in all other 
cases, either on the department or on 
the parties, if they want to go to the 
Supreme Court?

SHRI G. P. KAPADIA: If a general 
principle emanates from this settle­
ment which is being effected, the 
Board might at their discretion issue 
a circular to that effect. But to expect 
th e  Board to issue a circular in res­
pect of every settlement is not proper.

MR. CHAIRMAN: This is a new
suggestion that you are making. We 
are trying to comprehend it. I would 
be grateful to you if along with other 
notes you could give us a note on 
this also. We will examine it.

SHRI G. P. KAPADIA: Yes.

SHRI H. M PATEL.: I think, Mr. 
Sathe’s point is that whenever the 

matter is referred for settlement to 
the Central Board of Revenue under 
this kind of arrangement, automati­
cally whatever the basis of principles * 
they may have followed in bringing 
about the settlement should not be 
made binding. Mr. Kapadia’s point is 
that it should be left to the Central 
Board of Revenue itself to decide 
whether any particular interpretation 
that they have made shall be binding 
so far as they themselves are concern­
ed.

MR. CHAIRMAN: It is. binding on
the Department only; it is not binding 
on anybody else. j*.
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SHRI G. P. KAPADIA; They are 
entitled to issue a circular.

* MR. CHAIRMAN: They may or
may not. We are anxious not to mak^ 
the law more cumbersome and com­
plicated.

SHRI G. P. KAPADIA: I have al­
ways thought of complete simplifica­
tion of procedures.

MR. CHAIRMAN: That is a new
idea. All of us are interested in exa­
mining it and seeing to what extent it 
helps us. You may send a note On 
that.

SHRI G. P. KAPADIA: I shall do
it.

As regards the cases covered by 
evasion, the way the clause is pro­
vided, I believe, that very few people 
would be coming in for a settlement 
because the sword is kept hanging on 
him in respect of punishment and 
penalty. There is no protection as 
such given. If you want the scheme 
to be effective at all, let it be a very 
specific scheme stating that in res­
pect of the cases of evasion, if the 
party comes out with this sort of 
settlement—the settlement may, in the 
first instance, be worked out in an 
informal manner because no assess­
ing authority will make a commitment 
with an assessee in advance—if some 
sort of a settlement machinery is 
evolved as a result of which, in the 
opinion of the Board he is trying to 
reveal everything to the Department, 
he is giving full cooperation to the 
Board, the provision for prosecution 
should not be there. Penalty may be 
a matter to be spelt out. If you keep 
the prosecution also pending, nobody 
will be interested in this sort of a 
settlement.

MR. CHAIRMAN: Are you. suggest­
ing immunity from prosecution? In 
other words, once he has entertained 
the person, he is exculpated from the 
liability o f prosecution.

SHRI G. P, KAPADIA: In case
 ̂ there is a settlement w iv e d . at.... It

should be so. In the Tyagi Committee, 
I put a question to the ex-Chairman 
of the Investigation Commission. He 
said:

“This is a taxation statute. We 
are not interested in prosecuting 
people ai>d sending them to jail. 
What I want is the monetary part 
of it, a very sizeable and a sub­
stantial part of it.”

If you keep the sword of prosecution 
pending, I do not think the people 
would volunteer to come for a settle­
ment.

MR. CHAIRMAN: After a preli­
minary scrutiny, if the Board is of 
the view that in a particular case 
they should not proceed with settle­
ment, they should send it back. So, it 
should be the authority of rejecting 
that sort of settlement. Just because 
he has come with a petition, it cannot 
be imposed on the Board. Is that 
what you are suggesting?

SHRI G. P. KAPADIA: What I am 
suggesting is that if you want the 
scheme to be a success, the settlement 
machinery itself should provide that 
in case there is a settlement, it should 
provide immunity from prosecution.

MR. CHAIRMAN: At what stage?
When should they be able to say, no 
settlement?

SHRI G. P. KAPADIA: That should 
be the privilege of the Board. In 
respect of evasion cases, the authori­
ties have to be very careful. They 
cannot afford to be tax.

MR. CHAIRMAN: They have to be 
very careful. First, they should enter­
tain him; they should examine him 
and decide whether they should pro­
ceed with the settlement or not. Then, 
before a Commission, they should 

1 examine him, After examination, 
they can say, "We do not want to 
proceed with, the settlement.”

v SHRI VASANT SATHE: So, there
• will be two stages.
.V .SHRI G. P. KAPADIA: Both the 
stages may be combined. Suppose he 
,comss with a petition. After examin-
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tag the petition and weighing the pros 
and cons, if the Board comes to a 
conclusion that it is not a fit case of 
settlement, let them reject it. If they 
find that it is a fit case of settlement, 
there shoulld be negotiations and dis­
cussions as a result of which if some 
sort of settlement is arrived at, that 
settlement may certainly include the 
element of penalty because the evader 
must pay the penalty but not face 
prosecution. If you do not provide 
immunity to prosecution, what is the 
attraction even to this questionable 
element in society?

SHRI VASANT SATHE: If the peti­
tioner finds at the preliminary stage 
that there is likelihood of the settle­
ment being rejected, is he allowed tc 
withdraw from that?

SHRI G. P. KAPADIA: I do not 
think once he has submitted to the 
settlement jurisdiction, he should not 
be allowed to do that.

MR. CHAIRMAN: Before or after
rejecting it?

SHRI G. P. KAPADIA: Is it sugges­
ted that in every case of settlement 
concerning evasion, the Board must be 
compelled to entertain the applica­
tion?

MR. CHAIRMAN: No.
SHRI G. P. KAPADIA: Then, it is 

very simple.

MR. CHAIRMAN: As the Section is 
framed, if the case falls under this 
Section, thpy are bound to entertain 
him.

SHRI G. P. KAPADIA: My personal 
view is that if you do not provide for 
immunity from prosecution, the settle­
ment machinery may become a dead 
letter. In respect of the settlement 
machinery, where the general re­
opening* is spelt out, I would rather 
leave it to the general re-opening 
Section instead of putting it in the 
settlement machinery itself because, 
once you go in for a settlement, the 
question of re-opening unless some­
thing extra ordinary arises, does not

arise. You have got the inherent 
power to re-open any particular type* 
of cases even upto 16 years.

MR. CHAIRMAN: The basic diffi­
culty that I see is that we are making 
more and more stringent provisions of 
prosecution. There is a more strin­
gent provision for punishment with 7 
years RI. All these people will evade 
tax and make a petition to the Board 
and say, ‘These are the circumstances 
and we fall within these circum­
stances.' And the moment we enter­
tain their petition, they are immune 
from prosecution.

SHRI G. P. KAPADIA: I am not 
wanting immunity from prosecution 
in that sense.

MR. CHAIRMAN: I ask you. Sup­
pose you entertain the petition. You 
go through the whole gamut and exa­
mine and decide that this should not 
be entertained. I ask that question.

SHRI G. P. KAPADIA: The
question of immunity does not sur­
vive when the settlement does not 
survive.

MR. CHAIRMAN: Therefore, they 
should entertain and if the settlement 
is arrived at. . .

SHRI G. P. KAPADIA: Then only, 
there is immunity.

MR. CHAIRMAN: We will consider 
that. Then it will be added protec­
tion for a person who comes with 
larger taxes and larger penalties and 
get the settlement done.

SHRI G. P. KAPADIA: M y impres­
sion is this: that an evader comes only 
when he is already found out or about 
to be found out. That is m y personal 
view. Regarding prosecution, when 
you touch that aspect, I have gone 
through the literature regarding USA 
and UK and I quoted chapter and 
verse in the memorandum to the 
Tyagi Committee where I have shown 
that it is only in a microscopic per­
centage of the total number of cases 
prosecutions have been launched. The 
department’s reputation is at stake ̂  
and It is difficult to establish and carry
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the charge. Therefore, the statute 
should rightly look t0 the collection 
of the money part of the penalty 
rather than think in terms of prosecu­
tion. There may be some evaders 
who may like to say, 4It is a good 
thing to evade Rs. 20 lakhs and be a 
guest of the Government of India.9 But 
in the UK a very careful examina­
tion is made.

MR. CHAIRMAN: It is much better 
that we take 40—50 big cases and send 
them to jail and it will be a much 
bigger deterrent than prosecuting 
1,000 cases.

SHRI G. P. KAPADIA: They must 
be very very selective.

SHRI H. M. PATEL: This Bill pro­
vides that on receipt of an applica­
tion the income-tax authority con­
cerned on the basis of the materials 
may arrive at a settlement. The in­
come tax authority must first consider 
whether on the basis of the reports 
submitted to the income tax authority 
the application should be enter­
tained. . .

MR. CHAIRMAN: That is the pre­
liminary stage.

SHRI H. M. PATEL: If he is satis­
fied that any person who has made an 
application for settlement has in the 
proceedings before it made a full dis­
closure. It may grant immunity from 
prosecution subject to such conditions 
as it may deem fit.

MR. CHAIRMAN: That he says
should be automatic. Once a settle­
ment is ordered, then this should be 
automatic. Immunity should be 
automatic.

SHRI H. M. PATEL: Some such
thing should be put in—suppose he 
makes an application but he refuses 
to co-operate.

MR. CHAIRMAN: This should be a 
pre-condition for settlement and once 
settlement is made, then the immunity 
should be automatic, if we accept Mr. 
Kapadia’* suggestion.

SHRI H. M. PATEL: If a peison has 
co-operated, then the Settlement Com­
mittee may say that it is satisfied, 
but that immunity may be subject to 
such conditions which he has to fulfil 
later on in regard to the same settle­
ment.

SHRI S. R. MEHTA: It is just like 
this. There are two stages. And it is. 
before a settlement application is 
accepted or entertained, the com­
mittee has to satisfy itself whether 
there was a prima fade case of con­
cealment before the income-tax autho­
rities or not. So, if they are satisfied 
that the income-tax authorities had 

not found the act of concealment, 
then they can go into the settlement 
application. There would be many 
things involved in that application 
and one of the most important 
features would be the co-operation of 
the assessee. But there would be 
many other features in the settle­
ment where the committee may feel 
that we would like to give you this 
type of treatment. One of the treat­
ment that the committee could impose 
is prosecution also as the wording of 
the section goes. Now, if Mr. Kapa- 
dia’s suggestion is accepted, then the 
committee, if it enters into a settle­
ment, shall be debarred from directing 
institution of prosecution.

SHRI H. M. PATEL: In fact, the
only difference is: what Mr Kapa­
dia wants is that once the settlement 
committee has come to the conclusion 
that he has co-operated and they 
reach a settlement, that settlement 
shall provide him complete immunity 
from all prosecution.

SHRI S. R. MEHTA: But the 
words are not that *He shall get im­
munity’. They may give him im­
munity. That is that they have the 
power of ordering prosecution. Mr. 
Kapadia says that thk power should 
be taken away. If the settlement is 
arrived at, there should he no ques­
tion of prosecution at » 1L
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MR. CHAIRMAN: If these condit­
ions do not exist, they have no right 
to exercise the discretion. But if 
these conditions do exist, then they 
have a right to exercise the discre­
tion and waive the prosecution com­
pletely.

SHRI H. M. PATEL: The way it is 
worded, ‘may* may mean ‘shall’. The 
point here we have to understand is 
that if his co-operation is there and 
if the settement is reached, then that 
settlement must provide also immu­
nity. It is only then that people will 
come forward.

MR. CHAIRMAN: Mr. Kapadia, you 
have made your point. If it comments 
to the committee that the two should 
be co-terminus, settlement and immu­
nity, it will consider it.

SHRI G. P. KAPADIA: Otherwise, 
there will be no settlement.

SHRI H. M. PATEL: The safeguard 
is that it is upto the Settlement Com­
mittee to accept the application for 
settlement.

MR. CHAIRMAN: That is the
preliminary thing. In other words, 
he should come at the preliminary 
stage. It should be entertained. Then 
he must co-operate and then there 
should not be fre3h efforts for con­
cealment. If these conditions exist, 
there shall be a settlement and there 
shall be immunity.

SHRI H. M. PATEL: I know that a 
person who wants a settlement and 
once he comes there and he fulfils 
these conditions, he should get im­
munity.

MR. CHAIRMAN: The idea fe to 
strike a balance somewhere. If any- 
ones goes into the provision he may 
say this is onesided. And you make 
the other provisions also stringent. It 
is for u.3 to decide. You make your 
point.

SHRI VASANT SATHE: I would 
like to know from Mr, Kapadia one 
thing. If An- 245H, for the word ‘iMy\ 
shair is substituted and the sub-clause

(2) is retained, will it serve the por- 
pose? It says: • ^

'The immunity granted to a 
person may, at any time, be with­
drawn by the settlement Committee 
if it is satisfied that such a person 
has not complied with the immunity 
so granted.’

Will this serve the purpose?

SHRI G. P. KAPADIA: Instead of 
attempting at drafting changes, I 
would be in favour of a positive 
amendment. In case a settlement is 
effected, there will be immunity from 
prosecution. This is a caae where a 
settlement cannot be there. Under 
Sec. 64 we are now trying to rope in 
also the income of the assets transfer­
red. If the condition ia made pros­
pectively, I would beg of the Com­
mittee to examine this aspect. Under 
16(1) (c) and Sec. 16(3) of the old 
Act, clubbing of all the income was 
not permitted. The assets transferred 
are the property of the transferee. 
When income ariges, it may not have 
relationship to the assets that were 
transferred, as also to the incomc of 
assets tranferred. We are here trying 
to plug the so called loopholes. There 
is another aspect of it. HUF is a 
natural creation not an artificial 
execution throwing into the 
hotdhpoch of the socalled 

family and starting another unit. In 
my humble opinion, this is a case of 
full avoidence for the reason, that 
after the passing of the Hindu Suc­
cession Act, there is nothing like the . 
natural Hindu Families surviving.
H.U.F. is the creatioh of a natural 
process under the tenets of Hindu Law 
then prevailing and you cannot bring 
into existence a Hindu family by an 

. artificial process.

I am raising a fundamental issue. 
After the Hindu Succession Act was 

t passed, what is the . position of co­
parceners? Co-parcener can make 

T a will of his property. This is the 
tenet of the Law, This is the rispect 
which the Committee should indepen*
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dently examine and come to a conclu­
sion. Here a lot of advantags has 
been unnecessarily taken by creation 
of units like a created Hindu Undivi­
ded Family. They must have common 
character of worship and messing. 
Does it obtain in the present day ? 
You cannot create an artificial unit. 
The position as it existed prior to the 
passing of the Hindu Succession Act 
ki that Hindu Family is a natural crea­
tion. It should be recognised as such. 
But, hereafter in respect of the H.U.F. 
created by this sort of putting into 
the hotchpoch should not be recog­
nised and whatever may be the legal 
interpretation or deci»3ion at some 
level, this is the vital aspect. Coming 
to the last point, I want to make one 
small observation with regard to the 
trusts and donations of an anonimous 
nature.

MR. CHAIRMAN: We have heard
enough of it.

SHRI G.P. KAPADIA: I have a 
umall suggestion with regard to parti­
cular associations. Offers made into 
the charitable boxes, hundies etc. in a 
temple should not be brought into the 
ambit of the law.

Hindustan is not a mere religion. 
It is a way of life. They can profess 
Hinduism and be Aryans in thought 
as Prof. Max Mueller put it. They 
have managed to form themselves into 
trusts. The maximum advantage 
can be reaped out of the assets only if 
they are regulated. We should have 
a uniform Public Trust Act as we have 
got in Maharashtra. If you have 
something of that model *nd if the 
people are made to comply with 
that, that would be good. Similarly 
there are some investments, such as 
corpus investments and so on and so 
forth which are being brought within 
the purview of this Bill. It would 
only create a condition of distrust and 
therefore I submit that such rigid 
conditions should not be there,

-i-v-lp*, .CHAIRMAN: Now I want to 
ask one or two questions. So far as

corpus incomes are concerned they are 
exempt from taxation. The idea is 
that extra incomes must not be al­
lowed to be able to build up larger 
economic empires. If the law were to 
provide that incomes made out of the 
earnings of the corpui are exempt, 
they enjoy tax free privileges and 
benefit. That means they can do 
whatever they feel like so far as cor­
pus income is concerned. What do 
you say to this ? Do you think that 
they should also come under the pur­
view of the taxation ?

SHRI G. P. KAPADIA: If you 
think in terms of removing the rigid 
conditions, why in this Bill you should 
not rope in the existing investment of 
the corpus and make the legislation 
prospective. It would then be very 
just to say that in respect of any in­
vestments made after the new Bill is 
passed, they ought to be either in 
trusts or in securities recognised by 
the Bombay Charity Commissioner or 
by the Income-tax Department. Let 
it be prospective in the law because, 
otherwise, you would be throwing out 
of gear the existing machinery. To-day 
as it is you have got the necessary 
power through the Public Trustee to 
deal with the matter if there fa some­
thing wrong.

MR. CHAIRMAN: We shall consi­
der it.

SHRI G. P. KAPADIA: Suppose
there is a private sector concern which 
is capable of earning huge dividends 
which gets the benefit out of the 
number of charity trusts.

MR. CHAIRMAN: We do not want 
a large number of trusts with a large 
number of incomes, What we are 
interested in is for doing away with 
the utilisation of income exempted 
for building large empires.,

' SHRI G. P. KAPADIA: That could 
be dong by a prospective legislation. 
But, after the Bill comM Into ’force; no 
investment. should, b® mafje excepting 

JLu authorised securities. • .
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MR. CHAIRMAN: Your experience 
in the matter is unique. You have a 
tremendous experience. Leave it to 
us. You will tell us what we should 
do which would be to the larger wel­
fare of the country. There is one 
question I want to ask. In the earlier 
days, trusts were formulated purely as 
a device not to cater to the society, 
but to have extra income by acquiring 
large shares out of the income and to 
form a large empire. Is there moral 
'justification to allow them t6 go on 
untouched?

SHRI G. P. KAPADIA: That is 
already controlled by the existing 
legislation.

MR. CHAIRMAN: Nothing please.

SHRI G. P. KAPADIA: A fair solu­
tion will be an enactment of an All- 
India Trust Act which should provide 
for all these things which will take 
care of them. Do not do it merely by 
taxation laws. Do it through some 
other legislation. Let there be an all- 
India Statute taken up by various 
States. We have been thiffting about 
it fcr a lrng time.

MR. CHAIRMAN: If this is an All- 
India Statute what will happen? I 
personally feel that there should not 
be any restriction on charity. Let 
charity be for charity only with one 
condition that the income should be 
utilised for investment purposes, for 
corpus use. If someone utilises the 
capital on shares, give it by all means. 
We have nothing to say to utilise the 
incomes that are tax-free. We are 
against building up empires out of the 
incomes whether in the past or in the 
future. What justification is there 
to leave the incomes for tax pur­
poses? Unless you give some special 
reason why it should be left out, how 
can w'e do it? You kindly tell us some 
via media.

SHRI G. P. KAPADIA: Any radical 
change will completely upset the work­
ing of the very charity trust, H will 
also defeat the objective.

MR. CHAIRMAN: We are not really 
satisfied with the existing state of law.

SHRI VASANT SATHE: Can you 
suggest any method of distinguishing a 
genuine trust from a non-genuine  ̂
trust so that we can exempt the gen­
uine one and penalise the non-genuine 
one even as far as past is concerned?

SHRI H. M. PATEL: The point as I 
understand what you call a middle 
way is that according to Mr. Kapadia 
that middle way is the formation of an 
all India Trust based on some kind of 
a legislation on the lines of the Maha­
rashtra State Act. You say that it 
leads to plenty of loopholes. Well, it is 
up to us to think of avoiding loopholes.

MR. CHAIRMAN: I am talking about 
principle.

SHRI H. M. PATEL: You have asked 
him to suggest some via media.

MR. CHAIRMAN: Mr. Patel, you 
have misunderstood me. In the past, 
he says “leave them as they are ”

SHRI H. M. PATEL: In regard to 
past, he says whether we have any 
effective trust act.

MR. CHAIRMAN: How can we have 
a trust act in respect of past?

SHRI H. M. PATEL: In regard to 
past, if you make an act today giving 
the charity commissioner certain types 
of powers, he will have the right to go 
even into the past. I am afraid, I do 
not know, Mr. Chairman, whether we 
have complete information regarding 
this charity commissioner act which is 
obtaining in Maharashtra and Gujarat.
I think that requires a certain amount 
of examination regarding its function­
ing effectively or not. Even that exami­
nation shows that these acts are 
capable of being effective. I think this * 
should be considered for the whole of 
India.

MR. CHAIRMAN: Mr. Patel, we will 
consider it. At this stage, I just want 
to understand what Mr. Kapadia has 
to say. You have understood and we 
have understood those points. You 
have made a very important point. 
Kindly let us have your supplementary 
notes on both the points. This is a 
very complicated piece of legislation 
and we are having considerable 
culties.
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* Mr. Kapadia, we are very thankful 
for enlightening ua on some of the 
very complicated sections of the Bill. 
Thank you very much.

