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Be tlfo enquired why All the ^oans 
that aw  given to ill* States are being 
charged on the Consolidated Fund of 
India. Article 2M<2) says that all 
lo a n  given to State Governments 
must be charged and net voted by 
Parliament I t  is stated there that the 
loans must be charged on the Con-
solidated Fund of India.

With regard to the ram of Rs. 13 
lakhs due to enhancement of pension 
and superannuation charges, of course, 
we could not anticipate it quite cor-
rectly. Also, there was a little 
enhancement of pensions in the coursc 
of the year especially in respect of 
low-paid pensioners. That is why it 
came to something more than the 
estimated amount

With regard to Shri Panigrahi’s 
point he has bean raising it for a long 
time. Be wants that all loans to 
State Governments with regard to 
irrigation and power should be inte-
rest-free- I  do not know whether it 
can be done because the Government 
of India ate paying roughly about 
Ra. 140 crores as interest every year 
We have to pay interest when we bor-
row from the market and we cannot 
be  going on giving interest-free loans 
to State Government*. Anyhow, the 
point is being considered in consulta-
tion with the Planning Commission, 
aad the loans may be consolidated 
aod there may be same little relief 
give* te them ultimately- But, I can-
not give tha assunnre that they will 
be laAerast-tiee altogther on the irriga-
tion aad power projects. As I said, 
the Government of India themselves 
are roughly paying about Rs. 140 
crores as interest charges. We cannot 
be generous a t our own cost We have 
to stabilise umeWee before we can 
be la  •  position *» help the State 
GovaoMMnto. These are the points 
which Z have to state and I think I 
have nathing a m *  to  say.

Mr. Peparty —oaken Z will now put 
the cut-motions of Shri Supakar to the 
vote. He is not hex*.

Shri Tangamanl: Sir,. . .

Mr. Depaty-Speaker: We have al-
ready taken one hour and 5 minutes 
beyond the scheduled time. I will 
now put these two cut motions to-
gether.

The cut motion* teere put and nega-
tived.

Mr. Depnty-Speaker: I will now put 
the Demands to vote.

The question is:

That the respective supple-
mentary sums not exceeding the 
amounts shown in tha third column 
of the Order Paper be granted to 
the President to defray the 
charges which will come in course 
of payment during the year end-
ing the 31st day of March, 1959, 
in respect of the following de-
mands entered in the second 
column thereof—

Demands Nos. 1, 5, 8, 18, 32, 
35, 37, 40, 58, 67, 69, 70, 72, 79, 84, 
88, 95, 96, 97, 106, 112, 117, 119, ISO, 
and 134.

The motion was adopted.

16.48 hn.

INDIAN INCOME-TAX (AMEND-
MENT) BILL

Mr. Deputy-Speaker: Now, we win 
up the Indian Income-Tax 

(Amendment) BUL
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The Minister of V Ium « *(8W  
M m ijl Desal): Sir, X beg to move that 
the Bill further to amend the Indian 
Income-Tax Act, 1022, be taken into 
consideration.

This Bill seeks to replace the Indian 
Income-Tax (Amendment) Ordinance 
I of 1959 which was issued on 17th 
January, 1959. 1 have already ex-
plained in a separate statement which 
I have placed before the House the 
urgency which necessitated the pro-
mulgation of an Ordinance by Govern-
ment. Briefly, a judgment of the 
Supreme Court delivered on 19-11-58 
rendered void and unenforceable set-
tlements in regard to concealed in-
comes which had been completed 
under the Investigation Commission 
Act on or after 26-1-1950. Consequent, 
ly the recovery of the outstanding 
amounts of tax in respect of these 
settlements could not be proceeded 
with. Also, even the amounts which 
had already been collected from the 
assessees concerned were open to the 
danger of being claimed back by the 
assessees. Indeed, some claims had 
already been made. The total demand 
involved under both these counts was 
of the order of over Rs. 17 crores, 
covering over 500 cases. The only 
way to regularise the situation was to 
reopen the cases and complete the 
assessments under the normal provi-
sions of the Indian Income-Tax Act, 
i.e., under section 34 which deals with 
assessment of escaped incomes.

At ttiis stage one other difficulty 
supervened. As bon. Members are 
aware, until 1956, there was a time 
limit of eight years fbr reopening cases 
under this section. But in 1956, the 
section was amended to remove this 
time-limit for re-assessing cases in-
volving substantial tax evasion. The 
hon. Members may recall that this 
amendment was made under circum-
stances somewhat similar to the one 
we are having now. The Supreme 
Court had delivered a judgment by 
the end of 1986 declaring invalid all 
the eases disposed of by the Investiga-
tion Commission after 28-1-1980 on

