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WEALTH TAX BILL

Tbe Mtateter of fb u sn  (Shrt T. I . 
&rishnamachari): I beg to move that 
the Bill to provide for the levy of 
wealth-tax be referred to a Select 
Committee consisting of Shri Asoke 
K Sen, Shri H C Heda, Shri Praful- 
la Chandra Borooah, Shri R Jagan- 
nath Rao, Shri Muhammed Khuda 
Bukhsh, Shri Narendrabhai Nath- 
wam, Shri Shivram Rango Rane, Shn 
Anand Chandra Joshi, Dr G S Mel- 
kote Giani Gurmukh Singh Musaflr, 
Shri G D Somam, Shri R R Morar- 
ka, Shri Feroze Gandhi, Shri C D 
Pande, Shn Tribhuan Narayan Singh, 
Shn R M Hajarnavis, Shri M R 
Krishna, Shrimati Tarkeshwan Sinha, 
Shn Ram Subhag Singh, Shn Nemi 
Chandra Kasliwal, Shn Saif F B 
Tyabji, Shn Fatehsmhrao Pratap- 
smhrao Gaekwad, Shri K Periaswami 
Gounder Shn Bali Ram Bhagat, Shn 
U S Malliah, Prof N G Ranga, Shri 
T C N Menon, Shn Prabhat Kar, 
Shrj Bimal Comar Ghose, Shn Lais- 
ram Achaw Smgh Shn R K Khadil- 
kai Shri M R Masani, H H Maha
raja Sri Kami Singhji of Bikaner, Dr 
A Krishnaswami and the Mover, with 
institutions to report bv the 12th 
August 1957

In out sense this, Bill and the next 
Bill that 1 will mote aic part of one 
attempt at improving oui tax struc
ture and that is whv I suggested that 
I mat mote the two together and 
make a cingJt speech

In tho sptoch that I unde at the 
time I introduced the Budget, I had 
gitcn moif or less fu ll particulars m 
regard to this Bill and the discussion 
to a very large extent has taken 
place in regard to the pnntiples of 
these two Bills, and therofoie it is 
unnecessary for me to go over the 
whole ground again

The Bill has been before the coun
try for nearly two months and I might 
say that all that I have heard mside 
and outside the House has not in any 
sense altered the justification that I 
originally claimed for introducing this 
-Bill Hon Member's know that a tax

on wealth is considered to be comple
mentary to a tax on income, and the 
two together are a measure of a per
son’s ability to pay taxes As I have 
explained before, it is just because *> 
wealth tax is proposed to be impos
ed, and an expenditure tax as well, 
that I suggested m the Finance Bill 
a reduction m the income-tax and 
super tax, particularly the earned in
come rates of individuals

The wealth tax is proposed on indi
viduals with a wealth of more than 
Rs 2 lakhs, on Hindu undivided 
families with a wealth of more than 
Rs 3 lakhs, and on companies with 
a wealth of more than Rs 5 lakhs

It has often been said and I do- 
believe that even parties that normal
ly would support this measure in this 
House have been heard to tell the 
common people Here you are, you 
voted for the Congress, so you will 
have to pay a wealth tax" And 
many people have asked me ‘ Have I 
got to pay the wealth tax’ ” The 
question which I have to ask them is 
Have you got Rs 2 lakhs9” Well, 

they have not got Many of these 
people who are told that the Con
gress Party which they have return
ed to powet have imposed a tax on 
their wealth, have not got Rs 2 lakhs, 
and so much of the agitation against 
the wealth tax engendered by vested 
interests and even people who are not 
vested interests who want to agitate 
against this tax for political purposes 
is without any foundation I can 
undu stand the vested interests com
plaining because it does affect them 
and it is intended to affect them, but 
the propaganda that is being made, 
the piocessions that are taken out, the 
protest meetings that are being 
engineered, no matter what their 
principle is they are all done by peo
ple who I suppose m this House will 
support the principle of the lax And 
of course it is their duty to mislead 
the people that is democracy I have 
no complaint

Shri Rem Baraa (Gauhati) Is it 
not the wealthy people who are 
carrying on the propaganda9

,Y 1857 Wealth Tax Bill 3&9Q



3*95 Wealth Tax Bill 16 JULY 1957 Wealth Tax BiU

Shri T. T. Krishnamachari: They 
do, but also others who are not sup
porting the wealthy people, that is 
my grievance. I am quite prepared 
to admit that wealthy people com
plain, and rightly complain. I have 
no quarrel with them at all. After 
.all, if you are going to take a sacrifi
cial goat to the altar, and the goat 
wants to hit you, to bore you down, 
1 think it is perfectly entitled. It is 
A measure of self-protection. The or
ganisation of the wealthy people in 
this country in the shape of forums 
is a very justifiable method of defend
ing their own interests, I have no 

.grouse against them. In spite of the 
fact that I am called the most 
atrocious names, I have really no 
.anger against them.

Shri V. P. Nayar (Quilon): What’s 
in a name? That which we call a 
rose by any other name would smell 
as sweet.

Shri T. T. Krishnamachari: The
trouble is that those people who do 
not believe that the tax is wrong, 
would still like to tell the people: 
“See what you have done, whom you 
have put in power.” But the com
mon people who voted for me or my 
party have not got Rs. 2 lakhs and 
over, they are not likely to get it. 
Therefore, much of the agitation, the 
bulk of the agitation I should say, 
which reaches the common man has 
been intended for political purposes, 
has been an agitation deliberately, 
wilfully misdirected in order to cloud 
the issues and the bona fides of Gov
ernment in introducing these taxes.

It is said that according to the 
figures known to the income-tax autho
rities, and I would admit those figures 
are by no means complete, we shall 
have about 36,000 assessoes including 
companies, but we do expect that we 
should be able to get a lot more once 
the tax is in operation, and that is 
exactly another reason why the tax 
is introduced.

We have tried as far as 3  lies 
within our power, even in the book
lets that we have issued, to explain
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the necessity of this tax. So far as 
the drafting of the Bill is concerned, 
we have taken particular care to 
avoid disincentives as mucfi as pos
sible in the way of production of 
more wealth for the country and in
crease in the national wealth, Hut I 
think it is for the Select Committee 
to examine this matter and prono
unce an opinion whether any changes 
are necessary in order to safeguard 
certain principle which it is worth 
while to safeguard in a developing 
economy.

In the meantime I had myself to 
think of what we should place be
fore the Select Committee in regard 
to the changes that we consider 
necessary, and we have been workinjg 
at it. I am sorry to say that I have 
not been able to find many changes 
that I can suggest to the Select Com
mittee in the wealth tax. It does not 
mean necessarily that the Select 
Committee will not be able to make 
changes if some of the Members of 
the Select Committee have some more 
fertile imagination than such as I 
may be able to command either in 
person or through my officers.

I had at the conclusion of the 
general debate on the Budget men
tioned two changes which I intend 
to place before the Select Commit
tee. The first change proposed by me 
then was to give a wealth tax holi
day in regard to companies for the 
first five years from the date of in
corporation, that is until they earn, 
provided the undertaking is not 
formed by splitting up or reconstruc
tion of existing businesses or by the 
transfer to a new business of build
ings, machinery, plant etc. that has 
been used in the existing business.
The other change that I mentioned 
was that investments of one company 
m another, namely what are called 
inter-corporate investments, will not 
be liable to wealth tax. It has been 
suggested to me that a fortiori the 
first suggestion that I have made 
namely giving a wealth tax holiday 
to companies should also be given to 
individual investors; that is to say
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a person who has bought shares m a 
jiew company, on which he is not 
likely to get any income for five years 
.should not pe called upon to pay any 
wealth tax May be, it is likely that 
he might sell the shares to an exist
ing company and buy shares in a 
new company But I would leave it 
to the Select Committee to judge 
whether it is proper to extend the 
principles to individual investors in 
a new firm Of course, in the case 
•of income-tax, we give that conces
sion, it is not a principle which is 
new But it is for the Select Com
mittee to examine this particular 
matter

The other suggestion that I thought 
J should put before the Select Com 
mittee was in the case 'of a non- 
Indian who resides elsewhere and has 
property in this country It has been 
said that wealth tax is a disincentive 
People will probably sell their invest 
ments and take then money back It 
may be that if he is a non-Indian not 
resident in this countiy, and he has 
an investment at the present moment 
if he sells it, it mav be very embar 
rassmg to me from the point of view 
of foreign exchange It is for the 
consideration of the Select Commit 
tee whether m this case we should 
not offer some kind of concession 
that is to say while he will be liable 
to pay wealth tax the rate will be 
somewhat lower may be round about 
50 per tent

So far as the cnticisms against the 
tax are concerned apart from the 
fact that it has been said by vested 
interests that it will be a disincen* 
tive against investment that it would 
prevent growth of companies and 
that corporate investment will not 
take place and so on, one outstand
ing complaint was that it would lead 
to harassment that there would be 
more harassment bv the wealth tax 
authorities that is to sav the m 
come-tax authorities and that they 
will go into all the personal effect' 
of a person and find out how man) 
pieces of clothing he has, and how 
much of pots and pans and crockery 
he has

Of course, the fact that we have 
given Rs 25,000 exemption takas 
away what you might call the com
mon man’s complaint But a com
plaint has been made, and it is for the 
Select Committee to consider whether 
we shall give up the tax in regard to 
personal effects, pots and pans, cro
ckery, furniture, livestock and things 
of that sort, and merely stick to 
jewellery It is tangible wealth 
After all personal effects cannot be 
sold and money cannot be garbed 
Maybe, even if you buy a radio and 
you sell it, you sell it at a loss and 
the quick changes does not happen 
But in the case of jewellery, you can 
piobably sell it you have not to sell 
it at a loss, you can even sell it at 
a profit

It is for the Select Committee to 
considei whether personal effects 
should come in m view of the fact 
that the income-tax man will go and 
ask how many blouses a lady has 
One friend asked me, How can any 
person come and ask my wife how 
many jewels she Has’ ’ If she has no 
jewels* the questions will not be 
asked The simple thing to do is not 
t vc n to divest herself of the wealth 
but to cash the jewels and put it in 
the bank Incidentally, probably the 
jew c W might give some foreign ex
change for us, we might sell it 
abroad My hon friend Shn S A 
Dange even though he might sympa
thise w ith me might sav m answer 
to that that it is callous

Theiefore we might think that so 
far as jewellerv is concerned it can 
not be exempted because jewellerv 
is part of peoples wealth and often 
times it runs into lakhs and some
times into croreS of rupees But that 
is a ma ttei for the Select Committee 
to consider, namely eliminating furni
ture household utensils clothes, 
livestock and so on I do not mind 
how manv sterile cows a person has 
or how many milk yielding cows and 
all that sort of thing We can pro
bably eliminate them But that is 
for the Select Committee to decide
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[Shn T T Krishnamachan]
Then, m regard to valuation, the 

Bill provides that all assets will be 
valued at what they fetch if sold in 
the open market on the valuation day 
So far as stocks and securities are 
concerned, the valuation of these will 
not be very difficult, because stock 
exchange prices afford an indicator

As regards immovable property, it 
is possible only to go upon local con
ditions and the general principles of 
valuing the asset on the basis of the 
rent that it fetches

In this connection, hon Members 
will notice that under clause 24(5), 
the assessee has the right to refer 
the question of disputed value of any 
immovable property to the arbitra
tion of a committee consisting of a 
valuer and an adviser appointed by 
the Central Board of Revenue in this 
regard