SHRI G. P. KAPADIA; I convey my 
grateful thanks to you and other hon. 
Members of this Committee for this 
opportunity that is given to me. I 
consider myself to be fortunate in 
being of at least some service to this 
August Body. Thank you very much.

SHRI P. G. MAVALANKAR: Mr. 
Kapadia, while mentioning about the 
various financial aspects of the trust 
matter has said in so many words that 
he fe in favour of continuing the com­
munal trusts. Do I take it from him 
that he does not consider them as an 
obstacle?

MR. CHAIRMAN: He has explained 
that they are not really communal; 
they are public. He has also men­
tioned about Hinduism.

SHRI P. G. MAVALANKAR: Is he 
for all communal trusts to be conti­
nued as they are?

MR. CHAIRMAN: What he said was, 
communal trusts created before 1-4-62 
were given exemption. Only after
1.4.62, communal trusts, as such, were 
not given exemption. An artificial 
definition was given. In fact, trusts 
created for the betterment of the Sikh 
Community or Jain Community or 
Hindu Community or Christian Com­
munity or Muslim Community are 
perfectly public trusts. But, by an arti­
ficial definition they were called com­
munal trusts. What Mr. Kapadia says 
is, the law should remain as it is, be­
cause, in reality, they are not commu­
nal. They cater to a very wider pub­
lic interest. That is what he has said.

SHRI G. P. KAPADIA: Kindly read 
my memorandum. My stand is quite 
clear.

MR. CHAIRMAN: Thank you.
[The witness then withdrew]

IH. Institute of Cost and Works Accountants of India, Calcutta.

Spokesmen:

1. Shri M. R. S. Iyengar—President. f
2. Shri V. Kalyanaraman—Vice-President.
3. Shri G. K. Abhyankar
4. Shri S. K. Mitra
5. Shri S. N. Ghose—Secretary.

MR. CHAIRMAN: Mr. Iyengar, be­
fore you commence your evidence, 
I would like to read out the Direction 
of the Speaker which governs your 
evidence. It says:

“The witnesses ipay kindly note 
that the evidence they give would 
be treated as public and is liable to 
be published, unless the specifically 
desire that all or any part of the 
evidence tendered by them is to be 
treated as confidential. Even 
though they might desire their evi­
dence to be treated as confidential, 

 ̂ such evidence is liable to be made 
available to the Members of Parlia­
ment.”

Mr. Iyengar, you may confine your 
observations to the supplementary 
memorandum. We have heard you 
once in Calcutta. You may make your 
submissions on the supplementary me­
morandum.

SHRI M. R. S. IYENGAR: First of 
all, I would like to convey the thanks 
of our Institute for the opportunity 
given to us to hear us on some of the 
points which we have tried to convey 
in our supplementary memorandum. 
We, perhaps, would not have thought 
of giving a supplementary memoran­
dum. But, in view of the conditions 
that were prevalent in the country, 
subsequent to our submitting the first
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memorandum, from the point of view 
of finding ways of stamping out the 
accumulation of black money and ateo 
curbing the practice of tax evasion, we 
thought we could make some useful 
suggestions. That is how, it stands as 
the background to our submitting the 
supplementary memorandum. Two of 
our suggestions, which have been 
made by us, cover Clause 39 and 
Clause 12 of the Amendment B ill Two 
other suggestions are more or less de­
partmental or procedural and the 
third suggestions, of course, does not 
relate to any of the clauses of the 
Amendment Bill. We are urging it 
upon as a major tax reform. Coming 
back to clause 39, on which we have 
submitted a supplementary memoraa- 
dum, we have made a suggestion that 
the process of certification of the re­
turns submitted by the people who 
have annual incomes of about Rs. 5 
lakhs or assessable income of about 
Rs. 50.000 and more, should also be 
done by cost accountants. You will 
ask a question as to why the Institute 
of Cost and Works Accountants of 
India should press for their inclusion, 
as a party for doing this audit. In 
this connection, I may state that the 
objective of the Government or the 
Parliament in bringing in some of 
these provisions has been, as we un­
derstand, to see that the audit proce­
dure wherever it is applicable assists 
the Government in more efficient tax 
collection, meaning thereby that it 
would ensure that the returns submit­
ted by the assessees could reasonably 
be considered as to contain complete 
data, meaning also thereby that it 
would contain expense elements only 
which could be attributable to the 
operations in question. As you are all 
aware, the process of formation of 
black money in this country, or for 
that matter wherever it is, arises in 
two ways. One is in the case of cor­
porate sector, where many of the 
companies try to show up their ex­
penses by including in the Profit & 
Loss Account exaggerated items of ex­
penditure and also by manipulation of 
stock valuation showing a different 
type of stock valuation, than what it 
should be. With due respect to the

procedures that have been in vogue in 
our country and the auditing process 
Which has been there-1 am referring 
to the process of audit of financial ac- 
counts-and in spite of it being well 
established, the accumulation of black 
money or tax evasion has been very 
pronounced. Therefore, it is our view 
that a similar process of auditing 
without going into the details of the 
expenses attributable to the process of 
operations, in the same manner as it 
has been obtaining so far, might not 
give the results as envisaged in this 
measure. It is in this context we are 
suggesting that the audit of the ac­
counts of those people who have a 
turnover of its 5 lakhs and over and 
whose assessable income is Rs. 50,000 
and over, could be done, with advan­
tage, by the cost accountants. In this 
connection, I would like to give a brief 
background of the Institute. It is 
purely from the point of view of giv­
ing a different basis against which or 
the background from which the cost 
accountants are functioning. Com­
pared to other disciplines, cost accoun­
tants ar« more hetrogeneous, by dis­
cipline. By using the training and 
other facilities provided by the Insti­
tute, persons can become qualified ac 
countants by a process of learn while 
you earn. The persons who are in 
employment can avail of the facilities 
provided by the Institute and become 
cost accountants. We hav* been able 
to draw into our field peop.lo from dis­
cipline like mathematics, engineering, 
economics etc. The advantage of 
these types of people coming into our 
field, instead of pure commerce gra- > 
duates, has been that they have not 
only been able to impart into the pro­
fession the benefit of their practical 
experience hi the various units in 
which they have been working, but, 
when they become cost accountants 
and when they go in for practice, they 
have also been able to make use of the 
training received by them for the pur­
poses of auditing or consultancy. This 
is where exactly lies the real advan­
tage of a cost accountant doing audit­
ing. I would, in fact, say that hei^e^ 
the word ‘auditing* is a mis-nomer: I 
would call it ‘cost relevance analysis’ :



While making provisions tinder Clause
* 12 and Clause 39, the auditing process 

that is covered therein, should high­
light as to whethre the expenses that 
have been shown there are more rele­
vant for the operations. Cost rele­
vance analysis can be better done by 
a person competent to look into the 
details of each and every item of ex­
pense and to point out how relevant 
they were for the operations. I do 
not want to go into the details. One 
aspect of the cost accounting system 
is this that if there is an expense in 
an organisation, it is always judged 
against a norm Or a process, as to what 
shuold have been the expense pattern 
or what should have been the value of 
production etc. From this angle, our 
submission is, the cost accountants 
should also be considered along with 
other documents at may enable the 
Now. Clause 12 says:

“Every person carrying on any 
business or profession shall keep and 
maintain such books of account and 
other documents as may enable the 
income tax authority to determine 
the tax payable by him and the 
exemptions, deductions and other 
allowances permissible to him under 
this Act.

We would like to submit that whereas 
every company has been maintaining 
relevant books of accounts, they have 
to maintain detailed statements about 
the methodology they have adopted in 
the process of stock valuation and they 
shuold maintain stock records etc. 
Perhaps, you would be aware that 
Sections 209 and 233B provide that 
certain industries shuold maintain cost 
accounting records as well as get them 
audited, which we now refer to as cost 
audit. In the process of cost auditing, 
each one of the companies will have 
to prepare various kinds of records. 
These would give the cost auditor an 
opportunity to verify the efficiency of 
the operations in question. The do­
cumentary procedure would also be 
taken as a conclusive evidence as to 
how the company has functioned. We

4 would urge that the cost accounting 
records and the cost auditor’s certifi­
cate which would be in operation in

respect of certain of those companies 
could be taken as supplementary evi­
dence for thep urpose of the income 
tax authority in accepting the income- 
tax return filed with him. We would 
also request you to include the cost 
accountants in the Income-Tax Set­
tlement Committee referred to in 
Clause 58 of the bill and in the 
Wealth Tax Settlement Committee un­
der section 22(B) of the Act as pro­
vided in the bill. These two comittees 
are competent to consider such cases. 
It would be helpful if the parliamen­
tary committee would make a recom­
mendation suggesting the inclusion of 
members both of Institute of Cost and 
Works Accountants of India and the 
Institute of Chartered Accountants of 
India into these Committee. My last 
point is about the recommendation 
relating to the adoption of the Value 
Added Tax. This is a very sweeping 
change needed in the country. It is 
beitfg done by 8 countries, among 
whom the latest is the United Kind- 
dom. They have adopted this from 
various angles viz. that (1) it can be 
a very buoyant source of revenue;

(2) by inclusion of the retail and 
seTivces sectors in VAT, the tax base 
is very widely increased and this al­
lows substantial revenues to be raised 
at relatively moderate rates;

(3) its introduction can provide for 
a major restructuring of taxation;

(4) it provides to help exports at 
competitive prices to improve balance 
of payments; and

(5) it stimulates to‘place the proper 
emphasis to maximise thep rofit earn­
ings.

Morfe than anything else, our point ii 
that the system of corporate taxation, 
since it is related to the profits, gene­
rally induces the under-statement of 
taxable surplus created in the busi­
ness. This is done by the entrepreneur 
within the permissiveness of the tax 
law by exaggerating the expense side 
of the transactions or his being in­
different to efficiency stimulating as­
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pects of the management operations 
by effecting cost reductions. The more 
efficient one is as reflected by the size 
of the profit, the more he has to pay 
taxes. Here lies the utility of the 
Value Added Tax. I am not going into 
details. The aim of the VAT is to tax 
the product as it changes hands and 
as the value gets added to it. It is a 
multi-point tax and is primarily re­
sorted to by the Common Market 
countries. From the point of view of 
our country, it will be a great help for 
stimulating exports and improving 
the balance of payments position.

MR. CHAIRMAN: As a theoretical 
proposition, the VAT is interesting. 
As far as our bill is concerned 
it is completely outside our pur­
view. If it is within it. I would
have considered it as germane.
It is in the nature of an indirect tax. 
It is rather aimed at replacing both 
the indirect tax and the direct tax. I 
canot allow even any question on it. 
But whatever you have written about 
it in your memo, is interesting. The 
other two points that you had made 
are germane, viz. about cost accoun­
tants being considered for auditing 
purposes and as members of the com­
mittees.

SHRI M. R. S. IYENGAR: i  am 
making it (VAT) as an outside sug­
gestion.

MR. CHAIRMAN: The Finance Mi­
nister would not like us even to talk 
about it.

SHRI VASANT SATHE: Would
the VAT in any way enable to unearth 
black money; can it in any way be 
related to the objectives of this bill?

SHRI M. B. S. IYENGAR: Yes, Sir; 
very direcly so. That is what I was 
trying to explain.

SHRI VASANT SATHE: If so, ,can 
it, in any way, be incorporated into 
this bill even by the addition of cer­
tain sections?

SHRI M. R. S. IYENGAR: It would 
not be possible to do it in such a sim­
ple manner, because it is a major tax 
reform by itself. I entirely agree with 
the Chairman that it can be a different 
process of replacing both direct and 
indirect taxes.

MR. CHAIRMAN: It would need 
the scrapping of the Income-tax Act 
and the Central Excise Act. A new 
law will have to be written from A to 
Z. This law will have to be scrapped 
completely.

SHRI M R. S. IYENAR: My only
point is that sooner or later, maybe 
after 10 years, we have no option but 
to go towards it.

MR. CHAIRMAN: I entirely agree 
with you. It will be the privilege of 
some other select committee to study 
how the existing system of taxation is. 
I do feel that it is anachronistic in 
many ways; but certainly the VAT is 
not withing the scope of this Commi­
ttee's deliberations. We will consider 
the other two points whfch you have 
made. All the same, you are entitled 
to make a representation to the Fin­
ance Minister or the Prime Minister. 
Please don’t mistake us. That point is 
purely of academic interst to this 
Committee. Thank you very much.,
(The Committee then adjourned)
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3. Shri Rameshwar Thakur, Chartered Accountant, New Delhi.
4. Shri S. D. Nargolwala, Delhi Parsi Anjuman, New Delhi.
5. Shri Devendra Kumar, Secretary, Gandhi Smarak Nidhi, Delhi.
6. Shri Rup Narayan, Secretary, All India Prohibition Council.
7. Shri A. K. Karan, Secretary, U.P. Gandhi Smarak Nidhi.

I. Indian Revenue Service (Income- tax) Association, New Delhi.

(The witnesses were called in and they took their seats).

Spokesmen:
1. Shri P. S. Bhaskaran—President.
2. Shri S. G. Jaisinghani
3. Shri M. C. Joshi
4. Shri G. C. Agarwal
5. Shri P. Srinivasan
6. Shri B. Gupta

MR. CHAIRMAN: Before you
commence your evidence I may point 
out to you the Direction by the 
Speaker which governs your evidence.
It says:

“The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable to 
be published, unless they speci­
fically desire that all or any part of 
the evidence tendered by them is to 
be treated as confidential. Even 
though they might desire their evi­
dence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Parlia­
ment.” please proceed.

SHRI P. S. BHASKARAN: We
understand this Direction. We do not 
want any part of our evidence to be 
treated as confidential. At the outset, 
we w o u ld  like to thank you fo r  giving 
this organisation another opportunity 
to aP P ear before this Committee a n d  
give our evidence. On the last occa­

sion, there was a lot of discussion on 
whether problems of administration 
are within the scope of this Committee 
and I am glad that the Committee has 
now decided to head us on the pro­
blems of administration.

MR. CHAIRMAN: The Committee 
has decided nothing so far. The 
Committee wants to hear your views 
on certain matters which have come 
up before them relating to seniority 
rules specially. The Committee thought 
that your organisation must be heard 
again, after we heard the promotees. 
*jaA 90s;eqM  ua^e; uaaq s* q  uoispap o n  
But, we want to hear your views on 
this matter.

SHRI P. S. BHASKARAN: We are 
almost groping in the dark as to what 
exactlv the Committee would like to 
hear from us.

MR. CHAIRMAN: I have asked the 
Lok Sabha Secretariat to inform 
you precisely what the orom oteef
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had given and told us and if you feel 
there is nothing on that for you to 
jpiention, well and good, but if you 
think you have something to mention 
on that, you may do so. Have you 
received - Lok Sabha Secretariat’s letter 
dated 8th July 1974?

SHRI P. S. BHASKARAN: We re­
ceived it on 9th July, 1974. So, we did 
not get time to prepare a written 
memorandum on this point* But, in the 
course of this oral evidence, we will 
try to make our points as fax as possi-

* ble and subsequently we will try to 
supplement that by a written memo- 

\ randum. if you permit us.

MR. CHAIRMAN: If necessary.

SHRI P. * S. BHASKARAN: May 1
proceed on the basis of this letter? 
Before I deal with these points, it will 
be necessary to give a background of 
the creation of Class I Service in this 
Department, the things that have hap­
pened from 1944 till 1974—these are 
still happening today. Till 1944, there 

1 was no Class I Service in the cadre of 
Income-tax officers. This was created 
in 1944 with mainly two objects in 
view. First was to improve the morale 
and the efficiency of the department 
and the' other was the Administra­
tion's view that the then prevailing 
system of having a Class II Service 
did not produce sufficient officers of 
the requisite calibre. These were the 
two reasons—existing system did not 
produce sufficient officers of the re­
quisite calibre and they wanted to 
tone'up the morale and efficiency of 
the department. In the initial stages,

1 Vhen the Service was introduced, they 
decided to fill up the Service from two 
sources, direct recruitment and promo­
tions 180 per rcewtr of the posts were to 
be filled by direct recruitment and 20 
per cent bv promotion. This was the 
decision taken by the Government 
aftfer taking all the facts into consi­
deration. There were representations 
that the quota of 20 per cent was not 
sufficient for promotion and that it 
should be increased. The Government 
styd ‘No, we think that the quota of 
2$ per cent for promotion is quite

sufficient and there is no need to in­
crease this quota1. They took this de­
cision. But, the way the decision was 
implemented, is something surprising. 
From 1944 to 1950, they took 132 
officers by direct recruitment and in 
the same period they took 142 officers 
by promotion. If the quota had been, 
observed, against 132 direct recruits, 
only 32 promotees should have been, 
taken. But, this was 142,. that is, about 
110 more than prescribed legal quota 
for promotion.

MR. CHAIRMAN: Between 1944 and 
1950?

SHRI P. S. BHASKARAN: Yes. In 
19552, the seniority rules which were 
manifestly unjust to the direct re­
cruits were promulgated. In 1952, 8 
years after the creation of the Service, 
seniority rules were promulgated. 
According to those rules a pro- 
motee promoted in a particular 
year, say, in 1974, will be senior 
to the direct recruits who joined in 
1974, 1975, and 1971— the year of 
promotion and three earlier years. A 
promotee gets a weightage of seniori­
ty over ftfur batches of direct recruits. 
These rules were promulgated in 1952 
and they were applied retrospectively 
from 1944. Against the quota of 32 
promotees, weightage was given to all 
the 142 promotees, with the result an . 
illegal group of 110 persons were pla­
ced on the heads of other direct re­
cruits. In 1951, the promotion quota 
was raised to 33 1/3 per cent initially 
for a period of five years. I gave you 
the figures up to 1950. In 1951, the
quota was raised to 33 1/3 per cent
initially for a period of five years
and there was a lot of dispute, whe­
ther it was 33 1/3 per cent for ,all time 
to come or it was only for five years. 
From 1951 to 1956, when the
ratio was 66 2/3 per cent 33 1/3 per 
cent, 581 promotions took place
and about 579 direct recruits were 
taken. You will see this is al­
most 50:50, Three years weightage 
was given up to 1956. Thereafter, a 
note was added. The question of sen­
iority is under consideration.’ From
1952 on wards, direct recruits were
representing to the Government that
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the seniority rules were loaded 
against them; that they were making 
it worse by promoting people for in 
excess of the prescribed quota. But, 
during all these years, the promotees 
were in control of the department. 
They were the top officers in the 
department and we got no relief; 
not even a satisfactory reply from 
the Administration. We approached 
the Finance Minister in 1960. The 
then Finance Minister Mr. Morarji 
Desai, called both the organisations, 
the organisation representing the 
direct recruits and the organisation 
representing Class II promoted 
officers. They were heard in the prer 
sence of each other. He listened to 
what each group had to say. The 
Chairman of the Board and the 
Finance Secretary were also there to 
clarify matters. After hearing both 
sides, Mr. Morarji Desai said 'I am 
convinced that the rules have not been 
followed.’ He also mentioned that the 
violation of the rules has resulted in 
disadvantage to one group of officers 
and utter benefit to another group 
of officers. This was the finding of 
Mr. Morarji Desai.

MR. CHAIRMAN: When was this?

SHRI P. S. BHASKARAN: January, 
1961.

MR. CHAIRMAN: In what connec­
tion, did he give this?

SHRI P. S. BHASKARAN: In res­
ponse to our representation.

SHRI VASANT SATHE: Was this 
finding given in writing?

SHRI P. S. BHASKARAN: We have 
put in affidavits before the High 
Courts and the Supreme Court on 
two or three occasions. Government 
has not repudiated that statement.

SHRI VASANT SATHE: Has he
put his finding in writing anywhere?

SHRI P. S. BHASKARAN: I am
not aware whether he has put it in 
writing, but we have put it in our 
affidavit,

Now, we said that the quota rules 
were violated and the weightage rules 
were unjust. The other side clamour-'* 
ed for more promotions. So, he 
decided to hear the grievances of both 
sides in the presence of each other so 
that any wrong statement of fact could 
be pointed out by the other side. It 
was almost like a judicial proceeding 
that took place, in the presence of 
both the sides and in the presence of 
the Chairman and Mr. Dehejifa, the 
Finance 'Secretary at that time. In the 
presence of the officials of the two 
associations, it took place. Mr. Desai 
said, “you discuss it and come to an 
amicable settlement. In the alterna­
tive, I will give an award, I would not 
allow the status quo to remain.” This 
was in January, 1961. Till April, 1962, 
about 15 to 17 months later, nothing 
happened and the Government went 
ahead with promotions on the basis of 
the existing seniority rules. The direct 
recruits were left with no alternative 
but to go to the court for getting 
redress.