what may be called Investigation’ 
basis, is ., where the assessees had not 
agreed to the determination of their 
concealed income by the Commission 
and consequently the concealed in-
come had to be assessed by resort to 
regular assessment proceedings. By 
the time this Judgment was delivered, 
the report of the Taxation Enquiry 
Commission had also come out and 
that Commission had recommended 
that there should be no time-limit to 
reopen cases involving deliberate con-
cealment. Both these factors led to 
the amendment of section 34 in 1956, 
by which it was laid down that in 
cases where the concealed income was 
Rs. 1 lakh or more, the time-limit of 
eight years should not operate against 
the Income-Tax Department proceed-
ing against the assessees. It was Mlt 
that the amended provision would en-
able the Department to re-assess all 
the cases affected by the Supreme 
Court judgement, but the Calcutta 
High Court has held recently that in 
the absence of express provision for 
giving retrospective effect the amend-
ment made in 1956 does not empower 
the Department to re-open cases which 
had become more than eight years old 
on 1.4-1956. In view of this decision 
the Government was advised that be-
fore issuing notices under section 34 
in the settlement cases affected by the 
Supreme Court's judgment of Novem-
ber last mentioned by me, it would 
be necessary to make it clear in ex-
press terms that the provisions of 
section 34 as amended in 19S6 have 
in fact been intended to apply to all 
such cases. Clause 2 of the Bill which 
seeks to insert a new sub-section (4) 
In section 84 clarifies this position. 
Further clause 4 of the Bill also vali-
dates the proceedings which might 
have already been initiated in such 
settlement cases under section 84 as it 
stands now.

The second main provision of this 
Bill is Clause 8 which inserts a new 
section, namely, 49EE in the Income- 
Tax Act. The object of this section is 
to enable the Government to retain 
the moneys and securities which are

*X ond with (he recomnmpdatlcn of «h» President



already with the Government in 
partial or full satisfaction of the de-
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mand* arising from the settlement 
ease* The General position is that 
about 00 per cent of the tax amounts 
covered by the settlement eases have 
been realised, and for some part of 
the balance, securities have been de-
posited with Government by the as- 
sessees These monies and securities 
relate admittedly to income concealed 
from the Income-Tax Department. In 
the fresh proceedings to be completed 
under section 34, the resulting liability 
will relate to more or less the same 
concealed income as formed the basis 
for tiie settlements that have been 
rendered null and unenforceable by 
the Supreme Court’s judgment and 
hence it is necessary to provide for 
the retention of these monies for being 
set off against the demand to be 
created afresh, and to retain the 
securities to enable the Government to 
realise the outstanding demand. And 
this is what the new section 49EE 
seeks to do Government is empower-
ed to retain monies and securities 
until the completion of assessments in 
cases where notices under section 34 
have already been issued and for two 
years in other cases This latter pro-
vision of two yean enables Govern-
ment to complete departmental exa. 
mination of all the affected cases in 
connection with the issue of notices 
under section 34 m those cases. As a 
safeguard to the assessees, however, 
suits or legal proceedings which could 
have been filed within these two years 
but tor the provision under the pro-
posed BiU will get the benefit of 
automatic extension by two years of 
the period of limitation These mat-
ter* have also been provided for in 
the new section 49EB.

With these words, Sir, I  commend 
the BUI to the House for considera-
tion.

Mr. Deputy-Speaker: Motion made:

“That the Bill further to amend
the Indian Income-Tax Act, 1022,
be taken into consideration.”

The time allotted for tills is four hours 
and the Business Advisory Committee 
made that allotment.

Shri Hlval Obese (Barrackpore): 
Why? It will collapse of itself

Mr. Deputy -Speaker: We had that 
resolution also, disapproving of the 
Bill That is withdrawn. Therefore, 
we have got only this Bill I was 
about to suggest that if we could save 
that one hour extra which was allotted 
to the supplementary Demands

Shri Bimal Ghoae: It will be saved

Shri Monujt Desai: I think it will 
be saved I do not know.

16.15} hra.

Shri Easwara Iyer (Trivandrum): 
Mr Deputy-Speaker, Sir, it is indeed 
with a sense of disappointment that 
I am welcoming this Bill Not that we 
are against the position taken up by 
the Finance Minister to enable him 
to recover all the Rs 70 crores odd 
which have escaped assessment, but 
we find that the Income-tax Act, 
having gone through a certain amount 
of surgical operations every now and 
then, ultimately ha$ reduced itself to 
a position, if I may with respect say 
so, where it has undergone a senes of 
plastic surgeries, that the law on this 
subject has become a cumbersome 
machinery and, if I may use a Latin 
expression, it has become just confucio 
or, law has become confused

With respect to the Taxation on In-
come (Investigation Commission) Act, 
1947, as series of judgments of the 
Supreme Court have given it a burial 
The last funeral note, if I may say 
so, has been sung by the decision 
of the Supreme Court m what is 
known as Bisheshwarnath Income-tax 
Commissioner in a recent judgment 
reported in the February, 1959 issue, 
I think, of the AIR

When the Taxation on Income (In-
vestigation Commission) Act, 1947 
came into the picture, we did not have 
the Constitution Subsequently, the

Income-Tax 2536
(Amendment) Bill
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Gsnstttutton came into foiree in 1880, 
and a challange to the various provi-
sions of that Act has been taken by 
various quarters, particularly by those 
persons who have been fortunate 
enough to escape taxation. The first 
challenge came up with respect to sec-
tion 5(4) of the Taxation on Income 
(Investigation Commission) Act, 1947. 
That has been taken up under article 
32 of the Constitution. That was 
taken up by a number of persons, and 
when the matter reached the Supreme 
Court under article 32, it was declared 
to be void by the Supreme Court. It 
was, I think, Surajnull’s case. It was 
in connection with section 5(4) of the 
Taxation on Income (Investigation 
Commission) Act. When that was 
declared invalid, the Finance Ministry 
thought it fit that another surgery 
may be made to the income-tax enact-
ment for the purpose of enabling as-
sessment. So, an amendment came 
into the picture in 1954.