Some reference has been made by 
hon Members here and also by the 
deputations that met me to the pro
visions of the UK Estate Duty Act, 
under which the Boaid of Inland 
Revenue has the right to accept real 
and household property in satisfac
tion of payment of estate duty, suc
cession duty etc It has been sug 
gested that Government should be 
prepared to take over property at the 
valuation placed upon it by the 
wealth tax officer I might mention 
that although the Board and the as- 
sessee in UK have the power by 
mutual agreement to take over such 
property, there is no statutory pro
vision in regard to the acquisition 
price This acquisition price depends 
upon agreement so that it is a matter 
of negotiation As far as I can gather 
the value payable is the value of the 
property at the time of the negotia 
tions, which may be different from 
the value for duty on the date of the 
death of the assessee, in the case of 
estate duty The UK parallel is, 
therefore of no help in this matter, 

t,he valuation still remains a 
subject of negotiation

These, in brief, are the changes- 
that I thought that Government xmght 
put before the Select Committee for 
their examination I .have nothing 
more to say about the Wealth Tax 
Bill *

So far as the changes that might be 
made are concerned—may be, there 
might be one or two verbal altera
tions—the Select Committee itself is 
a very impressive Committee with a 
large element of legal talent

Shri V. P Nayar. And wealthy per
sons too

Shri T T. Krishnamachari. and
I do hope that they will be able to- 
scrutinise the Bill and send it back 
to the House with their report, so 
that it will be a Bill which will cause 
the least amount of annoyance to the 
people and will also not be, under 
ordinary circumstances, the subject of 
litigation Sir, I commend my motion 
for the acceptance of the House 

Mr Chairman. The motion to refer 
the Bill to a Select Committee is 
before the House

Shri V P Nayar. I listened to the 
Finance Minister s speech But when 
I went through the Bill, I could not 
help thinking that the Finance Minis
ter is not as serious in this measure 
as ht ought to have been, m this legis
lation

The Bill undoubtedly, has certain 
advantages And coming as it does m 
jhis context of financial strain, cer
tainly it is wc lcome to the extent it 
goes With the background of collec
tion of taxes as we know, I am not 
however very hopeful about the re
sults, and 1 am sure that the Finance 
Mimstei has made no serious attempt 
to mop up all the surplus money 
which may be left with the richest 
classes

We know that m his budget pro
posals, he has given some relief to 
the tunc of Rs 7J crores for the 
highest tax-paying slab At the same 
time, he has had to take about Rs 5 
crores from the lower slabs And
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here he comes forward with a Bill 
and says that he will take credit, on 
account of this Bill, to the extent of 
Rs. 15 crores.

I do not know the exact figure but I 
■am very glad that he himself confess
ed that the figures at his disposal may 
not be very correct.

Shri T. T. Krishnamacharl: I am
-nfrniH I never said that my estimate 
•was m any way an overestimate I 
do not think my hon friend can 
draw from anything that I have said 
that my estimate of Rs 15 crores is 
•an over-estimate On the other hand,
1 have been accused by many people 
that it is an under-estimate

Shri V. P. Nayar: It is an under- 
«stimate and a gross one too, that is 
what I say

Shr! T. T. Krishnamacharl: If I
get more money, it is quite welcome

Shri V. P. Nayar: I do not know 
Sir, how when Prof Kaldor himself 
thought that by this tax for the first 
year we may get Rs 20 crores, the 
Finance Minister seems to think that 
■we will get only Rs 15 crores I am 
sure Government have no figures and 
thev have to rely by and large on 
those supplied by the income-tax de
partment When we know that tax 
evasion is still being practised—and 
practised to a very large extent—the 
figures given bv the Finance Minister 
are certainly liable to be an under
estimate I am sure if figures are 
•collected, it may be possible for him 
to collect not Rs 15 crores, but 
•double or treble that amount

As you go through the provisions 
■of the Bill, you will find that it has 
some peculiarities After the deti- 
■sion of the Government to tax wealth 
was publicised, you find that both 
the Finance Minister and his Deputy 
being over-anxious and going about 
the country telling big business men 
that they need not fear so much about 
harassment

Shri Pannoose (Ambalapuzha): 
Consoling their children

Shri V. P. Nayar: Shn Punnoose
says it is consoling their children. 1 
do not go to that extent, but I would 
say that it is consoling their dear 
fnends.

I find Sir, that even Shn B. R. 
Bhagat, when he went to Poona and 
made a speech on the Second Five 
Year Plan, prefaced it by saying that 
the new taxes may do a bit harm but 
nobody need be worried that he will 
be harassed I ask them, why this 
over-solicitude9 Do they think that 
these richest people amongst us will 
not be able to pay these taxes We 
do not find the same solicitude when 
it is a question of taxing the lower 
slabs

*Sir, I also find the Finance Minister 
speaking in Calcutta almost assuring 
the same, but I know that despite 
these comforting statements of the 
hon Minister and the Deputy Minis
ter, there is opposition from among 
our friends on the other side.

There has been a campaign against 
this tax Many trade associations 
have protested, I find my hon friend, 
Shri G D Somam, looking very 
seriously at me, he may have a diffe
rent view, but I know that, as point
ed out by the Finance Minister, vest
ed interests have been doing a lot 
of campaign against this They have 
produced several articles written by 
so-called economists on the defects of 
this Bill, how it will prevent incen
tives for the business community All 
this is nothing short of nonsense, 
because the opinion of economists who 
do not hold a brief for a socialist pat
tern of society, indicates—and indi
cates very clearly—that this wealth 
tax will not result in any incentives 
being taken away either for invest
ment or for other purposes

I was interested to read m Prof 
Nicholas Kaldor’s report that this 
would not be so As everybody will 
agree, Prof Kaldor did not come to 
India with a brief for introducing a 
socialist pattern of society. You will 
also find in a representative journal 
of India’s biggest business saying that
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iShri V. P. Nayar] 
this tax will not be a disincentive or 
deterrent to investment; on the other 
hand, it will only promote some more 
investment. I am referring in this 
connection to a statement in one of 
the most authoritative publications 
representing the interests of capita
lists in India, the Fortnightly Share 
Market Report which is quoted in a 
very critical leading article of the 
Hindustan Times of the 20th June, 
1957. It says:

“The Fortnightly Share Market 
Report issued by the well-known 
share broker firm of Place, Sid- 
dons and Gough seriously argues 
that the new tax proposals are 
in a way bullish to equities. Both 
the taxes, it is considered, instead 
of discouraging investment, may 
actually stimulate it, on the one 
hand by curtailing expenditure 
and on the other, by coaxing 
capital”.

But the editorial nolo of the Hindus
tan Times would dismiss this as 
‘rather conjectural’. Probably, in 
their way they do it. But we know 
that this wealth tax will not in any 
way affect investment adversely. 
Then why all this fight? Wo have 
received tons of representations—I 
am sure every Member of Parliament 
must have received them—asking us 
to oppose the wealth tax and the ex
penditure tax. I am sure many hon. 
Members who will be speaking on 
this will have something more to say 
about these.

So when you are very li^ht for 
money and when you have already 
given some reliefs to the richest sec
tion of our people to the extent of 
Rs. 7i crores, you introduce a Bill 
by which you hope to collect a tax 
of Rs. 15 crores. 1 submit that as 
we read the provisions of the Bill, in 
the background of the income-tax 
collections, we are inclined to think 
that Government have a double pur
pose: (a) to allay the feelings of the 
lower sections in having been taxed 
for the Plan, and (b) to create the 
Illusion that all that could be mop

ped up from the richest people is 
being mopped up.

This Bill has several shortcomings. 
I do not want to go into all the 
details. But if you go through the 
provisions, it will be found that the 
Bill ought to have been presented to 
the House in a very much better 
form. 1 do not go about drafting 
details, because they can undoubtedly 
be improved. But there are certain 
points in regard to the provisions of 
the Bill which require very serious 
consideration by the Select Commit
tee. There is, for example, chapter 
111. The hon. Mover states in his 
Financial Memorandum attached to 
the Bill that this will be a tax which 
w'ill be collected by the income-tax 
department, because the assessment 
and collection which will have to be 
resorted to under the provisions of 
the Bill are almost similar to the 
assessment and collection under the 
Income-Tax Act. I agree, but then 
there is one difference, that in the 
matter of income-tax, there is some 
account of the income kept and there
fore it is easier; in the matter of 
collecting wealth tax, I do not believe 
that a person who owns wealth will 
keep such accounts in such a way as 
to facilitate assessment and collection, 
and unless we are very certain about 
the officers who are deputed for this 
job—very very able and honest 
officers—there is point in asking 
them to collect.

The; income-tax department, as the 
Mover says in his memorandum, is 
overburdened with work. We know 
that despite all the amendments 
which this House has passed relating 
to the Income-tax Act, despite seve
ral inquiries conducted by Ihv Income- 
tax Investigation Commission, we 
find tax evasion on a wide scale. 
Even here, Prof. Kaldor has given a 
figure which I do not want to quote 
bccausc it has very often been quoted 
in the House.

Now, Sir, a department which has 
not been able to plug the holes in an 
existing law and collect all the money
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which outfit to have been collected 
and which has left scope for large- 
scale evasion and which has not been 
able to check evasion to any appreci
able extent, is being asked to go into 
this work r submit this will not be 
fair to the cause for which we are 
introducing this Bill On the other 
hand, I submit that as assessment and 
collection of wealth tax requires the 
services of very honest type of people 
I do not say that all the income-tax 
officials are corrupt, some of them 
are and others are nor—and as in 
this case the work involves certain 
duties which are certainly more 
strenuous than those of an income- 
tax official, the Select Committee 
should consider wheather they should 
not revise the chapter instead of 
making the income-tax officials res
ponsible for assessment and collection, 
an entirely different team the cole 
of which, in view of the very great 
job which is ahead of them, should 
consist of officers recruited from the 
judiciary, a department which has 
the least suspicion of corruption 
around it Therefore, I submit that 
once it is accepted that the assessment 
and collection of this tax has to be 
done bv a different set of veiy effi
cient and honest officers about whose 
integrity there is compai ati\ cly a 
lesser charge from the public, then, 
the whole machinery improve

A s 1 go through the other provi
sions I find that theie are many 
shortcomings I will refer to the 
definition clause Here, ‘net wealth’ is 
defined As th< hon Movei said two 
months ago the declaration of the 
intention of this Government to im
pose a wealth tax was made known 
to the public Now Sir, ‘Net wealth’ 
is described as follows —

“ Net wealth’ means the 
amount by which the aggregate 
value computed m accordance 
with the provisions of this Act 
of all the assets, wherever loca
ted belonging to the assessee on 
the valuation date, including 
assets required to be included m 
his net wealth as on that date 
under this Act, is m excess of the

aggregate value of all the debts- 
owed by the assessee on d e 
valuation date other than debts 
which under section 6 are not to 
be taken into account,*1

Nowhere is debt defined So, we* 
have to take ‘debt’ in its common 
parlance The difficulty is this As 
we know fiom the reports of the In
come-tax Investigation Commission, 
firms which have been supposed to- 
keep accounts in the reasonable 
course of business, in the conduct of 
business have accounted for fictitious 
debts They have bought fictitious 
debts If you put the definition of 
net wealth and put debt there, hav
ing given an opportunity for the 
entire tax-paying section to know 
that Government is coming out with 
such a legislation, how will you pre
vent such fictitious debts being put 
into the accounts’  They had plenty 
of time and, in the time which will 
never be wasted by such people, you 
will find that a number of fictitious 
debts will be acquired How will you 
prevent that’  That is a provision 
which if not changed will rob Govern
ment of its legitimate dues

I would refer to the provision o£ 
clause 6 Heie, again, there is some 
trouble I do not understand how 
this is going to be applied In Ex
planation II it is stated

A company shall be deemed 
to be resident m India during the 
year ending on the valuation date 
if during that year the control 
and management of its affairs is 
sitUVed wholly m India”
What happens m the case of a com- 

pan\ incorporated m India but whi«* 
manage s its affairs in India through a- 
London office We know companies 
like the Kannan Devon Hills Produce 
Co Ltd, incoroornted in London 
and managing the affairs in India 
Here, unfortunately, the words are—- 
control and management of its affairs 
is wholly in India It is not very- 
clear to my mind—probably, my un
derstanding is not correct—but T 
think that by this provision you are 
giving a chance for certain foreign.
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[Shn V P. Nayar] 
companies which function ’n India to 
cescape the Wealth Tax.

