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1968, enhancing the export duty on
snake skins from 10 per cent ad valorem
to 25 per cent ad valorem.”

The motion was adppied
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FINANCE BILL, 1968

THE DEPUTY PRIME MINISTER
AND MINISTER OF FINANCE (SHRI
MORARJI DESAI) : Sir, I move.*

“That the Bill to give effect to the
financial proposals of the Central Gover-
nment for the financial year 1968-69,
be taken into consideration.”

In my Budget speech, I had explained
the rationale and the main ‘features of the
provisions of the Finance Bill. The details
of these provisions have been fully set forth
in the Explanatory Memorandum circulated
to Hon’ble Members. I am gratified that
the Budget proposals have been generally
welcomed both in this House and outside.
Yet itis only to be expected that there
should be some criticism of the proposals.
The various comstructive suggeslions that
have been made, for which I am grateful,
relate mainly to the field of implementation.
1 shall try to explain later as to how I int-
ent this aspect to be taken care of in order
to avoid genuine hardship.

I have not attempted to undertake any
major reform of the tax system, or indeed
any thorough going rationalisation. Such
major changes can be effected only after
examination in depth of the suggestions
put forward after careful * study by various
experts and those that may be made by
the Administrative Reforms .Commission
and others. It would not have been fair to
the authors of these reports if hasty decis-
ion had been taken. Nor would it have
been proper to come to conclusions with-
oul availing of the advice of the mamy
experts in this country, both in the House
and ountside. )

Among the proposals relating to direct
taxes, the one which has evoked the maxi-
mum comments is the increase in penalties
leviable under the Wealth-tax Act for con-
cealment of wealth. The purpose under
lying the proposals is too obvious to be
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disputed. The real cause of concern seems
to be that honest assessess may have to suf-
fer bardship in the course of implerenta-
tion. [ would straightaway agree that there
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. can be defferences in opinion even amoag

experts on the proper value of an asset,
and that therefore concealment should not
be too readily presumed when the assessed
value of an asset is greater than the value
returned. It will therefore be necessary to
ensure that the taxpayer, who has made an
bonest effort to value his assets properly,
is not penalised and that in any event pen-
alty is collected only after the correct value
has been determined by an independent
authority. | propose therefore to increase
from 20 percent to 25 percent the permiss-
ible margin of difference between wealth
assessed. and wealth returned before the
oous of proof in pemalty proceeding is
shifted from the Reveuue to the taxpayer,
while extending this principal to conceal-
ment of wealih through under-statement of
the value of any asset and over-stalement
of the value of aoy debt. Further, there
should ordinarily be no occasion for the
levy of penalty for under-statement of the
value of an asset in cases in which the
assessee supports his valuation by the
report of an approved valuer; and the tax-
payer can thus readily protect himself from
the possibility of penaity proceediogs. In
due course a departmental valuation organi-
sation will be set up; and when this is done,
the services of the official wvaluers—

whose valuation will be naturaly binding
on the tax authoritiess will be available to
taxpayers also. I propose io have adminis-
trative instructions issued that penalty for
concealment of wealth through under-valu-
ation of assets be recovered only after the
valuation has been adjudicated upon by the
Appeliate Tribunal. I am suore that Hon'ble
Members will agree with me that, given

these safeguards, the honest will have no
difficulties. If those who have hitherto not
taken the trouble to wvalue their assets
carefully as Is their obligation, now do so,
a useful purpose will have been served by
the proposed provision. I hope it will be
appreciated that peaple having assets should
not be above knowing within reasonable
variation as to that their assets are really
worth. But those who dislike this mundane
drudgery can handover the task to appro-
ved valuers and the official valoation
machinery.

*Moved with the recommendation of

the President,
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There has also been some eriticism of
the provision in the Bill relating to disallo-
wance of expenditure for which a payment
is made in an amount exceeding Rs. 2,500
otherwise than by crossed cheque or cross-
ed bank draft. T believe that all Hon'ble
Members support the objective of checking
tax evasion which this provision s
intended to serve. A payments exceeding
Rs. 2,500 is. after all a substantial
one, and it can reasomably be expected
that by and large such payments can be
made by cheque. It has, however, been
suggested that there may be some difficul-
ties in payment by cheques or bank draft
in rural areas. In order to obviate any
difficulties, powers are being taken under
the Bill to notify in the Income-tax Rules
the cases and circumstances in which the
provision for disallowance will ot oper-
ate. The draft rules will be circulated for
cliciting public opinion before they are
finalised. ' ’

The Bill provides that a standard dedu-
ction is to be made in respect of expendi-
ture on the maintenance of a conveyance
for. purposes of employment from salary
income due after March 31, 1968. The
purpose of this provision is to simplify the
computation of income of salaried tax-
payers. As assessments for 1968--69 are
" also still to be completed, it would be
desirable to expedite these ; and I am
therefore providing for standared deduction
in respect of conveyance for this assess-
ment year also.

The proposal that expenditure by agro
based industries on the provision of inputs
and extension services to agriculture should
qualily for a weighted deduction has been
gencrally welcomed. It has been suggested
in certain representations, and also proposed
in certain amendments to the Bill
tabled by some Hon'ble Members that
similar treatment should be extended to
expenditure on the provision of inputs and
extension services to animal husbandry,
dairy and poultry farming. As I agree
with these suggestions, I propose to move
Government amendments to the provision
in the Bill to achieve the enlarged objective.
These Government amendments involve
only some darfting changes in the relevant
amendments tabled some Hon'ble Members.
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The Bill provides for a reduction from
4 years to 2 years in the time limit for com-
pletion of income-tax assessments in
original proceedings for the assessment
years 1969-70 onwards. As income-tax
assessments have to be completed in chrono-
logical order, it follows that the assessments
for 1968-69 should also be completed not
later than March 31, 1972, |, therefore,
propose to provide in the law for the
reduction of the time limit for completion
of assessments in original proceedings for
1968-69 from 4 years to 3 years of the close
of that assessment year. The time limit for
preferring claims for the assessment year
1968-69 is proposed to be similarly reduced
from 4 years to 3 years.

As Hon'ble Members are aware,
Government have instituted a scheme for 5
year fixed deposits with Government bear-
ing simple interest at 5 per cent. per
anoum. Under this scheme, individuals
can make deposits up to Rs. 25,000 and two
individuals jointly up to Rs. 50,000. The
Bill contains a provision enabling Govern-
ment to exempt the interest on these de-
posits from income-tax. Under the
existing provsions of the Wealth-tax Act,
diposits with Goveroment are exempt
from wealth-tax but are taken into account
for determiniang the rate at which wealth-tax
is to be charged on the taxable wealth of
the investor. Having regard to the position
that deposits in the Post Office Savings
Bank are wholly exempt from wealth-tax, 1
now propose to exempt wholly from wealth
tax the 5-year fixed deposits with Govern-
ment.

In respect of indirect taxes it will have
been noticed that I have not proposed the
imposition of any additional burden on
essential articles of mass consumption.
The industries affected by the proposed
levies submitted a number of repres-
entations requesting  modifications §*of
the proposals and these representions have
been gone into with a good deal- of
thoroughness. The oflicer of my Ministry
have had several discussions with the trade
associations concerns. 1 have also’met some
of these associations and gone into their
representations. No doubt, some of the
industries will have problems of adjustment
to the higher level of taxation. Consider-
ations such as that certain industries are
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affected by recession, that the levies will
affect exports and so on have been put
forward. Who have chacked that these
objections have no real validity, and solu-
tions other than removal or reduction of
excise are more appropriate. I have,
thercfore, come to the conclusion that no
substantail changes in the proposals are
called for.. There are however some pro-
cedural difficulties which would need to be
removed.

I appreciate that there may be admini-
strative difficulties with regard to collection
of revenue from small units 1o the stteel
furniture and confectionery industries. To
the extent that these units do not use
power, they are already pot taxable under
my proposals. But it would be desirable
to exempt some of the smaller units in
these industries, even if they use power. I
propose, therefore, to garant total exemption
on steel furniture upto a maximum level of
Rs. 50,000 cleared in any financial year,
In the case of wunits, whose annual
production of steel furniture does not
exceed a total value of Rs. 2 lakhs, the
first Rs. 50,000 of clearances will also be
exempted. Similarly, in the case of con-
fectionery, it is proposed 1o garant total
exemption on 20 tonnes cleared in any
financial year ; this exemption will be
available also to those unils whose annual
production does not exceed 40 tonnes.

| have come to the conclusion that no
concession with regard to the rale of duty
on confectionery is called for.
friends who have writlen to me need have
no apprehension that their parents and
uncles are going to deny them the usual
ration of sweets. They will have their
sweets and also the satisfaction of finding
their parents contributing towards develop-
ment.

It has been represented that the collec-
tion of tax on an ad valorem basis from the
embroidery industry will lead to difficulties in
view of the large number of varieties. To get
over this difficulty the possibility of com-
pounding the levy at a rate per machine per
shift has been considered. But a sector of
the industry baving machines which are
old and slow moving did not favour this.
It is accordingly proposed to fix tariff
values which, while simplifying the assess-

, will ensure uniformity of levy.
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The levy on radio valves and transistors
has been opposed on the ground that it
will adversely affect sale of low cost radio
receivers. It the current happy trend in
the desire to possess transistors and radios
and to get the benefit of diversified broad-
casting programmes can give any -clue, 1
am confident that there will be a major ex-
pansion in the coming years in the market
for cheap radios, particularly in view of
prosperity in the rural areas. Another cir-
ticism made of this levy is that it will en-
courage smuggling, specially of transistors
and valves. I assure the House that we
will do everything necessary to curb this
activity. [ should also like to clarify that
the proposed levies will not affect electro-
nic industries other than the manufacture
of radio receivers as the component parts
will be taxable only when they are designed
for use in wireless receivers. '

The House will recall that, in order to
give some relief to the powerloom weavers,
the duty on sized yorn of fine and super
fine counts has been reduced and the reve-
nue loss is proposed to be made good by
an increase in the duty on processing of
fabrics. It has been represented that this
may result in some avoidance of processing
duty due to transfer of processing from the
independent processors to others. In
order to reduce such diversion, it is propos-
ed to withdraw the existing exemption from
processing duty on fabrics which are finish-
ed with the aid of power afier having been
manually bleached.

In presenting my Budget proposals, [
had announced that it is intended to simp-
lify excise procedures by eliminating physi-
cal control over removals by excise officers.
The administrative arrangements in this re.
gard are underway, and have been discuss-

- ed recently at a Conference of the Collec-
tors of Central Excise. I hope that the
scheme will be introduced by the Ist of
Jupe this year.

The proposed increases inthe P & T
tariffs have been criticised by several Hon'
ble Members. Several interesting and in-
genious suggestions for effecting economies
in postal expenditure have been put for-
ward. It has been suggested, for example,
that post cards should be smaller and light-
er and that a distinction should be drawn
between post cards used for commercial and
personal purposes. I am grateful to aLu
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those who have bestowed so much thought
on the subject and I can assur¢ them that
their suggestions have been very carefully
looked into. Unfortunately, those which
are feasible, will not result in any signifi-
cant economy. After all, as much as 80

per cent of the costs with regard to post
cards relale to handling charges.
Before raising the P & T tariffs, the

structure of charges in other countries was
examingd, and the rates that have been
proposed compare by o means unfavoura-
bly with thase prevailing elsewhore. 1 do
not think that 1 need go into the question
of P & T tariffs im detail, as the Minister
for Cemmunications has done so during
the course of the debate on the Demands
for Granis of the Department of Commu-
nications. 1 am glad that he has provided
full justification for the proposed increases.
1 will anly say that while Governmgnt does
not lock upon the P & T Department as a
major soyrce of revenue, it ¢xpectsit to
pay ils way and to geperate some internal
resoyrces for its capital investment pro-
Sramme.

1 should like in conclusien to say a fow
words regarding the ecomomic situation.
The behaviour of prices in the last few
weeks, since 1 presented the Budget to this
House has on the whole been satisfactory.
The whole-sale price index has continued
to decline and at the end of March 1968 it
was about 1 per cent. lower than at the
beginoing of the financigl year. The price
fall was led by priees of foodgrains in the
wake of good kharif harvest and also a
substantially improved rabi crop. Hon’ble
Members may wish 1o note that the concern
eapressed is some quartors about an undue
fall in foodgraing prices is, howcvar, nat
justified considering that cereal pricas are
still about 4 per cent higher than those
prevailing twelve months ago. Gowsre-
mept has announced pracurement prices for
wheat which, io the major surplus area of
the Punjab, are at the same level as in the
previous season. The procurement prices
which have been fixed will provide adequate
incentives to farmers. It has also been
apnoynced that QGovernment will stand
ready to purchase whatever supplies are
offered at this procurement price. Short-
ages of godown space in surplus areas are
being attended to. It is my hope that the
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Food Corporation of India and the State
Governments would do everything possible
to procure foodgrains on an adcquate scale.
I had indicated in my Budget Speech that
there were signs of revival of industrial
production and these have continued. The
improvement in the economic situation in
general holds out the prospect of our being
able to embark on a renewed tempo of
economic development during the Fourth
Five-Year Plan, the work for t{he formula-
tion of which has already begun in right
earnest.

Sir. I mowve.
MR. DEPUTY-SPEAKER Motion
moved :
“That the Bill to give effect to the
financial proposals of the Central

Government for the financial year, 1968-
69, b= taken into consideration.”

Mr. Dandeker.

SHRI INDRAJIT GUPTA (Alipore) :
Before he starts, I would like to make a
submission.

There is a notice of amendment for
reference of this Bill to a Select Committee;
the notice has been given by Shri §. M.
Banerjee, who has fallen ill, and he has
informed me that he has writlen to the
Speaker authorising me to move his amend-
ment.

MR. DEPUTY-SPEAKER : But the
thing is thar Mr. Banerjee is not present.
Under the rules, it is not permissible...

SHRI INDRAJIT GUPTA : Under
the rules it is not prohibited. There is no
rule prohibiting this.

MR. DEPUTY-SPEAKER : While you
make the submission, you can urge, but as
2 motioa...

SHRI1 INDRAJIT GUPTA : Since Mr.
Banerjee has fallen ill—since Friday he
has beea seriously ill—he has authorised
me. -

MR. DEPUTY-SPEAKER : If | were
to follow the procedure, he should have
written to the Chair before.
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SHRI INDRAJIT GUPTA : He has
written to the Speaker. How else does it
come ? He has written formally to the
Speaker. Why should this amendment go
by default simply because he is not here ?

SHRI N. DANDEKER (Jamnagar) :
There it no prohibition apaizst that.

MR. DEPUTY-SPEAKER : As a via
media, if you pow give a motion 1o the
same effect, I will permit you.

SHRI INDRAJIT GUPTA : Yes.

AN HON. MEMBER : Move it.
SHRI INDRAJIT GUPTA : 1 will
move. But [ have te give it in writing.

MR. DEPUTY-SPEAKER : Yes.

SHRI N. DANDEKER : Mr. Deputy-
Speaker, Sir, at the out set [ want to make
one or two preliminary observations con-
cerning the Finance Bill. A few of them
are of importance and have been made in
earlier debates on Finance Bills. The first
is this, that the Finance Bill is becoming
increasingly a tone for the amendment of
the income-tax Act for the first time last
year the pature amendments become double
barelled : one set of amendments concern-
ing the income-tax Act as applicable to the
current finacial assessment year and an-
other set of ammendments to come into
operation for the mnext assessment year.
When this technique was introduced last
year | congratulated the Finance Minister
for the reason that since these amendments
were necessary for operative purposes this
year which he brought into the Bill last
year, there would I thought be no necessity
this year again to have double-barelled
amendments, once again, some concerned
with the current financial year and another
set concerned with the next financial year.
This causes total confusion both to the
assessee as well as to the department, and
I emphasise the comfusion it causes to the
officers of the department because [ know
a number of them and | have been talking
with them and they say that they do not
know which way they ' are pointed when
they come to make assessments. Hardly
anybady ever knows now what the law is,
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The second comment that I would liks
to make is this. There was an earlier dis-
cussion today in the House on a notifica-
tion moved by the Commerce Minister and
it has some bearing on this. Sir, when
I was studying these amendments to the
various indirect taxes it is guite a surprise
to come across a number of them that are
proposed to be changed by ifications.
When these things are being changed by
notification it is impossible in the course of
a debate on the Finance Bill to make or
suggest any changes in them in the light of
the circumstances and the importance of
these things, about the merits and the
demerits of the changes proposed to be
made by notificatiom I think, Sir, when
the Finance Bill is presented like this, it
wou!d be better—and [ suggest il for the
serious consideration of the Finance Minis-
ter —that all changes in tariffs were incor-
porated by way of schedules in the Finance
Bill itself, instead of some by way of
changes incorporated in the Finance Bill
and some by way of changes via notifica-
tion.

Turning now to the provisions of the
Finance Bill I wish to comment upon some
aspects of the changes in direct taxation.
When the Finance Bill was presented to
the House along with the budget at the
end of February there was a general chorus
of approval and praise. Everybody was
under the impression that a lot of good
things were being done and it appeared
that.for the first time the Finance Minister
had become responsive to public demand
about the need for certain changes in the
taxation structure at certain points. But
on further study, this proved to be merely
a technique whereby somethiog is given by
the left hand which has been taken away
by the right hand ; the left hand not know-
ing what the right hand has been doing.
I will give a few examples.

Among the amendments there is pro-
vision of Aat relief in respect of income
from dividends to the extent of Rs. 500,
made admissible to everybody. Now, Sir,
this change in the taxation structure, a very
desirable change, has been countermanded
50 to speak by the abolition of the spouse
allowance where either the husband or wife,
if only one of them is earning income, the
spouse allowance is admissible ; but if both
t;m spouses are oarning it iy not admissjs

le, '
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Madam Chairman, 1 presume the plural
of spouse is “‘spouses” and mpot “spise’.
1f both the spouses earning income the
spouse allowance is apparently. to be ad-
missible to neither.

