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and India looks upon Kashmir as the 
mother country to include the State 
o f India, the provincial part of it» 
though actually the case is the reverse. 
Kashm ir on the top and Travancore 
below on the South are the two Jewels 
in  India, the most beautiful ornaments 
that adorn Bharat Mata. Therefore, 
it is but necessary that we should ex­
tend our authority over Kashmir. This 
House has been the scene of many a 
discussion on Kashmir, and always 
there was a tone of sorrow in it. T<H 
day, when Kashmir is going to be part 
and parcel of India with the financial 
integration, I am really surprised io 
find even in the Opposition Benches 
very few voices coming forth, except 
one or two, to welcome it.

I have great pleasure in supporting 
this Bill.

Mr. Deputy-Speaker: Has the hon.
Minister anything to say?

Shri A . C. Guha: I do not think I 
shall have anything more to say. But 
I  think it is a proud privilege for me 
to pilot this Bill, and I hope the House 
and the whole country will realize the 
implications of this BiU and that the 
House will have in near future the 
pleasure of passing similar othe): Bills.

Mr. Deputy-Speaker: The Kashmir
State will benefit by this Bill. The 
question is:

“ That the Bill be passed.''

The motion was adopted.

M A D H Y A  B H A R A T T A X E S  ON  
INCOME (V ALID ATIO N ) BILL

The Deputy Minister of Finance 
<Shri M . C. Shah): I beg to move:

**That the Bill to validate the 
levy, assessment and collection in 
the State of Madhya Bharat of 
certain taxes on income and on 
profits of business due in respect 
o f the periods referred to in sub­
section (1) of section 13 of the 
Finance Act, 1950, be taken into 
consideration.^

439 L.S.D.

This is a very simple Bill. Under 
the Federal Finance Agreement the 
Madhya Bharat Government was en­
titled to assess levy and collect the 
taxes under certain Acts, m ainly the 
Indore Industrial Tax Rules, 1927 and 
other laws of the form er Indian States 
now constituting Madhya Bharat, be­
cause there was no corresponding tax 
On business profits levied by the 
Centre at that time. In accordance 
with the usual recommendation of the 
States Finances Enquiry Committee, a 
general provision was made in section 
13 of the Finance Act, 1950, keeping 
the taxation laws of the States in force 
therein immediately before the date of 
the Federal Financial Integration, 
operative only for the levy and collec­
tion of the tax on incomes of the 
period prior to the previous year re­
levant for the 1950-51 assessment. But 
the assessment and collection under 
the State laws was to be made by the  
officers of the Central Government ap­
pointed under the Indian Income-tax 
Act, who were to be treated as the cor- 
ifesponding officers under thel Sitate laws. 
Thus in the case of taxes of a special 
kind assessed, levied and collected in 
Madhya Bharat there was a sort of 
inconsistency or conflict between the 
terms of the agreement and the provi­
sions of sedtion 13 of tli|e Finance 
Act, 1950.

Shri Bansal (Jhajjar-Rewari): What 
was that agreement?

Shri M . C. Shah: Agreement between 
the Rajpramukh of Madhya Bharat 
and the Government of India, that for 
the period prior to the integration the 
Madhya Bharat Government will be 
entitled to assess, levy and collect the 
taxes prior to the period of financial 
integration. That was the agreement 
under article 278 of the Constitution, 
and it is binding on the Grovemment 
of India. Therefore the Madhya Bharat 
Government officers were entitled to 
assess, levy and collect the tax.

Now, under section 13 of the Finance 
Act— that was under the recommenda­
tion of the Federal Finance Enquirr 
Committee there was this distinction
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so far as other States were concemed, 
that section 13 was in operation. So tar as the Madhya Bharat Government 
was concerned, the Agreement between 
the Rajpramukh of Madhya Bharat 
and the Government of India operat­
ed and therefore the Madhya Bharat 
Government, under the impression 
that this agreement prevailed, appoint­
ed all the officers and they assessed, 
levied and collected all these taxes. 
There are about a dozen cases of as- 
fiessees, and they have been already 
assessed. There have been appeals. 
There the question was raised by one 
of the assessees that the officers of the 
Madhya Bharat Government are not 
entitled to levy or assess the tax. But 
under the agreement they were entitl­
ed to.

