
Indian Income-tax
(Amendment) Bill

Mr. Deputy-Speaker: Before placlnl
the Bill, as amended, before the House.
1 shall place the verbal amendment as
moved by the hoh. Minister.
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much more satisfactory method of
dealing with the question than first
to invoke a presumption of a
general partition which was never
intended, and then to superimpose
upon it the second legal fiction of
a reuniort, which never in fact took
place."

"2 P.M.

Sir, that is the position on whien 1
took my stand and that is why the Bill
was drafted in this way.

Shri N. C" Chatterjee: The question
is, when there is statutory severance
effected by the language of section 18
or 19, can this principle be enforced?

Shri Biswas: Suppose it is raised in
the Supreme Court, raised by my hon.
friend there, there is nothing to pre-
vent that. I am only giving you the
intention which I had in ..••iew while
framing this. Suppose there is a dif-
ierent decision by the court on it, if
1 am here, I will myself come forward
with an amendment and make the
position perfectly clear.

Sir I have already exceeded my time
by ten minutes. I need not say any-
thing more. I only say that the Bill bas
been accepted by all sections of the
House. I hope the Bill will be worked
in a satisfactory manner and all parties
interested will see that the Bill be-
comes a ~successwhich it is desired to
he.

Before I conclude, with your leave,
! would like to mova a verbal amend-
ment. Sir, I beg to move:

(1) That the are-numbering and
re-lettering of the clauses and sub-
clauses consequential on the
amendments made by the HQusebe
carried out together with correc-
tion of cross references,

(2) That the various definitions
in clause 2 be' re-arranged accord-
ing to alphabetical order, and

(3) That the word "and" occur-
ring in clause 16 in page 6, line
2f. be omitted.

Amendment moved:

(1) That the re-numbering and
re-lettering of the clauses and sub-
clauses consequential on the
amendments made by the House be .
carried out together with corree-
tion of cross references,

(2) That the various definitiona
in clause 2 be re-arranged accord-
ing to alphabetical order, and

(3) That the word "and" occur-
ring in clause 16 in page 6, line
26, be omitted.

Pandit Thakur Das Bhargava: Sir,
only the last portion may be put to
the House. The' other portion is onl7
a matter of routine.

Shri Sadhan Gupta (Ca1cutta-Soutb-
East): Sir, it is not yet 2-30. Will yOU
put the amendment to vote now? Tbat
is the point.

Mr. Deputy-Speaker: Is it the desire
of the House that I should put it off
for the present?

Sardar A. S. Saigal (Bilaspur): The
Speaker has already decided that vot-
ing may be done at 2-30.

Mr. Deputy-Speaker: If the Speaker
has already decided, then this will
stand over till 2-30. Now we will take
up other business.

INDIAN INCOME-TAX (AMEND-
MENT) BILL

The Deputy Minister of Finance
(Shri M. C. Shah): Sir, on behalf of
Shri C. D. Deshmukh I beg to move:

"That the Bill further to amend
the Indian Income-tax Act, 1922,
to provide for the assessment or
re-assessment of persons who have
to a substantial extent evaded pay-
ment of taxes during a certain
period and for matters connected
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LShri M, C. Shah]
therewith, be taken into considera-
tion."
Sir, the object of this Bill is to pro-