A consequence of this is going to be—
since in niodern times the trend is that both
husband and wife have to work for their
living,—the denial of relief 1o the extent of
Rs. 150 which these happy couples were
getting till now, I do mot see that this thing
has any good :n it when you compare it
with the supposed benefit resulting from
increase in dividend income exemption
allowance,

Similarly, Madam, a good deal of merit
was claimed, and there is marit,—in the
proposed taxation of partners of registered
firms in respect of only their net incomes
from the profits of registered firms rather
than the old arrangement whereby they
were taxed on the gross income and credit
was given to them, at the average rate of
tax, in respect of taxes paid by the regis-
tered firms. But, again, having given this
by one hand, it was immediately taken
by the other, by stepping up the rates of
taxation on the registered firms as such,
s0 that there will be a larger tax deduction
from the income of registered firms to be
taken into account for the taxation of the
partners.

Take another instance —the abolition of
compulsory annuity deposits and the aboli-
tion of the differential surcharge on earned
and unearned incomes. Right from the
year when annuity deposits were introduc-
ed, we, on this side of the House, have
been saying that thls was a meaningless
exercise, it would involve a tremendous
amount of hardship, it would involve a
tremendous amount of work and the net
return would be insignificant. At last one
would have thought, that the Government
had realised the merits of the criticism and
have come forward with the proposition
that for the assessment year 1969-70 on-
wards annuity deposits will be abolished.
Similarly, I myself have been systematic
and consistant critic of the discriminatory
surcharge on unearned income on the

pround I suggested and which has now
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been accepted, that to differentiate against
an unearned income and subject the source
of the same unearned income to wealth-
tax was utterly unjust. Either there should
be a differential surcharge on earned in-
come or the wealth represented by un-
earned income should be subject to wealth
tax, but not both.

These two criticisms haviog been
accepted, what the Finance Minister now
secks to do, negatives entirely all the possi-
ble beneficial economic consequences of
these changes, by bringing in three coun-
teracting changes. The first is the exten-
sion of the period for short-term capital
again from 12 months to 24 months; the
second is the stepping up of the rates of
income tax for incomes beyond Rs. 75,000
and even more for incomes beyond Rs. 1
lakh, by pretty substantial increases in the
rates of tax ; and thirdly by stepping up
the rates of tux on wealth. The net results
of all these things in so far as direct .taxa-
tion of individuals is concerned, the net
economic effect, will be precisely nil. The
short-lived jubilation that was there
among the direct tax-payers has already
died down. It seems to me that there is
no justification whatever for counteracting
the effects of what are admitted to be
necessary reliefs that were properly due,
by additional tax impositions which were
improper.

SHRI N. K. P. SALVE (Betul) : May |
point out one thing to the hon. Member
on this point ?

SHRI N. DANDEKER- ;I am not
giving way, I am sorry I am not giving way.

SHRI N. K. P. SALVE: The total
corporate and individual savings for the
private sector which would be realised
under the Budget will be to the tune of
Rs. 25 crores.

SHRI N. DANDEKER :
I have not quite followed.

I am sorry

SHRI N. K. P. SALVE: The total
corporaté and individual savings for the
private sector which will be realised under
the Budget will be to.the tune of Rs. 25
crores. This is the Mr. Palkiwala says on
the Budgst,
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SHRI N. DANDEKER: [ do not
accept these conglomerate estimates. They
are all estimates of estimates, The fact is
that as far as | can judge, the really bene-
ficial economic consequences of many of
these measures have been, in the aggregate
totally counter-effecied by the changes to
which 1 have just referred.

The general principle 1 want to make
out of this argument is that it seems to me
that either these changes in direct taxes to
the extent they were pecessary and bene-
ficial were justified on principle or they
were not.  As far as I remember from the
speech of the Finance Minister at the time
of the presentation of the Budget, every
one the reliefs that 1 have just referred to
including, I shou!d mention, the abolition of
excess dividend tax and so on, every one
of them, was justified on merits, as indeed
they were. They are changes which we
hdive been urging from this side of the
House for several years.

Therefore, it does seem to me utterly
senseless to make other changes, as a con-
sequence of this, in terms of counterweights
of the kind that I have just referred to.

The second point that I wish to make
arising out of these. reliefs in' direct taxes
is this. If they are justifiable in relation
to the assessment year 1969-70, what argu-
ment can there be for saying that they are
not justifiable in relation to the assessment
year 1968-69 ? Either they are justifiable on
merits or they are not. 1f they are justi-
fiable on marits, as I think they are, the
sooner they were given effect to including
for the assessment year 1968-69, the more
rationale there would have been for the
whole exercise.

Now, it may be said that the idea was
in fact deliberately to counteract them ;
and since the increases in rates to which I
have just referred were to be effective for
the assessment year 1969-70, for that very
reason, therefore, these reliefs have been
limited to commence from the year 1969-70.
My answer to that is this. Even if some
counterbalance for the following year was
necessary, the moment it was admitted for
instance that certain types of taxes were
not justified or certain modes or taxing
had no justification—take, for instance,
then non-allowance of the tax paid by a
firm as a deduction from the income of the
firm beforp assgssing the income of the
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pariners and so forth—and if those ate
merits, then I should have thought that
those were good merits for the purposes
of giving the reliefs straightway from the
assessment year 1968-69,

Now, Madam, I want to turn to the
very complex question of tax-evasion. This
indeed is one subject in this Finance Bill
to which I bave applied my mind consider-
ably, for this reason that this tax evasion
has been with us always and over the years
the evil. has been increasing. Also over
the years legislative changes in the income-
tax law have been coming along year after
year directed to the objective of either
making tax evasion not attractive or, where
tax evasion takes place -and is detected, to
penalise it severely, or as a third step for
discouraging tax evasion by encourage
voluntary disclosures. Over the last few
years, at any rate from the time that I have
had the honour in this House to ialk on
Finance Bills, I think, Madam, we have
been on the wrong lines about this alloge-
ther. In my judgment, there is a direct
relaticnship between the extent of tax eva-
sion and the level of tax rates. Until the
level of tax rates comes within the ambit
of what normal peop'e would regard as
just—1 do not mean those who do not
want to pay taxes; | mean the best of men,
those who want to pay taxes,—ubless the
tax level comes within the ambit of what
even the honest tax payer considers reason-
able and just, and so long as that does not
happen and tax ra‘es continue to be beyond
reasonale limits, I submit that evasion will
continue because I believe there is a direct
relationship between the level of taxation
and the extent of tax evasion.

My next point is in regard to tax ad-
ministration. Over the years, in the name
of “simplification,” tax legislation has been
introduced to achieve, if I may use the
word ‘complification’. There has been a
tremendous amount of harassment resulting
from more and more complicated disallow-
ances, more and more complicated modes
of computing disallo about per-
quisites, about enertainment expenses about
advertisements, about payments in excess
of what the income-tax officer may consider

ble and ry for the purpose
of business, and so on. The whole of this
formidable apparatus has - over the last few
years been getting more and moie compii-
gated. and ip the administration of iy, if -
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has become more and more harassing, with
the consequence that the taxpayers’ limit
of patience and honesty is really being
severely tried.

Another comsequence of vicious dis-
allowance is in regard to the effective rate
of tax. It is a direct consequence of dis-
allowances that the effective rates of tax
are enhanced. Indeed, the assessee does
never know what is going to be the effec-
tive rate of tax because he can never know
just what exactly, and to what extent, the
1TO, even within the law, will take a view
to disallow—from among all manner of
things which ought not ordinarily to be
disallowed.

Another consequence of this kind of
administration has been delays in assess-
ment, delays in collection, making it more
and more possible to indulge in effective
tax evasion. ~Then, year after year, there
has been one type of voluntary disclosure
scheme after amother. On the one hand,
one is trying to be pretty sever with tax

evaders ; but on the other, one says to the.

tax evader : “All right. Be a good boy
and we will only tax you what ought to
have been taxed’. With the result that
the homest man finds himself always ata
disadvantage.

"1 think these provisions about voluntary
disclosures in the Income-tax Act ought to
go. I do not think there is any legitimate
room for them. 1 suggest the honest taxa-
payer should be the guid: both as to the
kind of taxation administration and the kind
of rate structure, and also the kind of things
that would be reasonably accepted as dis-
allowable expenditure for the various types
of expenditure I have mentioned.

Theo there is the poor performance of
both the tax collmtm,g machipery and the
ish t imposing hinery. | submit
the income tax department, by the very
complexity of the whole exercise, has be-
come tharoughly helpless vis-a-vis the real
tax cvaders and has become a terrible
weapon of harassment vis-a-vis the honest
taxpayer. '

When | look at all that and then teke
Jook at this Finance Bill, what do I Bad ?
I find the Bill contains yet more deses of
the sameé madicine. There is goiag to be
enbancement in .the Iptes of imcome tax,
#nd thees i §oing 19 be enhancement in the
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rates of wealth tax ; there are going to be
further disallowances concerned with per-
quisites of employees, and entertainment
expenses incurred and concerned with intro-

new ations in the matter
of dlsnlluwances of wages and salaries to
employee relatives.

Let me give you an example of the sort
of thing | mean. Under the Companies
Act, if a relative of a director is employed,
there are several sanctions involved. Those
sanctions are gone through,—shareholders’
approval, Government's approval, where
necessary and so on. But once again all
those payments to employee relatives, which
have been approved and for which appro-
priate sanctions obtained, are to go under
the scrutiny of the ITO, not from the angle
to which he was always accustomed, viz. is
this necessary 7 is this excessive ? Those
criteria he was always competent to apply,
and he was applying them. Now he has
by this Finance Bill to apply all kinds of
complicated criteria for the purpose of
disallowance of salaries and wages paid to
employee relatives.

As if this was not all, as if this was not
enough, in going in exactly the same wrong
direction in which over the past five years
the policies regarding expense disallowance
tax evasion and so on have been going oo,
we now have the most extraordinary pro-
visions concerning penaities for tax eva-
sion, )

I know the Finance Minister has just
indicated that penalties will not be imposed
until the appellate machinery Cconfirms the
assessment ; also that it will not be
thought of as a *‘concealment™ if the diffe-
rence between the ITO's assessment and the
amount returned by tue assessee is only 25
per cant, All this kind of fiddling arouad
with what is essentially bad serves no pur-
pose.

SHRI RANGA (Srikakulam) : Giving
tao much discretionary power.
SHRIN. DANDEKER : .k is worse

than that. L is oot a guestion of dis-
cretoinary power. )

I would like to take the provisions pro.
posed to be introduced by sec. 32 into the
Waaith Tax Act. It comes in, 30 10 spesk,
by the bagkgeor by way of “Explanatien.”
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“For the removal of doubts, itis
hereby declared that a person shall, for
the purposes of clause (c)”"—

that is, for the purpose of being held guilty
of having deliberately concealed the parti-
culars of imcome, he will be deemed to
have committed an offence.

That is to say, a person will be deemed
to have concealed the pacticulars of any
asset or furnished inaccurate particulars of
any asset or debt if be has understated the
value of the asset or overstated the value
of the debt.” Even that I would have been
prepared (o accepl. I think most people
would accept it ; they would ask : what is
wrong with it 7 What is wromg is this.
The difference between the value of my
asset as 1 declare it and the asset value
assessed by the tax officer is not an objec-
tive difference ; it is merely a difference of
opinion. Under section 7 of the Wealth
Tax Act, the value of an asset shall be that
which in the opinion of the income-tax
officer it would fetch if sold in the open
market. | am supposed to declare my
opinion, the income-tax officer is suppused
to assess it according to his opinion. If my
opinion and his opinion differ I shall be
deemed to have deliberately concealed the
particulars of my income. This is some-
thing fantastic. 1 have never come across
it before. Madam, 1 shall take a bet.
Give the particulars of any property to the
Finance Minister and let him sit in one
room ; and with all the data available, let
him iry to express in opinion as to what
will be the market value of that asset. At
the same timse, let the income-tax officer sit
in another room with the same data and
atierspt to come to an opinien as to what
will be the value of the asset, if sold in the
open market. And let the assessee ‘himself
also work it out. [ am prepared to take
amy bet that these three valuations will not
tally. 1 have had sufficient _exp:rimoe at
the taxation department and I have suffi-
cient experience of attempting the valoa-
tion of assets, not from the technical point
of view but from fipancial point of view, to
know how wide the range of difference of
opinion between thres perfectly competent
peopte could be. Let me not iotroduce
hére any comtroversies concernisg incom-
petence or dishonesty. Three honest and
competent people—Mr. Finance Minmister
im one room, Mr. lacome-Tax officer in an-
other room and Mr. Assessee in the third
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room. | am perfectly willing to take any
bet that the values that they think the asset
will fetch in the open market will differ.
There will be difference of opinion ; bat
then the assessee shall be deemed to have
deliberately concealed particulars of his
wealth. And what would be the penalty ?
The penalty shall be not less than the
amount by which the wvalue was under-
stated and not more than twice that amount
Let me illustrate the consequence. Suppose
I happen to be at the lowest slab for wealth
tax and the wealth deemved to have been
understated by one was a thousand rupees ;
then the penalty on the tax that [ am try-
ing to evade, if [ am deemed to be conceal-
ing it deliberatety, could be som~thing like
4000 times the tax I seek to evade. I you
take a person at the top slab, the pepalty is
comparatively lower. In other words, a
person who is deemed to be evadinga
small amount of wealth tax has to pay more
penalty proportionately to the tax he is
supposed to be deemed to evade as com-
pared to the man in say, the Rs. 10 lakh
slab ; he will pay only about 200 times the
tax he is secking to avoid while I shall have
to pay 4000 times of what | am deemed to
be seeking to avoid. A man at Rs. 15 lakh
level will pay something like the amoumt
equal to the tax plus fifty to a hundred
times of the tax he is deemed to be seckfog
to avoid. [ have got some calculations
made and sent to me by an old Commis-
sioner of Income-tax and he has got famts-
stic results. Somre one whose wealthis
Rs. 19 lakhs and is deemed te have con-
cealed Rs. 50,000 of asset, would pay of u
tax of Rs. 1000 and a penalty of Rs. 50,000.
In the case of some one whose wealth is
Rs. 2.5 lakhs and who is deemed to have
concealed Rs. 50,000 worth of assets, the-tax
he is seeking to avoid is Rs. 250 and the
pemalty on him also would be Rs. 50,000.

1f the Finance Minister thioks this is
just, then it is extraordimary: that a man
who is deemed to be seeking to avoid tax of
Rs. 250, I want to emphasise that; will be
penalised Rs. 50,000 as a minimum and the
maximum is Rs. 1 lakh, and the man who
is deemed to be seeking to avoid Rs. 1,000
tax will also be penalised to the extent of
Rs. 50,000 minimum, or a lakh of rupess at
the maximum. It makes no scose, Sureély,
the one simple proposition is this.

SHR1 MORARJI DESAL: May Isug-
gest to the hon. Member that if the income
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is Rs. 250,000 and he avoids an income of
Rs. 50,000, the tax on that Rs. 50,000 will
not be less than Rs. 40,000. (Interruprion)

SHRI-N. DANDEKER :
of wealth-tax.

1 am talkiog

SHRI MORARJI DESAI : Iam talk-

ing about income-tax.

SHRI N. DANDEKER: No, 1 am talk-
ing about wealth-tax. I will come to income
tax seperately. About wealth-tax if I am
deemed to be seeking to avoid.-1 want to
go on emphasising this-Rs. 250 as wealth
tax, I am liable to pay a minimum penalty
of Rs. 50,000. And if Iam deemed to be
trying to avoid a thousand rupees wealth
tax, or more, as it goes higher and higher,
then also I am liable to pay a minimum of
Rs. 50,000. Well, Madam it makes no sense
to me. There ought to be some relation-
ship between the attempt to avoid tax,
especially when 1 am only deemed to avoid
paying the tax, and the amount as penally
which 1 have to pay.

Similar is the case with regard to in-
come- tax, and I shall deal with it in detail
when I come to the clause-by-clause consi-
deration of the Bill. But the point I am
presently making is this. The more you
have this kind of thing, this is the experi-
ence of the last 20 years of taxation in this
country, the more you have taxation which
honest people will not accept as fair, the
more you have dissallowance of this, that
and the other, of a character that puts the
main burden on the income-tax officer, then
the result is, a continuous state of harass-
ment, and the assessee will not know where
he stands, and so on. And the more you
have this sort of vicious penalty, the more
of tax evation you will get. I have had
long expericnce of this although it is 20
years old experience, I have had nine to

10 years experience in taxation with spe-
cial reference to tax evasion and so on. 1
have also been watching for the last 20
.years the trend of affairs in this country
Despite all this vicious apparatus of high
ratesol taxation, despite all this harassment,
despite the disallowance, despite evgrnhing,
the trend of affairs in this country is; more
than the statutary rate of net effective
taxation; more of arrears of tax; to be coll-
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ecled, more of tax evasion; and more of
arrears of tax which will have to be written
off. All this has been the history of the
last 20 years. And | am sorry to say that
it will continue. I do not think that any
lesson has been learnt from what has happ-
ened over the last 20 years.

I would now like to say a few words
about indirect tax on a few items. The
main burden of argument concerning indi-
rect taxes. I will leave it to my leader Prof.
Ranga. | have already referred to obne as-
pect of it, namely, that even when we have
the Finance Bill before the House, a large
number of changes in duties are made by
notification; and one can hardly say any-
thing about them. Some of them may be of
consequence, but you canmot table any
amendment on them. However I would like
to single out three items for consideration.

First, textiles. The situation in the
textile industry over the last 2 or 3 years,
particularly in the medium and coarse
cloth-making industry, has been so disastr-
ous, the accumulation of stock was so

great, the recession was so acute, that
when you go on and on with these
excise duties on these medium and

coarse varieties of cloth, the people
are nol buying the cloth, not because
that the cost of cloth is too high, but
because there is no ‘purchasing power with
the people to buy at these prices.

