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SHRIMATI SHARDA MUKERJEE
(Ratnagiri) : Many members who have
spoken before me have expressed their
concern over the unemployment of
the goldsmiths. I join them. I would
also like to point out that while all
sides of the House will, I think, agree
that the country is facing a wery
severe economic crisis and that ewery
effort must be expended to see that
there is no further drain of foreign
exchange, we also equally feel anxiety
about the implementation of the
legislation before us.

1 would like to quote from the same
report that Shri Dandeker quoted
from the report of the Informal Group
on Gold Control, given as far as I
know, in 1963,
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SHRI N. DANDEKER : The 1883
report is different from the 1966
report.

SHRIMATI SHARDA MUKERJEK :
This has got no date on it. I think
it is the 1963 report,

MR. DEPUTY-SPEAKER : She may
resume her speech tomorrow. We
shall now take up the Motion sche-
duled for discussion at 5.30 p.m.

1728 hre,

MOTION RE: MODIFICATIONS TO

INCOME-TAX (SECOND AMEND-
MENT) RULES, 1968

MR, DEPUTY-SPEAKER : We have
half an hour for this. Time will have
to be distributed. Ten minutes for
the mover; ten minutes will be taken
for reply.

SHRI 8, S. KOTHARI (Mandsaur) :
beg to move:

“This House resolves that in
pursuance of section 206 of the
Income-Tax Act, 1961, the following
modifications be made in the Income-
Tax (Second Amendment) Rules,
1968, published in the Gazette of
India by Notification No. S.0. 1112,
dated the 18th March, 1968 and laid
on the Table on the 1st April, 1868,
namely :—

(1) in rule 2, in the proposed rule
11A, for ‘33-1/3 per cent.” substitute
‘50 per cent’;

(2) in rule 2, in the proposed rule
11A, for ‘Rs. 20,000" substituts Rs.
25,000°;

(3) in rule 5 in the proposed rule
18A, after sub-rule (5), the follow-
ing be added namely:—

‘(6) The resultant sum of capital
employed as on the first day of the
computation period, determined
under this rule, shall be increased
by—

(i) The average cost of the fixed
assets (including ships) secquired
during the computation period; and

-
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(ii) one-half of the net profits
after taxes for the computation
period :

Provided that if losses have been
incurred during such period, one-
half of such losses shall be deducted
from the aforesaid resultant sum of
capital employed,

(7) In this rule, ‘average cost’ in
relation to any asset means such
proportion of the actual cost thereof
as the number of days of the com-
putation period during which such
asset is used in the business bears
to the total number of the days
comprised in the said period.

This House recommends to Rajya
Sabha that Rajya Sabha do concur in
this resolution.”

I would like first to deal with the
second part of the Motion which is of
greater importance Sec. 80J of the
Income-tax Act provides that the pro-
fit of a new industrial undertaking
upto 6 per cent per annum on the
capital employed shall not be taxable
for a period of five years. The object
of this section is to stirmulate capital
formation in the economy and also
formation of new undertakings, hotels,
acquisition of ships etc. The base for
the calculation of the 6 per cent is
the capital employed during the rele-
vant previous year. The previous
year, in simple terms, is just the
accounting year. What the Act con-
templates what this section contem-
plates, is that the capital employed
during the accounting year shall be
the base for calculation of the 6 per
cent. But the rules as framed provide
that only the capital employed at the
beginning of the year shall be taken
into account. It follows that if any
assets had been added durfng the
year, if ships had been purchased in
the relevant year or any additions had
been made to the hotels during the
year, they shall not form part of the
capital employed. It means that the
base would be eroded and if the base
is eroded, the amount of tax-free
profits to which the industry is legiti-
mately entitled according to law
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passed by Parliament would be
reduced. That means that the indus-
try would be getting a lesser amount
than what was actually intended by
law. In the rules as they existed
prior to this amendment the provision
was that the capital employed during
the year shall be computed by includ-
ing the value of the assets which had
been added during the year also.