After having come to the finding 
that the rules have been violated and 
injustice has been done to one group 
of officers, we could not get any relief, 
and we had to go to the High court 
with a writ of mandamus. It was in 
April, 1962. The Government went 
ahead with promotions and we obtain­
ed a stay from the high court against 
the promotions. The Government gave 
an undertaking that all those promo­
tions would be provisional subject to 
the final outcome of the writ petition 
with the result that from 1902 on­
wards . . .

MR. CHAIRMAN: Who gave the * 
undertaking?

SHRI P. S. BHASKARAN: The
Union of India represented by the 
Central Board of Direct Taxes.

MR. CHAIRMAN: Did they give it 
on oath?

SHRI P. S. BHASKARAN: It is in 
the court records.

MR. CHAIRMAN: They gave an
undertaking before the court thap
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* pending the decision on the writ, 

whatever promotions took place would 
all be provisional?

SHRI P. S. BHASKARAN: Yes. 
Thsy said it was subject to the final 
orders of the court. The writ petition 
was heard by a Division Bench in
1963, and they admitted that injustice 
had been done, but on the question of 
relief the matter was referred to a 
Full Bench. The Full Bench heard the 
matter afresh in 1964 and they 
dismissed the writ petition. The Divi­
sion Bench differed on the question of 
relief only, and referred the question 
of relief to the Full Bench. The Full 
Bench, however heard afresh and then 
dismissed the writ petition.

MR. CHAIRMAN: What was the
basis of the rejection of the petition 
by the Full Bench?

SHRI P. S. BHASKARAN: The main 
contention was that the quota rule was 
not a statutory rule and we are not 
bound by the quota rule. That was 
upheld by the Full Bcnch. We went 
in appeal and the appeal wa3 heard by 
a Bench of five judges. We brought 
up mainly two aspects of the seniority 
rule. One was that the quota rules 
were violated, and the second was 
about the seniority and weightage 
rule which gave four years weightage 
being given to promotees. The Sup­
reme Court held that the weightage 
rule was all right, since persons were 
being promoted formed a very small 
percentage—20 to 33 1|3 per cent. So, 
in the context of the small percentage, 
33 1|3, the weightage rule was justified 
and they upheld it. Regarding the 
quota rules, the Supreme Court said 
that this is a statutory rule becauao 
under the rules you have to determine 
the quota for promotion and direct 
recruitment. You have made a deter­
mination that 33 1|3 per cent will be 
by promotion and 60 2|3 will be by 
direct recruitment. This determina­
tion, though not couched in a statutory 
form, would still be in exercise of the 

V powers under the rule, and so you are 
 ̂bound to follow that. So, the finding 
of the Supreme Court was that pro­
motions made in excess of the quota

from 1951 to 1956 and onwards are 
illegal and the relief granted to us 
was this; instead of throwing out the 
illegal promotees, they said, “adjust 
the promotees from 1951 to 1950 and 
onwards in accordance with the quota 
ruler

Then, in the context of the provi­
sional promotions to the cadre of 
Assistant Commissioners, they said that 
the seniority also has to be re-fixed 
in the cadre of Assistant Commis­
sioners. This was in February, 1967. 
Till April, 1968, the judgment was not 
honoured by the Central Board of 
Direct Taxes and nothing was done to 
implement it.

MR. CHAIRMAN: What do you 
mean by “honoured” ?

SHRI P. S. BHASKARAN: Nothing 
was done.

MR. CHAIRMAN: The Supreme
Courts judgment is binding on the 
Central Board of Direct Taxes as it is 
on any other agency.

SHRI P. S. BHASKARAN: But it
was not implemented. A fresh list was 
not drawn up. The consequential 
seniority in the cadre of Assistant 
Commissioners also was not given. On 
the other hand, they made some pro­
motion on the basis of the old senio­
rity list.

MR. CHAIRMAN: After the judg­
ment?

SHRI P. S. BHASKARAN: Yes. In 
November, 1967. That was clearly 
dishonouring the Supreme Court’s 
judgment.

MR. CHAIRMAN: Is it your view 
of the matter or they made promo­
tions in violation of the directions of
the Supreme Court?

SHRI P< S. BHASKARAN; They 
made promotions in November, 1967 
on the basis of the old seniority list.
It was in violation of the Supreme 
Court’s order, because unless you draw 
up a new list, it is a clear violation.
We were advised to file a contempt 
petition in the Supreme Court against
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the inaction of the Central Board 
against these orders. When the peti­
tion came up for hearing sometime 
during the last week of April, the 
Government undertook to file a senio­
rity list by the time the court reopened 
after summer vacation and on that 
undertaking the court did not pass any 
orders on the petition. On 15-7-1968, 
the seniority list purported to be in 
accordance with the Supreme Court's 
judgment was published. But it was 
made clear that this was only a revi­
sion of seniority in the cadre of ITOs 
and “we are not going to revise the 
seniority in the cadre of Assistant 
Commissioners/' We went again to 
the court with this list, and said that 
it did not give us relief and even the 
undertaking given in the high court 
was not honoured and the decision on 
the writ of mandamus oi lae Supreme 
Court was not being honoured. So, we 
amended our contempt petition and 
said that the list was not in accor­
dance with the judgment of the Sup­
reme Court.

In November, 1968, the Supreme 
Court said that if the list was not in 
accordance with the mandamus, steps 
should be taken in other places and it 
was not the forum to get the issu?* 
agitated there, and so they dismissed 
our petition. Again, we filed a petition 
in the Supreme Court itself under its 
inherent jurisdiction to clarify the 
judgment and see that it was properly 
implemented. That also was dismissed 
some time in 1969 saying that the pro­
per forum was the high court. When 
we found that they were ir>i inclined 
to accept it, we withdrew the petition 
and again filed a petition in the Delhi 
High Court for the proper implemen­
tation of the Supreme Court’s judg­
ment. That was in May, 1970. We 
had .mainly three grievances against 
the seniority list.

The first grievance v/as that with 
the (|uota of 66-2|3 and 33-113, that is, 
two direct recruits and one depart­
mental promotee, sOi against 600 direct 
recruits only 3Qp promotees could be 
Adjusted; not .more than that. But the 
Government nad adjusted more than 
that nttmferer. The seccftd contention

was that we shm ldhz  giwn seniority* 
in the cadre o f Assistant Commis­
sioners because all promotions are 
provisional. We wanted them to 
honour thair undertaking. The third 
contention was that the cube proceed­
ed in the Supreme Court on the basis 
that direct recruits come within the 
permanent vacancies. So, the quota 
ruAe should be followed for the per­
manent vacancies. The Bi*h Court 
fuUy accepted the first two conten­
tions. As against LOO direct recruits 
only 300 promotees coula be adjusted 
This was aocepted fully. Then they 
directed that seniority in the cadre of 
Assistant Commissioners should be 
given to those officers in accordance 
with the new seniority list. Regarding 
the third point, we withdrew that in 
the High Court. We did not press the 
point regarding the permanent vacan­
cies because the court gave the plea 
uWe do not have the figures of 
vacancies” .

One fundamental point is that diffe­
rent standards are applied by the ad­
ministration vis-a-vis direct recruits 
and promotees. When the Government 
was contesting our ulain: that vgeniority 
should be given in the cadre of Assis­
tant Commissioners the very govern­
ment was giving consequential senio­
rity to promoted officers in the cadre 
of Commissioners. As a result of the 
Supreme Court judgment the seniority 
of certain promotees improved in the 
cadre of Assistant Commissioners. The 
Board of its own revieed their senio­
rity in the cadre of Commissioners, 
refixed their pay and gave them all 
the benefits flowing from that. At the 
same time, regarding similar relief 
to the direct recruits they were 
contesting the claim in the High Court 
with the help of the Attorney-General 
and Solicitor-General. This was the 
double standard always adopted by 
the Board in ^dealing with the claims 
of direct recruits.

The judgment was delivered on 
25-3-71. Immediately, the Gwarnmen^ 
applied for a stay of the judgaaent. 
The Ce>urt refused to stay the judg­
ment. Then the Government made a
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written application “we have to All up 
*130 or some number of vacancies in 
the cadre of Assistant Commissioners, 
failing which the entire administra,- 
tion will come to a halt; so, we should 
be allowed to make promotions” . The 
court said “we will not stay, the 
judgment; you can make a new senio­
rity list and then make promotions” . 
This was in March 1971. In March 
1972 an appeal was filed in the Sup­
reme Court «ftd a stay was obtained. 
For a period of one year, they did 
not fill up 120 vacancies in the cadre 
of Atisittant Commissioners. So, public 
interest suffers only ii the vacancies 
are not filled up by promotees; it does 
not suffer if it is not filled up by direct 
recruits. They were keen on helping 
the departmental promotees. I will 
have to refer to this later on.

In March 1972 the stay was grant­
ed. They moved an appeal which was 
heard in April lfT2. In Augmt 1972 
the first judgment was delivered by 
the Supreme Court. I want to remind 
you that this judgment is about the 
implementation of the earlier judge­
ment; it is not a question of any 
adjudication of right. They 
held that upon 16.1.59 the seniority 
list prepared by the Government was 
correct, subject to the addition of 32 
more names of excess promotees. On 
16-1-59, the quota rule ceased to have 
application. So, the court directed the 
Government to have a seniority rule 
from 16-1-59. Under this judgement 
of 16-8-72 six months’ time was given 
to frame the new seniority rule and 

j the list. The Supreme Court also 
directed that consequential seniority in 
the carde of Assistant Commissioners 
has to be given to these officers.

I will now deal with rule-making. 
The Board sometime in September 
1972 called for representations from 
both associations regarding their sug- 
guestions on how the rules should be 
made. We gave a written represen­
tation as to how in our view the rules 
should be ihade. I understand the 
federation also gave a written repre­
sentation regarding the manner In 
which the new rule should be made.

After hearing both the sides, 
the rule was framed, we under­
stand, at a meeting presided over by 
the Cabinet Secretary, attended by the 
Finance Secretary, Personnel Secre­
tary and the Law Secretary and the 
Chairman of the Board of Direct 
Taxes. It was approved by 
the’UPSC and was promulga­
ted in the form of a presidential 
order in February 1973. The revised 
seniority list in accordance with the 
new rule -was also framed and filed in 
the Supreme Court. The parties were 
given opportunities to file objection 
against the revised seniority list. 
Both sides filed their objections to the 
new list prepared by the Government. 
We rsp ied to the objections1 o f  the pro­
motees and the promotees replied to 
our objections. Thereafter, there was 
is hearing extending over 10 days 
before the Supreme Court by a Cons­
titution Bench of five Judges after 
which the Supreme Court held the 
new rule *s fair and just. In the mean 
twwe; *in Msrth 1973 they made a num­
ber ot ad ^ioc •promotions on the basis 
of the Supreme Court stay order. In 
March ‘IOT3 after the*«ew rules were 
preiriulgated. About 59 promotions 
were*made wi the basis of the interim 
order df the court. It was made dear 
to the tffftaers'that these * promotions 
are ad hoc, ’purely temporary, they 
'Will be reversed or revised on the 
basis'of the final judgement of'the 
Supreme*Court on the validity of the 
riiles. In the promdtion order itself 
this was made clear by the Govern- 
Tnent. They were promoted without 
consulting the UPSC. They are bound 
to ' he > reverted in any ease because no 
eonMdtatiorrwith the UPSC has taken 
place. Theee promotions continued 
even* after of»e'year, which is an Hle- 
: gal thing. They have to be reverted. 
Unless‘the UPSC approves them in 
accordance with the rules, they have 
to be reverted. Much is made of this 
reversion. It was made clear in the 
promotion order itself.

MR. CHAIRMAN: . The UPSC will 
go by the seniority rule.

6HHI P. S. BHASKAPAN:
That is the grievance of promotees. If
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you want the rule of law it should 
have some sanctity. I want to say one 
thing more which makes the position 
very embarrassing for me. In March 
1973, 59 promotions took place on the 
plea of public interest. We concede 
there may be public interest. In Nov­
ember 1973 the Supreme Court fixed 
a date for hearing on 19th November, 
1973. The promotees wanted 
adjournment for three weeko. It 
was fixed on the 10th December, 1973. 
The case would have come up for 
hearing on the 19th November but for 
the request of the promotees. Bet­
ween the fixing of the case and the 
actual hearing another ba$ch of 4ft 
promotions were made by the Govern­
ment; again purely ad hoc purely 
temporary, without consulting the 
UPSC. We were really agitated that 
these promotions are not in the pub­
lic interest. While tfee hearing was 
taking place on the 10th some persons 
400 places below me were promoted 
on an ad hoc basis. We suggested, 
“If you want to make ad hoc promo­
tions, why don’t you make on the 
basis of seniority list so that there will 
not be reversions?” . We protested to 
everybody, the Chairman, the Finance 
Secretary, the hon. Minister lor Re­
venue and Expenditure and the hon. 
Finance Minister. The Finance Min­
ister called us and said, “Yes, I see 
the problem. But there is a certain 
commitment. So we may have to 
make these promotions. But once the 
iudgment comes, your rights will be 
protected.” We made clear our appre­
hensions that once the promotions 
were made, the relief will never be 
given to us. So, we said, don’t make 
promotions. In 1971, the promotions 
were held back for more than one 
year because the promotions would 
have benefited the direct recruits. In 
1973, could not they hold back the 
promotions for two weeks?

Still, there was the threat of agita­
tion work to rule by proitiotees and 
all that. Mr. R. D. Shah, the then 
Chairmin of the Board called us and

discussed it with us. j  should like 
to read the minutes of that. ;

MR. CHAIRMAN: You summarise
it.

SHRI P. S. BHASKARAN:
I would like to read the whole thing 
to give you the background of this.
It reads:

"I called for Shri P. S. Bhaekaran 
and ocher representatives of the
I.R.S. (Income-tax) Association for 
a meeting this morning. I explain­
ed to them how it was decided in 
the interest of work to make ad hoc 
promotions to the grade of Assis­
tant Commissioners and I.T.O. 
Class i. I made an appeal to the 
sense of loyalty to the service and 
the interest of the country and so­
ught their cooperation in making 
the working of the Department a 
success.

They appreciated the spirit in 
which the appeal has been made and 
assured that they would call on all 1 
their units and members of th  ̂
Association to extend full coopera­
tion in the implementation of the 
task before us. They reiterated, how­
ever, that an assurance should be 
taken from the Federation repre­
sentatives not to seek any adjourn­
ment of the hearing before the Sup­
reme Court and it should also be 
made clear to the Federation that 
once the court delivers the judg­
ment, it shall be implemented with­
in the shortest possible time.

They stressed that they were ex­
tending the cooperation despite * 
openly expressed fears in the minds 
of members that once the promo­
tions are made, the officers promo­
ted on ad hoc basis will not be re­
verted and that, therefore, their as­
sistance and cooperation is subject 
to the clear understanding that in 
the ev :nt of the Supreme Court up­
holding the new seniority rules, 
consequential reversions shall be 
made forthwith. .

They also desired that having re­
gard to their spirit of cooperation,
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the Federation should be asked not 
to cite the possibility of reversions 
from the proposed ad hoc promo­
tions as an argument in their attack 
on the seniority ru le. . .

We wanted them to give an assurance 
that the threat of reversions will not 
be used as an argument in the Supre­
me Court. It says further:

“ In any case, the Government 
Counsel will be instructed t0 oppose 
any move for adjournment and he 
would also clarify the circumstances 
in which it became necessary to 
m a k ad hoc promotions. I have 
given them the assurance and I 
thanked them for the cooperation 
which they have extended and ex­
pressed my appreciation to the 
spirit in which they responsed to my 
appeal to their sense of responsi­
bility.

The Association promised to make 
an appeal to the members to ensure 
that the Department’s work will not 
be allowed to suffer and it will be 
carried on with full vigour.”

Then, I read this:
“Later, Shri R. C. Pandey, (the 

Secretary General of the Federa­
tion saw me in response to my in­
vitation to him. I told him the 
fe^rs in the minds of the I.R.S. 
Association which have been men­
tioned above. He promised to ins­

truct their Counsel not to seek any 
adjournment of the hearing of the 
case before the Supreme Court. He 
also assured me that his Counsel 
will support the Government Coun­
sels effort to ensure that the hear­
ing does not get postponed.

He further stated that the Fede­
ration understands fully that once 
the Supreme Court judgment is 
announced, it will have to be imp­
lemented forthwith and that such 
implementation might involve re­
version of the officers who were 
proposed to be promoted ad hoc on 
a purely temporary basis/*

* This note, we understand, was sub-
^ mitted to the Minister for Revenue

and Expenditure and the Finance 
Minister and they approved this mote. 
It is thereafter that the promotions 
of 48 officers on an ad hoc basis took 
place, j  am mentioning these facts 
just to show in what circumstances 
the ad hoc promotions took place and 
a clear undertaking was given to us 
that once the Supreme Court upholds 
the seniority rules, the judgment will 
be implemented forthwith and rever­
sions will take place.

It is now about three months—the 
judgment as given on 16-4-74 and to­
day it is 11-7-74—and till today a 
person 400 places below me is work­
ing as Assistant Commissioner and I 
am still working as Income-tax Offi­
cer. The Government has not taken 
any single step to implement the 
judgment of the Supreme Court. And 
you want to hear us as to why the 
reversions should take place? Should 
I say anything more on these rever­
sions?

SHRI AMRIT NAHATA: I just
want to know how many associations 
there are in the Income-tax Depart­
ment of the I.R.S., Class I?

SHRI P. S. BHASKARAN: 
The direct recruits have got one 
Association, the Indian Revenue Ser­
vice Association. It has got branches 
We call them units. They are all over 
the country wherever direct recruits 
are there in sufficient numbers. But 
there is a central executive committee 
and a local executive committee for 
each unit.

SHRI AMRIT NAHATA: In your 
Indian Revenue Service, the Income- 
tax Department, amongst Class I 
officers, how many associations there 
are.

SHRI P. S. BHASKARAN: For
Class I direct recruits, there is one 
Association. The Class Ii officers and 
Class I promotees have get another 
Association. I would call it another 
association because, structurally, eacl 
unit in a State, sstfi the Bombay Gazet­
ted Officers* Asstocifctibn is an inde­
pendent entity. They have got an
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all-Indila Federation which affiliates 
all the local organisations. So, really 
there are mainly two Aa30ciationsf on 
for the direct recruits and the other 
for Class II officers and Class I promo­
tees, from Class Ii to Clafis I.

SHRI VIRENDRA AGARWALA: 
What is the percentage of direct rec­
ruits in the whole organisation?

SHRI P. S. BHASKARAN: 
In the wolo organisation, I think we 
must be about 30,000 or 35,000. "The 
direct recruits will be about 800. I um 
talking of officers upto the level of 
peon.

MR. CHAIRMAN: Take this way
from the direct recruits. to promotees, 
whether Commissioner or Assistant 
Commismoner or Inspecting Commis­
sioner or the ITO. Take the agree- 
gate number of officers and proraatees 
as against the direct recruits.

SHRI P. S. BHASKARAN: We have 
have been able to get the figures from 
the Pay Commission's report which 
wc take as authentic. The figures are 
under Income Tax—Chra II—1738
Class I—1293 and this 1293 includes 
both the? direct Tecruits and promp- 
tees.

MR. CHAIRMAN: About 50-50 ap­
proximately.

SHRI P. S. BHASKARAN: 
Yes.

MR. CHA1MAN: You have explain­
ed the* entire gamut o f ’ the litigation. 
The other peope hawe also been un­
happy with the Board and they have 
been even >nore unhappy with the 
Board. I do not know what the Board 
has to do.

We are concerned with a limited 
purpose and it is this: to be able to 
bring about the streamlining of the 
administration. In £ha$t context, <this 
sort of discontent and rancour bet­
ween the direct tecruits and the pro­
motee is something extremely un­

healthy. The committee is not the 
forum to go minutely into all these 
matters.

One simple question I want to ask 
you. Whatever may .have.been the 
cause -for the Government1 t o .remain 
sleeping, having made the? quota, <xmce 
80-20 and then 67:33, etc., if they 
only have changed the rule in time, 
nothing could have prevented them 
from changing the rule.

SHRI P. s .  BHASKARAN: They 
tried and they failed. That ia our grie­
vance. In 1*00 they tired it. They tried 
it from 1957 onwards. The UPSC said, 
‘No. We •> will not allow because 
there is ^general Government poMcy 
regarding ditect recruitment and 
promotion and/there are quota fixed, 
it is. not lor income tax* services atone, 
it is applicable for all the servtees.’ Ii 
you kindly see our memorandum, 
have appended an annexure I 
the percentage for promotion for 
about 15-20 Class I Services. 50 per 
cent is the highest and that is in the 
Income Tax Department.