Even worse are the proposals in regard
to two industries that, [ will now mention,
which are perbaps the only onces that are
at all buoyant in the present state of indus-
trial recession. I refer to the refrigeration
plant and airconditioning plant manufactur-
ing industry and the radio and spare-parts
industry. These have not suffered so bardly
as a result of the recession as many other
industries. But if this is the way to pull
the country out of the current recession,the
industries which have not suffered hit them
hard; the industries that have suffered badly
hit them hard also,-1 really do not see that
this makes any sense You take the refriger-
ation industry: its ramification for this coun-
try’s future supplies of foodstuffs of fruit
meat, eggs, poultry and so on,-The ramfica-
tions are 50 great and the encouragement
it requires is s0 urgent that I should have
said that imposing additional excise duties
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or new excise duties--( [ am sorry in this
complicated jungle of the Finance Bill, 1
cannot make out whether they are new or
additionat imposts) seems to be all wrong.
Similarly, in the case of the radois and the
their spare parts, Finance Minister said a
little while ago that from all the informa-
tion he has the radio industry has not been
doing badly at ali. 1 agree. From the infor-
mation he has, it ‘may even do better, 1
also agree. But for heaven's sake, are we in
a recession or are we not 7 Are we going
to single out the f2w industries that have
not suffered from recession and hit them
hard or are we going to encourage them to
retain buoyancy where it exits and do some
thing to introduce buoyancy where it is
not ? That, madam is my brief comment
about indirect taxes.

Finance Bill, 1968

On the whole, 1 regret to have to say,
1 have said it a month and a half ago when
I was talking to a group of people in
Bombay, --1 do not think this Finance Bill
is as good as it looks. It is-like the curate’s
egg, good in parts; and thatis the work
one can say for it.

SHRI S. R. DAMANI (Sholapur] : Sir,
I rise to support the provisions of the Fin-
ance Bill. In view of the prevailing recession
in the industry, shyoess in the capital market
and the need for giving encouragement to
export, I think the hon. Deputy Prime
Minister has adopted a correct policy in
keeping Rs. 290 crores uncovered. This has
been appreciated by most eminent econom-
ists in this country and abroad. I think in
due time this this will bring results and
our economy will start improving. Also,
this year the crops are better. There was a
fear that prices of agricultural commodities
may not go down. Therefore, sufficient
provision had been made and funds allo-
tted to see that prices of our agricultural
commodities do not go down. This gap will
also help in checking the prices of our
agricultural commodities and it will also
restrict the inflationary tendency im the
country.

| congratulate the Deputy Prime Min-
ister for removing the annuity deposit,
introducing general provident fund, abolis-
hing dividend tax the giving export incent-
ives. All these measures are quite helpful
in overcoming the present difficulties.
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In the Finance Bill, one important pro-
vision has been made that from 1969-70 all
income-tax assessments will be completed
with ina period of 2 years as against 4
years. This will help to reduce our arrears
and also bhelp the assessee to know the
correct position about his tax liability. I
have a few suggestions where a time-limit
also may be fixed. Cases which are reope-
ned should also be finalised in 2 years.
Income-tax cases where the assessments of
the ITO are set aside by the appellate
authorities should be completed within one
years. - Cases which are referred to the
Commissioner Central Board of Revenue
and appeals before the Appellate Assistant
Commissioners should also be finalised
within 1 year. These time limits are in the
fitness of the policy followed by the
Deputy Prime Minister.

0 hrs.

Further, every year the number of asse-
ssees is increasing. In 1964 the total number
of income-tax assessees was about 14,5 lakhs
this year it has gone up to 27.60 Jakhs, an
increase of about 80 percent. But the num-
ber of income-tax officers has not gone up
to that extent. There is only an increase of
about 20 percent in the case of income tax
officers. Now when you are going to ask
these officers to complete the assessments
within two years it is very necessary that
suitably their strength' also must be
increased.

Besides this there is one other thing
that I would like to suggest. Our inspectors
in the income-tax department are qualified
and trained and according to the policy of
the Government smaller assessments up to
Rs. 7,500 may be entrusted to them because
here we are not going to call the assessoc
at the time of assessment. If these assess- .
ment are entrusted to these inspectors they
can make these assessment and our officers
will have more time to deal with bigger
assessments. They can also devote more
time for recovery of the arrears. Therefore,
my submisston is that this suggestion may
be considered. :

While 1 am suggesting that these
smaller assessments may be entrusted to the
inspectors I realise that ' there will be an
increase in their work. Therefore, I venture
to recommend that suitable additional rem-
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uneration may be paid 1o them for doing
this work. 1 suggest that Rs. 100 per month
extra may be paid to them so that they can
carry on this work and when they get expe-
perience they can be promoted as officers
later om.

Now I want to refer to the textile indu-
stry. The previous speaker also referred
toit. T am greatful to the hon. Deputy
Prime Minister because this time he has
given some relief in the excise duty on yarn
especiallg sized yarn. But the increase in
excise duty in the previous year was so high
that this relief will not help the indus-
try. During the course of this year seven
more mills have closed down. The total
number of mills which have closed down
comes now to 59 and many more mills are
at present passing through difficult times.
There is every likelihood that some of these
mills may also be closed down. Therefore,
the textibe industry reguires special atten-
tion especially the spisning mills. Be
of the duty at peesent the stock of yarn
with the spinning mills is the highest dur-
ing tbe last fifteen years. Abowt 1,29,000
bunsHes is the stock. They are mot making
any profit. On the contrary many milis are
making a loss. They are not im a position
to sell their yarn even at a loss. Therefore,
my submission is thai the excise duty may
be reduced se that they can sell their yarn
at a losser price.

Along with this [ also want to submit
that the textile industry being primary ind-
ustry of the couatry should have been given
more importance. It has not been inzluded
in the priority industries. It is not getting
the advantages of priority indwstries when
many other indurtries, which are not so im-
portant have been included in the FOTY
of priority industries. I am not gruding the
fnclusion of those industries. My grievance
is that the textile industry has not been iac-
laded in that. I say that the textile industry
should be inclided in that so that it canm
get the advantage of obtainimg advaace
and some tax rclief. Therefors, the case of
the textile industry should be favoucably
coasidered.

Regarding the excise duty on yarsl
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where leakages are involved; so the reduc-
tion in excise duty will not affect the reve-
nue earnings. Therefore, this should be,
favourably comsidered.

MNow some incentives have been given
for exports. | may say here that both the
public sector and the private sector are
making efforts to increase our exports and
some success has been achieved. But it will
take time. There .is recession in the whole
world and no country wants to import
goods. So, it is very difficult to increase
our exports; it is bound to take time.

While our export is stagnant, our im-
porks are increasing, resulting in an adverse
balance of payment. Every year our adverse
balance of payments comes to about
Rs. 800 crores. If we go on increasing our
foreign debts at the rate of . Rs. 800 crores
a year, if we take into account the interest
on that also, it will be very difficult for the
country to bear the burden of that. There-
fore, it is essential that we put restrictions
on imports. That is the onty way to put
our economy on a sound footing.

‘We can reduce our imports provided
we take proper action in the right direction.
Now our export earnings come to Rs. 1,100
crores. Out of this traditional exports
account of Rs. 600 crores and non-tradional
exports Rs. 500 crores. Whatever import
is urgently required for, we can mset it with
traditional exports. The other imports we
can link with non-traditional exports. There
are many item; in which we are surplus
like textile, steel, ore, coal and tea. We
can offer these items for export against
impert from other countries. In this way,
we can reduce our imports to a great
extent.

Then, afier establishing such a big
industrial complex in the country, our
industries are running with idle capacity.
We should give encouragement to our own
capital goods industry. We should give
incentives for production in our owa coun-
try. In this connection, |1 want to repeat
the suggestion which I have made earlier.
We should allow more development and
depreciation rebate on the capital goods

want to submit that even after the p ot
reduction there will be no less of revenue.
Now there is leakage of revemue. Now
sizing machines are installed in small towns

2 im the country. While it is
dificult to stop all imports, if we make
some difference in the rates of duties and
rebate and give some direct incentives to
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our industries, we can achieve our object
to a great exient.

$till we are importing many items which
we are producing in the country. The other
day the hon. Minister of Industries has
said in the House that we have to import
certain items which we afe producing be-
cause the seller countries insist that {f we do
not “take those items they will not give
other items. Im this way certain items
which we are producing are being imported.
Therefore e should put some restrictions
in order to balance our adverse trade
balance. If all efforts arc made, our trade
balance gap which is about Rs, 800 crores
can be met to a great extent. This is my
feeling.

I would like to make one more point
and then conclude. At present a huge
quantity of silver is being smuggled out of
the country. You will be surprised to
know—I think, the Deputy Prime Minister
knows it to some extent and he will tell me
how far my figures are correct—that every
day silver to the tune of Rs. 20 lakhs to
Rs. 25 lakhs is being smuggled out. Ina
year it comes to about Rs. 80 crores. So
much silver is being smuggled out for the
last two years and it may continue because
the price of silver in other countries is very
high. Therefore if we regularise its export,
we can earn foreign exchange and can also
stop the smuggling of many items which is
being done at present. We can see that
many items are available in the market.
Something should be dome about silver so
that the country may not lose foreign
exchange because we are so short of foreign
exchange. That foreign exchange will be
very helpful to us. With these remarks I
support the Finanze Bill.

SHRI INDRAJIT GUPTA (Alipore) :
Mr. Chairman, | am very grateful to you
for giving me permission to move the follow-
ing amendment which has aot been circu-
lated in my name but has been circulated
in the name of another Mewber who is not
able to move it. '

I move :
“That the Bill to give effect to the
financial propesals of the Cettral

Government for ‘the fmancial year T968-
69, be teferved “to z Select Commrittes
gonsistiag of 3 members, namety
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Shri Bibbuti Mishra, Shkri Tridib
Chaudhuri, Shri Kanwar Lal Gupta,
Shrimati Sucheta Kripalani, Shri
Madhu Limaye, Shri M. R. Masani,
Shri Nath Pai, Shri Krishna Chandra
Pant, Shri §. C. Samanta, Shri K. N.
Tewari, Shri R. Umanath, Shr
Teoneti Viswanatham ; anod Shri 8.
M., Banerjee

with imstructions to report by the 6th
May, 1968." (220)

SHRI 5.5. KOTHARI (Mandsaur) :
Mr. Chairman, the principal objective of
fiscal policy should be to achieve a high
rate of growth with stability. The Budgst
should be rendered a functiomal budget
which exercises a catalytic effect upon the
level of economic activity. Taxation,
borrowing and deficit financing in this
comiext assume particular importaace be-
cause they become instrumeats for influenc-
ing the total economic activity and not just
means for raising money for certain Plan
projects.

The taxation policy has failed to per-
form this catalytic function and has retarded
growth. India still continues to have the
invidious distimction of being one of the
highest taxed countries in the world ;
particularly, the taxation is higher even
than in developed countries like West
Germany, USA, UK, Sweden or Japan, both
with regard to corporate taxes and personal
1axes.

Excise duties also. have been mounting
from year to year with the censequence
that the burden om the common man
centinoes to increase. During periods of
recession, monetary incomes and profits
tend io decline and these high levels of

- taxes becoms: dead weights on the economy

and retard recovery 7

Excise duties enter into the prices of
commodities in a big way, actually ranging
from about 15 psr ceat to 66 per cent on
certain items of mass consumption. They
erode the standacds of living of the masses,
lead to diversion of considerable purchas-
ing power to Government coffers and reduce
the demand for commodities in general
and their off take.

This aggravates fecession. Goveramest
revenues from excise duties which, at the

beginaing of the First Plan were aboug
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Rs. 125 crores and at the beginning of the
Second Plan Rs. 416 crores, have now
increased to Rs.
Now, the burden of these excise duties on
the common man is enormous. If this
burden is reduced, it would contribute to
the general welfare and it would also assist
in the revival of consumer demand. The
high excise duties have entered into the
cost of commodities, and added fuel to cost-
push inflation, and this is the principal
reason why, in spite of recessionary trends
in the economy, the prices are not coming
down as they should. 1 would, therefore,
submit to the Finance Minister that on
items of mass consumption, particularly,
coarse cloth and various other items which
the common man consumes, the excise
duties must be reduced. He may do it
over a period of two or three years. But
that is something which is necessary if the
burden on the common man has to be
lightened.

I would also draw his attention to the
duty he has imposed in this Budget on
unmanufactured tobacco and bidi. This is
a duty which squarely falls on the poor
man and I do not see how he can justify
such a retrograde measure.

Progression in corporate taxes is a
disincentive for investment, for production
and for efficiency and even for honesty. As
long as surtax remains on the statute book
—it has already been reduced from 35 to
25 per cent— it is futile to expect tax credit
schemes like those on increasing profits
and production to make any worthwhile
impact. In an economy which is passing
through recessionary conditions, it will be
obvious that there is hardly any raison detre
for surtax, There may have been some
justification for surtax when prices were
rijsing and windfall profits may have been
t here to a certain extent. But when profits
are declining, when monetary incomes are
declining, suriax only makes it more diffi-
cult for the economy to revive and, besides,
it is a tax on a efficiency. This has to go.

The Bhoothalingam Committee has also
recommended that surtax must be abolish-
ed. I would commend to the Finance Min
ister that he should have it taken off at the
earliest, as m1y be possible.

When a company is in incorporated, it
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incurs certain expenditure. There are pre-
operational expenses ; there are expenses of
project preparation and for the floatation
of the company and ils incorporation.
There are various pre-operational expenses
of this type. It is an anemaly that these
pre-operational =xpenses are not allowed
to be amortised and taken into account for
depreciation, mor are they allowed as
revenue expenditure. 1 would strongly
submit to the Finance Minister that these
should be considered. ~

Then, the taxes on public companies
may go up as high as 70 psr cent and on
private co.npanies, they may go up even
higher. Now, this adversely affects ..

SHRIN. K. P. SALVE : They cannot
go higher than 70 per cent. They will
never go beyond 70 per cent,

SHRI S. S, KOTHARI : You may use

your knowledge when you speak; 1 know
you have some.

These high taxes have two effects on
the economy and on the corporations
themselves. The first effect is that the
capacity of these industries to build up
reserves for ploughing back profits for
industrial expansion is adversely affected.
Secondly, the net marginal productivity
of capital is reduced. The return is less
than what it would be, if taxes were lower.
The attraction to investors to invest in
shares is also much less. As a consequence,
the companies find difficulty in raising
share capital from the market.

A number of countries have effectad
tax cuts during the last few years, parti-
cularly, Japan, West Germany and U. §. A,
and the stimulant provided by cut in Taxes
assisted in reviving the economy and
accelerating  economic growth. There
was buoyancy in- revenue consequent upon
the tax cuts and the exchequer did not
suffer any loss. 1 would submit that o
tax-structure should be determined by
conditions prevailing in the economy, the
need for growth with stability and not by
ideological considerations.

Now, 1 would request ihe Finance
Minister to lend his ears to a point which
is rather of great importance, and that js
that certgin dark clouds on the fiscal
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horizon have. appeared in the form of
Bhoothalingam Committee’s recommenda-
tins ‘'on two points. One of it'is that

‘Mr. Bhoofbalingam has recommended
“that  development  rebate  should be
dbolished.

“The second item that I refer to is his

recommendation that there should be one
per cent capital assets levy on corporations,
May I submit that these two proposals are,
in a manner astounding ? The development
rebate has played a very important part
in the industrial development of the country
during the last few years, and if thatis
taken off, T think, it will, to a certain
exteht, scuttle future economic growth.

The other point is that the capital
assets levy was also tried by Shri T. T.
Krishnamachari a few years ago in the
form of wealth tax on companies. That
was also an innovation and that innovation
failed miserably.

Therefore, these two things, in a way,
constitute serious blemishes in an otherwive
excellent report of Shri Bhoothalingam. I
would request the hon. Finance Minister
to remove this Sword of Damocles that
hangs on the head of industry because if,
by any chance, either of these measures is
adopted, I think, it would have an incal-
culably bad effect upon the economy.

Muy i point out that, with an increase
in the price level and inflationary condi-
tions, the ‘Mminimam tax exemption limit of
Rs 4,000 should be increaskd at least to
Rs. 6000, It is necessary because the
standard of {iving of the common man has
suffered 'on account of the fall in the value
of the Tupee owing to increase in the price
level, This is something for which there
is a ‘considerable demand. Shri
Bhoothalingam has gone to the extent of
suggesting a limit of Rs. 7,500. If the
Finance Minister cannot go to that extent,
let him at least raise the limit to Rs. 6,000.

May T submit that, in taking off the
obnoxious Annuity Dzposite Sch the
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Rs. 40,000, the Annufty Deposit ‘Would
have amounted to Rs. 3,600, That has
been eliminaled, but ‘the tafes have
increased by Rs. 2,000 !

The whole of the income slabs should,
in view of the reduced value of money, be
re-considered and recast so that middle
classes, the dynamic section of society,
are  given some relief. The income
brackets from Rs. 10,000 to Rs. 70,000 or
Rs. 60,000 should be r idered, should
be recast, so that the progression in tax on
various income brackets is shified upwards
or, .in other words, the tax rates on such
inocme brackets are reduced downwards,

Then, there is no justification, whatso-
ever, for double taxation of registered firms.
The Law Commission and also Shri
Bhoothalingam - have recormmended that
this double taxation should be abolished.
I would commend to the Finance Minister
to have this considered.

May 1 submit that, actually, during
the last decade, the tax structure has been
distorted to such an ‘extent and $o0 many
inequities have been ‘introduced more or
less on am 'ad ke basis that mere simplifi-
cation would not render th'e tax structure
production-oriehted or growth-oriented -
What is necessary is that inequitable &nd
oppressive provisions of law should be
removed.  Also, de-escalation of the tax
rates is, in my opinioa, imperative. An
innovation has been introduced by the
Finance Minister, nam#ly, an cxefption
of the dividend from tax to the extent of
Rs. 500. In Pakistan, 1 believe, the tax
exemption is upto Rs. 5000. Anyway,
that was an excellent inmovation ; that was
onie of the very good proposals from the
Finance Minister. May I tell him that
even incotne from the Unit Trust is exempt
from tax opto Rs. 1000. Let him consider
raising this exempt dividend figure, to
Rs. 1600 if he finds it possible.

