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LOK SABHA

Saturday, 21jf April,  1956

The Lok Sabha met at Half Past Ten 
of the Clock.

[Mr.  Speaker in the Chair] 

QUESTIONS AND  ANSWERS 

{See Part  I)

10-30 A.M.

PETITIONS RE STATES REORGANI
SATION BILL

Secretary: Sir, under rule 179 of the 
Rules of  Procedure  and  Conduct of 
Business in the Lok Sabha, I have to re
port that a petition as per statement laid 
on the Table has been received relating 
to the States Reorganisation Bill, 1956.

Statement

Petition relating to the States Reorga
nisation Bill, 1956.

No. of sig- Distt. No. of
nato ies. or Town State Petition.

76 Aadhra 58

Shri  Sivammtiii  Swami  (Kushtagi): 
Sir, I beg to present a petition signed by 
seven petitioners relating to the  States 
Reorganisation Bill, 1956.

FINANCE BILL

Mr. Speaker: The  House  will  now 
resume further discussion on the motion 
for consideîtion of the Finance Bill, 
1956. Out of 15 hours allotted for the 
various stages of the Bill, about 8i hours 
have already been availed of, leaving a 
balance of about 61 hours. This means 
that the general discussion will be con
cluded by 1. P.M., clause by clause con- 
siderarion will be over by about 5 P.M. 
and the BiU will be passed by 6 P.M. 
Thereafter the House will take up the 
Appropriation (No. 2) Bill for which 30 
minutes have been allotted.
1—91 L. S.
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I will call the Finance Minister to 
reply at ten minutes to 12.

Shri Kamath (Hoshangabad): On a 
Point of Order, Sir. Yesterday you made 
a profound observation about the rights 
of certain Members who had not taken 
part in the earlier stages to make their 
contribution to this debate with regard to 
the I. & B. Ministry, when the Minister 
was present here. This was  made very 
clear by you. The transcript reads:

“I said that those Members who
wanted to raise some discussion.

Mr.  Speaker:  What is  Point  of
Order?

Shri Kamatb: There  are  only  20 
minutes left now and you have called 
Shri Bibhuti Mishra. When will I get a 
chance?

Mr. Speaker: I thought the hon. Mem
ber would ruse earlier during the course 
of the debate when so many hours had 
been set apart for the general discussion.

Shri Kamath:  But,  yesterday,  you
yourself ruled that the I. & B. Minister 
was absent and that it might be taken 
up when he was present. I will read the 
transcript.

Mr. Spêen What I said was that the 
I. & B. Minister will be here to answer
any of the points that are raised by hon. 
Members. Therefore, I allowed the hon. 
Members to speak. I did not see any hon. 
Member raising that. Why should any
hon. Member wait for the hon. Minis
ter. The Minister will give his reply. It
is not as if the Meml̂r must look at
the face of the  Minister.  I was really
surprised when I found they had no
thing to say. Otherwise, I would have 
given such Members preference. Now, 
at  the  fag  end,  to  come  and say 
that  he  must  have  his  pound  of
flesh  is  surprising.  I  would  not
have  called  Shri  Bibhuti  Mishra, I
would have given opportunities to other
Members who wanted to raise the ques
tion. I wanted the I. & B. Minister also 
to be present here. He came and told
me that nothing has been said about his
Ministry, so far. What im I to do?
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Shri Kamath: I may be listened to 
patiently. Yesterday, the matter was dis
cussed for about 10 minutes. You your
self ruled that because the Minister was 
not here, it may be taken up later. I 
appeal to you. Sir.

Mr. Speaker: What I said was this. I 
only said, when 6 hours were asked for 
discussion of this and the Appropriation 
Bill, that I will allow ample opportuni
ties to hon. Members to speak on the 
Finance Bill, to such of those who want
ed to refer to matters relating to the 
I. & B. Ministry or the Law Miniŝ, 
which were not taken up for discussion 
during the Budget debate. Hon. Mem
bers did not choose to do so. I was listen
ing to the debates; they have not referred 
to this. I could not give them another 
opportunity when the Minister comes in. 
They must say what they have to say; the 
hon. Minister will have notes taken and 
reply to them. That is all that can be ex
pected.
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f ̂r ̂   f   ŝrTcTTFr  %  ?rnT «r   f ^



3885 Finance Bill 21 APRIL 1956 Finance Bill 5886
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•T̂ wr̂ ̂  ̂ f̂tfer, ̂    ̂̂  

I  f̂er  3nr ̂    ̂vprnrr

f  I iftflrzm  ?̂rnr  (n®m  ̂ w 
 ̂̂ *R I w ̂ R̂ ̂ ̂   fen̂ T 

 ̂̂  «r̂RT wr   ̂  I   ̂ftiTT  +'T̂T

n̂fefV t,   ̂  t ̂  ̂  ̂ 3̂  

T̂ttirr I 3mr t artR  iNt  1̂- #
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Tto î̂ TT I 1

 ̂ fWH%   ̂  ^ ̂  ̂

^   ̂ «b̂<:fV ̂ I . ̂   ^
 ̂T  ̂Tot f^

 ̂I  ̂ f*iK fen  ^

fO^^t, f3R% ^

 ̂  fw f,  ̂  ̂ # ̂ Tpr f%

f̂m  ̂ t ̂

 ̂  Wt?  ̂ frot t  ^ q[̂ TT

|3n  f%  ̂ qps[ f  ̂ # I

?R7  % 11 M   ^

m̂iT %  ̂  t»  ^

I  3rPT 2Ft ̂   ̂   ̂  ̂

 ̂  t,   ̂ ̂   ^ TT̂-

 ̂ fw t fro
 ̂   ^ ̂  R̂TTT  I

 ̂ 3TR JpS 3T̂ ̂fT̂ t fjF ?rrT ̂

fw ^ (f̂ )̂  ̂5TT?̂  i

?ft̂T#fq̂ (srfNrfeTT)  ft?TT

f I   ̂   ^ ̂rfiR*  I,

 ̂ ̂  qr x ^   n̂ftPTT | qk

 ̂  SRT̂  q̂:  >̂T*T  '3TRT   ̂I

mr 3rnr fWr ̂fsr̂   ̂  tr̂ ̂rr

 ̂arr̂  ̂   f I  3TT̂ift ̂  sntT 

 ̂ ̂   t ?ft7: srrq- > ̂   ^

3t?t ̂  ̂ f̂
?pt  ̂  ̂  ^  >̂1? 
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Sfari Gadgil: I only want to ask him 
one  question, if you will  permit me. 
Government  has appointed an  expen 
committee to go into the economics and 
the technical aspects of ambar charkha.
J understand that that committee is not 
properly and fairly following the usual 
procedure in that those who oppose and 
who are anxious to show the defects 
with a view to removing them are being 
given no hearing.

The Minister of Finance (Shri C. D. 
Deshmukh): I may answer this question 
particularly. I have received a complaint 
to this effect and 1 have requested the 
Production Ministry to let me know the 
facts of the situation. The committee has 
been appointed by the Production Minis
try.

Usually, I deal with the points of 
general importance first and then, in the 
time available, with matters of detail. 
But, I think it will be more proper if, 
at this stage of the discussions, I reverse 
the process and deal with the points of 
detail that have been  raised by hon. 
Members. I think that will facilitate the 
further discussion of the Finance Bill.

Dr. Lanka Sundaram questioned the 
figure of 9L9 per cent, particularly in 
the case of shareholders of private com
panies and partners of registered com
panies. This figure was worked with re
ference to the amount of tax payable by 
an individual on the amount actually re
ceived by him or due to him. It does not
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take into account any tax paid by the 
compsiny or the registered firm of which 
he is a shareholder  or a member. The 
tax paid by the company is on its own 
income as distinct from the income of 
the shareholders of the company. There 
is no justification, under our system, for 
combining the tax paid by the company 
with that paid by the shareholders. In 
India, the income-Jax—but not the su
per-tax—paid by the assessee is assumed 
to have been paid on behalf of a share
holder who is given credit for it in his 
own personal assessment. It is true that 
in some  countries, as for  instance in 
USA, such credit is not given. Our sys
tem is taken from and comparable with 
the system obtaining in UK. The general 
percentages of the tax level in this coun
try are also comparable with those ob
taining in UK and in any case, what we 
have to consider, is our own levels from 
time to time. So long as we have a uni
form system of compiling these figures, 
it does not seem to me to matter very 
much how they are compiled in detail.

He also wanted a fairly adequate clari
fication in respect of tax reliefs now pro
posed, about the corporation tax. The 
only reliefs in respect of corporations, 
announced  recently,  are  as  follows. 
Bonus shares issued by companies out 
of share premium  will be ignored for 
the purpose of increase in the rate of 
super-tax but bonus shares issued out of 
any other resources will be taken into 
account. The share premium received in 
cash will be included in the paid up capi
tal of companies  for determining  the 
rate of tax applicable  to a company 
which is distributing  dividends.  This 
will have the effect of widening the base, 
on which  the calculations  are  made, 
slightly. The original scheme proposes in 
respect of registered firm that it will pay 
the tax as suggested thereof. In the case 
of partnerships, the tax will be charged 
on the shares actually allocable to them. 
Relief would be given in respect of the 
income-tax, not on super-tax,  on  the 
shares allocable to the partners and the 
tax paid by the firm. It is now proposed 
that such relief be extended to super-tax 
also on the share allocable to the partner 
in spite of the firm’s tax in so far as the 
income is not derived from business as 
defined in the Income-Tax Act..

He also wanted to know what the 
total sum of  money was which  was 
sought to be remitted in terms of the tax 
reliefs now proposed. I have already said 
that the changes in the original proposals 
now made will only have a small effect

on the revenue. Although it is not possi
ble to give the exact figures, I do not 
believe that it is likely to exceed Rs. 50 
lakhs.

Another Member, Shri T. S. A. Chet- 
tiar, observed that income-tax  officers 
were not properly trained and were not 
equipped in time with instructions oni 
the implications of the changes in the in
come-tax law from time to time. Our 
reply is that a copy of the Income-Tax 
Act, as amended by the Finance Act,
1955, was available to the income-tax 
officers and the  public within  fifteen 
days of its  becoming a law.  Similar 
arrangements have been made this year. 
Quarterly bulletins embodying all instruc
tions and changes are being published 
for the use of officers and inspectors 
since 1955. These are of course for de
partmental use only. Training classes for 
all new recruits exist in Calcutta and are 
organised in other centres. As and when 
necessary, refresher courses have been 
organised in five centres since 1954.

Shri V. P. Nayar  said that  steps 
should be  taken immediately  to put 
down evasion and realise every pie of 
legitimate tax. My first observation is 
that I do not believe  there is any coun
try in which a pie or a similar fraction 
of the currency of tax is recovered. My 
detailed answer is as follows. A special 
directorate headed by three very senior 
officers of the department is going inta 
cases which have been referred to the 
Income-tax  Investigation  Commission. 
Another special directorate is looking in
to individual items of big tax evasions. 
Two Central Commissioners in Bombay 
and Calcutta are looking into specially 
selected cases. Further sub-circles have 
been  created in each  Commissioner’s 
charge, working under their direction, to 
look into more complicated cases. Fur
thermore, special refresher  courses are 
being  organised  to  train  officers in 
methods of tax detection. Special survey 
units have also been formed and surveys 
are being conducted to find out cases 
of persons not paying tax. In my reply 
the other day, I have given figures of the 
progress made in this particular work of 
survey. Finally, generally speaking, con
tinuous improvements are being made in 
the Act to plug loop-holes. The current 
Finance  Bill, for  instance,  contains, 
powers of search and seizure of docu
ments given to officers and also to re
open old cases of tax evasion. The diffi
culty here is that we are dealing with 
both evasion and legal avoidance.
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In addition to the measures that we 
have taken, unless we have a generalised 
return of  wealth, it is not  possible 
for us to tighten up this  process of 
gathering taxes. 1 had occasion to say 
the other day that this is one of the 
measures which is under consideration. 
When ii will come before us is more than 
1 can say because it presents very for
midable administrative difficulties. It is 
true that at the moment we have a re
turn of wealth or a statement which is 
demanded from people with  incomes 
over Rs. 36,000. But unless we have 
some prima facie reasons for suspecting 
evasion, we do not usually have an occa
sion to check the details that are ̂ ven 
in this statement. If at any time they 
were to be replaced by, as 1 said, gene- ' 
ralised tax on wealth, then it will be the 
duty of the administrative machinery to 
try and check every such statement in 
order to verify it.

There is a belief—although it is not 
one of the points  made by the  hon. 
Member—that if the tax levels were 
lower in this  country, then,  evasions 
would be very much less. I am quite 
convinced that even if the taxes were to 
be halved, evasions will continue on the 
same scale. It is a general question of 
sharpening our wits and educating the 
puWic in the civic duties.

In addition to this tax, various other 
taxes have been suggested by hon. Mem
bers—business  profits tax,  succession 
duty, gifts taxes and so on and so forth. 
I should like to make just one general 
statement. There seems to have bîn an 
impression  created that  what I have 
said the other day refers only to the re
commendations made by the Taxation 
Enquiry Commission. But I must point 
out that that Commission was appointed 
before we had drawn up the Second 
Five Year Plan and, in any case, this is 
a document containing, shall we say, the 
general philosophy about taxing with re
ference to  conditions in this  country. 
Since conditions keep on changing, some 
portions of it are apt to get out of date 
and, in any case, we keep on receiving 
suggestions from various quarters. One 
such suggestion, for instance, is a tax on 
exfwnditure. All  these are new  ideas 
which have to be thoroughly studied, in
vestigated and related to their adminis
trative implications. Then only will it be 
possible for the Government, if it so 
thinks fit, to bring them forward before 
the legislature.

12 Noon

I might as well deal with another gene
ral point that has been raised in regard 
to taxation, and that is, the report of the 
Taxation Enquiry Commission was not 
discussed by the lêlature. It should be 
remembered  that it contained  recom
mendations which have a bearing not 
only on our taxes, but on the taxes of 
State  Governments as  well as  local 
bodies. It contained also suggestions in 
regard to the development of the ad
ministrative machineiy. It contained sug
gestions in regard to the formation of 
economy committees and so on and so 
forth. But, in their essence. Sir, such a- 
kind of report does not lend itself to a 
general discussion in the House. Ateady 
we have implemented quite an apprecia
ble number of suggestions made by that 
body. Last year we implemented some, 
this year we are  implementing  some 
more and any discussion could only be 
in very broad and general terms. They 
would be not greatly different from the 
terms in which we discuss the question 
of resources, so to speak, in the Second 
Five Year Plan. Take for instance the 
question of excise duties. The Taxation 
Enquiry  Commission has  suggested a 
large number of them. It is not possible 
for us to go into the kind of details 
which would give an indication to the 
public as to what is in the minds of the 
Government. Therefore, it is very much 
better that whenever we have to bring 
a matter we bring it before the same 
forum, namely the Parliament, and it is 
for the Parliament to make up its mind 
on that particular problem that is refer
red to it, with reference to all that has 
been said by the Taxation Enquiry Com
mission in the report which is available 
with hon. Members.

Shri B. S. Murthy (Eluru): will not 
the Government be benefited if the re
port of the Taxation Enquiry Conmiis- 
sion is debated by this House and the 
views of the Members obtained?

Shri C. D. Deshmakh: That is like in
viting the House to give a sort of pre
decision on the matters which are going 
to come before it. That is not the kind 
of  procedure that is  followed. Apart 
from the report of the Taxation Enquiry 
Commission, in my regular taxation I do 
not have a session in November in which 
I say to the House: ‘*WeII, this is in my 
mind; I suggest the following taxes, what 
do you think of them ?”, and if they say: 
“Yes”, if their response is encouraging 
then I come  forward in the  Budget
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Session with those specific measures of 
taxation. It is, therefore, I say, taxation 
is a matter wMch does not lend itself to 
too much, shall I say, pre-deliberation.

Shri  Mohanlal  Saksena  (Lucknow 
Distt. cum Bara Banki Distt.): Mr. Spea
ker, I would like to point out that ilie 
Taxation Enquiry Commission has not 
only made recommendations regarding 
taxation, it has also made certain other 
rocommendations regarding economy, re
garding the possibilty of exploring the 
utilisation of surplus labour in the coun
try and so on. For instance, they have 
said that the national income in real 
terms has  remained unchanged,  while 
here every day the hon. Minister says 
that the national income has gone up. So, 
there are many other points which can 
be discussed and need not necessarily be 
only the question of taxation on essential 
articles.

Shri C. D. Deshmiikh; Sir, the hon. 
Member has made a second speech. In 
any case, my point holdes, that all these 
matters come up for the consideration of 
the House in one context or another; 
either they come up in connection with 
the general discussion on the Budget or, 
more than that, they come up in con
nection with the Plan. Almost every day 
there is some reference to national in
come, increased production, so on and 
so forth. So far as economy is concern
ed. I have already said what I had to say 
and it was open to hon. Members to 
challenge  the  conclusions  that  had 
been reached by the Government in this 
matter. To my knowledge, no Member 
has observed adversely on the sugges
tions that were put forward by me for 
the first time in my Budget speech.

Now, Sir, I come back to this matter 
of taxation and the content of the Fin
ance Bill. Some Members have objected 
to amendments of the Income-tax Act 
carried out through the Finance Bill. All 
that we claim is that these amendments 
are not matters of procedure but are con
fined to matters relating to the imposi
tion? abolition, alteration and regulation 
of the taxes, and all these matters are 
comprised within the content of article 
110 of the Constitution.

Stei K. K. BasD (Diamond Harbour): 
And therefore the modification of the 
Act.

Shri N. C. Chatterjee  (Hooghly): 
Without a Select Committee.

[Shri C. D. Deshmukh] Shri C. D. Deshmukh: It is not that 
every Bill goes to a Select Committee. 
3ut we can  claim that  certainly  an 
opportunity is given to the House for 
discussing the Finance Bill, at least as 
adequate as most other Bills, except, as 
I say, the omission of the Select Com
mittee stage.

Shri N. C. Chatterjee: What was point
ed out. Sir, was that, apart from the fixa
tion of rates and duties which are per
tinent  for the purpose of  raising the 
actual revenue for the next year, you 
are making drastic amendments of other 
substantive provisions, which do not go 
to a Select Committee. Therefore, it was 
said that, that  could  be relegated to
• another Bill and the ordinary legislative 
procedure could be followed.

Shri C. D. Deshmukh: This is a mat
ter of convenience. If the House does not 
like to be rushed in respect of these par
ticular amendments, they can indicate 
their desire.

Shri N. C. Chatterjee: That is what we 
are trying to do.

Shri C. D. Deshmukh: But the House 
does not hold that view on most occa
sions.

Shri K. K. Basu: The Central Hall 
does not.

Shri  C. D. Deshmukh: Shri  C. D. 
Pande has objected to the power to re
open cases beyond 8 years. I can only 
repeat that it will not affect the smaU 
assessees as the total amount on which 
the tax has been evaded must exceed 
Rs. 1 lakh and, further, no cases will be 
reopened except with the previous per
mission of the Central Board of Revenue 
so that peUy  harassment will not be 
possible. In this context it has been sug
gested to me by Shri Pande that, in 
any case, before the cases are reopen
ed an opportunity should be given to 
the party to be heard. That is a sugges
tion which will receive my considera
tion.

In other countries, I should like to 
point out that there are no limits on the 
amounts or the time during which the 
cases would be reopened. Therefore, we 
do not see why a time-limit should not 
be set, especially for dealing with cases 
Of fraud.

Shri N. C. Chatteijee: May I point 
out that in those countries only in cases 
of fraud you can reopen, otherwise you 
cannot? But, here our net is cast much 
wider.
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Shri C. D. Deshmukh: The wording ol 
the clause certainly comprises cases other 
than fraud, but we can only announce 
what our intention is and that I have 
announced, that it is cases of fraud, par
ticularly cases which  have been dealt 
with in accordance with another proce- 
<iure, that probably the Central Board 
of Revenue will consider as fit cases to 
be dealt with under this extended power.

Pandit  Thakur Das Bhargava  (Gur- 
gaon): If that is your profession, why 
don’t you put it in the Bill itself?

Shri C. D. Deshmukh: There are legal 
legislative difficulties by which we cannot 
discriminate in that fashion. We must 
examine those cases and find out. It is 
not possible for  me to go  into legal 
grounds again, because what I say here 
might be taken....

Shri N. C. Chatterjee: There would be 
no discrimination; there would be only 
rational classification if you adopt the 
English wording.

Shri C. D. Deshmukh:  Sir,  aheady 
five minutes have been lost out of my 
time.

Mr. Speaker: If the hon. Minister sits 
ôwn, I cannot help him. If he stands..

Shri C. D. Deshmukh: It is an appeal 
through you to the other hon. Mem- 
Ijers, Sir.

Then another hon. Member objected 
to taxation of registered firms and taxa
tion in respect of bonus shares. I con
sider that these points have been fully 
-and cogently answered by a Member on 
this side, Shri Morarka. As stated by 
him, registered firms have been treated 
more favourably in the past and there 
is no reason why they should not pay 
something in lieu of corporation tax. I 
have already explained this matter in the 
course of my Budget speech, the ration
ale for this new taxation. As regards the 
taxation of companies for the issue of 
l)onus shares, I consider that I have al
ready given adequate justification.

The same Member pointed out that 
if a company issues bonus shares in a 
year in which there is a loss, then there 
would be no tax and he was inclined to 
think that tea  companies were  being 
lightly dealt with. The scheme of taxa
tion is that a tax is charged on the total 
income of a company for the issue of 
bonus shares. There is no tax, as I have

explained  before, on bonus  shares as 
such. If, therefore, there is no taxable 
income, no tax can be levied merely for 
the issue of bonus shares. The remedy, 
therefore,  lies  in  an  administrative 
action not to permit an issue of bonus 
shares in a year where the company 
approaches for such permission where 
it has suffered a loss.

As regards tea companies, the extra 
corporation tax on account of the divi
dend above six per cent will certainly be 
applicable, and our scheme was, that por
tion of the total income of the company 
is subject to income-tax.

Another hon. Member finds it diffi
cult to understand the exact staff posi
tion of the Income-tax Department, and 
he also referred to some article in the 
press ii\ which it was mentioned that the 
Income-tax Department was over staffed. 
We claim that the article in the press 
was incorrect.  Although at  least  the 
Special Officer whom we had appointed 
has come to the conclusion that we are 
not so short of staff as we think, there 
is nothing to indicate that there is over
staffing in this department. The last oc
casion on which an advertisement was 
put out for more officers in the depart
ment was in December, 1952. Recruit
ment in the department is not merely 
for expansion but also for filling in va
cancies on account of retirement. This 
is normally done  through the Public 
Commission.

Another Member complained that a 
large number of employees in Class III 
and Class IV of the Income-tax Depart
ment were yet temporary. Out of a total 
nimiber of 14,500  posts in these  two 
grades, the number of permanent posts 
is 8,000. More posts will be made per
manent after the Special Officer of the 
Central Board of Revenue has finally re
ported on the adequacy or otherwise of 
the staff in the department.

Then there were various complaints 
about  the  inadequacy  of  statistics. 
Kumari  Annie Mascarene  complained 
that figures relating to foodgrains did 
not show the imports on Government 
account. She referred to paragraph 13 of 
the introductory note of the book. I find 
she is not  here in the  House.  It is 
not possible to include in these accounts 
complete figures of imports on Govern
ment accounts at the time of their im
portation owing to the operation of a 
special system of clearance of the Gov
ernment stores under which full particu
lars required for trade registration are
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not available at the outset. The account,̂ 
are, however, adjusted later in so far as 
the particulars wanted are gradually col
lected by customs houses. In so far as the 
foodgrains are concerned, arrangements 
have now been made  to publish the 
approximate total value of such residuary 
imports on Government account as have 
not yet been brought under the regular 
trade accounts under composite heads— 
other imports on grain, pulses, flour and 
food from April, 1952. This is given at 
pages 52-53. Its value is not thus directly 
taken into account under the grand total 
of the imports.

Shri Morarka complained that in ans
wer to a question Shri M. C. Shah said 
that the information was not available 
while it was available in certain publish
ed statistics of the department. He want
ed to know the exact number of com
panies which had earned a rebate of one 
anna for undistributed profits in certain 
years. The  statistics as compiled  and 
published do not show the number of 
companies  but the number of  assess
ments. It is possible that in one parti
cular year assessments for more than one 
year are made in respect of one company 
so that the figure of assessment shown 
will not be for the exact number of com
panies. That is why the answer could 
not be given to Shri Morarka’s question.

Then, in regard to direct  taxation, 
there were two other points. Shri Basu 
complained that the perquisites were 
not fully taxed.  The value of a free 
house has always been subject to tax. 
The perquisites other than a free house 
have been taxable since 1955 in  the 
case of persons with a salary of more 
than Rs. 18,000 per annum.

Shri K. K. Basu: My point was this. 
As the money is being paid for by the 
company, the company gets the bene
fit by way of a reduction of the quantum 
of the profit, if that is part of the nor
mal expenditure. There should be some 
sort of control.

Shri C. D. Deshmnkh: Yes; I under
stand. You say that it must be to the ex
tent to which it is permitted. That, I 
am afraid, is unavoidable. It is part of 
the expenditure of the company.

Shri K. K. Basu:  If  the  company 
spends proportionately, then certainly it 
is for the Government to find out whe
ther the  money spent  on a particular 
subject is proportionate to the require

ments. That is what I wantea to make 
out. You have changed it now in res
pect of the shareholders and directors.

Shri C. D. Deshmukh:  That  holds, 
good for any other expenditure to the ex
tent to which we find that the expendi
ture is  excessive. It is open  to us to- 
question it. We have taken powers to 
look more closely into this matter and 
we shall bear the observations made by 
the hon. Member in mind in dealing with, 
the company assessments.

There is one important point which 
§ome Members have raised, and that is 
about the kind of accordance of ceiling 
ttt land with the question of ceiling on 
incomes. They have commented on this 
and have raised this question why there 
should be a ceiling on land if there is 
not simultaneously a ceiling on incomes. 
The point is, land in a large and thickly 
populated country is much sought after 
as a non-reproducible instrument of pro
duction. That is to say, it is scarce, and 
the natural resources, ownership and cul
tivation of land  determine in an im
portant way the economic and social re
lationships within rural society. There is, 
therefore, a sp̂ial case for regulation of 
land  ownership, tenures and  tenancies 
and land utilisation. A ceiling on land is 
not primarily a device for limiting in
comes thoû it is in reality a way ot 
ensuring that this scarce factor of pro
duction is not monopolised by a few. 
There is nothing in theory, at any rate, 
in preventing a landholder from having 
other assets, say, a  house or Govern
ment bonds or industrial shares. What is 
sought to be limited is his land-holding 
and not his income in the aggregate, 
though undoubtedly ceilings  on land 
have a direct effect on income—a varia
ble effect on income.

Hon. Members would be interested ta 
know that even in the United States, the 
size of family holdings on lands coming' 
under the new irrigation projects under
taken by the Federal  Government is 
being limited to 160 acres. The condi
tions in that country are of course diffe
rent. Their techniques are different and 
here, we have a country of small land
holders and the problem is to discover 
ways of increasing the yields that these 
smallholders have through intensive cul
tivation, co-operative purchases and sales 
and the like. Large holders are relatively 
few but they account for a not inconsi
derable  proportion of the total  land’ 
available for cultivation. This disparity 
cannot be justified when there are large 
numbers of p̂ ple who have less tfaan̂ 
a basic or a minimum holding and wheii>
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others are  entirely without  land. The 
limit on income through ceilings on all 
property is not at the moment a feasible 
proposition since it would involve pay
ment of compensation. Action has, there
fore, to be limited to fields where it is 
urgent in  the overall social  interests. 
Nevertheless, the removal of disparities 
in income and wealth all over the eco
nomy cannot and should not be delayed 
over long, and the who runs may read 
the sense of the times. The ceiling on 
land-holdings is,  for the  reasons men
tioned, a special case in respect of which 
action is justified apart from the gene
ral issue of ceiling on incomes.

The last speaker said something about 
the condition of peasants and their in
capacity to bear any taxation. He also 
referred to the possibility of raising as 
much money as we wanted for educa
tion or irrigation projects or what not, 
or subsidising the Ambar Charkha from 
tax on Rajas and Maharajas. Now, even 
if they exist, to the extent to which the 
Constitution allows us to tax them, they 
are taxed. Apart from that, there are 
special provisions of the Constitution 
under which they  are  taxed.  For in
stance, in the case of estate duty, they 
are subject to the taxation. In any case, 
I think it is oversimplifying the problem 
merely to point out to a few tall poppies 
and to say that as soon as those poppies 
are struck down, all will be well with 
the health of the community. The same 
speaker made a useful suggestion in re
gard to small savings which, like the sug
gestions made yesterday, we shall consi
der.

I now come to the indirect taxes. I witl 
first deal with the tax on diesel oil. One 
hon. Member said that this tax, together 
with the tax  imposed in the  Madras 
State, will affect die agriculturists. Ano
ther Member also suggested that agricul
turists should be exempted. In answer
ing a similar criticism in the General 
Debate in the Rajya Sabha on the 8th 
March, I said as follows:

“It is unfortunate that sometimes 
excise duty is in addition to the sales 
tax that the States are imposing. 
That is one of the problems of taxa
tion for which no ready answers is 
forthcoming. It has to be adjusted, 
but so far as the Centre is concern
ed, what the Centre imposes must 
have precedence. In other words, 
the Centre will collect it for the 
simple reason that it collects nearer 
the source than the State Govern
ment”

That is the position with regard to 
diesel oil and similarly with regard to 
the  other  commodities. It  has  been 
asserted in this connection that in the 
case of food cash crops, the incidence of 
increased cost on account of excise duty 
on diesel oil employed in running water 
pumps in a 25 acre farm is of the order 
of -66 per cent only the value of the 
production. Where tractors also are em
ployed, the incidence of the duty on the 
consumption of both diesel oil and power 
is 4.3 per cent. Mechanisation on agricul
tural farms is likely to be more common
ly met with in the better organised 
plantation industries like tea, coffee etc. 
or among the larger farming interests, 
since by and large the economy of these 
people is superior to those employing 
traditional methods of farming generally 
prevalent in the country. The case for 
any relief is to that extent at any rate 
weakened Food-crop prices have steadily 
appreciated since May, 1955—rice by 
16-9 per cent, wheat by 49 4 per cent, 
bajra by 15:5 per cent and jowar very 
considerably. There has been no hesita
tion on the part of the State Govern
ments in  increasing their sales  taxes 
both on diesel oil and power alcohol..

Shri C. D. Pande: We suggest co
ordination.

Shri C. D. Deshmnkh: I have dealt 
with that point. I am sorry, I should not 
take notice of this interruption. The re
cent instances are the increase of sales 
tax on diesel oil from li annas per gal
lon to 4 annas per gallon in Madras and 
the proposal to increase the sales tax on 
this oil from 3i to 6i per cent in Rajas
than. The present proposal is only by 
way of replacement of revenue lost— 
this is an important point—on account 
of import duty in the growth of indi
genous production at the expense of im
ports. Nevertheless, I have gone into this 
matter of the incidence of diesel tax on 
the agriculturists. At the moment, I can
not say that a remedy offers itself. We 
thought in terms of  rebates and  sub
sidies and so on; but, the administrative 
difficulties are there considerably. The 
total tax involved on high power diesel 
oil is of the order of about fe. 50 lakhs. 
We are not quite sure that, if any ar
rangements are made for the benefit of 
the agriculturists, the benefit will remain 
with the agriculturists and not be passed 
on through illicit channels to other un
deserving sections of the community. In 
any case, we have not given up the pro
blem and we shall continue to try  to
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solve it. If we do find a solution, I think 
we have the necessary powers to give 
effect to our decisions.

Then, I come to the tax on soap. It is 
not the intention to place the manufac
turers of soap who do not use power on 
a par with those using power. The inten
tion is that the larger producer of soap 
without the aid of power should not be 
placed in a position to offer an unfair 
degree of  competition to the  smaller 
producer, who uses power. The justifica
tion for the withdrawal of exemption for 
the manufacture of soap not using power 
lies in the fact that in the past two years, 
under  cover of the exemption,  large 
units  producing even up to 2,000 or
3,000 tons per year were enjoying an 
altogether unmerited advantage at the 
expanse of the exchequer and in com
petition with the smaller manufacturers 
producing soap with the aid of power; 
factories  with the production  of this 
magnitude could not, by any stretch of 
imagination, be  called small-scale  or 
cottage output factories deserving fiscal 
protection or encouragement. Neverthe
less, in recognition of the fact that manu
facturers using power generally produce 
a better quality product and enjoy better 
economies in production costs, some pre
ferences  have been provided  for the 
manufacturers who do not use power. 
Further, 200 tons per year amount to a 
daily output of about 20 maunds  of 
soap, the value of which would range 
between Rs. 500 to Rs. 800, so that it 
cannot reasonably be urged that a person 
producing even a larger quantity than 
this should be regarded as a small manu
facturer entitled to enjoy a total exemp
tion. In terms of revenue, the value of 
the  concession granted to the  totally 
exempted  units  is  approximately 
Rs. 20,000 per annum per unit. Surely, 
this is large enough to protect the inte
rests in any genuinely small unit. More
over, the exemption which  has been 
given operates as a slab for units produc
ing more than 200 tons per annum, so 
that the actual incidence on the smaller 
factories is much lower than the prescrib
ed rate. Take, for instance, the manu- 
. facturer producing 300 tons  only. He 
actually pays one-third and one produc
ing 400 tons pays only one half of the 
prescribed rates on his total output. A 
slab exemption which operates in this 
manner also  incidentally  reduces the 
temptation for marginal units to split up 
into smaller units to avoid duty. The 
position for reducing or abolishing the 
prescribed duty does not, therefore, exist.

The hon.  Member also  referred to 
cardboard. Here again, the value of the 
concessions  to  the  small  units is 
Rs. 35,000 per annum per unit.  Apart 
from the benefit of the slab as in the 
case of soap, this concession, I think 
should go far enough as a measure of 
encouragement to such items.