In order to remove the doubt and 
avoid multiplicity of litigation we have 
come forward to validate the action 
of the Madhya Bharat Government. A s  
I said, under that agreement they are 
fully entitled and therefore only in 
order to resolve this doubt that was 
created we have come forward here 
for validating these acts.

It is rather too late in the day now 
to change the whole system. There is 
no dispute about the liability for pay­
ing the tax. Those people who ques­
tion this say they are prepared to pay 
the taxes that may be due from them. 
But their objection is that under sec­
tion of the Finance Act, 1950 these 
assessments ought to have been made 
by the officers of the Government of 
India. But they may not be knowing 
about the agreement between the Raj­
pramukh of Madhya Bharat and the 
Government of India. When this 
point was raised by some Members of 
Parliament and by certain others, the 
whole thing was again looked into in 
consultation with the Law Ministry 
and we have got their opinion that 
under this agreement whatever is done 
by the Madhya Bharat Government is 
quite proper and correct. Therefore, 
in order to resolve this doubt this Bill 
has been brought forward. I move.

Mr. Deputy-Speaker: Motion moved:
“That the BiU to validate the 

levy, assessment and collection in 
the State of M adhya Bharat o f  
certain taxes on income and on 
profits of business due in respect 
of the periods referred to in sub­
section (1) of section 13 of the 
Finance Act 1950, be taken into 
consideration.’'

Pandit Thaknr Das Bhargava (Gur^ 
gaon): After reading the Statement of 
Objects and Reasons I have got a doubt. 
I find from the Statement of Objects 
and Reasons that there was a mistake 
in allowing the officers of the Madhya 
Bharat Government to levy and realize 
the taxes, etc., and that mistake is 
being rectified now. But at the same 
time there is another clause, clause 4, 
which says that so far as the pending 
proceedings are concerned they will be 
continued and that even now the offi­
cers of the Madhya Bharat Govern­
ment shall have jurisdiction so far 
as these taxes are concerned. I want 
to know after the lapse of about 5 
years, is it true that there are two  
sets of officers there?

sbn M. C. Shah: No.

Pandit Thakur Das BhargaTa: How
is it that these proceedings are to be 
continued and the officers of the 
Madhya Bharat Government will 
operate and realise these taxes, etc?

Shri M. C. Shall: So far as assess­
ment for the pre-integration period is 
concerned, that is before the financial 
integration came into effect, the offi­
cers of the Madhya Bharat Govern­
ment are assessing, levying and col­
lecting the tax. From the date of the 
agreement coming into force, the In­
come-tax Officers are levying, collect­
ing, etc.

Pandit Thakur Das Bhargaya; That
is not the point. The point is 
this. After 13th March 1948, if any 
tax is due. the officers of the present 
State are levying and collecting the 
tax. So far as the arrears previous fo
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that period are concerned, the Madhya 
Bharat officers levy or collect those 
taxes, whereas according to the Fin­
ance Act, the officers of the present 
Government should have collected. 
This Bill is brought to rectify that 
mistake. I can understand that. So 
far as pending proceedings are con­
cerned, clause 4 of the Bill says that 
these proceedings will be continued by 
the previous officers. Am  I to under­
stand that the jurisdiction of these 
officers still continues?

Shri M. C. Shah: Yes; so far as those
pending cases are concerned, the ap­
pellate officers of the Madhya Bharat 
Government are working. Because, as 
I Just now explained, according to the 
agreement between the Rajpramukh of 
Madhya Bharat and the Government 
of India, all the cases that were pend­
ing were to be disposed of by the 
Madhya Bharat Government officials 
under the procedure laid down there.

Pandit Thakur Das Bhargava: What 
I do not understand is this. Under 
the Finance Act we said that in future 
all the taxes will be collected by the 
present Government.

Mr. Deputy-Speaker: Including the
arrears.