The Finance Minister's proposal for
the Yimitation of the period daring which
t shduld be completed to 1iwo

Financé Minister has done a commendable
job 2 1 comgratulate him on this. But
there wre certaun aftér-effects. Every bad
thing has certain after-effects, and here
also there are cenain after-effects, i.e.,
the taxes have gone up considerably
beeause the Annuity Deposit Schéme has
been

token off. Qb an imcome of

years is, indeed, welcome. But it is felt
that the I. T, ©. fhay complete the assess-
ment once to comply with the formalities
of the law and then flout it by reopening
the assessment thee dext day ; to that, there
is mo limit. T Wduld sﬂb{ml that a limit of
tWo yéars should also be there in respect 'of

coﬂlplnuh 'fvofl'ﬂ?d asseasm: Jtis alsg
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important that there should be a limit to
the time within which the appellate
decisions are impl d by the 1. T. O.
At present the I. T. O. can keep them
pending for an unlimited period; in certain
cases, the appellate decisions are kept
pending for two or even three or four
years. and nothing is done about them. 1
think, some limit—six months—is necessary
in this regard.

Sir, it should be made obligatory on

the part ol‘ the Income-tax officers to make
provi nents, whers omn sub-
mission of a tax return, refund is due to
the assessee. At present, the law says that
he may do so. If you allow the discretion
to vest in the ITO, you may be rest
assured that he would never do it because
he will always say that he is going to take
up the assessment, whatever the period that
may elapse. 1 would even go to the extent
of saying that it is the tax evader who
flourishes in the present tax-structure, and
the honest assessec lives in comparetive
middle class poverty and dies also a
middle-class pavper. [ know the Finance
Minister would say that whatever may be
the Tax structure dishonesty would
continue.

SKERI MORARIJI DESAI :
said that everybody is dishonest.

I have not

SHRI S.S. KOTHARI: I am glad
he is saying that some people are honest.
I accept the point. The point I am trying
to make is that there should not be such
a cynical disregard of the innate goodness
of human pature. If the taxes are brought
to reasonable level at least 50 per cent or
75 per cent of the people would follow
the straight and parrow path of honesty.
As regards the tax evaders, I hold no brief
for them and you may deal with them as
you think best. “If the tax structure is
reasonable and good, most people would
like to pay the taxes correctly.

SHRI MORARJI DESAI: What is
reasonable tax structure, will you say ?

SHRI S. 5. KOTHARI : A reasonable
tax structure is such that promotes growth
and leaves sufficient amount with the

jpdividualy jn for saving and -ipvesi:
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ment, which can fructify in their pockets,
which can lead to further growth and sav-
ings. If the economy is flourishing the
tax revenues would also be buoyant and
the Finance Minister would profit by it. A
surcharge of ID% was imposed by Shri
Sechin Chowdhury and instead of increas-
ing the revenues it resulted in diminishiog
returns of taxes. Taxes should be fixed at

such a level that diminishing returns do
not occur.
The economy at present has lost its

capacity to genera'e savings and surpluses
and therefor it has lost its momentum of
growth. How can you have momentum of
growth if that surplus is not there and if
that investment is not there ? Incomes
have gravitated to the rural and agricultural
sector. It is well and good. Part of that
income would have to be re-invested in
agriculture itself. And, as regards the
balance, it would present difficulties of
mobilisation. Efforts have to be made in
that direction.

As regards the public sector, it is not
generating sufficient returns on capital em-
ployed. The yield has gone down from
3'6 per cent to 2'6 per cent and now it is
less than 1 per cent. As regards private
sector. I would submi) that due to various
factors, of which taxation in an important
one, there are declining profits and return
thanks to recession and the poor state of
the capital market also, surpluses are small.
The consequence is that the economy does
not have the momentum of growth, which
would enable it to come out of the rece-
ssion onlv. The capital output ratio has
been consistently declining. It was 2:1
in the first plan; 3 : 1 in the second plan
and 6 : 1 in the third plan.

That means a deterioration in the use
of capital. It is not enough that you just
reach your expenditure targets. What is
necessary is that the expenditure must be
productive; production must balance the
amount of money that is ecither spemt or
treated as capital outlay. Only then you
can hold inflation in check.

May [ submit, Sir, that the Planning
Commission, now fortunately a subdued
creature, is reported to be engaged in exer-
cises with regard to the formulation of the

Fourth Plap. | would submit the experigncey



488 Finance Bill, 1968

of the last decade should notbe forgotten, The
plan should be compiled with ruthless rea-
lism apd withio the constraints imposed by
the existing resources available. A conti-
nuous review of the Plan—which should be
flexible—is necessary and imgplementation
should be closely scrutinised so as to avoid
imbalances and short-falls in targets. Exer-
cises in performence budgeting, in which
direction a modest beginning has been
made this year, should assist in realistic
assessment and identification of areas in
which corrective action is needed.

With regard to public enterprises, I
would only say that the policy of ‘neither
carrot nor stick® has the seeds of failure in-
built. That means that if you do
not give any award or any encouragement
or provide incentive for good work and if
you do not penalise those who do not func-
tion properly in the public enterprises, the
consequence would be gross inefficiency
Public enterprises have touched the nadir
in the mismanagement and the losses have
scaled new peaks. Therefore, I submit—
this is very important —that the top men in
the public enterprises should not be civil
servants or politicians. They should be
technocrats and men of skill and experience.
Even in socialist countries as well as in
capitalist countries the giant corporations
which are successfully run are headed by
technocrats, people with technical skill.
You have to explode the theory that a civil
servant can be put in any position. He is
good for administration, but as far as in-
dustrial management is concermed, my
humble opinian is that he has proved a
complete failure and a change in the system
is absolutely necessary.

I would like to submit to the Deputy
Finance Minister that he should exercise
about 5% cut in expenditure besides what
he has done.

SHRI INDER J. MALHOTRA (Jammu):
The hon. Member is referring to Deputy
Prime Minister as Deputy Finance Minister.

SHRI S. 8. KOTHARI: No, No.
Don't worry. [ bave got the the highest
respect for him.

SHR] MORARJI DESAl: What di-
flerence does it make 7’
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SHRI S. S. KOTHARI : The areas 1
would like to identify where economies
can be made are the Planning Commission
and other departments. Would the Finaoce
Minister kindly listen 7 He generally says
‘How can economy be effected 7 1 would
indicate certain areas—the Planning Commi-
ssion, the Offices of the Coal and Iron &
Steel Controllers, the Food Department,
the Indian Embassy in UK and other mi-
ssions, the Ministry of Community Develop-
ment and General Administration. Of
course, with regard to the outlays on public
enterprises, on the floor of the House I
had indicated certain criteria and I do not
think it is necessary for me to repeat those
criteria again. I may just submit that the
French Planning Commission have a per-
manent staff of only 60 civil servants and
they have been ableé to achieve first class
results; they are achieving 59}, cumulative
rate af growth. May I submit the propo-
sition that the sucess of planning varies in
inverse ratio to the number of persons in
the planning Department and the number
of directians, controls, orders and regula-
tions that are imposed on the industrial
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. sectors of the economy.

Finally, I would just make one point—
that is, the need of the hour is the creation
of increased opportunities of employment,
accelerated investment in the economy and
stimulated production. The backlog of
unemployment which stood at 7 million at
the end of the Second Plan has tauched 10
million or even more at the end of the
Third Plan. A sound basis for promoting
better incomes and living standards is to
expand the instruments of production. Sir,
the answer to communism and agitations is
not as one hon. Member has suggested,
banning Parties. That is an absurd “solu-
tion. The answer lies in providing a mul-
titude of small and large scale ipdustries
coming up in the country, so that they can
provide gainful employment lo the masses.
If you do that, you are bound to check the
political and economic instability that you
see to-day in society. Fiscal and mopetary
policies have to be rendered production and
growth oriented and money tust be allow-
ed to fructify and be productive in the
hands of those who use it economically and
use it beneficially for the country. Incen-
tives to ‘work, save and invest' must be
maintained so that dynamism is imparted
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to the processes of growth A stagnant eco-
nomy does good to nobod:r.

Thercfore, what I would suggest ulti-
mately is this that all the policies should
be rendefed p;pducr._inh:nri_emed_ and prag-
matic and should not be framed on ideo-
logical grounds.

“The thinking of - the Finasce Minister
appears Lo be in the right direction, but it

should be matched by implementation. It
requires great courage. and conviction,to
reyerse wrong poligies. Let Morarji .Desai

rise to the occasien,

SHRIMATI TARKESHWARI . SINHA
(Barh) :
moved for comsideration by the Deputy
Prime Minister today has taken. cars to
accommodate many of the suggestions which
were made during the discussion of the bude
get and yet in.regard to the suggestion which
he could not accept he has. given certain
reasons for not accepting them.

So far as the postal rates are concecned
he has not given any reliel., The argu-
ment that he has given.is this that bezause
of the proportionately very high handling
charges, he is not in a position to give re-
lief 10 this aspect because he wants that the
P & T Department should be self-sufficient.
1 wish, that sell-sufficiency would be the
criterion of Government functioning.

We have seen the reports of the public
undertakings. The other day we hada
discussion on  industrial ‘development and
also the steel plants. We had hardly had
any time to go into all the questlons This
parl:ament has not been provided with any
opportunity to discuss the delalled reports
of the Committee on Public Undertaklngs
and the Esum:les Committee in a [ull-

fiedged ma‘nner Each item which is con-
SUming n‘moums of the order of Rs. 200 to
Rs. 1000 c‘.rores and more, requires to be

discussed.  So much of public money is
going into those channels, and it is the fun-
clion and duly of Parliament to discuss it
threadbare,

I would, however, like to submit to
the Finance Minister that thuugh he has
initiated many moves which will bring about
economy, the ,urgency that sbould . have
been shown is no; lhem I do not, ]muw
what the reason is, wl;emcr lhe reason is
that there is lack of cobesion in the team

The Finance Bill which has been
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that he is in or whether it is the fact that
all the other departments including his own
are not in a position to co-ordinate with
cach other and make some cffective contri-
bution to the econmomic challenges which
have been posed in the Indian economy.
This js the time when the Indian economy
has been goimg through risgrous strains and
stresses.

16.38 brs,

{Mr. Deputy-Speaker in the Chalr) -

Yet, this was the tims.whea the - Indian
economy could have taken up.the challen~.
ges also, and challenges can always bsgome
opportunities if they are takea,up boldly.

The introduction of economic thinking -
on whatever is discussed in the budget and
also an analysis of the economic pattern of
today and the economic conditions certain-
ly gives us an indication that things can be
improved. 1 would say that the Finance
Minister today is in a lucky position to
take up that challenge, because nature has
aiso helped him to accept that challenge.
Of course, | do not give all the credit to
nature. It is also duc to man's efforts
that there has been an agricultural revolu-
tion. More than the actual output of agri-
culture which may be 100 to 105 million
tonnes, the revolutionary orientation to-
wards agriculture is much more important.
We can gear that orientation towards an
affluent society, towards prosperity, because
not only cereals but agricultural production
in general is the base of all the production
ultimately in this country. The raw mate-
rials required for industry have ta cqome
from agricultural production.. The, orieg.,
tation that is.given Lo ggriculture . is . same-,
times distorted in the sense that when peo-
ple really want a viable economy, an orien-
tation of subsidised economy is brought
about. A wrong way of subsidy, can_make .
people lethargic, A wrong way of subsidy °
and help has been gifted, whereas help and’
initiative should have been geperated for
building up proper pcrsmuve of agricul-
ture.

That is what has happened in the agri-
cultural sector.

When we really make an overull budget,
we count the invesiment mede ip the capi-
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tal budget, the investment made in big
dams and big reservoirs. If the output of
those dams and reservoirs has not bu‘n
fruitful and has not been up to the mark, is
it the fault of the cultivater ? Is it the
fault of the person who cultivates his land
that in spite of thousands of crores of ru-
pees resources spent in our agricultural pro-
grammes, the burden of the expenditure
has not been properly distributed on the
agricultural head ? Generally we find this
sort of approach. Even-Prof. Gadgit has
propounded this theory that so much has
been spent in the agricultural secter; so why
should not that sector be asked  to pay
back ?

First of all, it is not only the pouring
in of resources that makes the capacity to
pay larger. Actually, investment has to
be judged by the viability of the. agricul-
tural cconomy. However much money you
may pour in, if it goes down the drain, you
cannot put the blame on the agricultural
sector for not producing enough and not
creating the resources necessary.

I would appeal to the Finance Minister
to make agriculture viable, to make agri-
culture the buoilt-in strength of the¢ Indian
economy and then tap the resources.

Why are we asking for banks nalionali-
sation ? A lot of misunderstanding was
caused about it. But what was the feeling
due to which we were asking for it 7 We
were asking for it because taday the sel-
up and erientation of the Indian banks is
such that smajl units ,bave no  chance.
Even the bigger units have always been
making a very small capital base. They
were not finding any equity money oul-
side the market. With a small capital base
that they get from the market, they approa-
ched the investing agencies and get mongy.
Thus they come in the market and domi-
nate important sectors of the economy and
no small unit could ever live in competi-
tion with them,

Then also the baoks have been so .nar-
rowly orignted. in their outlook that they have
confiped themselves to only viable .urban
areas, That is, a .particular.bagk whose

headquarters is, say, Delbi, opens branches.
in Madras, Culcutta and Bombay with the .

result that they cater,only to cerlaip select-
ed popylation of the society. In spite of

all the goadings, to spreed into. the .rural

arcas, they wers not interested in it. That is
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why we were insisting, that by a natiooalis-
ed institution and controllled banking,
Government would be in a better position to
make banking investment more viable and
to redirect it wherever it is desirable.
Some of the private banks have done it.
Some South Indian banks have done a very
good job in the rural arcas by spreading
to the rural areas with resources ; but all
the banks have not done so.

The Finance Minister has said that he
is going in for an experimentation. He has
promised us that he would reach that goal
through the social conrol measures that he
has brought forward. | wish he would
succeed. We do not doubt his wisdom
or sincerity of purpose. 1 think if he
could, he would do it. Let us give a
chance to him to see that the mission with
which he has brought forward the social
control  measures, the ambition we have,
all together for making banks more
viable with a.wider network spread all over
is realised. If he succeeds through the
Bill which is now uonder reference to the
Select Committee and which is very soon
coming up back to us for our discussion,
that serves the purpose.

But I weuld like to say this that today,
we are in a very lucky position .that a lot of
money is going to be released in the rural
areas. If Government want to tax it
immediately, I do not think - Government
will succeed, because the farmers have not
becn used to that. kind of thing. Their
cconomic patiern has never. been goared to
that kind of challenge. Therefore, immedi- -
ately if you start putting tax on the rural.
areas, income-tax on the rural sector, it- will
not succeed. | do not demy that there
have been vested interests in the rural areas -
which have minted money because of rise
in prices. All the same, I weuld submit
that with the organisation we have, it will
be very difficult for the instruments of
Government to orient their administra-
tive capabilities to mop up the entire -
village savings through tax and make it
more viable. But.there is another way by
which the Finance Minister can do it, and -
that is. by openiog rural bank branches-not
in competition with . co-operative societies
but. really suppslmenting ihem in the.sural:
areas. . These banks and.tnese co-operative
societies can act.in this. field. They have
been doing ,that in . Maharashtra and.
Gujarat.
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They act as the guide, friend and cootributed and  subscribed. When

philosopher. Vesied interests should not be
allowed to creep in. In Bihar I am sorroy
1o say it is my State co-operatives are being
used o promote vested interests. The
affairs are conducied in such a callous way
that | cannot describe them. Whole
families are involved. [ know a leading
family in a particular village [ come
from a village constituency established
a cooperative sociely and all the
members of that family including their
cook and bearers and the maid servants
have become members of that co-operative
society. If they give to any individual,
shares worth Rs. 10,000, they get a pro-
missory note signed for Rs. 15000 or
Rs. 20,000 so that if need be he could be
sued in a court for much more than the
amount he had really held as shares. This
is the kind of co operativ: apparatus in
Bihar. If this is not checked, it will lead
to a vicious circle in the village life. |
appeal to the Deputy Prime Minister to
ask the Reserve Baok to conduct a proper
survey and plug these loopholes so that all
the money that we pour in the rural
areas may oot be misused. The rural
banking system could act as a friend, guide
and philosopher. The rural bank can issue
passbooks for deposits of money received
by them and the people in the
village should be allowed to take their
money ; in addition overdrafts also should
be allowed on the basis of those passbooks.
Whenever a villager harvests his grain he
should be allowed to keep them in the
village godowns of the small banks or the
co-operative banks. Otherwise, he is
forced to sell his grains cheaply, under
duress. Rural savings can be mopped up
in this way and as some of the leading
economists in the country say you can get
nearly HRs. 500 crores from the rural
economy. The people of India have never
been wanting in paying their dues and
contribution to pational life. You, Mr.
Deputy-Speaker, are a great student of
economics and you know that between the
First Plan and the Second Plan the rate of
taxation has increased by 45 per cent. It is
the people who have contributed this
money. But economic problems cannot be
solved through taxation alone. Whenever
the Government floated loans, people have

Government has wanted money from the
people of this country, they have given it
without any difficulty because of there un-
flinching faith in the Indian Government ;
they have been giving their love, affection
and faith and everything 1o the Government
It is for the Government to mobilise these
and if we can orginise rural co-operatives
and small binks, | think it can bz done.
Until and unless we do that we may oot
be able to get the rural resources which
are lying idel or will be frittered away.
There are thefts in the villages ; there is
insecurity. Therefore, they buy gold as
they feel they could not be secure with
regard to money. Or, they buy jewellery
and deposit the gold or jewellery in the
binks. That becomes decad money. If
we provide them an alternitive source of
investement from which they could also
earn some money they will gladly invest
that money in banks.

