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M.R. SPEAKER: The question is 
"That leave be granted to introduce a 

Bill further to amend the Companies 
Act, 1956, the Securities Contracts 
(Regulation) Act, 1956 and the Mono-
polies and Restrictive Trade Practices 
Act, 1969." 

The Motion was adopted 

SHRI RAGHUNATHA REDDY: 
introduce the Bill. 

MR. SPEAKER: We now adjourn; 
when do we reassemble? 2 or 2.30 ? 

SOME HON. MEMBERS 2.30. 

MR. SPEAKER: Yes. 

13.35 brs. 

The Lok SobJw adjourned for Lunch 
,ill thirty Mil/ute, 1"ost Fourteen of the 
Clock 

The Lok Sabha re-assembled after Lunch 
at thirty one mil/utes past Fourtun of 
tire Clock 

[MR. DEPUTY SPEAKER: in the Chair) 

SHRI JYOTIRMOY BOSU (Diamond 
Harbour) : Sir, I had written to the Speaker 
that I want to raise an issue. It is about Mr. 
D. P. Malhotra. the State Bank cashier. 
It has come out in papers twice; nothing 
is being done. An enquiry was instituted 
about a yeat ago. I am told he is going to 
be rewarded. Would you kindly ask the 
knowledgeable han. Minister Shri K. R. 
Oanesh to make a statement on what steps 
have been taken against Mr. D. P. Malhotra, 
whether the enquiry has been completed 
in the last one year's time and if not the 
reasons therefor and also whether there is 
any truth in the statement that he is loinl 
to be rewarded. 

.4.32 In. 

INCOME-TAX (AMENDMENT) BILL 
1972. . 

THE MINISTER OF STATE IN THE 
MINISTRY OF FINANCE (SHRI K. R. 
GANESH) : Sir, I beg to move: 

"That the Bill further to amend the 
Income-tax Act, 1961 and to provide 
for barring, in the computation of total 
income in respect of certain assessment 
years prior to the assessment year 
1962-63, deduction of amounts paid 
on account of wealth-tax, be taken into 
consjder at ion ... 

This short Bill seeks 10 replace the Income-
tax (Amendment) Ordinance, 1972 which 
was promulgated by the President on the 
15th July, 1972. 

The circumllances which necessitated 
immediate legislation by an Ordinance 
have been expla ined in a statement placed 
on the Table of the House. I do not, there-
fore, propose to go into these reasons and 
shall only explain the provisions of the Bill 
and the rationale behind them. 

In a recent case, the Supreme Court has 
held that wealth-tax paid by a person in 
respect of his business assets is deductible 
in computing his taxable income. In arriv-
ing at this decision, the court has virtually 
over-ruled its earlier judllement lIiven in 
19tf6. The recent Supreme Court ruling has 
certain important implications. Firstly, 
income-tax and wealth-tax have been in-
creasingly used in recent years as instru-
ments for reducing disparities in incomes and 
wealth. Thus, at higher levels of income and 
wealth. the combined incidence of income-
tax and wealth-tax exceeds the entire income 
yielded by the wealth. If wealth-tax were to 
be allowed al a deduction incomputinl 

the taxable income, the combined incidence 
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of income-tax and wealth tax will not, ordi-
narily, exceed the taxable income of an indi-
vidual or a Hindu undivided family. This 
would considerably reduce the effectiveness 
of the fiscal instrument for achieving our 
socio-economic ohjectives. Secondly, 
having regard to the view hitherto accepted 
wealth-tax has not been allowed as a deduct-
ion in computing the taxable income in the 
assessments completed during the last 15 
years. If the Supreme Court's latest ruling 
is applied, income-tax assessments of most 
of the wealth-tax assessees made in the 
past will have to be rectified. This would 
generate enormous administrative work and 
would also entail refund of crores of rupees 
collected by way of income-tax. Finally, 
the income-tax due on the valuation date is, 
under the existing law, allowed as a deduct-
ion in cmputing the net wealth of a tax-
payer. If the wealth-tax payable were to 
be allowed as a deduction in computing 
the taxable income, there would be enor-
mous difficulties in calculating the 
income-tax and wealth-tax payable by a 
person, particularly in view of the pOSition 
that the rate schedules of these two taxes 
are based on slab system. 

In view of the foregoing considerations, 
the Bill seeks to make an amendment to the 
Income-tax Act, 1961 to the effect that 
amounts paid by way of wealth-tax will not 
be allowed as deduction in computing the 
income chargeable under the head "Profits 
and gains of business and profession" or 
"Income from other sources". This amend-
ment will take effect from 1st April, 1962, 
that is, the date of commencement of that 
Act. The Bill also makes an independent 
provision to src:ure that wealth-tax will not 
be allowed as a deduction in computing the 
talUIble income under the aforesaid head for 
the assessment years 1957-58 to 1961-62, 
when the Indian Income-tax Act, 1922 

was in force. For the purposes of the afore-
said provisions, the term "wealth-tax" as 
defined will include any tax on capital or 
wealth levied in a foreign country. 