We come to cocoanut oil. One hon. 
Member desired to know why the reve
nue which is expected from the excise 
duty on vegetable oil isbould not be 
raised  by putting in heavier  customs 
duties on copra and cocoanut oil im
ported from abroad. He quoted figures 
showing imports of copra showing an 
upward trend  for the past  so  many 
years and desired to know categorically 
why it has not been possible to enhance 
the import duty on Ceylon copra and 
cocoanut oil. It is a fact that the imports 
of copra have risen considerably since 
1950-51. Imports of coconut oil, how
ever, have been generally on the dechne 
since  1951-52, the  quantum  coming 
down from 7.3 million gallons to 4.3 
million gallons in 1955-56, for the first 
three quarters, up to December  1955. 
The value has come down from Rs. 6.03 
crores in 1951-52 to Rs. 2.41  crores for 
the first nine months in 1955-56. There 
is shortage of coconut oil in the country 
and it has to be made good  either by 
promoting import of copra for crushing 
or of coconut oil itself. This necessitates 
the maintenance of a proper balance bet
ween the interests of the indigenous pro
ducer of copra, miller and the consumer 
of coconut oil. The proportion between 
the import of copra and coconut oil and 
the levels of import duties imposed on 
each have,  therefore, to be  carefully 
watched and determined from time to 
time. This is a tax which is constantly 
engaging the attention of the Ministry of 
Commerce and Industry on the one hand 
and the Ministry of Food and Agricul
ture on the other. The excise duty, al
though professedly a burden on the in
dustry, is actually meant to be passed on 
to the consumer. In the case of coconut 
oil, there is every indication that this 
transfer to the consumer has, in  fact 
been achieved. I have already  pointed 
out that the imports of coconut oil and 
copra, both of them, are controlled and 
are aHowed only to the extent necessary 
to overcome internal shortages. But, the 
fear of unhealthy competition by Ceylon 
is unjustified. Moreover, we have taken 
care to put an additional counterveiling 
customs duty on such imports equivalent 
to the excise  duty  in order that the 
indigenous product may not be put at
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a disadvantage vis a vis the imported 
product on accgunt of the excise duty. 
There was some small point to which 
Dr. Lanka Sundaram referred in regard 
to the duty on motor spirit. Since he is 
not here  and  it is a  small  point, I 
shall pass over it. *

Then, I come to the question of tax on 
edible oils. Many hon. Members have 
objected to it, some on this side also. 
There is  already a duty on  vegetable 
products of one anna per pound against 
this six pies per pound which has been 
imposed on  vegetable oils  also. Since 
vegetable products are made from vege
table oik, the duty on vegetable pro
ducts, in fact, amounts to Rs. 0-1-6 per 
pound. The differential of one anna per 
pound therefore continues to be main
tained. I need hardly remind the House 
that oil crushed in village ghanies is al
ready exempted from duty. The duty 
falls only on oil produced with the aid 
of power. Even a manufacturer using 
power is not required to pay the duty 
if his production does not exceed 125 * 
tons per year.

Suggestions have been made  for in
troducing a compounded levy system for 
the recovery of the excise duty on vege
table oils. I may state in this connection 
that conditions in the art silk industry 
and the vegetable oil industry are radi
cally different,  because some  analogy 
was sought to be drawn. Oilseeds crush
ed are of various kinds, so that in terms 
of oil, the yields differ from  seed to 
seed, and the capacity of the equipment 
employed, that is to say, the  kolhus, 
expellers and so on, is not  uniform. 
The possibility of introducing  a com
pounded levy system is,  nevertheless, 
being explored. As I said, the safeguard 
is that units producing up to 125 tons 
are already exempt.

From the consumers’ point of view, 
both in regard to mustar oil and coco
nut oil, the proposal has been criticised 
as a tax on an article of general con
sumption and that all consumers of edi
ble oil, whether rich or poor, are made 
to contribute to the exchequer. We have 
calculated the ̂incidence of this tax on 
the family budget. It comes to .09 per 
cent and .12 per cent in the rural and 
urban areas respectively. This is so far 
as the tax is concerned. I do not accept 
the proposition that the tax should be 
made responsible for all the rise in prices 
that has taken place in the recent past. 
Much of the rise must be due to other

factors: may be the operation of hoarders 
and other speculators. If that is so, that 
phenomenon must be dealt with on that 
basis. If we succeed in dealing with it, 
then, the tax that is proposed will be 
found to be no  burden. In the  early 
stages, market prices generally shoot up 
beyond the limits justified. But, then, 
one should remember that prices were 
already on the upward trend due to 
various causes. For instance, in the case 
of groundnut, comparative  failure of 
crop. It is a matter of common experi
ence that the initial spurt given to prices 
is of a somewhat higher order than the 
duty itself. But, we hope that, provided 
that the other problem is dealt with, the* 
prices will read just themselves to the 
level determined by the normal forces 
of demand and supply. The price of 
mustard  oil was R̂. 48  per  maund 
immediately  before  the  budget. The 
highest limit to which it has risen is 
Rs. 66 per maund; on 7th April it wasi 
Rs. 62 per maund.

Shri K. K. Baso; If rose to Rs. 72 ii\ 
Calcutta.

Shri C. D. Deshmukh: Must have been 
after the speech of the hon. Member.

Shri K. K. Basu: The hon. Minister 
does not appreciate a taste for'mustard 
oil in order to understand its implica
tions.

Shri C. D. Deshmukh: I keep it to my
self. That is not very relevant here.

There was some reference to tea, and 
it was said that the London price was 
not a very suitable basis for the calcula
tion of export duty. What I have to say 
in this connection is that the London 
auction prices represent the world price, 
London  being  the  biggest  indivi
dual . world market. These prices have 
risen from 44*85 d. to 59:08 d. or very 
near the point at which the benefit of the 
recent reduction begins to operate. The 
exports during the first quarter of 1956 
have been in excess of the exports during 
the corresponding period of the previous 
two years and have generally made up. 
for the fall in the last quarter of 1955.

This  exhausts most of the  specific 
points that were raised by hon. Mem
bers. I shall now proceed to deal with 
one or two points of general interest, 
which were raised by some of the Mem
bers. I am sorry, there was one point 
to which I should have made reference,
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because it cropped up again and again, 
and that was  some book  written by an 
author who was at one time employed 
in the Income-tax department. I think 
bon. Members have allowed themselves 
to be over-influenced by the fact that he 
had been an employee of the Income-tax 
department and therefore knows every
thing that is to be known about income- 
tax.

Shri A. M. Thomas  (Ernakulam): 
Shri N. C. Chatterjee has written fore
word.

Shri C. D. Deshmukh: I would ask 
Shri N. C. Chatterjee if he has read the 
whole book.

Shri N. C. Chatterjee: I can assure the 
hon.  Minister that that has  exposed 
many of the dark spots in the working 
of the  administration, which  require 
sympathetic consideration.

Shri C. D. Deshmukh: I should like to 
remove the misapprehension of  the
hon. Member. There are a few points. 
A person who has been in the Income- 
tax department cannot help making a 
few  useful suggestions.  Independently 
we have already made some points clear. 
Many improvements have been embodi
ed in the  amendments that we  have 
brought forward from time to time. But, 
some of his conclusions are, I am afraid, 
platitudinous,  some  border  on  the 
cranky. This we say after a careful exa
mination of the book.

Shri A. M. Thomas: It is the mission
ary spirit that has actuated him.

Shri C. D. Deshmokh:  One or  two
hon. Members have suggested commit
tees for various purposes. They seem to 
be of the belief that once you refer a 
problem to a committee, it is almost as 
good as solved. I believe in the maxim 
that a committee is a body which keeps 
minutes but wastes hours.

Then, in regard to the economic situa
tion, there were observations to the effect 
that there really had been no increase in 
national income or that a proper share of 
the national income did not go to one 
sector or another. Now, the national in
come is in  other terms  the national 
production, and if there Is an increase 
in the production, shall we say, on food 
crops, then, to begin with, at any rate, 
that increase in production must have 
raised the incomes of those who pro
duced it. What happens afterwards in 
fhe exchanges that take place in society

is another matter, and which,  as I said 
the other day, is very <jiflficult to trace, 
because we are not in possession of com
pletely developed statistics. We are try
ing to improve, and I have no doubt 
that in course of time, it will be possible 
for us to get a clearer picture of income 
distribution after these exchanges that I 
have referred to.

Shri  K. K. Basu: That  presupposes 
that there are no middlemen worl̂g in 
the middle trade between the  actual 
producer and the mills.

Shri C. D.  Deshmukh:  Middlemen
also  get certain  incomes  which are 
booked in the account of national in
come. For instance, income from pro
duction, income from mining,  income 
from the secondary and tertiary occupa
tions, all these are brought to account.

Sim K. K. Basu: Increasing the pro
duction  of food does not  necessarily 
result in an increase in income so far 
» as the actual producer is concerned, and 
the increase in income may not bear the 
same proportion.

Shri C. D. Deshmukh: No, not in the
same  proportion. Nor  have I claimed 
that all the 20 per cent remains with the 
agriculturists. In fact, I have confessed 
my inability to place my finger on the 
exact percentage that remains at the mo
ment with every section of the commu
nity.

Some reference was made to the inabi
lity of Government to curb speculation. 
Speculation is of two kinds. The first is 
the regulated or semi-regulated specula
tion in stocks and shares and the various 
commodities dealt with in the forward 
markets. We have some kind of machi
nery for dealing with this, and we hope 
to bring forward the necessary measure; 
in fact, the measure is already before the 
Select Committee, and their report will 
be submitted to the House very soon. 
Human nature being what it is, a certain 
amount of speculation is bound to exist; 
and although in theory, we have recog
nised that  State trading and  controls 
could be a remedy, in practice, we find 
that there are very severe limitations on 
our capacity to deal with that problem 
adequately in that way. To the extent to 
which we can bring to bear buffer stocks 
on the operations of speculators, we are 
prepared to do so, and in the past, we 
have done so in regard to food. The 
other method, controls is generally not
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acceptable to the community. Neverthe- 
 ̂less, whenever there is any attempt to
* corner commodities of essential use, or 
industrial raw materials, from time to 
time, we bring to bear some method of 
control or allocation on it. For the rest, 
it is a matter of taking care, I think, of 
the credit arrangements, for if we get to 
the root of the matter we find that spe
culation is to a great extent assisted by 
bank finance. And it is for this purpose 
that the Reserve Bank has, as hon. Mem
bers would have noticed from the press, 
called for a report of advances made 
against commodities by the commercial 
banks in this country. I mention this in 
order to assure the House that we are 
seized of the problem, and we shall be 
vigilant.

There was some reference made to 
State  enterprises, and the  lack of ac
countability to Parliament. This is an 
issue which has been debated more than 
■once on the floor of the House. The 
■view that we have taken is that there 
are already committees of the House, 
-which can be used or deployed, so to 
speak, for the purpose of dealing with 
that situation.  Whether the  Estimates 
Committee go into the matter one after 
another, or whether they appoint sub
committees to go into any matter further 
are things which must be left to the Esti
mates  Committee to  determine. Then, 
there is the Public Accounts Committee,
I am convinced that between these two 
committees, the House can give to this 
xjuestion of the conduct of State enter
prises such attention as should be given,
1 think in principle it has been recognis- 
■ed that this kind of control must not 
extend to the regulation of the day-to- 
day business of these enterprises, and 
that in that sphere, there must be great 
deal of autonomy, conceded  to these 
enterprises. •

Then, there were references to two 
other matters which properly fall under 
the Second Plan, namely............

Shri Tul̂das (Mehsana West): May 
1 ask a question ?...........

He may put his ques- 
end. Let the Minister finish

Shri Kamath:  The  Minister is  not 
yielding. He is standing firm like a rock.

Shri C. D. Deshmnkh:-----regional
disparities and the question of shortfalls 
in expenditure. I think light will be shed 
on these matters during the course of the

debate on the Second Plan. Here again, 
the priniciple has been admitted, and I 
believe it will receive prominent atten
tion.

This matter of regional disparity is 
not a matter which escapes the attention 
of the State Governments, and a meeting 
of the National Development Council is 
soon due, and I have no doubt that any 
serious complaints in regard to inequi
table distribution of the Plan expenditure 
will not fail to be made in that meeting 
of the National Development Council.

As regards the shortfalls in expendi
ture, it is not possible to give a compen
dious answer. There are various reasons; 
sometimes,  foreign  equipment is  not 
available, sometimes the administrative 
machinery does not move as fast as one 
expected it to, and so on. Very often, 
it is due to the inability of State Govern
ments to raise the corresponding match
ing contributions. This last one is a mat
ter which, I have no doubt, will be con
sidered by the Finance Commission, be
cause I think it wiU Tje one of their duties 
to ensure that the State Governments are 
enabled to run on an even keel, having 
regard  to  the  development  already 
achieved as a result of the First Five 
Year Plan. I have no doubt that they 
will also give some attention to the 
capacity of the State to discharge the 
responsibility that rests on them or will 
rest on them in regard to arising re
sources for the Second Five Year Plan.

These are matters, therefore, in res
pect of which we must await the gui
dance and almost the verdict, 1 should 
say, of the Finance Commission.

Many speakers referred to this vexed 
question of deficit finance, and to this 
subject I think  Shrimati  Tarkeshwari 
Sinha made a valuable contribution. But 
while agreeing with her generally in re
gard to the development of the theory 
of the matter, I am still at a loss to 
know what in her opinion precisely is 
the amount of deficit  finance  that 
would be safe.

Shrimati Tarkeshwari Sinha (Patna 
East); I had suggested two things, the 
purchase of sterling from the Reserve 
Bank against y&ut cash balances, and 
utilising the savings.

Shri C. D. Deshmnhh: That does not 
amount to a figure.

Shrimati TMediwari Shdia: It is very 
difficult for me to give the figure.
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Shri C. D. Deshmukh:  That is  the 
whole point. 1 am very glad to have the 
admission of the hon. Member that it is 
very difficult to calculate the figure. We 
have given one figure. It may be that 
that figure will prove to be wrong. We 
hope it will be v/rong in the sense that 
after the experience of the first year we 
shall find whether we have overdone it 
or we have underdone it. We shall keep 
our eye fixed on the price level in the 
country, and any other indicators that 
are available to us. For instance, if we 
find that we are generating inflationary 
pressures, then it will be open to us to 
adopt many of those measures which we 
have adopted in the past or which have 
been suggested from time to time by 
experts on the subject. Lastly, there is 
one little matter to which I should like 
to refer,

Slirimati  Tarkeshwari  Sinha: May 1
point out to the hon. Minister...,

Mr. Speaken The hon. Minister is not 
willing to yield.

Shri C. D. Deshmokfa: I yield.

Shrimati Tarkeshwari Smha: I men
tioned in my speech that Government 
had to apply its mind to the problem of 
purchasing sterling against the cash bal
ances of the  Government. I think last 
year the Finance Minister himself men
tioned this point in the course of his 
speech. I want to know what is the 
attitude of the Government, how the 
mind of Government is working, whe
ther  Government will  utilise  sterling 
against  cash balances for  purchasing 
equipment for the public sector, and also 
whether Government is going to mobi
lise public savings for imports and pur
chase of equipment or financing of pro
jects. These two points must be clarifi
ed a little more,

Shri GadgD: Her advice won’t con
fuse him, I am sure.

Shri C. D. Deshmukh: She suggested 
buying sterling against ad hoes in pre
ference to letting the public acquire ster
ling, as far as 1 under̂nd.

. Shrimati Tarkeshwari Shiha: Yes.

Shri C. D. Deshmukh:  On this,  we 
entirely disagree with her. Government 
acquires sterling against treasury  bills 
and import goods. Then there is no re
duction in the domestic money supply. 
If, on the other hand, private parties

buy sterling, then they have to tender- 
rupees and then reduce the monetary cir
culation. Therefore, it seems to us that 
in this situation, she envisages the latter 
type of operation would be better.

Shri A. M. Thomas: They are general
ly the views of the dissenting economist. 
Prof. Shenoy.

Shri C. D. Deshmukh: This is what we 
feel about it.

I  liked the remarks which one hon. 
Member  made in regard to  austerity, 
especially among women. I think there 
is a good deal in what he said, and that 
seems to have come about by the ignor
ing by women of the advice which wa& 
given by Pandit

It is a very good poem:

 ̂  ^

 ̂  ̂ 11;

An Hon. Member: What is the transla
tion?

Shri C. D. Deshmukh: The hon. Mem
ber wanted a reply in Sanskrit which 1 
am attempting now.

Mr. Speaken That was in Urdu.

Shri C. D. Deshmukh: That is  not 
mine.

These are the ornaments given by the 
trees .to Shakuntala.

This was the natural adornment of 
women in the old days.

Now this is mine:

M

This is what we know  from  Kavi 
Kalida’s kritL

VRrt   ̂ I VTvftŝiTT  -
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Unfortunately, those precious iJays arc 
over and the Rashtra.

is now m̂ ged— 

f̂TWfrîPTR fdftT

It is now plunged in the darkness of 
poverty.

although it is independent again. 

Therefore, in these circumstances:

TO
Vanitas which are the ornament of our 

country.

should abandon their <mga bhushan, 
should relieve the burdens of themselves.

should make the jivans of their fellow- 
beings more capable of bearing the new 
burdens that are cast on them.

Shri Kamath:

Shri C. D. Deshnmkh: If  it  is  not

, then my answer is to go to 

the verse of Shri Altekar.

Whether it is Dinakara’s rashmis or 
mine—Dinakara is Surya, also poet—

they should influence the demeanour 
of the women’s section of the society. So 
far as I am concerned, my taxes—̂not 
my kora—

II

Those who are engaged in corrupt 
practices— 

with their severity,  let them  affect 
those people.

Sliri K. C. Sodhia (Sagar) rose,-̂

Mr. Speaker: Order, order. After the 
beautiful speech in Sanskrit, I must put 
the question straiĝitway.

The question is:

“That the Bill to give effect to 
the financial proposals of the Cen
tral Government for the financial 
year 1956-57, be taken into consi
deration.”

The motion was adopted,
2—91  LofcSabha

Mr. Speaker: The House  wiU now 
t«ke up clause by clause consideration of 
tte Finance Bill, for which 4 hours have 
b̂ n allotted.

Hon. Members who wish to move any 
of their  amendments to  the  various 
clauses will kindly pass on the numbers 
their amendments,  q>ecifying  the 

clauses to which they  rdate,  at  the 
Table within ten minutes.-

There are no amendments to clause 2.

The question is :

*That clause 2 stand part of the
Bill”.

The motion was adapted.

Qlause 2 was  to the Bill.

3 {Amendment of section 2 etc,)

Sltti Tidsidss: 1 beg to move:

Page 3, lines 40 and 41—

omit ‘‘whether capitalised or not”.

As you will see, in page 3, in clause 
3(c),  they  have  added  the  words 
‘̂vhether capitalised or not”.  If I may 
say so, this clause amends the definition 
of dividend to include in it distribution 
of all accumulated profits, whether capi
talised or not, on the liquidation of a 
company.  Tlie amendment seeks to ex
clude capitalised profits from this defi
nition.

The  definition  of  ‘dividend’  was 
amended only last year so as to tax as 
dividend prcdts of all past years—and 
not only of past six year as till then 
provided—on the liquidation of a com
pany.  With the  present  amendment, 
the Government would sed̂ to  include 
even capitalised reserves in the dîni- 
tion of dividend, and tax th  ̂as such. 
The process of constantly tinkering with 
the law does not sê  to come to an 
end at all.

When reserves  are capitalised, they 
form part of a company’s capital- For 
all purposes, for example, reduction of 
share capital, capitalised reserves are 
treated on par wiUi the original paid up 
capital of the company.  It is equally 
imprĉ Ma* to distinguish in the purchase 
price an inv̂ or pays  for a share on
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the market, between its original paid 
up value and the value that reflects 
capitalised and non-capitalised reserves 
and the company’s  earning capacity. 
There is no reason why the paid up capi
tal should be broken up, on the liquida
tion of a company, into the part con
tributed by the shareholders  and the 
part that is formed by the withholdmg 
of  profits  from shareholders. I  will 
give an example to illustrate my  point 
Suppose a company’s share has a paid- 
up value of Rs. 100 and a market value 
of Rs. 200 and suppose, all its past pro
fits are capitalised to enable the issue of 
one bonus share for  each share  held; 
hereafter, each share is  quoted at Rs. 
100 in the market. Suppose, I buy such 
a share out of my current savings from 
the market and the company goes into 
liquidation  tomorrow, paying to  each 
shareholder Rs. 100 in &ial distribution. 
Is it fair that this return of my capital 
of my saving from income, on which I 
had paid  income-tax only  last year— 
should be split up into two parts, and 
one part taxed again as my income?

1 P.M. '

No doubt, it will be argued  that the 
clause does nothing but bring into line 
the provisions of section 2(6A) (c) of 
the Income-tax Act with those of the 
already existing section 2(6A) (a).  I 
may point out that the two cases are 
not absolutely  similar. The  essential 
difference is that under section 2(6A)
(a), the company continues to exist and 
the  shareholder  continues  to be  its 
member. In such a case, where a part 
of the company’s  assets are released 
during its life-time, section 2(6A) (a) 
lays down that the released assets shall 
first be deemed to be return of accu
mulated profits and then out of paid-up 
capital. The distinction is vital.

Secondly, under section  2(6A) (a), 
the shareholder has always the hope of 
recouping  part  of  his loss  through 
future earnings, a possibility which, with 
the liquidation of the company, is ab
sent under 2(6A) (c),

I may refer to another factor which 
mitigates the hardship that would arise 
under clause 2(6A) (a) and which is 
not available under the present clause. 
When a company continues to exist and 
it decides to release assets, it can always 
so stagger its release that the tax burden 
on its shareholders will not be unduly 
onerous. This safeguard is not available 
to shareholders of a company going into

liquidation.  They will find that the re
turn is concentrated in a single year; re
serves accumulated and capitalî over 
a number of years will be deemed in
come of one year and taxed as sucli.

You may justify 2(6A)(a) on ano
ther ground. A company may make pro
fits; it may not distribute them but capi
talise them and later  pay off  bonus 
shares after a couple of years. In such a 
case, the shareholders would receive the 
profits and still not pay the tax on them. 
This is possible and it may justify such 
capitalised reserves being included in di
vidend when a company  continues to 
exist.  But, such a possibility is absent 
in the case of a company  going into 
liquidation.  What I am trying to sug
gest is that while  arguments  can  be 
made out for including capitalised reser
ves under section 2(6A)(a),  no  such 
argument is  possible  for the  present 
clause, except the argument by anology 
and, that, as I have shown is not appli
cable.  •

I would also like to point out the in
equity of these taxes whose cumulative 
effect on company finances must be very 
adverse. You tax the profits of a com
pany, whether they are  distributed or 
not.  You withdraw the tax rebate on 
undistributed profits.  You cannot now 
justify the tax rebate by saying that it 
is to compensate for this particular fav
our to companies. You also insist on tax
ing reserves when they are kept aloof. 
In addition to that, when such capitalis
ed reserves are returned to the sharehol
ders, you now insist on taxing them in 
their hands.

You can well imagine the impact of 
these measures on the marketability of 
shares.  Who is going to buy a share 
which is quoted today at a price  above 
its paid up value when he knows that 
on the excess return, he will have to 
pay tax when the company goes into 
liquidation?

There are cases also where there are 
companies who have built up  reserves 
for the past 30 or 40 years. Now, when 
those companies go into  liquidation, 
then, whether the profits are capitalised 
or not, if they are distributed and in the 
hands of the share holders what is dis
tributed—more than the paid up capi- 
tal̂ —̂will be considered as dividend in 
that year which is really inequitous. You 
have already taxed them and now you 
are taxing them one the dividend on the 
bonus share.  You are not leaving them 
any benefit.  Because of these things
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the particular amendment is not desir< 
able.  This is not going to benefit or 
help anybody but it is going to create 
unnecessary trouble.

Supposing there is a bonus share. The 
public does not know whether it is a 
bonus share or an original share. When 
this company goes into liquidation, any> 
body holding that bonus share  will be 
taxed on that as dividend in his hands. 
Therefore, I consider this is not fair and 
that this is inequitous.  That is how I 
look at it.

The Minister of  Revenue and Civil 
Expenditure (Shri M. C. Shah): This 
is a very very simple matter,  though 
my hon. friend Shri Tulsidas has tried 
to make out that it is inequitable.

Last year, we amended this definition. 
Previously, according to the definition 
the undistributed profits of 6 years before 
the date of liquidation were considered 
as dividends. Those people who wanted 
to avoid taxes had a device of having 
undistributed accumulated profits. They 
closed the business for 6 years; they did 
not go in for liquidation for 6 years and, 
after that, they went into liquidation and 
thus avoided taxation. So, last year we 
amended that section. Thereafter, there 
was another devise. Instead of keeping 
closed for 6 years, they capitalised a 
part of the accumulated  undistributed 
profits. When the matter was taken into 
liquidation  the  capitalised  undistribu
ted accumulated profits were not con
sidered as dividends.  The Bombay High 
Coiut gave such a ruling. Tlierefore, in 
order to avoid that or not to allow this 
device to be operated upon by those 
who wanted just to evade taxation, we 
have brought this that even that part of 
the undistributed  accumulated  profit 
which is capitalised will be considered as 
dividend.  We had to make the position 
clear because of the ruling of the Bom
bay High Court.

Shri Tulsidas: May I point out that 
the hon. Minister is taking the plea that 
whatever is done is done with a view to 
evade taxation.  I am trying to say that 
there should be  protection and  safe- 
ĝ d for bona fide persons—apart from 
the question of evasion. You may do 
anything with regard to evaders; but do 
not bring  in that  argument  always. 
What is the protection against unneces
sary harassment?  Supposing I have a 
bonus share  in my hand.  When the 
Company goes into liquidation how are

you going to distinguish between an ori
ginal share and a bonus shar̂?  How 
are you going to tax the bonus share?

Shri M. C. Shah: I have nothing more 
to say.  There was a loophole and that 
had to be plugged and it has been plug
ged.  That is all.

Shri Tulsidas: There is no question of 
loophole.

Mr. Speaker: It is a difference of opi
nion.  Now, I shall put the amendment 
to the vote of the House.

The question is :

Page 3, lines 40 and 41—

Omit “whether capitalised or not”- 

The motion was negatived.

Mr. Speaker: The question is:

“That clause 3 stand part of the
Bill.”

The motion was adopted.

Clause 3 was added to the BUI.

Shri Tulsidas: May I make one sub
mission, Sir?  There are  amendements 
which have a far-reaching effect on the 
Income-tax Act.  In view of tiie  far- 
reaching effects of these amendments, I 
had written to the hon. Finance Minister 
to call a meeting of the Members who 
have put in their amendments in order 
to understand their points of view.. It 
is very difficult at this stage, on the floor 
of the House, to discuss these matter. 
There is no Select Committee on tiiis 
Finance Bill. I find also that the  hon. 
Finance Minister is not here now. I can
not understand how all these factors 
are going to be explained. These are fac
tors which are very important.  They 
have not given any opportunity even to 
meet them.  I think that, in this respect, 
you, Sir, as the custodian of this House, 
should assist us.  I would like to get 
guidance from you. What are you going 
to do in this respect? They are going on 
in this way without even giving us an 
opportunity to  discuss  these  matters 
with them.

Shri M, C. Shah : The purpose of most 
of the amendments  which  are  being 
moved by Government  has been  ex
plained by the Finance Minister in his 
introductory speech and in his reply to 
the Finance Bill. If any other informa
tion is necessary, I am prepared to give
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Shri M. C. Shah 

it.  We hae got our technical adisers 
as the hon. Memer  has got his  own 
technical adisers.  We hae considered 
all these uestions ery fully and hae 
spent nearly  eight hours on all  these 
amendments of my friend, Shri Tulsidas. 
1 am sure when the ouse hears the e
planation on those amendments, it will 
e coninced that those amendments are 
moed only with a iew to reduce the 
effects of the taation proposals already 
made.

Shri Tulsidas The point which I made 
is  Should we not get an opportunity to 
discuss these  matters  with  the  hon. 
Finance Minister

Shri M. C. Shah I am not speaing 
now on the points that hae een raised 
aout the taation proposals. There are 
those amendments to omit this, to omit 
that, to do this and to do that. All these 
can e ery easily eplained-

Shri N. C. Chatteijee I may point 
out that we are not satisfied with the 
stand taen y the hon. Finance Min
ister with regard to his taation propo
sals.  et them pass it certainly they 
hae got their acing.

Would  you just  indly loo  at 
clause 18  I am giing you an ins
tance and it is on page 9.

Mr. Speaen What is it that the hon. 
Memer wants to say now 

Shri  N. C.  Chatteijee I may  just 
point out that in section 34 of the In
come-ta Act, they want to delete the 
words within eight years.  As you 
now, there is a specif period of limi
tation and eight years is the maTirniiTn 
period of limitation for the purpose of 
reopening cases under  section 34.  In 
clause 18, we are trying to amend sec
tion 34 of the Income-ta Act y delet
ing the limitation period of eight years. 
en in the year 1956, a man may e 

ased to come along and produce the 
oos and accounts  of  his father or 
grandfather who had not paid the ta in 
1941. That has got nothing to do with 
taation proposals.  This  is  a  sus
tantie amendment which  has a far- 
reaching effect on the general people, 
not  merely on the  mUlionaires  and 
multi-millionaires  ut on  eery  ta
payer, who will e asolutely at the 
mercy of the income-ta officijd or de
partment.  What we are su mitting is 
•thaft you may  reduce or increase  or 
impose any duties for the purpose of

haing your taation, ut there are cer
tain things which hae nothing to do 
with taation-amendments to sustan
tie proisions of law.  One proision 
is for doing away with the period of 
limitation.  This is a ery serious mat
ter.  Therefore,  we  are  appeaUî 
through you to the hon.  Minister if 
these things can e discussed  across 
the tale.  lease  delete these  from 
the Bill, pass the  taation  proposals 
only. We are not  ostructie at  all 
we want this to e done. But in  the 
gar of a Finance Bill, do not mae 
such drastic amendments  which are 
not necessapr for the purpose of taa
tion. This is not really releant to the 
annual taation  proposals. The Fin
ance Bill is really meant for the pur
pose  of  getting  taation  proposals 
enacted.

We want your  ruling on this. Can 
such sustantie amendments e made 
which hae nothing to do with taa
tion or with the raising of reenue. Is 
it not outside the jurisdiction or pur
iew of the taation proposals of the 
Finance Bill  We are su mitting that 
strictly, it is not releant and not in 
order.  We are, therefore, asing for 
your ruling and protection in this mat
ter.

Shri  M. C. Shah The  purpose  of 
amending these sections....

Shri Bansal Jhajjar-ewari Did you 
call the hon. Minister to reply. Sir

Mr. Speaer es, yes.

Shri M. C. Shah  The  purpose  of 
amending these sections has n̂ fully 
eplained y the Finance Minister in 
his Budget Speech, art B.  I do not 
now whether the hon. Memer, who 
stood up now efore the ouse, was 
present at that time.  e fully nows 
that we had amended the Income-ta 
Act y adding section  341 A  last 
year.  The hon. Memer nows fully 
well that the Supreme Court gae judg
ment declaring  section  54 to  e 
ultra ires  of the  Constitution—̂In
come-ta  Inestigation   Commission 
Act. Therefore, we had to amend tts.fi 
Act in order to see that those 
which were not disposed of y the In-, 
come-ta  Inestigation   Commission, 
were tried  under  section  341 A. 
Thereafter, the Supreme Court again 
ruled that section 51 was ura ims 
on 17th July 1954. So, all those easei, 
which were pending disposal then, ad
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to be referred again to the special dire
ctorate that was established. Then again 
in December 1955, there was a judg
ment of the Supreme Court declaring 
section 5(1) ultra vires from the date 
the  Constitution  came  into  effect. 
Therefore, again we had to fall back 
upon the ordinary provisions of the In
come-tax Act,  and all  those  cases, 
nearly 1300, had to be referred for in
vestigation to the department that was 
specially created.

On the one hand we are told by hon. 
Members of this House that steps are 
not taken to get evasion cases tried by 
the Income-tax Department.  They are 
telling us that there is tax  evasion. 
When we wanted to take up all these 
cases of tax evasions, which have been 
already referred to the Income-tax In
vestigation  Commission, certain  sec
tions of that law were declared ultra 
vires.  Now we are told; why should 
we bring in these things?

Mr. Speaker: The hon. Minister had 
an opportunity to say something ear
lier and has said sufficiently.  A point 
of order has been raised.  Why should 
we not wait until the Finance Minister 
himself comes here?

Dr. Krishnaswami (Kancheepuram): I 
should like to refer you. —

Mr. Speaker: The hon. Finance Minis
ter referred to this matter in his speech 
which he delivered just now.  He re
ferred  to this  matter  pointedly.  A 
Finance Bill is intended to raise taxes 
which would subsist only for that year. 
The main object is to provide funds 
for the expenditure  Which  had  been 
voted by the House.  That is the sim
ple object of the Bill.  Therefore, it is 
reasonable to say that other provisions 
relating, to  statutes,  which  are of a 
more permanent character, ought not 
to be clubbed with it but discussed on 
the floor of the House in a more leisu
rely manner.  Linking  them  with this 
gives an appearance of emergency and, 
therefore, such kind of thought can
not be bestowed upon this.  Though it 
is not technically incorrect to include 
a number  of Acts  for  the  purpose 
of amendment in a simple Bill of this 
kind—as a matter  of fact, the  Post 
Office Act is  amended,  the  Excise 
Duties Act is  amended, the  Customs 
Act is amended and various Acts can 
be amended in a simple Bill—̂the ob
ject is all for the purpose of raising 
funds to meet the expenditure which

had been voted.  Amendments  of a 
far-reaching character must be consi
dered a little more leisurely. Shri Tulsi
das appealed to my bemg in charge of 
these rules and  regulations  of  the 
House.  When  did  he  discover it? 
Only now?  As soon as he wrote to the 
Finance Minister, he could have easily 
told me.  This is a matter of detailed 
consideration.  I am under the impres
sion that this can be done only in the 
next year; it could not be done this 
year.  These things  ought not to be 
clubbed.  There is no such hurry.  If 
the High Court passed a judgment on 
some legislation, let there be some in
dependent  legislation  brought  here 
which will  be  discussed  threadbare. 
Under section 3 of the  Income-tax 
Act,  where  the  Central  Legislature 
enacts that income-tax shall be charged 
for any year at any rate or rates, the tax 
at that rate or those rates shall be charg
ed for that year in accordance with such 
provisions of the Act. It is a permanent 
Act.  The main object of the annual 
Finance Act is to do certain things. 
There may be a lean year here and a 
fat one there.  There may be extra
ordinary circumstances, where, in spite 
of a year being lean, additional taxes 
may have to be imposed.  That is the 
main object of it  I cannot see how 
the House can be asked to decide all 
these things  together; it will not  be 
right.  More time must be given to 
provisions of this nature.  That is my 
individual opinion. 1 would have lik
ed to bring it up befo»e  some  Com
mittee—̂EC or the FAC or even the 
Rules Committee—so that it may look 
into this question.  Article 118 of the 
Constitution  stipulates the  procedure 
that is to be adopted in the  case  of 
such Finance Bills.  The House can 
formulate its procedure.  We can say 
that these things which are of a per
manent nature ought not to be clubbed 
toother wih the annual Finance Bill. In 
that case, sufficient attention may not be 
paid. As the hon. Finance Minister said, 
so far no objection had been taken. Now, 
Shri Tulsidas wants this to be looked 
into and the Finance Minister and the 
Minister for Revenue and Civil Expen
diture say that all this has been looked 
into.

Shri N. C. Chatterjee: We have been 
tabling amendments asking for the de
letion of these clauses and an approach 
was made to the Finance Minister. We 
thought that he  was  at  one  time 
inclined to agree and we thought that 
something would  happen.  Now,  we
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[Shri N. C. Cbatterjee] 

find that there was no favourable res
ponse and we are driven to ask for 
your ruling.  As you pointed out, the 
purpose of the Finance Bill is to make 
provisions for increasing or reducing 
the rate that is charged—that is the ope
rative provision. {Interruptions.)

Mr. Speaker: So far as this matter is 
concerned, let us proceed.  I think the 
hon. Finance Minister may come at 2-30. 
So far as the general principle is con
cerned, if he is willing that these provi
sions may stand over for separate consi
deration.  I have the least objection. I 
cannot give a ruling that this cannot 
form part of a Bill. Technically, it can. 
But is it desirable  or not?  It is  ano
ther matter.  Had this  matter  been 
brought up to me previously, I could 
have  requested the  Finance  Minister 
to come and sit together and then look 
into these various  matters.  I could 
have requested him to keep these pro
visions off and bring a separate Bill 
as early as possible.  All that might 
have been possible at an earlier stage. 
Now, I do not know if that is possible. 
Anyhow, let the hon. Finance Minister 
come and let lis go on with the discus
sion.  If he agrees, they may stand 
over.  Otherwise, we will put them to 
the vote of the House. {Interruptions.) 
I have heard sufficiently about this.