MR. CHAIRMAN: Even if the De­
partment thinks that it should not be 
50 per cent, it cannot do?

SHRI P. S. BHASKARAN: Unless
it falls within the overall policy of the 
Government.

SHRI IH. M. PATEL: I think you
would not wish to go into the merits 
of the matter. Even if you do, I would 
like to aay that it is said that the 
Government has not acted even in ac­
cordance with their own policy pro­
nouncements. Therefore, for us to «ay 
that the Government had certain rights 
and that it could have done certain 
things and would not have had no op­
tions, etc. is not really the mateial 
question ■at all.

JAR. CHAIRMAN: I was actually
seeing ’ it .from a . different angle. Since 
this question their internecine con­
flict is going into^the root of the ad­
ministration and it isnfcilUng ’the ad­
ministration, I was thinking, whether 
we can recommend to the Government 
to reconsider the rule. Whether it is



307

necessary— that is what I was think­
ing?.

SHRI H. M. PATEL: In fact we are 
all interested in these matters because 
these are the officers on whom depends 
the efficiency and improvement and if 
this kind of inter-relationship exists 
and if there is perfect justification on 
both aides which may feel that the law 
exists on its side, I think either the 
Central Board of Revenues or its 
Chairman should call a meeting to-day 
and it is their duty to settle this mat­
ter and if they have not done, it seems 
to me that the Central Board of Reve­
nue should be taken to account as to 
why they are not settling it. Have 
they made any proposal to the Central 
Government to bring about a settle­
ment which the Central Govern­
ment has not accepted? After 
all this matter is going on—I do not 
know—for how many years. They 
niU3t be concerned about it.

MR. CHAIRMAN: From 1902 it is 
going on.

SHRI P. S. BHASKARAN: From
1950.

SHRI H. M. PATEL: Therefore,
the Central Board ateo is deeply con­
cerned.

MR. CHAIRMAN: We will ask
them and they will reply to us. So 
far as Mr. Bhaskaran is concerned, it 
is this that the other people feel very 
seriously aggrieved On account of the 
rule as interpreted by the Supreme 
Court and one of the grievances »was 
that they have been promoted and 
worked for so many years and now 
they will have to go back. It is a hu­
man problem.

SHRI P. S. BHASKARAN: j told 
you the circumstances in which they 
became Asst. Commissioners. Would 
you tell me that they should not go 
hack on the facts? You consider it 

a human problem. The same human 
problem applies to me also. Injustice 
has been done to me, A man -400 
places; belpw me has been .promoted 
over ipe. We pleaded with the Chair­
man, ‘Don’t make the promotions. 
There is a human problem. How will 
these officers face their sons and fami­

lies? You have waited for one year. 
Please wait for one month more.’ I 
also made an appeal to the Chairman 
and MRE also.

MR. CHAIRMAN; We leave it at 
that. They have made a case.

SHRI H. M. PATEL: You put this 
point also from a human angle. But 
Mr. Bhaskaran, I think, has correctly 
replied that the human angle applies 
on both sides. I think the fact must 
not be overlooked that what we are 
concerned about is the implementa­
tion of the Supreme Court's decision. 
Even if in the implementation certain 
hardships arise, then that can be reso­
lved by well-wishing persons inter­
vening and bringing about a settle­
ment. First of all, they must be as­
sured that the Supreme Court’s judg­
ment will be honoured. You did not 
like the use of the word at one stage.
I do say honouring the judgment <Joes 
arise. Therefore, if there is anything 
at all to be done by the Government, 
we shall say that the Supreme Cour’s 
judgment must be honoured in letter 
and in spirit and having done that, in 
which case if certain practical diffi­
culties arise for individuals, I have no 
doubt even Mr. Bhaskaran and com­
pany, despite their hard feelings, will 
also agree, should be corrected.

MR. CHAIRMAN: Ours is a very
limited purpose. As a Committee 
looking into the problem of stream­
lining the administration, if there was 
anything, we should recommend to 
the government to bring about some 
sort of a reapproachment between the 
two sets of officers. That was the pos­
sibility we could explore.

SHRI VASANT SATHE: In this 
annexure you have also given the fi­
gures of percentage of IAS, ICS, Cus­
toms and Central Excise. In Customs 
and Central Excise we find that the 
percentage is 50 per cent as in In­
come tax. Wlhen was this percentage 
ih Certtral Excise and in Income Tax 
brought to 50 per cent.

SHRI P. S. BHASKARAN: In 1973 
\t was brought in Income-tax to fifty
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per cent but with retrospective 
effect, with effect from 1959. The 
Supreme Court struck down the 
seniority list from 16th January, 
1959. In the judgment of August, 
1972 they directed them to make a 
fresh seninority list from 16th Janu­
ary 1359. The fifty per cent was 
introduced in 1973 with effect from 
16th Januaryf 1959.

SHRI VASANT SATHE: Has that 
been struck down?

SHRI P. S. BHASKARAN: That
has been upheld by the Supreme 
Court.

SHRI VASANT SATHE: You have 
no grievance about that?

SHRI P. S. BHASKARAN: We
have grievance but we have accept­
ed the inevitable.

SHRI AMRIT NAHATA: Does he 
not realise that this is internecine 
civil war going on between two 
classes Of officers in the same de­
partment over a pretty long period? 
Is it conducive to efficient tax ad­
ministration?

SHRI P. S. BHASKARAN: This
internecine fight has been there be­
cause of the wrong policies of the 
Central Board of Direct Taxes. The 
administration in the Board acts as 
a super power over the department; 
it is not responsive and it is wooden. 
That is\ responsible for tjhe ills of 
the department.

MR. CHAIRMAN: What is to be
done?

SHRI P. S. BHASKARAN: I de­
monstrated to you that an inspector 
could become chairman, not because 
of the rules but because 
of the wholesale, deliberate viola­
tion of the rules. Against 32, 142 
persons were promoted and given 
weightage. Can any rights be based 
on such wholesale violation of rules? 
What about my rights? 110 persons 
illegally sit over me. Is it not injus­
tice? It is an act of extreme cruelty. 
Any day Government will issue pro­
motion order where a person 100 
places below xne is being promoted

as Commissioner. Why? Because the' 
Supreme Court denied me relief. 
They said: you came late. Is that 
administration? You talk of human 
problem. Is there not a human prob­
lem if a person 100 places below me 
is promoted as Commissioner while 
I am still an assistant commissioner?

•SHRI P. G. MAVALANKAR: 
Perhaps this is not the place where it 
could be discussed at length. We all 
agree that the writ of the Supreme 
Court should be honoured in letter 
and in spirit. From what has been 
said now, it appears that the writ 
of the Supreme Court had not been 
honoured. We must have from the 
Government an explanatory note 
with regard to the points made out 
by Mr. Bhaskaran and his colleagues, 
what the Government point of vie^ is.

MR. CHAIRMAN: We will ask
them to give us a note on that.

SHRI P. G. MAVALANKAR: 
Could we not include this matter in 
the general compass of efficient tax- 
administration.

MR. CHAIRMAN: We could refer 
to this matter generally in <mr re­
port because it directly affects tax 
administration; if two classes of offi­
cers quarrel, it is not going to bene­
fit the exchequer or the assessee.

SHRI P. S. BHASKARAN: On 17th 
November, 1972 the Finance Minister 
addressed a meeting of the federation 
of the promotee officers; it is here in 
the memorandum and I want to read 
two paras from it.

MR. CHAIRMAN: You have sent 
us that.

SHRI P. S. BHASKARAN: May I
refer to a statement which I have
given as annexure II. These figures 
were taken on the basis of cadre
strength of 1972. r

MR. CHAIRMAN: Today the per­
centage may vary and because the 
percentages may vary, the chances of ] 
promotion may also vary. The state-' 
ment is here. _
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SHRI P. & BHASKARAN: It will 
depend upon the number of Class I 
posts.

SHRI VASANT SATHE: Suppos­
ing, in future, two persons are re­
cruited one directly and the other 
through departmental promotion. 
When they become Class I Officer 
from Class II, they should be on par 
from the date of their appointment. 
What have you to say about this?

SHRI P. S. BHASKARAN: The
date of appointment had never been 
the basis of seniority in this depart­
ment. If you apply 33-113 and weigh- 
tage instead of the other method i.e., 
roster, the promotees would not get 
any advantage as a class,

SHRI VASANT SATHE: You can­
not have it both ways.

SHRI P. S. BHASKARAN: So, up­
to 1966, you give them from the date 
of appointment. Because date of ap­
pointment benefits them upto 1966; 
thereafter, date of appointment does 
not benefit them. The judges have 
observed in the judgment that the 
promotees have not given any ra­
tional alternative.

MR. CHAIRMAN: You please leave 
it at that.

SHRI AMRIT NAHATA: Apart 
from all these rules and regulations, 
policy of the Government as well as 
of the UPSC, would you please tell 
me what advantages or superiority

II. DR. Reharilal

(The witness was called in and he 
took his seat).

MR CHAIRMAN: Before you com­
mence your journey, I may point out 
to you the Direction by the Speaker 
which governs your evidence. It 
says—

‘The witnesses may kindly note 
that the evidence they give would be 
treated as public and is liable to 
be published, unless they speci­
fically desire that all or any part 
of the evidence tendered by them 
is to be treated as confidential.

does a directly recruited officer has 
over a promotee?

SHRI H. M. PATEL: It is the Gov­
ernment which gives them certain 
rights, not that they have assumed 
any right.

MR CHAIRMAN: Whatever may 
be the position, they seem to say 
that they should be given a chance 
according to the quota and the rules 
established.

SHRI P. S. BHASKARAN: If you 
permit I can only read out the speech 
of the Finance Minister.

MR. CHAIRMAN: He wants your 
opinion.

SHRI P. s. BHASKARAN: This
is the policy which applies to all 
Central officers.

SHRI AMRIT NAHATA: We know 
that policy. But I know of a person 
in a railway who has proved him­
self to be far more efficient than 
many directly recruited all India 
Service offices.

MR. CHAIRMAN: We will consider 
whatever you have stated. Our 
opinion on this matter will be con­
fined to a very very limited issue. 
We arc not sitting on judgment. It 
is for them to adm'nister the law. 
If there are certain principles to be 
evolved which would smoothen their 
j  elations, the Committee would be 
happy to do so.

(The xoitnesses then withdrew)

Kanaiyalal, Ahmedabad.
Even though they m ght desire 
their evidence to be treated as 
confidential, such evidence is Ha- 
able to be made available to the 
Members of Parliament.’*

Please start your evidence.
DR. BIHARILAL KANAIYALAL; 

Mr. Chairman, Sir, and hon. Members,
I am grateful to you for giving me an 
opportunity to submit my views on 
thin Bill. As far as the objective of 
the Bill is concerned, I don’t think 
there may be any difference of opi­
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nion. I would only say that there 
will t e  far-reaching effects on the 
administration of the direct taxes in 
the country. I would straightway 
come to the various aspects of the 
B.11, The first one would be about 
the black money. Sir, it has been 
felt that black money has caused an 
adverse effect on the economy of 
the country though we are not cer­
tain about the quantum of black 
momey. But we can certainly say 
that the quantum is definitely of that 
magnitude that can put the economy 
out o f gear. As far as estimates are 
concerned, they vary substantially. 
The mtimate of Prof. Kaldor in 1956 
was of the value of Rs. 200|300 
croroes in 1953-54, whereas that for 
the Central Board of Revenue was 
much lower.

If I copie to causes of creation and 
proliferation of black money, they 
are manifold. I would only refer to 
4-5 of them. The first one is the 
h gh rate of taxation. It was as much 
as 97.75 per cent for a certain period. 
Next is, continued shortage of raw 
materials, fuel and finished products 
ultimately resulting into extensive 
policy of control, licensing and per­
mits which have led to malpractices. 
Next would be, because of shortages, 
the supplier would try to d ctate the 
price and the mode of payment. I 
would illustrate this. Let us say, 
there is a factory owner who has 
already got the quqota and permit of 
coal but has not received the coal. 
Then, to keep the production going, 
he will be forced to buy in the open 
market. But, then, the supplier will 
dictate the mode of payment, which 
obviously would mean that he would 
accept part of the price in cheque 
and part of it in cash. To keep the 
production going, he will b* compel­
led to do this and he will be driven 
to this position. When he makes 
such payment in cash, he has to ob­
tain cash and this he does when he 
sells his finished product. Th;s 
creates a vicious eircle of dealing in 
black money. Furthermore, because 
of continued rise in prices which has 
been I here for some time and be­

cause of the inflationary pressures 
which are mounting, it has become 
difficult for men of moderate meant*' 
to make both ends jneet and they 
are driven to the position of avoiding 
taxes. There is one more point* 
Smuggling has posed a big problem. . 
Until it is substantially checked, 
somebody has got to make payment 
in fore:gn exchange for these smug­
gled goods. It seems, this is being 
done by over-invoicing the imports 
and under-invoicing the exports. 
These are generally the main features 
of the creation and proliferation of 
black money.

I appreciate that the Government 
of India, on the recommendation of 
the Wanchoo Committee, have reduc­
ed the income-tax rates at the highest 
slab from 97.75 per cent to 77 per 
cent. I am of the opinion that this 
would result in increase in revenue; 
there will be push in the economy 
and that the urge to avoid taxes will 
be reduced. I am also of the opinion 
that there will be a good response to 
th’s action. I would submit and urge 
that a fair trial may be given to this 
action, because there is a bound to 
be a time leg between the reduction 
of taxes and increase in revenue. I 
would like to illustrate this. In the 
USA, when they rcduced the income 
tax rates frrom 91 to 77 per cent in
1964, the revenue started increasing 
only in 1966. Again, when they re­
duced the rates further to 70 per cent 
in 1965, the effect of increase in reve­
nue was felt in 1967. If a fair trial 
is given, I am sure there will be a 
good response. While I am on the 
subject of taxes at the highest slab,
I may also add that there is a need 
to link the rise in cost of living w:th 
the exemption limit. I welcome the 
raising of the limit from Rs. 5,000 to 
Rs. 6,000. But, this is not commen­
surate with the increase in cost of 
l vmg. There are two options for 
the same. One is to raise the limit 
of Rs. 6,000 to a particular: higher 
figure or keep this Rs. 6,000 as ex­
emption limit, but instead of giving 
at the first slab it may be given in
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the Anal slab of an assessee’s income.
11 would: illustrate this.

MIL CHAIRMAN: You are speak­
ing on rationalisation of the law. 
Has it any direct bearing on the 
question of tax evasion?

DR. JBEHARI LAL KANAIYALAL: 
Noc.

MR. CHAIRMAN: I would request 
you to come to the question of tax 
evasion.

SHRI P. G. MAVALANKAR: While 
welcoming the reduction of tax rates 
from 97.75 per cent to 77 per cent, 
he mentioned that certain time lag 
was necessary before we can get the 
results out of it. How much time 
lag does he suggest, two years or 
three years? He mentioned the US 
example. I think he said two years.

MR, CHAIRMAN: What, accord­
ing to you, should be the reasonable 
time?

DR. BIHARI LAL KANAIYALAL: 
Past experience: shown that it should 
be about two years^

SHRI P. G. MAVALANKAR: If
aftefc” twot* or three years the experi­
ence <iŝ  that the measure does not 
pay in terms of higher revenue, 
wwitd the* witness' suggest further 
reduction in the rates or would he 
suggest that we should go back to 
the higher rate of taxation?

DR. BIHARI LAL KANAIYALAL:
I do feel that that eventuality may not 
arise. I think there will be an in­
crease in revenue.

SHRI P. G. MAVALANKAR: In
other words, would he still want that 
we should go down from 77 per 
cent

MR. CHAIRMAN: Mr. Mavanlan- 
kar,. he'«ay» that a fair trial should 
be gijven.. He is sure and he is opti­
misticf about human nature also in 
this country. He feels that they are 
bound to respond to thi& reduction 
in taxes.

DR. BIHARI LAL KANAIYALAL: 
The second aspect of the Bill is about 
charitable trusts. It has been con­

templated that the relief will be 
withdrawn for those trusts who were 
created on the basis of caste and 
community before 1st April 19&2. I 
would say that they were formed by 
the settlers in view of the conditions 
prevalent then. It would be appro­
priate if the effect is given not retros­
pective but prospective. Sir, human 
nature being what it is, a person first 
thinks about his family. We say 
‘Charity begins at home’. Then, gra­
dually, he thinks about his neigh­
bours, his township, his community, 
his village, his State, his country and 
then mankind as a whole. This is 
human. Voluntary service organisa­
tions have their role to play in almost 
all democracies of the world. It has 
been accepted that they have playea 
a useful role, more particularly in 
times of natural calamities. Most of 
our leaders have paid handsome tri­
butes and compliments to such insti­
tutions. The Direct Taxes Enquiry 
Committee in Para 3.48 of their re­
port have said that by tradition, pri­
vate philanthropy has catered to the 
educational, medical, socio-economic 
and religious needs, of our people. I 
also feel that voluntary organisations 
sustain democratic processes and help 
the people to acquire a habit of self­
reliance and not rely upon the Gov­
ernment for everything. The sa:d 
Committee, in Para 3.50 of their Re­
port. have also quoted the observa­
tions of the Public Accounts Com­
mittee (121st Report— 1i960-70),
wherein, the PAC observed that the 
laws should be so drafted that they 
create a congenial atmosphere for 
the growth of such institutions.

MR. CHAIRMAN: Therefore, what 
is your suggestion?

DR. BIHARI LAL KANAIYALAL: 
There should not be any enactment 
that wou’d cripple such institutions.
But th?y can purposefully.......

MR. CHAIRMAN: Which clause
you have in mind, that would cripple 
such institutions?

DR. BIHARI LAL KANAIYALAL:
I am coming to it immediately. Gov­
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ernment had recognised the utility of 
such institutions and they have also 
said that hey were generous in tax 
treatment. The position is two-fold 
here. One is about ban o*n investment 
of moneys of the trusts.

MR. CHAIRMAN: You are on
clause 6?

DR. BIHARI LAL KANAIYALAL: 
Yes, Sir. It is about the total ban on 
investment of trust moneys in com­
panies. I can appreciate the anxiety 
that the trusts should not be allowed 
to misuse the money to acquire con­
trol over the companies through the 
money of the trust. I appreciate 
that position. There are no two opi­
nions on the same. But, as we know, 
the prices are increasing and the 
inflationary pressures are there, and 
if the trust would like to continue 
the same activities as they are doing 
today, they will have to curtail it. 
Therefore they would like to invest 
it in a manner which could give 
them a good return.

The same could be done excluding 
the possibility of the trustees to ac­
quire control over any companies. 
The Bombay Public Charitable Trust 
Actr 1950, section 35, provides for the 
norms of investment by the trusts. 
I say from the experience that we 
have in Gujarat and Maharashtra 
that the Charity Commissioner does 
not permit any investment in any of 
the companies without prior permis­
sion. They do take care that the 
investment is allowed in good com­
panies in which the trustees are not 
interested even as directors. A provi­
sion could also be made that the vot­
ing right of such shared remains with 
the charity commissioner.

I have' with me here two letters 
from the Charity Commissioner to 
the trusts where permission is given 
under a specific condition. So, due 
care is taken to see that moneys are 
not misused and a cushion is provid­
ed for a better return for* maintain­
ing the same activities.

If the underlying idea is not to allow 
the flow of trust funds to the private 
sector industries, if that is so, then 
there are tw0 points of view. -

SHRI VASANT SATHE: Not at the 
cost of the society. Why do you want 
ahy concession if investment is made 
in the private industry of your choice? 
That is the basic principle.

DR. BIHARI LAL KANAIYALAL: I 
would say not of the choice o* the 
trustees but of the choice of the Cha­
rity Commissioner.

SHRI VASANT SATHE: Even with 
the choice of the Charity Commis­
sioner, why should you be given an 
advantage of concession by way of 
being a trust to an investment in the 
private sector? Why should they not 
utilise the fund as any other private 
stector would do?

DR, BIHARI LAL KANAIYALAL: 
To carry on the same activities as they 
have been hitherto doing, and just 
because of the price rise they have to 
curtail their welfare activities. I 
would also add that if the LIC and the 
Unit Trust are also allowed to invest 
in the private sector industries for 
better returns why should that bene­
fit not be extended to the trusts?

SHRI VASANT SATHE: Do the LIC 
and the Unit Trust have the same 
concession?

DR. BIHARI LAL KANAIYALAL: 
They do not ha-ve. Their sphere of 
work is different. The LIC and the 
Unit Trust have a different role to 
play. The charitable trusts are work­
ing solely for the purpose of welfare 
activities. This is also for assisting the 
activities of the Government.