vide in the Indian Income-tax Act it-
self the machinery of investigating
into substantial evasions of tax on the
profits relating to the war period. Soon
after the war tqe Government was
faced with this problem and a separate
law called the Income-tax Investiga-
tion Commission Act was "enacted in
:L947. One' of the functions of the Com-
mission appointed under that Act was
to investigate into cases of tax evasion
which may be referred to it by the
Central Government under Section
5(1) of that Act, before the 1st Septem-
ber, 1948. The cases to be referred
were only those in which the Central
Government had prima' facie reasons
for believing that a person has to a
substantial extent evaded the payment
of taxation on income. There was an-
other provision in that Act, namely,
Section 5(4) , under which the Investi-
gation Commission itself may. without
any time-limit require the Central
Governmnet to refer to it for investi-
gation the case of any person other
than the person whose case had been
referred to it under section 5(1) arid
was being investigated by it.' The
validity of this provision under the
Constitution was challenged by the
Supreme Court which delivered its
judgment on the 28th May. 1954,hold-
ing that Section 5(4) of the Income-
tax Investigation Commission Act and
the procedure prescribed thereunder, in
so far as it affects the persons proceed-
ed against under that sub-section,
which might have been a good law
before the Constitution bring a piece
of discriminatory legislation, offended
against the provision of article 14 of
the Constitution and was therefore,
void ahd' unenforcible. 'The result was
that the Commission could no longer
proceed with the pending cases under
Section 5(4) and assessments already
made on the basis of the Commission's
report under that sub-section became
void.

After the Supreme Court's judgment,
Government gave anxious considera-

tion to the problem whether Section.
5(4) of the Income-tax Investigation
Commiss.on Lict should be amended,so-
as to remove' its constitutional defects"
or a provision be made in the normal
law which has to deal with -the investi-
gation and assessment of these cases.
Tl1e Supreme Court's judgment .had'
held not only Section 5(4) to be Invalid,
but the whole procedure relating to the
investigation and assessment of the
cases thereunder. Government was,
therefore, advised that if the Investi-
gation Commission Act were to, be
amended it would require a complete
overhaul tantamounting in fact to its
re-enactment, and as such OUr enact-
ment would only be prospectiv.e and
not retrospective. The whole procedure
of referring the cases afresh to the
Commission and their investigation
would have, therefore, to be gone
through. The result would be. that a
body like the Commission which was
meant only for a short period to deal
with a limited number of cases of
substantial evasion will have to conti-
nue for a far much longer period. The
other alternative was to make a pro-
vision in the normal Law itself, namely"
the Indian Income-tax Act, 1922, for
the investigation of cases in which
there was substantial evasion ,of tax
on the profits of war period and not
necessarily confine to those cases which!
were referred under Section 5(4). The
Income-lax Act already contains=-as
the House knows-a provision, namely,
Section 34, under which, income escap-
ing assessment can be assessed, or re-
assessed. The periOd of limitation for
initiating assessment proceedings in,
such cases is four~ years, where the
under-assessment or, allowance of any
excessive relief was. not due to any
fault of the ~ssessee; and eight years"
where the evasion ~r concealment of
income on the part of the assessee was'
deliberate. The cases of substantia!
tax evasion,on profits of the war period
from 1st September 1&39to 31st March
1946 were, however, beyond the time-
limit laid down in this provision. If
the time-limit was waived for these-
cases, tl:ey could be jnvest~ated and
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assessed or reassessed under this sec
tion. Hence, Government thouight it 
advisable and proper to amend this 
provision of the normal law, and this 
was done on 17th July 1954, by means 
of Ordinance No. 8. The present Bill 
seeks to replace that Ordinance.

[S h r i  B arm an  in  the Chair].

Coming to the provisions of the Bill» 
clause 2 inserts four new sub-sections 
In section 34 of the Indian Income-tax 
Act. New sub-section lA  deals with 
the assessment of income which has 
escaped tax. To avoid harassment to 
small assessees, a number of safe
guards has been provided in the pro
posed new sub-sectipn. These safe
guards are as follows. First, the time
limit is waived only in respect of cases 
in which the income escaping assess
ment for the war period, i.c. from 1st 
September 1939 to 31st March 1946, is 
substantial; that is to say. the income- 
tax officer must have reason to believe 
that it exceeds Rs. 1 lakh for the whole 
or part of this period. Secondly, the 
income-tax officer must record his 

reasons for the belief that the income 
escaping assessment exceeds Rs. 1 
lakh, and the Central Board of 
Revenue should be satisfied on such 
reasons recorded, that it is a fit case 
in which proceedings should be start
ed by the issue of a notice under 
section 22(2) of the Indian Income- 
tax Act. Thirdly, there is no time- 
limiit for completitig an assi ŝsmient 
falling under this sub-section, when 
once the proceedings have been start
ed. But there is a tim»-limlt up to 
31st March 1956, before whiph the 
proceedings have to be started. No 
proceedings can be initiated after that 
date. With these safeguards, the scope 
of the new sub-section lA  is very 
much circumscribed, and nobody can 
object that the GoVemm^t should 

not widen the scope of section 34 for 
a limited period to bring under assess
ment large incomes which have 
escaped assessment.