Besides, may 1 submit that as an
industry functions, profits accrue and
if profits accrue, the funds are en-
hanced and the capital employed also
increases by that amount what is done
usually ? Profits are continuing to
accrue throughout the year. In order _
to find the amount of profit to be
added to the capital base or the capital
employed, half the net profits which
accrue during the year are to be
included. If if is loss, the capital
employed goes down legitimately, We
have no objection to that. But it is
necessary in all fairness and equity
that half the amount of profit which
accrues should be included. Here
again, I submit that in the rules as
they were existing this was provided.
1t is difficult to understand why when
the rules had been amended these two
provisions should have been elimi-
nated. I should deprecate particularly
the tendency of the Central Board to
take advantage of periodical amend-
ments of law or rules to tilt the
balance against the assessee and for
small advantages to the State frame
the rules in such a manner that the
letter and spirit of the law are not
observed. In this particular case,
even the letter of the law is mnot
observed, leave alone the spirit, That
is why I had to bring in this motion.
Besides, if the Central Board itself
does not set high examples, how does
it expect that the officers in the middle
and the lower ranks would do justice
to the people ? Therefore I earnestly
appeal to the Board and the Ministar
concerned to ensure that the Board
acts in a manner which is fair and
impartial, which helps people and
gives them a fair deal, particularly
when amendments to the rules or the
law are effected. The earlier part of
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my motion concerns authors, play-
wrights, artists, musicians and actors.
I submit that it. would be a sad day
for democracy if intellectuals and
artists are not dealt with by society
liberally and fairly. Modern tax
laws weigh, heavily upon them. With
the heavy progression in taxation, the
greater part of their income in the
higher brackets is absorbed by the
State. These persons have a fluctuat-
ing income. In certain years consi-
derable income accrues to them. In
other years, they may not have that
much of income. Particularly in the
case of actors, they have an active
warking life which extends to five or
ten years ang after that their income
is reduced to atrickle. If taxation
absorbs or mops up the greater part
of their income during their active
working life, the consequence would
be that they would probably have to
starve during their old-age. There-
fore, it is necessary that they should
be liberally dealt with. If the amend-
ments that I have suggested are
accepted. it would mean that they
would be entitled to higher exemption
limits in respect of the qualifyinr
amount which accrues on account of
the life insurance premium paid by
them. If they insure more and they
pay higher amounts, it means that
their tax will be reduced and the
savings would be greater and, may I
submit, that tax evasion would also
go down? That is a very important
point.

1 have always on a number of
occasions on the floor of the House
unequivocally condemned evasion of
tax. It should be strictly dealt with.
There can be no two opinions on this
score. But it is necessary that the tax
laws should be fair, just and equitable.
They should be such that society feels
happy and can stand up and say,
“Here is a just and fair and equitable
tax structure and let us obey all the
laws."” But basically, if the laws are
not just or if they appear to be
oppressive, the consequence is that in
the eyes of the people tax evasion
acquires a certain degree of respect-
ability and unfortunately that is
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exactly what has happened in this
country. Most unfortunately that is
something which cannot be checked.
But efforts should be made to render
tax laws equitable. The Government
should also bring about a modification
in the income-tax law itself, namely,
to the provisions in section 80C,
whereby higher exemption limits are
provided for actors, musicians and
others as it was in the earlier Acts,
that is, prior to the amendment which
was passed about two years, ago, when
they were treated in a preferential
manner. But the advantage which
was given to this class of people has
been taken away and according to the
law as it stands at present, there is no
distinction between ordinary indivi-
duals and others, that is, authers,
actors and the like. Therefore, I
would suggest that the amendments
that I have put forward should be
accepted, and differential treatment
should be accorded to this class of
people. 1 would also emphasise what
1 have stated earlier in respect of the
computation of capital employed; this
should also be considered for accept-
ance because it is most fair and equit-
able.