Then, agam, you find in clause 7(2) 
that the Income-tax Officer also func
tions as the Wealth-tax Officer It is 
.said—

“ the Wealth-tax Officer may, 
instead of determining separately 
the value of each asset held by 
the assessee m such business, 
determine the net value of the 
assets of the business as a whole 
having regard lo the balance- 
sheet of such businessi ”
What is the balance-sheet7 Is 

Government prepared to say that all 
balance-sheets reveal the exact state 
of accounts7 Can they say that the} 
are all true and have nothing but 
truth9 I, for one, would think that 
all balance-sheets, almost everv ont 
-of them, are manipulated and more 
so m the case of balance-sheets pre
pared by companies managed b\ 
managing agents So, if you arc 
giving the Income-tax Officer or thi 
Wealth-tax Officer the authority to 
believe the balance sheet, then, theic 

is trouble Most of these manipula
tors will find some way of escape 
through their balance-sheets and they 
will rely on the balance-sheets for 
purposes of assessment

There is another question which I 
want the Selcct Committee to consi
der very seriously and that is the pro
vision m clause 18, penalty for con
cealment I know that under the In* 
•come-tax Act which is now in force, 
the penaltv for concealing the correct 
income is about 150 per cent of the 
■tfic Very conveniently, the same 
percentage has also been mcorporate- 
ed in this But, is it justified9 What 
is a penalty worth if it is not deter
rent7 Here, again, I would request 
the hon Minister who takes hi« cue 
from Prof Kaldor to read that report 
and find out what he had to sa> 
Prof Kaldor says that the penal t 
ought to be very deterrent m order 

to  avoid tax evasion I do not pro
pose to read the entire passage The 
hon Deputy Minister has the book

before him and he may retar to page 
131 There it is said.

“I very much doubt whether 
the policy of ‘softness’ is of much 
avail, or whether, on the cont
rary, it tends to increase the 
scope of evasion For it loads to 
a ‘heads I win, tails I do not lose' 
attitude, which must have the 
most destructive effect on tax 
morality Indeed, even if a tax
payer knows that he cannot avoid 
penalties in case of detection it 
may still pay him to evade so 
long as the chances of detection 
are considered by him to be less 
than the proportion which the 
tax evaded bears to the total 
liability ( i e ,  penal'y plus origi
nal tax charge) he wou’d incur 
in the event of being detected 
Thus if the penalty imposed ,s 
equal to 100°c of the tax evaded, 
it pays to evade so long as the 
chance of detection are less than 
50% The maximum that can be 
levied under the In Tax
Act in India is 1507 "

Later on, Prof Kaldoi m the same 
paragraph says

‘ the likelihood of detection 
in India is above 1 in 10 in the 
average, so that to be a real 
deterrent the pen«il v imposed 
should be more tha 1 '1 1 mes the 
sum risked and noi 11 *mes” 
Despite Prof Kaldor s very unam

biguous statement that tax evasion 
is vcr\ rampant m this country, if 
Govt rnment have any intention to 
have a deterrent punishment to pre- 
\tnt tax evasion it is surprising that 
the hon Minister Ins choscn 10 intro
duce a measur; which ronsideis 
c< penalty of 250 pei cent as 
sufficients det nent Ir wil1 
provide an opportunity for the tax 
evaders who have developed it as a 
fine art to indulge in that as long a" 
they choose to do 

Sir I also wish to refer to another 
provision about which I think the 
hon Finance Minister has already 
received a representation Under sec
tion 61 of the Income Tax Act—I am



liable to correction—I think in ras«> 
where income-tax matters are taken 
before competent authorities, apart 
from a pleader or a representative 
an income-tax practitioner can also 
appear On the one hand the Gov
ernment says that this is almost like 
income-tax and that the income-tax 
department will take up the work 
Then, I do not understand why m 
clause 44 the income-tax practitioners 
have been left out

We have received a copy of a peti
tion and I find t*"Pt there is ? very 
strong case for the inclusion of in
come-tax practitioners also, who have 
been defined under section 61 of the 
Income Tax Act, as it stands today, 
to represent parties

There is one other question also 
which I want the Select Committee 
and the Minister to consider We are 
fixing some fees for appeals I have 
not applied my mind m detail to that 
but on a rough calculation it appears 
that the lowest tax which could be 
levied on incomes will come to about 
Rs 1,500 or Rs 1 O' C, or froir Jtfs 1,000 
to Rs 1,500 In every case of appeal, 
the provision is for a fee of Rs 100 
Cannot we think in terms of having 
a percentage because here it is not 
that every assessee will have to pay 
Rs 1 500 Most of them will have tn 
pay more and for every appeal +h*' 
prescribed fee is Rs 100 Instead of 
that, I would suggest that a percen
tage basis of the amount mvolved in 
the appeal may be fixed It may be 
ten or fifteen per cent The section 
relating to the provision of appeal? 
should be modified accordingly
14 hrs

With these suggestions, I welcome 
the Bill subject to this condition tha+ 
Government must make a very senou- 
effort to realise as much money as l* 
can The charge of the business com
munity that the Government, by such 
measures, is trying to kill the goose 
which lays the golden egg is a charge 
made not with any patriotic instinct 
We know that the top business people 
can never be called as goose which
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lay golden eggs The eggs they hav<* 
laid are mostly rotten and no mercy 
need be shown to them Every effort 
should be made to collect as much 
money as possible by these measures 
and every provision should be thought 
of in terms of plugging every possi
ble loop-hole as the tax dodgers and 
tax evadors who practise this profes
sion as a fine art, would reap nch 
harvests from any lacuna which ma> 
possibly be left out in case we do not 
take sufficient care about the word
ing of the various provisions With 
these words, I submit that I welcome 
this Bill in so far as it goes

Shri Naoshir Bharucha (East 
Khandesh) I rise to support the 
Bill because it appears, if we art* 
serious about the socialist pattern of 
society, a Bill of this character is in
evitable The Finance Minister point
ed out various justifications for th«s#» 
measures If one is to have an in
tegrated system of personal taxation, 
it becomes inevitable that the mcomn 
tax has to be supplemented by other 
taxes such as the wealth tax, expen
diture tax and probably gift tax, 
which may probably be m store for 
us the next year It does seem that 
if the personal taxation system has 
to be integrated, this measure is in
evitable It is egalitarian in intent 
and purpose But, the real reason 
seems to be that the stark necessity 
of the State to save the Five Year 
Plan from collapse for want of funds 
that alone is one big justification

If we examine the scheme of th" 
Bill, it will be found that if a tax on 
wealth has to be levied, wealth ha" 
to be defined It has been defined m 
clause 2 The method and manner of 
computing wealth has been laid down 
in clauses 4 and 5 Certain items 
have been excluded To my mind, 
they do not seem to be of a very im
portant character but they may fce 
accepted on grounds of expediency 
After the net wealth is determined, 
certain procedure follows Ample 
provisions have been made for appeals 
from decisions of various officers and 
I do not think that anybody can find 
fault with the procedure laid down
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for appeals, revision^, reference* to 
IJigto Court and even to Supreme 
Court, if need be.

T&fe second point that I desire to 
d^Cf With is the incidence of this tax. 
It Has been said that this tax has to 
b% Kvfed on individuals, joint Hindu 
families and companies. Let us tike 
individuals first. There is considera
ble ajfftation In cfcrtain quarters that 
t&e schedule of tax, th« imposition of 
a ttfx of 0-8 to 15  per cent, taken 
together with other taxes such as the 
income-tax in the higher bracket9, 
may lead to a stage where not only 
the entire ihcbtrle of the indvidual 
Will be taken up by taxation but that 
tfie assessee will have to pay some' 
thing out of his capital. I have read 
a table where it has been pointed out 
that if one values his capital at the 
rite of six per cent for the purpose, 
the income in that case of a person 
having Rs. 5 lakhs will roughly be 
about Rs. SO,000 and he will have to 
jiay only Rs. 8,660. A person with 
Rs. 10 lakhs may have to pay about 
Rs. 30,000 and a stage is reached at 
Rs. 80 lakhs, where he pays all the 
income to the State by way of per
sonal taxation. Not only that. It is 
cjnlculfcteii that he will have to pay 
Rs. iA. from out of his capital to make 
good the tax demand.

Now, I ask: is that a reason for 
rejecting thiB tax? If a man has got 
Rs. 80 lakhs, I will tell him certainly 
to pay not only the entire incomc but 
a little bit out of his capital also. 
Calculated at Rs. 24 per annum, it will 
take & person having Rs. 80 lakhs 
fe!bout 350,000 years to wipe off his 
c&pitgQ. It is absurd for anybody to 
s£y tbat a stage is reached in this tax 
measure where not only the entire 
inco&e is taken up but something 
out of his capital. His duty to the 
society is that he must pay out of his 
cftplliftl as well.

The second point is that the inci
dence does not at all seem to be 
heavy. People with a net wealth of 
about Rs. 2 lakhs have been exclud
ed. What it the percentage of people

to be excluded? More ttuUi 9».f 
pfcr cfent of India’s population it {in
cluded but the great agtkttoa that tt 
Misfed against this tax sdtads Id gug± 
gest that a good bit of the" pdpulri- 
tion is against thH t &  Lift xul cdnti- 
der what the jtajor objeCtiohs to tttil 
tax are. First^it Was cdhsidersd in 
Britain ahd droppedj it does not exiti 
in any other country which is big. 
It exists in small countries—Nether
lands and Sweden. Evaluation, of 
wealth iS such a cumbersome process 
that in UK it was estimated that it 
will take abtiot 2| years. Assuming 
there is this difficulty is that a ground 
for rejecting it? There were other 
grounds which were advanced against 
this tax by so prominent and respect
ed a leader as Shri Rajagopal&chari. 
He has said that this tax nas been 
taken straight from academical 
thought to actual imposition in India. 
All taxes have first to belong to aca
demical thought. It has also been 
stated that sacred secrets of families 
will have to be opened up. TM  
income-tax already rips open many 
of our secrets. We have gradually 
reconciled ourselves to that thing. It 
is also stated that this tax will U-ad 
to greater evasion. Most taxes lead 
to evasion of some kind or the other. 
That is only an argument for making 
the collection machinery stul tighter.