New sub-section IB enables an as- 
sessee. on whom a notice for assess
ment is served under sub-section lA, 
to apply to the Central Board of

Revenue for settlement of his assess- 
m ^t. The period within which he 
can apply for settlement is six months 
from the date of the receipt of the 
notice, or before the actual assess
ment is made, whichever is earlier. 
The power of the Central Board of 
Revenue to accept the terms of the 
settlement offered by the assessee is 
subject to the approval of the Central 
Government. On the settlement of a 
case, the Central Board of Revenue 
will determine the amount of tax pay
able by the assessee. Invariably, a 
settlement will be made for all the 
years for which notices have been 
issued, as it would be impracticable to 
set|tle assessments tfor one or miore 
years, and leave the others for investi
gation and regular assessment.

New sub-section 1C provides for the 
recovery of the settled amount, and
new sub-section ID provides that the 
settlement would be conclusive as to 
the matters settled therein, and the 
assessees will not be entitled to call 
it into question before any court. This 
provision is essential, as matters 
must, reach a finality at some stage.

Cases in which settlements are not 
offered by assessees will be assessed 
to income-tax and to excess profits tax 
in the ordinary course, on the basis of 
income determined on investigation. 
There is no time-limit under the 
Excess Profits Tax Act for starting 
assessment proceedings.

Clause 3 of the Bill makes a conse
quential amendment to section 35, en
abling the income-tax officer to rectltf 
the assessment of the partners on the 
assessment or reassessment of the firm 
or of the shareholders on section 23A 
being applied to the private company. 
The time-limit of four years for su<A 
rectification is to be counted from Hie 
date of the final order passed in the 
case of the firm or the company as 
the case may be.

I have explained very briefly the 
provisions of the Bill, and I now move.

Shri T. N. Singh (Banaras Distt.— 
East): May I ask one question? Why 
was it not possible for Government
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to widen further the provisions of 
subnotion lA? The hon. Minister 
stated earlier that these are not so 
wide, and therefore, nobody need have 
any apprehension. Is it for fear of 
apprehension that it has not been 
widened further?

Shrl M. C. Shah: We wanted to
assess the profits made during the 
war period, which escaped assessment. 
That is what I have stated, and that 
is the reason why it has not been 
widened. -

Shrl T. N. Singh: There are not wide 
enough powers under the earlier sec
tion, and that seems to be a protec
tion to the assessee. That is the one 
consolation being offered to the as- 
sessee.

Shri M. C. Shah: I do not quite fol
low.

Mr. Chairman: Let me place the
motion before the House first. Motion 
moved;

“That the Bill further to amend 
the Indian Income-tax Act, 1922, to 
provide for the assessment or 
reassessment of persons who have 
to a substantial extent evaded 
payment of taxes during a certain 
period and for matters connected 
therewith be taken into considera
tion.”
Shri K. K. Basu (Diamond 

Harbour): May I ask one question?
Shri M. C. Shah: I think it will be 

better if I reply after all the questions 
have been raised by the hon. Members. 
It will be better to reply to all the 
questions instead of replying to one 
question after another.

Shri K. K. Baaa: I only wanted to 
know this. After aU. this Bill is not 
going to be over today, for we can 
discuss it only up to 2-30 p .m .