Shri Bimal Ghost: There was an 
ordinance again.

Shri Easwara Iyer: Yes The Act 
was amended by an amendmenting 
Act XXX1II/1954 to enable assessment 
on the amount that had escaped. 
Again, the procedure was not properly 
kept in view. Probably the depart-
ment might not know the ambit or the 
impact of article 14 of the Constitu-
tion. But they rushed through this 
enactment with the result that what 
happened was, paradoxically enough, 
although they wanted to save section 
5(4) of the Taxation on Income (In-
vestigation Commission) Act, 1947, a 
subsequent decision of the Supreme 
Cburt declared section 5(1) of that 
Act ultra vires of the Constitution. 
So, section 5(1) collapsed and then 
later on, while this Investigation Act 
had a chequered career like this, one 
gentleman thought it fit to challenge 
section 8(2) of the Investigation Act, 
by which an assessment could be 
made. The matter arose like this. 
The Income-tax Investigation Com-
mission made a report to the Central 
Government that he had escaped

income-tax and the Central Govern-
ment directed the income-tax depart-
ment to take such appropr iate pro-
ceedings under section 8<?) of th* 
Act. That was promptly challenged 
before the tribunal. The matter went 
to the High Court and from there to  
the Supreme Court, which dedafced 
section 8(2) ultra vires of article 14r 
of the Constitution.

Then, now we (lad the question 
arising in the case of settlement made 
under section 8A; that is to say, it is 
open to a person against whom investi-
gation is proceeding under the Taxa-
tion on Income (Investigation Commis-
sion) Act of 1947, to settle the dispute 
between himself and the Government 
and come to a compromise—an 
unhealthy compromise or a healthy 
compromise. If on the basis of the 
settlement that is being made, the 
Central Government proceeds to 
recover the tax, he may be allowed 
to pay the tax in instalments or as a 
lump sum. In the case which had 
jy«t comc up to the Supreme Court 
and which has caused this ordinance 
and this enactment, he was paying the 
settlement amount in instalments, but 
later on, he found it would be better 
for him to make the challenge under 
article 14 of the Constitution. It was 
b«ld by the Supreme Court again that 
even in the case of a settlement that 
has been made, it is ultra vires ot the 
Constitution. In spite of the able 
argument put forward by our Attorney 
Genera! that the fundamental right of 
an individual could be waived, with 
great respect, I would say that it has 
not found acceptance by the Supreme 
Court.

So, we are in this nebulous state. 
We are performing operation after 
operation, giving a sort of artificial 
respiration to the income-tax enact* 
ment to meet the challenge of the 
so-called evaders, but with what 
results? Every now and than, the 
matter is taken to the Supreme Count 
and section after section has bean 
declared ultra v im  either vaDdly or 
invalhHy. I hare nothing agafatot the



Supreme Court, certainly one’s funda-
mental rights have to be protected 
But what is it that prevents the 
department from forestalling this 
event and coming to a correct perspec-
tive regarding the taxation laws? Why 
not codify the entire Income-tax Act 
instead of giving it an operation here 
and an operation there, removing a 
limb here and putting on a limb there, 
and again leaving us in a nebulous 
state, so that the evaders might escape 
with Rs 700 crores7

The Investigation Commission, I 
believe, has submitted its report in 
1959 wherein it has been said that 
the entire law requires a restatement 
We have restatement of laws m 
America In the light of the Consti-
tution which we have imbibed and in 
the light of the experience which we 
have gained regarding the challenges 
made under fundamental rights or 
otherwise, why saould we not look 
into the income-tuv laws through a 
bodv of expert', and suggest ways and 
means by which the entire law can be 
codificd, so that these evaders who 
have been a threat and b menace to 
society could lie hauled up for proper 
payment of the income-tax0 That is 
one aspect of the matter I would res-
pectfully commend to the Finance 
Minister to be looked into