Shri Tulsidas: I shaU explain why I 
did not refer to you earlier.

Mr. Speaker: It is not necessary; what
ever has happened has happened.  Let 
us try to do what can be done.

Shri M. C. Shah: May 1 clarify one 
point about section 34?  The impres
sion which he expressed is not correct. 
If these things were delayed, all these 
tax-evaders will be scot-free.

Mr. Speaker: Let us see when we come 
to clause 18.

Clause 4—{Amendment  of Section 4)

Shri Tulsidas: I beg to move:

(i) Page 4, line 31—

after “industrial” insert “or other”

(ii) Page 4, lines 31 and 32—

for  “industrial  practice’* substitute
“their practice”

This clause liberalises the income-tax 
relief given to foreign technicians. The 
amendments seek to widen the defini
tion of technician to  include  persons

having specialised knowledge in com
merce, banking and other fields also. 
It is discriminatory to limit the relief 
to one kind of technicians only. After 
all, we also need the services of foreign 
experts  in office  efficiency,  banking 
and other fields. The services rendered 
by such persons are as  unportant  as 
those rendered by technical exerts in 
the narrow sense as  defined in  the 
clause. Such experts are as scarce here 
as technical experts.  I would, there
fore, suggest that the  relief  granted 
under this clause  should be  equally 
available to persons having specialised 
knowledge in arts and sciences other 
than industrial arts and sciences.

Again, I may point out that this is a 
permanent statute and it has nothing 
to do with taxation proposals.

Shri K. K. Baso: I have an amend
ment.  I beg to move :

Page 4—

after line 14, add :

“Provided  that  all  such non- 
Indians  are  appointed with  the 
consent of the Central  Govern
ment  after  being fully  satisfied 
that similar qualified persons are 
not found in India.”

My point is very short and simple. I 
want to add this proviso because if 
foreign experts come here, they should 
get the sanction of the Government. I 
do not know if the Government is in
clined to agree with the spirit of my 
amendment.  My friend, Shri Tulsidas, 
said that persons who are supposed to 
be qualified in commerce and banking 
may  be  brought  from  outside  as 
foreign experts.  As yet, we are not in 
a position to do away with foreign in
vestments.  There are a large number 
of old foreign institutions and flew ones 
are coming.  From our experience, es
pecially  of the Calcutta  commercial 
world, we know very well that during 
the war when there was  shortage of 
personnel they tried to upgrade some 
of the Indian executives.  But, all of a 
sudden, they v/ere told that they were 
not qualified enough and they were dis
pensed with so  that foreign  officers 
may be brought as technical person
nel on pays which had no proportion 
to the pays paid to similar Indian per
sonnel.  I am not opposed to foreign 
technicians.  It is necessary that a cer
tain type of technicians, not available 
in the country should be got and we
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should get beneit  by their  technical 
now-how.   say this.  eore  some 
persons  are   brought.  oernment 
must set that the  proisions o  this 
statute are not used in a way which 
will not be  commensurate  with  the 
beneit o  the country.  That is  my 
simple amendment. Without prior san
ction, such oreign technicians should 
not be brought here and oernment 
should be satisied that the serices o 
these oreign technicians are necessary 
or the deelopment o the country.

Shri T. S. A. Chettiar CTiruppur  TiU 
now, how many technicians hae been 
obtained under this scheme Unless we 
are able to  measure the  etent  to 
which this thing applies, it would be 
diicult or us to accept this.

The ear epressed by  Shri .  . 
asu is real.  We are going to hae in 
the uture a large number  o compa
nies in co-ordination with oreign iips 
and it is possible that they may bring 
in so-called eperts on large payments. 
A clause to the eect, that the o
ernment should be in a position to de
cide that such persons are really re
uired  rom  outside  countries,  is 
necessary.

With regard to the amendment sug
gested by Shri Tulsidas  would lie 
to now what he means by that.

Shri
that.

 just now eplained

Shri T. S. A. Chettiar t will be much 
saer to accept the amendment o Shri 
. . asu.   would also lie to now 
rom the hon. Minister the number o 
such eperts epected here.

Siiri M. C. Shah Mr.  Speaer,  am 
sorry, we hae not got those igures. 
Also  cannot accept  the amendment 
o Shri . . asu or the reason that 
what he wants to proide or is ordi
narily always looed into by the Com
merce  and  ndustry  Ministp̂.  The 
Comnerce and ndustry Ministry al
ways loos  into  the matter  as  to 
whether it is necessary to allow a cer
tain technician to come oer to ndia.

Shri . . asu en with regard 
to the riate Sector

Shri M. C. Shah There too,  when 
the uestion o isa comes up tiie mat
ter is always reerred to the Commerce 
and ndustry Ministry. n  each  and 
eery case that Ministry loos into all 
the details.  That is the usual practice.

Shri . . asu With regard to Com
monwealth countries there is no isa.

Shri M. C. Shah The Commerce and 
ndustry Ministry always  loos  into 
the uestion whether a particular tech
nician is necessary or not.

Shri . . ase Under what rules 
nterruption.

Shri M. C. Shah Now, with regard to 
my riend Shri Tulsidas, he wants or 
other to be included.  As a matter o 
act, we cannot accept that,  because 
we propose to allow  technicians  to 
come oer here or the industrial dee
lopment and that matter is also dis
cussed by the Commerce and ndustiy 
Ministry.  Thereore,  by adding  this 
*or other we cannot widen the scope. 
We always allow technicians to come 
or  industrial  deelopment  and  the 
Conmierce and ndustry Ministry  is 
the proper Ministrj  which will  loo 
into the matter and allow technicians 
to come.  Thereore, we cannot accept 
both the amendments.

Mr. Speaer Now, do hon. Members 
want this clause to stand oer

Shri Tulsidas es, Sir.

Mr. Speaer. Ordinarily, during this 
lunch interal, we do not tae the deci
sion o the ouse unless it is unani
mous.  Thereore,  allow this clause
4 to stand oer. The inance Minister 
may consider the suggestions and there
ater  will put it to the ote o the 
ouse.

Shri . . aso All our suggestions 
hae to be orwarded to him.

Mr. Speaen That will be done. So, 
clause 4  will  stand oer till thr« 
Ocloc.

CUinse.S-Amendment  o section 7

Shri T. S. A. Chettiar  beg to moe

age 4, line 42 and in page 5, line 1

Omit such sum as the ncome-ta 
Oicer may estimate in respect o such 
use as representing.

Sir, m this clause a new allowance 
is being gien or those p̂le who 
own cars.  The proision in uestion 
reads as ollows 

in respect o any  coneyance
owned by the  assessee and  used
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Shri T. S. A. Chettiar 

by him for the uroses of his em
loyment, such  sum as the In
come-ta Officer may estimate in 
resect of such use as reresent
ing the e enditure. .

In this matter it is left to the whim 
of the Income-ta  Officer.  I  would 
like to know whether the Goernment 
hae got any rules in  iew for  the 
guidance of the Income-ta Officer so 
that he will know what to allow and 
in what case otherwise the number of 
eole who will be ut to trouble be
cause of the whims of Income-ta Offi
cers will be many.  In these matters, 
where discretion is allowed to the In
come-ta Officer, fool-roof laws and 
regulations are  imossible, but  still, 
something must be said to the guidance 
of these eole.  It is imossible for 
the Income-ta Officer to take eeiy 
indiidual case and then make u his 
mind as to what is sent for uroses 
of emloyment and what has not been 
sent for uroses of emloyment by 
an officer. I would like to know whe
ther the Ministry of Finance roose 
to send any suggestions to eercise dis
cretion in this matter to the Income-ta 
Officer and, if so, I would like to be 
enlightened about it.

Shri M. C. Shah This is a new con
cession that has been gien.  Till now 
no allowance was gien to these em
loyees who owned cars. We thought, 
when for business uroses we allow 
certain e enditure allowance, it was 
not just and fair that these emloyees, 
who maintain their own cars and who 
use their cars for the urose of their 
emloyment,  should  not be  allowed 
some concession.  Therefore, this is a 
new concession.  As a matter of fact, 
there cannot be any  hard and  fast 
rules with regard to this concession. It 
ought to be left to the discretion of 
the Income-ta  Officer who will  en
uire into the matter as to how much 
should be allowed, for what eriod and 
to what etent the car was used by an 
officer for uroses of his emloyment 
and to what etent for his riate family 
uroses.  There cannot be any hard 
and fast rules about it and we must gie 
that discretion to the Income-ta Officer. 
This is a new  concession. Let us  see 
how it works.  No suggestion also has 
been made in this resect.  We cannot 
accet the statement of the erson own
ing the car that he used it solely for 
enjloyment uroses.  Tlie Income-ta

Officers can make local enuiries and 
then they will be in a osition to know. 
Therefore, I think my hon. friend will 
not ress his amendment.

Dr. Î hnaswami May I make an 
obseration, Sir   In all such  cases 
where it is a uestion of finding out 
how the car has been used, for official 
ulses or otherwise, rules and regu
lations are gien from the Administra
tie ranch of the Central oard  of 
eenue and  they would  gie to the 
Income-ta Officer a fairly safe guid
ance as to how he is going to allocate 
the e enditure as between the differ
ent uses.  Just because it is new, it is 
not necessary to gie full discretion to 
the Income-ta Officer.  Could I hae 
an assurance  from the  Minister  that 
such rules and regulations will be issued 
for this urose

Shri M. C. Shah en if my hon. 
friend just looks into the matter in res
ect of those business eole who are 
allowed this allowance, the. Income-ta 
Officers use their discretion.  There are 
no hard and fast rules.  We must allow 
discretion to be used by the Income-ta 
Officers.  From  local  enuiries  they 
will be able to find out the osition. If 
my hon. friend objects to this clause we 
are reared to  withdraw  the  entire 
clause.

Dr. rishnaswami I am not object
ing to it.

Mr. Seaker As a matter of fact, hon. 
Members are aware that a house is used 
for both residential uroses and for 
carrying on business, a ortion of it, as 
in the case of lawyers. There is no hard 
and fast rule regarding that.  It largely 
deends on the ortion of the house 
that is used and the alue of it.  If two 
or three rooms near  the kitchen  are 
used they may be of lesser alue than 
the main hall which may be of higher 
alue. Therefore, ersonal insection to 
some etent will do and discretion has 
to be gien in such cases, but it will not 
be absolute or whimsical discretion.  I 
think care will be taken to aoid any 
such instances.

Shri M. C. Shah Certainly.

Mr. ̂ aken Therefore, I think I need 
not ut the amendment to ote

Shri T. S. A. Chetfbu* I do not ress 
my amendment.
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Mr. Sptd̂er: The question is:

“That clause 5 stand part of the 
Bill.”

The motion was adopted.

Clause 5 was added to the Bill.

Clause 6 was added to the Bill. 

Clause 1.—{Amendment to section 10) 

Shri Tulsidas: I beg to move:

Page 6— 

omit lines 2 to 4.

Mr. Speaker,  this clause  withdraws 
initial depreciation on  buildings, plant 
and machinery installed after ik April,
1956. ,

The amendment would allow for con
tinuance of  this  initial  depreciation 
allowance.

With the provision of development re
bate on new plant and machinery, ini
tial depreciation is now avdlable only 
on buildings and office equipment. Ex
penditure on buildings and equipment 
is complementary to that on plant and 
machinery.  If  initial  depreciation  is 
withdrawn on expenditure on buildings 
and equipment, in eifect it will amount 
to a reduction in the value of the deve
lopment rebate on plant and machinery, 
defeating to some extent the purpose of 
the latter.

[Pandit Thakur Das Bhargava in the 
Chair]

Let me make it clear that initial de
preciation does not give any tax relief, 
and its withdrawal will not add to the 
tax revenues over a period.  Initial de
preciation does not extinguish tax liabi
lity; it merely defers it,.  The total re
covery as depreciation remains at 100 
per cent of cost of asset, and, therefore, 
the tax paid over the life of the asset 
will not be reduced.  In this sense, it 
differs from  the  development  rebate 
which is a direct relief from taxation.

Initial depreciation was, however, in
troduced in 1946 for a purpose—to en
able assets to be written off at an acce
lerated rate, to enable  the cost of  an 
asset to be recovered  sooner than  it 
would otherwise have been possible, Ini- 
tail depreciation has, therefore, acted as 
an interest-free loan to industry,  and 
has been important in enabling invest
ment to be undertaken in these  times 
when capital has been scarce.  In this

respect, the situation has not changed 
since 1946 when initial depreciation was 
first introduced.  I do not see any rea
son why it should be withdrawn now so 
abruptly and at this stage.

Such ah abrupt change will upset the 
financial  arrangements of  many  new 
undertakings which may have calculated 
on the continuance of initial allowance. 
I would, therefore,  suggest  that  the 
clause should be deleted.  If this sug
gestion is not acceptable and initial de
preciation  is to be  withdrawn,  that 
should be done from some future date, 
say 1st April, 1961.  I have selected 
this date tecause under another clause 
—clause 11 of the Finance Bill—which 
has a similar purpose, namely, to en
courage new enterprises in this case by 
exempting their income from tax—̂you 
have provided that the relief is to stop 
in 1961. That is also the time when the 
second Plan will be coming to an end. 
Government should be able to come to 
a decision on the subject then, taking in
to consideration the needs of the third 
Plan under the conditions  existing  at 
that time.  As 1 said, this is not a ques
tion of relief at all.  It is merely a ques
tion of deferring the question. New en
terprises are being built up with new 
plants and particular types of resources 
will be required.  So, when you imme
diately withdraw it, it will be difficult for 
the new enterprises to come up and start 
their undertakings.  That is why I said 
it is not at ax relief. Why not you con
tinue it for another five years as you 
are doing in rhe other case ?

Shri T. S. A. Chettiar: This matter 
-has been put very clearly by my friend 
Shri Tulsidas. The question now is that 
this initial depreciation which has been 
allowed till the 1st April, 1956, should 
be continued for the  new industries 
that are coming up and that will be 
coming up after that date.  We have 
not heard till now any reason as to why 
this is being withdrawn on this date. If 
in the earlier speeches before this House 
we had been told of the reasons why this 
is withdrawn, then we could understand 
it. But this amendment is being made so 
that this initial depreciation on buildings 
which has been allowed from 1945 to 
1956 will not be  -wailable for  people 
after 1st April, 1956. Admitted!)̂, Mr. 
Chairman, we are out for industrialisa
tion in the Second Five Year Plan. Apart 
from the public sector in which a consi
derable amount is proposed to be spent, 
we also expect that in the private sector 
too, a considerable amount will be spent
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[Shri T. S. A, Chettiar] 
on industrial development.  This con
cession was specifically with an eye 
towards industrial development. Today, 
when we are planning for industrial de
velopment, why this concession should 
be withdrawn is something which we 
are not able to understand.

1 think that in view of the fact that 
definite encouragement is necessary for 
the private sector  and in view of  the 
large programmes which are being con
ceived  in  the  Second  Five  Year 
Plan, it would not be wise to withdraw 
this concession which has been given. 
So, I would  like the  Government  to 
think over this aspect of the question 
and give us reasons why this provision 
has been brought forward.

Shri  Morarka  (Ganganagar-Jhun- 
jhonu) :  Sir, I want to make a  small
point regarding clause 7(b) which pur
ports to insert a new clause in the In
come-tax Act after sub-section 4 of that 
Act; as sub-section 4A. ̂

Just now we  passed  clause 5. The 
main idea of clause 5 was to give cer
tain extra benefit to the  assessees  by 
way of conveyance allowance, it being 
left to the discretion of the Income-tax 
Officer as to whether the conveyance was 
used for the purpose of the business or 
not.  If it was  used,  the  Income-tax 
Officer may give such an allowance. But 
there is a proviso to the clause which 
says that this clause shaU not apply in 
any case where the assessee is in receipt 
of a conveyance allowance, whether as 
such or as part of his salary.  In other 
words, if an officer of a company receiv
es a conveyance allowance, then, so far 
as the conveyance allowance is con̂ 
cemed, the Income-tax Officer would not 
give him any benefit or any relief, irres
pective of the fact whether that convey
ance is used for business or noL

Now, clause 7, in respect of the new 
section 4A (b) says that if a company 
gives the director or a person who is sub
stantially interested in the company any
thing by way of a conveyance allowance 
or any benefit which has the effect of 
adding to his salary, then that would 
not be allowed for the purpose of the 
income-tax in the  assessment of the 
company. I think in such a case ah», 
when the director or the officer of a 
company uses the vehicle or receives 
a conveyance allowance which is rea
sonable and just for the purpose of his 
business it should not be  treated on 
different footing from that of an ordi

nary assessee or ordinary  businessman. 
This is my small point wWch I wanted to 
make in this connection.

Shri Tek Chand (Ambala-Simla): I rise 
to endorw the remarks of my hon. 
friend Shri T. S. A. Chettiar who pre* 
ceded me just now, with respect to the 
retention of the concession regarding the 
buildings. I am in a position perhaps to* 
feel the change more acutely because I 
come from a place which was a short 
while ago in absolute wilderness. When 
the Government is making a new capital 
in Chandigarh it is îrsuading or press
ing the people to build houses. In order 
to live one has to build a house and you 
cannot get houses on rent and particu
larly at a juncture like this when you 
have , by the force of circumstances over 
which you have no control, no  choice. 
You have got to build a house to shel
ter yourself. This is just the appropriate- 
moment when the Government might as 
well have continued with the conces
sions. It is regrettable that the conces
sion that has been allowed in recent ' 
years should be withdrawn. I am not 
fining my remarks to the people  of 
this particular town where crores had al
ready been spent and where crores will 
be spent for building houses.  But I say 
that the concession should not be with
drawn especially when the dearth of the 
houses is continuing and we do need 
houses. If the concession is withdrawn, 
instead of encouraging  people to build 
houses, it will really amount to a very 
serious discouragement to the people 
who have no choice—people like me 
and other residents of Chandigarh and 
other towns. They will all be subject to 
very great hardship which deserves to 
be avoided.

Shri M. C. Shah: I think there is some 
confusion of thought so far as my friend 
Shri T. S. A. Chettiar is concerned. Last 
year we allowed a rebate of 25 per cent 
for development rebate. Then there is 
initial depreciation, normal depreciation 
and additional depreciation.  In the case 
of cars and furniture, there is an initial 
depreciation of 20 per cent. Then, the 
normal depreciation is 20 per cent and 
the additional depreciation is 20 per 
cent, the total coming up to 60 per cent 
When we allowed a development re
bate we immediately withdrew the initial 
depreciation on plant and machinery. It 
was abolished last year.  Therefore, as 
a matter of fact, we ought to have abo
lished this initial depreciation on all 
things last year.  It has, however, been 
continued.  It was brought to our notice
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that this would not be fair. In the case 
of buildings also, the initial depreciation 
is withdrawn from 1-4-1956.  So, there 
is nothing in the nature of  suddenness 
here.  They will still get the normal de
preciation as well as additional deprecia
tion.  But still, to ask for initial depre
ciation is not, I think, correct.  It is a 
deferred payment, but there too, why 
should we allow such things to continue 
when we do not allow it in the case of 
buildings and machinery and plant.  So 
far as residential buildings are concer
ned, the people concerned are not given 
any depreciation allowance.  Therefore, 
it is in the fitness of things that this ini
tial depreciation  should be  withdrawn 
and it should be withdrawn from 1-4-56 
when we have ah-eady  withdrawn  the 
initial  depreciation  from  machinery, 
plants and buildings.

Shri Tulsidas We may keep it pending 
till 3 o’clock.

Mr. Chairman A right. It is kept 
pending till 3 o’clock. e wants that a 
vote should not be taken on this ues
tion now.  We  proceed  further. For 
clause 8, there are no amendments.

The uestion is 

That clause 8 stand part of the 
Bill.

The motion was adopted.

Clause 8, was added to the Bill,

Ciaase 9— Amendment of section 14)

Shri M. C. Shah I beg to move

Page 6—

after line 39, add 

Provided that in relation to sup
per tax the provisions of this clause 
shall have effect as if for the words 
excluding the income-tax, if any, 
payable by the firm’, the words ex
cluding the income-tax, if any pay
able by the firm, at the rate of in
come-tax applicable to its total in
come, on the amount of its profits 
for gains from all sources other 
than from any business carried on 
by it’ had been substituted.

This is a relief or a concession grant
ed by the Finance Minister while intro
ducing the  Finance BiD.  The  ouse 
knows it fully well that so far as the re
gistered firms are concerned, we have

provided that in the tax that will be paid 
by the firm, the share coming to the 
partners will be given relief.  I will illus
trate it by an example.  Suppose there 
is an income of Rs. 1  lakh  and  Rs.
25,000 is the share of one partner. Sup
pose the tax payable on Rs. 1 lakh is 
roughly—I cannot calculate correctly— 
Rs. 4,000.  Then Rs. 1,000 wi be de- 
ductĉ from the income of the partner 
and income-tax will be  charged  only 
on the remaining Rs. 24,000.  That is to 
say, for purposes of income-tax on the 
income of the partner, the share of the 
partner in the income-tax paid by the 
firm will be deducted.  In  this  case, 
super-tax will not be payable.  As far 
as the professionals are concerned—soli
citors and other professional firms—we 
have provided that  super-tax  will  be 
given relief.

This is the  main  substance of  the 
amendment and I hope that this conces* 
sion will be welcomed and agreed to by 
all, including Mr. Tulsidas.

Mr. Chairman The uestion is

Page 6—

after line 39, add—

Provided  that  in  relation to 
supertax  the  provisions  of  this 
clause shall have effect as if for the 
words excluding the income-tax, if 
any, payable by the firm’, the words 
excluding the  income-tax, if  any, 
payable by the firm, at the rate of 
income-tax applicable to its total in
come, on the amount of its profits 
or gains from all sources other than 
from any business carried on by it 
had been substituted.

The motion was adopted,

Mr. Chaimum The uestion is

That clause 9, as amended stand 
part of the Bill.

The motion was adopted.

Clause 9 as amended, was added to the 
Bill.

Clauses 10 to 12 were added to the Bill.

Clause 13̂(Amendment of section 17 

Shri M. C. Shah I beg to move

Page 7—

for clause 13, substitute 

13. Amendment of section 17—In
section 17 of the Income-tax Act—



S95 iumee ill 21 A  1956 uumee ill 596

a in sub-section 1, in  clause
b, or the words at the  rate 
applicable in the case o an indii
dual to the slab net to the slab 
eempt rom super-ta, the words 
at the rate o three  annas in  the 
rupee shall be substituted 

b in sub-section  , ater  the 
words eempted rom ta  under 
the words  bracets  and  letters 
a clause aa or shall be inserted.

At present,  non-residents hae  the 
option o paying super-ta at a lat rate 
or at the rate appropriate to the total 
income.  Under  the eisting law,  this 
lat rate is the rate applicable to the 
lowest range o income or which super
ta is chargeable.  This rate was pre
iously  annas in the rupee in 1954-55. 
ast year, howeer, the lowest range or 
which super-ta should be  paid  was 
s. 2,  to s. 25,  and the rate 
was 1 annas in the rupee. or 1956-57 
we want the lat rate to be  annas in 
the rupee.  Thereore, we hae moed 
this amendment.  Sub-clause a ies 
the super-ta rate at  annas in the rupee 
or 1956-57. Sub-clause b is a conse
uential  amendment  necessitated  by 
clause 9 which proides or the manner 
in which super-ta calculation will be 
made in the case o partners o regis
tered irms, whether  they are entitled 
to a separate super-ta rate etc.

Mr. Chaimum The uestion is

age 7

or clause 1, substitute 

1. Amendment o section 17.
n section 17 o the ncome-ta Act,

a in sub-section 1, in  clause
b, or the words at the rate ap
plicable in the case o an mdiidual 
to the slab net to the slab eempt 
rom super-ta, the words at the 
rate o three annas in the  rupee 
shall be substituted

b in  sub-section , ater  the 
words eempted rom ta  under 
the words,  bracets and  letters 
clause aa or  shall be inserted. 

Those in aour will say Aye.

Shri ansal Nobody says Aye at 
least the Minister should say Aye.

Mr. Chairman Supposing there is no 
Aye aiid there is no No, then it is or 
the Chair to declare the result..

Shri M. C. Shah

The motion was adopted.

That  clause 1, as  amended,
stand part o the ill.

The motion was adopted.

Clause 1, aj amended,  was added  to 
the ill

Clause 14 Amendment o section 2

Shri Tulsidas  hae an amendment 
to this clause but since this is related to 
Schedule , i we pass this clause  can
not say anything on Schedule . This 
deals with the  uestion  o  registered 
irms.   would,  thereore,  lie  this 
clause to be taen  along with Sche
dule 1.

Mr. Chairman Clause 14 has no re
erence to Schedule .

Shri M. C. Shah n Schedule 1, the 
rates are prescribed.

Mr. Chairman Suppose we tae up 
this clause now and decide on it when 
we tae up Schedule  subseuently, how 
will this be aected

Shri Tulsidas The present section con
tains the words shall not be determined 
and you want to change it into shall 
be determined.

Shri N. C. Chatterjee We hae passed 
clause 2 which says,

ncome-ta shall be charged at
the rates speciied in art  o the
irst Schedule etc.

That does not mean that we hae ac
cepted Schedule 1,

The  Schedules must  be  discussed 
separately.

Mr. Chairman  we discuss the clause 
now and tae the decision, there will be 
no dierence whatsoeer.

Shri Tulsidas This relates to the ues
tion o registered irms. We hae been 
told that this particular ta is justiied 
because the unregistered irms also hae 
to pay the ta.  Mr. Morara has said 
that this ta is justiied in iew o the 
ta on the unregistered irms also. The 
inance Minister m his reply said, that 
there was some criticism on the uestion 
o this ta and that Mr. Morara has 
replied to that.  Thereore,  am reply- 
mg to Mr. Moraras point now.   he 
reers to paragraph A ii o art  o 
the irst Schedule, he will ind that there

Mr. Cludmiaii The uestion is
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is no separate super-ta on unregistered 
hrms.  esterday,  I as  saying  that 
there as no   entity in this.  An
unregistered firm is taed as a hole 
but, there is no corporation ta on it. 
hat is no laid do n here is a ta 
hich is levied on a non-legal entity and 
no relief ill be ̂ ven for that. In tiie 
case of the unregistered firms they arc 
taed as a hole and the partners ill 
not have to pay double ta, hereas in 
the case of registered firms, the part
ners ill have to pay double ta, be
cause they have to pay ta just as  a 
private limited company. This is not a 
private limited company.

2 P.M.

The partners arj legally  bound  to 
pay their liabilities. There are unlimited 
lîilities.  In vie of this, this ta is 
of a novel nature. hen I pointed out 
that fact, my hon. friend said that an 
unregistered firm is taed and therefore 
these people also must be taed.  I say. 
No. ou kno. Sir, that the income-ta 
department, hen it suits them, ill say 
it is a registered firm and hen it suits 
them, make it an unregistered firm. If 
is for the department to decide.  If by 
taing a firm as a registered firm, ta 
is reduced, they ill make it an unregis
tered firm, and if by taing it as an un
registered firm the ta is reduced, they 
ill make it a registered firm,  ta it 
accordingly.  That is the position today. 
My point is that this is a novel method. 
I am not opposing it.  Taing a regis
tered firm as  a  separate  entity and 
not giving relief to the partners is the 
point. That is hy I say this is a novel 
method. No here else in the orld is 
such a ta levied.  It Is only in this 
country that e are having this novel 
ta.  By the amendment I only ant 
that the clause should be put in its ori
ginal form.

I beg to move 

Page 7, lines 33 and 34— 

for shall be determmed and subs
titute shall not be determined but** 

Shri M. C. Shall It is a novel ta. 
henever any taation proposal comes, 
it is a novd taation.

Skri Tnlsidas 1 say novel method. 

Shri M. C. Shah All taation ill be 
novel in a ay.

Shri Tulsidas He is trying to say 
something....

Mr. Ĉ MhniaB rder, order let the 
hon. Minister proceed.

Shri M. C. Shah I can appreciate the 
hon. Member’s  objection to  registered 
firms being taed. But, the Government 
has come to the conclusion of Taing re
gistered firms after a good deal of thou
ght and as as pointed by Shri Morarka 
I think, they must pay some sort of a 
corporation ta.  They do not pay cor
poration ta.  They get so many advan
tages by having a registered firm.

Shri Tulsidas hat are the advant
ages

Shri M. C. Shah I ill teU my hon. 
friend.  A registered firm can consist of 
a son, daughter, ife, and other family 
members, and  hen it is a  registered 
firm, naturally, the partoers ill be ta
ed.  Suppose the firm earns Rs. 40,000 
and if there are four partners, ta ill 
have to be paid on Rs. 10,000 and not 
40,000.  n an unregistered firm, the 
ta ill be on Rs- 40,000.  There are 
advantages.  Therefore, this novel form 
of taation has been found out by the 
Central Board of Revenue and I think 
it is all right.  But, hen e sa that 
there as oing to be hardship to the 
smaller busmess  people  even if  they 
form partnerships of adult members of 
a family ho are accepted as partners 
in a registered firm, e thought that Rs.
40,000 should be deducted,  and  on 
the first Rs. 40,000 there should be no 
ta.  Thereafter, a slab has been kept 
and only 9 pies ill be charged. ver 
and above Rs. 40,000, up to Rs, 75,000 
on this sum of Rs. 35,()0 the ta ill 
be at the  rate of  9  pies.  Thereafter 
from Rs. 75,000 to Rs.  1,50,000,  the 
rate is one anna.  At the same time, in 
order to give still some relief, because 
they ould be taed as partners of re
gistered firms, e  have provided  that 
that ta hich ill be paid according to 
the shares in the registered firm, ill be 
given credit hile  considering the in
come of that partner. Therefore, I think 
it is too late in the day for Shri Tulsidas 
to object to the form of the taation.

Shri Tiiladas I ould ask him, hy 
does he make discrimination  If is is 
because he has some  advantage  as  a 
partner of a registered firm, hy does he 
make a discrimination in favour of the 
professions  They ill have no burden.

Shri M. C. Siah So far as professions 
are concerned, say, there is a solicitors* 
firm.  A solicitors’ firm cannot consist of 
a father and son unless he is also a soli
citor.  They are rather under a disad
vantage because they must ualify first 
as a solicitor in order to join a firm of
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solicitors or a firm of advocates.  They 
have to pass the Advocates examination. 
In order to have a firm of doctors, they 
have got to be qualified to become part
ners,  They are at a  disadvantage  no 
doubt.  Whatever relief we can give, we 
must give in equity.

Shri N. C. Chatterjee: There is no dis
crimination, if I may point out support
ing the hon. Minister and objecting to 
Shri Tulsidas’s contention.

Shri Tolsidas: Legal profession.

Shri N. C. Chatterjee: Not because 
legal.  Doctors do not belong to your 
fraternity or mine.  Architects do not 
belong to your fraternity or mine. Sur
veyors do not belong to your fraternity 
or mine.  What I am pointing out is, it 
is perfectly good.  As a matter of fact, 
if you look at the representations made 
to the hon. Minister,  copies of  which 
were forwarded to us, businessmen are 
pomting out that it is unfair, when soli
citors or architects get themselves regis
tered a  firm—̂you know.  Sir,  in  the 
Supreme Court,  there  are  firms  of 
Agents and Advocates—to treat them on 
the same footing as a business firm car
rying on business.  I may point out that 
in article 14 we have guaranteed equality 
to all citizens.  The Supreme Court has 
pointed out correctly, if I may say so 
with respect, that equality allows rational 
classification.  What is rational classifi
cation?  You can certainly classify per
sons on the basis of advocation, on the 
basis of the nature of the  business. 
Therefore, there is nothing wrong or dis
criminatory in what the Finance Minis
ter has done. Discrimination comes in 
if amongst one class you  discriminate. 
You can certainly segrête and classi
fy the people on the basis of profession.
I think the Finance Minister has done 
correctly in acceding to the request of 
the professional firms. There is no con
scious or unfair or  improper discri
mination.

[Shri M. C. Shah]  . .

Mr. : The question is:

Page 7„ lines 33 and 34 for “shall be 
determined;  and” substitute “shall  not 
be determined; but”

The motion was  negatived,

“That clause 14 stand part of the 
Bill.”

The motion was adopted.

Clause 14 was added to the Bill.

Clause 15— {Amendment  of  section 
23A)

Shri Tulsidas: I beg to move:

(i) Page 8—

omit lines 19 to 26-

(ii) Page 8, line 22

for  “eight  annas” substitute  “five 
annas”.

(iii) Page 8, line 25— 

after “investments” insert :

“and which derives  ninety  per 
cent or more of its  income from 
such dealings in or holding of in
vestments”.

1 have moved these amendments to 
remove the discriminatory levy on in
vestment companies.  In the alternative, 
I have tried to bring down the rate on 
investment companies to five annas. At 
first, I may point out that section 23A 
already discriminates against investment 
companies by not allowing  them to 
build up any reserves at all. They are 
required to distribute  all their  profits 
from the start. 1 do not know why in
vestment companies are being discrimi
nated against. Why should they be fur
ther penalised by a higher rate of tax ? 
Investment companies perform a useful 
function. They provide funds for manu
facturing  and other  companies. They 
may be financed  both in the earlier 
stages and in emergencies. The assets of 
investment  companies are  subject  to 
greater fluctuations in value than those 
of other companies.  That is why com
panies have built up reseij/es even after 
paying a super-tax of four annas. They 
are levied personal income-tax at high 
rates to reduce  personal  savings. You 
justify this taxation on the ground that 
it is required to prevent concentration of 
wealth in a few hands.  This would en
courage institutional savings. When com
panies are formed to provide finances, 
you impose a  discriminatory  tax  on 
that.  If you seek to dry up all sources 
of finance, wherefrom are Ae industries 
going to obtain finance? Therefore I sug
gest that the discrimination against in
vestment companies under section 23A 
in the matter of taxation should be re
moved, or the tax should be reduced to 
five annas. I have given notice of three 
amendments.  They are all in the alter
native. One relates to the question of re
moving the discrimatory levy. If that is 
not agreed to, it may be reduced to five 
annas.  Or at least  define  investment
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companies. What is an investment com
pany?  This has nowhere been defined 
in the Income-tax Act.  Such a defini
tion should be inserted to guide the tax
ing authorities and to prevent  harass
ment of assessees on account of differ
ences of opmioiL  It cannot be left to 
the discretion of the taxing authorities. 
The phrase now used, namely,

“whose business consists wholly
or mainly in the dealing in or hold
ing of investments”,

is not clear enough.  It is vague, and 
as I said earlier, it is likely to lead to 
■differences of opinion.

The criterion should not be merely 
the nature of the business but also the 
source of the income.  If the company 
is getting a predominant part of its in
come from such investments, then alone 
it should be  considered as an  invest
ment company. I therefore suggest that 
only companies which get 90 or more 
per cent, of their income from  in
vestment should be deemed to be in
vestment companies.