Shri M. C. Shah: Yes; it is true. Arrears 
ilso were to be collected by us. A  
mistake was made and the officers of 
the old State collected those arrears 
and did everything.

r Mr. Deputy-Speaker: The hon.
Deputy Minister says that it is not a 
mistake but that it was a part of the 
agreement with the Rajpramukh that 
the Madhya Bharat officials should 
c?ollect in which case the Finance Act 
differs from this agreement. They 
want to bring this in line with the 
Finance Act, and make these people 
responsible as if the officers of the 
Central Government are collecting.

Shri M. C. Shah: The words are
these. I will read out two things. 
There is the recommendation of the 
Enquiry Committee.

“In one of' the Covenanting
States of the Madhya Bharat

Taxes on Income 3362 (Validation) Bill 
Union— Indore— ^there used to be 
levied a tax described as “ Indus­
trial Pooflts Tax’* on the income 
of certain industrial enterprises.

It is understood that with the 
formation of the Madhya Bharat 
Union, the imposition of this tax 
has been discontinued; but there 
are still several pending cases to 
be disposed of. These will have to 
be taken over by the Centre and 
disposed of (in the same way as 
pending income-tax cases) in ac­
cordance with the pre-existing law  
of the Indore State. Should there 
be portion of this tax which is “ re­
turnable” to the assessees, the 
^ability in this respect should be 
dealt with in manner suggested 
above in connection with the liabi­
lity for the refundable portion of 
the E. P.T.

That was the recommendation of the 
Federal Finance Enquiry Committee.
A  modification was made in the agree­
ment:

“In respect of the taxes mention­
ed below which pertain to items 
included in List I of the Seventh 
Schedule to the Constitution of 
India and are not in fact levied by 
the Government of India, the State 
will be allowed to continue to 
make assessments and to collect 
all the arrears outstanding even 
after federal financial integration, 
in respect of the liability of asses­
sees up to 31st March, 1950.

I am reading a portion of the agree* 
ment.

Slirt RadheUl Vyas (U jjain): What 
is the date of the agreement?

Shrt M. C. Shah: I shall find out 
and let you know.

“ Gwalior War Profits Tax,

Indore Excess Profits Tax,

Indore Industrial Profits Tax,

Indore Stock Exchange and For­
ward Transactions Tax,

Rutlam Royalty on Cloth Produe- 
tlon.'*
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respect of Indore Industrial 
P y flts  Tax, however, no assess­
ment willl be made in respect of 
profits assessable to Indian Income- 
tax Act after federal financial inte­
gration, that is to say, in respect 
of profits of “ previous years’* o l 
the Indian Income-tax assessment 
year 1950-51 and subsequent 
years. It is agreed that the con­
tinuance of • assessments in respect 
of the taxes mentioned above and 
the collection of arrears, etc. in 
relation to those taxes by the 
State after federal financial inte­
gration will necessarily involve 
that all refunds and other repay­
ments to be made to assessees will 
also be made by the State.

Mr, Deputy-Speaker. W e are not
Interested in all these details. W hat 
is the agency which ought to collect? 
If this agreement preceded the Finance 
Act of 1950, how did it happen that 
this clause was introduced in the 
Finance Act contrary to the terms of 
the agreement that the Central Gov­
ernment officers will make the collec­
tion?

Shri M . C. Shah: This agreement was 
executed on 25th February, 1950.

Mr. Deputy^peaker: The Finance
Act, 1950, must have been passed some 
time in April, 1950. How did this 

happen?

Shri M.. C. Shah: Therefore, the
Madhya Bharat Government took the 
agreement as it was and they said that 
they were entitled to go on with the 
pending cases, under the agreement 
I read out. When doubt was express*- 
ed........

Shri V. G . Deshpande (G una): 
When was the doubt expressed?

ShH M. C. Shah:........we thought that
we may bring in a validating Act ^  
that all these doubts may be set at 
rest.

Mr. Depttty-Speaker: What ought to 
happen is the Finance Act should be

modified: notwithstanding this provi­
sion, in pursuance of liie agreementt 
this provision, so far as it relates to  
Madhya Bharat, shall not be deemed to 
apply, in one form or another.