Regarding income-tax arrears, I 
believe that we have found—I am 
speaking subject to correction—that 
about Rs 280 crores have yet to be 
collected Some big bosses have been 
escaping I am speaking of cases 
where there has been an assessment 
of the income, but there has been no 
recovery and the arrears amount to 
the huge figure of more than Rs 280 
crores, speaking subject to correction 
Is there anything wrong with the 
machinery for recovering the arrears9 
I would respectfully submit that we 
must find out some machinery by 
which we must be able to recover the 
income-tax from persons who are 
evading it It may be pleaded that 
whenever we seek to recover this bv 
ft process, either under the Revenue 
Recovery Act or other processes or 
347 (Ai) L.SJ3.—8
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machinery available to us, then again 
it can be taken up to the High Court 
or the Supreme Court under either 
article 226 or article 32 of the Con-
stitution Sometimes one is led to 
feel Hie we preserving these extra-
ordinary remedies under article 226 
or article 32 for the purpose of pre 
venting our national income which is 
due to our State and which is neces-
sary for our developmental activities7 
Why not think urgently of amending 
aiticle 226 and article 32 for the pur-
pose of preventing the abuse of powers 
under the extraordinary powers or 
jurisdiction of the High Court so that 
whenever there is a question of 
recovery of arrears or tax due to the 
Government, either under the income- 
tax Act or under the Sales-tax Act 
01 anj Act m which provision foi 
taxation has been made, there is no 
jurisdiction to the High Court or 
Supreme Court either under article 
226 or article 32’ I am referring to 
the writs of certiorari, prohibition or 
Mandamu' or whatever they may be 
I wsh no interim stay is given in 
sucli cases where there is recovery of 
tax or alternatively, an undertaking 
01 security deposit is asked for the 
amount that may have been due to 
the Government Let the deposit of 
money be a condition precedent for 
such sta> being given

I would also suggest for the con 
sideration of the Finance Minister that 
let us enact a provision that in cases 
where tax is due to the Government, 
let th* court send a notice to the 
Attome\ General or the Solicitor- 
General regarding the matter before 
the stay is granted If the Attorney - 
General or the Solicitor-General î  
objecting to the issue of a stay, let no 
stay be granted I am only suggest-
ing certain constructive points for the 
consideration of the Finance Minister

We often And big businessmen 
evading recovery How is it done’ 
When the tune of recovery comes his 
entire assets are transferred in the 
name of some other person It has 
happened in our State also After the 
assessment of tax which may come to
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only a lakh or two in our State, the 
entire assets of the businessmen goes 
lato the hands of his near relatives. 
There are no assets in his name from 
which any recovery can be made. 
When the income-tax officer goes to 
the bank to freeze his accounts, he 
will And an overdraft of 25 with the 
result the income-tax machinery is 
helpless. I would suggest that strict 
instructions should be given to the 
income-tax officers that in such cases 
the Provisions of the Insolvency Act 
have to be resorted to.

The income-tax officer may well 
proceed under the Insolvency Act and 
declare him to be an insolvent and 
set a&ULa. a ll Ohs.
ground of insolvency. That is not 
being done. 1  made this suggestion 
to the Income tax commissioner as 
an advocate that such recoveries 
could be made when a person is 
declared insolvent even though he 
has been transferring his assets to 
the near relatives by benami tran-
sactions. But it has fallen into deaf 
ears. He has power even under the 
present Act. So, I would suggest 
that strict instructions be issued on 
this matter.

Coming to the senior officers of the 
income-tax department, we find that 
all the senior officers of the income- 
tax department who are about to 
retire or about to get superannuation 
have an eye on their private practice. 
The senior officers, immediately on 
their retirement, go to practise income- 
tax cases. The result would be this. 
Before retirement he will be hobnob-
bing with big businessmen so that he 
may be on good terms with them so 
that he may be able to build up a 
good clientele on the eve of his retire-
m ent We must by law prohibit all 
these senior officers or any officer 
serving in the Income-tax department 
<m retirement practising before the 
Income-Tax Authority. You will say 
that it would be against the funda-
mental right to carry on profession. 
Lot there-be reasonable restraint on 
hi* fundamental right because he has 
been knowing the secrete, defects or

loopholes in the department by serv-
ing in the Government and it will be 
^gainst the public interest to practise 
that profession. These are things 
which must come before the Finance 
jKinister for his consideration.

He has come forward with this piece 
4>f legislation called the Income-tax 
Amendment Act. In 1956 we passed 
(in enactment like this. In 1959 we 
*re passing another enactment Where 
js the guarantee that this will not also 
pave the same fate as the Income-tax 
investigation Act at the hands of the 
Supreme Court? I have grave doubts 
*nd I do not want to indulge in legal 
jargons with my friend there whether 
this is open to  Auifienge. Tmft ’is my 
pelief. We shall not argue this matter 
pecause he is going to press for this 
enactment and I also want some sort 
at a measure by which this money 
jnay be recovered for our develop-
ment programme. We also agree that 
this lay should be passed. But, as I 
said, it is with a deep sense of dis-
appointment that we are welcoming 
this. Because, the Finance Minister 
pas not yet chosen to come forward 
>vith a comprehensive Bill whereby 
th<» entire machinery could be codified. 
V?e want the machinery to be so 
simple, less cumbersome so that 
recovery may be made as easily as 
possible.

Look at the Income-Tax department 
itself. I would invite the Finance 
Minister to go to any Income-Tax 
office. If he goes on a surprise visit 
to the Commissioner's office a t any 
place, he will find, if he goes on tour, 
there will be a number of cars wait-
ing for him. How is it possible? How-
ever the car is placed at his disposal, 
■fhe Income-tax officer is able to get 
s number of eats to be placed at his 
disposal.