Having said this, I would like to point 
out one more thing. A tax has now been 
proposed on bonus issues. Supposing an 
investment company is allowed to keep 
its income to the extent of 40  cent, 
then it is subject to tax.  If it issues 
bonus shares, then also it will be taxed. 
If it goes into liquidation, then you are 
bound to tax the person again, because 
you are now making a provision where
by whether it is capitalised or not, any 
amount which is paid by the company in 
liquidation over the paid-up capital will 
be considered as dividend in the hands 
of the shareholder on that day.

I do not understand why Government 
want to levy a penal taxation, and keep 
the  investment  company  completely 
high and dry.  I do not know how the 
investment company  will be  able  to 
carry on, when 100 per cent, of its pro
fits is going to be distributed and noth
ing is going to be left with them.  If 
they do not distribute, then they will 
have to pay penal tax of eight annas in 
a rupee. Already, the company taxation 
is about 47 per  cent, and over and 
above that, if you take away eight annas 
in a rupee, then practically there will be 
nothing left with the company, and al
most 100 per ‘ cent,  would be taken 
away by Government. That is what it 
more or less comes to.

I would submit that either the defini
tion should be changed and put on a 
prop̂ basis, or the t̂x should be made 
a reasonable tax.  If Government want 
to make a distinction, they should define 
properly what an investment  company 
is.

I have put three  alternatives before 
Government and I would request them 
to consider them.

Mr. Chairman: Amendments moved: .

(i) Page 8—
omit lines 19 to 26.

(ii) Page 8, line 22—

for ‘eight annas’ substitute ‘five 
annas’.

(iii) Page 8, line 25— 

after ‘investments’ insert :

“and which  derives ninety  per 
cent or more of its  income from 
such dealings in or holding of in
vestments.”

Shri Morarka: I want to make a few 
observations on clause 15 which seeks 
to amend section 23A. Now, section 
23A applies to certain  types of com
panies. Companies in which six or less 
persons have control of 50 per cent or 
more shares are  called section  23A 
companies.  These companies are com
pelled by law to allocate at least 60 
per cent of their income and distribute 
it by way of dividend. If the reserves 
are more than the paid-up capital, then 
it is supposed to distribute all the 100 
per cent income by way of dividend. 
If they do not do that, then ̂ supertax 
at the rate of four annas in a rupee is 
charged on the amount not distributed. 
That is the existing provision.

Now, we are having a  dividend tax. 
That is to say, if you declare a dividend 
which is more than six per cent but less 
than 10 per cent, then you wiU have to 
pay a tax of two imnas in a rupee, and 
if you declare more than 10 ̂ r cent, 
you will have to pay at the rate of three 
annas in a rupee.  What I would like 
to know is this.  While you compel sec
tion 23A companies to declare 60 per 
cent, or 100 f̂r cent as the case may 
be, of their income as dividend and dis
tribute it, if  they do  not do so,  you 
would charge them tax at the rate of 
four annas in a rupee. That is by way 
of supertax. Would you also charge, if 
they distribute the dividend, and it works 
out to more than 10 per cent, the divi
dend tax of three annas per rupee on 
that amount?
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The reason why I raise this point is 
this. In 1946 when*this dividend tax was 
imposed, section 23A  companies were 
specifically exempted from the provision 
rdating to this dividend tax. So, I would 
like to be  clear on this  point, as  to 
whether this dividend tax would be ap
plicable to those companies which are 
compelled to declare dividends, or whe
ther it is a tax only on those companies 
where Government want the funds to be 
ploughed back in  business and they 
want capital-formation.

Shri N. C. Chatterjee: It is a very im
portant point that has been raised by 
my hon. friend Shri Morarka.  As  a 
matter of fact, I was going to put that 
very point before the Minister.  There 
is a very big anomaly here.

Under section 23A, which is impe
rative in terms, you must distribute at- 
least 60 per cent of your profits. If you 
do not do so, then you are liable to a 
penal supertax at the rate of four annas 
in the rupee, and that supertax is going 
to be made eight annas per rupee in 
the case of investment companies. Now, 
for̂t for a while the investment com
panies.  Every company must distribute 
60 per cent of its profits.  If it does not 
do that, then in respect of the excess 
over 60 per cent, it has got to pay four 
annas  per rupee as tax.  That  means, 
there is a confiscation of that portion.

What Shri Morarka points out is very 
important.  And I would appeal to my 
hon. friend the Minister to consider this 
aspect.  If you would look at the provi
sions of the Bill, you will find that Gov
ernment have put in a dividend limita
tion tax.  If you look at pages 24 and 
25, Part II of the First Schedule, you 
will find that there is a clause (b). In 
the case of every company, they are 
making legislation.  But if you look at 
page 24, you will find that there is a 
proviso. Further, in page 25, you will 
find clause (b) which says that

“in addition,  in the case of  a 
company referred to in clause (ii) of 
the preceding proviso which has dis
tributed to its shareholders during 
the previous year dividends in ex
cess of six per cent of its paid-up 
capital, not being dividends payable 
at a fixed rate—

on that part of the said dividends 
which exceeds 6 per cent but does 
not excrod 10 per cent of the paid- 
up capital/* 

a higher tax would have to be paid at 
the rate of two annas per rupee, asd on

\Shri Morarka] that part of the said dividends, which 
exceeds 10 per cent of the paid-up capi
tal, at the rate of three annas per rupee.

In one breath, you say that one must 
distribute at least 60 per  cent, and if 
one does not then one will have to pay 
a penal supertax. If the same time you 
say that if a company pays dividends in 
excess of 6 per cent, then it will have 
to pay a higher tax at the rate of two 
annas per rupee, and if it exceeds 1̂ 
per cent, then it must pay three annas 
in the rupee.

What I am pointing out is that it is 
illôcal.  Under section 23A you are 
saying that it must distribute 60 per cent 
at least.  Suppose it distributes 60 per 
cent, then it may be that it works out to- 
8 per cent of the paid-up capital. Sup
pose the paid-up capital is Rs. 10 lakhs, 
and in that year, the company has made 
a prĉt of, say, Rs. 1 lakh, th«i it works 
out to 10 per cent.  If you compel it 
to distribute the whole thing, then it 
will have to pay the whole Uiing, that 
is Rs. 1 lakh, which means ten per cent.

What I am appealing to the Minister 
is this.  He is compelling a company to 
distribute more than 60 per cent; if it 
does not distribute, then he is subjecting 
that company to a penal supertax.  At 
the same time, he also says that if it 
distributes in excess of six per cent of 
its capital, then it will be subject to divi
dend tax.  I would submit that that is 
not fair.  The Minister cannot have it 
both ways.  What is the intention of the 
Minister in making this provision?  His 
intention should not be that the com
pany should be penalised both ways. I 
would submit that there is a good deal 
of force in regard to the point raised in 
this regard. The Finance Minister is not 
here, but I would request the Minister 
of Revenue and Civil  Expenditure  to 
kindly take note of the fact that it is a 
very anomalous situation which is creep
ing in into the statute.

He cannot under one section compel 
the company to distribute practically all 
the profits that it earns, and at the same 
time, penalise it for paying that amount. 
I submit that there should be some con
sistency,  and the  present  anomalous 
situation should be removed, so that the 
people should know where they stand.

I can  understand  your  compelling 
them to pay 60 per cent, and if they 
do not, then you can tax them over the 
shortfall.  In the other case, if it means 
payment at more than six per cent, then 
you should  not  penalise  them.  You 
should not have it both ways.



5945 Fiaance BU 21 A  1956 Finance BU CQJO

Shri Bansal 1 have got amendment 
No. 92 to the First Schedule where this 
articular oint which has een raised 
y Shri MoraAa  comes in,   would 
lie to e guided y you as to whether 
that amendment  should  e  discussed 
now or later.

Shri M. C. Shah  was going to refer 
to that.   have got the rely ready. But 
 would lie to refer to that after it is 
moved.

Mr. Chairman Amendment No. 92 is 
to the First Schedule. So. that  amend
ment will come u when we come to the 
First Schedule.

Shri Bansal That is why 1 was saying 
whether the discussion that has een go
ing on now should not a roriately e 
taen u when we come  to the  First 
Schedule.

Shri N. C. Chatterjee f you  indly 
loo at Shri  Bansals  amendment, he 
says that in that schedule the dividend 
ta should e  only  made  a licale 
where section 23A cannot e made a
licale, that is, ecluding section 23A 
comanies.

Shri  actly.

Shri N. C. Chatterjee There are two 
interlins.

Mr. Chairman As a matter of fact, 
it a ears that the suject-matter of that 
amendment is eactly the same as that 
we are discussing here.

Shri  es.

Mr. Chairman Then the hon. Mem
er may sea on that also.

Shri M. C. Shah ere this is with re
gard to investment comanies.  These 
amendments relate to investment com
anies.  The amendments are Nos. 33, 
34 and 35.  Amendment No. 33  says, 
omit lines 19 to 26 amendment No. 
34 says for eight annas  su«titûe 
five annas  and amendment No. 35 
says, and  which derives  ninety er 
cent or more of its income from such 
dealings in or holding of investments. 
Am  right

Shri Tulsidas There are alternatives.

Shri M. C. Shah  was just going to 
say that amendment No. 92 relates to a 
different matter and that can e dealt 
with later, though  am in a osition to
3—91  S. 56

rely to amendment No. 92 also- But 
the a roriate  lace  will e  later. 
Whatever e your ruling,  shall rely 
accordingly.

Sliri Bansal After all, we will e dis
cussing  in a  vacuum.  There  is  no 
amendment ertaining to 23A comanies 
here in clause 15.  So the right lace 
for discussing the oint raised y  Shri 
Morara and Shri N. C. Chatterjee will 
e when we come to that schedule. That 
is all what  wanted to imress uon 
the ouse.

Mr. Chairman t is true that there 
are no direct amendments so far as in
vestment comanies are concerned, ut 
at the same time, the real  ui >rt of 
these three amendments, Nos. 33, 34 and 
35, is in  connection  with  investment 
comanies.  So much so that he has 
ractically defined those comanies of 
investment, which derive ninety er 
cent or more of its income  from  such 
dealings in or holding of investments.

Shri Bansal There is a difference et
ween investment  comanies  and  the 
comanies which  have in view.  Sec
tion 23A comanies can e investment 
comanies and can e other comanies 
as well.  ere Shri  Tulsidass  amend
ments deal with only investment com
anies, while my amendment will e 
more comrehensive, dealing with 23A 
comanies.

Mr. Chairman What  want to now 
is whether  after  disosing  of  these 
amendments, we will e in a osition to 
discuss amendment No. 92.

Shri  es.

Mr. Chairman Then we shall tae u 
these three amendments now and deal 
with amendment No. 92 later.

Shri M. C. Shah So far as investment 
comanies are concerned,  do not thin 
—and erhas my hon. friend, Shri 
Tulsidas also will  agree—that  invest
ment comanies are not manufacturing 
comanies where reserves will e neces
sary. When investment  comanies are 
23A comanies,  all the  rofits—100 
er cent.—must   e  distriuted. ast
time, we rovided for 4 annas as a enal 
ta if that is not distriuted. So far as 
23A other comanies are concerned, 60 
er cent is to e distriuted. Now  the 
osition is in the case of all these 23A 
comanies—the shareholders may e si 
or less—if they distriute all the rofits.
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[Shri M. C. Shah] 
they will come in the  last slab of 10 
annas.  In order to escape the 10 annas 
slab, they will not distribute profits and 
just keep them in reserve,  though re
serves are not necessary. Thereby, they 
will legally evade the tax that will be 
leviable  on  them.  Therefore,  last 
year we put 4 annas as penal tax on all 
those 23A companies where 60 per cent 
was to be distributed, if that was not dis
tributed and was  taken  away. Now, 
with the rise in the slab in the super-tax, 
there is every possibility—though there 
is no necessity—of their keeping in the 
reserves and not distributing the 100 per 
cent, so far as investment companies are 
concerned. Therefore, they may  evade 
paying under the 10 annas supertax 
slab. I do not think we can allow this 
loophole to remain there. Therefore, we 
want  to  have 8  annas  as  penal 
tax.  For  example,  take  a  23A 
company.  Suppose  there  is  a  pro
fit  of  Rs.  100.  They  will  pay 6 
annas 9 pies per rupee on profit. That 
means they will have to pay Rs. 43. 
The remainder will be Rs. 57 or so. On 
that, by paying 4 annas  in the  rupee, 
they will have to pay about Rs. 19 or 
so.  So Rs. 43 plus Rs. 19 will be about 
Rs. 62.  Otherwise, they will have to 
pay Rs. 82.  So there will be Rs. 20 
left with those people which ought to go 
to the  public  exchequer. We  cannot 
allow them to  keep that Rs. 20  with 
them and therefore, from 4 annas we 
have thought it fit to raise to 8 annas.

With regard to  amendment No. 35 
Shri Tulsidas suggests that 90 per cent 
profit must be from investments. If it is 
90 per cent, they will pay; if it is 89 per 
cent, they will not pay. This is a very 
nice argument.  These people cannot get 
away from payment of the taxes.

I am so sorry I cannot accept any of 
the three amendments.

Shri Tulsidas: Why does he say that 
reserves are not necessary in investment 
companies? {Interruptions)

Shri M. C. Shah:  So far as manu
facturing concerns arc concerned, they 
plough back the reserves in order to 
expand.  But here the investment com
panies only gather more money to be
come richer and richer.

Mr. Chairman: I shall put the amend
ments to the vote of the House.

Shri Tulsidas: I would suggest that 
these amendments had better be  kept 
pending.

Mr. Caiafamuui:  Another  three
minutes remain.

Shri N. C. Chattefjee:  Hie other
amendment is more important.

Mr, Chainnan: It will come in course 
of time.

These amendments have been  tho
roughly discussed and there is no diance 
of their being accepted even after three 
minutes.

Shri Tulsidas: I wanted them to be 
kept pending till the Finance Minister 
came.

Sim M. C. Shah: As if he is going
to give him a concession!

Mr. Chauman: I have no objection 
in keeping it pending for three minut
es, but even after the Finance Minister 
comes, the position will not be  chang
ed. So let us dispose of them.

The question is:

Page 8—

omit lines 19 to 26.

The motion was negatived.

Mr. Chairman: The question is:

Page 8, line 22—

for “eight annas” substitute  “five 
annas”.

The motion was negatived.

Mr. Chairman : The question is :

Page 8, line 25—

after “investments” insert:
“and which  derives ninety per 

cent or more of its income from 
such dealings in or holding of in
vestments.”

The motion was negatived.

'  Mr. Chainnan: The question is:

“That clause 15 stand part  of 
the BiU.”

The motion was adopted.

Clause 15 was added to the Bill.

Clauses 16 and 17 were added to the 
Bill,
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Sfarl Hansel: I beg to move:

(i) Page 9, lines 28 to 31—

for “in the aggregate, either for that 
year, or for that year and any  other 
year or years after which or after each 
of which eight years have elapsed, not 
b̂ g a year or years” substitute **for 
that year, not being a year**

(ii) Page 9, line 33— 

after “unless he has” insert:

“definite information in his posses
sion, has”

Cbmsc 18.—Amendment of Section 54 •.

(iii) Page 9, line 34—

after “doing so” insert:

“and has supplied a copy thereof to 
the assessee”

(iv) Page 10, after line 30, add :

“(e) the amendments made by sub
clauses (a) to (d) hereinbefore  shall 
cease to be operative after the  31st 
March, 1958 and thereafter the provi
sions of Section 34 as existing prior to 
these amendments shall again become 
operative.”

(v) Page 9, line 43— 

add at the end:

“or is the executor, administrator  or 
legal representative of a deceased asses
see.”

N. C. Chatterlee:  I beg toShii
move:

(i) Page 9—

omit lines 12 and 13.

(ii) Page 9, line 33—

after “unless” insert “he has definite 
information in his possession and”.

My other two amendments namely, 
Nos. 24 and 25 are the same as Nos. 
75 and 76 respectively now moved by 
Shri Bansal.

Shri Tidsidas; I beg to move :

<i) Page 9—

(1) after line 15 insert—

“Provided that the Income-tax Officer 
shall not be deemed to have, under sub- 
iection (1) above, reason to belief un
less the following conditions are  satis
fied:

(i) he has definite information in 
his possession;

(ii) he has verified by prelimin̂ 
investigation  such mformation 
to be correct; and

(iii) he has given an opportunity  to 
the assessee to be heard as re
gards such information”; and

(2) line 16—

after “Provided” insert “further”.

(ii) Page 9—

after line 43 insert:

“Provided further that where the as
sessee is dead, the Income-tax Officer 
shall not issue a notice under this sub
section on his executor, administrator 
or other legal representative after  the 
expiry of three years foUowing  the 
year of assessment in which the asses
see died.”

(iii) Page 9—

for lines 33 to 37, substitute:

“(iii) for any year, unless he  has 
recorded his reasons for doing so and 
for believing that the income, profits or 
gains chargeable to income-tax which 
have escaped assessment or have  been 
under-assessed or assessed at too low 
a rate or have been made the subject of 
excessive relief under this Act, or  the 
loss or depreciation allowance which has 
been computed in excess, amount to, or 
are likely to amount to, one lakh of 
rupees in the aggregate as aforesaid. A 
copy of such reasons shall be supplied 
to the assessee. The Income-tax Officer 
shall not issue a notice in any case fal
ling under clause (ii), unless the Cen
tral Board of Revenue,  and, in any 
other case, the Commissioner, after giv
ing the assessee an opportunity to  be 
heard on such reasons, passes an order, 
for reasons to be recorded, that it  is 
a fit case for the issue of such notice.”

* Mr. Chairman : All these amendments 
are before the House.

Shri Bansal: Sub-clauses (a) and (b) 
of clause 18 remove, subject to cer
tain conditions, the time-limit of 8 years 
in section 34(1) of the Income-tax Act



595r Finame BiU 2 APRIL 1956 FinanetBm 5952

Shri Bansal 

for concealment cases and for cases of 
total escâ ment of income arising from 
non-submission of returns of income 
under section 22. No assessment  for 
the years earlier than 1940-41 ill  be 
reopened. It means that hile there is 
a limit of going beyond 1940-41, there 
ill be no limit in future. That is, sup
posing some income-ta assessee comes 
ithin the mischief of this particular 
la after 5 years, then the period back
ard up to hich the Income-ta Offi
cer ill be alloed to reopen the case 
ill be 15 plus 5 years that means, vir
tually, e are not placing any limit for 
reopening these assessment cases.

Sub-clause (a) amends section 34(3) 
and removes the time-limit for comple
tion of assessments involving conceal
ment hether relating to original pro
ceedings or re-assessment proceedings. 
That means, once you reopen a  case, 
you can go on orking at that parti
cular case for as many years as  you 
like or as the Income-ta Officer likes. 
There is no time-limit placed that a case 
once opened should be closed ithin 
say, 2 or 3 years. By this amendment 
of overnment, virtually, there ill be 
no time-limit either for going back or 
for going forard. One of the condi
tions for re-opening is that the income 
should aggregate to Rs. 1 lakh. That 
is the only relieving  feature  of  this 
amendment. But, the period over hich 
the aggregation is to be considered is 
8 years. But the impression created by 
the Finance Ministry itself as that this 
sum of Rs. 1 lakh ill relate to  only 
one year. No, it is. . , .

Shri M. C. Shah No such impres
sion as made.

Shri Bansal That impression  as
created. If the Minister ill ait for a 
minute, I ill tell him ho this impres
sion as created. I think, perhaps, the 
hon. Minister is a are that there is  a 
publication Income-ta for the  Lay
man and it is there that the impression 
as clearly given to the readers of that 
pamphlet.

Shri N. C. Chattenee  It as not
meant for M. Ps.

Mr. Chairman So far as the original 
Bill as concerned, it as made abso
lutely clear at that time that this amount 
of Rs. 1 lakh did not pertain to  one 
year.

Shri Bansal That is hat I am also
suggesting  but the impression as giv
en that Rs. 1 lakh in relate to only 
one year. . . .

Mr. Chairman It as made perfectly 
clear that it does not pertain to  one 
year. I remember, I spoke on that BiU 
at that time and the hon. Deputy Speak
er—our present Speaker—had that im
pression then. I just read out to him 
from the Bill that it as made absolute
ly clear that this does not mean for one 
year and that it related to a number of 
years.

Shri Bansal That is hat I am try
ing to say hile the Act reads in  a 
certain manner, a different  interpreta
tion or impression as given to  the 
public. If the concealed income for  a 
period of 8 years aggregates or eceeds 
Rs. 1 lakh, the assessment ill be re
opened in effect for  all the 8 years. 
Even if there has been an average es
capement of Rs. 13,000 a year, the as
sessment may be reopened for all  the 
years. The limit  of Rs. 1  lakh has, 
therefore, been considerably reduced in 
effect.  This  means that ever middle 
class assessees ill be affected by  this 
change.

My amendment No. 72, as it appean 
on the Order Paper, has been Jiĝtly 
rongly put do n by those ho  are 
responsible for circulating these paĵrs. 
My amendment as  actually divided 
into 3 parts. Perhaps, the persons con
cerned ith the preparation of these 
papers misunderstood my amendment. 
Nevertheless, the amendment as it ap
pears, ith some minor  adjustments 
ill have the effect of securing that if 
the income not disclosed eceeds Rs. 1 
lakh in any year and if there has been 
concealment, the assessment of that year 
may be reopened after 8 years. That is 
one of the purposes of my amendment.

Amendments 74 and 75 are to secure 
ihat the Income-ta Officer takes action 
only on the basis of definite informa
tion in his possession. He must also sup
ply a copy to the assessee of tlie rea
sons for reopening the assessment. As
sessments must not be reopened unless 
there is a prima jade case, and opportu
nity must also be given to the assessee 
to state his case before starting pro
ceedings.

I have here before me a copy of a 
representation by the Income-ta Pay
ers Association of India. They, in  a
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very cognet case presented to the Fin
ance Minister, have pointed out tlt, 
if there is to be a change in the eisting 
ords of section 34 and if the amend
ments proposed are passed, the position 
ould be that the Income-ta flRcer 
ill be able to act on any information. 
Herein lies the danger to the common 
man and to the honest assessee. nce 
the T.. has declared it as his  belief 
that income has escaped taation, the 
Commissioner or the C.B.R. ill accept 
it and action ill be started, ith the as
sessee in complete ignorance of  hat 
is being done against him. ven if  he 
subsequently proves the information of 
the I.T.. to be false or incorrect, the 
action, once started, ill continue and, 
instead of justice, it ill more often be 
prestige that ill determine its couî. 
It is for this reason that I am moving 
my amendments 74 and 75.

Where there is a prima facie case of 
fraud, there can be no  objection  to 
removing the time-limit for  reopening 
the case. I am conceding that  because 
it is a criminal offence and it is reason
able that there should be no limitation 
of time for taing action in a criming 
offence. But, hereas in a criminal of
fence, action is taen against the per
son ho committed the crime ithout 
any limitation of time, under section 34, 
action may be taen against persons 
ho ere not responsible for the fraud 
or concealment. This is a very material 
difference.

If you loo to the Acts of  other 
countries,  you ill find that  material 
difference is made beteen fraud and 
ordinary ta evasion. In the  .S.A.. 
section 276 says that in the case of a 
false or fraudulent retuni ith intent 
to defraud or evade taation or on  a 
failure to file return, the ta may  be 
assessed at any time. In  the . . 
under section 47, the  time-limit for 
additional assessment is 6  years,—the 
epression is additional assessment*— 
ecept here fraud or ilful default has 
been committed. Here again, it  relies 
on fraud or ilful default. nder  the 
Australian la, section 170, here the 
Commissioner is of the opinion that the 
avoidance of ta is due to fraud or 
evasion he may amend the assessment 
at any time.

It should be noted that, in all  the 
above cases, the ords used are such 
that the proceedings can be started only 
on definite information of fraud and

not as in our Act on some suspicion or 
hen the I.T.. believes or has reason 
to believe that facts ere not  fully 
and truly stated. The assessee must also 
be given an opportunity to eplain the 
position at the preliminary stage so that 
the Commissioner may no his  point 
of vie also before proceedings or acti(m 
is taen under section 34.

My amendments are providing  t o 
safêards firstiy, that the Income-ta 
fficer must give a chance to the pros
pective assessee to eplain, and second
ly, that the Commissioner must have 
the reasons from the Income-ta fficer 
as to hy he ants to re-open the case 
beyond eight years.

The other point hich I am maing in 
my amendments is that there is no time
limit for completion of assessment in
volving concealment, sub-clause  (d) of 
clause 18. In the ... if a ta-payer 
dies ithout having been fully assessed 
during his life, assessments on his es
tate for bac-duty must be made before 
the end of the third fiscal year begin
ning after the date of his death.

Shri M. C. Shah state Duty

Shri Bansal state. There is a time 
restriction that the  bac-duty  assess
ment must relate bac only as far as si 
years from the date of assessment. This 
IS so even in the case of a deceâd 
mans o n fraud. Then, if he ere alive, 
there ould be no time-limit for  bac 
assessment. This is the eisting la in 
the ..  The Royal Commission  on 
Taation have recommended that  the 
bac-duty assessments made after death 
must cover si years bac from the 
date of death, not si years from  the 
date of maiing the assessments. But 
they observe,—and this is an important 
point to be noted—

Subject to this, e thin that 
even if a fraud has been present, 
an assessment against a dead man’s 
estate should be limited to the si- 
year period as at present, since his 
estate cannot necessarily produce 
the eplanation that he might have 
produ(Sd if alive.

ur la should have  a  limitation 
period at least for  re-opening the cas
es of deceased  assessees. My  amend
ment No. 102 provides for this.
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Another amendment of mine, No. 76 
is to secure that the change in the law 
removing the  time-limit  for conceal
ment cases should be operative only for 
two years. The Finance Minister stated 
that they are amending these particular 
sections of the Act in order to cover the 
lacuna created by the judgment of  the 
Supreme Court. If that were so, then 
even  if  the  Income-tax Investigation 
Commission were alive, all these assess
ments could have been closed within 
two years-  Therefore,  if  my  other 
amendments are not accepted and if the 
House decides  that  we  accept  the 
amendments in the law as moved by 
the Finance  Minister  through  the 
Finance Bill, that is, that we must open 
all cases up to 1940-41, then my sug
gestion is that this law should remain 
in operation only for two years, that 
is, only up to 1957-5, and after that, 
the law should revert back to the nor
mal position. Amendment No. 76  is 
only an alternative if my other amend
ments are not accepted.

I hope that my reasonable amend
ments will be accepted by the Finance 
Minister.

Shri N. C. Chatteijee: If you look 
at amendment No. 23 and also  Nos.
24 and 25, you wiU find that Shri Ban- 
sals amendments are on the same lines.

In the first amendment, I want to in
troduce after unless in line 33 on page 
9, the words he has definite informa
tion in his possession and. If you look 
at page 9 of the Bill, sub-clause (iii) 
under clause 1 says: Provided for any 
year, unless he has recorded his rea
sons for doing so, and has supplied  a 
copy thereof to the assessee, he shall 
not proceed to re-open  the  case. As 
you know very well, it is a complete 
fallacy to think that section 34 is direct
ed to cases  of  fraud. Nothing of the 
kind. Let me draw the attention of the 
hon. Minister and hon. Members to the 
observations which I shall read out from 
the latest edition of the Law of Income- 
tax, at page 795:

The power to take proceedings 
under section 34 is not confined to 
cases where the assessee had con
cealed his income. It also* extends 
to cases where although there  was 
no concealment by the assessee at 
all, the  Income-tax  Officer  has 
reason to believe in consequence

[Shri Bansal] of information in his possession that
his income has escaped full assess
ment.

He points out the requisite conditions 
where section 34 can be operative. The 
sub-section comes into operation if these 
conditions are fulfilled—̂incomes,  pro
fits or gains chargeable to income-tax 
have escaped assessment for the rele
vant year; lower rate of income-tax has 
been charged; excessive relief has been 
given and so on.

The majority of the cases have no
thing to do with fraud, nothing to do 
with misrepresentation and nothing to 
do with actual tax deception or con
cealment. ven if all the facts are plac
ed and if assessment is made at  a 
particular rate, later on the Income-tax 
Officer may think that it ought to have 
been assessed at a higher rate and so 
he can re-open it under section  34. 
Suppose you carry on business and some 
relief has been given; the other I.T.O. 
thmks that a higher relief had  been 
given to you; in that case, he can re
open the matter  under  section  34. 
êrefore, this power is much wider 

than getting at an assessee for the pur
pose of deception, misrepresentation or 
fraud, and it is in that background that 
you have got to see whether it  would 
be fair, just, proper and equitable  to 
clothe the Income-tax Officers with this 
very wide power which is sought to be 
done.

In clause (a) they are deleting the 
words within eight years. That means 
that the period of limitation is  gone, 
Shri Bansal was perfectly right when he 
said that you can re-open the case  of 
1941-42 or 1942-43 in the year  1956, 
But why In the year 1965, if you 
allow this to go on the statute-book, you 
can say that my predecessors, father or 
grandfather, had been assessed at too 
low a rate or pven excessive relief al
though they disclosed everything, that 
they had been under-assessed and that, 
therefore, I should produce the bo(As 
and start proceedings. In that way there 
would be engines of oppression and 
tyranny.

When the  Finance  Minister  was 
speaking, he was good enough to assure 
us—̂I hope you were here at that time— 
that his intention was to get at cases of 
fraud. At that time you pointed  out 
that it should be made clear and I hope 
that that would be made clear. The
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language can be left to the hon. Minis
ter and his advisers who can help  him 
if he likes. If the intention of the hon. 
Minister is really to get at cases of dis
honest concealment and fraudulent de
ception, then nobody is going to stand 
in the way of the income-tax authori
ties getting power. But  for heaven’s 
sake, do not utilise section 34(1) to cas
es which have nothing to do with fraud, 
deception or misrepresentation, to genu
ine cases of fullest disclosures although 
relief might have been given at the high
er rate or one slab hîer which ought 
not to have been done. Therefore, I 
submit that that should be made dear. 
I realise and appreciate the nervousness 
of the revenue authorities and the Fin
ance Minister because they think  that 
that might lead to another attack in the 
Supreme Court.  But if you make  a 
ground of fraud, and then if you  say 
&at on that ground it is gomg to  be 
re-opened, then I am sure that it cannot 
possibly  challenged that there is any 
discrimioation. In Suraj  M  ̂ Mohta 
case  the  Chief Justice Mahajan  set 
aside that Act as illegal and ultra vires 
because it infringed the freedom em
bodied in article 14 of the Constitution 
because the same man could be  pro
ceeded against under section 34;  the 
same man might be at the officer’s whim 
or pleasure and action could be  taken 
by the Investigation Commission. They 
had different procedures and very  ex
tensive power there. So, His Lordship 
said that it was not right. You have got 
discrimination writ large on the  face 
of the statute itself. It contained poten
tialities of discrimination because  it is 
left to the unbridled  and  unlicensed 
power of the revenue. authorities. That 
cannot be said here. Therefore, I  am 
pleading for two things. Delete  this 
limitation clause. Do not delete  these 
eight years; do not have it so  wide. If 
you honestly want that the Investiga
tion Commission should take action, ac
cept my suggestion and that of  Shri 
Bansal. If the hon.  Minister’s  state
ment is correct—-hat after the Menak- 
shi Mills case, after that judgment of 
the Supreme Court, they could not go 
against the  tax  evaders—it  is  not 
our suggestion that you  should  drop 
these  cases simply  because of  the 
Supreme Court judgment. Go against 
them. Have our amendment. What  is 
our amendment? Our amendment No.
25 restricts the period to 31st March, 
1958. The Finance Minister and the 
Bill also gave them a period of  ten 
years. Have two more years and  pro

ceed against them. We are only saying 
that after 31st March, 1958, the provi
sions of section 34 as existing prior to 
these amendments shall be operative. I 
think it is just, fair and equitable. We 
are also reinforcing  our  submission. 
The Income-tax Officer must have defi
nite information in his possession and if 
he records his reasons for doing so, they 
should be made availaWe to the person 
concerned. You remember  the  judg
ment of the Madras High Court. I have 
to submit with great respect  that  a 
different view may be possible. So far 
as I am informed, the revenue autho
rities have  directed  all income-tax 
officers throughout India  to act upon 
that judgment and not to furnish copies 
or reasons to the assessees.  It is not 
fair.  If you record reasons, you must 
make it available to  them; otherwise, 
you are doing something not fair  to 
that man.  I  may  read  one or two 
sentences of the  judgment in Suraj 
Mail Mohta case.  Chief Justice Ma
hajan says :

“When an assessment on escap
ed  or  evaded  income  is  made 
under  the  provisions  of  Sec
tion 34 of the Indian Income-tax 
Act, all the  provisions  for  ar
riving  at  the  assessment  pro
vided under section 23(3) come into 
operation and the assessment has 
to be made on all relevant mate- 
rijds and on evidence and  the as- 
sessee ordinarily  has the  fullest 
right to inspect the records and all 
documents and materials that  are 
to be used against him. Under the 
provisions of Section 37  of  the 
Indian Income-tax Act the proceed
ings before the Income-tax officer 
are judicial proceedings and all the 
incidents of such judicial proceed
ings  have  to be observed before 
the result is arrived at. In other 
words, the assessee would have  a 
right to inspect the record and all 
relevant documents before he  is 
called upon to lead evidence  in 
rebuttal.”

That judgment is binding on us and 
all the authorities of India. These are 
judldal proceedings and he is entifled 
to know and inspect the record and the 
relevant documents and know the rea
sons. So, I am submitting that the rea
sons should be furnished to him. Right
ly or wrongly, they are in a difficult 
position. The person who supplies the 
information may be an informant  or
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[Shri N. C. Chatterjee] 

some spy. It may be the I oje partner 
of a partnership might h; ive been  ex
pelled by the other and f or his ulterior 
motives,  the expelled  partner  may 
report that the other has not disclosed 
the whole thing.

I am ĥ py the Finance Minister is 
here. Having regard to the fact that the 
scope of section 34 is not limited  to 
fraud, etc.,  I may say that it extends 
to cases of under-assessment in respect 
of fullest disclosures or assessment at a 
low rate or on the ground that he has 
been given excessive relief or that ex
cessive loss or excessive depreciation al
lowance  has  been  paid. Therefore, 
when these reasons are recorded, they 
should be made available to him.

My friend, Shri Bansal, has  quoted 
from the U.K. Act. If there is  any 
question of fraud or if it is limited  to 
such things, it is all right. I hope  the 
hon. Finance Minister will redraft  the 
section or we can help him in doing 
that If it is done, it is not possible that 
it could  be  successfully  challenged. 
How can article 14 be possibly invok
ed? It was done in that case because 
there  were  two  different procedures 
available for the same type of case and 
therefore, discrimination was possible. 
Take the Sarkar’s case in Bengal. There 
were two kinds of courts and it  was 
left to the  executive to say that, if 
there were five murder cases, 1, 3 and 5 
should go to the special Court and  2 
and 4 should go to the ordinary court. 
Therefore, the Judges of the  Supreme 
Court said that there was discrimina
tion. It is not that positive discrimina
tion has been shown. The possibility is 
quite enough and so it was struck down. 
On the same principle, I am submitting 
that the Investigation Commission Act 
was declared illegal. But no such con
tingency can possibly arise here in case 
you put down the words “in the case 
of deliberate concealment fraud,  etc.” 
We shall never say that, simply because 
the Supreme Court has challenged this 
and declared it illegal, all the tax eva
ders should go free. I take it that  at 
least most of them were tax-evaders. 
The Government and the Investigation 
Commission consisting of a Chief Jus
tice applied their judicial minds  and 
found a prima facie case; I take it so. 
Therefore, they were proceeded against. 
Complete those cases. I am saying  that 
two years further extension is enough. 
It should not be made an indefinite 
period because it is a kind of extra
ordinary power and such powers  are

liable to be misused; they are liable to 
become an engine of  oppression  and 
may prove to be a vendetta—̂partners 
going  against  ej:-partners.  All  these 
people will use this procedure for per
sonal vengeance.