The argument has been advanced 
that it will lead to depreciation, dep
letion and deletion of capital and that 
it will leatd to disintegration of wealth 
in forms rfuch as jewellery and preci
ous stones and so on. We have been 
given these arguments at every stage 
when direct personal taxation has 
been* imposed; they are not new. The 
rate of income-tax being so very high, 
still we find that capital formation 
has in no way suffered. I would 
like to ask anybody who opposes this 
Bill on the ground that it allows down 
capital formation  ̂ or that it destroys 
capital formation, where has the capi
tal formation at all been checked? 
These are grounds which I am not 
prepared to accept. Also, it has be** 
stated on one hand that the yields
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from this tax will be negligible, and
on the other hand it is stated that if
this tax is imposed capitalists would
rush to the markets to sell their pro-
perties and there will be a collapse
of security markets, a collapse of
property markets. How these two
things can be reconciled, I cannot
understand. I think the incidence is
estimated at Rs. 15 crores and it may
be Rs. 20 crores. We are collecting
from income-tax a much larger figure
and there is no collapse of the secu-
rity market or property market. Why
should an addition of Rs. 20 crores
lead to it, I really cannot understand.

It has also been argued that the
Finance Minister has taken this
Wealth .Tax from Prof. Kaldor's sug-
gestion without implementing his
other suggestion in regard to the
integrated system of taxation, namely
that there should be only 45 per cent
maximum income-tax. It is said that
some relief has been given but the
other part of Kaldor's report has not
been implemented. I submit that that
is not an argument which can be
legitimately advanced. Today, the
State's requirement of money is so
acute that we cannot permit any form
of acadamic arguments to stand in the
way of oollection of this tax.

But, I must admit that there are
certain valid objections to the Wealth
Tax. First, for instance, the evalua-
tion of wealth calls for extraordinary
administrative machinery. That point
cannot be gainsaid; it does call for it,

., and there may be inquisitorial inves-
tigations into the privacy of domestic \
affairs. On the tact and the manner
in which the in'come-tax authorities
implement the provisions of the
Wealth Tax will largely depend the
success of this tax. But these are
incidents connected with the coliec-
tion of most of the taxes and they
cannot be made a ground for reject-
ing the Bill.

At the same time, I do believe that
some method of simplifying evalua-
tion will have to be invented. The
hon. Finance Minister has said that in
case of firms and other companies it

may be possible to take the balance-
sheets for purposes of evaluation. The
hon. speaker who spoke before me
said that balance-sheets do not repre-
sent a correct state of the financial
position of the concern. It is quite
true. But, I am afraid, even then the
balance-sheets will have to be the
basis for calculating the wealth of
firms and companies. They may be
adjusted to a certain extent, for in-
stance, where they reflect immovable
properties at a very low valuation
because the costs of those properties
have been written off. For instance,
it is said that in 'the Bank of England
balance-sheet the building of the
Bank of England is valued only at one
pound. That may be so. All these
things can be adjusted but, by and
large, balance-sheets will have to re-
main the basis for evaluation for this
type of assessment, unless the income-
tax authorities want to launch them-
selves into serious trouble.

But matters like this will have a150
to be gone into further for simplifica-
tion of evaluation procedure. For in-
stance, in the case of valuing an im-
movable property I am sure it 'is not
necessary every time to refer such
matters to two people or go through
the very tedious and cumbersome pro-
cess of evaluation. Why can't we in-
vent some sort of a method by which •
we may divide the immovable pro-
perties into half a dozen categories,
like first class, second class, third
class and so on, and have a rough and
ready yardstick? You can say that it
is so many rupees per cubic foot for a
first class building and so on. In the
Bombay City such a yardstick is ap-
plied; they have fixed a particular
amount per cubic foot for a flat type
building, so many rupees for a second
type of building and so on for purpo-
ses of evaluation. Some such forms for
simplifying evaluation will have to be
decided upon. It may be that they will
not be perfect, but they will serve a
practical purpose. If, by and large,
they serve the purpose I am not very
keen if a little bit of wealth tax is
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evaded here and there That is bound 
to happen

I will go even to the extent of say
ing that m the first few years let the 
wealth tax be administered generously 
If there are some sort of evasions, un
less they are very serious do not 
bother about them, collect the tax in 
a rough and ready way, do not get 
entangled too much in evaluation pro
cesses

There is also some legitimate com
plaint made in regard to the share
holders The hon Finance Minister 
has already referred that it is open to 
the Select Committee to consider whe
ther m case of new companies, where 
the concession is being extended to 
them on account of their being now, 
the concession should also be extened- 
ed to the shareholders I will go a 
step further and say, if you are going 
to collect wealth tax the principle of 
it should be that you must collect it 
from wealthy people only Who owns 
the shares in the thousands of limited 
companies’  The middle-class people 
They own the shares I, therefore, 
plead on behalf of the middle-classes 
who own shares that the system of 
refund should be incorporated in the 
Bill They should be given refund of 
the \ calth tax which they pay, just 
as we get refund m case of income- 
tax If you are going to tax com
panies, by all means they must be 
taxed, otherwise there will be eva
sions in the form of people creating 
new companies and so on But I do 
make this plea that if a company 
pays the wealth tax ultimately it 
goes out of the dividends of the share
holders and, therefore, the middle- 
class men must get some relief, 
otherwise it will mean that the 
wealth tax is being imposed not only 
on the rich but on the middle-classes 
as well I do hope that this point 
will be looked into by the hon 
Finance Minister and the Select Com
mittee

I am glad the hon Minister has 
said that new companies may be ex
empted for five years That is a 
concession sufficient to repudiate any 
argument that this wealth tax will act 
as a deterrent to fresh investments

The conclusion, therefore, is that 
even though tl\is may be a novel 
form of taxation, if it is administered 
wiselv and well and certain direc
tions are issued by the Central Board 
of Revenue, I am inclined to thuik 
that this may be a good tax by and 
large and a good resource which we 
can tap at will Our collecting a lar
ger amount from wealth tax will not 
necessarily involve additional collec
tion charges

As I said, Sir, this tax does not 
touch 99 9 per cent of the population 
The rich people must now leconcile 
themselves to this idea that socialis
tic pattern means that their wealth is 
not merely for exploitation for their 
own benefit but that they hold it m 
the nature of a trust partly for the 
benefit of the society at large also 
The rich will have to soon get them
selves reconciled to this idea Why 
should they grumble if at the stage 
of 80 lakhs the entire income is taken 
away9 I repeat, Sir, if a person has 
got so much wealth he owes a duty 
to the societ} to see that the income 
derived from that wealth goes to fits 
benefit of th society

Already the po.rrr sect on’  of i'ie 
communitv are paying through their 
nose This year we have taxed to the 
tunc of Rs 93 crores and a large por
tion will have to be borne by the 
poor people and the middle-class 
people When they contribute so 
much to financing the administration 
of our country, I do not see any rea
son why the rich people should grum
ble about the wealth tax

There may be some difficulties ex
perienced here and there There may 
be some defects in the beginning and 
we might find the working of this 
measure defective here and there But 
that does not alter the situation The 
wealth tax is not only a socialistic
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measure; it is a necessity which should 
have come long ago. I whole-heartedly 
support the Bill I hope that the sug
gestions that have been made by 
many hon Members here will be 
borne in mind by the Select Commit
tee and the Bill will emerge in such 
an improved way that most of the 
pin-pricks will disappear and yet the 
State will have benefit of the yield 
which we expect from the wealth- 
tax

Shri Pocker Sahib (Manjen) Mr 
Chairman, Sir, ^was really very much 
surprised at the criticism levelled 
against the nature of the agitation 
against the new taxes by the public

The hon Minister assumed that any 
criticism of the new taxes can legiti
mately come only from the people 
who are directly affected, whose 
pockets aie really touched by the new 
taxes This is an assumption which 
very much surprised me It is the 
right of every citizen to see that the 
taxes imposed are m the general 
mleiests of the public and that they 
are in the best interests of the proper 
administration of the country There- 
foie to assume that it is only for 
those well • to do people who are 
d»telly affected by this wealth tax 
that ate entitled to agitate against 
this measure and the common man 
whose pocket is not directly touched 
by this wealth tax is not entitled to 
do so This assumption is absolutely 
wrong I do submit that the hon 
Finance Mimstei should have thought 
it as the legitimate right of even the 
poorest man in the country to agitate

* against such measures in the best way 
he can The question is not to be 
decided on the criterion of the kind 
of tax which touches the pockets of 
particular individuals

His further assumption that there 
is no real agitation by the people who 
are directly affected, namely the 
wealthy people is, I fear, absolutely 
wrong Everybody knows that this 
agitation has been going on a very 
wide scale in the country and every
where there is a very great discontent

expressed against the nature of the 
new taxes imposed by the Government 
including this Wealth tax and the 
wealthy people who are affected by 
these measures are also agitated very 
seriously against I have not the least 
doubt that all sections of the people 
are really represented in the agitation 
against these new taxes including this 
Wealth tax Therefore, I would 
request the hon Minister not to view 
the agitation from that point at view

So far as this measure on the merits 
is concerned, I do submit that I agree 
with the principle that you have to 
tap the wealthy people m order to 
recoup the finances of the country It 
is the wealthier people that ought to 
be taxed and we ought to get as much 
reasonable amount from them as it is 
practicable I do also agree that what
ever measures we take must be in 
consonance with the principle that has 
been adopted, namely that our march 
is towards the socialistic pattern, but 
I do oppose this particular measure 
on more than one ground This 
measure does not achieve the purpose 
for which a tax measure is directed, 
namely, the realization of revenue I 
have stated that it is the wealthy 
people that ought to be tapped and it 
is from them that we must try to 
recoup the finances of the country 
But thi>- is the worst 1 lethod that can 
be adopted to realize anything from 
the wealthy people

As I understood from the speech of 
the hon Finance Minister, he seems to 
have m mind some bargain by which 
the wealthy people are partly exempt
ed from the income-tax on higher 
income They are given substantial 
lelief so far as the income-tax on the 
higher income is concerned and m 
order to pacify the public, though we 
have exempted the wealthier people 
from higher income-tax, we are taxing 
on the very corpus, instead oi the 
income It is m that way that the 
baigain seems to have been struck. I 
am afraid that in spite of all his 
experience as a businessman and a 
successful businessman, he has struck 
a very bad bargain from the point of 
view of the State The State will
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certainly be a loser by this bargain. I 
am absolutely certain that in the long 
run this Wealth tax which is sought 
to be imposed as a compensation 
•gainst the relief which is given to 
the wealthy people as regards the 
Income-tax on higher income will go 
very badly against the State.

The very idea of assessing the 
wealth of the people particularly of 
the richer type is really a fantastic 
idea. I do say that it will be an im
possibility for you to get at the right 
estimate of the wealthy people, of 
indiyiduals or families or companies. 
Of course, there may be cases in which 
it can be assessed by means of records 
that are available, as, for instance 
where an individual or family owns 
landed property, that cannot be con
cealed, but even in those cases when 
this idea of Wealth-Tax has come into 
being or where the people know that 
they are going to be deprived of some 
percentage of their wealth, certainly 
all kinds of measures would have been 
adopted and in order to conceal that, 
it is given such a shape as to escape 
the assessment and there are so many 
loopholes m the Act itself Therefore, 
I say it is a very unwise measure even 
as regards that part of the wealth 
which may be proved by record and 
which cannot be concealed ordinarily.

Then, so far as cash and other 
movables are concerned it is physi
cally impossible for anybody to assess 
it aright. It is said that the people 
here in this country are m the habit 
of investing a large portion of their 
wealth in jewellery. It is so, I do 
admit. But to go to the extent of 
catching the jewels which a family 
possesses it something beyond the 
possibility of the Government or any« 
body.