Shri Merarji D eni: At whose dis-
posal?

Shri t t ww w  Iyer; I  have seen at 
tpe disposal of the Commissioner bo 
tpat he may tour from pUrae to  piece.



I am only submitting this as an 
instance to show—this may not amount 
to grave corruption in the sense that 
nothing is being lost there—that he 
is hobnobbing with big businessmen 
with a  favourable eye may be on 
these parsons.

What is section 84 of the Income- 
Tax Act? Thw has been put m for 
the purpose of assessing those persons 
who may escape assessment consis-
tently. But, we find a misuse of this 
section 34 also In our State we have 
passed the Debt Relief Act m which 
we have defined an agriculturist We 
say that an agriculturist who has been 
paying Income-tav three years prior 
to the coming into force of that Act 
will not get the benefit of the exemp-
tion under the Debt Relief Act. So 
that, those persons even though they 
are agriculturists who have been pay-
ing Income-tax within three years of 
the coming. into force of the Debt 
Relief Act will not be exempted Then 
came promptly a number of applica-
tions for assessment under section 34 
Then also, I believe,—I am submitting 
subject to correction—perrons who 
have never been hauled up till now, 
persons who have never been thought 
of as running any business or having 
big capital are served with notices 
under section 34, for the purpose of 
assessment or re-assevsment are pro-
ceeded against on the ground that he 
has escaped Income-tax, so that he 
may escape the Debt Relief Act 
Money lenders are at the door of the 
Income-tax Officers to prompt them to 
send notices under section 34. and 
collect Rs. 2  at least a* escaped tax 
Is this the wav of utilising section 34 
whereas big bosses of industry are 
escaping? I am only submitting that 
the other day I was reading a news-
paper report that the late Agha Khan 
owed 1o the Income-Tax Department 
Income-tax to the extent of Rs 1 
crore. What is H that has been done 
bv the Government to recover that’ 
His successor is there and T am told 
that his asset* are liquidated into 
money and somehow or other it dis-
appears into foreign countries Is this 
newspaper report correct? If it h
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true, what action has been taken by 
the Income-Tax Department to get 
Rs. 1 crore which is legitimately due 
to the department. We hear of per-
sons dying pauper although they were 
millionaires just the moment before 
death to escape estate duty The 
Income-Tax department with its staff 
has now to do Income-tax work, estate 
duty work, wealth tax work and the 
expenditure tax work. The staff has 
not been planned and co-ordinated. 
The Income-Tax Officer either does 
estate duty work or sometimes In-
come-tax work or sometimes, keeps 
quiet and sleeps under the fan. There 
is no plan All this has to be looked 
into As a person who used to have 
some acquaintance with income-tax 
practice—of course, I have given it 
up as useless—I am saying that there 
are a number of rules, notifications, 
circulars and other things coming 
month after month which makes the 
whole law cumbersome Even the 
sections of the Act are not under-
standable. One section runs into three 
or four pages I invite the hon 
Finance Minister to read the Income- 
Tax Act as we have got it What is 
it wc have got here’ Section 49EE 
It has 49C, 49E and it goes on, and 
we have come to the stage of 49EE 
when we have exhausted “Z” This 
1= the type of Income-tax Act we are 
asked to deal with I am not saying 
anything m a humorous vein. I am 
sorry for the present state of affairs 
Whv have Rs 70 crores not been 
collected from 1950 to 1939° Is it 
because the Supreme Court has been 
giving judgments that these are ultra 
vtres alt article 14 or article 19 what-
ever it may be’ It is because, I would 
respectfully submit, of a lack of 
absolute planning on the part of the 
persons who want the taxes to be 
collected We must have thought of 
amending the Act. subsequent to the 
coming into force of the Constitution, 
in 1950, in a manner consistent with 
the Constitution or the fundamental 
rights that have bsen declared in the 
Constitution This is the state of 
affairs we are finding ourselves in 

A number of persons have escaped 
income-tax The other day we found
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in the newspapers a report that one 
Shri S P  Jam has been found with 
a colossal amount of foreign exchange 
in his hands Is his case investigated7 
It is a  fit case for investigation How 
was this income coming to him, this 
concealed income either m foreign 
banks or otherwise* These are mat-
ters that require investigation For the 
purpose of such investigation an 
efficient machinery must be envisaged 
by a proper enactment instead of 
coming up with piecemeal legislation 
agam and agam, an amputated piece 
of legislation which is not going to 
berve the purpose

Shri Blmal Ghoae. I am not a
lawyer I shall not go into the legal 
implications of this The previous 
speaker has gone into the Income-tax 
Act and its defects

To a lay man it does appear that m 
this legal battle with tax-dodgers 
Government always seems to get the 
worst Why should it be so’ The 
laws appear to be defective And not 
only m the matter of this law, but 
other laws also, amendments come in 
galore m this House It is necessarv 
to ask Government to do something 
about the draftsmanship of the laws 
that are brought forward in this House 
so that so many amendments may not 
be necessary and the time of thp 
House ma> be better utilised for th* 
purpose for which the House meets