Shri  Tulsidas:  I have my amend
ments Nos. 36 and 37. I have also put 
in another amendment No. 101 which 
is an alternative amendment. In  case 
my amendment No. 36 is not acceptable 
to the Finance Minister, there is  an 
alternative amendment because there a 
number of conditions have been pro
vided. My friend, Shri Chatterjee,  as 
well as Shri Bansal, mentioned  about 
different Acts in different countries. I 
do not wish to go into that again. 1 
agree that there cannot be a time-limit 
where evasion has taken place. I  also 
agree that.the Income-tax Officer should 
be allowed to re-open cases where  in
come  has  escaped  assessment. The 
House will not—certainly I will not— 
grudge powers being ̂ ven to the  In
come-tax Officer to bring such  income 
to tax at any time.

3 P.M.

But I may point out a  difference. 
While the words used in foreign sta
tutes are “fraud or evasion” or “fraud 
or.wilful default”, our Act says “omis
sion or failure to make return or  to 
disclose fully and truly all material facts 
necessary”. These  words  are much 
wider. The words in the other statutes 
obviously imply that first the fraud has 
to be proved. In the Bill as now pro
posed the Income-tax  Officer can re
open a case if he has  “reason to be
lieve” although, in fact, ultimately no 
evasion may be found.  While in the 
United Kingdom and the United States 
of America fraud has to be proved first 
and action can be taken only thereafter, 
here in India the case will be reopened 
first even though ultimately no evasion 
is found.

Then, I would like to point out that 
these  are  amendments  which  are 
brought forward on account of the pro
posed  amendment  to the  Income-tax 
Investigation Commission Act becom
ing ultra vires. It is, therefore, essen
tial that powers should not be used as 
a matter of routine. If you are giving 
such wide powers those powers should 
not be allowed to be used as a matter 
of routine. Exercise of such extra-ordi
nary powers requires use of extra-ordi
nary discretion, and we have to  give
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powers so as to catch the  tax-evader 
without those powers being misused  to 
harass the ordinary honest tax-payer. 
It is essential that the absolute discre
tion of the Income-tax Officer be  sub
ject to legal checks  imposed by the 
House so that there is no p̂ibihty of 
harassment of the innocent in the pro
cess of catching the guilty.

Then again, I would like to point out 
to the hon. Finance Minister that  the 
Income-tax Investigation  Commission 
had two Judges on it. It could, there
fore, bring to bear a judicial restraint on 
the exercise of its powers. Secondly, 
the Act was a temporary statute meant 
to meet an abnormal situation. In the 
present case, you are giving powers to 
an Income-tax Officer, who may  be 
quite a low person in authority and who 
may be sometimes a raw junior recruit. 
You are also incorporating the powers 
in a permanent statute which is  meant 
to operate in normal times. I  would, 
therefore, like to know from the Gov
ernment how long we are to put  up 
with this kind of situation.

I believe, these amendments are  in 
effect meant to replace some of the pro
visions of the Taxation of Income (In
vestigation Commission) Act. It would 
be interesting to refer to the correspond
ing provisions in that Act. The words 
used in this Act are much stricter than 
those contained in the Bill now before 
us. I am reading from Section (5) of 
the Taxation of Income (Investigation 
Commission)  Act.  The  words  used 
there are:

“the Central  Government  has 
prima facie reasons for  believing 
that a person has to a substantial 
extent evaded payment of  taxa
tion”.

That is how it was put even in the 
Taxation of Income (Investigation Com
mission) Act. There has been a definite 
question of prima facie case, and then 
only the proceedings are to be started. 
The Government could move  under 
this section only on prima facie reasons, 
and it could do so only if there  had 
been evasion of tax. I  believe these 
safeguards have not been provided in 
the Bill as now drafted.

This is not all. Under the previous 
Act the Commission had  been given 
the right to examine the Government’s 
case. Let me again quote from  the 
1947 Act:

“The  Commission  may,  after 
examining the material submitted
by the Central Government-----and
making such  investigation  as  it 
considers  necessary. . . .  report 
.... that in its opinion further 
investigation is not likely to reveal 
any substantial evasion of taxation 
on income and on such report be
ing made, the investigation shall be 
deemed to be closed.”

Thus the Conmiission was not to act 
as a rubber stamp for the Government; 
it was to examine the material  pre
sented by the Government; it could 
carry out further investigations and if it 
came to the conclusion that substantial 
evasion had not taken place, the  case 
was to be closed. Under the  present 
Bill, the possibility for such independent 
exercise of powers is absent. The Com
mission or the Central Board of Reve
nue would go by the facts presented 
by the Income-tax Officer. This is  not 
a sufficient safeguard.

The point I would emphasise is this. 
The Commission was almost a quasi-ju
dicial body, and even then you had pro
vided for various safeguards. Don’t you 
think  these  safeguards  are all  the 
more necessary when you v̂e powers 
to executive officers? That is what  is 
objectionable and that is why I  am 
saying that you must have safeguards. 
>\iien the Income-tax Amendment Bill 
was brought  forward,  the  Finance 
Minister did appreciate this and he said 
that we must provide enough safeguards 
to see that there is no harassment  to 
the people. I would like to know what 
is the safeguard that would be available 
for an honest assessee, that  his  case 
will not. be opened just because  some 
body has “reason to believe”? That is 
an important thing.

As I said,  I  have  proposed  two 
amendments. I do not mind if  some 
words are changed. I only  want  to 
have sufficient safeguards to be provid
ed in the Act itself because, after all, 
we are now  putting this  particular 
amendment in a  pennanent  statute. 
Therefore, unless proper safeguards arc 
provided it will be very dangerous  to 
have such wide powers given in  the 
hands of the taxing authorities.

I may also refer to anther problem 
that is likely to arise with the remov
al of the time-limit, namely, that the 
assessment may be reopened not only
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a long period after the original assess
ment was made, but a long period after 
the death of the assessee. Such a pro
vision would be inequitable as, with the 
person who most intimately knew  of 
the facts dead, it is not proper to pro
ceed for his sins against his successors. 
The U.K. Law  provides  specifically 
against such a contingency by  laying 
down that no action shall be  taken two 
years after the death of the assessee. I 
believe this is a healthy safeguard.  I 
have suggested in my amendment that 
the time-limit may be three years.

I would request the Finance Minis
ter to go into all these amendments and 
if he considers  that  any  of  these 
amendments  require  certain  verbal 
changes 1 am quite willing to  make 
those changes. As I considered it pro
per I have given two alternatives in my 
two amendments numbers 36 and 101. 
I hope, that they will be accepted.

Shri T. S. A. Chettiar : Mr. Chairman, 
the various points have been  rather 
exhaustively dealt with by the previous 
speakers and I have only just a  few 
thoughts to give expression to.

It has been mentioned that in other 
countries unless there is fraud the cases 
cannot be reopened. Our own Limita
tion Act provides for fraui  that  is, 
three years after the detection of fraud 
—it may be any number of years after 
which it is detected—one is actionable. 
That is what our Limitation Act  says. 
If you apply that Law of Limitation for 
fraud in these circumstances, the result 
will  if somebody does some fraud 
even in 1940 and if it is detected today, 
for three years from today he is action
able. So, if 31st day of Mar̂,  1941 
is the period which has been mentioned 
here as the latest date to which you can 
carry  back  this  investigation,  war 
began in 1939 and in my opinion all 
this corruption and fraud began  from 
that period, I do not know whether this 
1941 itself is a period which  should 
be considered sacrosanct.

Sir, we must consider the background 
of this amendment. The background is 
that we made a legislation to rope  in 
about 1,300 people who have, in the 
opinion of the administration, deceived 
the Government. But that could not be 
done because of the decision of  the 
Supreme Court. We want to rope in 
those 1,300 people here. Nobody in this 
House, nobody who has spoken or not

[Shri Tulsidas] spoken, wants  to  defend those people 
who have withheld taxes  legitimately 
due to the country.

'Hie point now is, what is the pro
per thing to do in these matters? Id 
my opinion, where there is fraud, there 
should not be any limitation; not even 
1941. It must be three years from the 
date the fraud is detected.  The people 
who commit fraud on public treasury 
must be  punished. This  is a  matter 
about which nobody in this House has 
any difference of opinion.

Now, coming to sub-clause (ii)  of 
clause 18(b), I have got one doubt 
about it.

Sub-clause (b) (ii) says thus;

“if eight years have elapsed after 
expiry of that year, unless the in
come, profits or gains chargeable 
to income-tax which have escaped 
pay assessment or have been un
der-assessed or assessed at too low • 
a rate or have been made the sub
ject of excessive relief under this 
Act...........” etc.

Now, may I know whether, if the 
wrong assessment is due to the mistake 
of the Income-tax Officer himself, the 
case will be allowed to be
That is one point which I would like 
to have  a clarification  upon.  There 
would not be any justification if  the 
Income-tax Officer himself,  after pro
per accounts have been submitted  and 
the accounts assessed, says that it has 
been under-assessed and that the tooks 
must be re-opened. If A submits  pro
per returns and if the Income-tax Officer 
finds, for some reason or other,  that 
the income has been under-assessed, it 
is not fair that the accounts should  b»e 
re-opened. I would like to know whe
ther such a thing will  be  re-opened. 
Will such a case be allowed to be  re
opened? In my opinion, if the Income- 
tax Officer himself commits a mistake, 
it should not be re-opened. That is  a 
matter which I would like the Finance 
Minister to appreciate.

There is another matter which I would 
like to touch. Shri Bansal who referred 
to that matter is, I think, unfair to the 
Government. He  referred to the lakh 
of Rupees as one of  being  not  for 
eight years but for one year. Even  in 
the previous Act, it was for a period of 
eight years. There is no misunderstand
ing in that matter.
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Shri Bansal: I was  referring to a 
Government  publication—Income-tax
for the Layman—̂ where it was definite
ly stated that this amount  of Rs.  J 
lakh will be only for one year.

Sbri T. S. A. Cbettiar; Why should 
you depend upon the Government pub
lication, when you know that the pre
vious legislation was not so? You know 
the background of this legislation.

Shri Bonsai: What 1 was Uying to
say was that an impression in the public 
mind was created. We legislators  re
present the public and we know tiiat 
the public do not study the laws as such 
but if at all only the hand-books which 
are published by the Government foi 
their benefit.

Shri T. S. A. Chettiar:  But now,
what 1 am trying to make is this. When 
we want a long period for the assess
ment to be re-opened the  assessment 
should be a fairly big  amount. This 
amount of Rs. 8,000 per annum  in 
my opinion, is rather a low assessment. 
What I would like the administration to 
concentrate upon is that they should 
see to the big i»ople who deceive Gov
ernment of a big amount. This amount 
of Rs. 8,000, if I may say so, is  not 
really big. As was once stated by the 
Finance  Minister, instead  of wasting 
the time of the Income-tax Officer in 
troubling the smaller assessee, it would 
be rather well to concentrate on the 
bigger assessees. I would like the Gov
ernment  to  consider  whether  this 
amount cannot be enhanced so that the 
authorities could deal  only with the 
people who have deceived the Gov
ernment of larger amounts.

There is one other matter, and it is 
this. Suppose there is  an  Income-tax 
Officer who wants  to  harass  people. 
There are sadists everywhere in  the 
world who derive pleasure by harassing 
the people. The people who are recruit
ed as Income-tax Officers are not  all 
frw from that habit and some of them 
might take pleasure in harassing  the 
people. I would, therefore, like to know 
whether there is anything in this legis
lation to say that if any officer acts in 
such a way to harass the people,  there 
will be some relief? What is the relief 
due to such people who are harassed? 
What action does the department pro
pose to take in a matter like  that? I

would like to know whether the previous 
permission of  the  Central  Board of 
Revenue or somebody else is neces
sary. The Central Board of Revenue is 
peAaps the highest body and it is per
haps a more judicial body than  many 
others because it is situated far away. 
TTie Government must make sure that 
harassment is not resorted to. What 1 
want to say is that Government owes it 
to the people that every pie that is due 
to Government is collected. If it is not 
possible to calculate it to the pie, it may 
be rounded off into a rupee. But it is 
also necessary that scope for unneces
sary harrassment is not given.

I hope all these points will be taken 
into consideration by the Government.

Shri M. C. Shah: I have carefully 
heard the arguments advanced by my 
friends Shri Bansal, Shri N. C. Chatter- 
jee, Shri  Tulsidas and  Shri T. S. A. 
Chettiar. Shri Chettiar has posed  one 
01 two questions. He wanted to  know 
whether the cases where the Income-tax 
Officer has found on later examination 
that the amounts had been under-ass
essed can be re-opened.  I say  *No’ 
That is not the purpose of clause 18. 
Further he asked whether there will be 
previous sanction of the Central Board 
of Revenue. Certainly, there will  the 
previous sanction of the Central Board 
ot Revenue. The point is that after the 
Taxation Enquiry Commission had pro
duced the report section 5(4) was ad
judged ultra vires of the Constitution 
by the Supreme Court. Then we had 
to bring in section 34(A), and there, 
we provided that from the year 1939 
to 1946, if the income that  escaped 
assessment was more than a lakh  of 
rupees, these cases could be re-opened 
with the previous approval of the Cen
tral Board of Revenue.  ‘

Thereafter, clause  5(1)  was again 
adjudged as ultra vires of the Constitu
tion on the 17th July, 1954. It was then 
that all the cases that were disposed of 
before the 17th July, 1954, were saved. 
Those cases were settled and  were dis
posed of. The decision applied only to 
those cases which were pending on the 
date of the judgment, that is, 17th July, 
1954. Therefore, in section 34(1 A), we 
have provided that cases before  31st 
March, 1956, for which notices  had 
been issued and which were referred to 
by the Special Directorate, could be 
dealt with, and all those cases were left 
pending. Thereafter, in December last, 
it was decided by the Supreme Court
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that from the date of the coming into 
effect of the Constitution, namely, 26th 
January, 1950, all such cases were also 
not legal and they were considered to 
be ultra vires of the Constitution. Now, 
31st March, 1956  has gone. Section 
34(1 A) has lapsed. We have to take 
into consideration all those 1,300  and 
odd cases which are to be just investi
gated into and assessed after the investi
gations.

Now, we have to make some provi
sion in the law.  At the same  tim̂  
section 34(1 A) also was challenged ifr 
several high courts. So, we  thought 
about just bringing in this proviso. Then 
we considered the report of the Taxa
tion  Enquiry  Commission also.  The 
Taxation Enquiry Commission  has re
commended that such measures could 
be undertaken and that too permanent
ly. That means cases where there  was 
said to be some  concealment  which 
amounts to nothing but fraud could be 
taken up by such enabling measures and 
that such measures should enable the 
Government to  re-open  those  cases. 
Those powers must vest in the  Gov
ernment and they must be on a per
manent basis. Therefore, we took legal 
opinion on this matter and we have 
brought forward this amendment  to 
section 34.

Now, the point is urged that by taking 
away the period of eît years we  are 
taking rather unlimited powers. It  is 
no pleasure to the Government to take 
over extraordinary powers unless they 
are necessitated by the circumstances 
prevailing at the time. Now and  then 
we hear cases, both in this House  and 
in the other House, from several hon. 
Members saying that there has  been 
evasion on a wide scale and that there 
has been concealment of huge profits. 
There is rather a deliberate conceal
ment and an endeavour not to pay in
come-tax. Even the question was asked 
as to how many cases of evasion there 
might be. Some hon. Members suggest
ed that if strict measures are taken and 
if the administration is gingered up, then 
perhaps 50 per cent more of money 
could be had. That means, today  we 
have Rs. 180 crores. So, Rs.  90 crores 
may be had further, but that is  not a 
correct estimate that we have had from 
our experts on statistics. Of course, as 
the Finance Minister referred to it the 
other day, there may be evasion to the 
tune of R5. 30 crores—Rs. 10 crores at

the level of Rs. 4,200 or so, Rs. 10 
crores in the middle slab and Rs. 10 
crores at the highest slabs.  When we 
want to bring in all that income, which 
is due to the Government. . .

Shri Bansal: Has anybody here sug
gested that in cases of deliberate con
cealment of income or  fraud, these 
powers should not be exercised by the 
Government? What is the use of mis
representing our points?

Mr. Chairman ; No second speech can 
be allowed to be made in this manner.

Shri M. C. Shah: Therefore, when we 
are just tightening up the administra
tion and when we propose to bring to 
book all those persons who deliberately 
evade the payment of tax on their in
come, it is necessary that such a provi
sion should be on the statute-book.

They say that there has been harass
ment.  There cannot  be  any harass
ment. If there is any harassment and if 
it is brought to our notice, we are pre
pared to take action immediately on 
that matter. Even the aggregate sum of 
Rs. 1 lakh is huge. That means  the in
come-tax payers are not at all harassed. 
Even if you take 8 yeah, the average 
comes to Rs. 12,000 a  year. In one 
year it may be Rs. 10,000 and in an
other year it may be Rs. 14,000. Can it 
be through any omission or mistake? It 
must be a deliberate concealment on the 
part of the assessee who has filed  the 
return. Therefore, when the Income-tax 
Officer has got definite information on 
that point and also the necessary evi
dence, he will report the matter to the 
Central Board of Revenue,  who  wiB 
give the permission to re-open the case. 
There are sufficient safeguards, because 
the Central Board of Revenue consists 
of the highest officers who are top most 
and they will look into the case. It is 
not a matter of pleasure to re-open the 
case of any person and every person in 
order to harass people. At the siame 
time,  I would like to point out  that 
this issuing of notice is not taking action 
immediately. That does not create any 
tax liability on that person. He will have 
ample opportunities to show that  the 
information got by the income-tax de
partment is not the correct one  and 
that he is not liable to be taxed. He can 
prove that he has not concealed any 
income. Certainly, the safeguards that 
were suggested by my friend, Mr. Tulsi
das, are not at all necessary.
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Shri Bansal: Does the hon. Minister 
say that the safeguards are not at  all 
necessary?

Shri M. C. Shah: I say that they are 
not necessary.

Shri Bansal: At first he was making
a case for these safeguards and then 
he says that they are not necessary.

Shri M. C Shah: I say that the m- 
come-tax  officer  will  look  into  this 
matter and when he submits his report, 
he will give the reasons why that  case 
should be reopened. That report  will 
be considered by the Central Board  of 
Revenue and the Central  Board  of 
Revenue will give their approval to the 
reopening of the case. Therefore, what
ever is wanted is already there. It can
not be that on receipt of any report 
from the income-tax officer the Central 
Board  of  Revenue  will  immediately 
order that the case be reopened.

Shri Tulsidas; May I correct the hon. 
Minister? I have got another amend
ment, No.  101. If the hon. Minister 
reads my amendment No. 101, he will 
find. . . .

Shri M. C. Shah:  I am replying to
your amendment No. 101.

Shri Tiiladas: You are not.

Shri M. C. Shah: The  amendment 
sûested is intended to secure  three 
things.  Firstly, he wants that the rea
sons on the basis of which the income- 
tax officer applies to the Commissioner 
of  Income-tax  or the  Central Board 
of Revenue for sanction to re-open the 
assessment under section 34 should also 
be communicated to the assessee con
cerned at that stage. I am telling what 
Mr. Tulsidas Kilachand’s  amendment 
conveys. The second suggestion is  that 
the Commissioner of Income-tax or the 
Central Board of Revenue should not 
give sanction for reopening the case till 
the assessee has been given an opportu
nity of being heard. The third sugges
tion is that the Commissioner or  the 
Central Board of Revenue should also 
record the reasons for his or its satisfac
tion that the case is a fit case for  the 
issue of notice under section 41. These 
are the three suggestions made.

I say  that the matters  referred to 
above are all matters which are preli
minary to the initiation of proceedings 
for re-assessment. As has been observed 
by the Privy Council in the case of  the 
Commissioner  of Income-tax,  Bengal

versus Messrs. Mahaliram Ramji  Das 
(1940 Income-tax Report, page 442), 
the income-tax officer is not conduct
ing so to say any judicial or quasi-judi
cial enquiry before deciding on re-assess
ment and it is also unreasonable and 
unpracticable to attach to it the inci
dence of semi-judicial enquiry, as it 
would only result in mere duplication of 
procedure, without any advantage to the 
person concerned. Recently, the Madras 
High Court has also observed in  the 
case of Presidency Talkies Limited ver
sus the Conmiissioner of  Income-tax, 
Madras (1954 Income-tax Report, page 
448) that it  is the  satisfaction of the 
Commisioner of Income-tax that is ne
cessary and this regulation is intended 
only to safeguard the interests of  the 
assessee against any hasty action on the 
part of the income-tax officer or action 
without any justification.

Shri Bansal: The hon. Minister need 
not take the trouble of reading all that, 
we only want to know whether he is go
ing to accept any of the amendments or 
not.

Shri M. C. Shah: I am not g<nng to 
accept any of the amendments. I want 
to advance arguments. The hon. Mem
ber also referî to certain rulings and 
therefore, I also referred to two rulings 
—the ruling of the Madras High Court 
and the ruling of the Privy Council.

Shri N. C.  Chattenee:  The  hoo. 
Minister did not appreciate what I said. 
I said that the Madras High Court has 
stated that the reasons need not be com
municated to the assessee and that  al
though the Madras High Court  has 
taken that view, still in fairness  they 
should be  communicated. While  re
opening a case closed 8 years back, it is 
only fair that the assessee should be 
given a chance to know the reasons and 
the whole proceedings may be dropped 
even at that stage. I am appealing to the 
Finance Minister also. What is  the 
objection if the I.T.O. has definite in
formation and it is communicated?

Shri M. C, Shah: The hon. Member 
is making a speech.

Mr. Chairman: If the hon. Minister 
had not given way, I would not  have 
allowed the hon. Member to make  a 
speech.

Shri M. C. Shah: So far as the safe
guards advocated by the hon. Members 
are concerned, it would be seen that
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this is not a judicial or quasi-judicial 
enquiiy. Both the  Central  Board  of 
Revenue and the Commissioner of In* 
come-tax will look into all the cases and 
only when the Central Board of Reve
nue are satisfied that there is a prima 
facie case of reopening the assessment 
of that individual, notice will be issued. 
He will be entitled to produce all the 
evidence that he may have in his pos
session to show that the concealment 
that has been alleged  was  not  there. 
Therefore, it is not necessary to provide 
safeguards as suggested  by  my  hon. 
friend Shri Tulsidas in his amendment 
No. 101.

It was also suggested that the liability 
should not be imposed on the heirs of a 
deceased after tĥee years or so. There 
loo, income-tax is a civil liability. If a 
person makes taxable income, the death 
of the person cannot operate to exempt 
the income  from  liability. So  also, 
where the deceased has concealed  his 
income while alive, there is no justifica
tion for not applying all the provisions 
of the law which will enable the Gov
ernment to recover the proper tax on 
the incomes earned by him. Under the 
law, the legal representatives have to be 
given an opportunity of being heard 
before an assessment under section 34, ii 
made so as to bind them for payment 
of the tax. There is no inequity in this 
and there is no case for restricting  the 
time limit for reopening of the assess
ment under section 34 in cases where 
the assessee concerned is dead. There
fore, the amendment is not acceptable. 
We cannot allow concealed income to be 
enjoyed by the heirs of the deceased 
without paying the tax if that is detect
ed. Therefore, I think there are enough 
safeguards. At the same time, as I have 
already advocated, as the hon. Mem
bers are not in favour of allowing the 
tax dodgers to go scot free, they must 
extend their co-operation and agree  to 
give these powers to the Government. 
They must see whether these powers are 
exercised  judicially.  They  should 
not say that the Government are taking 
these powers to harass innocent persons. 
I do not think that any honest man who 
tiles his returns quite correctly  will 
ever be harassed by this new section 34. 
Therefore, I am afraid I cannot accept 
any of  the  amendments. My  hon. 
friend Shri Bansal only wanted to know 
whether the Government are accepting 
any of the amendments. I do not think 
any further discussion on these points 
is necessary.

Mr. Chaimiaii:  Am I to jait ___
amendments to the vote of the House ?

Shri Bansal: You may take them as 
rejected.

Mr. Chairman;  The hon. Member 
should not make a remark like  this 
It is a reflection on the House.  The 
amendments will be put to the  House 
and decision of the House taken.

Shrf Bansal: I did not mean any re
flection. I only meant to say that as the 
hon. Minister is not willing to accept...

Mr. Chairman: Even if he accepts,
what effect has it on the House? The 
House has to give a decision all  the 
same.

I understand, before the Speaker left 
the Chair, he said something about this 
matter. He hoped that he would see 
the hon. Finance Minister and  have a 
talk with him. I do not know what has 
happened. If there is no likelihood of 
any talk between the hon. Speaker and 
the Finance Minister, then I may  put 
tiie amendments to the House. If there 
is a likelihood of this talk, I may wait. 
I do not know what the position is.

Shri C. D. Deshmnldi: I understood 
that the Speaker expected me to make 
some kind of a statement in regard to 
that view point. I was not here. That 
was the message conveyed to me.

Mr. Chairman: It was suggested in 
his absence by Shri Tulsidas,  Shri N. 
C. Chatterjee, etc. that these permanent 
sections, amendments to the permanent 
Act may be separated from the rest 
The opinion expressed by the Speaker 
was that he may have a talk with  the 
Finance ‘ Minister.

Shri M. C. Shah: He did not say.
about any talk. He said that the Rn- 
ance Minister would be coming at three 
o’clock and then it may be taken up.

Shri N. C. Chatterjee: A suggestion 
was made by Shri Tulsidas that we may 
have a discussion with the hon. Finance 
Minister and communicate to the Speak
er the result of our efforts.

Sliri Tulsidas: I raised it this way. 
The point is, since these  are  amend
ments of the permanent statute, oppor
tunity should  have  been given by a 
separate Bill or at least the  Finance 
Minister should have had a discussion 
with us informally before these discus
sions take place here. I asked his gui
dance.
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Mr. Chainnaii: 1 only want to know 
if that formal discussion was to  take 
place between the hon. Finance Minis- 
t̂ and the hon. Sp̂ er or between 
the hon.  Finance Minister  and  hon. 
Members.

Shri Tubidiis: The Speaker was to 
have a talk with him..

Mr. Chairman: That is how I under* 
stood it. 1 want to know whether the 
talks are likely to take place. If they are 
likely to take place, I may defer this and 
proceed further. If no talks are likely, 
then. . .

Shri C. p. Deshmukfa: First could 
we not find out what the Speaker has 
said?

Mr. Chairman: It is a matter of
record.

Shri C. D. I>eshmiikh : I was not here.

Mr. Chairman: I see the difficulty.

Shri B. S: Murthy: A point of argu
ment was raised. ,..

Mr. Chairman: I was present in the 
House at that time.

A point of order was raised. The 
hon. Speaker was pleased to express that 
he would have some sort of a confer
ence with the hon. Finance Minister 
and  if  the  Finance  Minister  did 
not  agree,  he  may  proceed  with 
the Bill. He wanted to use his influence 
and see that these permanent sections 
might be separated if possible. He said 
something to that effect. Since the hon. 
Speaker expressed his intention to have 
a talk with the  Finance  Minister,  I 
thought it better that I should put these 
provisions to the vote of the  House 
after that talk has taken place. I  do 
not know the position myself, whether 
there has been any talk, whether there 
is any likelihood of a talk.

Sliri C. D. Deshmiilcfa: Is the Speaker
not here?

Mr. Chairman: He is not here.

Shri T. S. A. Chettiar: If I remem
ber aright, he said that in future years, 
he will take up the matter and see whe
ther these ’amendments cannot  be se
parated from the taxation proposals.

Mr. Chairman : The  point is  clear. 
If we pass the law now this point will 
not arise in future years?

S9iri T. S. A. Chcttinr: Hiis particular 
thing will not arise  in future. It  is 
quite possible that there may be other 
amendments to the permanent Act.

Mr. Chairman: As a matter of fact, 
he referred to these sections dealing 
with the permanent statute. He wanted 
to talk to the Finance Minister in res
pect of two or three sections. I  think 
it would be better if we take up  this 
clause after, say, half an hour. He may 
arrive. I am anxious that whatever the 
Hon. Speaker said may be implement
ed. If there is a talk between the Speak
er and the Finance Minister, I  think 
good results may come. I am not pre
judging. At the same time, I am anx
ious that the wishes of the Speaker may 
be implemented. I âll take up  this 
clause 18 after half an hour. I will pro
ceed. All the amendments have been 
moved and discussed. They have  only 
to be put to the House after  this con
ference takes place.

I proceed to clause 19.

Clause 19.—(Amendment' of section 
35)

Shri Tnlsidas: I have a number of
amendments.

Mr. Chairman; I may also submit for 
the consideration of the House that  at 
five o’clock we have to finish all these 
clauMs and there is one hour for third 
reading.  We must hasten. There  are 
four schedules. I therefore request hon. 
Members to be brief. Otherwise,  some 
things may have to be guillotined.

Shri Tnlsidas: My difficulty is, the 
Income-tax Act is being amended on a 
permanent basis.

Mr. Chairman: That point has been 
gone into.

Shri Tuladas: I am just explaining. 
Tliat is why I have to go into detaib. 
This clause provides for re-assessment in 
certain cases, for taxation of sharehold
ers where a company fails to pay  tiie 
tax  on  dividends  distributed  to  the 
shareholders. The amendment seeks to 
provide that the assessee should be giv
en an opportunity to present his  case 
before re-assessment is made, and  that 
the shareholders should not be asked to 
pay the tax not paid by a company three 
years af<er the assessment of a company 
is completed.  In re-wording section 
35(8) of the Income-tax Act, the pre
sent clause removes some of the safe
guards till now available to an assessee
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whose tax liability is reopened. The note 
on this clause says that the re-word
ing is consequential upon the amend
ments to section 34. Is it proper that 
in doing so, a substantial right to  the 
assessee should be taken  away? The 
right of an assessee to be heard is not 
merely a consequential matter, but  a 
fundamental one. How is it that Gov
ernment seek to put in certain words 
here and thereby whittle down the as- 
sessee’s rights, in the shape of carrying 
out a consequential amendment?

This method, I feel, is not fair. Very 
often, it happens that even  after three 
years after the assessment year,  the 
assessment of companies is not comple
ted; and the liability of the shareholder 
to pay tax is assessed only after  the 
assessment is completed, and not  after 
the dividend is paid. Otherwise, difficul
ties may arise in practice. For instance, 
even though a company’s assessment is 
not completed, the  income-tax officer 
may withdraw under the provisions made 
now the rebate allowed to the share
holder. This may happen though  the 
amount of the company’s liability is not 
certain, and though the company is al
ways willing to pay the tax.

I therefore suggest that in this  case, 
the assessee must be given a hearing, 
and that the period of t&ee years should 
be calculated from the date of comple
tion of assessment and not that of the 
payment of dividend.

Under the first proviso, a recomputa
tion may be made to enable Govern
ment to withdraw the rebate on  un
distributed profits to such profits  as 
distributed. This is proper. However, it 
must be remembered that there may be 
a dispute as to what profits have been 
actually distributed. For instance, sup
pose a company distributes past non- 
taxable profits, e.̂., capital gains,  and 
the income-tax officer attributes the dis
tribution  to  past  profits  which  had 
obtained the rebate  in  the  past and 
assesses the company on such distribu
tion, should not the company be allow
ed to explain the situation ? Has it not 
a right to be heard in such a case?

In all these clauses, as a result of  a 
recomputation, the liability of an asses
see is increased. It is therefore essen
tial that the assessee should be heard. 
This is what my amendments Nos. 38 
103 and 104 seek to provide.

By amendment No. 105, I seek  to 
provide that a right of app̂ should be 
granted to the assessee in such a case. 
I may mention that my amendments do 
not  seek  to prejudice  the revenues. 
They only seek to afford a hearing  to 
the assessee. Under section 35,  there is 
no appeal. When you are making a re
computation, or whenever you assess an 
assMsee on the question of the dividend 
which has to be  paid, I  submit  that 
there should be some hearing given to 
the assessee. You  must  give  him  a 
chance to put his case, and  then you 
can do what you like. At least a hear
ing should be given to him. That  is 
the point I want to make.

I beg to move:

(i) Page 11, line 1—

after “Officer may” insert:

“after ̂ ving notice to the assessee of 
his intention so to do and after giving 
him a reasonable opportunity of being 
heard”. .

(ii) Page 11, line 12—

after “three years after” insert:

“the completion of the assessment
for”.

(iii) Page 11, line 19—

after “in this Act” insert:

“after ̂ ving notice to the assessee of 
his intention so to do and after giving 
him a reasonable opportunity of being 
heard.”

(iv) Page 11, line 44—

for “shall” substitute:

“may, after giving notice to the as
sessee of his intention so to do  and 
after giving him a reasonable  oppor
tunity of being heard, proceed to.”

(V) Page 12—

after line 8, add:

“(11) An appeal shall lie against 
any order of the Income-tax Officer 
made under sub-section (8), (9) or
(10), of this section.”

Mr. Chairman :  These amendments
are now before the House. ’

Shri M. C. Shah: So far as the three 
years’ period is concerned, I  quite ap
preciate the difficulty pointed out  by 
Shri Tulsidas, that the assessment may
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not be complete. Therefore, in those 
cases, we shall issue instructions  that 
after the completion of the assessment, 
this should be given ̂ ect to. But  so 
far as the matter stands, there is hard
ly any possibility of the assessment not 
being completed in three years. Still, to 
obviate the difficulty that has been point
ed out by my hon. friend, we  diall 
issue instructions to see that it is done 
that way.

Shri Tulsidas: Why not provide in the 
Act itself to obviate all this difficulty?

Shri M. C. Shah: There may be
hardly a case or two; for those excep
tional cases, 1 do not think we  can 
incorporate such an amendment on the 
statute-book. But we just assure—and 
this is an  assurance by Government— 
that in such cases, instructions will be 
issued that it shall not be given  effect 
to, until the assessments are completed.

Now, I come to amendment No. 38. 
It has been specifically provided  that 
the provisions of sub-section (1) of sec
tion 35 as it stands shall apply to  any 
rectifications to be made under sub-sec
tions (8) and (9) and (10)» and under 
the proviso to sub-section (1) if  the 
rectification will have the effect of en
hancing the assessment, the assessee has 
to be given a notice and a reasonable 
opportunity of being heard before the 
income-tax officer makes an order  of 
rectification. The object sought to  be 
achieved by the Mover of 5ie amend
ment is already provided for in  the 
law. So, the amendment is not neces
sary. He may have his object  secured 
by the first proviso to section 35 itself. 
So, amendment No. 38 is not necessary.

In regard to amendment No. 105, I 
would like to say that the matters  re
ferred to in section 35 are not matters 
in which any principle will be in dis
pute so as to  leave a  provision  for 
appeal. They are matters of rectification 
of apparent mistakes or of giving con
sequential effect to the determination 
orders under other sections which  are 
themselves matters which can be taken 
up in appeal.  Therefore, there is no 
need for providing an appeal here.