( vould also like .to say that this 
BwaWf* will make the people who are 
already habituated to evasion of tax 
store dishonest. This is one of the 
methods et making them more dis- 
fconfrt and we should not adopt such 
^ method. Of oaiirn, Income-tax in 
nqpct o f wfcidi iwHef is being given

is also not a matter in which there 
is no method of evasion. There it s 
evasion no doubt, but It has been 
working We have to take as much 
efforts as possible to defeat their 
methods of evasion. To give up thajt 
method and to resort to this wealth- 
tax is really very unprofitable and 
very bad. Therefore, I would say that 
the relief that is sought to be givei} 
in respect of higher income-tax should 
not be given and this wealth-tax 
should not be imposed. This Bill 
should be dropped. My submission is 
that apart from this evasion of tax, 
there will be no incentive to earn 
wealth also. After all, wealthy people 
are as much a necessity to the coun
try as anybody else in various ways. 
So, we must encourage people to earn 
more wealth and we should not dis
courage t lern This measure will dis
courage people from amassing wealth.
If the wealth is amassed, after all what 
is derived from wealth is income 
which can be taxed When the wealth 
is invested in various ways, income 
will be derived and the Government 
should catch at that income to as 
much an extent as possible So, I agree 
with those who say that the people 
who have got wealttt should be 
allowed to earn more They should be 
encouraged to make more profit and 
the Government should realise* as 
much money as possible out of that 
profit and not resort to methods like 
these which will increase the harass
ment of the people Therefore, I hope 
that this measure will be dropped

Shri Mohamed Iauun (Chitaldrug): 
Just now the Speaker announced that 
both the Wealth-tax Bill and the 
Expenditure-tax Bill will be taken 
together and 8 hours would be 
allotted.

Mr. Chairman: That has not been
the opinion of the House.

Shrl Mohamed imam: So, only 
4 hours will be aet apart for this Bill. 

Mr. Chairmag: That is right. 
Shri Sfcrfce ICtrayta DM CDar- 

bhanga): I whole-heartedly support
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this J)1eal;lyre. l're hon. Finance
Minister fylly deserves the congratu-
lations of this 'House as well as the
cq'n'g;.at~iations 'of 'the poor people
residing in Jn~ia for the bold step
that he has taken with regard to the
reforms he has brought into the taxa-
tion system in India. When hon.
Members from time to time drew the
atte'O.tion of the Government that
certain steps sh~uld be taken to re-
move the great gap existing between
the rich-anc!' the poor in the country,
everytime vested interests came for-
ward with arguments that if such taxes
wer~ levied, there' would be no incen-
tive for saving and earning. In a
,country like India, when we have

14-38 hrs.
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adopted a socialist pattern of society
as our objective, I think anyone desir-
ing the prosperity of this country can-

'not shut his eyes to the great extremes
of poverty and richness existing in
India. Taxes like the wealth-tax and
the expenditure-tax should have been
levied long long ago, just after the
country attained independence. /I'his
would have convinced the people that
the party in power is really desirous of
improving the lot .of the poorest in the
country; but, better late than never.
I think the name of our hon. Finance
.Minister will go .down in the history
of Indian fiA~.nce as the man who was
poJd enough to take such steps and to
disappoint such 0'1 our countrymen
who, though not large in number,
nevertheless exercise some influence
either through the papers .or ,other
,c,hanpels. Therefore, in' the history of
Indian finance .and taxation, this .day
will be Iorig remembered and remem-
bered with gratitude towards our hon.
,Fimmce Minister.

There are three considerations on
which we have to 'base ~ura~guments.
Here the objectives are . laudable.
There is great .necessity 'for this
measure. It is desirable that we
should remove the great gap existing
between the rich and the poor. Some
of our friends have Just 'expressed
ttheir opinion that :the working of this.

~ measure will not be feasible, and there '
i will be great many difficulties. Some
'hon. Members belonging to the Con-

gress Party also have said that there
W uld be harassment in executing this
measure. But I think that any tax
that is levied may lead to harassment
of some people; that may be due to
the defects in the administrative set-
up, which can be easily removed. Here
the' principle is important. We are
having before us the ideal of a socia-
list pattern and the question whether
we will have to wait for a long time
for the introduction of such measures.
I think this Bill has come at the right
time. Our, objective of socialist pat-
tern demands it; the fulfilment of the
targets of the Second Five Year Plan
necessitates this measure. Professor
-Kaldcr has said that the additional
burden that has been imposed or is
going to be imposed either through
taxation or through a rise in prices
on 'the broad masses of population
should be complemented by an effi-
cient system', of progressive taxation
on the small minority of well-to-do
people in India, who number only
1 per cent. of the population. The
hon. Minister has said that the tax
system in India is an old system and
.that it zequires some .drastic reforms.
By the le.v.y of the Wealth-tax and
.the (Expenditure-tax and the Capital
.gains tax which has already been
introduced, we wiU have an integrated
.and .coherent tax system which will
.avoid adl tbe loopholes of evasion or
.avoidance of tax. We know that in
.our country and in other countries
also, the marginal tax on income .is-
thigh and it has been observed and

"found .thg.t those on whom these taxes
,ar,e imposed .take .recourse to so many
devices to .avoid the tax or evade taxa-
tion. I think, by .the introduction of
these ;taxes, avoidance and evasion of
taxes ~ill not .be .there and the organi-
sation that would be entrusted with'
the .collection of .these taxes will find
,it easy. It is good that the Income-
tax department is going to be entrust-

,~~ ~iJD the ,~S~~~$.Il1~I?-tand qollection
,ol th~§e ,t!lxes ,3,I1d, I think ~h"er.ewill
$e ..},?s§, o,~~9rtl,l.J?-jtyf9r, thQ"sJ~ a,lfti-
~51~lal,~le!,J}eH.!s.,:\yho, j,nsteag re#. .gj.vi.ng
their best for the cause of the country
try to avoid taxation.



[Shri Shree Narayan pas]
I think the Opposition in this House 

does not function as it should function. 
Every tune they criticise whether the 
measure is good or bad They try to 
find loopholes m every measure
coming from this side This Wealth- 
tax Bill has been welcomed by my 
hon friend Shn V P Nayar Even 
then, he was critical He thought that 
the Income-tax and Wealth tax would 
not be properly worked and the
income from them would not be suffi
cient The fear in his mind was that 
the authority or organisation that 
would be entrusted with this work 
will not do their duty I think this 
is prejudging the case As we have 
observed in this House, we have 
criticised the Government and we
have criticised the organisation that 
has been entrusted with the task of 
collecting Income-tax We have found 
lacunae The hon Minister said 
during the Budget session that he is 
trying his best to re-organise that 
organisation which is responsible for 
assessing and collecting this tax With 
that assuiancc I think that the Wealth 
lax and Expenditure tax will be
collected properly and as much money 
as possible fiom the souices would 
be obtained by the Government and 
utilised for the fulfilment of the 
Second Plan It has been suggested 
by my hon friend Shn V P Nayar 
that theic should be a separate team 
for these taxes I think that is un
necessary The very principle on 
which these integiated and coherent 
taxes have been suggested by Prof 
Kaldor and accepted bv the Prime 
Minister would be destroyed We want 
them to be under one oigani&ation 
We want that theie should be less 
expenditure in the collection of the 
tax and in administration Therefore, 
it is necessary tnat the collection and 
assessment of these taxes should be 
handed over to the same authonty or 
organisation as is entrusted with the 
assessment and collection of Income- 
tax

The vested interests who are going 
to be affected by these taxes say that 
such taxes are disincentives for capital 
formation I think every tax whether
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it is on wealth or on income is, to 
some extent, a disincentive But, we 
have to place two things before us. 
The object of taxation is to remove 
the great disparity in the social and 
economic field, economic field in this 
case Some tax may be a disincen
tive Nevertheless, it is necessary that 
the disparity between the rich and 
the poor, the great gap between the 
cottage and the mahal, should be 
removed It is necessary that the 
wealth that has accumulated should 
be lessened gradually even when the 
private sector remained We require 
them for some time There must be 
some incentive It was with this pur
pose that Prof Kaldor suggested that 
while introducing the Wealth tax and 
Expenditure tax, the marginal rate of 
taxation on income should be reduced 
to some extent Speaking for myself, 
I would suggest that the rate of taxa
tion should be increased I have not 
worked out the whole scheme We 
have seen that after all the expendi
ture incurred m the Fust Plan and 
the heavy expenditure on the Second 
Plan, there has been some increase in 
national income At the time of the 
Budget discussion, we questioned the 
Prime Minister as to which sector of 
society this increase in national 
income has gone There are no statis
tics available to show whethu this 
expenditure has benefited the lower 
class or the middle class or the higher 
class Generally we have seen that 
the uch have grown ucher all these 
dajrs The benefit of all the expendi
ture that we have made so far 
has gone mostly to the rich 
people We know that the taxes raised 
in oui country at present is only 7 per 
cent of our national income During 
the five years that have elapsed, we 
have seen that the tax revenue has 
not increased This shows that the 
money that has gone into the pockets 
of the rich is there Sometimes they 
invest, sometimes, they do not invest. 
That is hoarded wealth If this Wealth 
tax is levied, the officers of the Gov
ernment will get a chance to see where 
the hoarded wealth is.

It is necessary that this tax revenue 
which is 7 per cent should be raised

Wealth-Tax Bill 372416 JULY 1957
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with the increase in national income. 
With the increase in national wealth, 
there must be an automatic increase 
in the tax revenue That is not hap
pening In spite of the tact that we 
have levied so many duties on so many 
things, indirect taxes, and getting all 
the tax, the rich people are not fully 
taxed They have not been taxed 
according to their capacity to pay I 
think the rate given in the Bill is low 
I think after some experience is gained, 
we may increase it afterwards This 
is the first time that this tax has been 
imposed My personal opinion is that 
the rate should be increased The 
sooner the disparity between extreme 
richness and poverty is removed the 
better for our country and Our society 
There will be less dissatisfaction and 
discontent and less of these strikes, 
etc The Taxation Enquiry Commis
sion suggested that this great gap 
between the salary of the lowest group 
and the highest group should be re
moved as far as possible We have 
not taken any steps with regard to 
this I think the Finance Minister will 
take these steps to remove the gap 
between the incomes of the lowest 
and the highest That is also neces
sary It is all these things that lead 
to discontent lead to demands that 
there should be another pay commis
sion and we have to resist it We do 
not resist it on principle We resist 
saying all these things should be con 
sidercd in due time, we have to fulfil 
the Second Five Year Plan and after 
the national wealth has increased we 
will be m a better position to distri
bute it on an equitable basis

Theie is one point which is a matter 
of detail With legard to appearance 
before the wealth tax authorities by 
authorised representatives, I received 
some representation from some organi
sation I have not studied their view
point fully

Shri T. T. Krlshnamacharl: Income- 
tax practitioners

Shri Shree Narayan Das: Here it
has been said in clause 44 of the Bill 
that assessees can appear before the 
wealth tax authority or Tribunal

through legal practitioner or chartered) 
accountants Chartered accountant and 
legal practitioner have been included, 
but income-tax practitioners have 
been excluded I think this matter 
deserves consideration, and if the 
Select Committee thinks it feasible and 
proper they may also be included.

I have nothing more to say I think 
the organisation is practically the same 
as the organisation of the Income-tax 
Department Matters of appeal, 
matters of valuation and other things 
connected with them have been pro
vided for m the Bill

With these words, I whole-heartedly 
support this measure, and I hope that 
m proper time, if not by this Select 
Committee, the rate of this tax will 
increase so that the great gap that 
is existing may be brought to an end.