The Second point is about deficit
financing. Somctimes the uncovered
balances give a fillip to the economy. 1If
we study the banking operations for lhe
last three months, you will see where the
money has gone. Budgetary deficits lead
to banking deposits being utilised in holding
up goods and commodities available with
the business class. The Food Minister
was saying the other day that he was
interested in taking the price in relative
balance on a little lower scale.

But he has not been able to do it. On
the other hand, the reduction of prices
has been haphazard. At some places,
where there is no economic mobility, where
from the foodgrains cannot go, the prices
have gone down, and where there is a
movement, the prices have not gone down.
This is because of the fact that there is
still some hoarding due to the machinery
which operates in the villages. That is why
1 submit to the Finance Minister that this
price stability is very essential for anything,
that he wants to do. [ do not think
reduction of prices is possible in a very
big way. It never, happens. When the
price ratio goes up, it remains up, it has
never happened in any economy anywhere
in the world that the prices come down
once they go up. There should be there-
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fore relative balance in prices. I would,
therefore, appeal to the Finance Minister
to see that the prices are obtained in a
relative manner ; it should not go up and
down ; when it once goes up and then
comes down, it is no solution to the problem
It will lead to another problem, as for
example, the tremendous shortage of sugar
in the light of the present prices. So,.I
want stability in prices in a relative manner,
and if we are successful in keeping the
stabiiity in prices for 12 months, I think a
lot of trouble in Indian economy will go.
So, stability in prices should be the main
objective of the Indian Government.

I am glad that Prof. Gadgil has made
it very clear. He has given certain basic
propositions. | must commeénd one thing ;
that ever since Prof.Gadgil took over the
chairmanship of the Planning Commission,
the Planning Commission has started func-
tioning as it should. Here is an hooest
man who has said, “It is not my job to
evolve any policy; it is not my job to decide
policy or suggest ezonomic reform or to
suggest any economy to deliver the goods.
I am giving certain alternatives. It is for
the Government to decide their policy and
take a policy decision on this matter.” The
other day we were talking about it. Prof.

Gadgil said, “these are the alternatives:

which I have submitted. Tt is for the
Government to decide; the taking of deci-
sion will be at your level and not at the
level of the Planning Commission.” I am
glad that here is a man who has brought a
lot of practical approach to the problem
with sincerity. Let us take advantage of
the situation. But he has also been insis-
tent that the first objeztive we have to
achieve is, stability in the Indian economy"
I would appeal to the Finance Minister not
to be swung away by the galleries; [ would
appeal to him never to give in to the lobbies
here, there and everywhere and to stick to
the basic concept, that you should bring to
the present economy in India, an element
of stability, so that the people can start
thinking that the country's progress has
started on a normal movement, that a scien-
tific policy has been evolved and that there
is a correct orientation of the programme.
There are certain proposals which were
criticised by Mr. Dandeker. Mr. Dandeker
wanls everything to be , given back to busi-
ness men on a platter. He says everything
ks bad; every control is bad; every tax s
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bad so that the entire revenue of the Gover-
nment of India should be given back to
business. That is what Mr., Dandeker ex-
pects. But in spite of all this, he should
have appreciated really the concession which
have been given by the Finance Minister,
looking to the difficulties of the business-
men and looking to the difficulties of the
people whom these things have affected.
But he wants even the punishments to be
reduced. What does he mean by it? We
should not make everything so light.

I would like to say something about
smuggling Sir, do I have a few more miou-
tes ?

MR. DEPUTY-SPEAKER : Yes.

SHRIMATI TARKESHWARI SINHA :
You come from Bombay. You know that the
entire economy of Bombay is being destro-
yed by —

AN HON. MEMBER : He comes from
Maharashtra.

SHRIMATI TARKESHWARI SINHA :
Bombay is in Maharashtra. The hon. Mem-
ber should have a little more common sense!
Now, Sir, I wish the Deputy Prime Minister
and Finance Minister when he goes to Bom-
bay —of course he goes there very ofien—
himself finds out these things: he will find
that on every platform, on the payements, im-
ported Nylon shirts are available at Rs. 9 each
while the nylon shirts which are indigenously
produced cost Rs. 37, Rs. 40 or Rs. 42
esch. [ understand that eight lakh pounds
of nylon yarn are lying in Bombay markets.
The peopls sav that if you want to erect a
plant, you can get that plant by smuggling!
Wihtin two months, you can have an entire
plant and erect it through smuggliog. This
is a very sinister move, and some countries
outside do that; they want to really destroy
our economy. This is a ssrious matter, that
there is smuggling going on from our nor-
thern borders, from our eastern borders,
from the oceans, from everywhere surround-

ing India. This sinister game is being
played against the economy of our
country in which unfortunately our own

times get involved. To
think about this country should be a
matter of pride. This Government should
set an example for creating national pride.

The egtire Indian economy is going to by

people some
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destroyed if smuggling is not stopped. It
is not a case of just one or two people smu-
ggling. It is-being done in a big way. I
spite. of -our efforts to improve our -relations
with Pakistan, I am sorry to say thatPakis-

tan and China are comniving in destroying,

the Indian economy, because they:find that
the Indian people have so much perseveran-
ce'that in spite of the hardships which they
have suffered, they have sustained themsel.
ves. Therefore, this question of -smuggling
should be tackled on a war-footing.

The objective of our company law is
that foreign or even companies will not go
on creating fabulous posts of executives.
The company law had said that only upto
5 per cent of the company’s 'profit only will
be allowed for salaries. 1 do not kmow
how this has been carried upto 10 or even
15 per cent. There was an alt*rmative—35
per cent of profits-or one person should not
get a salary of more than Rs. 1,15800. But
I can give the names of companies where
this has not been observed—Larsen Taubro,
Duncan Brothers, Good Year, Firestone,
lenson & Michalson—there are Indian com-
panies and foreign companies where the
emolument of one individual is more than
Rs. 2} lakhs. Where is the Company law ?
Whose vested interest is it serving in this
blatant manner ? I would appeal to the
Finance Minister to gear up the company
law administcation. We are trying to India-
nise the foreign companies, The Indian
shares, including LIC's, are substantial. If
LIC takes the initiative, it can have every-
thing done in foreign companies, "because
.individually the share of LIC is the maxi-
mum. A campany like Jenson & Nicholson
making a loss of Rs. 1 lakh every year, has
been appointing persons on fabulous sala-
ries. The first managing director of the
company was involved in foreign exchange
violation and when he was' caught by the
Bombay or Delhi customs, foreign currency
was found under his shoe sole. After that,
Jenson & Nicholson has appeinted on a
fabulous salary another mamaging director
who has come from Australia. What is the
company law administration doing ? I
brougnt these things to the notice of the
Deputy Prime Minister and he promised to
look into them. This is a wvery serious
matter, Just under his nose, the company
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‘jaw departmenthas given pérmission to the
appointment of these executives.

‘SHRI MORARJI DESAI : The com-
pany Jaw administration is not ‘under the
‘Fimanee Ministry.

SHRIMATI TARKESHWARI ‘SINHA :
‘But he:is ‘holding the purse'strimgs ol the
nation:and he-is Deputy Prime Minister. 1
am speakiog with a lot of feeling. Our Indian
boys and girls'are smart and rasourceful and
they know-all the ‘techniques. 1-am not
.referring to.myself. 1.am not a boy or girl.
I have .passed that stage long ago.

MR. DEPUTY-SPEAKER : Some hon.
membere complained hst ‘Friday that 1 was
not quite chivalrous. MNow, please conclude
with a sher. Thenuhe appeal will be more
effective.

SHRIMATI TARKESHWARI SINHA :
I appeal to the Deputy Prime Minister to
look into it seriously. This should not be
allowed under his very nose. Of course, we

‘will allow the foreign companies what is

their due, but, they cannot be unfair 1o
Inaia. e should take it up seriously.

My last point is 4o connection with
LiC.

17.00 hrs.

You know, Sir, that LIC shares, both
preference and ordinary shares, in one
company and that is Jenson and Nichol-

son are worth Rs. 60, lakhs, The LIC
today is in a position to pull Messrs.
Jeason amd Nicholson—also other

companies like Larsen and Toubro and
others —in any way it likes. Which is the
company in which LIC does not have a
substantial share-holding capacity and if it
wante, it can pull them in any way. LIC
should not be a sleeping ageacy but an
active, living ageacy. They should be active
enough to gear up the economic situation
and make these companies conform to the
policies laid down.

Before I coaclude, Sir, [ waat to say
only oac thing. Though in the past what-
ever we have said in Parliament has gone
compieiely away over the head of the Minis-
ters, gill, we have some hope and on that
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I would like to recite a couplet appealing
to the Finance Minister :

‘g qrer 7 fawar T o9 mx
@ Aa e w2

SHRI SEZHIYAN (Kumbakonam) :
Mr. Deputy-Speaker, Sir, while discussing
the Finance Bill which is brought to give
statutory form to the financial proposals
contained in the Budget it is but natural
that it has to take into consideration the
very basis and the emphasis of the direc-
tions given in the Budget and its proposals.
The other day the hon. Deputy Prime
Minister replied to the discussion on the
Budget and one of his ablest colleagues,
Dr. V.K.R. V. Rao, the Minister of
Transport intervened. They raised certain
basic points which require a closer attention
by us.

Dr. V. K. R. V Rao while intervening
in the debate said :

“I venture to intervene in this debate
because to my mind the Budget is one
that should cause a lot of thinking in
the country about the future of our
economy and the major objective before
us',

That is . quite true. This budget, the
basis on which it has been drafied, the
future of our economy and the objectives
before the Government and the country,
all these are to be analysed. One of the
important- points which was very ably and
favourably advocated by the Minister of
Transport was deficit financing on which
even the hon. Deputy Prime Minister
spent much of his time. Even in the
budget specch, he has stated that he has
done some plastic surgery taking some
flesh from here and putting it there.
Though he has definitely given pain to the
economy, I do not know how far and
how much he has succeeded in beautifying
the Indian economy. The pain is there,
the wound is there, but 1 am doubtful
how itis going to improve the Indian
economy. .

When the Minister of Transport and
the Deputy Prime Minister spoke this year
about deficit financing as the best solution
and the benefit it is going to bring, it
Tooked as though it was the only panacea
available to the country. They almost
made a virtue of it as though deficit

financing has come to be considered as one’

of the virtues of public finance, and it hay
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caught the imagination of many people in
rushing to conclusions as to why we should
not do many things by deficit financing
instead of going to the people, for taxes and
other things. Nolessa person than the
Congress President and the Chief Minister
of Mysore, Shri Nijalingappa while
speaking in Bangalore on March 9th, has
gone all out for deficit financing. A
report which has appeared in  Sraresman
datad 10th March 1968, says :

“Shri ~ Nijalingappa said  here
yesterday that they should resort to
deficit financing if necessary to build
medium and minor irrigation projects
in the country. He said that he was
persuading the Union Government to
go in for deficit financing and expressed
that thzy would accept his suggestion™.

It is not only the bright idea of the
Deputy Prime Minister, it is also the idea
of the Congress President that the Central
Government should indulge in this.

“The Chief Minister who was
opening the five-day Mysore State
Farmers' Conference said to provide
assured irrigation facilities it would cost
between Rs. 1,000 to 1,500 am acre.
He did not mind deficit finanting for
a few years to complete some of the
irrigation projects contemplated™.

If we take the statistics, we will see
that it is not so easy to resort to deficit
financing to complete any project, not to
speak of all irrigational projects. The net
area under cultivation now is 334 million
acres. The net area icrigated is 61 million
acres or 18 per cent. The balance unirri-
gated is 273 million acres. If we take to
the idea of Shri Nijalingappa and try to
indulge in deficit financing of Rs. 1,000 per
acre, it would come to the astronomical
figure of Rs. 27,300 crores of deficit finan-
cing. Even if we spread it over 20 years
it will come to more than Rs. 1,400 crores
a year. Thisis a werv easy solution to
all the problems in the country !

Now deficit financing has been made a
virtue and it has caught the imagination
of everyone. 1 want to be very serious
while  discussing this issve, T am quoting
all this 10 show that they have made
deficit finanzing a virtue and a force.
Instead of saying that they have given' up
planning and socialistic pattern and that
they arc ip the doldrums and that they
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have no other way except this, they have
made it a philosophy, a virtue. Because,
ooly last year, when the Deputy Prime
Minister was introducing the budget, he
was very categorical about deficit financing.
He said :

“We consider it of the utmost
importance that our primary concern
of the present moment should be to
put an end to "the psychology of

inflation” — not inflation but psychology
of inflation—

“Continued and large budgetary
deficits over the past few years have
contributed to this psychology. 1
propose, therefore, in the present
budget also to limit the outlays of the
Central Government strictly within the
resources which can be mobilised in a
non-inflationary manner.”

Then, while replying to the generul
discussion on the budget on 14th June 1967,
the Deputy Prime Minister stated again :
“As 1 said, it must be a balanced
budget. If it is not a balanced budget
and if it leads itself to a deficit then
it would harm everybody, and that is
. not the intention of anybody. 1 only
hope that the balanced budget does
not make anybody unbalanced™.

Last year he was very much agaiost
deficit financing. By bringing a deficit
budget this year, [ do not know whether
by his own definition he has become un-
balanced ; it is a matter for him to decide.
Last year a balanced budget was considered
to be a virtue. This year a deficit budget
is considered to be a virtue. )

Of all persons, Dr. V. K. R. V. Rao,
a noted economist, a Professor of Econo-
mics, who was in the Planning Commission _
and who is now a Minister, he has given’
full support to this. He says that this is
the only way to get out of the rut. Big
governmeatal expenditure, deficit financing
everything he has extolled very high. He
has been a professor and he has been in
the Planning Commission. 1 do not know
whether as a Professor of Economics he
was holding the same view because I have
not got the good fortune to be one of this
students. But one of his students has
written in the newspaper of what they werq
taught by Dr; Rao.  The student writgs :
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“It may seem rather strange that in
defending the part played by deficit
financing to bring about economic
recovery Dr. V.K. R.V. Rao has
departed - from the stand that he had
taken on the subject as an academician,

During his lectures at the Uni-
versily on the applicability of Kenesian
economics to Indian conditions, I
distinctly remember Dr. Rao asserting
that a primary increase in investment
through deficit financing will not lead
to secondary, lertiary increases in real
income and output but only to secon-
dary, tertiary increases in money income
and a consequent rise in prices™.

The student continue :

*It wae Dr. Rao’s firm view that to
the extent the Keynesian multiplier
does not apply to the under-developed
countries, the policy of supporting
increased investment by deficit financing
will only resultin increase in prices
rather than in increases in output and
employment .

The student further writes :

“It is, of course, understandable that
Dr. Rao, in his capacity as a profes-
sional economist in the Cabioet, is
called upon to defend his colleagues
but his students would have realised
with regret that Dr. Rao has departed
from the realm of academics to the
realm of politics™.

This is what the studemt says. That
is on record. As a professor he has not
accepted the theory that through inflation,
through deficit Budgets, a stimulation to
real development can be given.

Then, this is what he has written in
the AICC Econamic Review just before the
Jaipur session, on February 10, 1966. This
he had written whén he was a member
of Planning Commission and had not yet
become a Cabinet Minister. The caption
of this article was : *“How far are we
planning for a socialistic society” ? The
other day when he was defending deficit
financing in the Budget, he described
himself as **a lifelong democratic socialist
and consistently so”, He had written in
1966 in the AICC Economic Review, Jaipur
Fession Number :— -
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“If one were to view the question
superficially and statistically, it would
appear that considerable progress has

taken place. In actual practice,
however, economic growth has been
much less than contemplated... ... There

is a great deal of talk and action taken
on incentives" —

now also they talk of incentives ; but
this is the view that Dr. Rao held -in
1966 —

“There isa great deal of talk and
action taken on incentives, but these
incentives do not have a foundation
on social impulses mnor are they
designed to appeal to the cooperative
and collective in human nature...” In
fact incentives are now being given to
those who have made money by evading
the law... The socialist psychology
and attitude does not exist in any
positive or concrete form nor is any
action being taken to inculcate sugh
an attitude while simultaneously what
may be called the capitalist psychology
and capitalist attitude to develcpment
is mot only growing in sign:ficant
measure, but is also not being dis-
couraged to grow by governmental
policies and programmes”.

This is what he wrote in 1966. Proba-
bly, within two years conditions might
have changed for him, I do not koow.

This Budget was brought on the last
day of February this year and, I thiok, he
spoke on March 12 or March 13. But
this is what he had written on February 1
this year, 1968, again in the AICC
Ecomomic Review as Minister of Transport.
Here he has captioned the article: *“Indian
Economy At The Crossroads”. Because
now he has definitely accepted this theory
of deficit financing because conditions
might have changed—that is what the
Deputy Prime Minister has said and I
accept this veiw... (Interruprion)

SHRI MORARJI DESAI: May |
tell the hon. Member that I have not
accepled any theory of deficit financing ?

SHRI SEZHIYAN : Then, 1 wiil say,
he has resoried to deficit financing. 1 stand
correcied. Can 1 say that he does not
accept it but he has resorted to it ?
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In the AICC Economic Review dated
the Ist February, 1968, under the caption
*Indian economy al the crossroads™, Dr.
V. K. R. V. Rao as Minister of Transport
has definitely said this about deficit inanc-
ing. Within 30 or 40 days how views
change ? Have conditions changed 7 No,
not within 40 days. Here he says :—

“Apart from difficulties of external
finance, the lack of availability of in-
ternal resources or rupee finance is also
leading to slackening of investment in
both the public and private sectors with
the result that there has been no acce-
leration of investment during the last
two years. An even more disquieting
factor is the fact that though we expect
a bumper harvest this year, an addition
of Rs. 15,000 or so crores to rural in-
come, and a growth of nearly 12 per
cent over last year’s income, we are
not able to step up our investment be-
cause of the difficulty of tapping a
part of this additional income for re-
source mobilisation.

In fact, resource mobilisation is our
biggest headache today, both in rupee
terms for domestic expenditure and in
terms - of foreign exchange for external
expenditure.  Deficit financing is no
answer to a shortfall in rupee resources
nor is foreign aid a satisfactory answer
for financing developmental imports.”