SHRI VASANT SATHE: The Gov­
ernment will take care of itself in re­
gard to the welfare activities. Why do 
you want to pay a premium on a so- 
called charitable trust for utilising its 
money to help the private sector get­
ting easy money? Our main grievance 
is that the private sector creates a 
trust. This is an ingenious media of 
creating trust, getting concessions and



getting the money for their benefit 
and avoid taxes. How will you prevent 
that?

t>R. BIHARI LAL KANAIYALAL:
If the new companies are being start­
ed, and if finances are being provided 
to the new companies, for financing 
the project, that is one thing. But if 
the company is standing on its own, 
and has a good standing, the trust 
buys it for a better return. The fin­
ance is already with the new com­
pany, when the company was first 
formed and when the shares were first 
subscribed. The sole idea is, a better 
return and for a cushion against the 
price rise.

When I was saying about applying 
the provision prospectively, and if the 
Committee is not of that view, I 
would only request that you may at 
least show one concession or one ex­
emption as far as such trusts are con­
cerned. In so f&r as the hostels for
the students are concerned, I would 
request a change to be made that
instead of section 13, section 10(22)
be applied.

If the Committee decides not to 
change its mind and apply the provi­
sion as it is, I would still submit and 
urge that at least a change be effected 
go far as the hostels for the students 
are concerned and that the hostels be 
governed by section 10(22) of the 
Income-tax Act instead of section 13, 
inasmuch as such trusts can be allow­
ed to get the expenditure incurred on 
these hostels deducted while the com­
putation of income is calculated, be­
cause a good number of hostels do 
exist, and if the provisions made ap­
plicable as it is in the Bill* probably, 
a substantial number shall have to 
close down, and that would only r®811** 
in a further youth unrest which, I 
believe, is not very desirable. So, I 
would request that if such trusts are 
not allowed any deduction in commut­
ing the taxes and the income-tax is 
levied at 65 per cent, at least this 
exemption should be allowed.

I would further say that if the Com­
, mittee is of the opinion that the Pro- 
K vision should be kept as it is, then all

those trusts who are based on caste 
and community before 1-4-1962, if they 
are willing to come within the main­
stream of thought revailing today and 
who are not permitted to do so be­
cause of the duty cast by the settlers 
decades ago, some provision may be 
so made that this Comnffttee should 
make recommendations to the appro­
priate authorities that such willing 
trusts be allowed to come within the 
mainstream and change the character 
of that trust into a secular one. For 
doing this, the existing procedure to­
day is that the trusts have got to move 
the court. The court in turn puts out 
an advertisement, asking for any objec­
tions from the public. This is a long 
process and it causes a lot of delay. 
When this provision will be made ap­
plicable, even those trusts which would 
like to move with the times, with the 
thoughts of the Government, they 
would not be able to do it immediately.
I see no reason why there should be 
any time lag for such trusts which 
would like to come to the mainstream. 
There should be a recommendation 
from this Committee to the appropriate 
authorities that some shortest possible 
methods may be devised, like the trusts 
passing a resolution, so that they can 
become secular. This may be filed 
with the income-tax authorities or the 
Charity Commissioner. This should 
be treated as a change in the character 
rather than the present dilatory pro­
cedure. I would request that there 
should be some recommendation about 
such trusts which are willing to come 
into the mainsrteam of We.

I now come to anonymous donations 
to the trusts which, according to the 
contemplated provision, would be 
taxed at 65 per cent. I do not defend 
black money at all. But there are some 
points which we have to consider for 
practical purposes. Suppose a Person 
has donated anonymously Rs. 10,000 to 
a charitable trust. Had he shown this 
Rs 10,000 in his income, he could have 
retained Rs. 2,300 assuming his tax is 
at the highest slab, and he wouW have 
paid income-tax of Rs. 7,700. InthU 
case, he parts with the entire *^10,000 
retaining nothing with hfen. Had he

3031 LS—21
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paid Rs. 7,700 as tax to the govern­
ment, that would be used for welfare 
and administration. Now he has paid 
the entire Rs. 10,000 to be used for 
welfare activities. Here we must re­
member that perfect and ideal condi­
tions do not exist in'practical life. The 
Government of India even during the 
past had dealt with such cases on 60:40 
scheme. Now if a person donates the 
entire Rs. 10,000 without retaining 
Rs. 2,300, let the law allow him to 
repent for the wrong he has done to 
the society.

MR. CHAIRMAN: Do you realise
that by this method hrWould take full 
credit? Under the 60:40 scheme he 
does not take credit. I think it is an 
arguable point.

DR. BIHARI LAL KANAIYALAL: 
According to me, he does not. get any 
credit. If he wanted, he could have 
retained Rs. 23,00. —

SHRI P. G. MAVALANKAR: Even 
if it is anonymous, would it be ethical 
to allow that money to come into the 
charitable trust?

MR. CHAIRMAN: The witness says 
that it can be taken as expitation for 
the past sins.

DRV BIHARj LAL KANAIYALAL: 
There is one more point. There are 
quite a few limited companies which 
are giving donations to trusts, which 
are of course exempted from income- 
tax, in which the directors of the com­
panies axe interested Law are provid­
ed for that.

SHRI P. G. MAVALANKAR: The
point that the witness is making is 
that according to the present law it is 
permissible, for the Managing Director 
of a company to give donations from 
the profits of the company to the 

various trusts in which he is interested. 
Of course, it is made public. Most of 
these trusts are not public trusts but 
family trusts created by the Managing 
Director. The question is whether that 
is ethicaL

MR. CHAIRMAN; This Bill proposes 
to tackle it to some extent.

DR. BIHARi LAL KANAIYALAL: 
There are some small points about the 
collection of taxes. Funds for TB 
seals or for jawans' fund, or for the 
annual fetes or fuhd-raising program­
mes of the voluntary service organisa­
tions may also be exempted from this 
provision. Similarly, small denomina­
tional notes and coins offered to the 
temples may also be exempted from 
the provision of incomes from anony­
mous sources.

Then I come to clause 36, searches 
and seizures. The question is whether 
the present powers are adequate or 
inadequate. Is it the inadequate or 
injudicious use of the same which is 
not giving the desired results? Some­
times more powers may not be. neces­
sary.

As far as searches are concerned, a 
provision has been made that certain 
entries in the account books or certain 
receipts found at the premises of the 
assessees for which no proper expla­
nation has been given will be treated 
as concealment for which they are 
liable for prosecution and penalty. 
This is fraught with some danger. 
Suppose there are some dissatisfied 
employees. The books of the assessees 
are written by them. Suppose they 
make some fictitious entries even if 
the assesrfee is honest, he will be put 
to hardship and harassment and even 
to blackmail. I am referring to the 
entries in the account books and re­
ceipts made by the employees in their 
own handwriting for which naturally 
the assessee would not be able to give 
any explanation. Once he cannot give 
an explanation he will be deemed to 
be at fault.

MR. CHAIRMAN: Is it about pre­
sumption?

DR. BIHARi LAL KANAIYALAL:
I am referring to account books and 
documents found at the premises o f 
the assessees. The onus is on them. 
My accountant or an employee may 
do it. The handwriting will be the
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flame; the signature will be the same. 
If they are dissatisfied for one reason 
or other, they can post a ficititious en­
try or receipt of which I may not have 
any knowledge because I will not be 
writing books of accounts everyday, or 
having a look at them everyday. There 
is a presumption which I will be never 
ablfe to explain. •

MR. CHAIRMAN; It is a rebut­
table presumption.

DR. BIHARI KANAIYALAL: But
the handwriting will be the same; the 
person's signature will be the same 
because he win be duly authorised 
persons by me.

MR. CHAIRMAN: Are you sugges­
ting that the law should not provide 
for such a presumption?

DR. BIHARI KANAIYALAL; The 
onus should be on the Department to 
prove that. How am I to prove some­
thing of which I have no knowledge?
I will be open to black-mail by me 
employees.

Then, I would only request that the 
Income-tax authorities should give at 
least a substantial proof before they 
start the search of an assessee. It 
should not be on basis of flimsy rea­
sons or any anonymous letter.

MR. CHAIRMAN: “If he has rea­
son to believe”—that provision is al­
ready there. There are the conditions 
prescribed and he must have the rea­
son to believe that those conditions 
exist.

DR. BIHARI KANAIYALAL: Sir,
let U be judiciously applied.

As regards the concurrent jurisdic­
tion, I understand, it is provided for 
utilisation of the services of an officer 
who has presently finished the job and 
who is likely to be given some other 
job He can ask the other ITO to deal 
with the case. This would create 
hardship to an assessee. The assessee 
will have to go f r o m  o n e  ITO to other 
ITO and may be then to another ITO. 
As far as part-heard cases are con­
cerned these should be completed by 
one ITO. If at all, this provision has

been put on the assumed relationship 
between an assessee and the ITO, I 
think, the corollary can be extended 
further and there could be an assumed 
relationship between an assessee and 
more than one ITO. No machinery 
based on distrust of the Government 
officers and the assessees can ever 
succeed. The only alternative is to 
improve the national character. If at 
all this is the basis of putting the 
provision, it will not serve its purpose.

As far as the penal provisions are 
concerned, I would say that linking o f  
penalty to tax rather than income and 
wealth is a good suggestion. But as far 
as the penalty for late returns in the 
case of new assessees is concerned, I 
believe, it is very harsh. The late sub­
m ission  of returns will be treated as 
concealment. Here again, the danger 
lies that there may be certain allow­
ables and certain disallowables. In 
that case, the new assessee may not 
know his exact position. It will be 
deem ed to be a concealment and the 
penalty is very harsh. I have no 
defence to the mala fide defaulter.^ I 
would suggest that such a provision 
should not be used for augmenting 

revenues but as a deterrent to a mala 
fide assessee.

As far as the automatic lien of tax 
ig concerned, it may create serious 
working difficulties. Suppose I am go­
ing to buy shares of somebody else 
which are either in his name or a bank 
or a company. I do not know whether 
there is an automatic lien. Then there 
should be a clearance certificate for 
the sale of each and every share, it 
will not probably be possible Hence 
there seems to be the need o ma 
certain changes in this provision. I 
think, it is not workable.

As far as the tax avoidance by way 
of 'employing one’s spouse is concern­
ed, I w ou ld  only say that if the spouse 
has acquired a recognised degree or 
she is duly qualified, one should be 
allowed to employ one’s spouse in the 
company. Suppose my wife has ac­
quired a recognised degree, she can
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join my Company. Why should she go 
to somebody else’s Company and not 
help me?

MR. CHAIRMAN: If they have re­
cognised university degrees, then only 
they should be considered. We will 
consider it.

DR. BIHARI KANAIYALAL; There 
should be some norms provided. If an 
authority like the Company Law 
Board has already granted that, why 
should not that be granted here also?

As far as the provision regarding 
failure to deduct the tax is concerned, 
I can very well understand that if I 
have deducted the tax and I have not 
paid it, I may be subject to punish­
ment. But if I have inadvertantly 
failed to deduct the tax, then the 
provision is very harsh.

MR. CHAIRMAN: If you have failed 
to deduct the tax deliberately or there 
is a negligence on your part to deduct 
the tax, what about that?

DR. BIHARI KANAIYALAL: There 
should be continuous negligence. 
Often it is done by duly authorised 
persons, like, an accountant or the 
secretary. Suppose my accountant 
may have forgotten. Then, I am sub­

ject to very stringent penalty and pro- > 
aecution. Once in a way, it may 
happen.

MR. CHAIRMAN: We will consider
it.

DR. BIHARI KANAIYALAL; About 
the aggregation of gifts, it will be 
better if the provision is not made 
with retrospective effect but with 
prospective effect.

As regards the compulsory audit, 
with the rise in prices, with the figure 
o f Rs. 50,000 for income and Rs. 
500,000 for sales, there will be quite 
a level number of such assessees....

MR. CHAIRMAN: Wh&t should be 
the figure?

DR. BIHARI KANAIYALAL: At
least, it should be doubled. Then, the 
number of assessees will also come 
down. Then you may be able to find 
require chartered accountants in all 
the areas.

MR. CHAIRMAN: We will consider 
that.

DR. BIHARI KANAIYALAL; That 
is all.

[The witness then withdrew]

m. Gandhi Peace Foundation, New 
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4. Shri S. D. Nargolwala, Delhi Parsi Anjuman, New Delhi.
5. Shri Devendra Kumar, Secretary, Gandhi Smarak Nidhi, Delhi.

6. Shri Rup Narayan, Secretary, All India Prohibition Council.

7. Bhri A. K. Karan, Secretary, U.P. Gandhi Smarak Nidhi.
(The witnesses were called in and they took their seats). ,
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MR. CHAIRMAN : According to the 
, convention, I have to draw your atten-

* tion to the Direction of the Speaker of 
the Lok Sabha which governs your 
evidene before this committee. The 
Direction says ;

“The evidence you give would be 
treated as public and is liable to be 
published unless you specifically de­
sire that all or any part of the evi­
dence tendered by you is to be trea­
ted confidential and even though you 
may desire your evidence to be trea­
ted as confidential, such evidence is 
liable to be made available to the 
Members of Parliament.”

SHRI DEVENDRA KUMAR : We 
have no desire to keep anything con­
fidential. Every thing we say is pub­
lic.

We fully appreciate the need of 
having laws made in regard to public 
trusts. But the difficulties we are 
feeling is that institutions primarily 
engaged in the rural welfare and the 
welfare of the weaker sections of the 
community mainly according to the 
Gandhian concepts and programmes, 
find that there are three kinds of re­
sources on which they have to depend 
for such activities. The basic resour­
ce is the need of personnel who have 
some sense of dedication and sincerity 
of purpose, a mission, so to say, to 
work for our institutions. In a wel­
fare State Government give substan­
tial grants for such activities but still 
there are areas where the Govern­
ment grants may not be possible to 
reach. Moreover, there are new areas 
where pioneering activities are neces­
sary before any Government grants 
can come.

Secondly, there are public donations 
for recurring annual expenses and cur­
rent donations received every year. 
Thirdly, over and above that, it is 
found necessary that if an institution 
is to have some continuity, there 
should be some corpus with it. The 
basis of such gifts is not always 
possible, but it is desirable that if 
the voluntary efforts are to be chan- 
melised on sound lines, there should 
fee M e  basic funds available by

public donations which may be kept 
as the corpus. It is here that the new 
Bill impings upon some of the acti­
vities that w*e are carrying out. The 
particular fund I am represent­
ing, viz. the Gandhi Smarak 
Nidhi was collected after Mahatmaji’s 
demise over a short period of say 
between 30th March, 1948 and March 
1950. That corpus has been used for 
the specific programmes by which 
Gandhiji wanted to bring about an 
alternate new society based on truth 
and non-violence, mainly, to serve the 
lowest man in the country. Various 
institutions in the country in all the 
States have been assisted with this 
fund and the work continues.

What applies to the Gandhi Smarak 
Nidhi applies to many institutions 
which are able to collect some initial 
funds in the beginning or at some par­
ticular stage where it is possible to 
collect some funds and then create a 
corpus. Having a corpus for their 
activities and having no need to col­
lect funds afterwards is not a very 
healthy practice. A public institu­
tion should like to go to the public 
again and again for the work they are 
doing.

MR. CHAIRMAN : Where do you 
find the difficulty? If you collect 
donations by way of corpus, that will 
remain corpus. That is the law.

SHRI DEVENDRA KUMAR: My
submission is that since thiB corpus 
has to be invested . . .

MR. CHAIRMAN : Are you on the 
question of accumulation of the cor­
pus or are you on the question of its 
disbursements?

SHRI DEVENDRA KUMAR : If it 
is a corpus, it has to be invested and 
from the dividends and interest from 
the corpus, the activities are to be 
run.

MR. CHAIRMAN : Firstly, you 
have no difficulty in collecting money 
by way of corpus and accumulating 
it. That is the law.

SHRI DEVENDRA KUMAR : The 
difficulty comes in the investment 
part. Since this particular fund wfcs 
collected long back—other bodies also 
have collected their own funds and
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are doing public utility works—if any 
law comes which impings upon the 
already invested funds, meaning spe­
cifically the funds invested in public 
companies, their activities will suffer. 
The present law would make it in­
cumbent on the charitable institutions 
to withdraw these investments and re­
invest them in Government-control­
led bodies.

MR. CHAIRMAN : On a point of 
information, do I understand that the 
Gandhi Smarak Nidhi would be hit by 
Sec. 13 (e) if it is enacted in the form 
as it is?

SHRI DEVENDRA KUMAR : Cer­
tainly.

MR. CHAIRMAN : That means you 
have investments in shares of private 
campanies which are not Government- 
controlled.

SHRI DEVENDRA KUMAR : Yes. 
Public limited companies in the private 
sector have also been recipients of 
Gandhi Smarak Nidhi’s funds.

MR. CHAIRMAN : There are two 
types of things. You have created a 
certain corpus by somebody donating 
you Rs. 2,00,000 out of which you 
acquired some shares. Then you have 
incomes from the trusts which 
are exempt and utilised these exempt­
ed incomes for acquisition of shares in 
companies in the private sector. Your 
suggestion relates to the first cate­
gory or also to the second category?

SHRI DEVENDRA KUMAR : Pri­
marily it relates to the first category. 
We say this because, if there is distur­
bance of income, the programmes 
which have been taken up will suffer 
greatly. Secondly, there is to be some 
distinction between public bodies 
which have chosen fields of activity 
which would otherwise not have been 
served by any governmental or busi­
ness agencies. In those areas the re­
sources available both in men and 
material  ̂ are difficult to mobilise. 
Once that is done, Government should 
see that they are encouraged to the 
extent possible because people will 
not otherwise come to these areas. 
Take for instance, medical relief. 
There is some exemption. Medical in­

stitutions working in the medical field 
are exempt for many purposes. But 
the same does not hold good for adi- 
vasi work that is done in a particular 
area or work done in specified villa­
ges. Medical and educational fields 
are fields in which are already some 
exemptions from taxation. But take 
the economic activities among the 
landless labour, work in a particu­
lar village, removal of untouchability, 
etc. through institutions which are 
working among them. There ate 
social welfare activities like this; there 
may be many more. There should be 
some discretion allowed to somebody 
somewhere to make a distinction bet­
ween various purposes of the chari­
table institutions. All the bodies 
should not be brought under the 
same purview. If this principal is 
agreed upon, there are certain areaft 
of social service which are difficult 
to be reached. Certain people are 
doing this kind of w)ork through 
voluntary agencies and some assist­
ance ought to be provided to such 
agencies.

MR. CHAIRMAN : In other words, 
even in the realm of relief to the 
poor, medical relief, etc. there are 
areas which are so neglected and un­
catered for and if in respect of such 
fields some agencies go and work there 
should be a clause for their exemp­
tion? Have you made that point in 
your memorandum anywhere ?

SHRI DEVENDRA KUMAR: In our 
memorandum we have pointed out 
how Gandhiji wanted to serve the 
last man. An illustrative list of things 
which the institutions do to serve the 
last man is given. It has to be consi­
dered as a category by itself. This 
august body could consider some cri­
teria defining the kind of institutions 
which serve the last man.

SHRI DHARNIDHAR BASUMATA­
RI : The question of taxing money 
entrusted for development of back­
ward areas and! backward people 
does not arise. But if the money 
get apart for the development of 
Harijans and Scheduled Castes is 
misused, then only this question 
arises.



319

, SHRI DEVENDRA KUMAR : Wel­
fare of tribal® is one of the activities; 
a large amount is kept for that pur­
pose. Assistance is being given 
through a number of centres. But 
when the expenditure is taken, it is 
one body and therefore in the case 
o f this particular body there would 
be no distinction between welfare 
work done for tribals or for other 
people.

SHRI DHARNIDHAR BASU­
MATARI: Can you cite any instance 
where money set apart f5r the deve­
lopment of Hari’jans or adivasis was 
taxed by the Government?

MR. CHAIRMAN : If I have under­
stood his contention, he wants only 
this. Just as there is exemption 
under relevant sections of income of 
a university or educational institution 
or hospital, there should be a similar 
exemption for institutions which will 
undertake the service of Harijans.

SHRI DHARNIDHAR BASUMATA- 
RI: I have examined many of the in­
stitutions run by them. I do not see 
any institution where this kind of 
thing comes in.

MR. CHAIRMAN : If they have no 
corpug and they work under the Gov­
ernment grants, the amendment is not 
going to affect them. But if there is 
a corpus under which they are work­
ing, this law will affect them, whether 
they are working for the adivasis or 
Harijans. That is jny understanding. 
According to what you have stated 
regarding hospital and university in­

* come, we should have another exemp­
tion category provided and according 
to that all the institutions which are 
working in the Adivasi and Harijan 
areas should have the benefit of their 
income being outright exempted.

SHRI DEVENDRA KUMAR: Cer­
tainly, Sir.