I endorse the suggestion which was 
made by the previous speaker that it 
should be seriously considered whe 
ther the Constitution really requires 
amendment so that tax-dodgers may 
not get away under certain laws or 
under the Constitution We have 
amended the Constitution many times 
for many purposes, and this purpose 
is certainly a very laudable one, 
because it seems to me to be a very 
absurd situation that under the 
Supreme Court judgment we cannot 
collect taxes that the assessee has 
agreed to pay on his admitted con-
cealed income, because that is the 
effect of striking down section 8A of

the Income-tax Investigation Com-
mission Act Even assessees who 
have agreed to pay concealed income 
are not being permitted to pay it 
Legally, we are unable to collect it 
That position requires examination

Sir, the two things I want to say 
on this—not bearing on the law of 
income-tax—are as follows The first 
is about concealed income What are 
we going to do about it? Th® main 
purpose of the Income-tax Investiga-
tion Commission Act was to get the 
taxes that were evaded dunng the 
war period But it is well known that 
a lot of tax is evaded What are we 
going to do about it9

Certain suggestions were made 
There was a suggestion by Prof 
Kaldor about a comprehensive return 
What has become of it? It is not 
merely Rs 70 crores If it is true 
that, say, Rs 100 or Rs 200 crores 
or even Rs 50 crores annually are 
being evaded by way of tax, that is 
a very serious matter What can be 
done about it7 How can it be evaded 
if we cross check incomes from all 
sources That uas the purpose of the 
comprehensive return which Prof 
Kaldor had suggested What has 
been done about that7 Although we 
have accepted most of the taxation 
measuies recommended by Prof 
Kaldor, yet it is clear that wc are not 
getting the revenue that he had 
expected Most of the new-fangled 
tax measures we have are non-
existent tn manv other countries, but 
still our revenue from taxes is very 
low Why should it be so’ It is, 
necessarv therefore, that the avenues 
bv which this income is concealed 
should be closed so that there may 
be no concealed income One of the 
measures suggested was this compre-
hensive tax return I should like to 
know what has happened to it

Another point, which is rather tick-
lish, is one that was raised during the 
discussion in this House In 1981— 
how long Government want to keep 
upon the provision enabling Inquiry



into concealed mconm in the past. 1 
■ay thia because a point of view was 
put forward that this might have a 
bad effect on investment, on this 
income coming up in the open market 
That was in 1951. Now we are in 
1959 We are still continuing that 
A ct Of course, there is argument on 
both sides. I can quite see that if a 
man evades income-tax, he should be 
caught and made to pay his income- 
tax But should there not be some-
thing in the nature of a law of limita-
tion* The original period dated from 
1941 We are now m 1959 Will this 
go on so that it means that the 
income-tax officer can open up the 
case of any period, whether it is
20 years past or 25 years past as years 
roll on Should that be so or should 
there not be a certain period of time 
after which we shall say that we shall 
not open up cases’ Of course, there 
is the question* why should we do it 
if a man has concealed his income’
I concede if there are grave cases 
which come to notice, one might 
inquire into them There might be a 
provision in the law to that effect, to 
cover exceptional cases with the sanc-
tion of the Ministry and so forth But 
this is a point which requires con-
sideration, as to the period upto 
which really this provision should be 
kept open so that a concealed income 
made upto a certain period of time 
can be inquired into

16.44 brs.

[M r  S p e a k e r  m  th e  C h a tr ]

Otherwise, this may function as an 
engine of oppression. I do no: say 
that it does, but it might, and that 
might have a bad effect also

So far as concealed incomes are 
concerned, the income-tax department 
should be in a position to find out 
if there has been concealed income, 
say, within 8 or 10 years—in a reason-
able period of time. I b-’ievo th?t 
point requires examination

I have nothing against the contents 
of the Bill. I support the Bill But
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it is rather surprising, if not annoy-
ing, that such amendments have to be 
brought forward from time to time 
because the law is found to be defec-
tive and struck down by the Supreme 
Court

Shri N. R. Munisamy (Vellore)* 1 
welcome this Bill for one reason, 
namely, that we are preventing a huge 
sum of Rs 70 crores being claimed by 
the assessees because the judicial pro-
nouncements happen to be in their 
favour or because article 14 or 19 has 
been interpreted m their favour So, 
it is a timely amendment that has 
been brought forward *rith a  view to 
ensure that this amount is not refund-
ed With this end m view, it has 
been proposed to introduce new sec-
tion 49EE

Though this section 'ias been woid- 
ed in all perspective, yet I hav? got 
my own doubts 1  feel that siill it 
suffers from certain lacunae I hope 
the Finance Minister will see that 
there is substance in what 1 propose 
to say It is true that it has been 
very well worded to ensure that no 
refund is made, if any demand should 
be made, but it covers only two types 
of cases One case is wher2 a notice 
under section 34 in respect of the in-
come, profits or gains relating to the 
settlement aforesaid has been isiued 
before the 17th day of January, 1959, 
and the other is 'm any other case, 
for a period of two vears from that 
date' end if during the period of the 
said two years any novice under sec-
tion 34 is issued, etc If any suit or 
any application is filed in sir'll case, 
it will not lie m any court