Mr. Chairman: The question is:

Page 11, line 1—

after “Officer may” insert:

4-91 L. S/56.

“after giving notice to the assessee of 
his intention so to do and after giving 
him a reasonable opportunity of being 
heard”.

The motion was negatived.

Mr. Chairman : The question Is:

Page 11, line 12—

after “three years after” insert:

“the completion of the  assessment 
for”.

The motion was negatived.

Mr. Chairman : The question is:

Page 11, line 19—

after "in this Act” insert:

“after giving notice to the  assessee 
of his intention so to do and after giv
ing him a reasonable opportunity  of 
being heard”.

The motion was negatived.

Mr. Chairman : The question is :

Page 11, line 44—

for “shall” substitute—

“may, after giving notice to the as
sessee of his intention so to do and after 
giving him a reasonable opportunity of 
being heard, proceed to”.

The motion was negatived.

Mr. Chairman; The question is:

Page 12, after line 8, add:

“(11) An appeal shall lie against 
any order of tihe Income-tax Officer 
made under sub-section (8), (9) or
(10) of this Section”.

The motion was negatived.

Mr. ChaiiBum: The question is:

**lliat clause 19 stand  part  of the 
Bin”.

The motion was  adopted.

Clause 19 was added to the Bill.

Clause 20.—(Substitution of new sec* 
tion for section 37).
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(i) Page 12— 

after line 40 add:

“(2A) The Commissioner shall  not 
authorise an Income-tax Officer under 
sub-section (2) unless he himself exa
mines the facts in such case and expres
ses himself in writing that without such 
authorisation the  assessment  proceed
ings cannot be adequately completed.”

(ii) Page 13, line 8—

after “so doiog*’ insert:

“and without supplying a copy of the 
reasons to the assessed”.

(iii) Page 12, line 23—

for “Subject to any rules” substitute: 

“In accordance with any rules”.

(iv) Page 12—

after line 40, insert:

“(2A) Such rules shall provide  that 
the Commissioner shall not grant au
thority to an Income-tax Officer under 
sub-section (2) of this section unless he 
has recorded his reasons for so doing.

('») Page 13—

after line 11, insert:

“(3A) A copy of the reasons  for 
any action taken under sub-section (2) 
or (3) of this section shall be furnished 
to the person whose premises have been 
entered and searched, whose books  of 
account or documents have been seiz
ed, marked, extracted, copied  or  im
pounded, within twenty-four hours of 
such action being taken, with a notice 
jiving a date and time for a hearing 
within four days thereafter.

(3B)  Any books or  documents so 
seized or impounded may be examined 
by  the Income-tax Officer in  the pre
sence of the assessee within seven days 
after the seizure or impounding thereof 
and shall thereupon be sealed and  be 
kept sealed except  during  the hearing 
of the case by the Income-tax Officer, 
the Appellate Assistant Commissioner 
or the Tribunal.”

Shri Bansal: I beg to move :

(i) Page 12, line 26—

4ifter “place where” insert:

Shri Tulsidas: I beg to move; “in consequence of definite informa
tion in his possession”.

(ii) Page 12, line 28—

for “in his opinion” substitute “in 
the opinion of the Commissioner”.

Shri Bansal: My  amendments Nos. 
77 and 78 are really very small amend
ments. All that is sought to be  done 
here is that  the  income-tax  officer 
should be empowered to impound and 
seize any documents or enter the pre
mises only if he has definite information 
in his possession, and secondly in  the 
opinion of the  Income-tax  Commis
sioner, such impounding, seizure or en
try is gomg to be useful. These are the 
ô y two safeguards which I want to 
provide. I see the case for empowering 
the income-tax officers to enter the pre
mises and impound and seize the books. 
But this power should not be vested in 
him in an unlimited manner. That  is 
what I would like to emphasise.

You were just now good enough  to 
mention the point of order raiŝ  by 
Shri Tulsidas this morning, which  was 
supported by Shri N. C. Chatterjee. I 
have an additional point in that regard. 
If we amend certain clauses  of  a 
statute like the Income-tax Act by put
ting in certain amending clauses in the 
Finance Bill, which is a money  Bill, 
then in effect what we are doing is that 
we are debarring the jurisdiction of the 
Council of States in regard to those 
amendments. This was the point  men
tioned in the morning. This Bill,  be
cause it is a Money Bill, will  not go 
to the  Rajya Sabha,  But,  if  on the 
other hand, these amendments  were 
made by a separate Bill amending  the 
Income-tax Act, that amending  Bill 
would have gone to the Rajya Sabha. 
By bringing these amendments through 
this Money Bill, actually we are debar
ring the' Rajya Sabha from expressing 
any opinion on these clauses which pur
port to amend the Income-tax Act very 
drastically. Therefore, I would suggest 
that this additional point should  also 
be taken into consideration.

Sini N. C. Chatteijee: My amend
ments Nos. 26 and 27 are the same as 
Nos. 77 and 78 moved by Shri Bansal. 
Amendment No. 26 simply says :

**after, ‘or place where*, insert 
*in consequence of definite infor
mation in his possession*.**
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This, I submit, is a very reasonable 
suggestion which I am putting forward 
and which Shri Bansal  also endorses. 
If you look at page 12, line  26, you 
will see that now for the first time this 
very extraordinary power is being con
ferred on an income-tax officer.  Spe
cially authorised by the Commissioner’ 
means  very little  it  means nothing. 
More or less,  everybody  would  be 
authorised. It says :

enter and search any building 
or place where he has reason  to 
believe that any books of account 
other documents which in his opi
nion will be useful for, or relevant 
to, any proceedings under this Act 
may be found and examine them, 
if foimd.

This is a power which may lead to 
en̂  into any building, not merely the 
building of the assessee, not merely the 
business premises. If you look at  the 
Taxation Inuiry Commission’s Report 
they had recommended that they should 
be gtven power to enter business pre
mises where books are kept. Of course, 
they have also pointed out that this very 
suggestion was made before. And, if I 
remember aright,  in  this very place, 
Shri Bhulabhai J. Desai stron̂y oppos
ed any such idea. There was a  good 
deal in that. But it was turned do\vn. 
Now, they have gone over to the Trea
sury Benches, and casting their princi
ples to the wind, they now want  this 
very power. But we are pointing  out 
some safeguards,  very  very slender 
safeguards, not serious safeguards. We 
are simply saying that it must be  in 
conseuence of definite information in 
his possession, not oa mere  suspicion, 
not mere vagary, not  merely  some
body’s day dream. He  should  have 
some definite information—I am using 
the language which was in section 34 
before the recent amendment.

Secondly, we are  saying  that  he 
should try to get hold of those  books 
of account or other documents  which 
in the opinion of  the  Commissioner, 
will be useful or relevant. That means 
a higher authority will have to  exer
cise his judgment on this matter,  and 
if he is satisfied that there is a case and 
these books will be necesŝ or useful, 
then he can enter any building or any 
place and effect search or seiure. ou 
knew that in some cases, very extra
ordinary things have happened. nder 
police powers. Magistrates have issued

warrants  and  even  then  what  has 
happened is that the business premises 
are ransacked. I know of one case— 
won’t give details  because it is  still 
pending final adjudication—̂ which  has 
happened.  Although  two  companies 
were involved, the  books of accounts 
of at least 40 or 50 firms  and com
panies were all taken away, and  the 
entire business of all these companies, 
firms and associations was all paralysed 
for about two years, and nothing has 
been done.

Shri Feroe Gandhi: Of the same

proprietor or of different proprietors

Shri N. C. Chatterjee No, no.  Of
different proprietors.

Enter and search any building  or 
place where he has reason to believe — 
this power  given to the  income-tax 
officer should be hedged in with  ade
uate safeguards. I was thinking   of 
more safeguards. I wish I could give 
more effective safeguards. But at  least 
this we have put forward, practically 
very very slender safeguards. I  hope 
the hon. Minister will  accept  them. 
There will be at least some judgment 
brought to bear upon the matter by the 
highest officer in the division and  that 
would be some safeguard against  un
necessary  harassment,  persecution ig- 
nomity  and other things  involved in 
indiscreet search and seiure.

Sbri Tulsidas: My amendments would 
provide that such searches be carried 
out only for books that are necessary. 
Here the words used are usefxil or re
levant’. I, no doubt agree that the Taxa
tion Inuiry Commission had recom
mended the grant of such powers. But 
to  my  knowledge,  the  income-tax 
authorities of no other country enjoy 
such wide powers in their discretion.

I shall give instances of income-tax 
laws of countries of which I have defi
nite knowledge. In .., the income- 
tax law does not give such powers of 
search to the income-tax  authorities. 
This is not an overstght, for the issue 
has been considered in detail there. As 
late as a year ago, the issue was raised 
before the Roŷ Commission on  the 
Taxation of Profits and Income,  and 
this is what it had to say on the subĵt:

**We do not favour giving  an 
inspector power to visit the  office 
of a business concern and to ins
pect its documents. Certainly,  it
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might  meet the exceptional  case 
of destruction, or falsification  of  ’ 
records. On the other hand,  we 
doubt whether such a right of ins
pection without notice is a woric- 
able proposition or not at all. It 
would be more likely to prove  at 
once the most invidious and the 
least useful of such powers.”

This is what the Commission  said, 
and I do not think there are any cognet 
arguments for giving these powers  to 
income-tax authorities in India.

Let me cite the law in  the  U.SA. 
Section 3602 of the Internal Revenue 
Code says: i

"The Judges may, within  their 
resi>ective  jurisdictions,  issue a 
search warrant, authorising any in
ternal revenue officer to search any 
premises within the same, if  such 
officer makes an oath in writing 
that he has reason to believe, and 
does believe, that a fraud upon the 
revenue has been or is bemg com
mitted upon or by the use of  said 
premises.”

As you will see, here also the income- 
tax officer has to take the permission of 
the judiciary before he can carry out a 
search. At present, this sort of situa
tion prevails in India also. I am  sure 
that even today the Assistant Commis
sioner has to obtain the sanction of the 
Magistrate. If the Magistrate feels satis
fied, he might give a search warrant. 
I do not see any reason why this power 
given to the judiciary should be remov
ed from their jurisdiction.

Then I suggest that the words ‘useful 
or relevant’ in relation to  books  for 
which search may be made  are  too 
wide; they will enable the authorities 
to undertake roving searches in  the 
mere hope that something may  turn 
up. The words should be replaced by 
the word ‘necessapr’, so that the scope 
for vague and roving enquiries may  be 
restricted.

Where such  enquiries  are to  bo 
undertaken, it is also necessary that the 
sanction of the Commissioner be taken 
not merely in a formal  sense.  The 
Commissioner should  be  required to

apply his mind to each individual case 
in which the power is to be exercised; 
he should be required to examine whe* 
ther the same purpose could not  be 
secured by the exercise of less harsh 
powers, and whether their exercise  is 
essential to the completion of the assesŝ 
ment. I further suggest that the  Com
missioner I know that even such safe
guards are of no use. In some caŝ, 
it is a routine matter and the Commis
sioner automatically says to the Income- 
tax Officer, ‘you go ahead with it and 
take particular action’. That thhig is not 
desirable. The Commissioner must look 
into the matter whether there is  any 
necessity for taking any extraordinary 
action. I am prepared to accept what
ever safeguards the Finance Minister 
prescribes. But, my point is that there 
must be enough safeguards to see that 
these powers are not unnecessarily uti
lised. That is all.

4 P.M.

Shri T. S. A. Chcttiar: If you see
the clause, you will  see that  section 
37(1) is what it exists now in the In
come-tax Act, but clauses (2) and (3) 
are new. As the Speaker said this morn
ing, this is a case essentially of amend
ments to the  Income-tax Act.  We 
should deprecate this practice of rush
ing through these amendments as in the 
case of Finance Bills.  These are real
ly dangerous  lowers that  are  being 
sought to be given to the Income-tax 
Officer. We may or may not give them 
those powers. But, certainly, the House 
must consider the question and come to 
the conclusion whether we should give 
those powers. Today, in a  discussion 
over this Finance Bill, we have no time, 
and, I think, it is very unfair for Gov
ernment to bring in such amendments 
when they are trying to pass Finance 
Bills. We are a large party; we are here 
to set up good traditions. I say that 
the tradition that we are setting up by 
"bringing in substantial amendments  to 
the Income-tax Act while the Finance 
Bill is being considered, is not a good 
tradition. I would suggest to  the Gov
ernment that they should go  into the 
matter hereafter and see whether they 
should not make a differentiation. be
tween substantive amendments to the 
Income-tax Act and the provisions of 
the Finaiice Bill which are  expected 
only to give effect to the financial pro
visions  of  the  year’s  Budget.  I 
think we will be setting up a good tradi
tion if we divide in that way.
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Coming to clauses (2) and (3),  I 
do not understand the reference to the 
Code of Criminal Procedure and the 
Penal Cede. Reference is made to the 
provisions of the Code  of Criminal 
Procedure relating to searches and  it 
is said that the provisions of the Code 
of Criminal Procedure, 1898, relating 
to searches shall apply so far as may 
be to searches under this section.  This 
is a very wide power and I do not under
stand what this reference to the provi
sions of the Code of Criminal Proce
dure would mean.

So also, in sub-clause (3), reference 
is made to the Indian Penal Code. I 
wish my lawyer friends would explain 
to us the implications of this. I  have 
not gone into it. I would like to sug
gest that any provision like this,  which 
gives very large powers to any officer of 
Government, requires certaîy certain 
safeguards. The only safeguard that is 
provided here is that he must be spe
cially authorised by the Commissioner 
in this behalf.  I do not know whether 
this is a sufficient safeguard. I am not 
personally happy  over  giving  these 
powers to the Income-tax Officer  with 
the mere permission of the  Commis
sioner. I would suggest that  matters 
like this should not be brought within 
the ambit of the Finance Bill.

Shri C. D. Deshmukh: I propose to 
place before you certain considerations 
which I was going to place before the 
Speaker in regard to the point that has 
been raised by the hon. Member; in re
gard to the merits of the amendment, 
my colleague will reply.

The hon. Member has complained 
that we are rushing the House through 
this clause. I cannot see any evidence 
of rushing. A number of hon. Members 
have spoken on this matter.

Shri T. S. A, Cbettiar: Normally,  a 
Bill of this kind is bound to go to the 
Select Committee.

Shri N. C, Chattefjee: Our point is 
that the normal proĉure is being cir- 
trumvented.

Mr. Clmiimaii; When an hon. Mem
ber is speaking, interruptions of  this 
kind are not good. Remarks about the 
attitude of Government have already 
been made and other hon.  Members 
have already  spoken  and  the  Hon. 
Minister is replying.

Shri C. D. : 1 have lost the
thread of my argument.

I was saying that we are not rushing 
the House so far as these clauses  are 
concerned. We discussed in great detail 
clause 18 and we are discussing  this 
clause also at great length.

I have already referred this morning 
to the provisions of article 110 of  the 
Constitution, particularly sub-clause (a). 
I would remind that when we brought 
forward the Income-tax (Amendment) 
Bill of 1953,  the  Speaker  certified 
that to be a Money Bill. You will, pro
bably, remember that that particular 
Amendment Bill contained a large num
ber of what are losely called procedu
ral matters. But, our opinion is that if 
one analyses these clauses, they will be 
found to have an  intimate  bearing 
either on imposition, abolition, remis
sion or alteration or final regulation of 
any tax. It is a truism that the amount 
of tax collected does not depend mere
ly on the rates of taxes; it depends also 
on the persons to be taxed, the incomes 
to be taxed, the method of computa
tion of the income and also the proce
dure for the recovery of the taxes, if 
the proposals of the financial year  are 
to be fully given effect to.

The next point that I wish to make 
is that this is not an unusual feature 
that we have adopted this  year. We 
have been doing so for a number  of 
years. For instance, in the  Indian Fi
nance Act, 1950, we had 3 such provi
sions; one was for giving relief to  in
comes from merged territories and Part . 
B States; the second was the power  to 
allow a person to act as an Income-tax 
practitioner if he had already worked in 
that capacity in a Part B State. Then 
there was another clause which  gave 
jurisdiction to the Hî Court of Assam 
over cases from Manipur and Tripura.

Then, in the Finance Act of  1951, 
there was section 17(1) relating to the 
assessment of non-residents, of the In
come-tax Act, which was substituted by 
that section of the Indian Finance Act 
of 1951.

Then, in 1953, the second proviso to 
section 9(2) relating to assessment  of 
house property was introduced by  a 
section of the Indian  Finance - Act of 
1953. Then, section 12(AA) relating to 
assessment of royalty or copyright fee
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for literary and artistic work was insert
ed. Then there was another section re
lating to relief and exemption  which 
was entirely recast. Proviso (2)  and 
Explanations 1 and 2 below section 24
(1) restricting relief for speculative los
ses was also inserted and, finally, sec
tion 49A giving the power to the Cen
tral Government to enter into  double 
taxation relief was also substituted.

Lastly, there was section 56A which 
gave relief in respect of supertax to com
panies in respect of investments in cer
tain industries.

In the Indian Finance Act of 1954, 
there was a clause inserted in  order to 
provide for interest payable to foreign
ers on certain securities. In the Finance 
Act of 1955, there were 17 clauses and 
several sub-clauses which were of the 
same nature as here.

In view of all this, one cannot  say 
that the House is being asked to follow 
a procedure which is quite novel. I have 
here an analysis of the various clauses 
which we have introduced in this Fin
ance Bill, but it is not necessary to go 
over this now. There is, for instance this 
clause which we have not passed yet. 
Certainly clause 18 would help to levy 
taxes on certain incomes which  would 
otherwise escape. The amount of  tax 
involved is considerable,  keeping in 
view the kind of cases that we have in 
mind, namely, most of the settlement 
cases already dealt with in the last se
ven years by the Income-tax Investi
gation Commission.  The tax already 
collected is Rs. 6 to Rs. 7 crores and it 
*was our expectation that we should be 
able to collect another Rs. 3 or Rs. 4 
crores by the same method.

There is this present clause that we 
are dealing with. That also is necessary 
for the proper recovery of tax  from 
persons who are brought within  the 
purview of  taxation  by  clause  18. 
Therefore, I submit that we are not fol
lowing any new procedure, nor are we 
trying to rush the House except to the 
extent to which the non-appointment 
of a Select Committee involves rushing. 
But that is a matter which is now tradi
tionally adopted by the House  and 
we have agreed that the Finance Bill 
does not lend itself to treatment of that 
kind, namely, a previous examination 
by a Select Committee, to be followed 
later by a full-fledged discussion in the 
House.

Page* 12, lines 28 and 29—

for “useful for, or relevant to” subs
titute “necessary for”.

Shri M. C. Shah: I have  nothing; 
much to add. If we accept the amend
ment of Shri Chatterjee, possibly this, 
proviso will be unworkable in practice. 
As a matter of fact, we cannot lay 
down any definite information. It is not 
so in the Criminal Procedure Code. With 
regard to the safeguards in the Criminal 
Procedure Code, those safeguards are 
there, namely, keeping of witnesses, in
ventory and other things. Therefore, it 
is not possible to  accept the amend
ment.

There are such powers, to my know
ledge, so far as the Sales Tax Adminis
trations are concerned. Also in 195U 
when we introduced a Bill to amend the 
Income-tax Act, such a provision was 
there, but it was a Provisional Parlia
ment and the Bill lapsed. Therefore, we 
have to bring in this when we have just 
all these provisions there. At the same 
time, the Income-tax Investigation Com
mission had also this power. I may say 
that this will be a very wholesome mea
sure in order to stop the people from 
keeping two sets of accounts with a view 
to evade income-tax. The power will be 
very sparingly used. Even by the In
come-tax Investigation Commission this 
power was used only in two cases. Per
haps the House may be interested to 
know that there are certain assessees 
who even steal away the accounts books 
that had been produced before the In
vestigation Commission.  Therefore, we 
have to deal with a  certain class of 
people, and when we deal with those 
people, we must have that extraordinary 
power, but the Commissioner will satisfy 
himself whether there is any need for 
using that power when a report is sub
mitted. The Commissioner is a very res
ponsible person and is the head of an 
Income-tax Division,  which will just 
bring about Rs. 50 crores of income- 
tax. When the matter is brought before 
the Income-tax Officer, naturally he will 
look into the matter. TTiis jrower will be 
used only very very sparingly, but it 
will act as a very strong deterrent to 
having so many sets of account books 
in order to evade income-tax. Therê 
fore, I say that this is the most impor
tant clause in the Bill.

Mr. Chairman: Let  me  put the
amendments to the vote of the House.

Shri Tulsidas: I beg to move:
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Page 12, line 23— 

for “subject to any rules” substitute: 

“In accordance with any rules”.

The motion was negatived,

Mr. Chairman: The question is:

Page 12, line 26— 

after “place where*' insert:

“in consequence of definite in
formation in his possession*’.

The motion was negatived.

Mr. C3iairman: The question is:

Page 12, line 28—

for “in his opinion” substitute :

“in the opinion of the Commit-
sioner”.

The motion was negatived.

Mr. Chairman: Page 12 lines 28 and 
29,

for “useful for, or relevant to” subs
titute “necessary tof\

The motion was negatived.

Mr. Chairman: The question is:

Page 12—

after line 40 add:

“(2A) The  Conmiiisioner shall 
not authorise an Income-tax Offi
cer under sub-section (2) unless he 
himself examines the facts in such 
case and expresses himself in writ
ing that without such authorisation 
the assessment proceedings cannot 
be adequately completed.”

The motion was negatived.

Mr. Cfaainnan: The question is:

Page 12—

after line 40, insert:

“(2A) Such rules shall  provide 
that the  Commissioner  shall not 
grant authority to an Income-tax 
Officer under sub-section (2) of this 
section unless he has recorded his 
reasons for so doing.”

The motion was negatived.

Mr. Ghairmaii: The question is: Mr. Chairman: The question is: 

Page 13, line 8— "

after “so doing” insert:

“and without supplying a copy 
of the reasons to tl]« assessee**.

The motion was negatived.

Mr. Chairman: The question is:

Page 13—

after line 11 insert:

“(3A) A copy of the reason for 
any action taken under sub-section
(2) or (3) of this section shall be 
funiished to the persons whose pre
mises  have  been  entered  and 
searched, whose books of account 
or documents  have  been seized, 
marked,  extracted, copied or im
pounded, within twenty-four hours 
of such action being taken wî a 
notice giving a date and time for a 
hearing  within four days  there
after.

(3B) Any books or documents so 
seized for impounded may be exa
mined by the Income-tax Officer in 
the presence of the assessee within 
seven days after the seizure or im
pounding thereof and shall there
upon be sealed and be kept scaled 
except during the hearing of the 
case by the Income-tax Officer, the 
Appellate Assistant  Commissioner 
or the Tribunal.”

The motion was negatived.

Mr. Chairman: The question is :

“That clause 20 stand part of the 
Bill.”

The motion was adopted.

Clause 20 was added to the Bill.

Clause (Amendment of section 
38)

Shri Tulsidas: I beg to move:

(i) Page 13, line 19—

after “any officer thereof* insert “in 
connection with the assessment of a 
named assessee**.
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ii Page 13, line 22—

omit or the Assistant Commission
er.

iii Page 13, line 24—

omit or the Assistant Commission
er.

The amendment  seeks to lay down 
that the powers should be exercised in 
connection with the  assessment of a 
named assessee and should be exercised 
by the Income-tax OflBcer.

Mr. Speaker in the Chair

It must be realised that the present 
clause relates not only to the assessee 
but to a third person. The subject of the 
enuiry is in respect of the assessee and 
not some third person. The examination 
proposed under this section relates only 
to matters connected with the assessee 
and should not degenerate into a prob
ing enuiry into the affairs of ail per
sons who had connection with the party 
concerned. In the case of a banker for 
example, the examination might be res
tricted to a particular client of his, and 
should not  extended to all his other 
clients. I suggest that this should be 
made  clear by  including the  words 
named assessee in the sub-clause.

I  may  refer  to  another  matter. 
Throughout the Income-tax Act, direct 
powers are given exclusively to the In
come-tax Officers. This is the only sec
tion in which the  Assistant Commis
sioner is given direct powers. It is dua
lism of authority. This grant of co-ex
tensive power  simuhaneously  to two 
authorities may  lead to difficulties in 
practice.  Therefore, I want  that the 
words  the Assistant Commissioner 
should be removed from this sub-clause.

The Finance Minister will appreciate 
that when an enuiry is to be sent to a 
banker, it must be related to a particular 
assessee or a  particular client of his. 
ou cannot make an enuiry about any
body that you like.

Shri M. . Shah: I am sorry that we 
cannot accept these amendments.

The Assistant Commissioner may also 
Ime his powers. Why should we de
prive him of them It will be necessary 
for him to have them when he wants 
information about the accounts or state 
of affairs with particular banks or with 
many people. In order to find out the

Shri Tulsidas case of A it may be necessary to have 
the accounts of B and C because it may 
be that A has transferred certain assets 
of his to B and C. We are not going 
to use these powers very lavishly but 
only when necessary. It will be used 
whenever it is absolutely necessary to 
do so. I do not think there can be any 
objection to seeing the  accounts of 
others in order to find out whether there 
is any concealment by A.

Shri T. S. A. Chettiar: Now that you 
are here, you will kindly permit me to 
raise the point which I raised this morn
ing, relating to clause  20. ou were 
pleased to observe...........

Mr. Speaker: The  matter  has been 
raised aheady.  Why should we again 
debate it The point has been raised and 
I think the hon. Finance Minister has 
been informed about it. I will ask him 
to reply to it.

Shri T. S. A. Chettiar: It was stated 
by the Finance Minister that in the pre
vious years such provisions were made 
in the Finance Bill.

Mr. Speaker: Order, order. What is 
the meaning of starting anything at any 
time We are at clause 21. I have to 
come to dispose of the others also. Does 
he want to press

Shri Tulsidas: They may be put to 
the vote.

Mr. Speaker: All right. I shall put 
the amendments to clause 21 to the vote 
of the House.

Page 13, line 19—

after any officer thereof’ insert in 
, connection with the assessment of  a 
named assessee.

The motion was negatived.

Mr. Speaker: The uestion is :

Page 13, line 22—

omit or the Assistant Commission-

The motion was neffatived.

Mr. Speaker: The uestion is :

Page 13, line 24—

omit or the Assistant Commission
er.

The motion was negatived.
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‘That caluse 21 be added to the
Bill.”

The motion was adopted.

Clause 21 was added to the Bill.

Chiiises 4, 7 and 18

Mr. Speaker: Now,  we go to the
clauses held over this morning—clauses
4, 7 and 18.

Shri T. S. A. Chettiar: I was sug
gesting that in the  Finance Bill only 
those provisions which refer to the pro
vision of finance  for the next year 
should be incorporated and the normal 
amendments  to the  Income-tax  Act 
should  form  part  of  a  separate 
legislation so that the House will have 
the time and  opportunity to discuss 
them fully. This was brought to your 
notice this morning  and the Finance 
Minister in his reply has stated that in 
the previous years that such provisions 
have been incorporated in the Finance 
Bill. If, in the previous years, U has 
been done so, it has not  been done 
wisely. I would suggest that these mat
ters could be properly debated only if 
they come as amendments to the In
come-tax  Act  and this  procedure--
bringing  forward  such  amendments
separately—should be observed  here
after.

Shri C. D. Deshmukh: I have made 
some observations just now and I may 
just go over them. I said that when we
brought  forward  the  Income-tax
(Amendment) Bill of 1953, which con
tained money matters,  there was the 
point of procedure and the Speaker cer
tified that to be a Money Bill. (Inter
ruptions.) I am sorry I cannot question 
the decision given by the Speaker on 
the former occasion nor can I question 
the wisdom of Parliament in  having 
agreed to that procedure. It is for the 
House to consider if some other proce
dure should be followed. I may also say 
that the amount of tax collected does 
not depend merely on the rates of taxes; 
it depends also on the persons to be 
taxed, the incomes  to be taxed, the 
method of computation of the income 
and also the procedure for the recovery 
of the taxes,  if the proposals  of the 
financial year are to be fully given effect 
to.

Reference has been made to clauses 
which have been held over—clauses 4, 
7 and 18. Let iis consider whether these

Mr. Speaker: The question is: are what one might call, merely proce
dural matters or whether they go to the 
root of the taxability. Take clause 4. 
That gives exemption to foreign techni
cians. I cannot say how you can say 
that this is not connected with taxa
tion. This was introduced originally last 
year through the Finance Act. What we 
are doing is only  amending that. It 
would be unreasonable to say this that 
we should agree to its introduction last 
year but should not consider this amend
ment this year except through a special 
measure.

Shri A. M.  Thomas:  May  I
ask  this  question?  Has  he  taken 
any credit for the amount, which may 
be got by reopening transactions which 
have already been closed, in the Bud
get? Then only it can be said to be a 
Budget proposal.

Shri C. D. Deshmnkfa : I am not talk
ing of Budget proposals; I am talking 
of .Money Bills.  In framing a Money 
Bill, I make the best estimate I can of 
the recoveries that are to be made. There 
are some matters where it is not possible 
to make a very accurate estimate and 
this is one of those. I am safeguarding 
revenues. How many cases will be re
opened or reviewed under this new sec
tion? I cannot say. But I have already 
mentioned when the Speaker was not 
here, the fîiures involved—about Rs. 6-7 
crores have already been collected as 
a result of the efforts of the Income- 
tax Investigation Commission and we 
were hoping to be able to collect an
other Rs. 3-4 crores. How much of this 
will be completed—it is not possible for 
me to say. In any case, you may just 
say that I have made a wrong case in 
regard to the estimates of revenue. It 
does not prove that a provision of this 
kind is unnecessary.

Then, there is clause 7. It withdraws 
the concession on initial  depreciation 
allowance. This is as a result of a re
view of the provision for development 
rebate, again made in the Finance Act,
1955. Similarly, clause 7(b) is as a re
sult of the review of the tax on per
quisites introduced by the Finance Act 
of 1955. This is another instance where 
it is almost impossible to estimate the 
loss of revenue.

There is clause 18 and I already re
ferred to it. It has been discussed ex
tensively. Merely because we do not 
have a Select Committee, there fs no 
reason why we should not regard this
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as a part of the Money Bill  within 
article 110 and there is no reason why 
we should not follow a practice, which 
has now got, as it should have been, 
well-established.

Mr. Speaker: The hon. Minister was 
not here when the matter came up this 
morning. I made some  obser\'ations. 
Wherever it is possible to split the 
provisions of this Bill, then those mea
sures can be  brought in by way of 
amendments to the existing Acts, in
dependently of the Finance Bill. Discre
tion will be exercised by the hon. Fin
ance Minister or his Ministry in bring
ing them separately unless they are so 
inter-connected with the other provisions 
of the Bill, though the finances for any 
particular year depend upon these pro
visions. In such cases it can be added 
on here. It is not so much a question 
of legality as a question of propriety 
and giving some time for the hon. Mem
bers of the House to look into this mea
sure in relation to the other provisions 
of the other measures, say, Income-Tax 
Act. It is a complicated affair. Under 
those circumstances, if it is so intimately 
connected and  entirely depends upon 
this, then, it may be made part and par
cel of the Finance Bill. Otherwise,  it 
will always be right, as in the case of 
Company Law or Insurance Act, In
come-tax Act. etc. to have a separate 
Bill for that purpose. That is all the 
suggestion that I made.

I never applied my mind so far as 
the provisions were concerned as to whe
ther they were inextricably  connected 
with it or whether they could be sepa
rated. I never said a word about it,

Shri C. D. Deshmnkli: I am not tak
ing any exception to what you have sug
gested. If there was sufl&cient substance 
for a separate Income-tax amending Bill, 
I certainly would have brought forward 
such a Bill and the fact that that also 
would be an amending Bill is no rea
son for not a separate Finance Bill. I 
understand it.

Mr. Speaker: I shall now put the 
amendments to clause 4 to the vote of 
the House.

[Shri C D. Deshmukh]

The question is :

Page 4— 

after \mt. 14, add'. 

“Provided that all
Indians are  , ̂ 
sent of the Centi'al

such non- 
with the con- 
Govemfflent

after being fully satisfied that simi
lar qualified persons are not found 
in India.”

The motion was negatived.

Mr. Speaker: The question is :

Page 4, line 31—

after “industrial” insert “or other*'. 

The motion was negatived.

Mr. Speaker: The question is:

Page 4, lines 31 and 32—

for “industrial  practice” substitute 
“their practice”.

The motion was negatv ed.

Mr. Speaker: The question is :

•That clause 4 stand part of the 
Bill.”

The motion was  adopted.

Clause 4 was added to  the Bill.

Mr. Speaker: Now  amendment  to 
clause 7.

The question is :

Page 6— 

omit lines 2 to 4.

The motion was negatived,

Mr. Speaker: The question is:

“That clause 7 stand part of the 
Bill.”

The motion was adopted.

Clause 1 was added to the Bill,

Mr. Speaker: Now the amendments 
to clause 18.

The question is:

Page 9—

omit lines 12 and 13.

The motion was negatived.

Mr. Spesdcer: The question is :

Page 9—

(1) after line 15 insert:
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“Provided that the Income-tax 
Officer shall not  be deemed to 
have, under sub-section. (1) above, 
reason to belief unless the follow
ing conditions are satisfied :

(i) he has definite information in his

(ii) he has verified by preliminary in
vestigation such information to be 
correct; and

(iii) he has given an opportunity to 
the assessee to be heard as regards 
such information’’; and

(2) line l&—

after “Provided” insert “further”

The motion was negatived.

Mr. Speaker: The question is:

Page 9, lines 28 to 31—

for “in the aggregate, either for that 
year, or for that year and any other 
year or years after which or after each 
of which eight years have elapsed,  not 
being a year or years”.

substitute “for that year, not being a 
year”.

The motion was negatived.

Mr. Speaker: The question is:

Page 9—

for lines 33 to 37, substitute :

“(iii) for any year, unless he has 
recorded his reasons for doing so 
and for believing that the income, 
profits or gains chargeable to in
come-tax which have escaped as
sessment or have  been under-as
sessed or assessed at too low a rate 
or have been made the subject of 
excessive relief under this Act, or 
the loss or depreciation allowance 
which have been computed in ex- 
ĉ , amount to, or are likely to 
amount to, one lakh of rupees in 
the aggregate as aforesaid. A copy 
of  such  reasons  shall  be  sup
plied  to  the  assessee.  The  In
come-tax  Officer shall not issue 
a notice in any case falling under 
clause (ii) unless the Centrd Board 
of Revenue, and, in any other case, 
the Commissioner, after giving the 
assessee an opportunity to be heard 
on such reasons, passes an order,

for reasons to be recorded, tiiat it is 
a fit case for the issue of such no
tice.”

The motion was negatived.

Mr. Speaker: The question is:

Page 9, Kne 33—

after “unless” insert “he has definite 
information in his possession and”.

The motion was negatived.

Mr. Speaker: The question is:

Page 9, line 33—

"after"' “unless he has” insert: 

“definite informaticm in his posses
sion, has”.

The motion was negatived.

Mr. Speaker: The question is:

Page 9, line 34—  ’

after “doing so” insert “and has sup
plied a copy thereof to the assessee”.

The motion was negatived.

Mr. Speaker; The question is :

Page 9, line 43— 

add at the end:

“or is the executor, administra
tor or legal representative of a de
ceased assessee”.

The motion was negatived.