This is what he has said on 1st Feb-
ruary, 1968. He has now come and said
that deficit financing bas to be induled in.

Just now, a friend of mine was saying
that the conditions have changed and,
therefore, they have to change the measures
also. Conditions may change. As a stu-
dent of mathematics, he should know that
only when there are variables, that theorem
comes out. The theorem should fit ia
with so many other variaties. Even if the
conditions change, the basic logic, - the
basic thinking, cannot change. The situa-
tion can change.

One of the main argumenis that has
been brought forward for indulging in this
deficit financing is that they got a bumper
crop in the current year, 1967-68, they ex-
pect a good crop and, therefore, an amount
of deficit inancing to the order of Rs. 230
crores or Rs. 300 crores can be absorbed in

- the system of economy. If that is so, it is
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a good thing. Nobody is going to worry
or to criticise this. But what - is the past
experience Did they go by this norm 7
Did they indulge in deficit financing only
whenever they had a bumper crop ? |
can point.out many years when there was
a steep fall in production but till they
indulged in this deficit financing. 1 can
point out certain” years when an equal
amount of production was there but the
price rose. Their theory is that deficit
financing will not allow the prices 1o rise
and that it will be absorbed by the pro-
duction, by the incentives given and by
stimulating the agricultural production.

-1 have got the statistics of the past 7
years from 1961-62 1o 1967-68. In 1961-62,
the food production was 82 million tonnes.
The . deficit financing indulged in was of
the order of Rs. 114 crores. WNext year,
there was a drop in production by 2 million
tonnes but the deficit financing was raised
to the tune of Rs. 156 crores. Then, next
year, it was not so favourable and it was
81 million tonoes, almost stagnant. but
still-the deficit financing was upto Rs. 167
crores. In 1964-65, the production was 89
million tonnes, that is, the famous bumper
crop, and ecven then also they induled in
deficit financing to (he tune of Rs. 172
crores. In 1965-66, the food production
went down miserably to 72 million tonnes
but the deficit financing went upto Rs. 173
crores. Was it visualised then that there
was a fall in production and that the econo-
my will not absorb it ? Did they refrain
from indulging in deficit financing in low
production yaers? In the year 1966.67
the food production went up to 75 million
tonnes, only 3 million tonnes more than
previous year, not as good as 89 million
tonnes, but the deficit financing went upto
Rs. 295 crores. Last year, it was to the
tune of - Rs. 300 crores and this year it is
Rs. 290 crores.

Now, let us look at the wholesale price
index. Has that always fallen when there
is more production 7 They say this year,
they are going lo get 5 1o 6 per cent more
of indusiriul production and that they
expect a bumper crop. Some conditions
were available 'in the year ]964-05 and in
1965-65. Did the prices fall then ? -1f you
take the base of 1950 as 100, in 1963-64,
it was 139 and in 1964-65, when production
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was 89 million tonnes, still it went to 151
and in 1965-66, next year, it went to 172.
Therefore, the argument that it will be
absorbed is not borne out. It might be a
good wish and a pious hope. But it has
not been substantiated by our past experie-
noes. =

1 want to say one thing more. 1 do
not think deficit financing is bed by itself.
Whether it is going to be a demand
Benerator or a supply geoerator, that is the
point to be looked inlo. If the deficit
financing that has been indulged in is go-
ing to help production, then it is good.
But if it is going to simply add to the de-
mand pulls, then it will push up the price
and generate inflationary tendencies.

In 1968-69, they cxpect a growth rate
of 5106 per cent. In 1965-66, as I said,
the industrial output was much better, but
was not able to take the same dose. If
you go through the major tax expectations,
they are almost static this year also.

Dr. V.K.R.V. Rao said, while he was
speaking, that this was a way of getting
out of the stagnation and recession. He
said :

“This can be done cither by increase
in public expenditure, increase in out-
lay on the public sector, increase in
public production, or by stimulating
an increase in private enterprise.”

He has taken increase in public ex-
penditure also as a measure to give a boom
to- production ! It will only add to the
inflationary conditions. If it is a develop-
ment expenditure, it is well and good, but
if it is not a development expenditure, if
it is a non-development expenditure, it will
add 1o the inflationary tendency, and non-
development expenditure has been given
more and more a place in our economy.

If you take the percentage of distribu-
tion in the pattern of revenue utilisation
between the Centre and the States, if you
make an analysis of fhe three Five-Year
Plans, you will find this that the Union
Government has been spending more and
more of ils revenue on non-developmental
ones. The States arc much better ; they
Bive a better value to the money earned by
them ; though it may appear at first glance
that -it was the Siate Governments that
always indulged in non-developmemt ex-
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penditure and the develoomental expendi-
ture is done mostly by the Centre. Itisa
fallacy.

During the first Five-Year Plan, the
Union Government spent 23.4 per cent of
its revenue for developmental expenditure
whereas 76.6 per cent went for non-develop-
.mental expenditure. Then in the Second
Plan, the Union Governinent spent 30.6
per cent for developmental expendliture and
69.4 per . cent for non-developmental expen-
diture ; and in the third Plan the Union
Government has utilised only 19 per cent
of the revenue for developmental ones and
the balance of about 81 per cent has gone
for non-developmental ones, but the States
have spent during the first Plan 54 per cent
during the Second and Third Plan about
57 per cent of their revenue on develop-
mental expenditure.

In the budget proposals that the Finance
Minister has given, let us take the tax ex-
pections at the existing tax levels and see
what has been added ; the customs duty
at the existing . tax level for 1967-68, was
Rs. 523 crores and this will be Rs. 520 crores
in 1968-69, i.e., Rs. 3 crores less ; in the
case of excise duty, it was Rs. 1163 crores
and now it will go up to Rs. 1249 crores,
a slight improvement ; in the case of cor-
porate taxatiod it was Rs. 320 crores and
now it will go to Rs. 325 crores ; in the
case of income-tax, it was Rs. 300 crores
and now it will be Rs. 305 crores. Even
for Central planning, for which the entire
cfforts are being made, last year they pro-
vided Rs. 1859 crores and for 1968269 it
will be Rs. 50 crores less, i.e., Rs. 1809
crores.

My point is that......
MR. DEPUTY-SPEAKER : He should
conclude now.

SHRI SEZHIYAN : [ will finish in
two minutes.

When these taxes have become stag-
nant, when they are not collected more,
my simple question is this : will not the
addition of money supply increase the dis-
posal incomes and consequently generate
inflationary demands on goods and ser-
vices 7

Hc may ask, what the other sources
are there to avoid deficit financing. Yester-
day it has been reported in the papers that
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Shri M. R. Masani, who had beon the
Chairman of the Public Accounts Com-
mittee, has reported that, as per the P.A.C.
report, last year as much as Rs. 77 crores
have been found as infructuous expenditure
and could have been avoided. I want 1o
know whether any sieps have been taken
by the Finance Minister to mop up this.

Then, regarding postcard, one peculiar
argument bhas been put forward, namely,
that 75 per cent of the people in the
country are illiterate and, therefore, they
do not use them and, so, any increase will
not affect them. By the same argument,
namety, that 75 per cent of the people are
illitrate, we can save all the money that is
being spent” on education, on the papers ;
all the newspaper offices can be closed...
tUnrerruptions). | want to inform the De-
puty Prime Minister that we have found
that even the villagers, though they are
illitrate, still use them.

They ask somebody to write for them
and they use the postcards.

Regarding the income-tax and other
things, Sir, I will point out one or two
aspects and then I will conclude. Regard-
ing the need to increase in the limit from
5,000 to 7,500 Mr. Bhoothalingam in his
report, has analysed this point very clearly.
The Finance Minister has always been
harping that more and more- people should
contribute for national development and
more and more opportunities should be
given to wider seclions of the public. That
is why he is drawing the net wider to cover
all sections of the people...

Thisis what Mr. Bhoothalingam has
said in his final report. He said :

“The drive for enrolling more people
in the tax register has produced results
which are impressive only superficially.
In terms of growth of revenuve, even
potentially, this rather represents a
diffusion of administrative effort. Some
hold the view that making large
numbers pay direct taxes however
small they may be, is in itself desirable
in the belief that this represents a sort
of participation of the people in the
national effort for the mobilisation of
resources for development.”

He goes an to say :
“Some Revenue officials have esti-
mated that il work on petty assess-
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ments is cut out, the improvement in

the quality and speed with which the
remaining work can be done e.g. by
expeditious disposal of appeals, better
investigation, etc. will lead to increase
of tax collections by Rs. 100 croree for
some years besides an immediate in-
crease of about Rs. 200 crores merely
by finalisation of pending asscssments.”

Regarding the increase of the limit to
Rs. 7,500, and how much we are going to
lose, he says like this :

“In 1963-64, the revenue from this
range of tax payers below Rs. 7500 was
only Rs. 5.82 crores.”

Sir, even the Economic Review, the
Official organ of the AICC, the party to
which our hon. Deputy Prime Minister
belongs 10, has put it uvnmequivocally as
follows :

“There is, of course, no relief for
the common man in the budget pro-
posals, except that the fears of his
position worsening as a result of any
new measures have been proved wrong.
The relief for the common man is in
the lowering of prices of some basic
commodities which he needs for his
daily use.

It is proof of the general non-resis-
tance to budget proposals that the
raising of the price of the post-card is
one issue on which most critics are
concentrating. We hope the Finance
Minister will sense the mood of the
country and anmounce at least somé
relief here.”

1 hope the hon. Deputy Prime Minister
will take this suggestion into comsideration
even if he is reluctant to take the advice
and the suggestions made by the members
of the opposition.

SHRI B. N. KATHAM (Jalpaiguri) :
Sir, 1 take this opportunity to speak a few
words on the Finance Bill. [ fully support
the measures which the hon. Finance
Minister has suggested for improving the
present economic situation of the country.
His proposals to give some reliefs to all
sections of the community is most wel-
come. In my opinion it is difficult to do
more than what he is going to do. There-
fore I fully support-his Bill.
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Then | want to draw the attention of
the Government to the situation of North
Bengal. Although the chaotic condition
created last year at Naksalbari by the anti-
social elements has been brought under
control, yet the situation on the whole in
North Bengal cannot be said to have been
normal. .

It is far from this. This may be due
to economic situation and un-employment.
There were labour strikes in some tea
gardens which resulted in police firing and
serious injuries. Through Government
have taken measures lo improve law and
order situation, olher prob'ems have not
been solved. There were large numbers of
dacoities committted in the past one year
throughout North Bengal. About some
months back large scale and well-organized
dacoities took place in Birpara and
Madarihat police stations and good number
of persons were injured and many lost
their properties. The anti-social elements
were led by some political people who are
opposed to Government policies. Although
the Government were informed about these
happeniogs nothing special was done to
prevent such anti-social elements. The
people had to face against such criminals
without much Government hslp. Those
who suffered by losing their properties and
otherwise have not been compensated.

Last year in this House I demanded

' that Government should come forward with

all-out assistance in order to help the rural
people for their agricultural development
and the like. [ msntioned last year that
road communications were lacking in North
Bengal. | told the House that more and
more Community Development Blocks were
needed to improve the economic condition
of the backward people living in that area.
This tiroe also | repeat the same demands
because nothing has been done on either
of the two suggestions | made then.

There are more than 3 lakhs
tribal population in my constituency
Jalpaiguri. They are very backward in

education and economy. The percentage
of literacy is very low. The number of
lower Primary Schools also is very small.
Therefore cbildren in the interior villages
do mot get education facilities. Water
supply for drinking purpose is scaniy.
There are hardly any dispensaries and
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hospitals within the easy reach of the
village people. There are no village roads
in most of the tribal areas. Thus the
people of my constituenny have been de-
prived of the elementary needs of life.

Therefore I request the Government
of India to provide adequate funds to meet
the needs of my constituency in the current
Budget. [ am sure Government of India
will give proper attention to these de-
mands, since it is this Central Government
which is now responsible for administra-
tion of all these matters and it will remain
s0 as long as a new Government is set up
in West Bengal.

In my constituency there are several
High Schools but facilities for college edu-
cation is inadequate. There is only one
college at Alipurduar in my conitstuency
for higher education. The people had
been urging upon Government to set up
another Government college at Dhupguri
around which place there are several high
schools. The children after their Matri-
culation and Higher Secondary Standard
have to stop their studies for want of a
college in the locality. They cannot go to
distant places for.college education because
they are economically very backward.

As [ mentioned earlier, road communi-
cation is very poor in my area. I repre-
sented to the Government of West Bengal
and also to the Union Ministry of Social
Welfare to take some road schemes in the
highly concentrated tribal areas of Cooch-
Bihar and Jalpaiguri districts. [ am sorry
to inform that nothing has been done as
yet. . So I request the Government to take
up this scheme as early as possible.

Since there is no responsible Govern-
ment in West Bengal, the Union Ministry
must look into this matter very urgently.
In addition to the suggestions I have just
now made, I have always been insisting
upon the Government to fully cover all
the tribal areas in Jalpaiguri with Tribal
Development Blocks. This year at least
one area should be covered namely Kumar-
gram Thana with Mahakalguri or Khear
danga as its headquarters.

Last of all but not the least I wish to
request the Ministry of Home Affairs to
look into the grievances of the people as
soon as such grievances arise. d

In Ialpaiguri ryogml_y a ?oﬂce _ﬁ,rin;
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took place on students, as a result students
were injured. A judicial enquiry was de-
manded by the public to go into the alleged
police excesses. In my opinion Govern-
ment should concede this public demand in
the interest of justice.

With these words I support the Finance
Bill.

DR. KARNI SINGH (Bikaner) : Be-
fore I go on to make a few observations
on the tax proposals, | want to draw the
attention of the hon. Deputy Prime Minis-
ter to the question of 83,000 jobless engi-
neers who will be on the roads by next
July. 1 have a newspaper clipping here of
the 22nd April, which says...

SHRI RAJARAM (Silem) : Engineers
and diploma-holders. .

DR. KARNI SINGH :...that already
there are over 40,000 engineers clamouring
for jobs. Official figures sav that the
nation's 138 engineering colleges and 288
polytechnics will add another 17,400 gra-
duates and 24,500 diploma-holders within
the ngxt ecight weeks, That means that
there - will be over 83,000 epgineers, both
graduates and diploma-holders oz the road
looking for jobs this July. I am sure that
the House is very much concerned about
the future of our young men coming out
of the colleges and schools. We would
like to know from the Dzputy Prime Minis-
ter what steps Government propose to take
to absorb them.

Now, | would come direct to the ques-
tion of wealth tax and the new punitive
clauses. [ would like to clarify my posi-
tion at the very beginning, that I have
no intention at any stage to justify evasion.
In fact, anybady who evades tax is commite
ting a crime and must be justly punished.
But [ do feel that there are some taxes
which fall in the category of natural taxes
and some others which are unoatural. [
wish tosay something about this. The
wealth tax when it was introduced was
something new to our country and I think
it was something that followed out of Prof.
Kaldor's suggestions. But the observation
which [ wish to make today and the re-
quest that [ wish to make to the Finance

Minist;r today is to al;niish wqalth_ tay
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and replace it with once and for all capi-
tal levy.

As far as | can understand—and 1 ser-
ved on the select Committee eleven years
ago—wealth tax was introduced not so
much as a source of income to the state
but as a socialiastic measure. 1 feel that as
a socialistic measure we have virtually ach-
ieved nothing from the wealth tax. The
object was to remove the disparity in wea-
Ith and to bring about an cquitable distri-
butiop, a target in which we are succeeding
at the slow raie of 3 percent now. But in
view of th> fact that the entire country is
concerned about this menace of poverty, 1
feel that the wealth tax does not go far
eoough. At the same time, however, the
quantum of the wealth tax and the income
tax added together in some cases exceeds
the income of a citizen. 1 feel that because
of that this is unnatural and it is wrong.
I would appeal to the hon. Deputy Prime
Minister that he should think in terms of
abolishing wealth tax and he should take
whatever income he expects from the wealth
tax in the next ten or twelve years by one
stroke through the capital levy so that there
is less disparity between the rich and the
poor. | would also further suggest that
this money that he will get from the capital
levy should be taken and set aside in a sep-
arate fund to be used exclusively for the
pdor brethren of our fraternity, for their
housing, for old age insurance and for all
the other [acilities so that the poor
man will have the satisfaction to know that
he gets some benefit from the taxation that
is taken from the rich.

1 would like to say a word about corr-
uption now. When we talk about taxation,
a great deal is said about corruption, evas-
jon and false returns. I would like the Fin-
ance Minister to tzke into account the
question of stopping the aid being given by
business-houses to political parties. I think

the stage has come when we found it nece-'

ssary and in fact are trying hard 10 clean
our political atmosphere. To make our
wmolitics, politicians and our Ministers sub-
servient to the strings and pulls of big
business is in my opinion a corrupt practice.
1 would like to see that with immediale
effect that the Finance Bill incorporates a
section whereby no business-house will be
allowed to give any 8id to any political

party,
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The pext submission that I wish to make
is this; although it does not have an absolu-
tely direct bearing on ihis, yet, since we are
trying to clean our atmosphere and politics
in particular, 1 should mention this. We
know perfecily well that in the election
relurns Members of Parliament or State
Legislatures ar= called upon to file at the end
of their elections, the figures in some cases
may be very low, but we know from exper-
ience that Members of Parliament or M.
L. As in order to save their own skin are
obliged perhaps to file returns which may
not necessarily be absolutely accurate as
this large number of successful election
petitions prove. If MPs or M. L. As.--I do
not say who; it may be anybody—file ficti-
tious returns to make sure that no petitions
against them are filed for spending more
than the stipulated amounts 1 feel that we,
who are the lawmakers, are setting an un-
happy example by bowing 10 corruption at
the highest level. 1 feel ihat the election law
should be so amended that MPs or M.L.As
do not have to file false returns thereby clea-
ning the atmosphere at the source of poli-
tical power and setting the highest standards
of morality and honesty in political life for
the rest of the country to follow.