The Bill specifically provides that the new 
provisions will not apply in relation to cases 
where taxpayers have obtained a favourable 
ruling from the Supreme Court prior to the 
commencement of the Income-tax 
(Amendment) Ordinance, 1972. This ex-
ception is being made to preserve the sanctity 
of the decision of the Supreme Court in these 
cases and also on the ground that taxpayers 
who have brought the cases upto the 
Supreme Court and incurred expenditure 
thereon should not be denied the benefit 
of its judgement. 

Sir, the objects of the Bill are simple and 
non-controversial and I hope that it will 
receive the unanimous support of this House. 

Sir, I move. 

MR. DEPUTY SPEAKER: Motion 
moved: 

"That the Bill further to amend the 
I ncome-tax Act, 1961, and to provide 
for barring in the Computation of total 
income in respect of certain assessment 
years prior to the assessment year 
1962-63, dec'uction of amounts paid on 
account of Wealth-tax. be taken into 
consideration" . 

·SHRI MADHURYYA HALDAR 
(Mathurapur): Mr. Deputy Speaker, Sir, 
there is nothing much to oppose in th e 
amending Bill that has been introduced 
here. At the outset I would like to say 
that the Income-tax Act was passed in 
1961 and Wealth Tax Act in 1957. In 
between this period and thereafter too, 
nothing has happened or whatever that has 
happened, can warrant a refund of the 
money a provision that has been made in 
the present Bill. We would hav~ been really 

----- ----.---------
-.-The Original speech was delivered in Bengali. 
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happy if this provision was not there because 
we need lot of moeny for the reconstruction 
of our country. 

Secondly, there are many small traders, 
industrialists or factory owners who have 
a small capital say two to three lakbs of 
rupees. These industrialists will be required 
to pay Wealth Tax and then the Income-
tax. After making these payments, not 
much will be left with them for ploughing it 
back in their enterprises nor they would be 
able to expand their enterprises. Most of 
the money that will be left with them will 
be utilised by them for running their family 
establishments. These enterprises are mostly 
labour intensive an!! if they are able to make 
m ore investment in these enterprises then it 
will offer bet ter employment opportunities. 
I will therefore urge that these small enterp-
rencurs may be (lXempted from payment of 
Wealth Tax. Excepting this we have nothing 
much to say. 

SHRI Y. S. MAHAJAN (Buld,ana): 
Sir, I rise to support this Bill. The Wealth-
tax Act was passed in 1957. Since then, 
till recently, the position was clearly under 
stood that wealth-tax paid by a person 
should not be deducted from his income for 
tax purposes. The Supreme Court had also 
given a decision in this matter in Travancore 
Titanium Products Ltd. Vs. Commissioner 
of Income-tax. This well-understood posi-
tion was reversed by the Supreme Court 
in Indian Aluminium Co. Ltd., V •• 
Commissioner of Income-tax in March 
1972. So, to get over this awkward situation 
the Government promulgated an Ordinanoe 
and this Bill has been brought forward to 
replace that Ordinance. 

In order to make the wealth-tax deducti-
ble from income for the purposes of taxa-
tion ODe must prove that (be wealth-tax is 
directly and intimately connected with the 

( Amendment 
business of the person. Under the income 
tax law of 1961 we allowed a number of 
deductions. For instance. we allowed water 
rates, electricity charaes etc. because they 
arc directly CODDOCted with the expenditure 
of the business. We allowed even foreign 
trade development allowance, because the 
expenditure is connected with the nature 
of the business. But it is not possible to 
say that wealth-tax is something which is 
directly and intimately connected with the 
nature of the business. To make it deducti-
ble the expenditure must be incurred for 
purpose of the business whereas the wealth-
tax is a tax on the ownership of property. 
Wealth-tax is not an expenditure which is 
directly connected with the nature of the 
business. Therefore, it is not deductible. 
This is a logical and correct position which 
was taken by the Supreme Court inTra-
vancore Titanium Products Ltd., Vs. the 
Commissioner of Income-tax. Unfortu-
nately, this decision was reversed by the 
Supreme Court in 1972 and hence this Bill. 