Mr. Speaker: The question is:

Page 9—

after line 43 insert:

“Provided further that where the- 
assessee is dead,  the Income-tax 
Officer  shall not  issue a notice 
under this sub-section on his exe-̂ 
cutor, administrator or other legal 
representative after the  expiry of 
three years  following the year of 
assessment in which the  assessee 
died.”

The motion was negatived.
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Mr. Spttsir The uestion is

age 10— 

after line 30, add

e The  amendments  made y 
clauses a to d hereinefore shall 
cease to e operatie after the 31st 
March, 1958  and  thereafter the 
proisions of section 34 as eisting 
prior to these amendments shall e 
operatie.

The motion was negatied.

Mr. l̂eaer The uestion is

  That clause 18 stand part of the 
Bill.

The motion was adopted.

Clause 18 was added to the Bill.

Clauses 22 and 23 were added to the 
Bill.

Clause 24— Amendment of  section 
58.

Amendment made age 14, lines 18 
to 21—

omit and for the words, racets and 
letters clauses a and  the words, 
racets and letters  clauses a, aa 
and  shall e sustituted

—Shri M. C. Shah 

Mr. Speaer The uestion is

That clause 24, as amended, 
stand part of the Bill.

The motion was adopted.

Clause 24, as amended,  was added to 
the BUI.

Clauses 25 to 29 were added to the Bill.

New Clause 29A

The Minister of  eenae and De
fence penditiire Sluri A. C. ulia
I eg to moe

age 15— 

after liie 3, insert

29A. Additional  duty of cus- 
tiiis on spirits other than denatur
ed spirit—In the  case of goods 
chargeale with a duty of customs 
under Item No. 224 of the First

Schedule to the  Tariff  Act, or 
under that Schedule read with any 
notification of the Central oern
ment for the time eing in force, 
there shall, on and from the 1st 
day of April, 1956 and up to the 
31st day of March, 1957, ̂  leied 
and collected as an addition to, and 
in the same manner as, the total 
amount so chargeale, a sum eual 
to 155 per cent, of such amount. 

This amendment is due to an unfortu
nate printing mistae on page 15, in line
10 where it has een said 

a sum eual to 55 per cent, of 
such amount, in the case of goods 
comprised in Item No. 224

It should hae een 155 per cent. 
This is a surcharge duty on spirits other 
than denatured spirit and collected on 
Brandy, in, Whisy etc.  The duty 
should hae een 155 per cent, and 
that is the present rate. This untortu- 
nate printing mistae has made the posi
tion ery cumersome. We hae con
sulted the aw Ministry and you. Sir, as 
also the o Saha  Secretariat. Mere 
correction of the printing mistae would 
not hae rectified all the conseuential 
effects of this mistae. So, on the adice 
of the aw Ministry and yourself. Sir, 
we hae moed this amendment. There 
will e some conseuential amendments 
also to the net  clause. I hope this 
amendment will e  accepted y the 
ouse.

Mr. Speaer The uestion is

age 15—

after line 3, insert

29A. Additional  duty of cus
toms on spirits other than denatur
ed spirit—In  the  case of goods 
chargeale with a duty of customs 
under Item No. 224 of the First 
Schedule to the Tariff Act, or under 
that Schedule read with any notifi
cation of the Central oernment 
for the time eing in force, there 
shall, on and from the 1st day of 
April, 1956 and up to the 31st day 
of March, 1957,  leied and col
lected as an addition to, and in the 
same manner as, the total amount 
so chargeale, a sum eual to 155 
per cent, of such amount.

The motion was adopted.

New Clause 29A was added to the Bill.
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Clause 30—<Additional duties of Cus
toms).

Amendments made:
(1) Page 15—

(1) omit lines 10 and 11; and

(ii) lines 12, 17, 19 and 23—

for “(b)”, “(c)”,  “(d)”, and “(e)”
substitute “(a)”,  “(b)”,  “(c)”  and
“(d)” respectively.

(2) Page 15, lines 21 and 22—

for “specified in clauses (a), (b) and 
(c) of this section” substitute:

“specified in section 29A or in claus* 
es (a)  and  (b)  of  this  Section”.

— [S h r i a .  C.  Gu h a.J

Mr. Speaker: The question is:

“That  clause 30, as  amended, 
stand part of the Bill.”

The motion was adopted.

Clause 30, as amended, was added to 
the BUI.

Clauses 31 to 33 were added to the Bill.

Clause 34—{Amendment of the First 
Schedule).

Shri N. B. Chowdhnry  (Ghatal): I 
beg to move:

(i) Page 17— 

omit lines 9 and 10.

(ii) Page 17, line 11—

(1) after “sorts” add  “other  than
dhoties and sarees”; and *

(2) for “One  anna” substitute “Six 
pies”.

(iii) Page 18, line 26—

after “Oils” insert “except the edible 
oU or the quantity of which is used  for 
edible purpose”.

Shri A, M. Thomas: I beg to move:

Page 18, Une 26—

after "all sorts” insert “except coco
nut oil”.

Shri Acfauthan (Crangannur): I beg 
to move:

Page 18, line 26—

after “Gila” insert '̂excluding coco
nut oil”.

Shri Twhidag; I beg to move:

Page 18, lines 29 and 30—
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after “Imperial gallon” add:

“Provided that where the oil is 
used for agricultural purposes, the 
rate shall be one anna per Imperial 
gallon.”

Shri T. S, A.  Chettiar: I beg  tO’
move:

(i) Page 17—

omit lines 30 to 36.

(ii) Page 18— 

omit lines 29 to 47.

(iii) Page 18, line 29—

for “Four annas” substitute “Two 
annas”.

ari VWanadia Reddy (Chittoor): I 
beg to move:

(i) Page 18, line 26—

for  “Rupees  seventy” substitute- 
“Rupees thirty-five”.

(ii) Page 18— 

after line 28, insert:

“23A. V̂etable Non-esseatial*
Oils, allsorts, in or in
relation to the manu-  Rupees thirty
facture of which  any  five per ton”
process  is  ordinarily
carried on without the
aid oF power.—

(iii) Page 18, line 29—

for “Four annas” substitute  “One 
anna”.

Shri K. C. Sodhia: I beg to move: 

Page 17, line 2—

. .after “One anna per square yard” 
insert “except in case of dhoties and 
sharees”.

Shri Shree Narayan Das (Darbhanga 
Central): I beg to move:

Page 17—

for lines 6 to 12, substitute:

“(4) Cotton fabrics, coarse that is
to say fabrics in which the  Six pies
average count of yarn is  per square ■ 
less than 17s— yard.”
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Mr. Speaker:  Now, these amend
ments are before the House. Shri N. B. 
Chowdhury may start his speech. In 
the meanwhile I  am  told that there 
is something  wrong with  amendment 
No. 117 and I will see whether it is in 
order or not.

Shri N. B. Chowdhury: Mr. Speaker, 
my object in moving my amendments 
nmnbers 10 and 11 is to oppose the 
imposition of  excise  duty  and on 
coarse cloth.  For the last three years 
we see  that  the  imposition  of ex
cise duty on cloth has been one big 
source of revenue for the Government 
and it is being increased every year. So 
far as I remember, year before last, in
1954-55, some Rs. 6 crores was realised 
on account  of this duty. Last year it 
was about Rs. 9 crores. This year the 
Government intends raising a revenue 
of Rs. 14-5 crores from this source, that 
is by imposing excise duties on all varie
ties of cloth. My object in bringing my 
amendments is to oppose the imposition 
of duty at least on the coarse variety 
of cloth.

Sir, in Part B of the Finance Minis
ter’s Speech, he says:

“The Taxation  Enquiry  Com
mission has recommended enhance
ment of the excise duties on all 
varieties of Cotton Fabrics and I 
had accorcHngly  proposed in last 
year’s Finance Bill an increase in 
the duties on medium and coarse 
Cotton Fabrics from 6 pies per sq. 
yd. to one anna per sq. yd. It was, 
however,  then  represented  that 
prices of agricultural commodities 
had been falling for some time, and 
the purchasing power of the rural 
population was  low. The off-take 
from the mills had also declined at 
the time and the mills were carry
ing large unsold stocks. The pro
posals  were  accordingly  with
drawn.”

This statement of the Finance Minis
ter shows that their  calculation  was 
wrong. At the time when these budget 
proposals were framed  they expected 
that there would be no difficulty in 
clearing the stock if this duty is im
posed. But, later on we find that the 
Ministry had to withdraw these pro
posals. At present we find that the prices 
of things are rising. The price of food- 
prains and other essential commodities 
mcluding edible oils and other things 
have risen and are rising.  Then, the

poorer sections of our people have to 
face great difficulties in buying cloth.

in this situation, we do not think 
it would be proper to enhance the duty 
at least on coarse cloth. There may not 
be difficulties about clearance of the 
existing stock, but, at the same time, we 
have to remember that the per capita 
consumption of cloth is very low in this 
country. So, when we are thinking of a 
planned progress in  the Second Five 
Year Plan, etc., we must see that to
gether with the increase of production 
in cloth, peopile have an opportunity to 
use more cloth. If you have that object 
in view, then there is no justification for 
the imposition of this duty. So, 1 oppose 
this duty on the coarse variety of cloth.

I then come to amendment No. 17 
wherein I have opposed the duty on 
edible oils or non-essential elible oil. 
In coimwtion with the budget leakage, 
the Minister said in his statement some
thing about the expression ‘non-essen
tial edible oil*. Although edible oils are 
called non-essential oils, in fact, they 
are essential  commodities  which tlie 
people have to use. In my part of the 
country, people consume mustard oil or 
groundnut oil as essential oils. Certainly, 
so far as West Bengal is concerned, the 
people will be facing great hardships 
if this duty is not removed. In West 
Bengal, we have to depend on imports 
from other States so fair as edible oils 
are concerned. We do not grow ground
nuts there. Even if it is grown there, it 
is only in very small quantities. We have 
to import mustard Oil mostly from Uttar 
Pradesh and small quantities of it from 
Bihar and other places also. There, the 
village ghanis have been almost exter
minated and the people have to depend 
entirely on import from  other States. 
What happens is that the millowenrs in 
Uttar Pradesh or in other States who 
carry this mustard oil to West Bengal 
charge high rates in view of its non
availability in that area.

Then it has been ŝd that Govern
ment is going to allow a certain exemp
tion so far as this duty is concerned. It 
has been said that no duty will be im
posed on producers producing less than 
125 tons per year. Tnere is ajlso exemp
tion for those who do not use power. 
But the question is not one of difficulty 
for a certain class of producers who do 
not use power as against those who use 
power and produce sufficient quantities. 
Our attack is from the point of view of 
the consumers. We find that if this duty 
continues, the price will not come down,
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even if it does not rise higher. Although 
from calculations it would appear that 
the incidence of this duty will not be 
very high and that there may be a rise 
of Rs. 3 per maund, actually what hap
pened in the market is that the price 
has gone up by about Rs. 25 to Rs. 30. 
The Minister said that the price is about 
Rs. 65 or so, but actually in the rural 
areas we find that the price is much 
liigher. So, although the incidence of this 
duty may not be very high,—̂it may be 
about one anna îr seer—̂actually, when 
the retailer sells it to the consumers, the 
price is much higher. Therefore, whea 
we impose such duties and think that 
the incidence is merely :0l per cent, or 
:02 per cent, as stated in the morning 
on the floor of this House, actually, the 
incidence on the common people is not 
so low and it is much higher. The rea
son is, there are middlemen and the big 
producers who take advantage of this 
duty not only pass on that amount ot 
duty to the consumer but make profit 
out of the situation. So, when we are 
thinking of patronising the cottage indus
tries and  developing the ̂hanis  and 
other industries  and also when  we 
notice that the common people are not 
in a position to take the benefit of in
creased production, it  would nof be 
proper to make edible oil more costly. 
Therefore, frem this point of view,  I 
oppose the imposition of this duty on 
edible oil, that is, vegetable non-essen
tial  oil  and  particulaily  edible  oil. 
I  know  that  some  quantities  of 
edible oils are used for other purposes. 
For instance, groundnut oil is used for 
other purposes also, but at least that 
large quantity which is used for coti- 
sumption as edible oil should be ex
empted from duty.

Shri A. M. Thomas:  I regret that
the Finance Minister has not l̂ n per
suaded to drop the excise duty on edi
ble oils, especially coconut oil. I want 
to speak only about one particular item 
—coconut oil—and I shall confine my 
remarks to the amendment that I have 
moved.

It may be kindly borne in mind by 
the House that coconut oil is not a com
modity which we export like the ground
nut oil. We are also in short supply and 
we are importing a substantial quantity 
of coconut oil. I do not know whether 
the Food and Agriculture Ministry has 
been consulted in this matter, because, if 
it had been consulted, it would not have 
agreed to this levy. The Indian Central 
Coconut Committee, which is presided

over by the Secret̂ of the Ministry 
of Food and  Agriculture  has unani
mously passed a resolution against this 
levy and that  Committee consists of 
manufacturers,  producers,  consumers’ 
representatives  and every  conceivable 
class. I do not know whether the Fin
ance Ministry has taken note of that 
fact at all. This levy would adversely 
affect both the consumer class as well 
as the grower class. It has been stated 
by the hon. Finance Minister that if it 
affected the consumers, it was intended 
to affect them. This particular levy will 
hit hard particular consumers in a parti
cular area wherein the average income 
of the individual is very low. It is re
grettable that he  should have thought 
that that consumer should bear this lev>'. 
The particular area that would be hit is 
Kerala. From the figures  which have 
been quoted by the Finance Minister of 
Travancore-Cochin, it would be found 
that out of 1,000 families in Travancore- 
Cochin 294 are getting an income of 
below Rs. 50. 364 people are getting 
an income of between Rs. 50 and 100; 
224 are between Rs. 100 and Rs. 200: 
62, with an income between Rs. 200 
and Rs. 300 and only 56 out of a thou
sand get an income of over Rs. 300. I 
do not know whether the Finance Minis
try has known that fact, namely, that 
coconut is practically the ghee of Kerala. 
In every home it is being used both for 
toilet purposes and, for  kitchen pur
poses, and for so many other purposes 
for which oil can be used in that part of 
the country. It will really hit the poor 
consumer very much if a levy is charged 
on it I think that if the idea of the 
Finance Ministry was to shift the bur
den to the consumer, it was not a pro
per idea at all. The Finance Minister 
has relied on the recommendation of the 
Taxation Enquiry Commission’s report. 
I may submit that the Taxation Enquiry 
Commission itself has not dealt with 
this aspect in detail at all. It has simply 
stated that similar agricultural products 
such as cotton and tobacco are subject 
to excise duty so that it is time that 
the edible oil may also be taxed. No 
further argument is given. At page 315 
of the Taxation Enquiry Commission’s 
Report, no detailed  discussion about 
this levy is given.  That the Taxation 
Enquiry Commission has  been rather 
hesitant with regard to this levy is fur
ther borne out by the following obser
vation towards the close:

**We consider  that a relatively 
low rate of duty would be appro
priate on' this commodity.**
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f s. 0 er ton is a relatively low 
rate of duty,  do not now ̂ at eactly 
is the concetion of the Finance Minis
try in this matter. aving regard to the 
rice of cocoanut  oil, the  levy will 
amount to 6 or  er cent, of the rice 
and it is not an insignificant levy at all.

 may also ring to the notice of this 
ouse that this industry is also in a way 
heavily taed. There is urchase ta on 
cora at the rate of half an anna er 
ruee on s. 1444 eing the cost of 
Cora for manufacturing one ton of 
coconut oil.  t will  wor  out  at 
s. 45-2-0. There is also a cess aid to 
the ndian Central Coconut Committee 
at 4 annas er cwt. and for 32 cwts. of 
crushing cora, it comes to s. . So. 
there is aheady a levy to the etent 
of s. 53-2-0 er ton. To that if ls. 0 
more are added, it will really hit the 
industry hard.  may also say that if it 
is the intention of the Finance Minister 
that the small sector of the  industry 
should not e touched and that it should 
e saved from unfair cometition, that 
oject will not e achieved in this arti
cular case.  would lie to invite the 
attention of the ouse to the figures 
given at age 6 of the Memorandum 
reared y the Ministry of Finance and 
circulated to the Memers. Taing vege
tale oils as a class, out of 6,35 eole 
emloyed, aout 45,010 are emloyed in 
industries wherein the turnover is more 
than 125 tons. Out of the total ro
duction of 91,0 tons, 4,402 tons 
come out of the sector of mills with a 
caacity of more than 125 tons. There
fore, there is not going to e any mate
rial enefit to the small sector at all. t 
will certainly have an adverse effect on 
the grower. The rice that will e o
tained y the grower will e determined 
y the cost of roduction in the mills 
and not y the rice at which the local 
cocoanut oil roducers manufacture this 
commodity. Therefore, the grower also 
is liely to e hard hit.

The ouse will notice tiiat the cocoa- 
nut rices have een steadily going down 
from 1951 onwards. Not only that the 
rices have een very  unsteady also. 
From the figures in my ossession—̂ 
do not want to tae u the time of the 
ouse y uoting them—it will e clear 
that the laour osition in erala also 
will e affected ecause of this levy. 
ven under the resent circumstances, 
in AUe ŷ which is the centre of this 
oil crushing industry, you will find that 
out of 624 chus erected for milling 
cocoanut oil, only 219 are woring. f

Shri A. M. Thomas that is the osition even efore the levy, 
what would e the osition after the 
levy, esecially when there is cometi
tion etween the small sector and the 
large sector Therefore, if the levy 
enforced, it will e cri ling an industry 
which is already facing deression.  su
mit that the Finance Minister ought to- 
have carefully gone into the reresen
tations made in this matter and then 
given some relief. e has een ale to 
give some relief in the case of cotton
seed oil and  thin the case of cocoa- 
nut oil also rests on the same footing.

The Finance Minister in his rely has 
referred to the cometition from Ceylon 
cora and Ceylon oil. 1 would su mit 
that the osition in Ceylon is asolutely 
different. ere the growers have got gar
dens ranging from 2 cents to 50 acres. 
The majority of the growers are very 
small holders  having a few cocoanut 
trees and they ee out their livelihood 
from the income derived from the co
coanut  trees.  n  Ceylon,  the  co- 
coanuts are grown on a lantation asis 
and they can easily comete. Because of 
this increase in imort duty, things are 
not going to imrove here. f it is done, 
the rices in Ceylon will e affected, ut 
the rices in ndia vis-a-vis the rices 
otainale y the local roducer will not 
e affected much. Besides the counter
vailing increase in imort duty only 
if something more is levied, the local 
roducer will e in a osition to stand 
cometition with the Ceylon roducer.

 have already stated the incidence 
will really hit a articular area of this 
country where the urchasing ower of 
the eole is very low. e er earned 
for this area at one time aout s. 30 
crores of foreign echange, ut we got 
only s. 5 crores and odd now. From 
a articular area  s. 25 crores have 
een taen out if further  sums are 
taen out y means of ecise duty and 
other things,  do not now how we are 
going to develo our jac ward areas. 
 should again imress ̂ on the Finance 
Minister the necessity of  dro ing at 
least cocoanut oil from this list, ecause 
it is certainly a very unwise and hasty 
ste that the Finance Minister has taen 
in selecting this oil for levy of ecise.

Mr. Seaer We have to finish Ae 
whole Bill y 6 ocloc. One hour has 
een  reserved for the third  reading. 
Therefore, at 5 ocloc.  will have to 
a ly the uillotine on all the amend
ments. There are some amendments re
lating to clause 34 and there are several 
amendments to the First Schedule.
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gbH N. C. Chattî : It is an impcff- 

tant Schedule.

Mr. Speaken Therefore, if it is the 
desire of the House that the clause by 
clause consideration may go on for one 
inore hour and only ten minutes be left 
fdr the third reading, I have no objec
tion, because I find a number of amend
ments.

Sevelid Hon. Members: Yes.

Mr. Speaker: Therefore, at whatever 
stage they might be, we will finish all the 
clauses by 10 minutes to 6. We will then 
start the third reading and finish it by 
6. Hon. Members will kindly be brief. 
There are a number of hon. Members 
who are anxious to speak. 1 will cat! 
Shri Viswanatha Reddy and then Shri 
Tulsidas. Amendment No. 117 of Shri 
Viswanatha Reddy is out of order be
cause he wants to add a new category 
t)f taxes. By that amendment, he wants 
that a tax of Rs. 35 per ton should be 
imposed on vegetable non-essential oils 
of all sorts in. or in relaion to the manti- 
facture of which any process is ordinari
ly carried on without the aid of power. 
Without the sanction of the President 
no tax can be imposed, but there can be 
reduction.  Therefore,  amendment No. 
117 is out of order.

Shri  Viswanatha  Reddy: 1  have 
given notice of  amendmeht No. 117 
becatise in case amendment No. 116 was 
not  acceptable to  the  Oovemment, 
Amendment No. 117 may be accepted.

Mr. Speaken It cannot be an kltema- 
tiVe to amendment No. 116, because it 
is out of order. Amendment 116 says: 
for '‘Rupees seviaity” substitute “Rupees 
thirty-five”. He wants both of them to ̂  
or both of them to remain. I will dis
allow amendment No. 116 also.

Shri Viswanatha Reddy: No, Sir. Let 
it remain.

Mr. Speaker: All right.

5 P.M.

Shri Viswaiutba Reddy: My  amend
ment refers to the duty on vegetable aon- 
essential oils and the duty on diesel oil.
I entirely  underline  the  obsefvatlons 
made by Mr. Thomas and Mr. N. B. 
Chowdhury with regard to the ̂ ect of 
ŝ duty on the consumers. But, I would 
like to take up another argument, n̂ e- 
Iy> the effect that this duty is Iikeiy to
5—91 L. S*

have on the industry itself. The imposi
tion of the duty of 6 pies per lb. on vege
table oils comes to Rs. 70 per ton. In 
most of the States in the South, the oil 
prxxluced in ghanies is exempt from sales 
tax.  The quantity of that  exemption 
Would work out to nearly Rs. 25 per ton. 
Adding Rs. 70 to it, it comes to Rs. 95 
per ton. This duty is weighted heavily 
against the oil produced in an organised 
industry like expellers. It is one thing 
to provide a protective duty in order to 
encourage the ghany industry: it is quite 
another thing to destory an organised ex- 
pelier industry, I submit that the imposi
tion of this heavy duty oti the oil pro
duced in an organised industry will result 
in complete destruction of this industry. 
Really I cannot understand how the Gov
ernment is interested in taxing produc
tion, taxing incentive and also destroying 
an industry which, as Shri A. M. Thomas 
has already said, produces 90 per cent 
of the oil and employees nearly 85 per 
cent of the labour force employed in the 
whole industry. This duty, as suggested 
In my amendment, if it is reduced to 
thî pies per pound, will work out to 
Rs. 35 per  ton, and  adding  Rs. 25 
exemption from sales tax, will  give a 
benefit of nearly Rs. 60 per ton to the 
ghany industry. I think that should be 
sufficient for the purpose of giving pro
tection to the ghanies. No doubt, there 
Will be a short fall in revenue collection̂ 
But, that cannot be helped because, if 
this duty is retained, I am sure no expel- 
ler can work successfully.

By another executive order, it is pro
posed that the first 125 tons produced 
for internal consumptioii is to be exempt
ed from this duty. 1 think this even more 
dangerous to the ghany industry, because 
what is sought to be v̂en by w'ay of 
protective duty to this industry is taken 
away by this proposed executive order.
I propose to show how this is brought 
about. This quantity of 125 tons repre
sents almost the year round  production 
ot the rotary oil mills. With a capital of 
about Rs. 2000 or 3000, it is possible to 
set up a rotary. Working all the year 
round, it can  produce only 125  tons. 
Therefore, it will be within the exemp
tion limit as envisaged in the proposed 
executive  order. That  means that oil 
produced from a rotary mill will easily 
compete with the ghany industry as well 
as with the expeUer industry, because 
125 tons  represent only  months* 
production of an expeller and naturally 
when the expeller will have to pay duty 
for over and above 125 tons, it cannot 
comîte with the oil produced by the
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[Shri Viswanatha Reddy]

rotary industry. Therefore, a large num
ber of rotary mills will spring up and 
they will te operated by power and they 
will certainly destory Both the expeUer 
industry as well as the village ghany in- 
dustî. That is how what is sought to 
be given by way of a protective duty is 
taken away by the prop<wed executive 
order. If this exemption limit is sought 
to be retained, I surest that this exemp
tion limit may be fixed on the basis of 
a percentage of ihe installed capacity of 
the various mills. It may be 20 per cent 
or 10 per cent. It may be provided that 
such a percentage of the installed capa
city of an expeller or a rotary mill or a 
village ghany should be exempted from 
duty.

Coming to the duty that is sought to 
be imposed on diesel oil, I find that four 
annas a gallon is proposed to be imposed 
on diesel oil. It has been brought to the 
notice of the hon. Finance Minister that 
in the south, particularly in the Andhra, 
Madras and Mysore, a sales tax levy of 
nearly  annas a gallon has been made. 
This duty of four annas will result in a 
sudden increase of nearly 7i annas per 
gallon in the price of diesel oil. As the 
House is well aware, this diesel oil is 
used on a large scale by the agricul
turists,  particularly in regions  where 
there is no supply of electricity. Rural 
electrification is not there. In backward 
areas where there are no irrigation ca
nals, lift irrigation is done primarily with 
the use of diesel oil. Also, the effect of 
this duty on cost of transport is enor
mous. I have made a rough calculation 
and I have found that the effect of this 
duty alone would raise the cost of trans
port by nearly 25 per cent The other 
day, the hon. Minister for  Commerce 
and Industry was saying that the capa
city of the Railways to handle transport 
under the Second Five Year Plan will 
only be one-third of the demand. The 
rest of the demand can only be met by 
road transport. We are increasing the 
transport costs by nearly 25 per cent by 
means of this duty. Therefore, both to 
the agriculturists as well as the transport 
industry it is a great hardship. I am sure, 
as a result of this, backward regions 
which depend on diesel pump sets for 
lifting water for irrigation and an indus
try which has to bear nearly 25 per cent 
enhancement by way of cost of transport 
will suffer greatly. I can only describe 
this tax as a very regressive step. An 
authority which can impose such a tax

can only be compared to ̂the mythologi
cal reptile which is supposed to curve it
self and eat itself up starting from the 
tail. Therefore, I feel  that the  hon. 
Finance Minister even at this late stage 
would be able to consider and accept my 
amendment which seeks • to reduce thf 
tax burden from four annas per Imperisi 
gallon to one anna per Imperial gallon.

Shri Velayudhan (Quilon cum Mave- 
likkara—Reserved—Sch. Castes): I wish 
to support the amendment moved by 
my hon. friend Shri A. M. Thomas. 
When this budget  proposal and taxa
tion measure came before the House, 
v/e were so much surprised especially 
that coconut oil was included in arti
cles for taxation. However, there was 
a doubt in the mind of the Finance Min
istry itself whether coconut oil also is 
included in this category, because the 
wording gave a  little  confusion not 
only to the  public but  also to  the 
Finance Ministry.  At this stage, when 
our State is  going  through a transi
tion, it was very unkind on the part 
of the Finance Minister to tax particular
ly this coconut oil which Is used by all 
the people in that State. It is not only 
an article of trade, but it is mostly used 
by all the people in Travancore-Cochin 
and Malabar for edible purposes. I do 
not think that the income from this tax 
is going to be very much. This could 
have been avoided especially at this time 
when the Travancore-Cochin  State is 
going through a great crisis. We are al
ready having the heaviest taxation in our 
State today imposed by the Centre, I 
mean the Central administration of the 
State. It is the  heaviest taxation which 
anybody can imagine in our State. At 
the same time, the Finance Minister who 
used to be very kind to our State when*- 
ever any taxation proposal came,............

Shri Nambiar: Never was he kind.

Shri Velayadhan:-----has been unkind
this time. I am only saying a fact. You 
may also accept it. I was told that even 
in the Congress Party many Members 
had persuaded the Finance Minister to 
take away this tax, but somehow or 
other, when an official decision is made, 
we find that it is very difficult to take it 
away. That is the method in which our 
bureaucracy is working. .

An Hon. Member: Not bureaucracy, 
but democracy

Shri Velîiidban t Even at this stâ 
I would request the Finance Minister tO 
see that this  particular item is  taken 
away, because to tax this item would be
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ŷry unpopular  least as far tljp 3tate 
of Travancore-Cpchin is concerned. That 
is the only request that I would like to 
make, and I am hoping against hopes 
that even at this late hour, the duty on 
this item may be removed.  -  ‘

Shii Raghavachari (Penykonda):  1 
have got only one point to urge.  I do 
not wish to repeat the arguments that 
have already been advanced by my hon. 
friends. I  would very  earnestly and 
strongly support the arguments of Shri 
Viswanatha  Reddy. I have myself re
ceived about fifty  letters complaining 
about the hardship suffered on account 
of the imposition of the tax on diesel oil. 
You know that in  our State, where 
there are not adequate irrigational fa
cilities, we depend almost entirely on 
lift irrigation. In fact, Gl)vernment Aem- 
selves have supplied  pumps to many 
persons.  If this tax is  imposed, then 
many of  those  who  have installed 
pumps will be put to very grp&t hard> 
ship.

A total taxation of about seven to 
eight annas a gallon comes almost to 
fifty per cent of the original cost itself. 
With the fall in prices of agricultural 
produce, the agriculturists will be put to 
very great  difficulties. I do not see any 
reason why the Finance Minister should 
not see his way to grant exemption to 
the agriculturists. The argiment that he 
has advanced is that administratively it 
is difficult to do such a thing, and that 
other persons in the name of agricul
turists will try to evade the taxation. 
Still, he said that he would keep his eye 
on it and examine this matter.

Therefore,  my  submission  is  that 
something definite must be promised now 
«o as to relieve the agriculturists from 
their difficulties.
Shri Achuthan: I have also moved 

an amendment to exempt coconut oil 
from item No. 23 relating to vegetable 
non-essential oils. My hon. friend Shri 
Velayudhan  has  already  pointed out 
the seriousness and the urgency why 
this duty has to be removed. You know 
that the whole of the West Coast de
pends mainly on coconut products and 
hiH produce.

■  So far as hill produce is concerned, in 
the case of pepper, the price has fallen 
down in the American market to nearly 
onerfifths of what it was before. Previ
ously, the price of pepper was Rs. 4000 
per ton, but now it has fallen down to 
Rs. 800 per ton. Next to pepper, coconut 
products are the important commodities
oo which the people of the West Cbast 
depend for their living.

During the last three or four years, 
there has almost been a regular jfell in 
the prices of coconut, as could be seen 
from the budget speech of the Finance 
Minister of Travancore-Cochin on 13th 
March, just before the dissolution of tiie 
Travancore-<;k)chin Legislative Assembly. 
In 1953-54, the income from coconut 
was Rs. 32 crores, in 1954-55, it fell 
down to Rs. 31 crores, and in 1955-56, it 
fell down to Rs. 27 crores. So, during 
the last three years, it has fallen down 
by  nearly Rs. 5 crores. So,  you can 
imagine what a fall it would have meant 
to the growers tnere.

So far as coconut plantations are con
cerned, as hon. Members have pointed 
out already, there are not any big estates. 
The maximimi acreage  in one single 
estate wiU be about ten or fifteen, and 
such cases are very exceptional. The nor
mal estates are just of the order of about 
half - an acre in extent. I could say that 
nearly 80 per cent of the «states of the 
small peasants will be  holdmgs which 
will be about half an acre in extent. The 
income that tiiey would get from their 
estates would be about Rs. 50 to 60 
during three or four months in a year. 
But on account of this duty alone, they 
may incur a loss of about ten per cent, 
that is to say, they will be losing about 
ten per cent than what they were getting 
before the duty was imposed. Now, what 
is the position after this duty is imposed? 
If there is a rise in the prices of oil, I 
could understand. But is that  the posi
tion?

The three main centres for tiiie coconut 
trade are AUeppey, Cochin and Trichur. 
I have got the figures with me here in 
regard to the prices that  prevailed in 
these three marketing centres, soon after 
this duty was announced by the Minister 
Practically, the prices have  remained 
more or less at the same level; there has 
been a variation of only about Rs. 2 or 
Rs. 3. In the Cochin market, on the 28th 
and 29th of February, the price was 
Rs. 385 per candy of oil, but in March 
it varied only from Rs. 385 to Rs, 392. 
Sonietimes, the prices fluctuated between 
Rs. 392  and Rs. 393. With  regard to 
Trichur, I find that in February, the 
price was Rs. 386, and in March it rose 
only to Rs. 395. In Alleppey, according 
to what I find from the Indî Express, 
on April  20th, business in oil  actuals 
commenced, at Rs. 3̂6. So, practically, 
the growers have been adversely siffected 
on account of the  impOsIB̂  tfiil 
duty.'  ■'  ' ■'
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This is the position, so far as this 
ftrowers arc cbncerned. Now, let us take 
flic case of the consumers. Are they bt 
tetist benefited by this diity? They haVtf 
Also  got  to  pay  a  higher  prici 
for  coconut  oil.  For  the  ebihtnon 
fieople  in  my  part  of  the  coua- 
tryi cdcdhut  oil is not a  luxury, but 
an ievery day necfcssity. They have to 

Usfe coconut oil for their food prepara- 
tions» for their medicines, ahd so on. In 
factj this is one inevitable itenl that they 
have got to use for their curries, and for 
their food preparations. So, I would sub
mit that coconut oil does not stand on 
 ̂  ^me footing as  groundnut oil or 
thiiitard oil, because cocoanut oil is not 
ah item of luxuky but a daily necessity.

So, while on the one hand, the grower 
ĥ to get less than ten per cent for 
produce,̂ on the other hand, the con

sumer also has got to pay ten p«r cent 
qiore, on account of  the imposition of 
l̂is duty. Under these circumstances, are 
Government justified in saying that be
muse they want money for their Second 
Five Yeau- Plan, this duty has to be im
pend? i could have understood a tax 
being levied, if the prices had gonie up.

r
 the position is the other way round, 
fact, the  Finance Minister  of the 
Travancore-Cpchin State had stated in 
ê course of his budget speech that:

“Simuit̂nettUisly there  h» been 
t̂sldehibfe variation  in the ̂ ce 
61 agncultural cotnmodities such as 
coconut, pepper tapioca etc., which 
has affected to a great extent, the 
ĵricultural economy of the State. 
The ̂noney crops, have been worst 
êcted as the sluihjp m spine of 
them has been very heavy.**

“..the  agricultural income  has 
been  steadily  falling—it  being 
21.2% less than ̂ at it was in the 
year 1953-54.”.

in 1955, it has fallen by about 21*2 
per cent. iFrom this, the House cah tm- 
r̂stand what the position of the coconut 
grower is in the State of Travancot̂-Co- 
chin. When  everyone  says,  including 
Government and the Planning Commis
sion that there must be price stabilisation 
in respect of agricultural comitiodities, 
there is every justification for Govern̂ 
mĉt io  etempt this commodity  aho- 
ijether from the proposed levy, or at 
kftst say that for the time being coconut 
tnl would be ex̂ pted from this cate? 
§017 xrf Veîble hon-csichtiâ oils. I 
hope tbe Finance Minister l̂tl Uttder-

iShri Achuthan] stahd the sferiotînteis of the ftituatioh, idid 
see thkt the West Coast is relfev̂ io 
^mte extent at least by the exclusion df 
cdfeohut oil from the propô levy.