Shri Mohamed Imam I rise to sup- 
poit this Bill, and while supporting it 
1 need not make a lengthy speech as 
it is going to be considered by the 
Sclect Committee

1 support this Bill mainly on three 
giounds Firstly, it is m accordance 
w ith the socialistic principles to which 
all of us are w cdded Secondly by pas
sing such a measure I expect that the 
poor and the needy who are already 
oppie sed by the appalling weight of 
taxation will get some relief if not 
now, at least m the future And 
thirdly, it is more or less a personal 
ita on I am a Muslim, and Islamic 
principles lay down, and the Koran 
lays down that every person who ™>n 
affoid to pay and who is rich shall 
set apart e\ery year 24 per cent of 
his property Perhaps Mr Pocker 
knows this It is a mandate So, on 
these three grounds I support this new 
taxation measure, though we are in 
an era of indiscriminate taxation

It is a well known fact that ever 
since democracy dawned on us, every 
year has brought to us either new 
taxes or enhancement of old taxes, 
and it has also happened that these 
taxes have fallen mainly on the poor 
who can ill afford to pay But this 
tax seems to be in the right direction.
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(Shri Mohamed Imam]
because it is in accordance with the

• -principle that taxes shall be paid only 
by those who can afford to pay and 
tit shall be m accordance with their 
paying capacity

I know this wealth tax is not levied 
in many advanced countries England 
-and America have not accepted this 
principle lor reasons best known to 
ithem elves But I know the Finance 
Tdimsier pnd tire Ministry are always 
•engaged in evolving and finding out 
new means of taxation, and perhaps I 
may say that to them this is an 
-achievement I may sav that by intro 
vducing this tax India so fai as taxa
tion is concerned, is far advanced than 

>many advanced countries
I know that in the beginning any 

new tax will cause serious misgivings 
We cannot predict wh3t its effects and 
its implications will be, but we are 

-$11 of us wedded to a certain policy 
though we form different groups The 
Congress is also wedded to a socialis 
tic pattern of society which it discards 
now and then to suit its convenience 

'The PSP and the Socialists are also 
wedded to socialism and I think our 
Communist friends also are wedded to 
socialism Perhaps it is Soviet sort of 
socialism So, it is in accordance with 
this principle that is existing in this 
House, and I think this tax and this 
-fneasuie will have an easy passage, 
«nd the Finance Minister is in a happy 
position

poor Very soon we will be faced 
with a series of new taxes, senea of 
enhancements of present taxes They 
will come up in the Finance Bill Then 
I will have my say But what I want 
to say is this, that those taxes and 
the present taxation policy are such 
that they hit the common man more 
than the rich The limit of squeez* 
ability so far as the middle classes 
and the poor are concerned has been 
exhausted I think the time has come 
when the poor man and the middle 
classes cannot be burdened with any 
more taxes It is imperative that here
after that some relaxation, some relief 
will have to be given, and hereafter 
taxes will have to be levied only on 
people who can afford to pay And 
the poor and the unhappy people 
should not be made to pay taxes
15 hrs

Taxation is the vital part or the 
central part of modern public finance 
It is true that to run a government 
and to carry on an administration, you 
must have recourse to taxation It is 
necessary that the people should be 
expected to contribute towards the 
cost of administration, m accordance 
with their paying capacity and m 
accordance with their earnings But 
what I am anxious about is this It 
is easy to pass a measure and levy a 
fresh tax But I am anxious that the 
proceeds of such tax are made use of 
wisely and judiciously

According to this socialistic principle, 
It is necessary that the rich shall part 
with a certain percentage of their 
wealth in favour of the poor The 
socialistic principle may be construed 
either way Either it contemplates the 
equalisation of wealth which is a 
more Intense form of socialism, or it 
toys dwvn that those who are happily 
Placed and who ace in a more fortu- 
**te petition shall part with a reason
able portion of their wealth for the 
Uplift of the poor and the -needy So, 
At is on this ground, it is on this 
'principle that I support this measure

Secondly, J think such a measure is 
■e canary in order "to give relief to the

When fresh taxation is unposed, the 
Finance Minister will give us all Wind* 
of assurances and say that the pro
ceeds o f the taxes will be utilised for 
the sake of the poor, he will assure 
us that the poor stand to gain, and 
they will be assured of social ameni- 
ties But in the end we find tint the 
proceeds of the revenue derived from 
the fresh taxation disappear some
where, a$»d the people do not actually 
stand to gain For Um last ten y£&rs, 
we have been imposing fresh taxa
tion, but I  must say that the corres
ponding benefit conferred on the 
people is rather disproportionate and 
disappointing also *he more the taxes 
that we have levied, the greater has
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been the financial pressure, and the 
more the taxes to which we have had 
recourse, the greater has been the 
unsatisfactory state of our finances

So, it is necessary, whenever a new 
taxation measure is placed before this 
House, that the Finance Minister 
indicates to what purpose he is gomg 
to devote the revenue, whether he is 
gomg to devote it to providing ameni
ties to the people, or to making edu
cation free and compulsory, or to pro
viding free medical service or to give 
eld oge pension, or whether he is 
going to use it for bridging the gap 
or to wiping off the deficit

It has been our experience from the 
very beginning that the more the taxa
tion, the greater has been the financial 
crisis, and the greater the deficit We, 
therefore, feel that all the extra 
income that would be derived will go 
towards increasing the cost of adminis
tration, towards filling up more jobs 
or to employing more persons, and it 
will not go towards providing ameni
ties or benefits to Jthe common man 
'That is what I am afraid of

I have no objection to taxing the 
rich, 1 have no objection even to 
taxing them more But I am anxious 
that the extra revenue that is deryfted 
should be utilised for the benefit of 
-the common man, and for his good

The Finance Minister, as I said a 
little while ago, will hold out the 
.assurance that all these moneys will 
be diverted for the uplift of the com
mon man But from previous experi
ence, we find that many a tune, this 
,promise has not been fulfilled If the 
.amount is not properly utilised, we 
-feel that all our efforts have been in 
-vain, and that the taxation measure 
'.has been not for the benefit of the 
persons who deserve it, but for the 
benefit of those that do not deserve 
it It may be a case of taking away 
something from Peter to pay Paul, 
which we all approve We can rob 
Peter to pay Paul, but if we rob Peter 
to pay some other Peter, I think it 
would ha a very unsound and unwise 
policy too. 1 hgpe t)u* will be borne 

.in mind whenever the Finance Mkiie-
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ter comes forward with new taxation 
proposals

As I said earlier, we are not against 
legitimate and reasonable taxation But 
we are only anxious that the moneys 
derived by way of such taxation 
should go towards improving the 
finances of our State and not for caus
ing serious dislocation

In spite of the hundreds of taxes 
that have been levied, what is our 
financial position today9 I am afraid 
a fathomless abyss has been created, 
which can never be bridged, or filled 
up

Now, various criticisms have been 
made It has been said that the wealth 
tax would retard the growth of indus
try, and the growth of wealth In 
fact, a certain amount of wealth is 
essential m every country In any 
country, there are people who are 
wealthy, who belong to the middle 
classes, who are traders, who are 
industrialists, and who are poor I do 
not know what the position is m 
Russia, perhaps, my Communist 
friends will enlighten me on this 
matter

This measure is not one which aims 
at the confiscation of wealth or the 
grabbing of wealth It does not aim 
at legalised robbery, as it is said some
times It is, pure and simple, a reason- 
able measure which lays down that a 
person who 16 in a more fortunate 
position shall part with a portion of 
his wealth in the interests of the coun
try

A good deal of anxiety was express
ed about the collection of the tax I 
know a capital levy like this always 
involves problems of valuation, assess
ment and so on Many persons are 
not afraid so much of the tax as of the 
process and the hardships that they 
will have to undergo in regard to 
assessment I know that this is a tax 
which is new and which is of an 
experimental nature We, therefore, 
do not know what will be the efteot. 
We do not kpow also what has hap
pened in other countries, because vary
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[Shn Mohamed Imam] 
few countries have levied this tax 
However, care must be taken to see 
that there is least harassment for the 
purposes of assessment Expert valuers 
are quite essential

We know of some unhappy incidents 
in connection with the income-tax 
collections, to which I shall refer at 
the appropriate occasion Here, I would 
like to suggest that a feeling should 
be created among the assessees that 
they are dealt with fairly and cour
teously As compared to other west
ern countries, in India, m the Income- 
tax Department and also in othci 
Departments of a similar nature the 
officers start with the presumption 
that everybody is an evader or a 
scoundrel, unless the contrary is 
proved

Shn V P Nayar It is a moderate 
presumption

Shrl Mohamed Imam So the burden 
of proving that he is fair and honest 
lies upon the assessee, and in some 
cases even his frantic efforts to dear 
his charactcr will not convince the 
assessing officer That is what many 
t f us arc afraid of And it mav lead 
to further tioubles also

For instance it has been mentioned 
that for valuation one has to pioducc 
om-’s propeity both movable and 
Immovable

As regai ds jewels it may so happen 
that a person who comes to assess the 
pioperty, may suspect that the assessee 
has concealed his jewels and other 
property underground So thcic s 
scopo for harassment In fact it is 
this that has made people nervous So 
I appreciate the suggestion by an hon 
Member that m such cases it is better 
to have a judicial officer who will 
arrive at a fair valuation

Also, the creation of a separate 
department is necessary I know that 
it will involve extra expenditure But 
I do not like the idea of this depart
ment being tagged on to the present 
Income-tax department which has been 
moving in a certain groove and which

is wedded to certain policies Assess
ment of property and wealth requires 
quite a sound handling of the affairs. 
One must procced on quite sympathetic 
grounds On the other hand, I know 
that the income-tax officers have been 
asked to see that a certain target is 
reached and they are more concerned 
to reach the target than to do justice. 
So I think that not only a new tech
nique of assessment should be evolved, 
but expert valuers, who will be 
specially trained, should be appointed 
and people with impartial outlook 
must be appointed to assess the wealth

Shri V. P. Nayar. He wants to have 
the judiciary do it

Shn Mohamed Imam Yes

I will make one or two suggestions 
inoie It is proposed to tax companies 
I welcome the idea of the Finance 
Minister that a new company will not 
have to pay for the first five years 
dunng its infant stage At the same 
time, we aie interested in the pic- 
motion of companies and we are 
anxious that industries should prosper 
It is our duty to give all encourage
ment and facilities to companies and 
to various industries While I have no 
objection to tax a companv which is 
alieady well established which is on 
a sound footing and has been making 
profit, I think it is a matter foi con
sideration whethei we can tax the 
assets of a company till it is on a 
sound footing Theic aie companies 
and companies which make profit but 
thcic are others which are still strug- 
Khng and running at a loss even 
though years and years have elapsed 
So is it prudent and equitable to tax a 
companj which is on tottering ground 
for years, which is unable to make 
both ends meet and support itself’  So 
1 feel that in the interest of the coun
try and the development of industries, 
if we lay down a principle that a joint 
stock company, till it is on a sound 
footing, will be exempt from such tax 
it will go a long way to that objective

I need not take much more time I 
am only anxious that we must make
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the best use of this opportunity I 
hop* the introduction of this novel tax 
will give a new orientation to our 
financial policy Till now, it has been 
a case of indiscriminate taxation and 
of grabbing as much money as possible 
from all sections of people, irrespective 
of existing conditions, status ot capa 
city I think hereafter the entire con
ception has to be changed Let them 
tax by all means, let them tax only 
those who can bear the burden of the 
tax

Secondly, when they tax, when they 
bring forward a new measure, let 
them give an assurance that all the 
proceeds thereby will go directly to 
benefit the common man and improve 
his status and earning capacity, and 
that it will not go somewhere else 
where we may think it is a waste

On these grounds, I support the 
motion
15 J6 hrs

Shn Supakar (Sambalpur) Sir, I 
welcome this npw venture of introduc 
mg a new system of taxation and I 
hope the Select Committee will take 
into consideration certain problems 
which will naturally arise out of this 
Bill

You know very well that this is the 
after-cffcct of a survey of the Indian 
tax system made by Prof Kaldor In 
calculating the amount likely to be 
realised from this tax and the number 
of assessees who are likely to be 
affected by it he bases his calculation, 
on the income tax figures available m 
the country In this connection, I will 
refer to page 26 of his report (para 
graph 37) where he states

“In the absence of any direct 
statistics bearing on the value of 
various forms of property in India 
and its distribution according to 
size groups, any estimate of the 
yield of wealth tax can only be 
undertaken by a rough method of 
working backwards from income 
By capitalising the profits of firms, 
partnerships and individual busi

ness and dividened income of 
companies, a rough estimate of 
the total value of wealth and its 
size distribution can be obtained”.