But I would point out tnat a lacuna 
is there Take a case when: a suit has 
already been filed, where no notice 
has been issued before the 17th aay of 
January, 1959 Such a case will not 
be covered by this amendment I shall 
make the position still clearer Sup-
pose a particular assessee files a suit 
for the recovery of a certain amount 
which he has paid, but which is now 
declared to be invalid 011 account of 
the Supreme Court’s dec^ion Even
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tkoujh no notice may have been 
issued under section 34, still that suit 
may not be registered in court be-
cause there is always some lacuna 
between the plaintiff-assessee and 
the court in respect of certain relief 
and in respect of some court fee, and 
it takes about five to six months 
before it »  registered After the suit 
is registered, notice is sent to Gov-
ernment. In such cases, when the 
notice is received, Government will 
be made to pay the amount that he 
has claimed, and Government may 
have to fight out the case on merits

So, I would say that th®re may be 
cases where even without our know-
ing it, the suits may have l>ccn filed, 
but no notices maŷ  have been issued 
from the courts to the Government 
for refunding the amount. Such cases 
have not been covered by the propos-
ed section 49EE. That section covers 
only two types of cases, cases v. here 
notice under section 34 has bi en issu-
ed, and in other cases, where within 
two years such notice is issued But 
the case that I have pointed out may 
not be covered by this section I 
hope the House will kmdiv corsider 
whether this section covers the case 
which I have pointed out or not

The first speaker has be<*n very 
pertinent m bringing up analogies 
from surgical terminology As a 
relief he suggested th it we must 
amend articles 226 and 32 of the 
Constitution We are all aware tha* 
the government of a country is 
carried on not only by the judiciary 
but also by the Executive and the 
Legislature The three wings func-
tion together for the purpose of run-
ning the government So, if there is 
any lapse m our legislation, that has 
to be remedied by an amendment of 
the legislation or by the judiciary 
bringing to our notice that there is a 
defect in our legislation, through their 
judicial pronouncement*, and then we 
come forward with amendments. It 
is not by just amassing wealth or 
money that we run our government, 
hut through the harmonious func-

tioning of the legislature, the execu-
tive and the Judiciary. So, I do not 
agree with my hon. friend Shri 
Btswara Iyer that we must amend 
articles 226 and 32 of the Constitu-
tion. It is not by curbing the power 
of the judiciary that we can get 
money for the running c f  the Gov- 
erhment All the three wings toge-
ther form the government, and there-
fore wherever we go wrong, things 
have to be remedied and wherever 
they go wrong, that is to say, where- 
ever our intentions are not carried 
out by the judicial pronouncements, 
w% come forward with amendments. 
Therefore. I do not think that the 
remedy lies in the amendment of 
Cfte Constitution

Star, the other point which 1 wish to 
bring to the notice of this hon. House 
is this With regard to the financial 
memorandum wherein it a  stated that 
a Sum of Rs 4.81 lakhs is needed be-
cause there is a heavy load of work 
tot this organisation in respect of the 
fresh cases of resettlement and all 
thbt, I find from the same memo-
randum that there is already m exist-
ence a special organisation with the 
Director of Special Investigation to 
which this portion of the cases invali-
dated by the previous judgment of the 
Supreme Court have been entrusted 
It is said that they need extra staff.

I would respectfully submit that this 
m$y not involve any extra cost be-
cause the cases which have been taken 
up by them have been now thrown 
out by the Supreme Court They 
have to work once again the cases 
which they have already finished. 
That is why 1 say they do not need 
extra staff, and if they need, it would 
be only temporary, say, for a month 
or two But here I And several per- 
sous are mentioned. Inspectors, Assist-
ant Commissioners, Income-tax Offi-
cer, Class I and Class II and so on. 
AU these are given in the memo- 
raiiduin and the estimate is about 
Rs 4,81,000

We are now thinking of cutting 
down expenditure and we want to 
efffcet economy end I do not thiwft he
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is Justified in having this amount ol 
Rs. 4,81,000 lor this extra work.

The Minister of Revenue and Civil 
Expenditure (Dr. B. GopaU. Keddi):
The entire life ol the Commission will 
have to be extended by one year. 
Their terms expire by the end of 
February or March and they are being 
extended lor another year.

Shri N. &. Munisamy: That is with 
regard to the Commission. 1 say with 
regard to the staff needed lor re- 
assessing work. The work has al-
ready been done by the department; 
but because ol the judicial pronounce-
ments these cases have to be worked 
again.

Shri Morarji Desaf: All this work 
will have to be redone.

Shri Bimal Ghose: Is that your 
intention?

Shri Moraril Desai: That is not a 
question ol intention; that is the law.

Shri Bimal Ghosc: Settlement casos 
also?

Shri Morarji Desai: We will see
what can be done.

8hri N. R. Munisamy: I can only 
bring to the hon. Minister's notice 
that this can be done with the exist-
ing stall. But, 1 do not know. The 
man on the spot alone knows the real 
difficulty of doing things. At this 
distance wc may not be able to know 
the real workload for the staff. I 
only say that this could be possible 
with the existing staff.