Coming back to the question of tax on
an individual exceeding his income, 1 wish
to refer to the directive principle under
art. 39 (a) of the constitution which lays
down :

“That the citizens, men and women
equally, have the right to an adequate
means of livelihood™

As I can undersland it, every Indian citizen
has a right to an adequate means of liveli-
hood. Livelihood, according to me means
income. If the total incidence of direct
taxes, that is, income tax and wealth tax
together is more in the case of some
citizens than their total income, then, in
my opinion, it witiates the spirit of this
article of the Constitution and is confisca-
tory. [ would, therefore, like to request
the Finance Minister that he should create
a condition in this country whereby, no
matter what the level of taxation is, a
minimum percentage of such net income
should -be left with the individual at the
end of the combined effect of all taxation.
The amount an mdividual should have is a
matter for this House in its wisdom to
gecidg. But I do fee) that 3 maning
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democracy has a right to live on an income
from bis capital and to compel a“ citizen to
take resort to live on his capital is undemo-
cratic and unfair. I therefore hope that
when the capital levy question is consi
dered, the need for a wealth tax will not be
there, the disparity in wealth betwenn the
rich and the poor will be minimised and
at least the question of poverty will be
reduced to some extent.

MNow I wish to say a few words about
what Prof. Kaldor has said. At that
time in his report, he suggested that the
maximum rate of tax on income should not
exceed 45 per cent as against the present
92 per cent—that was ten years ago—and
that the minimum rate of annual wealth tax
should be 1} per ceat. 1served on the
Select Committee at that time and remem-
ber the arguments that Shri Krishnamachari
advanced. He cited examples of various
countries for the various taxes proposed to
be introduced in the country, but conveni-
ently forgot that India was the country—at
least the only democratic country —where
all these taxes together obtained.

1 may also quote from memory and say

that Sweden was cited very oflen during
those Select Committee meetings as having
a very high standard of socialist taxation.
As far as I kmow—I stand to correction
the total incidence of taxation in Sweden
also does not exceed 80 per cent of the
citizen's total income. Therefore, it still
leaves the citizen with a small margin of
income to live on.

I feel that this country has a few rich
and a lot of poor. The rich fall into three
brackets ; those wha have amassed a lot
of wealth due to business, whom I feel the
* wealth tax or _other tax structures do not
touch because we know of a large number
of millionaires who own very large business-
es and we also know that when the tax man
gets to them, technically they have only
their shirt on them; the other section of
the society who may be called rich are
those who have inherited wealth—they
could be farmers or anybody else; then of
course, the third category is black market-
eers, the ones with Swiss accounts. I
doubt very much if the Finance Minister
can get at the last category no matter how

bard he might try, but we wist_n him the -

best of luck,
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However | do feel that there are catego-
ries of citizens who fall in the brackets of
the reasonably rich, who are honest, who
would like to pay their taxes, but because
of the unnatural taxes that are imposed on
incomes leaving them with a minimum
income are sometimes, by compulsion of
events and by psychological impact of an
unnatural tax led to evade. Nobody
supports evasion. But I do feel that if our
taxation structure is made natural, perhaps
the citizen will not feel the need to evade
it or such an idea may not even cross his
mind. Briefly, dwelling on the penal
clauses which have been introduced in the
present Bill, I understand perfectly well
the apprehensions in the mind of our
Deputy Prime Minister. He is a great man
and I have the greatest respect for him. 1
realise that he is grappling with very large
scale corruption and evasion and that he
must naturally find ways and means to
correct that situation. [ feel that he is
perhaps using a weapon which is so strong
that instead of crushing corruption, it will
increase corruption. He must realise that
he is dealing with the vast manpower at
his disposal--the income tax officers and the
persons of the finance department, who are
also humap beings. All these ITOs are
not necessarily as honest and given to
fairplay as Raja Rama or Krishna. These
men will have the dictatorial powers that
were given to Hitler’s 85 troops or the Red
Guards in China and they will probabiy
become an agency for oppression and terr-
or and this agency of oppression will ulti-
mately succumb to corruption. I should
humbly submit to the hon. Finance Mini-
ster that when he brings in thsse punitive
clauses which ars actually confiscatory in
nature, he should realise and ponder over
these things. I do not koow if the House
realises exactly how the punitive caluses in
the Wealth tax Act have a pratcical appli-
cation. I read it only a week ago myself
and found that some of its effects were
stunning indeed. I shall quote to you just
one example of what might happen in a
case of wealth tax —what might be consider
ed by the wealth tax department as evasion
but a genuine and non-deliberate mistake
on the part of a citizen, or under valuation
in actual fact resulting in a genuine differnce
of apenion in valyation of a property,
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From next year, that is, 1st April 1968
the minimum penalty for concealment of
wealth or under-valuation of assets rises to
minimum of entire valuation of the concea-
led amount and the maximum penalty of
twice the amount. There can be a mistake
in valvation. Two people can never agree
on one wvaluation. If the assessment is
pending for, say, a period of three years,
then the amount would work out by a
minimum rate of 100 per cent every year
of the wealth concealed. This would mean
that on a property which is shown at 15
lakhs and which the officer in his arbitrary
judgment feels is worth Rs. 20 lakhs, the
minimum penalty would be Rs. 5 lakhs in
one year. If such property assessment is
not done for three years, the mioimum
penalty would be Rs. 15 lakhs, which is the
total value of the property itselfl and the
maximum would be Rs. 30 lakhs which is
twice the total value of the property. In
any democratic country, can we have such
powers put in the hands of a group of in-
come tax officers, whoever they are and
who are, we know, susceptible to corrup-
tion because of the generally low level of
honesty in the country. While the Finance
Minisier is trying to plug corruption, these
officers are given the power to take twice
the value of the entire property while upto
today the penalty was on the tax evaded.
What is going to b: the situation in the
country, 1 shudder to think. I appreciate
that as long as Shri Morarji Desai is our
Finance Minister nothing will go wrong.
We have confidence in him. But what
happens when his successor comes ? What
is going to happen tomorrow ?  Will not
these powers be utilised as political ven-
detta ? [ have no doubt in my miad that
if politics con:inues to becoms corrup: as
it does to-day in our country, these dicta-
torial powers like a police state which you
are irying to create, will be utilised asa
political vendetta. I hope the character
assassination of the people in this country
will be stopped at this stage. [ may also
very respecifully submit to the hon. Finance
Minister that if any law is passed today
there is no question of any successor
Government going back upon it. 1 entire-
ly concede that the problem of tax evasion
is there and we have to grapple with it.
But are we going to hang a man for steal-

inga loaf of bread? Whatever penalty
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is imposed, it must bear some relationship
:o_ the offence and I hope the hon. Minister
will kindly take that into consideration.

There are two fictions that have been
created. I wish to quote Mr. V.S. K.
Duraiswamy Nadar, who was a Commis-
sioner of Income-tax, and who has made
a critical analysis of the provisions in the
new Finance Bill. He says :

“The first legal fiction is that a per-
son shall be deemed to have concealed
the particulars of any asset or furnished
incorrect particulars of it if he has
understated the value of the asset in his
wealth tax return ...It is common
knowledge that no iwo persons can
agree on the valuation of certain assets
like immovable property. By no stretch
of imagination the genuine difference of
opinion regarding the market value of
assets, for which there is mo market
quotation, can be called “Concealing
particulars or furnishing incorrect parti-
culars.”

‘‘The second legal fiction is that the
difference between the walue fixed by
the Assessing Officer in the Assessment
Order and the value shown in the
Wealth Tax Return shall be deemed to
be the of cc Iment."”

Sir, these are very, very serious and
grave matters, and [ sincerely hope that the
hon. Finance Minister will examine this
matter carefully.

I will only, in my concluding remarks,
say that if such confiscatory and punitive
powers are to be vasted in the income-tax
offizers, then, the first and foremost point,
is, he must ensure that the income-tax
officers are punished if they are showing any
favour to the citizens or expect favour from
them. 1 know that income-tax officers
come and ask us for our cars ; they ask us
for houses for their weddings, and if these
are refused and when we go to the Income-
tax Offizer for assessment, he will double
the tax and say, “Go in appeal.” Since
the hon. Finance Minister and all of us in
Parliament know that such income-tax
officers do exist then, what is the sort of
country or what is the sort of India that
we are trying to build ? I would very res..
pectfully submit that while he has given us
an assurange that there will be approved
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valuers, and departmental valuers will be
appointed and so on, while that is welcome
1 only hope that in the case of over-assess-
ment, the Government will be prepared to
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budgeling have been so well piloted by the
Finance Minister and the coterie of his
advisers in the Finance Ministry that it is

small wonder that they have been able to

buy the property coaocerned, if the
makes such an offer.

The question comes, how does the
citizen reach the Finance Minister if a
grave injustice is done to him. Sometimes, a
large section of the hierarchy of the Finance
Ministry, barring the Finance Minister, of
course, could be prone to corruption if
vested with such vast powers of terrorising
the citizens. In a situation like this, how
does a citizen manage to reach the Finance
Minister for justice ? -1 would like to sug-
gest to him a very old remedy like the one
devised by Jehangir who used to keep a
bell for justice ; a bell that can be rung by
any citizen who is threatened by the deci-
sions of the bureaucracy with which the
Finance Minister unfortunately wishes to
inadvertently agree.

SHRI MORARIJI DESAI: 1 do not
require a bell ; anybody can come and see
me.

DR. KARNI SINGH : It is not that
much easy. '

SHRI MORARJI DESAI : He ccme
and saw me along with some others.

DR. KARNI SINGH : 1 am a Member
of Parliament.

SHR]1 MORARIJI DESAI :
not make any difference to me.

That does

DR. KARNI SINGH : Let me put it
then in another way. We will suggest it
for your successor ; what you are doing
today will apply to the others also.

Amother thing is, there should be an
anti-harassment ittee, a ittee to
which any citizen from anywhere can
write a letter that a particular income-tax
officer is misbehaving or misusing his
powers and that committee wiil be respon-
sible to the hon. Finance Minister. Then
at least the citizen will be able to heave a
sigh of relief.

SHRI N. K. P. SALVE (Betul) : Mr.
Depuly-Speaker, Sir, 'he pre-budget and
the post-budget technigues along with the

imate the moribund econo-
my of the country. When I tried to analyse
as to what the pre-budget and the post-
budget technigues were, I was impelled to
draw an_inference that it is nothing more
than the techoique and art in how to win
friends and influence people.

suc ly

As a loyal Congressman, | had support-
ed the budgst and stated that it is the best
in the circumstances. But I realised soon
after speaking on the budget that already
there was so much response and canvas-
sing on the floor of the House. We

found that the country had almost
been hypnotised into accepting that the
budget proposals were so dypamic and
efficacious, that they were well of way to
pull out the economy of the country from
the abyss and morass in which it was
writhing.

The entire atmosphere in the country
was_suffused with buoyancy and cheer.
Consequently there was improvement in the
investment market and industrial production
gained a significant momentum.

Exports were improving. More than
anything else, prices stabilised. This, 1
submit, is an extremely happy augury,
for it marks the inauguration of the first
phase of our real victory against economic
recession. I, therefore, must congratulate
the Finance Minister and the coterie of
his advisers who have performed so well
and who have shown matchless expertise
and brilliance in the pre-budget and post-
budget techniques. However, 1 warn the
Finance Minister that it is necessary for
him to keep watching the situation very
carefully and ensure that the effervescent
sentiments and trends receive enough
nourishment, or else, it is likely that our
gains on this score" might be very short-
living.

When I have a look at the tax laws, 1
am left amazed and wonder-struck that
there is an inexplicable and irrational in-
fatuation for sticking on to onerous, cum-
bersome and labyrinthine laws which are
extremely complicated and complex to the
point of being incomprehensible either to
the tax experts or to the tax-payers. In
the preceding six years, we have shattered
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and battered the income-tax law with over
600 amendments. Asa result, the entire
law has been exiled from system and order.
There is something much’ wrose than this.
So far it was only the tax-payers and tax-
experts who thought they were harassed on
account of the large-scale incomprehensi-
bility of the income-tax laws. But it is
now found that the exchequer is the worst
sufferer on account of such incomprehensi-
ble laws, which are so confusing and so
difficult.

It is a strange vengeance of history that
the legitimate grievances of the people in
this respect were disregarded and as a
result, we find from the audit report of
1967 that exchequer has been badly hit on
account of complex laws. On a 10 per
cent checking of the assessments, the audit
detected an under-assessment, which is a
Himalayan figure—of Rs. 740.88 lakhs—
considering that it was only a Test check of
10 per cent check. These are purely
mathematical errors emanating from the
inability of the officers - to follow the law.

- 1 submit that it is necessary for us to com-
press our eptire income-tax Act into 75
tidy sections, in which case it will be easy
for the assessing officers to determime the
total income correctly, easily and cakculate
the tax on the same with precision. When-
ever we take up simplification of the income-
tax law, it will be secessary for us te ensure
that we do not superimpose our confused
political ideologies and thinking on such
hw.

At long last, the annuity deposit scheme
has been abolished. It has been rightly
conderhed as the most unworthy and
atrocious experiment in ‘public ‘savings.
But for the purpose of repayment ‘of an-
nuity deposit already taken by the Gowvern-
ment there are certain sections which are
vnrepealed. These wunrepealed ‘sections
will always reveal & sordid story of harass-
ment, torture and bumiliation of the tax-
payers by a Finance Minister just because
the Finance Minister had an insufferable
obsession of omniscience and from personal
experience 1 can say his head was strong
like the fort of Chittor, impregmable to-any
1eason Or Persuasion.

1 am happy to find that the Finance
Minister has today announced certain
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amendments he proposes in respect of the
wealth-tax Act. That shows he is amena-
ble to reason and persuasion.

Mr. Dandeker supported the abolition
of separate surcharge on the groumd that
where wealth-tax also is leviable, whether
the source of such tax is from wmearned
income or earned income there is Mo justi-
fication for having a special surcharge and
a differential rate of taxation on earmed
and anearned incomes. Now tbe rates will
be the same on eamed and unemraed in-
comes. The maximum wmargioal rate of tax-
ation is 82.5 per cent. | sapport the removal
of separate surcharge om a different ground.
This further simplifies the table of rates of
taxation, which has created difficulties and
complications resulting in under-assessment.
Likewise, the introduction of public - provi-
dent fund scheme is another step in the
right direction, which will give a boost
to savings by giving certain tax relief.
So is the five-year deposit wscheme
which gives 5 per cent tax free imterest. I
submit that these are extremely wise
expedients of tax reliefs. 1 wish the
Finance Minister considers some more such
schemes which will have some more such
expedients of tax reliefs to give further
bait for economy aad saviog in our life so
that we are able to save funds and make
them available to the Government. I hope
hereafter when funds are mobikised by these
expedients they will be shared with trade
and industry.

18.00 brs.

I next come o clause 7 of the Finance
Bill which seeks to insert new section 40-A
in the Income-tax Act. This relates to certain
disallowances to be made in respect of pay-
ments to be made to relations. 1t provides,
that where an assessing officer finds certain
payments ‘made to relations in excess of the
legitimate business meeds of the assessee the
income-tax officer has to make counteract-
ing disallowance. 1 'submit atready the
liw provides that if there ¥ an extra
commercial consideration or if the expen-
diture is not wholly and exctusively for
purposes of business it has to be disallowed.
If you imsert this section, from ‘experience
I 'submit for the Finance Minister's consi-
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deration, not one single case is going to
be svccessful in this respect. There are
similar provisions about disallowance of
remurneration etc., to direclors and most
appeals fail against the department and
the assessees got relief because income-tax
officers under such laws when forced to
make a subjective approach in the matter
and to bring about a subjective judge-
sub-

ment are never able to give
stantially cogent reasons to make
the disallowance. 1 only hope that this

new section will not be inserted because
if this is inserted it will only add to the
miseries of the administration which is
already marked by petrifaction of discre-
tion and paralysis of the will to-do justice.

1 come next to the most controversial
provisions in this Bill regarding penalty.
First, I am taking the provisions which
will govern the penalties ender the Income-
tax Act. About this provision not @much
has been said in this House possibly
because no qualitative change in the law
of penalty is being made. As the law
stands, where an assessee fails to discharge
the burden which is cast on him that any
disparity in the returned iocome and the
assessessed income is not due to fraud
or wilful or gross neglect he is liable to be
penalised, unless the variation is that of
20 per cent only. To pay a minimum
penalty of 20 per cent of the tax attributa-
ble to the retarned income and the total
income computed by the income-tax officer.
The minimum is 20 percemt and the
maximum is 150 per cent. By the new
provision the minimum penalty is kept at
100 per cent and the maximum at 200 per
cent. | sebmit there is no yqoalitative
change in the law. That exactly is my
quarrel over this provision because if one
is serious about making those provisions
as deterrent against tax ewasion, then
raising them from 150 to 200 is not going to
arrest tax evasion. This will only mean that
the income-tax officer nsed not make any
endeavour to prosecute culpable assessees
and send them to jail. But by imposing
such himalayan penalties they will only
be augmenting the direct taxes. In this
conpection | wish to refer to what the
public Accounts Committee had to say
after examining the officials of the Board of
‘Direct Taxes in very great detail. They
found that 1he income-tax Department was
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not prosecuting culpable assessees and
no one was sent 1o jail. Year after year
large penalities were being levied. When
the Audit tried to find out what was the
reason why none was sent to jail when
large-scale evasion was rampant the Chair-
man of the Board of Direct Taxes said :
“The burden in a criminal case is on us
to prove that the assesssee is guilty” and
they do not make enough endeavours
to be able to prove that the assessee
is guilty. Therefore, the Committee was
forced to recommend this—I quote from
the the Committee’s Seventeenth Report,
page 32, para 1.97 :

“The Committee feel disturbed at
the Income-tax Department levying
penalties and feeling satisfied with this
action without making out a case for
successful prosecution” Proper and
adequate investigation would undoubt-
edly enable the depariment to get the
culpable assessees pupished in a count
of law. The Committee consider that
a penalty should not be imposed to
augment tax llection in a routi
manner by taking advantage of the
relaxation made in 1964 but only after
full and careful consideration so that
it is impossed on really guilty assessees
and it acts as a deterrent to the tax-
dodger. The Committee would like
10 be informed of the instructioms
issued by the Government in ‘the
matter.”