Till the beginning of the 20th century it 
used to be said that the purpose of taxation 
is to raise revenue for the purpose of the 
State. But now it i. universally accepted tbat 
one of the objects of taxation is to reduce 
inequalities of income and wealth in the 
community. Therefore, in all the advanced 
as well as economically backward countries 
steeply progressive rates of taxation were 
introduced for reducing the inequality. 
We also enacted our Wealth-tax Act in 1957. 
If we now allow the wealth tax to be deduct-
ed from the income for purposes of cal-
culation of income, our object would be 
defeated. 

If a person is allowed to do so, he 
will be payin, a low rate of income-tax. 
Ho will come down to a lower bracket and 
will be _ble to a lower rate of income-
tax. By this, he will not only be a voidina 
a part of the Income-tax liability but will be 
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paying incom-tax at the expell!C of the State. 
The State will be a loser thereby and our 
object of reducing inequalities will not 
succeed. Hence, this amending Bill is 
necessary because it will help in reducing 
inequalities of income and wealth. 

Apart from this matter of principle, there 
are certain difficulties of an administrative 
character which will necessitate the adOPtion 
of this Bill. Between 1957 and 1966, a 
number of cases have been decided on the 
principle that wealth tax should not be 
deducted from income for the purpose of 
taxation. If we allow this principle to be 
chansed, there will be thousands of cases 
where the assessments will have to be revers-
ed. It will be a very difficult position. Per-
haps, crores of rupees will have to be return 
ed to the persons concerned. There-
fore, for the sake of convenience, we cannot 
accept the judge";ent in the Indian Alumini-
um Co. Vs. Commissioner of Income-
Tax case. But I believe we are doing this 
mainly for the sake of principle and not for 
the sake of administrative convenience. 

MR. DEPUTY SPEAKER: All these 
argumets have been set out by the Minister 
when he move the Bill for consideration. 
You are repeating the same arguments. 

SHRI Y. S. MAHAJAN : I may explain 
further that in reprd to cases which have 
been decided by the Supreme Court, we 
have decided to accept those judgments out 
of respect for the Supreme Court and with 
a desire to give sanctity to the decisions of 
the Supreme Court. 

In this connection the term "wealth tax" 
has to be taken in the sense in which it is 
defined in the Wealth Tax Act of 1957. 
It also means any tax of a similar character 
cbargeable under any law In foree is any 
foreilll country. The law will apply to 

(AmendlMlI/) Bill. 

sucb a ttlll and it will not be deductible 
from income. 

The Bill is very simple. 1 support tbe Bill 
1 feel sure the House will accept it. 

·SHRI E. R. KRISHNAN (Salem): 
Hon. Mr. Deputy Speaker, Sir, On behalf 
of my party, the Dravida Munnetra Kazhag-
ham, I would like to say a few words on the 
Income-tax (Amendment) Bill introduced by 
the hon.Minister Shir K. R. Ganesh. 

The Supreme Court gave a judgment 
stating that the wealth-tax paid by an asse-
ssee in respect of business assets is deducti-
ble as a business expenses in computing 
the assessees income from business. In 
order to nullify the effect of this judgment 
(he President promulgated the Income-tax 
(Amendment) Ordinance on July IS, 1972 
just 16 days before the Lok Sabha is to sit 
in session. This Bill seeks to replace the 
said Ordinance. I do not think that heavens 
would have come down if the Government 
had waited for 16 days more and introdu-
duced this Bill straight away, which this 
House would not doubt have approved. 
No serious consequences would also have 
arisen if the President had not promul-
gated the Ordinancejust 16 days before this 
House is to meet. I do not find any plausible 
reasons for the promulgation of this Ordi-
mance except that the Government wanted 
to react immediately in a huff to the judg-
ment of the Supreme Court invalidating 
certain provisions of the Incometax Act. 

Sir, if you look at the provisions of this 
Bill you will also agree with me that there 
is no justification at all for the President 
to issue the Ordinance 16 days before the 
sitting of this House. All that this Bill 
says is that the wealth tax paid by an asse-
ssee is not deductible from the taxable in-
come and this provision is given effect to 
retrospectively from April 1, 1962. Espe-
cially when there is need for amending 

-The oriainal speech was delivered in Tamil. 
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ornprehensively the Incometax bearing 
mind the recommendations of many Com-
mittees and Commissions constituted by 
the Government durillll, the course of three 
or four decades, I am not able to reconcile 
myself to this small piece of legislation. 

In the year 1963 the Government set up 
Ayers Committee to go into this question. 
In the year 1947 the Incometax Investiga-
tion Commission was constituted. In 1953-
54 Mr. Nicholas Kaldar, who is known as 
as the economic wizard. gave his report to 
the Government. The Direct Taxes Admi-
nistration Enquiry Committee was set up 
in 1958. Again. in 1968 a Committee of 
Departmental Officers of the Ministry of 
Finance was constituted to enquire into 
this question. The Working Group of the 
Administration Reform Commission sub-
mitted its report on incometax admiri;tra-
tion to the Government. I n the begining 
of this year the Direci Taxes Enquiry Com 
mittee headed by Shri Wanchoo gave its 
report to the Government. 