Hie other point which 1 wish to 
place before this House is this Sec-
tion 18 of the Finance Act of 1956 
has sought to introduce some amend-
ment with regard to the main Income- 
tax Act. That has been attacked by 
the Supreme Court. I have seen that 
Finance Acts are introduced in this 
Rouse wherein amendments to the 
main Income-tax Act are also brought 
in. It does n o t |,nnSn* itself to modi-
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flcation or changes of rates. For 
amending the sections we must have 
separate amending Acts. We have to 
get money for which we have to 
change the structure of the rates. U 
it is one rupee and we want to change 
it to two rupees or if it is 4 annas and 
we want to change it to five annas we 
can do that. Even prior to section 
18 of the Finance Act of 1956, I have 
seen that this is resorted to to change 
the main Act. Therefore, I would say 
that the Finance Act should not be 
resorted to to effect any substantial 
change in the very Income-tax en-
actment. Another thing has been sug-
gested by my hon. friend, Shri Bimal 
Ghose and that is with regard to the 
composite or comprehensive return. 
That has exercised my mind for a 
long time. We are having various 
direct and indirect tajfles and they 
arc ten or fifteen in number. So, I 
ask you whether it would not be possi-
ble to have one single tax which 
.should cover all the possible and 
ex u ting taxes that we now have. In-
stead of these several taxes, there 
should be one tax alone which should 
be comprehensive. After collection, 
wc can distribute it between the 
States and the Centre. It may look 
ludivious but there is some substance 
in it. When he says that we should 
have a comprehensive overall return, 
he visualises this type of thing. He 
wants a big form with several 
column?: a column for the gift tax, 
another for the expenditure tax and 
so on. I am only saying that instead 
of such returns, if the Finance Min-
ister could think of having one single 
type of a lax by which we can em-
brace all the existing taxes, people 
could not easily escape. Supposing a 
person now escapes income-tax, he 
also escapes the other Gift tax and 
the expenditure tax. The ingenuity of 
human beings is such that whatever 
may be done, they find loopholes 
whereby they can escape and then we 
have to come with several enactments 
like this. Thus, the result is that you 
are not able to go ahead of them. 
Even if we chase them, we have to 
remain behind them.
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I have stated with regard to the 

proposed section 49EE that there is a 
lacuna which must be covered. Other-
wise, it is quite possible that crores of 
rupees might be asked to be paid by 
the Courts to the assessees.

The last point is with regard to the 
method of collection of the income- 
tax. In the mofussil area, we find 
there are various types of persons who 
have their own ways of escaping 
income-tax.

Mr. Speaker: Does it arise out of 
this? The Bill has got a limited 
scope.

Shri N. R. Munisamy: The Finance 
Bill has been referred to m the State-
ment of Objects and Reasons. Sec-
tion 34 of the Income-tax Act has 
been amended and I am saying this 
only m connection with that. It says 
here:

“The objects of the Bill are 
two-fold.

(1) to make it clear that sec-
tion 34, as amended by section 18 
of the Finance Act, 1956 applies to 
all escaped incomes relating to any 
year commencing, from the year 
ending on 31st March, 1941; ..." .

Because saction 34 has been amend-
ed I am saying that. I am saying that 
the Finance Act ought not to tamper 
with the Income-tax Act.

Mr. Speaker: But this is not the 
Finance Act. As I understood it, the 
Finance Act has amended section 34. 
When was it passed?

Shri N. R. Munisamy: It was passed 
in 1956.

Mr. Speaker: But how are we con-
cerned with it here?

Shri N. EL. Maniaamy: We are bas-
ing our argument on the Finance Act 
of 1988 wherein they have given juris-

diction which a Finance Act ought not 
to have given. I am simply saying 
that the method adopted by the Gov-
ernment is always to amend such 
sections through the Finance Act. 
That method ought not to be resorted 
to.

Mr. Speaker: I am afraid that the 
hon. Member is three years late!

Shri BJmal Ghoae: That is a fair
proposition.

Mr. Speaker: It may be so, but it ,
does not arise out of this.

Jhri N. R. Munisamy: The whole
Statement of Objects and Reasons 
starts only with that. The first sen-
tence is . . .

Mr Speaker: What w the substance
of it’

Shri N. R. Munisamy: The substance 
of it is that we shall hereafter not 
do

Mr Speaker: The hon Member may 
have an opportunity m the Finance 
Act.

Shri N. R. Munisamy: It will come 
very shortly, and we will have again 
an opportunity to speak on that

Mr. Speaker: I cannot guarantee 
opportunities to every hon Member; 
possibly he may get Let him pro-
ceed to any other point. He said he 
was coming to the last point. He has 
already taken 15 minuet.

Shri N. R. Munisamy: No, Sir.
Mr. Speaker: Very well; he may

continue tomorrow.

17 hrs.

The Lok Sabha then adjourned till 
Elevenl of the Clock on Tuesday, the 
24th February, 1959|Phal0una 6, 1880 
(Sake)