After this recomsmendation, T was look-
iog fTorward to the provision in the
Finance Bill which would provide
for compulsory imprisonment for every
tax-dedger provided the department
conforming to the highest principles of
criminal jurisprudence proved that the
assessee is guilty, which is not at all difficult.
By this provision which we are making the
effect will be that the officers will feel
complacent and they will take advantage
of the relaxation made in law in 1964 as
the PAC has pointed out. By the 1964
relaxation in penalty matters the burden of
proof was taken away from the department
and was cast on the assessee. As a result
of that, as soon as there is a disparity in the
returned income and the assessed income
and the disparity exceeds 20 per cent, the
department levies penalty unless assessee
proves his innocence. Therefor, they will
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levy larger penalties and not make any effort
or endeavour to bring the culpable assessees
10 book and send them to jail.

SHRI MORARJI DESAI : There will
be prosecution also. There will be both.

SHRI N. K. P. SALVE : If there is
going to be both, then 1 submit that the
penalty for disparity should be very much
less, and thecre are very good reasons for
it. 1f the assessee is guilty and if you
want to provide for a real deterrent, why
is the department scared initiating prosecu-
tiom? If anm assessee is guilty, it can
be proved in a court of law. Now, as it is,
the department will levy a large penalty
And if they are not able send him to jail
assuage their conscience in the fact that
tuey are at least able to confiscale a large
chunk of property from him. This is not
very fair law.

Coming pext to the Wealth Tax, I
submit that the provision as was Contem-
plated in the Bill was extremely harsh
and extremely irrational and 1 would have
really shared the views expressed by Shri
Dandeker a little earlier. He is not here at
the moment. But I am sorry that he did
not carefully listen to what the Finance
Minister said a little while ago about
these penalty provisions in the Wealth-Tax
Act. The Finance Minister in terms stated :

“Further, there should ordinarily be
no occasion for the levy of pepal-
ties for under-statement of the value
of an asset in cases in which the
assessee supporis the valuation by the
report of an approved valugr._“

1 .supposc appropriate provision wouh_i
be made in Wealth Tax Act to ensure
that where an assessee supports the
return figure of his assets with the
certificate of and expert valuer within the
meaning of the Wealth Tax Act and
the Estate Duty Act, the assessee will be
exonerated completely from the liability of
the penalty. This is a very welcome change
which the Finance Minister has mentioned
todsy, and 1 congratulate him for that.
But for this I was going to submit that
this Bill had made a provision which
would have put tp shame the late lamented
Draco for its Draconian effect. Even
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then, 1 must say that I agree with my hon.
friend about the disproportionate extent
of the penalty. It is true that the learned
Member from the Swatantra Party has
created considerable confusion while giving
the figures. When Dr. Karni Singhji gave
certain figures there was lesser confus-
ion. ‘But, in fact, if the ratio of the
penalty and the tax sought to be evaded
is correctly worked out, since the highest
rate of wealth-tax is 3 per cent and the
maximum penalty will be 200 per cent,
the penalty will work out to 6666
per cent of the tax sought to be cvaded.
I would beg of you to consider whether
such a disproportionate penally is warrant-
ed and whether in doing so we are not like-
ly to vest far too much authority and power
in the hands of the assessing officer, which
might create certain difficulties.

The problem of tax evasionis not a
simple problem and it is not possible for
anyone to give a ready-made solution, as
has been attempted by some members to be
given to the Finance Minister. Sustained
efforts and endeavours are necessary and
unless the overall position in the country
improves and unless there in eradication
of corruption all over it is impossible to
expect that we will find that there is decre-
ase in tax evasion.

.

The entire fiscal policy must be viewed
from a more pragmatic and realistic aagle
if tax evasion is to be eradicated. Only a
person blind to realities will say that tax
evasion in our country will come to an end
without eradicating inefficiency, corruption
and iojustice from the department,

At the same time, I submit that the
department has not been very fair to its
officers. Their conditions of service are
such that officers do not feel bappy rema-
ining in the department. Yesterday 1 was
talking to a very senior commissioner. I
asked him, “How are you in Delhi ? Are
you on transfer to Delhi?" He said, “No,
Iam out of the department.” [ told him,
“You are a senior man with an exceptional
reputation, a very dedicated and able wor-
ker. Why are you out of the demartment””
He said, “IL.am in Air-India.” I asked him.
“‘What are you doing in Air India 7 Are
you driving planes " He said that he had
been given some assignment in Air India
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because there were no prospects for pro-
motion left for him in the department. This
is most lamentable. It is a serious matter
for the Finance Minister to consider. If
senior officers get so frustrated that they
get out of the department because they
find no prospects for promotion in the
department, if their dedicated work is
going to be rewarded like this, it is impo-
ssible to expect that there is going to be
really improvement in the standard of
efficiency and that there will be dedication
in work.

1 submit in the end that it is high time
we realise that we must not ever expect
that bad economics is going to make good
politics. The fourth general election has
conclusively established that bad econo-
mics is, in addition, bad politics in the long
run.

st wgF g (AEAT) ¢ A
wERE, gak faw A St B e
fow @5t W I 1 vmT A fren
o gATd droerd gedr 9w § ) afew &
wilr wxar g fr Y| e o 0
wifEd &, 91T 9y Ay o7 ag e
Fg faw 9@ &IV aw Sy q-adig
AT gE Z I A

18,13 hrs.
[Shri G, S. Dhillon in the Chair)

Sy qaadfay At F Refew &
ot arasdia a9 WY § AT A8 9A™ AL
gy & frar wan & gaet orear §
T ATF T 4T §), 4 THE B, 6 9EE
7qaz A, 4T 9 qIEE @, SR Ay
gaTh e mr wX wew wmAt @ fataw
qr, fedd GraT Ioaew T o1 |8
stk @t W afg fee swI ¥ w
FrfY | Fa Y 98 7 Fa™ wan ar
& T F AT &, a9 g AT
warer frar wrar 9t f6 < 3w #7 A
aé g, T A gEle W
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72} ag m &1 o 7 fre g, Tad
¥ afey w7 FrE wgw g & o=y
Ama qgr Tfed WA S @y
foge dtg a6l W ¥ F7 42 a7 43
sfaea 2w &Y Soa 9@ & 1 AfFT oy S
dwa aft tagaf F ? W EW A
AT 99 6 SOl uF wear fgedr
ITAT F Faswa ¥ w0 wer Tifgg
a1, AR & & fF e wAr =ifgy ar
F0ifF 3% 4T T T Seqrew Y AEN
a7 ¥FAT, 3@ &7 UF gEq fgear g A
fratar & &7 & 0 919 gz 9@ A @
& ot drgu fgear sy # aqw W
F ey i gar =fzd, gg o adr &
T EE WG F)Y g @ AV g 2§
fr fageara ot ot <t9d &gt 8 99 T
aga &w fge@ 3ol & 5 § wrar §,
aga ¥9 fgen 9T ¥ Zv@ H T A
Faq g AR qga W fgear g o
g

oF wofla wAiAsT 2 fF gark 3 &
aq @@t & FE9s W adr g§ dma
fom feamsii & @Ay =ifgw o 9ad &
frdft fgam & ag adf 7€ & | 9@ woniA
¥ gt frmfar ot 4€Y go, 9@ soieiT §
FATT FTaT F ITAIT T @< W A
I R IA AgOE@ A UST F WAL
W dsm g adf € 9w W gwe
I9 9UET F At w7 & weRar &
"rgaT o2 & TuFT gw Fur g= fawd
AT AFAAE gIeqr sAndT Al
far & uF gweE faar | fegy gg wd
Y TIR W ¥ ofy &7 § St § AR
agt 2| & gg 7l zar fr ek F At
fRami B wrAeAT gy &, fFT ¥ A
faftsq w7 &5 WS sfv g7 Hus
afa® & qar gor &, sy &7 & oF A
it dar gt § Foaasy oo frarm ar oY
wtaR Wy a1 awar &, W 9w T
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[ wgm averer]
! rRAAt ¥ E 1 ns Ymr @
aray WA § forw &Y wwe § o g7
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fofg &t R TFAFWATURSF
e smAT JUfEd 1
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Fo-warA o0 8§ frdea swwar fe IR
61 ¥ 99 €39 ¥ weawia a1 el
o ¥ ¥ W Tl7 1T F A= Ak
tar wafrew, #1€ v efemmmw qar
fear o fam & #fy & @7 F N
At F4t & 9 AT99 AHIY WY FY AT
a% | @ grd ¥ § frgT s sgm
ff TFEAT TAF9 AW WX AT A
frar oy @ W ¥ w9 5T ;GO
ara da <k fa=e faod % & oF e
v Aaeg Fram o7 a%ar & Frady &Y
&z g & 39 # Nafax aamar s oA,
arfs o oF 7a7 afas a1 sfe & &7 §
o @ wr 2 3z sfwa = ¥ wwh
gt # 7fz &1 faear  a¥ o asw
¥ oY arew & Ia¥ afg raw

% qg ot aoemr g fe wfy &
gr & o Mwat ww woArs o et ¢
I ¥ W 7 gATEw W AT gEATEAT
Tt § 5 aga a3 dwmH o< ofw & afvw
T AW FT SATANIAE T XA FT
wr 8, SR w1 9T HfE F} A GATH
¥ MY oudwr # |ran ST g aga
a3 dur qx sfe # s § afcna
FQ &1 99 far aw @ § 1 99 T
¥ ofedn w1 & gfaard @ o faded
& g a0 ag frfeor araa & fs w
aw o pfa sqerea gk ¥ F a ) § 9w
1  afz gdtr ¥ = # ofcga fear I
N oF wedy o g, wife gw &
Ffr & Jamew awar ) AfeT T wfy
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F oy ¥ g A O € aweny
gar1 gt | FER WIT g% e &
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oft W afm feam o 3o & =fe Y
AT H gF FT IS § WGAT AOTF
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T AGT AT, 00 TXHE AT W X
%1 93 aF [gT FL AIA0A0 A7 ¥ fiw
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A 29w ¥ sART SN AT 9EAT
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g 9 wrel iy FAT & a7 S oMY
T X & A A et Wy =@
I A A7 TN FIF T AW 2V, AGH
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wT &, 02 wivwa ¥ 45 ‘whma ¢ ,
&t o &Y dq9 B A W I_Mr § |
dr ¥ NQ Fw01AQ @y Ffea
arar & fe &9 &1 G @ A
mas §a@i § G F@T ¢, 78 1€ WA
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&I & Ty e & fa¥ Eqm Y 9
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fmd gk W H dar gf &1 Og @
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t¢fE g ATy gfaesr sraw A,
¥ga @R A Y afqer gw A srw
g A1 &1 ¥ vy Aty gee A 9
FEgma R ST ¥ AT &1 gadw
a1 § fF 7ar g ¥ foey dtg @l ¥
et A wdm e e g ¥ ¢ 7
o 19 fFam e g § i T
24T 33 ga & a1 arfag Agf T |@w
gt ofses gz frad § sasr WX
drarq fear o avar &, 9 g &
o gHAr & | AfFT gAww dam A A
AT Y T E A D FA aen H
¥ ow w1 oA g A A YT A, wH
gAA i Ag) g & 1 gwa fedy N AR
=afeh &) AT I gU AL F@T 1 I
e & g g fF sronr w1l
qWATT FTTT M LEF a1 H ;T
FeT w5 Ay fagrer AEF @ #
forad ot o ¥7EW S A 9
tmardwm s e ?

T &9 FT IFTA THA A W AR
570 FU% Ty &, TER IGA I &
forg oft woet fadw &= 9oy @
7z ufy aga 7 § 9 W ...
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" SHRI MORARIJI DESAI : He is wrong.
. It is only Rs. 380 crores,

oft wyn argrer: A wEA g 5o
N ofcrd § 5t A gae femr o
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aifed | w1 f a9 Sawl A A %
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¥ faw 9o %7 ot fag avg wmitg @ oF
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10, FAadz ¥ IT60 F’:m gl W@,
T aF EATT gfes §¥X WA
Azt F fmrer ¥ F A t@ @

13.26 hrs.

ARREST, CONVICTION AND RELEASE
OF MEMBERS

MR. CHAIRMAN : I have to inform the
House that the Speaker has received two
identical communication; dated the 29th
April, 1968, from the Sub-divisional Magi-
strate, Parliament Street, New Delhi, which
read as follows :

“] have the honour to inform you
that I have found it my duty, in the
exercise of my powers under section 64
of the Code of Criminal Procedure, to
direct that Sarvashri Kedar Paswan and
Gunanand Thakur, Members. Lok
Sabha, be arrested under section 188,
Indian Penal Code, for defiance of the
prohibitory order under section 144,
Criminal procedure Cede; in force, by
taking out a procession near Irwin
Statue, in the jurisdiction of police
Station, Parliament Street, New Delhi,
against Kutch Award.

Sarvashri Kedar Paswan and Guna-
pand Thakur were accordingly arrested
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al 12,10 p. m. on this day the 29th
_ April, 1968, and are being produced

before the Judicial Magistrate at Parlia-

ment Street Court for trial today.”

1 have also to inform the House that
the Speaker has reccived the following
communication, dated the 29th April, 1968,
from the Magistrate, Ist Class, New Delai,
which reads as follows :

“I have the honour to inform you
that Sarvashri Gunanand Thakur and
Kedar Paswan, Members of the Lok
Sabha were tried at the Parliament
Street Courts before me on a charge
U/s. 188 of the Indian Penal Code for
violation of the prohibitory orders Ujs
144 Cr. P. C. near Irwin Statue, New
Delhi. ' )

On 20th April, 1968 afier trial. |
found them guilty of an offence Uls.
188 of the Indian Penal Code and sent-
enced them to imprisonment till the
rising of the court.

They were_convicted Ufs 188 1. P. C.
and -were released after the rising
of the court today the 29th April 1968.

18.27 hrs,
FINANCE BILL, 1968 —contd

SHRI M. SUDARSANAM (Narasarao-
pet): The budget reflects a policy of reorien-
tation in the right direction and may consi-
derably improve the economic prospects
of this country. The welcome measures
include abolition of equity dividend tax,
reduction  of surtax, abolition of annuity
deposit, removal of differences between
carned and’ unearned incomes etc. Also,
the reduction in the bank rate from 6 per
cent to 5 percent should help the capital
structure. | am very sorry that not even a
single Member from the Opposition has
appreciated these facts.

There are, however, some proposals
which are likely to have an adverse effect.
For instaoce, there is absence of relief in:
taxation. Such relisfs as have been given
are only marginal. Indeed, new and indirect
taxes have been levied. The Central budget
together with the railway budget and the
proposed increase in the postal rates will
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impose a burden on the common man and
also on the running industry.

Further, the undesirable features like
the difference in the basic rate of tax on
public and private companies, requirement
regarding distribution of a statutory per-
centage of dividend in certain cases comnti-
nue.

There are also a few inequitous provi-
sions in the Finance Bill. Take, for in-
stance, the increase in the incidence of tax
on capital gains by bringing within its pur-
view short term capital assets, those that
are held for less than 24 months. This is
really a serious hardship.

Certain measures have been proposed
to check evasion. Take, for iostance, cl.
19 and cl. 32 of the Finance Bill. There
can be no two opinions about the fact that
tax dodgers should be dealt with very
severely. However, in order that the
measures to check evasion may not hit the
honest assessee, it is pecessary that the
provision relating to concealment of income
for income-tax, for under-valuation of as-
sets for wealth tax should apply only if
the default is deliberate and wilful —I
hope the hon. Finance Minister will bear
these in mind—and the same is duly estab-
lished by and independent authority.

1 am happy that our. Finance Minister
a little while ago gave some guidelines
which are for determining the value of
assets. [ think this is really very helpful. A
margin of error of, say, 25 per ceat is
reasonable. The demand in respect of
penalty should invariably be stayed till at
least the second appeal stage.

May I also refer to another provision
regarding the discretion given to the ITO
to disallow payment for goods, services or
facilities to the relatives of an assesse¢ or a
director of a company on grounds of being
excessive or unreasomable not in keeping
with legitimate business needs ? Can
any ITO in fairness be able to discharge

the obligation cast on him by this provi-

sion 7 Valuation of goods and services is
a very technical fask.

st dww aifew (aaga=): gwmfy
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MR. CHAIRMAN : 1 thought the
hon. Member would conclude in a minute
or iwo so that anothet hon, Member could
start tomorrow.

How long will- the hon. Member take ?

SHRI M. SUDARSANAM : 1 will
continue tomorrow. !
MR. CHATIRMAN : All right. Then

we will have the half an hour discussion
now. ot

18 34 brs.
COTTON PRICES*

SHRI SHIVAJIRAO S. DESHMUKH
(Parbhani) : Mr. Chairman, it is very rare
that farmers” questions are discussed in
this highest forom of the country. This
being one of such rare occasions, even
though the attendence does not warrant it,
Ithank you and the hon. Minister who
will answer for this discussion. -

‘The primary object of raising this dis-
cussion is to bring into focus the carefrée
manner in which farmers' questions are
approached at the secretariat level and
even at the political level of the Semior
Cabinet Ministers, and how it is that what
should normally be the due share of the
farmer is denied him.

The question on which this discussion
is based raised three points of principle on
which the entire cotton policy should rest
normally in any country which has some-
thing to do with agricultural development.
The first was about the prices of raw
cotton last vear in the November-December
period Statewise ; the second was what
were those prices now at the current market
rates ; In the third instance, the question
raised was : do thé Government propose
to enforce support price for raw cotton ?
On all these three vital aspects, the answer
given “was that the prices of cotton in
November-December were so and so, as if

qEveT, €13 g A9 TG § 1w F -
*Half-an-Hour Discussion. .