One word more and I have done.
My hon. friend Shri Dar bhas given
another motion which seeks to reduce
the relief in respect of insurance
policies taken out prior to 1st March,
1964, by authors_ artists and musicians,
In my opinion, this is a retrograde
step. 1 would request him to try to
appreciate the important role of intel-
lectuals and artists in our free, modern
society.
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THE MINISTER OF STATE IN THE
MINISTRY OF FINANCE {srl:mmq
PANT) : Mr. Deputy-Speaker, Sir,
with reference to the last statement
of my hon. friend who spoke just now
thﬂekmhnmiiadedpm-sonis
leading the blind. But it is dangerous
if the blind leads the deaf. So long

ummseewhereanei.sgoing,!
think there is no harm.

L'"M.

statement of my very
se:::- O:i:r.lengue, Shri Abdul Ghani
Dar.wiﬂ:whichlﬁndmyseltintmal_
agreement is his wish that Ram Raj
should come to this country and !.hat
people should pay their taxes in time.
About that I agree with him who'.[&
heartedly. Beyond that, I am afraid,
ithd.imﬂ.l.lttormetoagmeonthe
substanoe of the amendment that he
has moved.

1 think, he will agree with me that
authors, artistes, playwrights and
others should not be treated in a man-
ner which places them at a disaq\rant—
age as compared to the generality ot
cases, for two reasons. One is that their
incomes fluctuate; it is not a steady
income lke that of others. The other
i.lmltlhﬂhnve.nsmyhon.trhpd.
Shri Kothari, pointed out. short active
working lives. Take, for instance,
cinema stars. They may have a very
carning capacity !arltewye_usbut
afier that their earning capacity goes

SRAVANA 29, 1890 (SAKA)

Income Tax 3214
Rules (Ms.)

down. Therefore some special consi-
deration does need to be shown to this
class of persons.

I am not sure whether he has
understood the purpose of the new
rule 11A. The new rule 11A pres-
cribes ;:—

“In the case of an individual
being an author, playwright, artist,
musician or actor the total amount
of savings in
such as life insurance premia,
curmnulative time deposits in  Post
Office Savings Bank etc, which
qualify for tax relief”’;

in other words, we enable them to
make certain savings in accepted and
approved media so that they have
these savings to assist them later on
in life. - They do not have pensions,
gratuities and so0 on

The ordinary level at which the
generality of cases are given this
exemption is a limit of 30 per cent.
Everybody is given up to 30 per cent.
It would not be fair to give it up to
only 25 per cent for these cases.
Similarly, it is now up to Rs. 20,000
and it would hardly be fair to reduce

that to Rs. 15,000, particularl in
these cases, '

Now, we go to the other side of the
argument, that is, the argument of
my hon. friend, Shri Kothari, I
appreciate the desires that have
prompted him to move in this matter,
but would ask him to consider what
exactly would be the effect of his
suggestion. He suggests that 33-1/3
per cent should be raised to 50 per
cent. Now let us take a practical
view of the matter and see what would
be the condition of a middle class
person or somebody in the middle
income brackets. Would he accept.
say, Rs. 60,000 as a middle income
bracket for these people ? In that case
what he is suggesting is that half
income should be allowed in the form

of othe

‘What , happens at
60,0007 At the level
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the saving is Rs, 25000 and not Rs.
30,000, even then, after paying taxa-
tion, the disposable income with
which this person is to live on is
Rs. 18,340 or about Rs, 20000 a year,
that is, something a little over Rs.
1,500 a month. Is it suggested that
these people could live on an income
of about Rs. 1,500 per month? 1 do
not think that could be suggested
unless they have non-taxable income
from agriculture etc, or they have
some undisclosed income to fall back
upon. I hardly think that he can
advocate a case in which anybody has
undisclosed income to fall back upon.

Therefore one has to take a practical
view of this matter and considering
that we would like to give something
extra to them we have increased it
from 30 per cent to 33-1/3 per cent.
That is a concession given to these
people and, I think that is appropriate
when one considers the practical
aspect of the matter which I have
placed before the House.