On this basis, he calcuates the figure 
and makes an addition of 10 per cent 
for non-income earning capital, and 
arrives at the final figure I believe 
that in calculating the expectation of 
returns at the figure of Rs 15 crores, 
the Finance Minister must have relied 
on this process I submit that this is 
takmg the wrong view of things, it is 
as if he would take a bucket of milk 
and calculate from it the market 
value of cows and she-buffaloes which 
yield the milk, but many of whom may 
not bo m a position to yield any milk 
at ill

The problem is not so much as to 
by what percentage the Finance Mims 
ter docs err or how much more or how 
much less we are likely to expect from 
this source of taxation, but the greater 
human problem is are you going to 
tackle wealth which docs not yield any 
income or which yields only an insuffi
cient amount of income on the same 
basis as you are dealing with the 
wealth which yields a reasonable 
income and which has a reasonable 
market value at all times9

You know that big houses and other 
non-agricultural properties in big cities 
and towns have a certain percentage 
of rent assessed on the basis of their 
value They yield good rent Not 
only that, there is always a good 
market and they frequently pass 
hands But, what about other proper
ties which are situated in the interior 
of the country, having a very laige 
value but yielding very little income’  
There are also properties which aie 
practicallv unsaleable or have no 
ready market at all In such cases, 
are you going to treat them in the 
same way as the properties in large 
cities and towns, which have both a 
good annual yield and also a ready 
market, or, are you going to make a 
special provision for such properties 
in order to tax them on a more equit
able basis9
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[Shn Supakar]
■the next point u : as soon as there 

is a detitarfd there is some time-limit 
lor 1h« payment <rf the tax <md if the 
tax is not pud within that time, cer
tain steps are taken It is just possible 
that in many cases—and probably in 
thousands and thousands of cases—the 
owner has no income and the property 
has no ready market In such cases 
there should be a provision to ensure 
that either Government is ready to 
purchase that property at a reasonable 
pnee and affords the owner an oppoi- 
turnty to redeem it or buy it back 
within a reasonable time or provide 
some such safeguard so that such pro

perties may not o'e unadr-soii" ^arc- 
able considerations demand that pro
per consideration should be given to 
such properties which though of high 
value have no market or, rather, no 
ready market and where the owner 
has no income properly so-called Such 
cases should be provided for in the Bill 
when it emerges out of the Select 
Committed

I have no other suggestions to make 
and I-hope that the Select Committee 
will take into consideration all these 
matters

Shri Sadhan Gupta (Calcutta—East) 
Mr Deputy-Speaker, Sir, we are dis 
cussing a Bill here which had raised 
high hopes when it was merely a pro
posal When the Finance Minister 
announced during his Budget speech 
that a Wealth-tax and an Expenditure 
Tax would be imposed for the first 
time in this country, many people in 
the country did heave a sigh of relief 
Not many of us, not many people 111 
the country then realised that this 
could hardly be a relief to them and 
that the finance Min W  hardly meant 
what he said

Let us remember the background m 
which we are considering these taxes 
We have the background of an 
impoverished people who have been 
asked to bear an intolerable burden of 
taxes m order to take our country 
through the Second Plan First of all, 
through British oppression and then

many kinds of mismanage- 
menl our country is growing poorer 
and poorer and, as it grows poor every 
year. we have to pay taxes on all our 
"“ “ taUes, on everything you can thinl* 0{ on which the common people 

to incur expenditure, cloth, 
" “ ^■h-box, mustard oil and what not 
“  ^  in this context that expectations 
wer* raised when this Wealth-tax was 
pronUsed to us m the Budget

what do we find here’  Look- 
t̂ clause 3 of the Bill, we find that 

® Vealth-tax is to be charged on the 
”  . Vealth and so on and so forth 

when we took at the Schedule, the 
rs disappointment comes Up to 
s lakhs, there is total exemption 
ven after that the charge is only & 

per cent and the maximum rate is not 
more tjjan per cent Let us not 
lorget that we ln country who are 
Deanng a crusjling burden of taxes—
* Sommon people of this country— 

ave an aversion for people who have 
am®ssed fabulous wealth, in most cases 
w,thSut deserving it Who hold the 

m thls country’  The big land- 
or who oppressed their tenants and 

^ rur\g out huge sums of money 
through the expj0]tat10n of the tenants, 
ex' Hulers of States who have fat privy 
piirs^s qUlte undeservedly and who 

by age-long oppression of their 
®ut̂ cts, been able to gather fabulous 

*“ nes It is said—I do not know 
Wlt what truth—that the richest 
amoijg them has a fortune of about 
f*® *00 crores It is said a thousand; 
_J“0 not know Both are alike to me. 

point is that we would have
expend

1*®r. Deputy-Speaker: It makes very 
ma enal difference to the man who 
poss ŝses that

,® h»l Sadhan Gupta: I do not know
a,jse it is all equal fo r^ e

**ebple in this country who are bear- 
lng . .his crushing burden of taxes 
mignt wej] expect that other people

0 had amassed large amounts of 
w th, who obviously did not need
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all that they have amassed and will 
not need that for generations to come, 
should at least part with the surplus 
wealth to the fullest extent in order to 
help our country tide over our diffi
culties, if not to give the poorer 
sections of the people some money 
from their pockets That has not been 
done We would clearly suggest that 
in the case of very huge concentrations 
of wealth, this tax should have been 
utilised for the purpose 01 mopping up 
the entire amount of wealth, let say, 
over a certain penod so that the entire 
wealth should have been taken away 
in taxes Even in capitalist societies 
something like capital levy is known 
A capital levy has been introduced in 
some cases Why should not we, by 
way of this wealth tax, impose a 
capital levy on very high concentra
tions of wealth9

At what concentration we should 
take away the full wealth can be 
decided with reference to the circum 
stances of the case and so forth But, 
there is no doubt that there are quite 
a number of individuals—and what is 
more—quite a heavy concentration of 
wealth in our country which would 
justify the entire taking away of the 
wealth by way of this capital levy 
This is what we would have expected 
The Finance Minister knows better 
than I what fabulous amount of 
revenue that could have brought It 
appears that it would have brought at 
least a revenue which would supply a 
substantial portion of what we would 
require for fulfilling our Second Plan 
Incidentally, it would enable the 
Finance Minister to grant the much 
needed relief to the common people

What is happening with the taxes on 
the common people9 Not only are 
they made to pay When you impose 
a tax of an anna, the price of an 
essential commodity goes up by two or 
threei or even five annas I take it 
that the Finance Minister will continue 
to impose these excise duties m future 
years also throughout this Plan and as 
a result, there is no doubt that the 
prices will shoot up If we could have 
taken away this surplus wealth, we 
could have checked the rise of prices

apart from giving the common people 
relief from the tax burden That ir
ons aspect of it 

The concentration of wealth has adt 
be£h brokeh which ought to have beear 
done by way of this tax Secondly, 
through loop holes, exemptions and 
exclusions, it is quite likely that much 
of the wealth will either be evaded 
from tax or avoided You know the 
distinction between evadmg and avoid
ing Evasion pre-supposes some kind 
of guilty intent—evading an obliga
tion, that is to say, not carrying out 
an obligation which, otherwise, he- 
would have had to carry out Avoid
ing means to get clear of the law by 
availing the loop-holes which the law 
itself provides 

If we look at clause 4 of the Bill, 
there is in the third sub-clause a refer
ence to heirlooms but I am not making 
much of it Let us look at clause 6 
It refers to domestic animals and fur
niture, household utensils, wearing 
apparel, jewellery and other articles 
intended for the personal or household 
use of the assessee subject to a maxi
mum of Rs 25,000 m value The 
assessee will be there There will be 
other dependents of his Through the 
instrumentality of this sub-clause, he 
may be able to provide not only him
self but also others with very valuable 
articles and thereby escape a large 
part of his liability Let us look at 
sub-clause 9 It is even more serious 
and even more an apparatus for those 
who want to avoid the tax Ten year 
treasury savings deposit certificates, 
fifteen year annunity certificates, 
deposits in post office saving banks, 
post office cash certificates and post 
office national savings certificates 
held by the assessee—it refers to 
them That way a large part of 
the income may be transformed into 
wealth of this kmd which would be 
free from tax It may be said that the 
income from this source will be liable 
t6 taxation but that is a different 
matter and the point is that whatever 
the tax on income may be, a part of it 
will be left out and he would as at 
present, be enabled to avoid wealth 
tax by converting his present income 
into those different kinds of mvact-
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[Shri Sadhan Gupta] 
ments In some cases, there is a limit 
Iteyond which you cannot invest For 
instance, in national savings certi- 
iicates, I believe there is a limit of 
Rs. 50,000 But an assessee may have 
a  number of people around him He 
•can buy national savings certificates— 
Rs. 50,000 for his wife, another sum 
lor his children, yet another m the 
name of dependents, benami and 
what not. That way he can take away 
lakhs of rupees from the purview of 
the wealth tax

I do not know whether in the case 
o f other things mentioned—treasun 
savings deposit certificates and annuity 
certificates, there is any limit Even 
i f  there is a limit, there are ways of 
avoiding those limits and if there is no 
limit, there is no restriction on the 
amount of wealth vou can transform 
into non-taxable wealth Therefore, if 
there is any case for exemption, those 
exemptions should be granted onlv up 
to a certain amount and it should not 
be carried to the extent of exempting 
the whole amount If you do it, then, 
you will possibly, instead of taking 
a tax on wealth, succeed in diverting 
wealth to these channels

These are the loop-holes by which 
much of the tax on wealth mav br 
avoided by those who would otherwise 
have to pay it I want to draw the 
attention of the House to the case of 
exemption of foreign assets of non
resident companies There are many 
nefarious practices practised by these 
people The other day a certain 
gentleman who works in a very res
pectable European fii m n  quite a high 
•capacity gave me certain instances of 
"how these non-resident companies 
cheat our country of huge amounts of 
foreign exchange by showing trans
actions whereby the branches here act 
as so-called agents of those companies 
They buy on behalf of these com
panies, say tea or similar articles, and 
only deduct an agency commission 
They buy tea, say at Rs 5 a pound, 
take an agency commission of two 
annas a pound and they show- 
Rs. 4-14-0 as having been paid by their 
<parent company at home That way

we lose our foreign exchange and, 
obviously, m the case of the wealth 
tax the assets will be shown as foreign 
assets, whatever is bought will be 
shown as foreign assets