MR. CHAIRMAN: If you are seri­
ous about your suggestions and if you 
want us t0 apply our mind, you must 
give them in writing to us.

SHRI DEVENDRA KUMAR: For
example, we made a survey of the WU 
districts where the income was tne

lowest. In UP, it was the lowest. We 
made special efforts in that particular 
district for the distribution of land to 
the landless labourers. All our acti­
vities under the Gandhian programme 
are aimed to find out where the poor 
peaple areas are and then to create 
agencie8 for their assistance. In the 
hill border districts of India, from 
Nagaland in the east to the J&K in 
the west, we have about 250 such ins­
titutions created.

MR. CHAIRMAN: I would like the 
Committee to consider this point very 
seriously. It is a new line and you 
have mentioned so many aspects. But 
if you want us to apply our mind ob­
jectively, you will have to give us 
something in writing. Because by 
and large, wie are not meant for that. 
Our aim is to find out how these insti­
tutions are misusing the fund there­
fore we want to plug the loopholes.

SHRI DEVENDRA KUMAR: My 
submission is that if an attitude is 
taken that all these agencies should 
be considered on one category because 
of the danger of misusing the fund 
it will not be doing justice to thode 
institutions which are working in 
difficult and important areas.

MR. CHAIRMAN: Let us be clear 
about it. We are entrusted with the 
task of working upon a line which is 
supposed to arrest the generation and 
proliferation of black money. Kindly 
do not work out an assumption that 
we have one way or the other to do 
this thing or that.

SHRI DEVENDRA KUMAR: My
submission is tihat these agencies are 
decentralised in nature and not more 
than 30 people will be working in 
them and they are working indepen­
dently in their own way* We feel that 
if the submission of annual return is 
required through the act, then they 
will cfertainly find it difficult. So, 
those things will also come in the 
way of efficiency of these* institutions 
one way or the other.

MR. CHAIRMAN: Is a trust clearly 
exempted to Ale a return or not?
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SHRI S. D. NARGOLWALA: We 
Welcome the amendments proposed in 
clause 5(1) section 11. The only point 
is about the option ft> be exercised 
in time. I particularly feel that 
the smaller trusts in flte backward 
and rural areas, these legal techni­
calities have not been followed scru­
pulously. I therefore would not in­
sist on this option being exercised, 
being put in the law. What the law 
should provide is that if the income 
has not been spent for the purpose as 
defined in the Act and as laid down 
in the charter of the trust, then the 
ITO can charge income-tax on that. 
Therefore, I make this very humble 
suggestion that this regal technica­
lity of an option may not be made 
mandatory. Even if it is made man­
datory, I would say that right upto 
the stage of the assessment, not by 
filing a return or extending the time 
for filing a return, an assessee should 
have the right to tell the ITO that he 
is exercising this right of accumulated 
income for a purpose pf the trust. 
We welcome this law. But it should 
provide that if one object of accumur 
lated income fails, then another object 
of the trust can be substituted for 
the spending of the accumulated 
sum. This is my submission on this 
point. If there are any questions, I 
would be glad to answer.

MR. CHAIRMAN: We have
understood. You may mention other 
points.

SHRI S. D. NARGOLWALA: Now, 
Sir, the second point is a very com­
plicated one, about this activity for 
profit. We have had cases. You, Sir, 
as a tax expert, know about the All 
India Spinners Association going to 
the Privy Council and the Tribune 
case. We have had hundreds of 
6ases, trying to define charitable pur­
pose and also what is an activity 
which subserves the main purpose of 
the trust. I think, in trying to catch 
a few business people who are un­
scrupulous, the law has gone to the 
other extrem’e . The proposed law 
has gone to the other extreme of 
preventing the carrying on of legiti­

mate business activity by really gen­
uine charitable trusts. Trusts may 
run vocational centres where they 
teach apprentices how to learn a 
trade. Trusts may run various types 
of institutions which, by legal fiction, 
be deemed to be business activities, 
though they are really charitable 
‘activities. I, therefore, would say 
that instead of going into this sort 
of complex or compliated defini­
tion, it would be much better again 
the same principle—if we leave this 
to the income tax officers. They 
should see whether the business pro­
fits have been employed for the charit­
able purposes of the trust. In fact,
I think that th e .,. .

MR. CHAIRMAN: If they carry on 
speculation business and earn some 
income, that should also be exempt?

SHRI S. D. NARGOLWALA: It is
not that it should be exempt. I f -----

MR. CHAIRMAN: If it is applied for 
charitable purposes, it should be 
extempt?

SHRI S. D. NARGOLWALA: I would 
not go to that extent. I would go 
back to the decision which was given 
in the Tribune case where it was held 
that a newspaper which was run for 
the general public, profits of which 
were employed for the charitable pur­
poses of the trust, was exempt. This 
was the decision of the Privey Coun­
cil. I would not go into speculation, 
etc. I am referring to the business 
where the main object is public 
utility.

MR. CHAIRMAN: Where a business 
activity involves some nexus with the 
objectives of the trust.

SHRI S. D. NARGOLWALA: In
the Tribune case, it involved no 
nexus.

MR. CHAIRMAN: How do you sW  
that?

SHRI S. D. NARGOLWALA; The 
Privy Council held that this is an  ̂
object of public utility because it
spread education among the people. It 
wag not propagating the view of *
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particular political party. To that 
ertent, I will agree to nexus. But, I 
would not stretch the idea of nexus to 
the point, say that it must be closely 
connected with the objects of the trust 
like the running of a school or hospi­
tal etc. It may be a genuine business, 
though not of a speculative type or a 
shady transaction. But, it may be, for 
example, owning of property. It may 
be owning of a small cooperative store 
which is run to give employment to 
the uneducated or the semi-educated 
or the poor people. I would say that 
instead of making the law more com­
plicated, it should be that the business 
should have some nexus with the 
objects of the trust. What is more 
important, the business profits must be 
wholly and solely used for the pur­
poses of the trust. Even if 2 per cent 
or 3 per cent of the profits are diverted 
to any other object, which is not a 
charitable object, I would agree that 
the whole 100 per cent should be 
taxed. This is my second point. My 
third point is, identity of donors.

MR. CHAIRMAN: There s only one 
question, which I would like to ask 
you on this. Are any of these august 

. institutions which are represented 
here before us, likely to be hit by 
clause 6 enacted in this manner?

SHRI S. D. NARGOLWALA: Anju- 
man is not an august institution. It 
is a poor Anjuman. I may tell you, 
Sir, that the income-tax officer who 
assessed my An'juman has taken even 
the running of a dharamshala to be 
business.

MR. CHAIRMAN: And that is not 
income from property?

SHRI S. D. NARGOLWALA: No.
We run it ourselves. We charge a 
nominal amount for the maintenance 
of the dharamshala. We provide food 
at a concessional rate. But, it is 
treated as business.

MR. CHAIRMAN: Food at a conces- 
 ̂ sional rate plus lodging?

SHRI S. D. NARGOLWALA: Board- 
mg mt4 lodgmg and rtfier wtlfai*

activities and the ITO treats it as 
business.

-MR> CHAIRMAN: Is that exempt or 
not?

SHRI S. D. NARGOLWALA • It is 
exempt because we spend all the 
money we get from the dharamshala 
and more than that.

MR. CHAIRMAN: In that way, there 
is no exemption. Therte is no income.

SHRI S. D. NARGOLWALA: There 
is income, but, it is absorbed by depre­
ciation and other things.

MR. CHAIRMAN: My question is 
something different. Are any of these 
institutions present here, likely to be 
hit by this clause?

SHRI DEVENDRA KUMAR: There 
are activities, connected with the 
objects of the trust, but, they are 
treated as business activities. For 
example, there ig a Gandhi Book 
House, which is a public activity of 
the Gandhi Smarak Nidhi. Propaga­
tion of Gandhian ideals is 0ne of the 
primary objects. But, it is a business 
activity.

MR. CHAIRMAN: Then, it will be 
ex’empt.

SHRI S. D. NARGOLWALA: In
many cases, clarity in the objects of 
the trust may not be very specific. Of 
course, no activity should be under­
taken by a charitable institution unless 
and until it is covered by the objects 
of the trust. There is no doubt about 
it. Therefore, business activity by 
implication should be an activity 
which performs some part of the 
objects of the trust. But, it may not 
be mentioned in the objects of the 
trust.

MR. CHAIRMAN: It may not be a 
primary object.

SHRI S. D. NARGOLWALA: It may 
be a primary object. But, the income- 
tax officer may think otherwise.
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MR. CHAIRMAN; If the income- 
tax officer does not administer the 
law properly, we cannot help it.

SHRI BHAGWAT JHA AZAD: The 
■witness was mentioning that we should 
leave it to the discretion of the in­
come-tax officer. I would like to ask, 
is it proper to leave it to the discre­
tion of the income-tax officer or 

should We lay down guidelines? What 
would be prefer? The witness referred 
'to the dharamshala which his institu. 
tion is running, the Tribune case, etc. 
But, we also know that there are 
many institutions which in the name 
o f running business, do not employ 
the profits for the primary objects of 
the trust. So, we would like to know, 
should we leave it to the discretion of 
the income-tax officer or should we 
amend the law to give guidelines, to 
give benefit to good trusts and to 
punish the bad trusts? We would like 
to have his opinion.

SHRI S. D. NARGOLWALA: My
point was exactly the same, as the 
point made by the hon. Member. I 
am saying that the law must be easy 
to understand and must be easy to 
administer. You, Sir, have on many 
occasions said bow complicated the 
income tax law is and how difficult it 
is for most of the accountants to 
understand it. You have made the 
point. We had a simple law in the 
beginning. Then, the law was amend­
ed. General public utility portion was 
amended. Businesses were taken out 
of it because of the Tribune case. We 
are also adding a third rider. It must 
be activity carried on in the course of 
carrying on of the primary purpose 
of the trust.* What is the primary pur­
pose and what is the secondary pur­
pose? A trust may have ten purposes. 
Who is to decide? Take the example 
of a book publishing house which was 
mentioned just now. Somebody may 
say it is a primary purpose, and some­
body else may say that it is a 

secondary purpose.
SHRI BHAGWAT JHA AZAD; Let 

there be «o  confusion. There are cer­
tain primary objects laid down. Let 
-the law say what the Journalists 
actually are doing in tte  name of the

primary object. Otherwise, 0ne can • 
go on widening the propose.

SHRI S. D. NARGOLWALA: I
suggest at least the word “primary” 
should be deleted. Let it be the object 
of the trust, and not “in the course o f 
the actual carrying out of a primary 
purpose” and so on. provided it is 
within the objects of the trust. And 
this is very important, "provided it ia 
satisfactorily proved that the income 
hag been wholly used;”  not even one 
per cent should go elsewhere.

MR. CHAIRMAN: You d0 not get 
into the section unless you do not 
comply with it.

SHRI P. G. MAVALANKAR: Do I 
understand from Mr. Nargolwala that 
the Parsee Anjuman and the other 
trusts which are represented here 
want in the name of the trust to aug­
ment the resources of the trust and 
not have hindrances in the day-to-day 
work of the charitable activities, and 
that they want a number of business 
activities to be also considered as part 
of the legitimate activities of the trust 
under the guise of “primary” ob'ject 
even if the word is dropped? I want 
to be very clear whether this is what - 
the witness has in mind. Where do 
you draw the line?

MR. CHAIRMAN; In other words, 
what is going to be the ultimate limit 
to which we are going to confine the 
business activities of a trust?

SHRI S. D. NARGOLWALA: So
long as these speculative activities are 
ruled out—because it is never the 
object of the trust—and so long as the 
trust prescribes certain objects, it 
should be exempted. For example, if a 
trust says that a printing press will be 
run and it will be run to train illite­
rate people or semi-literate people in 
working in the press, and it gives 
vocational training and guidance and 
earns some profit which profit is used 
entirely for the purpose of the trust, 
then I would say that it should be 
given legitimate scope for doing so. .<

SHRI P. G. MAVALANKAR: Does 
that fall within the terms of the chart-
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table trust? Do their objects, the 
objects of charitable trust allow 

♦ them to do it?

■ SHRI S. D. NARGOLWALA:
According to them, if they say that 
they should provide employment to 
those who are indigent and poor, and 
if in a press, I am providing employ­
ment, I am carrying on a business 
activity which is in tune with the 
objects of the trust. Take the motor 
garage. I would like to train appren­
tices in automobile engineering and 
run service stations and train them 
there, the profits from which I will 

m again use in helping them in getting up
their own garages. Surely this is a 
laudable object.

MR. CHAIRMAN: Is it charity at 
all?

, SHRI S. D. NARGOLWALA: It is
the best charity; to make the man 
stand on his own legs.

, MR. CHAIRMAN: Does it come
* within this?

 ̂ SHRI S. D. NARGOLWALA: Yes; it
. is education.

SHRI BHAGWAt  JHA AZAD: At 
this rate, running a press, a pumping 

I station, motor garage—nothing can be 
left from the purview of a charitable 
trust. Let us go to the n‘ext point.

SHRI DEVENDRA KUMAR: I com­
pletely agree with the hon. Member’s 
contention that unless and until the 
kind of activity, which comes under 
the purview of business activity as

# Secondarily a business, and is primari­
ly meant for some social action, it 
should not be regarded as coming 

I within the purview of a trust. It is 
1 only a secondarily a business; primari­

ly it has to fulfil some of the objects 
for which the institution is meant. 
Otherwise, it has been rightly said 
that in the ganb of an institutional 
activity, business activity may proli­
ferate and Everything should be done 
to curb such kind of action by the 
trusts. At the same time, full regard 

w d&uld be given to the activities of 
i  the trust which may look as business

activities in form but in content they 
are meant to fulfil the objects.

MR. CHAIRMAN: I can understand 
a charitable trust serving the poor by 
running a shop to sell medicines; there 
is an immediate nexus for the cause 
you have, and the trust is for the relief 
of the poor, such as a charitable hos­
pital which is running a dava khana 
and is running a chemist’s shop. But 
in such cases, the activities are so in­
terwoven and dovetailed and inter­
laced in a manner that one interposes 
on the other. But about printing 
presses or any other institution, it is 
business activity as has been legiti­
mately pointed out. For instance, I 
can start a factory and say, “In my 
factory only those who are unemploy­
ed will come,” but it may serce a 
general purpose. We will have to 
avoid anything being done in such a 
circuitous manner.

SHRI S. D. NARGOLWALA: The 
next point is about identification of 
donors. It is said that for a charitable 
trust, if the identity of the donor is not 
disclosed, the tax will be levied at 65 
per cent. I am not able to under­
stand why only charitable trusts 
should have this penalty and not reli­
gious trusts. If in the case of anony­
mous, donation, the amount is given to 
a religious trusts, the wlhole donation 
is exempt, whereas if it is made to a 
charitable trust, 65 per cent tax i« 
deducted. That is my point. .

MR. CHAIRMAN: That is why we 
want to leave places of worship com­
pletely out of these provisions.

SHRI S. D. NARGOLWALA: I am 
not pressing a demand, but I am say­
ing that there is some sort of contra­
diction.

MR. CHAIRMAN: There is a ration­
ale. They want to leave the places of 
worship completely out of it. For 
places of worship there is anonymous 
donation. They must be left out accord­
ing to our view of life and living.

SHRI S. D. NARGOLWALA: In the 
charitable trusts also we have dona­
tion boxes and we have periodically 
annual fete or some sort of charity* ,
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shows by which we collect donations 
and these donations are anonymous 
because it is not possible to keep track 
who has put what money in the box 
or who has purchased what ticket for 
a charity and so on. We have given 
examples of the Teachers’ Day, Red 
Cross Day, Sarvodaya Patra, etc., and 
of donations in the boxes kept at 
charitable institutions. We feel that 
some consideration should be given for 
this.

MR. CHAIRMAN: We will consider 
about the box collections.

SHRI S. D. NARGOLWALA: One
last point is this. It is about the defi­
nition of a substantial donor. We feel 
that Rs. 5,000 limit which is the abso­
lute limit of donation that a man may 
make throughout his lifetime is too 
small, particularly in these days of in­
flation when the value of the rupee 
has gone down so much, and we feel 
that some higher...

MR. CHAIRMAN: In relation to the 
corpus?

SHRI S. D. NARGOLWALA: Yes; 
fiome percentage of the corpus.

MR. CHAIRMAN; What is the per­
centage you have given?

SHRI S. D. NARGOLWALA: We
have given 20 per cent in the preced­
ing three years.

MR. CHAIRMAN: We will consider
it.

SHRI S. D. NARGOLWALA: The
last point is about the investment of 
the trust funds. Where the corpus is 
very small, the trust should have the 
right to invest the funds in high- 
yielding shares and securities even 
prospectively.

MR. CHAIRMAN: I hope you are 
aware of the circumstances in which 
this provision has been made. There 
were big trusts whotfe tax exempted 
incomes were utilized for building 
huge economic empires. We wanted to 
curb it. I would be very happy if we 
could make separate laws for honest 
trusts.

SHRI H. M. PATEL: Suppose we 
put a limit on the amount of the trust 
Ifcfca swuU trusta would be covered.

SHRI BHAGWAT JHA AZAD: How 
can we differentiate between honest 
and dishonest trusts?

SHRI S. D. NARGOLWALA: My 
point was slightly different. Let me 
elaborate it. The law insists that you 
spend 75 per cent and accumulate 
only 25 per cent. If any portion of the 
25 per cent is invested it has to be 
in government securities. That was 
the law and that remains the law even 
under this amendment. So, the maxi­
mum that you can invest in shares of 
public limited companies even for a 
small trust is 25 per cent. I would 
hedge this concession with two or 
three conditions. One condition could 
be that the trust would not have vot­
ing rights in that company. The public 
trustee or the Charity Commissioner 
may exercise the voting rights. I 
would also say that the trust would 
not have any right to appoint any 
director, managing director or official 
in that company. Then, even an upper 
limit can be fixed, saying that a trust 
having so many lakhs of rupees of 
income can invest so much in shares 
of public limited companies. It is very 
vital for the smaller trusts to get the 
maximum income from its corpus. 
Then, a small trust is ineffective, so 
far as controlling big business is con­
cerned.

MR. CHAIRMAN: What is your 
definition of a small trust?

SHRI S. D. NARGOLWALA: I 
would say that a trust with a corpus of 
Rs. 10 lakhs to 15 lakhs and with an 
income of less than Rs. 50,000 should 
be considered a small trust.

MR. CHAIRMAN: What is the cor­
pus of your An'juman?

SHRI S. D. NARGOLWALA: It is 
Rg. 7 lakhs to 8 lakhs, part of it in 
temple and part in other funds.

My last point is about communal 
trusts.

MR. CHAIRMAN: We have heard 
on this point extensively. We thank 

you for coming here and giving us thf 
benefit of your views. y

[Tht Committee then adjourned]
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I. Tax Practitioners Association. Srinagar.
Spokesmen".

1. Shri B. B. Bhasin, Advocate.
2. Shri Subash Dutt, Advocate.
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4.. Shri A. Rehman
5. Shri O. P. Sahney
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(The witnesses were called in and 
they took their seats

MR. CHAIRMAN: Mr. Bhasin, be­
fore you proceed, I would like to read 
one of the directions of the Speaker, 
Lok Sabha for your information. It is 
like this:—

“Where witnesses appear before a 
Committee to give evidence, the 
Chairman shall make it clear to the 
witnesses that their evidence shall be 
treated as public and is liable to be 
published, unless they specifically 
desire that all or any part of the 
evidence given by them is to be 
treated as confidential. It shall, how­
ever, be explained to the witnesses 
that even though they mitfit desire

their evidence to be treated as con­
fidential such evidence is liable to be 
made available to the Members of 
Parliament.”

SHRI B. R. BHASIN: We want that 
our evidence should remain as confi­
dential.

MR. CHAIRMAN: Alright.

[The entire evidence tendered by 
the representatives of the Tax Practi­
tioners Association, Srinagar has been 
treated as confidential at their request. 
Two copies thereof have been kept 
in Parliament Library for reference by  
the Members of Parliament only.]

K. Tax Consultants Association and Chamber of Commercial ana Industrial 
Undertakings, Ludhiana. I i . ’ , '

Spokesmen: ' ,
1. Shri S. R. Mittal
2. Shri B. B. Jain

(The witnesses were called in and 
they took their seats).