The Government are taking their own 
time for implementing the valuable recom-
mendations made by so many financial 
experts. They may take also many years 
10 remove the innumerable lacunae in the 
Incometax Act. But, the Government 
should act forthwith to counteract the judg-
ment of the Supreme Court by bringing 
forward this Solitary amendment to the 
Incometax Act. 

(A_ndment) Bill. 

exercised stringently by the Government, 
you will find that during the year 1965 to 
1970, only 20 persons-I mean 20 tax 
defaulters- have been sent to civil prisons. 
Either the penal provisions are not imple-
mented earnestly or there are some lacunae 
in the penal provisions of the Act. 
Many a tax payer takes undue advantage 
of his right to file Writ Petitions under 
Article 226 of the Constitution to delay 
and defeat tax proceedings. As many as 
1648 Writ Petitions relating to direct taxes 
are reported to be pending in the Calcutta 
High Court alone during 1970-71. 

SHRI K. R. GANESH : I would ask 
the hon. Member to tell me the number of 
writ petitions pending before the Maciras 
High Court. 

SHRI E. R. KRISHNAN: r am sure, 
Sir. that the hon.Minister "ill agree with 
me if I say that tax evaders and the tax 
dodgers arc people "ith resources and not 
poor people from whom indirect taxes are 
collected on the spot. Many times on the 
floor of this House, the Finance Ministers 
have stated that adequate steps would be 
taken to c"lIect the tax arrears mounting 
year after year. But the tax arrears con-
tinue to mount and even the existin@ renal 
provisions arc not made use of pr"perl>' 
and effectively. If you take the whole 
country, the Writ Petitions throughout 
the country a!lainst direct taxes might total 
more than 10,000. 

What is the present POSH Ion. inspite of 
the fact that so many Committees and CORl-
missions have gone into this question? It 
is estimated that for the year 1968-69 alone 
there was evasion of tax on Rs. 1400 crores. 
U pto the end of 31-3-I 970, according to' 
the statistics supplied by the Government. 
tile tax arrears were Rs. 840.70 crores. If 
you look at the fact as to how far the penal 
provi~ions conta.ined in the Act have been 

I do not know how long the Government 
will take to bring forward a comprehensive 
legislation plugging all the loopholes and 
lacunae in the Income tax Act sO that they 
can come with a heavy hand on the tBlt 
evaders and In dodgen. J am lure that 
by Jetting such a minor amendment to the 
Act passed by this House, the Government 
will not be able to touch even the frinae of 
the problem. 1 hellin to doubt wbether 
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tbis Government are capable at all to solve 
tbe massive problem of tax evasion and the 
black money which is holding at ranson the 
economy of the country. 

I urge upon the bon. Minister of Finance 
that the Qovernment should come forward 
as early as possible with a comprehensive 
amending Bill to iackle the problems I have 
enumerated and I am sure the whole House 
will definitely welcome such a legislation. 

With these words, J conclude. 

SHRI PILOO MODY (Godhra) 
Any Government which brings forth legis-
lation which expects a citizen to pay more 
than 100% tax is not only uncivilized but 
barbaric. I am not at all surprised that 
the incidence of black money goes on in-
creasing because I cannot see how a citizen 
will find an answer to this sort of absurd 
legislation which asks a man to give more 
than what he earns. That is all that J 
have to say. 
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MR. DEPUTY-SPEAKER: The han. 
Member may continue on Monday. 

15 hrs. 
COMMITTEE ON PRIVATE MEM-

BERS' BILLS AND RESOLUTIONS 

Si~t eenth Report 

SHRI J. MATHA GOWDER CNil-
giris) : I beg to move the following: 

"That this House do agree with the Si~

teenth Report of the Committee on 
Private Members' Bills and Resolu-
tions presented to the House on the 
9th August, 1972". 

MR. DEPUTY-SPEAKER : The ques-
tion is : 

"That this House do agree with the 
Si~teenth Report of the Committee 
on Private Members' Bills and Re-
solutions presented to the House 
on the 9th August, 1972." 

The motion was adopted. 
15-01 h rs. 
RESOLUTIONS RE: PER - CAPITA 

INCOME-Contd. 

MR. DEPUTY-SPEAKER: Th"House 
will resume consideration of the Resolu-
tion moved by shri Bibhuti Mishra urging 
upon the Government to fi~ the minimum 
limit of pet capita income. Shri lhar-

kande Rai was on his legs. He has taken 
13 minutes. He must cooclude now. 
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