Shri K. C. Sodhia: Out  of the total
additional taxation of nearly Rs. 30 to 
Rs, 35 ci-dres, hearly Ks. 15 croreii, are 
going to come from the duty 6h cldth. 
The way in Which this additidhal taxatidfa 
is beiiig raised has  been pointed but in 
the memorandum issued by the Fihant̂ 
Ministry. In 1952-53, the duty collected 
ph  superfine  cloth  came to  about 
Rs. 3*6 crores, on fine to Rs. 3:9 crores, 
dh medium td fes. 4.4 crprfes, and bn 
coarse to Ris. 0.61 crores. This Was thfe 
ŝition of the revenue collected on aĉ- 
count of the excise  duty bn cloth in 
1952-53. In 1953-54, the income or thfe 
revenue on this account tose ftom Ib. 
i2'5 crores in 1952-53 to about Rs. 15.1 
crores. In 1953-54, the revenue froril 
medium doth came to Rs. 5.08 crô, 6A 
against  Rs.  4,42  crores in  1952-5J. 
In the  year  1953-54, the  duty  bii 
medium cloth was raised and the revenue 
thereby Went up ftx>m Rs. 5 crores tb 
Rs. 10 Clares. In the year 1955-56» ft 
was mbî thAtt 11 crores. This yfcar ̂  
aife gbihg to ihcreaSfe the duty by 10 per 
cdhl and are to get ks. 12 crbres. That 
m̂n̂>  Indium  cloth  which  wa» 
three ytart 6go giving us a revenue of 
Rs. 4 cT̂ i is now beittg tajced to thfe 
extcM bf 12 crofes. Nbw, you know thfti 
inedî cloth is consumed by the brdî 
naVy people bf this country. Of couril̂ 
thbse who are vety pbor, have recbuitf} 
tb coarse clbth. But brdinary people tiiK 
medium cldth.

Now superfine and fine cloth, medium 
doth and coarse cloth, have «U betn ptit 
m tfee same level with regard to the tiew 
taxation proposed by the Finance Miniî 
ter. There is an all-round increase of 6 
pies per rupee on all varities. This kind 
bf uniform taxation on cloth which ii 
consumed by the wealthy and rich pei>- 
irte artd also by the ordinary pebple is & 
thing which I cannot supp<m. This sort 
bf taxation does not come within the pt&- 
per realm of the principles of taJtatioA; 
Taxation ought to be based on the capttr 
city to pay. If those who use medium AtA 
coarse cloth are made to pay the same 
amount of duty as the people who use 
superfine and fine cloth, it is an injustice

1 had a mind to move an amendmSHt 
5for  reduction of the  duty on  both 
êditfm and coarse cloth, but lobking V> 
iite necessity of  having d̂diHbhal 
iburcds fbf the ihiliiatioh aiSd fulfihtfent 
the Sieicond Five Ytkf Plirt iM tbt
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Mi* r̂’» stat̂ nt that the 
Qi tjîtion ought to be exteosiye 
^ popr̂ man p̂uld coo- 

^ t̂hî, i did not do i(. Qut 
3̂f pfcscf̂  ̂amendfn̂ m is very simple 
d̂ it i| pot Uk̂ly to reduce t̂ in- 

from this excise duty even by 
jts- \ cfore.  I have simply proposed 
ât th0 duty  on dhoties  and sareM 

be Icept at the present level.

Îiri 4* C* Guh#; What is the number 
his aincndipent?

Shri K, K. Aasa: Wliat is the number 
of his amendment? They want to accept

Shri K. C. Sodhia: I want that it may 
be accepted by the Finance Minister be- 
puse it entails only a very small loss of 
income; at the same time, it will give 
satisfaction to us that at least  some 
amendment was accepted by the Finance 
Minister as a result of the  day’s labour 
that we have all done here.

Shri T. S. A. Cbettiar:  It is unfor
tunate that in a  poor  country like 
Jndia, where the rich people are few, if
9 larger amount of taxation has to be 
pbtained, we have to go to the lower 
Strata of society. To finance the Second 
five Year Plan, we have to raise about 
is. 50 crores every year and if we are 
to do that, it cannot be done by merely 
tuing the rich because we won't get 
sufficient money. So however sorry we 
are, we have to go to the people who 
%re earning much less.

1 am in deep sympathy with the point 
of view put forward by my hon. friends 
from  Travancore-Cochin,  knowing the 
economy of that State as I do. They have 
to depend  to a larger extent on  copra. 
Copra means everything to them. This 
may hit them hard. But I hope it will be 
for the Finance Minister to see whether 
any concession can be given to them on 
Ais point, because I know they will be 
hit hard.

Coming to the other matter mentioned 
by Shri Viswanatha  Reddy, I do not 
think 1 should say anything more about 
It, because the Finance Minister has al
ready promised that he would examine 
whether agriculturists who are hit by the 
tax on diesel oil could not be relieved in 
any manner possible, by way of a system 
M rebjites or otherwise. Since we cannot 
juit now \hmk of any device. I leave it

\o the ingenuity of the department to fiad 
a way ît in this caie.

Howt 1 come to another matter—rf̂ 
gardiQg the cohage induttriei. It «eeî 
to me that various department* of t£» 
Government of India are actmg against 
each  other. There is  the  Production 
N̂inistry which we have specially con
stituted to look after the cottage indû 
tries.  We want to spend nearly 20& 
crores on the promotion of cottage in
dustries. But here we have got a taxa
tion proposal which wants to equalia» 
the difficulties between the power  and 
non-power factories. Regarding the tax 
on soap and paper boards, the plea of th9 
Finance Minister is that these small cot
tage . factories  are also producing :o f 
greater extent and are able to compete 
With some of the larger power using fac- 
tPfies,  and so  there is justification  for
taxing them. May I point out to him an4 
to the House  why we  want to  epr 
courage cottage industries ?  Wherev̂ 
power  is  not  used  and  wherever
there  js  a  large  production,  it
ineans  that a larger number of people
are employed there. From the point o( 
view of employment potential, we want 
it to be subsidised. When that is tho 
case, I do not see the reason behind tha 
argument that they must try to equalise 
between cottage  industries and  power 
factories on the ground that the produc
tion in the cottage section is equal rnqro 
or less. If the production there is more, 
that means it gives greater employment. 
If it gives more employment, that is the 
reason why we should support it and not 
tax it. So I think there is a difference 
between the philosophy which the Pro
duction  Ministry is advocating and the 
philosophy which the Finance Ministry 
wants to follow by taxing these cottage 
industries.

We want to encourage the Ambar 
Charkha. We want to do many other 
things. We want to subsidise them be
cause they have a large employment 
potential. If it is proved that they câ 
work it with man power as against elec
tric or any other power, that means there 
is greater employment. From the point 
of solving the unemployment problem, 
we want to support it. Even if we do 
not subsidise it, at least we should leave 
it as it is without taxing it. That is the 
request I would like to make on behŝ 
of these cottage industries to the Financa 
Minister, that in view of the employ
ment potential, tax on them may not 
levied.
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Shri A. C. diiha: Mr. Speakw. 1&. I
think most of the objections to clause 34 
were relating to the tax on edible oil. 
A number of  Members have  spoken 
agaiflst tĥ ‘excise duty on coconut oil.

An Hon. M b̂en Mustard oil?

Shri A, C. Guha: Some say, also mus
tard oil» but it is not so vocal as 
coconut *i3il. {Interruption),

Shri. Thomas tried to show that the 
incidence of duty is very heavy whereas 
the Taxation Enquiry Commission has 
suggested a low duty. I think one anna 
per seer is not a heavy duty, if you com
pare. ..............

Shri A. M. Thomas: What is the price
per seer? Then , only you can compare.

Shri A, CGului: If you comp̂e the 
current prices of these edible oils, I think 
tlus one anna per seer even on coconut 
oil cannot be called a heavy duty. All 
that has been said about the coconut 
oil industry in Travancore-Cochin has 
been Considered by the Government and 
9II the arguments that have been adduc- 
td were also considered not only by the 
Finance Ministry but also by the other 
Ministry, which is directly dealing with 
agricultural products,

Shri A. M. HM>mas: Have you con
sulted the Food and Agriculture Minis
try?.  -

Shri A. C. Guha: I have said that aU 
the points mentioned here were consider
ed not oiily by the Finance Ministry but 
they have been considered by the other 
relevant Ministries also, including the 
Ministry of Food and Agriculture.

The  consumption of coconut  oil is 
only '8 to 9 per cent of the production 
of all the edible oils.

Shri Velayndhan; Have you discuss
ed wtih the  Travancore-Cochin Gov
ernment ?

Shri A. C. Gnha: It is not the prac
tice ---------

Mri  Speaker: Hon.  Members  who 
wanted to have a say have had their 
opportunities. Why should they do so in 
bits now?

Shri A. C. Gaha: Hon. Membere will 
also admit that it is neither possible nor 
it is practicable to consult all the State 
Governments when the Central Govern
ment is going to prepare its Budget for 
&e year. .Budget is supposed and taken 
to be something secret and confidentid 
and we cannot go on consulting all the 
Governments whose people are likely to 
be affected.

As I was saying, coconut oil is only ft 
or 9 pef cent of t̂  edible oils produced 
in the country. There is hardly any rea
son why this 8 or 9 per cent of edible 
oil ̂ould be exempted. 1 think, in other 
parts of the country, several other varie
ties of edible oil must be in use and those 
parts also must have felt the incidence 
of this duty. I can only say with parti
cular reference to coconut t)il, that it» 
present price compares favourably with 
the price of other ̂iWe oils in the coun
try. If hon. Members want td compare 
the present price of coconut oil with the 
price prevailing in 1950, 19̂1 that is in 
the post-Korean peak period, that would 
not be a very fair  comparison. But, ii 
we make a comparative study of the 
prices prevailing for. all edible oils, 1 
think, the present price of coconut oi) 
cannot be considered to be too low. 
Rather, it is higher than the price of 
many other edible oils. So it is not in a 
depressed state.  Therefore, 1 find  no 
reason to, accept the argument of the 
hon. Members that coconut oil should be 
exempted from this duty.

Some hon. Meriibers said something 
about coarse cloth.  Shri  Choudhury, 
particularly, is against  the duty on 
coarse cloth, not only on the coarse 
varieties of dhoties and saris but also 
on any kind of coarse cloth. He should 
know that other varieties of coarse cloth 
are mostly very costly and luxû arti
cles. Sometimes,  they  are  selling  at 
Rs. 3, Rs. 4, Rs. 7 or even Rs. 8 per 
yard. I am rather surprised that hon. 
Members have not suggested  that the 
excise duty on other varieties of coarse 
cloth should be higher than what we 
have put. There has been no increase in 
the excise duty on dhoties and saris be
longing to the coarse cloth variety. The 
duty on coarse dhoties and saris has 
been continuing for a number of years 
and there is hardly any occasion to with
draw the duty which has been there for 
many years.

I would like to remind hon. Members 
of what Shri Chettiar has said, namely, 
that ours is a poor country. If we want 
to raise. Some extra revenue for deve
lopment works, the benefit of which will 
mostly go to the poorer sections. I think, 
we cannot keep the poorer sections free 
from paying any extra duty or any extra 
fax. If we simply try to collect the reve
nue by direct taxation, it is not possible 
because the rate of direct taxation in our 
country is almost the highest prevailing 
in any country. In any case,  we shau 
have to go in for indirect taxation; yet
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wer have been paying pardcoiar l̂tteiitiop 
to see that the incidence of indirect t̂a- 
tion does not press very hard on the 
poorer sections of the people. We have 
also been paying attention to the fact that 
wnaller units, particularly those belong
ing to the cottage and village industry 
group, may get benefit. In some cases, 
we have been giving a sort of subsidy 
and, in most cases, we have been pving 
exemptions up to a particular capacity of 
production, to a variety of thê indus
tries. When  Government frame  their 
Budget proposals, they keep in view all 
these relevant factors. It is not possible, 
in the present context of our develop
ment programme, that the poorer sec
tions of the people would be left com
pletely free from any new tax obliga
tion.

Something has been said about the 
medium variety of dhoties and saris and 
that is the largest consumption item. 1 
think the duty has been raised only by 2 
pice per square yard. That would not be 
a very big burden for the middle class 
people. The total amount of revenue that 
we have to raise also has to be borne in 
mind, when hon.  Members press  for 
exemption from or  relaxation of the 
taxation proposals. This particular sug
gestion  involves  a loss  of Rs.  4.30 
crores.

Some hon. Members have mentioned 
something about diesel , oil. The total in
cidence of the new excise duty on diesel 
oil where power pump is used, for a 
farm of 25 acres, would be only .66 per 
cent. Some other hon. Members have 
said that it will increase the cost of 
transport. But, I think, they have simply 
forgotten this fact that this excise duty 
is just a counter part of the present im
port duty. Now, with 3 refineries going 
into production, we shall hardly have 
any  necessity, of importing  dîl oil. 
There was an import duty on diesel oil 
and we have  calculated  that  would 
come to about four annas per gallon, and 
that is the rate we have put for the excise 
duty.

Shri Viswanatlia  Reddy:  The  Hon.
Minister has said  that it is merely a 
countervailing duty. Is he in a position 
to assure us that as a result of the im
position of this duty, the net price of 
diesel oil is not going to increase? If it 
is merely a countervaUing duty, it should 
not increase.

Shri A. C. <Sidn: If there is ifiordiflate 
increase in the price of diesel oil as in 
the prices of mustard oil and other edi
ble oils, some businessmen may take un
due advantage. It is hardly possible for 
the Government at every step to inter
fere, but surely if things continue at that 
state, then the Government may take 
some measures. But we expect t^ the 
price wiE find its own level, natural level, 
and that the consumers will not tolerate 
this extra price which they have  now 
been made to pay for some of the edible 
oils.

If there is any inordinate rise in the 
price of diesel oil also, I think the trad* 
conditions will bring down the price to 
the natural level. If not, and if there is 
any necessity for Government to inter
fere in such a contingency. Government 
may do something in the matter. But at 
present there is no necessity to be con
cerned about.

There is hardly anything else to which 
I have to give a reply .

Shri N. B. Cbowdhoiy:  There are
certain coarse varieties of cloth included 
in the luxury cloth for this duty. Is it 
not possible to sort out certain varieties 
of coarse cloth which are used by the 
common man?

Shri A. C. Goha:  That  has been 
exempted. The duty is mostly on luKury 
cloth.

Mr. Speaker: Let me put the amend
ments to the vote of the House.

The question is :

Page 17—

omit lines 9 and 10.

The motion was negatived.

Mr. Speaker: The question k:

Page * 17, Hne 11—

(i) after “sorts” add  “other  than 
dhoties and sarees”; and

(ii) for “One anna” substitute **Sx 
pies”

The motion was negatived.
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Mr. Speaker: The quettion is:

Pâe 18, line 26—
(ifter “OUs” insert “except the ediWe 

oil or the quantity of which is used for 
â Ue purpose"*.

The motion was negatived.

Mr. Speaker; The question is:

P̂ e 18, line 26—

after “all sorts” insert “except coco
nut oil”.

The motion was negatived.

Page 18, line 26— 
after “Oils” insert “excluding coconut 

oil”

The motion was negatived,

Mr. Speaker; The question is:

Page 18, lines 29 and 30— 

after “Imperial gallon” add:

“Provided that where the oil is 
used for agricultural purposes, tha 
rate shall be one anna per Im
perial gallon.”
The motion was negatived.

Mr. Speaker: The question is:

Page 17— 

omit lines 30 to 36.

The motion was negatived.

Mr. Speaker: The question is:

Page 18— 

omit lines 29 to 47

The motion was negatived.

Mr. Speaker: The question is:

Page 18, line 29—

for “Four  annas” substitute  “Two 
annas”.

The motion was negatived.

Mr. Speaker: The question is:

Page 18, line 26— 
for  “Rupees  seventy” substitute 

“Rupees thirty-five”.

The motion was negatived.

Mr. Speaker: The question is :

Page 18, line 29— 

for “Four annas” substitute  **One
annas”.

The motion was negatived.

Mr. Speaker; The question is:

Page 17, line 2—

after “One anna per square  yard̂
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insert “except in case of dhoties  and 
sarees”

The motion was negatived.

Mr. Speaker: The question is:

Page 17—

for lines 6 to 12, substitute :

for lines 6 to la Substituts: ^
*‘(4) Cotton fabrics, coarse-that  Si* pic 
is to say fabrics in which the  per
average count of yarn is less  square
thaa 17s— yard.”

The motion was negatived.

Mr. Speaker: The question is:

“That Clause 34  stand part of 
the Bill.”

The motion was adopted.

Clause 34 was added to the Bill. 

Clause 35 to 37 were added to the Bill, 

First Schedule 

Sbri M. C. Shah: I beg to move :

(i) Pages 22 and 23—

for lines 35 to 42 and lines 1 and 2 
respectively, substitute:

Rate

«<On the first Rs.40,000 of  Nil 
total income.

On the next Rs. 35,000 of  Nine pies  in
total income. .  the rupee.

On the next Rs.  75,000 of  One anna  in
total income the rupee

On the balance of total  One  anna 
incomc. and six  pift

in the rupee.*’

(ii) Page 25, line 8—

for “paid-up capital; and” substitute:

“paid-up capital, except to the 
extent to which such bonus shares 
or bonus have been issued out of 
premiums received in cash on the 
issue of its shares; and”
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(iii) Page 25, line 

ad4  the end :

“increased by any premiums re
ceived in cash by he company on 
ê issue of its shares, standing to 
ê credit of the share premium 
account as on the first day of the 
previous year aforesaid”.

v̂) Page 25—

after line 47, add\

“(iii) where any portion of the 
profits and gains of the company tt 
not included in its total income by 
reason  of  such  portion  being 
exempt from tax under any provi
sion of the  Income-tax Act, the 
amount of the "paid-up capital’ of 
the company, the amount distribut
ed as dividends (not being dividends 
payable at a fixed rate), the amount 
representing the face value of any 
bonus shares and the  amount of 
any  bonus  issued to the share
holders, shall each be deemed to be 
such proportion thereof as the total 
income of the company for the pre
vious year bears to its total profits 
and gains for that year other than 
capital gains or capital receipts, re
duced by such allowances as may 
be admissible under the Income-tax 
Act which have not been taken in
to account by the company in its 
profits and loss account for that 
year.”

These are the four amendments with 
regard to the First Schedule, and they 
relate to the concessions announced by 
the Finance Minister. These categories 
have been circulated. The first is with 
regard to the exemption given to the 
first Rs. 40,000 so far as  registered 
firms are concerned. The second is that 
in the paid-up capital we propose to in
clude the premium on shares. TTie third
ii that the paid-up capital means the 
paid-up capital increased by any pre
miums received in cash by the company 
on the issue of its shares, standing to 
the credit of the share premium ac
count as on the first day of the pre
vious year aforesaid. The fourth is with 
regard to giving  concession to those 
companies whose profits include certain 
sums which are not assessable under the 
Indian Income-tax Act, as for example, 
fn the tea companies, certain percentage 
will be from manufacture and all that, 
and certain percentage will be agricul
tural income, which will not be taxed.

While considering the  of
qial tax on bonus or dividend, pnly ̂ at 
portion whiph is leviable under the 
cc«ae-tax Apt will be proportional 
considered.

Sbrf Tidflidai: I beg to move:

(i) Page ?5, linesi 10 and ll~

after ̂‘preceding proviso” insert 
being a company to which section 23A 
is applicable”.

(ii) Page 25— 

after line 23, add:

“Provided that where in respect 
of any one or more of the three 
previous years immediately preced
ing the previous year, the profits 
and gains distributed as dividend# 
by a company  are at a rate lesf, 
than  the  percentages,  specified 
above,  of  its  paid-up  capital 
free  reserves  and  premiunî, 
if any, on shares in that year, 
but  in  respect  of  the  pre
vious year the profits and gains dis
tributed as dividends by it are at t 
rate in excess of the percentagê 
specified above, of its paid-up capi
tal, free reserves and premiums, 
any, on shares, so much of the said 
deficiency, if any, as has not been 
adjusted under this proviso in » 
preceding year, shall be taken into 
account in  determining  whether 
dividends exceed the percentages rê 
ferr«d to above in sub-clause (b) of 
clause (i).”

(iii) Page 25, line 8—

for “paid-up capital; and” substitute:

-*paid-up capital,  except to the 
extent to which such bonus sharai 
or bonus have been issued out of 
premiums received in cash on the 
issue of its shares or out of capi
tal gains; and”.

I have moved only these three amend
ments and the balance of my amend
ments I am not going to move.

On amendment No. 48, I would say 
this.  The sub-clause as now worded 
does not exclude all section 23A com
panies from the operation of the excem 
dividend tm. These companies are re
quired to distribute compulsorily speci
fied percentages of their profits; if tĥ
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rcstain more, they have to pay a super
tax, on their excess retention̂. It is unjuist 
lhat you, bn the one hand, compel a 
company to distribute dividends; and on 
the other, if such distributiop amounts 
to more than the specified percentages 
ol paid-up capital, you impose; a tax 
en the excess distribution. Such a com- 
ipany is in the anomalous  situation of 
laving to pay a tax, whether it distri
butes its profits or not. I, therefore, sug
gest that section 23A companies  may 
be exempted from the tax on excess 
dividends.

In regard to my amendment No. 55, 
in many enterprises, incomes fluctuate 
from year to year. It may not be pos- 
l̂e for such companies to pay divi
dends at constant  rates from yeat to 
year. In many years their profits may 
aot be sufficient to cover the tax-free 
rate of dividend and in o&ers it may 
be in excess. If such companies are 
taxed on their excess dividends in good 
years without any allowance being made 
in the bad years, such companies will 
pay higher tax, though over a period 
they will have distributed the same per 
cent, as companies having constant pro
fits from year to years. Such a provision 
will be inequitable between  companies. 
Provision should, therefore, be made to 
allow companies to carry over their defi
ciency in dividends from year to year. 
Such a provision is to be found in sec
tion 23A, where a company which dis
tributes its profits in excess of specified 
Hmit can carry over such excess for 
three years. A similar provision should 
be introduced here also.

Amendment No. 115 seeks to exclude 
bonus shares issued against capital gains. 
The Finance Minister has accepted the 
position in  regard to  premiums on 
shares. My only point is this. A com
pany can issue bonus shares against pre
miums on shares, against capital gains, 
against reserves made of taxable pro
fits and against reserves made of non- 
taxable profits.  The Finance Minister 
has, by his amendment, excluded bonus 
shares  issued  against  premiums  on 
shares. I want that this exemption should 
be extended also to bonus shares issued 
against reserves formed of non-taxable 
profits. The tax on bonus shares issued 
against taxable reserves may be justifi
ed on the ground that on such profits tax 
is not levied at rates applicable to share- 
holdersy However, the capital gains and 
and non-taxable profits I refer to are 
not liable to tax in the hands of  the

' fShrl Tuhada*] company. Let me take the case of sec
tion 15C company. Its income, up to 
6 per cent, of capital employed, is tax- 
free in the hands both of the company 
and its share-holders. Suppose such com
pany ploughs back its profits-̂it would 
need to do so in the eariy years when 
it  needs  funds—and  later  capital
ises such profits and issues bonus shares. 
Is it fair that the company should be 
taxed on such shares ? Is it not necessary 
that you distinguish such shares from 
shares issued out of taxable  profits, 
when you distinguish between taxable 
and non-taxable profits? I,  therefore, 
suggest that bonus shares issued agaiust 
reserves made of  non-taxable profits 
should be exempted from the new tax 
on bonus shares. For section 15C com
panies, we have given a particular rea
son, namely for encouraging new enter
prises. Even when they are distributed 
as dividends, they are not taxable. Why 
then tax on reserves when they are capi
talised and issued as bonus shares ?

Shri Bansal: I have my amendments 
Nos. 92, 93, 94, 96, 97, 99 and 100. 
Out of these, I am not moving Nos. 94 
and 97.

I beg to move :

(i) Page 25, line 11—

after “proviso” insert “to which  the 
provisions of section 23A cannot  be 
made applicable”.

(ii) Page 25, line 14—

after “its  paid-up  capital” insert 
“premiums on shares and free reserves, 
if any”.

(ill) Page 25, line 20—

add at the end “premiums on shares 
and free reserves, if any”.

(iv)  Page 25, line 23— 

add at the end—

“premium on shares and free reserves, 
if any”.

(v) Page 25, line 42—

after “at a fixed rate” insert “premi
ums on shares and  free  reserves,  if 
any,”.

Of these amendments,  amendment 
No. 92 relates to section  23A com
panies. My amendment is more or less 
nmilar to that of Shri Tulsidas. He has 
already advanced bis arguments and I 
am not going to repeat what he bat 
said already.
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The remaining amendmcttts relate to 
the ddinition of paid-up capital. The 
loanee Minister lias been good enouA 
to include prertiiuihg on̂ ares to be 
inchided in the paid-up capital. My sug
gestion is that the free reserves should 
also be included in the  definition of 
paid-up capital.  There are precedents 
for this. The Profit Sharing Committee 
had reported on the question of sharing 
—̂the share of  the workers  in pro
fits and bonus—in very great detail. 
Our hon. Minister,  Shri  Khandubhai 
Desai was a member of that Committee. 
They came to the conclusion that free 
reserves were a part of the capital. I am 
quoting from that report just two lines: 
‘Taking all factors into account, six per 
cent, of paid-up  capital plus reserves 
held for the  purpose of the busing 
would be a fair rate in the present cir
cumstances”. '

The  Minister  of  Labmir  (ffliii 
Khandobhal Desal):  Read the minute
of dissent also.

Shri Bansal: It was not stated that
no part of the free reserves should be 
included in'the paid-up capital. If I re
member aright, he was of the view that 
50 per cent, of the free reserves should be 
included. I quoted from the majority re
port. All I am saying is this. After all, 
capital is what is employed in business. 
It is not only paid-up capital which is 
employed in business but also free re
serves which are used for the purpose 
of earning profits. Inasmuch as there is 
going to be a tax on dividend, which is 
after all a return on capital, my suĝs- 
tion is that free reserves should also be 
included in the paid-up capital.

Shri M. C Shah: I am afraid that I 
cannot accept any of the amendments. 
Tht arguments  advanced seem rather 
plausible but at the same time they are 
fallacious. Whether it is 23A or public 
company, it is all on the same basis. 
If they are asked to distribute 60 per 
cent, or one hundred per cent.» they are 
asked to do so because they want to 
avoid a higher level of super-tax. Every- 
bodv knows that the  private limited 
company may have just four or five 
share-holders and when the profits are 
not distributed,  then  they  may  just 
escape the super-tax. Therefore, it has 
been thought desirable to have this pro
vision.

With regard to this special super-tax 
on dividends, we must  take into ac
count a uniform policy to be adopted

towards all companies whethî thê are 
23 A companies or public companies. We 
cannot discriminate between the share
holders of a public company who may 
have to pay two or three annas as spe
cial super-tax on dividends and the pri
vate share-holders. We cannot accept a 
policy of discrimination  between ‘ the 
share-holders of 23A  companies  and 
other companies.  With regard to ex
panding the scope of the paid-up capi
tal, where we have thought that it was 
reasonable to have a premium on the 
shares wherever funds are held on ac
count of premium on shares that may 
be included in the paid-up capital. Free 
reserves will widen the scope and there
fore the chance of obtaining a legitimate 
super-tax on dividends will also lessen* 
I do not think Government can accept 
such a x>osition.

Mr. Speaker: The question is:

Pages 22 and 23—

for lines 35 to 42 and lines 1 and 2 
respectively, substitute:

Rate

“On the first R*. 40,000 of  Nil.
total income.

On the next Rs. 35,000 of  Nine pic* in
total income. th?; rupee.

On the nrxt Rs. 75,000 of  One anna in
total in the rupee.  the rupee.

On the balance of total  One anna and
income. six pies in the

rupee,”.

The motion was adopted.

Mr. Speaker: The question is:

Page 25, line 8—

for “paid-up capital; and” substitute:

“paid-up capital, except to the 
extent to which such bonus shares 
or bonus have been issued out of 
premiums received in cash on the 
issue of its shares; and”.

The motion was adopted.

Mr. Speaker: The question is:

Page 25, line AA— 

add at the end:

“increased by any premiums re
ceived in cash by the company oa 
the issue of its shares, standing to



my Aî p,

tMr,

th» crôt of the ŝiare pFttmium a»- 
count as on the first day of Ac pw** 
vious year ?iforesaid’\

The motion was adopted,

Ms. Sjpeaker: The question is;

Page 25-- 

after line 47 add\

♦‘<iii) where any portion of the 
profits and gains of the company is 
not includê in its total income by 
yeason  of  such  portion  being 
exempt from tax under any provî 
«ion of the Income-tax Act, the 
amount of the *paid-up capital* of 
the company, the amount distribute 
ed as divid(5nds  (not being divi
dends payable at a fixed rate), the 
amount representing the face value 
of any bopus shares and the amount 
of any ̂ nus issued to the share- 
Iu3lders, shall each be deemed to be 
such proportion thereof as the total 
income of the company for the pre
vious year bears to its total profits 
and gains for that year other than 
capital gains or capital receipts, re
duced by such allowances as may 
be admissible under the Income-tax 
Act which have not been taken into 
account by the company in its pro
fit and loss account for that year.”

The motion was adopted,

Mr. Speaker: I shall put the other 
•mendments to the vote of the House.

The question is:

Page 25, lines 10 and 11—

qp̂r “preceding proviso” insert:

“net being a company to whidi 
Section 23A is applicable.”

The motion was negatived.

Mr. Speaker: The question is:

Page 25— 

after line 23, add:

“Provided that where in respect 
of any one or more of the three 
previous years immediately preced- 
pg the previous year, the  prô  
^d gains distributed as dividendf

by ̂  cowpiwy  JM'e at « r«te 
than  percentages,  P̂̂iW
f̂ v̂e, of  paû-rup capital, fî  

and pr̂ mium̂, if any, on 
in that ŷ T, but in resp̂t ot 

tbf previous year the profits 
gaip̂ distributed as dividends by 
are ŝt a rate in excess of the p̂r> 
pentages,  specified  above, of itf 
paid-up capital, free  r̂ rv«  and 
premiums, if  any,  on ̂ ares, fp 
miich of the said deficiency, if any,
^ has not been adjusted under thii 
proviso in a preceding year, sh?d| 
be t̂ en into account in determine 
ing whether  dividends P̂ceed t̂  
percentages  referred to  above in 
subKilause (b) of clause (i).”

The motion was negatived.

Mr. Speaker: The question is:

Page 25, line 8—

for “paid-up capital; and” substitute:

“paid-up capital,  except to the 
extent to which such bonus shares 
or bonus have been issued out of 
premiums received in cash on the 
issue of its shares or out of capi
tal gains; and”

The motion was negatived.

Mr. Speaker: The question is:

Pâe 25, line 11—

after “proviso” insert “to  which tba 
provisions of section 23A cannot 
made applicable”.

The motion was negatived.

Mr. Speaker: The question is:

Page 25, line 14—

after “its paid-up capital” insert **pn~ 
miums on snares and free reserves, if 
any”.

The motion was negatived.

Ji/b. Speaker; The questioi) is;

Page 25, line 20—

add at the end “premiums on ̂ res 
9nd free reserves, if any”.

The motion ŵ negatived.
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iMr. Speaker t The question i» : 

Page 25, line 23—

fcnirf at the end “pf6miutti on shares 
fttt reserves, if any*’.

The mothfi was Hegdtived.

Mir. SpMAri The qirtistion is*. 

Page 25, line 42— 

d/r**r **at a fixed rate” insert “premi
ums on shares and free reserves,  if

mr.

The motion was negatived.

Kfti spttktt: The qufejtion is: 

“That the  First  Schedule,  al 
amended. Stand part of the Bill.”

The motion was adopted.

the First Schedule, as amended̂ was 
added to the Bill. The Second Schedulê 
the Third Schedule, the Fourth Schi- 
dale. Clause 1, the Enacting formuk 
and the Title were added to the Bill.

dhri C. i). iN^Ukht t  beg  to
mn:

“That the Bill, as amended, be
pmtdr

W&Ti Spcfikftr; Motion feioved :

“tiiat the BiU* as amended, b« 
passed.**

 ̂  m ^

ÎTtTr I, ^
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’TRW ^  3ri%̂

t t| t ̂  ̂  \ t

giprm i  ^ ̂   ̂  ̂
#  I ̂  ̂ ̂  ̂  ̂ 3F̂ 3r?T TO

 ̂  I

qr̂  "   ̂ ^

u n   ̂  ̂   ̂    ̂ ^

HNTgrSf ̂FTR  ?fk  ̂  %

iF?T  '̂TT̂n'   ̂̂   ̂ ^ «ft

3TFT  ̂  'TT

% 5T̂ »wt, 

arrsr ̂   ^ ̂ i

 ̂  3r̂  f f% 4'̂

0̂̂  %  ̂

gpTT t ̂
OT %  STFT  n̂Ĉ fTZTRcT
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6 P.M.

Mr. Speaker: The question is:

“That the Bill, as amended, be
passed.”

The motion was adopted.

BUSINESS ADVISORY COMMITTEE 

Thirty-third Report

The Minister of Parliamentary Affairs 
XShri Satya Narayan Stnlu) : Sir, wiA 
your; permission, I beg to present the 
Thirty-third Report of the Business Ad
visory Committee.

APPROPRIATION  (No.̂ ̂ ̂ Zh  BO-L
—contd.

Mr. Speaker: The  House will now 
take up further consideration of the Ap
propriation (No. 2) Bill. Half an hour 
has been allotted for this. I have re
ceived chits from several hon. Mem
bers, although some of them are not 
here now. I will allow 10 minutes to the 
hon. Minister and 5 minutes each to 
hon. Members who want to speak.

Shri Velayiidhan (Quildn cum Mave- 
likkara—̂ Reserved—Sch. Castes):  Are
we allowed to discuss any Ministry dur
ing the course of this debate?

Mr. Speaker: Only the Ministries of 
Information and  Broadcasting . and the 
Law Ministry  which  have not been 
touched during the course of debate on 
the General Budget.

Shri N. B. Chowdhury (Ghatal): Mr. 
Speaker, I only want to draw the atten
tion of the hon. Law Minister to one 
specific point and that is with regard 
to the lack of proper arrangement for 
the enlistment of voters.

Shri Bansal (Jhajjar-Rewari):  Sir, I
rise on a point of order. Hias the Consir 
deration Motion been moved?

Mr. Speaker: It was moved earlier.

Shri N. B. Chowdhury : Sir, I was try
ing to draw the attention of the hon. 
Minister to this  specific  question of 
enlistment of voters. At the preliminary 
stage when the  Presidents of Union, 
Boards, Panchayats or  other ageiicies 
are required to enlist the voters, at that 
stage, we have noticed, they do not take 
particular care to approach the people 
and thus make an attempt to enlist the 
names of all eligible voters. The result 
has been that after some time, when 
that stage was over and there was time 
for objections, in a large  number of 
cases we have seen that although the 
people approached the registrars ̂r some 
other persons to  record  their names 
there was a lot of difficulty irt getting 
that done. :

I know of one  particular instance 
where, in the case of one panchtiyat area 
only <Mie Union, No. 5, having a popu
lation of 9000 in the District of Midnar 
pore within the  jurisdiction of poll̂ 
Nation, Ghatal, as many as 500̂ people 
applied to the Registrar for enfistment 
of their names as voters, But the Rê  
trar wanted that they should personally