Similarly, there may be manipula
tions in other cases also to convert 
what should be taxable in our country 
into foreign assets and thereby deprive 
us not only of foreign exchange but 
also of our legitimate share of the tax 
on wealth Therefore, this matter 
should be very well looked into by 
the Select Committee and suitable 
amendments should be made to plug 
such loop holes

In conclusion, I want to say that the 
Select Committee of this House should 
keep in mind the overwhelming desire 
of the people, the overwhelming 
demand of the people of the country 
that concentration of wealth should be 
broken up Therefore, 1 hope the 
Select Committee will evolve some 
formula by which the entire concen
tration of wealth at the highest levels 
mav be taken awav through this 
wealth tax I also hope that other 
loopholes will be well pit ;gi d and 
that way this Bill which is absolutelv 
useless as it stands today will be made 
into an instrument which will realty 
serve the people, which will really 
serve to relieve the common people 
from an intolerable burden of taxes

My only fear about the success of 
the Select Committee is that the 
Finance Minister has already been 
going about promising businessmen 
so-called adjustments in these taxes 
I do not find any reason for adjust
ments in these taxes; of course, minor 
adjustments you have to make because 
there may be unforeseen anomalies 
here and there, but there is certainly 
no case for an adjustment in the prin
ciple of the tax, namely, that the con
centration of wealth must be broken 
up Therefore, the tax at the highest 
levels should be at the highest rates; 
1} per cent is nothing at all at the 
highest level, it should be one hundred 
per cent and as you go down It must 
be graduated
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Mr. Depvty'Speaker: Could there be 
a tax then’

Shri Sadhan Gupta: It can be a
capital levy There is nothing absurd 
about it Look at Die expenditure tax 
proposed by the Finance Minister and 
you will find a tax of hundred per 
cent at the highest level Therefore, 
there is nothing absurd about it At 
the highest level, I repeat, it should 
be a hundred per cent It would be 
a capital levv but let it break the 
concentration of wealth at the highest 
level* At the lower levels I have no 
objection to the rate being half per 
cent, one per cent or even one and a 
half per cent, but at the highest level 
it should certainly be one hundred per 
cent

Shri V Baju (Visakhapatnam) Sir 
the whole House has, I believe, with a 
few exceptions, congratulated the Gov
ernment on introducing this measure 
of legislation We will be able to take 
up the Bill clausc-by-clause after it 
returns from the Select Committee 
but pending the opportunity and the 
right of altering the Bill being given 
to the Members of this House, I would 
like to say a few words of recoir - 
mendation to the Select Committee 
that is meeting in a few days’ time

I find, with mv knowledge of legal 
procedure, that the drafting of the Bill 
as such has provided for many loop 
holes for the evasion of the tax con
templated These loopholes necessarily 
have to be plugged, and I feel that the 
Finance Minister and the Finance 
Department m drafting the Bill itself 
may to some extent be responsible— 
when I use the word ‘responsible’ I 
mean that they may have been lenient 
in their approach—for the provisions 
of the Bill militate against the purpose 
of the Bill itself

Under clauses 4 and 5 of the Bill 
there are possibilities of much mis
understanding Under clause 5 sub
clause (1) of the Bill the assessee shall 
be exempt from paying the tax m the 
event of Jhe property being held under 
a trust and a trust has been defined 
as a religious institution or for chant- 
able purposes etc

So far as religious institutions are 
concerned, except m southern India— 
that is, in the State of Madras and now 
in Andhra Pradesh also—most temples 
are under the management of private 
individuals with no control, and under 
the provisions of the Constitution 
where religious observances are given 
complete freedom any interference in 
this direction would immediately be 
raised in a court of law as militating 
against one’s right of worship

1 know that in the State of Kerala 
the big Padmanabhaswami temple is 

"in the charge of the previous ruling 
family There is also the Syrian and 
Catholic church which has large assets 
Outside southern India also there are 
huge trust properties \ here the 
trustees are virtually the owners of 
the properties enjoying the benefits of 
the properties As far as I know they 
are most irreligious in their ways of 
expenditure Of course, I know there 
may be good religious trustees but 
there are quite a few who even gamble 
and drink The Hindu religion, I 
know is rather flexible m this respect 
I do not want to discuss metaphysics 
here, but we have a system which 
allows us to equal good and evil on the 
basis of the assessment of the mind 
Therefore, religious trustees also can 
do whatever they like Of course, I 
know Islam and Christianity  ̂have the 
concept of evil, but Hinduism is more 
flexible in this direction If you take 
provision by provision

Pandit Goviod Mala via (Sultan - 
pur) How can everybody be a Hindu’

Shri V Baju. That is true I happen 
to be born one That is about all

Apart from the question of religious 
assets, there is the question of chant- 
able assets '  What do we mean ‘by 
ch&ntable purposes’’  I know that m 
the City of Bombay in certain areas 
the feeding of pigeons is considered a 
charitable purpose Huge monies have 
been left for feedihg of pigeons in the 
City of Bombay by certain pious 
individuals, certain Gujeratis Ind Maf- 
wans Today assets of this" nature 
have grown into crores of rupees 
Here also the successors of these
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[Shri V Baju] 
charitable institutions are to be com
pletely exempt from the purview of 
this tax

If you go stage by stage in the 
exemptions, I can point out to you any 
number of contradictions You get a 
contradiction between exemption in 
sub-clause (111) of clause S and exem
ption m sub-clause (vi) of the same 
clause In sub-clause Ciu) we are told 
that jewellery or heirlooms is to be 
exempted In sub-clause (vi) we are 
told that jewellery valued only up to 
Rs 25,000 will be exempted Who 
owns the heirlooms’  Is it the ex- 
Maharajahs or zamindars of this coun
try or do the business tycoons of India 
the newly created aristocracy also own 
heirlooms’  I am surprised that such 
a provision should have been made by 
the Congress Party which talks of 
socialism and the first essence of 
socialism is that you have necessarily 
a policy of curtailing privilege and 
bring about a situation of equality m 
terms of birth rights if not m any 
other direction Therefore the concept 
of ‘heirloom’ or collections, works of 
art, books and so on, are to say the 
least loopholes through which wealth 
can be collected by individuals and 
this tax is completely negatived

Shri T. T. Krishnamacharl: I do not
think there i-> any particular value in 
books

Shri V Raju I do not know about 
‘books’ There may be a certain argu
ment brought up that if we do not 
exempt art and if the rich do not buy 
artistic objects, paintings, pieces of 
sculpture etc., who will look after the 
poor starving artists’  I am sure some 
such arguments may also be put for
ward, but if all the artists of the world 
when they were impoverished and 
those who wore particularly starving 
during their life-time, if they were 
able to sell some of their art during 
fheli life-time it would have made a 
difference I do not think that the 
money incentive has created art as 
such For example in this country art 
has been created from a religious 
point, and mostly the works of art in
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this country have been the creations of 
saints or Sanyasis who worked for the 
creation of religious motives There
fore, to say that the modem artist 
creates for the purpose of selling as 
such, I think, is a direct insult to the 
concept of creativity in a community

If you go down the exemption list, 
you will find that at all stages Govern
ment has allowed the richer classes 
to use these forms of exemption and 
escape from the tax

The last sub-clause is, I believe, the 
greatest loophole that would be used 
by the ex-ruling princes of this coun
try

“Any deposit made by the 
assessee with the Government or 
m any security of the Government 
or of a local authority not specified 
in clause ( i x ) which the Central 
Government may, by notification 
in the Official Gazette, exempt 
from wealth tax”

From my own State of Andhra 
Pradesh, we have a very old and 
venerable gentleman who was at one 
time supposed to be the world’s richest 
miser, he is supposed to have at least 
a thousand crores of rupees I am 
given to understand that he has in 
Government securities alone something 
like Rs 150 crores—I am subject to 
correction by the Finance Minister or 
whoever mav be in the know of this 
Under this sub-clause huge deposits 
made overnight by covenant or con
tract with the Central Government or 
the Home Ministry or the Ex-Political 
Department by the ex-rulers can be 
completely exempted from taxation 
This is an instance as far as my State 
is concerned But throughout India 
many of these ex-princes have large 
assets which can be valued by the 
Government What is the capital value 
of the asset’  In valuing the wealth of 
the Nizam, I think he gets Rs 50 lakhs 
per annum from the Political Depart
ment or from the Home Ministry 
What is the value of this asset’  Does 
it come under the head pension* If 
so it is to be exempted If it is not



a pension and it is a covenant between 
the Azaf Jah family and the Govern
ment of India, at what rate do you 
capitalise the Rs. SO lakhs that is going 
to be provided to this one family that 
is there in the South’  Rs. 50 lakhs x 
20 times means Rs. 10 crores. These 
are some of the problems that are to 
be clearly understood by all of us 
when we go into the question of these 
assets.

Then again the same sub-clause 
ends by saying:

“Provided that the value of any 
deposit or security so exempted 
shall be included m computing the 
net wealth of an assessee.”
Then Clause 2(n) reads as follows:

'* ‘Net wealth’ means the amount 
by which the aggregate value 
computed in accordance with the 
provisions of this Act of all the 
assets, wherever locatcd. belonging 
to the assessee on the valuation 
date, including assets required to 
be included in his net wealth as 
on that date under this Act, is m 
excess of the aggregate value of 
all the debts owed by the assessee 
on the valuation date other than 
debts which under section 6 are 
not to be taken into account ”

. If you read both of these together, 
it u possible foi an assessee to have 
two t 'p c . of wealth Wealth ‘A’ tax
able and a different set of assets which 
we may term ‘B’ which are exempt 
from taxation Yet the value of the 
exempted items shall be taken into 
consideration m valuing the asset ‘A’ 
For example, if I have a lakh of 
rupees savings certificates and borrow 
Rs 90,000 from a bank on the savings 
certificates, that sum that is borrowed 
on asset ‘A' can be offset against the 
value of property which is then subject 
to taxation and a very easy method of 
tax evasion is available for the people

From purely legal standards the so- 
called asset, value, after taking into 
consideration of the interest on the 
debt can be incurred against the 
property which in turn is subject
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to taxation under this Wealth tax. This 
anomaly is to be completely corrected.

All property which is subject to 
exemption, all such assets and liabili
ties should not be allowed to encumber 
property which is subject to tax, for 
by clubbing of property which can be 
encumbered and property which is free 
from encumbrance and subject to the 
tax there will be a large scope for 
evasion. v

Then m clause 6 which has to be 
read in conjunction with sub-section 
Cn) of clause 2, you will find that in 
the explanation No 2 very significant 
words have been used

It says,
“A company shall be deemed to 

be resident in India from the year 
ending on the valuation date if 
during that year—here is the 
interesting part of it—the control 
and management of its affairs is 
situated wholly m India”

The words used are “control and 
management” and then it is qualified 
hv the term “wholly" meaning thereby, 
for instance, if any Indian concern had 
amalgamation with a European, 
American or British concern, the word 
“wholly” would facilitate that com
pany in saying that it is not wholly 
managed in India When we use the 
words “control and management” , 
what do we mean by “control"’  The 
word ‘control’ can be stretched in any 
direction Any financial liability by 
any company leads to control. Sup
pose I take a patent

16 hrs.

Mr. Deputy-Speaker: Is the hon
Member likely to take some more 
time’

Shri V. Raju: Yes; about five minutes 
more

Mr. Deputy-Speaker: Then we have 
to stop the discussion at this stage and 
have the division
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