MR. CHAIRMAN: Mr. Mittal, lor 
your guidance I would like to read 

/the direction of the Speaker, Lok 
Sabha governing the evidence. It 
reads: —

“Where witnesses appear before 
a Committee to give evidence, the 
Chairman shall make it clear to the 
witnesses that their evidence shall 
be treated as public and is liable to 
be published, unless they specifically 
desire that all or any part of the 
evidence given by them is to be 
treated as confidential. It shall, 
however, be explained to the wit­
nesses that even though they might 
desire their evidence to be treated 
as confidential such evidence is 
liable to be made available to the 
Members of Parliament.”
SHRI S. R. MITTAL: Sir, I would

like to submit that memorandum has 
been submitted by us already but 1 
want to highlight a few points before 
this Hon’ble Committee. My first 
submission is that Wanchoo Commit­
tee was constituted to examine the 
problem of black money including un­
taxed money in the society and what 
I find is that no concrete proposal or 
measures have been suggested to take 
out the existing black money. There 
is only one measure suggested re­
garding this and that is “settlement 
machinery*’. This is a fact that black 
money is existing in the society and 
the problem is how to unearth it. We 
have to examine the classes with 
whom black money exists. There are 
various classes including higher in­
come group persons having black 

f money. My submission is that in the 
case of higher income group people 
the Government should allow utiliza­
tion of black money in putting up 
industries in backward areas. We are 
presently providing various facilities 
including* interest at concesional rates, 
electricity rebate, sales-tax rebate and 
other facilities. These benefits may 
be withdrawn where black money is 
allowed to be invested in rural indus­
trialization. Presently Exchequer is 
spending money in the form of various 
raticessions as mentioned here-in- 
above and as per my proposal this

expenditure will be reduced at the 
cost of non-collection of tax on thi» 
black money. The Exchequer will 
not be looser. The second alternative 
should be a disclosure scheme at the 
rate of 60: 40. Referring to second 
category of persons having black 
money, disclosure schemes at low rate 
of tax be announced. Another cate­
gory of persons having black money 
are persons who are in service. They 
should be aUiowed to deposit the 
money with banks or post offices with­
out any interest. This way over a 
period of 8—10 years Exchequer 
would be saving payment of interest 
approximately Rs. 1001- and the de­
positor would be putting up the money 
into circulation. Now I would like to 
suggest that the persons starting the 
industry should be given all sorts of 
facilities so that this black money 
could be used for the betterment of 
the country.

We are referring to compulsory 
audit of accounts. My submission in 
this respect is that the ceiling of 5 
lakhs should be increased. It should 
be of 15 lakhs turnover.

MR. CHAIRMAN: It is an alterna­
tive. Anyhow, how much ceiling? do 
you want?

SHRI S. R. MITTAL: It should be
more than 10 lacs. As regards com­
pulsory audit ,my submission is that 
it should be made compulsory.

MR. CHAIRMAN: Before your
evidence started we were hearing 
Jammu & Kashmir Tax Practitioners. 
According to them they do not have 
sufficient chartered Accountants in 
the J. & K. State. Do you want that 
in such States also compulsory audit­
ing should be allowed?

SHRI S. R. MITTAL: In such cases
exemptions have to be provided in the 
Bill. But there should be ceiling in 
the number of audits where chartered 
accountants are available.

MR. CHAIRMAN: But in Jammu & 
Kashmir we are told that chartered 
Accountants are available?
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SHRI S. R. MITTAL: According to 

my information there are 5 chartered 
accountants in service and three in 
practice. 4 %

MR. CHAIRMAN: Two or three
years experience has been prescribed 
for the chartered accountants. What 
is your view about it?

SHRI S. R. MITTAL: It is good
thing. But my submission is that 
ceiling should be prescribed for audit­
ing accounts also.

MR. CHAIRMAN: What should be
ceiling in this respect?

SHRI S. R. MITTAL: It should be 
50.

MR. CHAIRMAN: You mean maxi­
mum ceiling should be 50 including 
the company auditing?

SHRI S. R. MITTAL: Yes, Sir.

MR. CHAIRMAN. It means that 
'maximum tax audit ceiling would be 
30.

SHRI S. R. MITTAL: Yes, Sir.

MR. CHAIRMAN: We will consider 
that.

SHRI s. R. MITTAL: There is gen­
eral view that auditors help in corr­
ect assessment of the income. As far 
as my information goes the returned 
incomes are by and large correct 
when these are submitted after audit.

MR CHAIRMAN: It means that 
the auditors cover the mistakes.

SHRI S. R. MITTAL: My sub­
mission is that t h e  auditors are sub­
mitting correct statements only. This 
^benefits t h e  society and the country 
as a whole. Whatever returns are filed 
by the auditors, the Department 
accepts them by and large.

Another point is tjhat so far the 
Department is concerned an allegation 
is made that certain points are not 
reported in the audit report. My sub- 
misssion in this respect is that audi­
tors have to take balanced view and 
have to report only those things 
which are necessary to be reported.

However, the audit report as proposed 
should not be extremely comprehen­
sive and the Department should not 
be given exhaustive powers.

MR. CHAIRMAN: We don’t leave 
it to the auditors only. They have to 
certify in a specific manner.

SHRI S. R. MITTAL: I would now 
submit about clause 49 Section 176. In 
this respect my submission is that the 
loss should also be included under 
Section 176 and be assessed, set off 
and carry forward.

MR. CHAIRMAN: What should be 
the extent to carry forward losses? *

SHRI S. R. MITTAL: It should be 
the same as provided in the Act as if 
business is continued. In respect of 
Section 180A my submission is there 
are other class of people which equally 
suffer due to harshness of the legisla­
tion. Certain remedies ttave to be pro­
vided in this respect. My submission 
is that certain provision should be 
made in Section 89. ,

MR. CHAIRMAN: You are refer­
ring to general law.

SHRI S. R. MITTAL: I am refer­
ring to Section 89 applicable in the 
case of Salaried Class. My submission 
ig that like the actors and film stars 
this section 180(A) should be exten­
ded to others as well I am talking of 
Clause 180(A) under which the actors 
have been given the privilege to re­
ceive |the money in the form of 
annunity over a period of time.

MR. CHAIRMAN: Section 89 is a l - . ^  
ready there. And you can also buy or 
sell annunity. For this there is no 
restriction.

SHRI S. R. MITTAL: But we have 
to consider clause 180(A) also.

MR. CHAIRMAN: They are not 
one.

SHRI S. R. MITTAL: But Clause
180A is already there. The benefit 
allowed to the film actons should also 
be allowed to other people of thp
country. /!

't 1
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MR. CHAIRMAN: But the Section 

39 is applicable to salaried classes 
•‘only. How are the two linked?

SHRI S. R. MITTAL: My sugges­
tion is that Clause 180(A) should be 
made applicable to other people of 
India abo so that whenver there is 
all of sudden income they also get 
the benefit of Clause 180(A) or 89. 
My suDmission is that the Clause 180- 
(A) may be made applicable to other 

people aiso so that persons whose 
income fluctuates for one reason or 
the other may also get the same 
benefits as are being availed of by 
the actors and film stars

MR. CHAIRMAN: But you are fully 
aware that Clause 51 is already there. 
There is no restriction on buying or 
selling of the annuities.

SHRI S. R. MITTAL; I am drawing 
your kind attention to the section 
180(A) whereunder the film star? are 
entitled to recive the money in the 
form of annuity over a period of 

1 time. My submission it that likewise 
sa'aried people, film stars, other 
people should ateo be entitled to these 
benefits in the case of fluctuating their 
incomes.

MR. CHAIRMAN: We shall consi­
der this. Now you may proceed 
further.

SHRI S. R. MITTAL: I would draw 
your attention to clause 58: Settle­
ment cases. In this connection my 
submission is that the application once 
made should not be rejected, as far 
as possible and should be entertained 

, sympathetically. The rejection order 
of the settlement committee should be 
appeaiaible before the Income-tax 
Applellate Tribunal. In case of settle­
ments, the immunity from prosecu­
tion should be provided in all cases. 
And finally scheme of seWements be 
simplified 

MR. CHAIRMAN: We shall think 
over it.

SHRI S. R. MITTAL: Then we come 
to Clause 64 Section 271: Conceal­

ment of Income. My submission in this
3031 LS—22

respect is that penality to conceal­
ment of income and wealth is too 
harsh. This should be amended with 
retrospective effect i.e. 1-4-64.

MR. CHAIRMAN: How is it possi­
ble to amend it retrospectively?

SHRI S R. MITTAL: We had been 
amending the law with retrospective 
effect whenever it is favourable to re­
venue. Recently we have amended the 
provisions of Section 271(1) (a) with 
retrospective effect. We have appre­
ciated the hardships of the penalty 
provisions and for this reason 
have decided to amend the law. In 
thiii respect my submission is that we 
should take some recourse by which 
penalty provisions may be amended 
and all such difficulties are avoided.

Another point is with regard to the 
late filing penalty. My submission to 
this point is that late filing penalty 
should be re-drafted. The Act should 
be divided in three parts. The advance 
compliance for which cash discount 
should be provided; timely compli­
ance no discount and late 
compliance penalty be imposed. How­
ever all penalties should be consoli­
dated in one. Also, I suggest that In­
come tax, Wealth-tax and Gift-tax be 
combined into one Act, one return, one 
assessment, one appeal, one collection, 
etc.

MR, CHAIRMAN: I feel this aspect 
pertain to some other committee, 
therefore we do hope that some day 
some other committee will come and 
will doscucs this aspect in detail in 
order to avoid all these difficulties 
being encountered by you people here.

SHRI S. R. MITTAL: Sir, I would 
like to take up for elucidation clause
6 section 13(1)(d) and (IA). This is 
with regard to 65 per cent tax on 
voluntary contribution. This clause
ha>3 been introduced which is more or 
less at par with existing section 68 of 
the Income Tax Act, 1961. Under Sec­
tion 68 of the Act, if any cash credit 
appears in the books of a person and 
the explanation in respect of that 
cash credit is either found to bo un*
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satisfactory or no explanation is sub­
mitted, that is deemed to be income 
of the person in whose books the 
amount *iands credited. The object 
of clause 13(1) (d) is to cast responsi­
bility on cha^t&ble institutions and 
trusts. Now the question arises, will 
it be possible to Trust to enquire the 
whereabout of the persons giving 
donations to the trust? Therefore, 1 
submit that clause (d) and clause 
(IA) are unwarranted keeping the 
social requirements of the country as 
a whole.

SHRI BHAGWAT JHA AZAD: 
Could you please tell us the number 
of such institutions?

SHRI S. R. MITTAL: Sir, these
institutions include running of hos­
pitals (a) at various places (b) 
schools and colleges (c) eye relief 
camps (d) institutions for mentally 
retarded people and so on.

Section 64 of the Bill provides club­
bing of the income with the spouse 
having substantial interest in the con­
cern whereas Section 40A of the 
existing Act provides disallowance of 
expenditure which has resulted in 
preferential treatment to any rela­
tion including spouse. As a result 
there te ample safeguard provided in 
section 40A to check deversion of 
income and, therefore, section 64 as 
proposed to be amended is unwarran­
ted and will result in double addition.

MR. CHAIRMAN: Mr. Mittal here 
we say that it is outright clubbing 
and there is dweretion of disallow­
ance.

SHRI S. R. MITTAL: Yes Sir, and 
in case no attention is paid to this 
important aspect, double taxes will 
be levied. In the meantime, we shall 
have to safeguard the Government 
revenue.

MR. CHAIRMAN: So proceed to 
next clause.

SHRI S. R. MITTAL: Sir, here it 
clause 15 Section 69(c) regarding 

un-explained expenditure. In tbifl

context it is submitted that the words 
used ‘an assessee has incurred any v 
expenditure’ be sub3tituted by an 
‘assessee has incurred any expendi­
ture which is proved by the Income 
Tax Officer.’ In section 68, the cash 
credit stands and therefore the asses­
see is supposed to give explanation 
thereto whereas in section 69 the 
investment has to be proved by the 
income tax department and once it 
ig proved only thereafter the explana­
tion can be called for. To avoid this 
controversy in respect of expenditure, 
it is suggested that the words given 
hereinabove be substituted. '

Estimate should be there.
MR. CHAIRMAN: These are in­

herent.

SHRI S. R. MITTAL: Then clause 
25 section 80, the expenditure on 
income tax is proposed two thousand 
rupees. The Wanchoo Committee it­
self suggested that one of the reason 
of black money is artificial ceiling on r 
expenditures which, according to the 
Committee, should be done away 
with.

MR. CHAIRMAN: We will consider
it.

SHRI S. R. MITTAL: Now I would 
like to submit with regard to clause 
27 section 109 regarding declaration 
of dividends. This has also been sug­
gested by Wanchoo Committee that 
provision for compulsory distribution 
of dividend in trading companies 
should also be withdrown. However, 
the bill provides compulsory distri­
bution of dividend even for manufac­
turing companies. This too has been 
accepted by the Wanchoo Committee 
also.

MR. CHAIRMAN: We will consider 
it also.

SHRI S. R. MITTAL: Sir, I would 
also submit before the Hon’ble Com­
mittee that in respect of clause 43 
section 141A it should be reduced to 
one month instead of six months and? 
st* far as the assessing authority is



331
concerned, he has to do nothing ex- 

f cept refunding the tax due as per 
return filed.

MR. CHAIRMAN: We will find out 
from the department what is the 
necessity of thks provision.

SHRI S. R. MITTAL: Now I would 
also like to submit with regard to 
clause 65 regarding nonmaintenance 
of accounts. My submission in this 
behalf i»3 that penalty should be pro­
vided but it should not be deemed to 
be concealment of income. So far as 
Section 40(b) is concerned the Wan­
choo Committee has recommended 
that no salary is allowed in the case 

m . Viyaparik Association 
Town, Rajasthan.

Spokesmen:
1. Shri Pyare Lai Gupta, President.
2. Shri Prem Sukh Aggarwal

(The witnesses were called in and 
they took their seats)

MR. CHAIRMAN; Will you please 
introduce yourself and your collea­
gue?

SHRI PYARE LAL GUPTA: I have 
come from Rajasthan and I am Pre­
sident of Beopar Mandal and then my 
colleague Mr. Aggarwal is Secretary 
of Iron Merchants Association.

MR. CHAIRMAN: I will read out 
the direction of the Speaker, Lok 
Sabha, which governs your evidence: 

“Where witnesses appear before 
a Committee to give evidence, the 
Chairman shall make it clear to the 
witnesses that their evidence sha'l 
be treated afi public and liable to 
be published, unless they specifical­
ly desire that all or any part of the 
evidence given by them is to be 
treated as confidential. It shall how­
ever, be explained to the witnes­
ses that even though they might 
desire their evidence to be treated 
as confidential such evidence is 
liable to be made available to the 
Members of Parliament.”

/ SHRI PYARE LAL GUPTA; Our 
evidence would be public and not 
confidential one.

of working partner. These recommen­
dations are on para 5. So far as pro­
vision 212 section 3(A) is concerned 
it should not be applied to other than 
companies. In addition to this we 
have already submitted a detailed 
memorandum to the Committe and we 
hope that the Hon’ble members of the 
Committee will consider our view 
points. I would further submit that 
the whole act should be modified.

MR. CHAIRMAN: We will certain­
ly consider your view points. Thank 
you very much.

(The witnesses then withdrew)

Ganga Nagar, Hanumangarh

MR. CHAIRMAN: Mr. Gupta, if 
you have any other point in addi­
tion to your written memorandum 
you can put the same.

SHRI PYARE LAL GUPTA: I have 
about eight points and I may be 
allowed to read the same.

*  fipft wx % utqqgifta frUTmgirc

mw>r etr  upflfaci ^rr

A h^viH t  HTVTT
^  | I

i. yfi tk vm+T pnrc
t>o qr *mr ^  mtfi sifenff

STRFPT T̂T t  T̂PT

| *TTSff
nfcWTff &

13f f%cTT¥ ^

^  t  I W *  *TT̂ TT iff

Mandal, Shree



*TT ^ft ST# WRIT ^ ^
t w  % irftr * f t  wktt |  i w  3M<tw 
‘t'H 'i % i*T T  f t  q |lr  Jf 
5TW wqy i^w i' ars *r̂  i ^ tt ffwrcfrr 
f t w  xm  *ftft *ft  irfmr t o  %

* t irft < n *w « rrcn < t s w t
*TW f t  $ tft f̂twr 'Tfa’ $TVTT 

^  %■ T^T >T V^WfimfTT- 
?:5TT * 1  | ,  W f v  W R V X  ih1 ^  ift

*r 3?«ft $ fcrcr qr <?ri 

S w  5 R H T «ftr * ?  *ft w r i f w  f ^ T  
*rTT *TT fatft *ft fWcT if H H lftn  ?lff 
|, *fcr jtt *rrc *n f vrf % vr«flnK W
f[ '3 'iV l  H T W 7  ^>t < flH I %  ^>i'ftl T * T  
mv f f t  <TT ift m w c  ^TT «TTTT $, 
irf* * f t  im fh n r *  v t t v t

*PT 'tffl’ ii W  ?FWI^ VT 
^ ^ ?ft H R1VT •ift *ft*ii ^  *F*T wra
f f t  *t t  ^ s t  « m i  * f f  ?nraT £ w -
farr -dM 0§d TT

f t  « 7 £  % «nfaR * f f  t  •

MR. CHAIRMAN: What ceiling do 
you want now?

SHRI PYARE LAL GUPTA: We
have suggested one lac in our memo­
randum. But we leave it to you.

2. fanr fspT TT vĴ Mî T
î  ̂ îmhI ^ 'd*i 7T ^1*0 ^

^5TT^*T%IW 
'd^W'T ^>T ^TT felT ?ft *1*1 ̂ ?T fa ^t
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% rfw 4  î t 3RTT ^  ^ T T  7?»n JTT

O T T  f t  w t v r r  «rt»TT I w  f T R R  T t  - 
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f l ^ t  ^ t  3 R R  « f d f < w  ^ r m  T T

m m r  v r  nt <?^r v t  #  v r  ^orr

w f s r  T O R  ^ t  f*T5Tr *TT I

3. T t  p r r r  < t r  tit vw  % «rfsni>
»snft% gxr i t f t  wn fn p ^  q r

'J^l ii> *i ^ t  V P T  * t  * t i i i  5TI% *PT <M*Vi
i*rn TT *p t t  *rr i ^  % i<it w r r  *r
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^ Vt Men vr̂ ĵ T ft ^rrO

IT 'jP ^ d  H  1*1 ?T T ^T ^
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T ? T t .  * F t f  »ft W^T SET T T ft  ^  
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cpr j t r t  %  ^  srr^cr Jr ^tpet « t t
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s t h t  i r  stttt *r « n * > r  f r o m  $ 1 

T ^ T  gVTTCrtf «Pt *t f r  
JTRTT i f  w f t  «u<aN !J$r s ft a  ^ ' r  |  

3 stIgvki ? fjw  j w  
STcT *t *TT̂ T mft <TT ^TT 'TfflT «n i^ R  

if  *T?T VT TT^T'f ^t> i 'i ?TT ^  >dH

wtwnsfr Tt snraT | *ftr * i  arm fU l'
*  'a<̂ 4 l*iH (a tTf T t  ^  ’ Tijt ^*TT T frT T  ^  
•llW 5̂ T T'l’J'i 3 sfirfRT fT
v f w 4  *mr eft T r̂ | i m n  «rta
s iT T T R  i f  J l f T O T  ^ t f f  T T  t^F  ? t  

HPdWd 5Tr»T<TT^T<T?tT5T|,?ik ?̂T % 
5 fw r  7 5 afasw ^ r f e r  mw t t  
? i f R  % STHT <TT HT^TT «Ft ^  3 srffaRT

j w  ^  (t o t  %®rw 5r?-*rt « i n i Pw I'

*  ^rhnrfinff * t £  *njfar 
?rm fo *  | *ftr ^ f t ^ m ft  vt 
^ r  %  jih t : * n f t  ^ r r f c r  i t f t  « tt  3 
s r f ^ w ^ v r  ^tt t t  T^r ^ 1 *rfr tw
3 s f e r  % * R  1 SfanTRT * R  fo »T

s r tf  t f t r  ?n>ft ir i w  ^  ^ r  f o n r  
«(mimi r̂ra eft *u+k  ♦Tl'jĵ i3

sr fa v  wnr ffr ft  t f r  ^mhRTT 

*t »ft wfa^ *w* ft»TT 1

6. ’ nr fft w r  it sritrv r+«t r̂f 
«<|di % ^  *TT *T>4 ®̂TT5f >̂t T*P*T
<tt 10 srfm?r?T % sfr spt ^  srra^ r 

fw w r  it ^ptt w f  m ft  *rstr 

sptptt §^rr ^  spt^ «rrr *r 

itjp tjt ? t ^ T  s r s r fa w ft a
wVt  | ^  *fp£t % ŵ rtr ?ft ^
t*> SfT^f ^ f n ^ r  5JTT3T ^^T^SlrfjR Jifir

«tpt *r  10  srf̂ mw ttzht ?re fa n  m 
srw : * n f t  ?fr*TT ^  U w  ^f ^nn
«rr, flifw  WFfr̂ i
gXTTT T̂ *T«RT T'l'jd ^T Pq OtJ f^TT, 
cr «<+rr ^  ^ r  ^  ®PT5fr
400 ^snt 3000 ^ 3?7T
qr 5Tnr ^  ^T gtifTT fW ,  T ^

sffa' *ra?T >PT^T %  f t w r T  3FT 
f>T ^TT W f I
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?TTST ^ P T T  ^  sff^lrr fP TT  «T5T I

MR. CHAIRMAN: Thank you Mr. 
Gupta.