His other proposal is to increase the
manetary limits from Rs. 20,000 to
Rs, 25,000. On that I see no great
objection, because that would mean
that at the level of Rs. 75,000 the
Rs. 25,000 limit would be reached and
I am prepared to say that even at the
level of Rs, 75,000 for this particular
group of people, it could be considered
an income which many of them enjoy
only for a short span of their lives.
But 1 would not consider it normal
for others. For them, I am prepared
to go to that extent.

SHRI 5. S. KOTHARI : That means
you are accepting it.

SHRI K. C. PANT: Yes,

Apart from this, he talked about
Rule 18A. Rule 19A relates to income-
tax rules for computation of capital
and for -calculating the exemption
from tax for the first few years of the
tax holiday that is given to new
industrial undertakings, ship and the
business of hotels which is of the
order of 6 per cent on the capital. He
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probably knows that we have provid
ed that in case there is loss in
certain .year, the deficiency will
carried over to next year and
there has been a change in the com
putation of capital employed. MNow,
the debentures and other long-term
borrowings from banks and so specified
financial institutions for purpose of
acquirjng capital assets in India are
not treated as liability and, aecord-
ingly, are included in the capital
base. So_ this goes to increase the
capital base and, thereby, goes to give
the benefit which he has in mind.

He, probably, also knows that as
Mr. Bhoothalingam has suggested in
the course of his report on the simpli-
fication of tax structure, this is a
simplified calculation only upto 6 per
cent on the capital as on the first day
of the computation period It is a
direct calculation. It does not involve
averages; it does not” involve calcula-
tion of disposals and acquisitiong of
each asset, or half profit, etc. ete, All
these complications in the process
of calculating the 6 per cent, in the
process of computing the capital base,
I do not know, after going through all
the trouble of simplifying the tax
structure, if he would now LlLke to
introduce changes in it which would
again bring back the old complicated
picture and which would undo what
good that has been attempted by Mr.
Bhoothalingam. Therefore, I would
appeal to him not to press all these
suggestions.

SHRI S. S, KOTHARI: My only
point is that in the Act, it is the
relevant amount during the year, The
rules may be inconsistent with the
section. That you may examine.
Otherwise, the rules will be wultra
vires, if somebody goes to the court.

SHRI K .C. PANT: We can, cer-
tainly, examine whatever he has said.
I have put before him the broad
approach of Government that we
would not like to complicate the
computation which we have simplified
now in response to the request of all
sides of the House. So, I would
request him not to press his other
suggestions I accept his one suggestion..

Eg.
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MR. DEPUTY-SPEAKER : Does the
hon. Member accept it ?

SHRI S. S. KOTHARI : I accept it.

MR. DEPUTY-SPEAKER : So, I am
putting the motion, as amended, to
the vote of the House.

The question is:

“This House resolves that in
pursuance of section 296 of the
Income-Tax Act, 1961 the following
modification be made in the Income-
Tax (Second Amendment) Rules,
1968, published in the Gazette of
India by Notification No. S.0. 1112,
dated the 18th March, 1968 and laid
an the Table on the 1st April 1968,
namely :—

in rule 2, in the proposed rule
11A, for 'Rs. 20,000' substitute
‘Rs, 28,000’

This House recommends to Rajya
Sahha that Rajya Sabha do comcur in
this resolution.”

The motion was adopted.

18 hrs.

MR, DEPUTY-SPEAKER : Now, 1
shall put the other motion of Shri
Abdul Ghani Dar to the vote of the
House,
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The motion was, by
drawn.

leave, with-

BUSINESS ADVISORY COMMITTEE
TWENTY-SECOND REPORT

THE MINISTER OF PARLIAMEN-
TARY AFFAIRS AND COMMUNICA-
TIONS (DR. RAM SUBHAG SINGH):
I beg to present the Twenty-second
Report of the Business Advisory
Commitee,

MR. DEPUTY-SPEAKER : Now, the
House stands adjourned to meet agein
at 11 AM, tomorrow.

18.01 hrs,

The Lok Sabha then adjourned tll
Eleven of the Clock on Wednesday,
Awugust 21, 1968/Sravana 30, 1800

(Saka)