Could the hon. Minister give us an 
idea of the number of cases still pend 
Ing ahd the amount involved therein, 
due to the invalidation of section 5(4) 
of the Income-tax Investigation Com

mission Act by the Supreme CUourt’i  
judgment? The hon. Minister did not 
state that in his speech. This will 
give us an idea as to the necessity 
for this legislatioa

Shri M. C. Shah: The number of
cases, under section 5(4) of the 
Income-tax Investigation Commission 
Act, was 369. 26 cases were disposed 
of before the Constitution came into 
force, i.e. before 26th January 1950
In all, 224 cases were either settled, or 
reports were made in respect thereof> 
that means 224 cases were disposed 
of, and 145 cases remain for disposal 
by the Income-tax Investigation Com
mission. Excepting these 26 cases, the 
judgment or settlement or whatever 
it may be, in respect of the other 
cases became void and unenforceable. 
The total amount involved in these 
cases is Rs. 5*81 crores. Out of this 
the amount collected is Rs, 2*42 croref 
A sum of Rs. 34 lakhs was assessed 
before 26th January 1950. That is not 
affected by this judgment. Out of 
these Rs. 34 lakhs, we have alre.^dy 
collected Rs. 24 lakhs.

Shri Aaoka Mehta (Bhandara): 1
welcome the introduction of this Bill. 
It tries to make good or fill up the 
deficiency that has been created by 
the judgment of the Supreme Court.

I have only one or two minor ob
servations to make. My first obser
vation is that so long as the Com
mission was there, there was a kind 
of protection to the assessees whose 
cases were to be reopened. In the 
case of the Commission, two Judges 
were included in the Commission, and 
besides the income^ax officer’s 
opinion, the cases passed through 
their review. In this case, no such 
independent or judicial review would 
be available. I wonder if it would 
not be possible to have some kind of 
a consultative judicial opinion before 
either any settlements are made or 
any final disposals are made. Parti
cularly in the case of settlements. I 
think it is wise—it is necessary—to 
have some kind of an independent
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opinion being obtained and indepen
dent scrutiny being made available. 
There has been a number of settle
ments in the past» a number of settle
ments that was made under a parti
cular scheme, with which the name of 
£Chri Tyagi was associated. He had 
gone aboui inviting tbpse who had 
evaded payment of tax deliberately 
eiither because lihere was a foreUgn 

Government and they thought that it 
'w as a patriotic dflty to do it, or be

cause they thought that it was profit
able to do so. Mr. Tyagi had gone 
round inviting them to review and 
reconsider the position. As a result 
of that, a number of settlements was 
made.

1 have heard, and I am sure Mem> 
bers of the House have also heard, 
fiat some of these settlements were 
such as left a certain amount of dis- 
Mitisfaction around. There was a feel
ing that the settlements were not 
made in as dispassionate and as ob
jective a manner as they should have 
been made. I hope that there will be 
no scope for such criticism once these 
amendments are adopted. Care should 
be taken to see that there will be no 
room for similar criticism again.

Then, I do not know whether these 
amendments are introduced only for 
the purpose of disposing of those cases 
ttiat were brought up by the Income- 
tax Investigation Commission and 
referred to the Central Government. 
If the purpose of these amendments 
is merely to dispose of those cases, 
I think it would unnecessarily limit 
the scope of investigation. I would 
like to know from the Govemirent 
whether there is any desire to limit 
the scope o f investigation. I would 
know as far as the scope of the amend
ments, legally speaking, is concerned, 
it would be comprehensive. But what 
are the intentions of the Government? 
Are these amendments being brought 
in only to get over the difficulty that 

 ̂ has been created by the ludgment of 
the Supreme Court or through these 
amendments it will be possible for the 
hicome-tax authorities to review and 
to open up all cases where there is

a feeling that there has been tub-
stantial evasion?