(The committee then adjourned)
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MR. CHAIRMAN: Before you
, proceed further it iB customary to 

make it known to you the Direction 
of the Hon’ble Speaker, Lok Sabha 
which governs the working of this 
committee. I shall read it out__

“Where witnesses appear be­
fore a Committee to give evidence, 
the Chairman shall make it clear 
to the witnesses that their evi­
dence shall be treated as public 
and is liable to be published, un­
less they specifically desire that all 
or any part of the evidence given 
by them is to be treated as confi­
dential. It shall, however, be ex­
plained to the witnesses that even 
though they might desire their 
evidence to be treated as confi­
dential such evidence is liable to 
be made available to the members 
of Parliament”

Now do you want to treat this as 
confidential or public.

SHRi D. S. OBEROI: Let it be 
made public.

MR. CHAIRMAN: Yuu want to 
make it public.

SHRI D. S. OBEROI: Yes, Sir.
Should we read out the comments 
that we have already furnished to the 
Committee...

MR. CHAIRMAN: If it is purely 
reading the comments then we have 
got your memorandum. We want to 
know if you want to highlight any 
other point in relation to your area 
or the region etc. etc.

SHRI D. S. OBEROI: The Senior 
Vice Prj&sident will give out the 
views:

SHRI G. RASULL KHAN: Hon’ble 
Chairman and the Members.

I would like to submit that our 
state is a backward state. This has 
already been admitted by the diffe­
rent committees which happened to 
pay a visit to this place. There are 
no industries and as such no indus­
trial activity is going on in the state. 

jr^The reasons are well known to you 
rall. This has resulted in not making

any headway in the industrialisation 
of the State. We have in our State 
mainly the handicrafts industry. For 
this even we depend for raw material 
on the exports. There is difficulty of 
the transport, difficulty of the ter­
rain—this fact is also well known to 
you all. Since there has been no 
industrialisation, we do not have any 
chartered accountants here nor the 
book-nkeepimg system is in vogue 
here. The 99 percent of the popula­
tion of our state is illiterate. As 
regards tourism this also received set 
back from the strikes of railways, 
then the airlines and then as you are 
well aware international pressures 
are also working. All this puts our 
industry of tourism in great hardship 
We are just passing through what is 
called a transitional period. The tax 
authorities of the State are well aware 
that 99 per cent of our population is 
illiterate who do not know book­
keeping and all that. Therefore, my 
humble submission is that most of 
these amendments will not bring us 
any fruit but on the contrary these 
will put us to many difficulties. As 
I have already submitted that our 
State is still to run on the path of 
progress in respect of industrialisation 
I mean to say, Sir that we are still 
un industralized. The Government 
of India provide us 15 per cent sub­
sidy and at the same time the cost of 
production is very high here. To 
give an example I would like to sub­
mit sir, that the cost of one ton of 
coal is Rs. 450/- here whereas it is 
Rs. 50/- per ton there at pathankot. 
Even if we intend to have 50 per cent 
subsidy in this respect, I don’t think 
that our manufacturers can carry on 
their business quite smoothly, may be 
that we have some potentiality here 
but we cannot compete with our 
neighbouring manufacturers in 
Amritsar, Jaipur, Agra etc. because 
we have high cost of production here. 
The cost of raw material as submit­
ted earlier is also high here in our 
State. We have to face with other 
competitors of neighbouring count­
ries like Iran, Pakistan and Afgani- 
sation.



336

In view of the above-mentioned 
submissions, I would humbly like to 
place these points before your good- 
self for favour of favourable consi­
deration. With these submissions I 
thank you very much, Sir.

MR. CHAIRMAN: Mr. Khan we 
are appreciating the difficulties you 
have pointed out here before this 
Committee. We feel the difficulties 
of the traders, manufacturers and 
other industrialists of your State. In 
view of that we wish that you could 
have come forward with some suit­
able and just suggestions to be con­
sidered by the Committee while 
amending the Act. You could have 
told us some specific laws which 
could avoid all these difficulties en­
countered by your traders and other 
industrialists here. You see this 
region of yours has got its own rich 
natural resources. And at the same 
time we have to go ahead by adopt­
ing modren techniques and other 
scientific methods.

SHRI VIJAY DHAR: Sir, so far 
as Accountants are concerned, we are 
already short of professional Accoun­
tants here. Besides we have to pay 
four to five hundred rupees to an Ac­
countant per month here and the Ac­
countants are not available here. I 
would, therefore, like to submit that 
the limit of 25,000 rupees should be 
enhanced and put at Rs. 50,000.

MR. CHAIRMAN: What should 
be the turn over ?

SHRI VIJAY DHAR: It should be
7 lac 50 thousand. Because as you 
know the Handicraft attract very 
lees margin of profit, therefore, it 
should be considered with the profit 
of 50,000 rupees and turn over should 
be 7} lac rupees.

MR. CHAIRMAN: Alright. We will 
consider it.

We should now proceed further and 
take up these clauses one by one.

SHRI MOHD. AMIN TRAMBOO: 
Sir, I would like to submit something 
about clause 6. Here the levy of tax

at the rate of 65 per cent on dona­
tions of Charitable Trusts where the 
indentity of the Doner is not es­
tablished is bound to cause hard­
ship as well as deter the useful work 
being done by the Charitable TVusts.

MR. CHAIRMAN: We can exa­
mine such of the donations as come 
under this Law.

SHRI G. R. KHAN: Sir, so far as 
trusts are concerned, we have got 
very few here at Srinagar. . .  so that 
they may come forward with tis 
money for a noble cause. This is our 
humble submission to you sir.

MR. CHAIRMAN: We will consi­
der it.

SHRI G. R. KHAN: Now we will 
come to clause 14. According to this 
the provision is bound to cause great 
hardship in genuine cases, clubbing 
of income arising directly or indirect­
ly to the spouse by way of salary/ 
commission/fees and other forms of 
remuneration in case or kind from a 
concern in which the individual has 
a substantial interest is uncalled for. 
A wife can render adequate help in 
the management of a profession/busi­
ness. The relation between the wife 
and husband is due to the marraige 
contract and she is not the share­
holder of the husband when the 
seperation takes place. She at that 
time only gets Rs. 600/-. If this pro­
vision is kept in the bill I think it is 
an encroachment to the fundamental 
rights. When the marraige contract 
takes place, the total amount to be 
paid is 000 but 300 hundred are taken 
as Bakshish and the husband has to 
pay only 600 rupees at the time of 
seperation.

MR. CHAIRMAN: We will consider 
this also.

SHRI TRIDIB CHAUDHURI: This
is a new point for we people.

MR. CHAIRMAN: There is no
reason according to this why the
income should be 'clubbed and we 
will consider this point.
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SHRI G. R. KHAN: Sir, for the 
i^flrst time in the history of Kashmir 

the girls and women have come for­
ward in receiving the training in 
various handicrafts. It was pre­
viously in vogue in persia and Afgha­
nistan where women were working.

MR. CHAIRMAN: Do you have 
any cottage industry here?

SHRj G. R. KHAN: Sir, we have 
got these industries over here and 
women are receiving training in 
embroidery and other work etc.

SHRI MOHD. AMIN TRAMBOO: 
Now we want to submit something 
about section 14(b). This clause 
provides that income of a minor 
arising from admission to the bene­
fits of partnership is to be clubbed 
with the income of parents who have 
higher income, even in cases where 
their parents are not partners. This 
clause seems to have been inserted 
under the assumption that the minors 
are taken into partnership only for 
the purpose of avoidance of Tax. I 
think if there may be two different 
concerns by this Act only one estab­
lishment will exist while the other 
will vanish.

MR. CHAIRMAN: I would like to 
know how the minors get the money 
to establish or to become share­
holders of any concern.

SHRI G. R. KHAN: The amount
they get by way of gift or by cere­
monies. They get rupees hundred, 
two hundred from each persons and 
these ceremonies take place four or 
five times. In this way they collect
10, 15 thousands. The last date for 
the transfer of property in the case 
of a Hindu with that of the proper­
ties of Hindu Undivided family was 
December, 1969. So far as this 
clubbing of income is concerned, date 
should have been fixed. I think it 
may be fixed as 1st April, 1974.

MR. CHAIRMAN: What you have 
suggested is that minor’s income 
should not be clubbed with father’s 

^incom e. This seems to be reasonable 
to us and we will consider it.
3031 LS—23

SHRj BHAGWAT JHA AZAD: 
What should be maximum limit say 
10 thousand or 15 thousand in case of 
those people whose grand-father trans­
fers the property to minor.

SHRI G. R. KHAN: It varies from 
family to family. For argument sake 
it can be fixed at 50 thousand.

SHRIMATI SHEILA KAUL: What 
should be the exact limit in such 
cases in your view?

SHRI G. R. KHAN: It is very
difficult to suggest at this stage. Be­
sides, we don’t have share capital to 
that extent that our youngsters can 
go into the business. It is a black- 
ward sta.te as already submitted by 
us. ■ . ,

MR. CHAIRMAN: We will consider 
that. The basic point is where the 
capital flows from the hands of 
minors by way of customs or other­
wise, it would be unfair if the income 
is clubbed with father’s income.

SHRi G. R. KHAN: We now take 
up clause 15.

SHRI MOHD. AMIN TRAMBOO: 
In this respect our submission is, it 
should be allowed to real expenses 
and not upto the limit of two thou­
sand only.

MR. CHAIRMAN: We will consider 
that.

SHRI G. R. KHAN: We go to clause 
39.

SHRI MOHD. AMIN TRAMBOO: 
This is very important clause. In 
this respect our submission is that 
while in other parts of the country 
accounting system was introduced in 
the year 1924 but in our State it was 
introduced in 1954. That is why our 
accounts are not maintained in a 
standard manner as these should be 
maintained. Besides, we don’t have 
chartered accountants in a sufficient 
number in this State. We have only 
a few chartered accountants here and 
those too have been engaged by one 
or tw o firms. This State is back-
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ward to such an extent that one part 
of it i.e. Ladakh has been exempted 
from taxation completely. Kashmir 
region is more backward than Jam­
mu region because due to connecting 
Jammu by rail it is more developed 
area. Therefore, we are not in a 
position to maintain our accounts 
properly. Our accounts are not 
according to the auditing standard.

MR. CHAIRMAN: What should be 
limit of income?

SHRI MOHD. AMIN TRAMBOO: 
It should be 50 lacs because in handi­
crafts out of sales of 50 lacs margin of 
profit comes to only about 50 thou­
sand rupees.

SHRI G. R. KHAN: So far as the 
industry is concerned our main indus­
try is the cottage industry that is the 
handicrafts.

MR. CHAIRMAN: You want it to 
be 50}000. What would be capital 
investment required ?

SHRI G. R. KHAN: We may call 
it distribution trade. There has been 
a little confusion. We said that it 
should be 5 lakhs and not 50,000. 
Our worker is able to finish a carpet 
of 24 sq. feet in 5 to 6 months.

MR. CHAIRMAN: How much will 
it fetch ?

SHRI G. R. KHAN: For finishing 
the 24 sq. feet of the carpet j  need
5 to 6 months. It is mainly an ex­
port trade and he earns only 15 per­
cent of the profit less by the 8 to 10 
percent interest that he has to P&y 
on the borrowed money from the bank.

MR. CHAIRMAN: What is the 
amount of borrowed money ? Un­
less you make a reference to the ba­
lance sheet, we cannot make out any­
thing.

SHRI G. R. KHAN: I shall refer 
it to the medium quality of the car­
pet 100 sq. feet fetch 24,00 rupees. 
In this connection j should like to 
mention that the turnout is limited 
because of the fineness and the other 
intricacies in weaving.

MR. CHAIRMAN: That is geuei 
What about the turnover of 50 thoi 
sand rupees ? .

SHRI G. R. KHAN: Sir, I sta; 
corrected. I have mentioned 5 1 
and not 50,000 as has been mis-u/ 
derstood here. This is for distribi 
tion.

SHRIMATI SHEILA KAUL: Now
that you are discussing the handi­
crafts 1 would like to know the state 
of hotels business in the State. What 
do you think of the hotel business; are 
you better off in this business. What 
would be the turnover of the hotel.

SHRj G. R. KHAN: My other col­
league Shri Dhar will answer thi* 
question. But I may add here tha 
the hotels remain closed here for r 
months in a year. There is only tri / 
ffic for 4 months for the visitors.

SHRI VIJAY DHAR: Hotels a ' 
Houseboats carry their business for 4 
to 4 months only. That is to sa> 
hardly for 90 ox 120 days in a year. 
The number of visitors is very small 
in comparison to other States of thf 
country.

SHRIMATi SHEILA KAUL: But 
the hotels are always booked. When­
ever we ask for the accommodation 
it is said that there is no accommo­
dation available here.

SHRI VIJAY DHAR: That is for a 
limited number of days say 90 or 120 
days.

SHRI SYEED AHMED AGA: I
want to know whether you want to 
make a special proviso in this clause 
with regard to Kashmir province 
when you say that the handicrafts 
here has very limited turnover be­
cause of the fineness and other intri- 
racies in its weaving.

SHRI G. R. KHAN: We would be 
thankful if it is done. That is what 
we are trying to make out.

SHRI MOHD. AMIN TRAMBOO: 
I would like to know what is mean; 
by the audit?
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MR. CHAIRMAN: The purpose is 
very simple. We want that instead 
of the department, the audit should
4 conduct the verification and then 
give a certificate to that effect. The 
responsibility of the department 

1 would not be there then. About Mr. 
‘Khan suggestion that the valuable 
suggestion made by the M.P. should 
be considered, I would say that we 
shall consider it.

SHRI G. R. KHAN: Then we
would also suggest that the income 
tax practitioners should also be 
allowed to conduct audit after they 
have qualified experience of 10 years 
at tfheir credit.

SHRI TRIDIB CHAUDHURI: Mr.
Chairman, in view of the present 
discussion, could the witness concer­

n ed  i.e., Chairman of the Organisation 
give /some elucidation in respect of 
assessees?

MR. CHAIRMAN: Yes if the Chair, 
man comes here we can get this point 
elucidated. S0 we will take up next 
point.

SHRI G. R. KHAN: Sir, it is clause 
42. This clause is concerned with the 
retention of 30 days. It is relief for 
the tax payers of this backward State. 
As per suggestion made here in the 
agenda, this clause should be amen­
ded suitably, as the tax payer can­
not make any appeal if some unjus­
tice is done to him.

MR. CHAIRMAN: But for purposes 
of making an appeal there is a sepa­
rate proviso. However, we will con­
sider it. So we shall proceed to the 
next clause.

SHRI MOHD AMIN TRAMBOO: 
Sir, it is clause 38. It is regarding the 
powers to be given to Survery Ins­
pectors. But in xiew of these powers 
which are proposed to be given to 
these Inspectors, people are facing lot 
of hardships while paying their taxes 
to the Department. These difficulties 
could be elucidated in detail, but here 
I don’t think it proper just to save 
the precious time of the august Com­
mittee. Therefore, I would only sub­
mit that these powers should be given 
to Deputy Commissioners. I would 
further submit that this aspect should 
come under the Revenue Department 
as they are more independent.

MR. CHAIRMAN: In fact the
Commissioners are themselves inde- 
pentent. However, we thank you very 
much.

SHRl G. R. KHAN: Mr. Chairman 
we are more grateful to you sir, for 
the patient hearing. We thank ell 
the Hon’ble members of this august 
Committee for their patient hearing 
and do hope that the Committee 
would consider our humble sugges­
tions favourably.

MR. CHAIRMAN: Yes we shall 
certainly give sympathetic considera­
tion to your suggestions.

(The witnesses then withdrew)

II. Beopar Mandal, Srinagar
Spokesmen:

1. Shri Om Parkash Kapur, General Secretary.
2. Shri Mohd. Yasin
3. Shri Ashok Kumar

(The witnesses were called 
in and they took their seats),
MR. CHAIRMAN: Before we take 

your evidence, I may point out to 
you the Direction by the Speaker it 
reads—

“The witnesses may kindly note 
that the evidence they give would 
be treated as public and is liable to 
be published, unless they specifi­

cally desire that all or any part of 
the evidence tendered by them is to 
be treated as confidential. Even 
though they might desire their evi­
dence to be treated as confidential, 
such evidence is liable to be made 
available to the Members of Parlia­
ment/’ Please proceed.
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SHRI O. P. KAPUR Mr. Chair­
man, before we put our suggestions 
before the committee, I would humb­
ly submit that I may be permitted to 
submit our suggestions before the 
Committee in Hindi language.

MR. CHAIRMAN: Yes you can put 
forth your suggestions m Hindi.

SHRI O. P. KAPUR: Sir, my
submission is that most of the mem­
bers of our Association belong cither 
to middle class income group 0r to 
Lower class income group. So far as 
Section 44(b) of the Act is concern­
ed, We are bound to maintain the 
accounts of the person who is having 
income of Rs. 25,000. As you know, 
Sir, our State is backward and 
most of people are un-educated. No. 
doubt there is a tree education in 
schools but on the contrary most of 
the people are illitrate. Besides the 
rate of profit earned by the people in 
their respective business linea is 
very low. On the other hand huge 
amounts of expenditure is to be in­
curred by the poor people when we 
take into account the dearness of 
the present period. While maintain­
ing the accounts in respect of income- 
tax many cases come up in the shape 
of non-scrutiny.

In view of the humble submissions 
briefly submitted. I would humbly 
suggest that the limits should be in­
creased.

MR. CHAIRMAN: What is the
average income?

SHRI O. P. KAPUR: Sir, it is 
Rs. 25,000 to Rs. 30,000.

MR. CHAIRMAN: What should be 
the limit now?

SHRI O. P. KAPUR: Sir, it would 
have been favourable if it could be 
extended to five lac rupees.

MR. CHAIRMAN: Allright we will 
think over it.

SHRI O. P. KAPUR: So far as 
clubbing of income is concerned, to 
some extent it is justified but with 
regard to other reasons it is not justi­
fied. If a person expires, his minor 
son runs the business and this is done 
simply to make both ends meet. This

exception should be provided in th  ̂
Act. So far as section 64 is concerned 
in this respect I would like to submit 
before the Hon’ble Committee tha^ 
according to Hindu Law a grand chili 
can have much more share of th< 
property of his grand-father.

MR. CHAIRMAN: Under whicl
Hindu law it is provided.

SHRI O. P. KAPUR: If a father 
deprives his son from his property 
then the transfer of the property is 
justified. Now I will come to the 
clause 25 section 80(b). In this provi­
sion expenses are kept 2,000. In this 
respect my suggesstion is that it 
should be admissiable according to 
the proper receipt and the expenses 
should be given to a person according 
to actual expenses whatever it my beJ

Now j would like to come to cla-$ 
use 39 regarding compulsory auditing 
The proposed amendment to sec-^ 
tion 139 is unjustified in as much as 
it would create difficulties for the 

assessees in our State. The limit fixed 
up for compulsory audit at rupees 
five lakhs sales and Rs, 50,000 as pro­
fit seems to be very low and it is felt 
that the purpose behind this amend­
ment will not be achieved. It would 
only create burdens on small asses­
sees due t0 their backwardness and 
illiteracy for the requirement of 
maintaining accounts. After the in­
tegration here the people started to 
maintain proper accounts to some ex­
tent but we are facing one difficulty 
that the requisite information should 
have been sent to the Department in 
English. The proposed amendment 
calls for efficient and experienced Ac­
countants who are hardly available 
in our State.

MR, CHAIRMAN: But the taxation 
officers over here can understand the 
Urdu language. Do you refer to the 
cases of small assessees?

SHRI O. P. KAPUR: Yes Sir, I
would like to submit that this should 
be left at the discretion of the In­
come Tax officers.
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MB* CHAIRMAN: No, this is to be 
decided by the Parliament and not by 
the Taxation Officers. I would like to 
know what should be the limit.

SHRI O P. KAPUR: This should 
be ten lacs and net income should be 
fixed at 75 thousand.

MR. CHAIRMAN: We will consider 
this.

SHRI O. P. KAPUR: Clause 55
regarding the recoveries. Provision 
has been made to attach the property 
which has been transferred. My 
submission is that if a girl is married 
and property might have been trans­
ferred that should not be attached.,

MR. CHAIRMAN: Alright we will 
consider these points.

Thank you.
(The Committee then adjourned.)
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