I would only add one more word. 
Fortunes made during the war yearn 
were substantial. A long period has pas
sed since these fortunes were made. 
I do not know why between the 
achievement of freedom and today, all 
these cases were not thoroughly gone 
into. What was the reason? Why is 
it that there has been this delay? 
Why is it that so many cases are still 
pending? After all, this machinery 
should have been strengthened. I 
wonder if some of those who had made 
fortunes in those days would be in» 
a position today to pay whatever as
sessment is levied on them. The 
income-tax machinery at least should 
have functioned at a brisker pace. The 
Government should have organised 
the machinery in such a way that 
these targe fortuines tthat had been 
made, the large-scale evasions that 
have taken place, would have been 
looked into. They should have been 
tapped and these evasions should 
have been checked and controlled. I 
hope at least by 31st March 1956 this 
work will be completed and it w HI 
not be necessary for anyone to com
plain after 31st March 1956 that there 
have been any cases of evasion which 
have escaped notice or scrutiny. By 
1956 a period of ten years wou!d have 
passed since the end of the war. Ten 
years is a long enough period and 1 
hope and trust that after these amend
ments are accepted, the scrutiny will 
be properly carried out and whatever 
work that remains will be completed, 
all evasions will have been thoroughly 
looKed Ŝ ito, income4ax payments 
that have escaped will have been 
drawn into the net and no impression 
will be permitted to be created that 
there has been any desire for a settle
ment which is not fair to the Govern
ment, which is not fair to the income- 
tax department.

I have been told by some of those 
who are connected with the income-tax 
department that there Is a desire for
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interference in the collection of 
income-taxes. I hope that the Gov
ernment will be careful enough to see 
that no such impression is created. 
The morale of the income-tax depart
ment is of the highest importance. In 
the past under the British Govern
ment, the most important source of 
revenue used to be the land revenue 
and the Collector of Liand Revenue 
was a man of crucial importance in 
the administrative set-up. Today the 
'Officers of the income-tax department 
occupy a similar position as far as 

th e  collection of our revenues is con
cerned. It is absolutely necessary that 
their morale should be maintained. No 
settlement should be entered into 
where a feeling is created in them 

that either they are by-passed or that 
the general rules that have been laid 
down and the procedux^e laid down 

being overlooked in one form or 
another. In the past, there have been 
occasions where such feelings have 
'been created. Particularly during that 
great scheme when p e o ^  were called 
bpiDn to repent and ope^ jup their 

*purse and asked to come clean, that 
<kind of impression was widely created. 
I hope and trust that the same will 
fiot be repeated and that in future at 
least the morale of the income-tax de
partment will be fully maintained and 
the officers of the income-tax depart
ment will see that in that department 
rules, laws and procedures are 
^supreme.

Bbri T. N. Singh: Mr. Chairman. I 
liave listened to the speech of my hon. 
friend who preceded me and I have 
also heard patiently what our Deputy 
Minister of Finance said while intro
ducing this measure for consideration. 
I  was surprised at times to listen to 
m y  friend on the right who probably 
•cannot get out of the Bombay atmos
phere and the feeling that somehow 
CT other the assessee has been victi
mised here and there. When dealing 
with this Act or other previous amend
ing Acts, my feeling has been that the 
assessee is clever enough to protect 
himself from any victimisation.
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the

As a matter of fact, he has fully pio- 
tected himself not only by his own 
experience but by the galaxy of lega l 
talent also.

Mr. Deputy-Speaker The hon. Meae 
her may continue later.

SPECIAL MARRIAGE BILL—Conclil.

Mr. Deputy-Speaker: Now, I shall
put the Special Marriage Bill to the 
vote of the House. But, before doing 
that, I will put certain consequential 
amendments that have been moved 
by the hon. Law Minister. Clauses (I) 
and (2) are not necessary but there 
is no harm in including them in the 
text.

The question is;
“ (1) That the re-numbering e a i  

re-lettering of the clauses and 9ub- 
clausef consequential on the 
amendments made by the House 
be carried out together with cor
rections of cross-references.

(2) That the various definitio&s 
in clause 2 be re-arranged accord
ing to alphabetical prder.^

The motion was adopted.

Mr. Deputy-Spe^er: The quealte

**That the word *and’ occurrlag 
in clause 16 in page 6, line 20, be 
omitted.”

The motion wa$ adopted.

Mr. Depaty-Speaker: Now, the qtMe- 
tion is:

**That the Bill, as amended, be 
passed.**

The motion was adopted.