Shri M , C. Shah: After this point
was raised, we took up this matter 
with the Law Ministry also and the 
Law Ministry said that this validating 
Act was necessary. Otherwise, they 
said and I thought that the first pro­
viso to sub-section (1) of section 13 
of the Finance Act may be deemed to 
be ultra vires so far as Madhya Bharat 
was concerned, and so it is better to 
proceed with this Bill.

Pandit Thakur Das Bhargava: in
the Statement of Objects and Reasons, 
it is stated that this provision was 
overlooked by the Madhya Bharat 
Government. That is wrong.

Mu. Deputy-Speaker: That appears 
to be wrong. Both of them appear to 
be incorrect. The provisions of the 
Indian Finance Act, 1950 were over­
looked by the Madhya Bharat Gov­
ernment and the Central Government 
overlooked the provisions of the agree­
ment.

Pandit Thakur Das Bhargava: A s ^
matter of fact, when it was passed in 
ApiHl, 1950, our officers must have 
known that it was their duty to realise 
all this. They did not know of the 
agreement. Probably, there might have 
been something wrong. A t the same 
time, I do not see why that provision 
in section 13 of the Finance Act is 
not sought to be corrected now at 
least, when that Act has been passed 
overlooking that agreement, and the 
indication given that our officers will 
deal with this, now that the mistake 
has been discovered.

Mr. Depnty-Speaker: Only with res­
pect to cases in which proceedings are 
pending, they are consigned to the 
State.

Pandit Thakur Das Bhargava: The
benefit of the laws was given so far 
as arrears were concerned. Our courts.
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our officers, our tribunals should have
decided any disputed matter with re­
gard to arrears. What I do not under­
stand is this. As is also mentioned in
an amendment, if effect was given to
section 13 of the Finance Act, these
arrears should have been collected by
our officers. Now that the mistake has
been discovered, why don’t we not
make it clear that our officers should

, adjudicate about any disputes which
are there in connection with the pro­
ceedings? W hy should we now enact
that those officers of the State will go
on dealing with the disputes about
arrears.

Bfr. Dieputy-Speaker: The hon.
Minister has read out the agreement
to the contrary.

Pandit Thakur Das Bhargava: Let
us change our law, section 13, in ac­
cordance with the agreement.

Mr. Depoty-Speaker: The question is
whether the law should be changed in 
accordance with the agreement or the
agreement should be validated in ac<* 
cordance with the law. Now, the other
step has been taken under the advice
of the Law Ministry. It does not
matter, because both mean the same
thing.

Shri Bansal: The difficulty is whe­
ther the officers of the Government of
India, or the Government of India, at
t^e time of enacting the Finance Act
of 1950, overlooked the agreement
which they had entered into with the
Government of Madhya Bharat. There
is a sort of legal duel going on bet­
ween the Central Government and the
Government of Madhya Bharat. What
is the poor assessee to do?

What is happening in Madhya
Bharat is actually this. In 1951, the
Madhya Bharat Government, in pursu­
ance of their agreement with the
Central Government, appointed an
appellate authority. That appellate
authority had before it the cases of
the assessees, whose income was asses­
sed prior to 1950. Instead of finalis­
ing those cases or allowing those cases
to be finalised by the appellate autho­
rity, the Madhya Bharat Government

appointed another tribunal in 1952.
Then, I am told— t̂his is from a re­
presentation I have received from the
Madhya Bharat Millowners’ Associa­
tion— still another authority was ap*
pointed in 1953. What is this joke
going on? It does not matter who
charges or who assesses the tax. Let
it be the Madhya Bharat Government
or the Central Government; it does net
matter, so long as the tax is finally
charged and assessed reasonably. But
what is happening is that the assessees
are being sent from pillar to post. One
appellate authority is being appointed
in one year, another the next year, and
still another after two or three years,
with the result that the cases are pend­
ing unnecessarily. I think it is the
duty of this House to take cognisance
of this fact, and whether this is being
done by the Madhya Bharat Govern­
ment or the Central Government, it
should bring about some sort of finality
in the assessments. That is all I want
to say on the fioor of this House. The
cases of these assesses must be finalis­
ed; and if nothing can be done, be­
cause there is a cul-de-sac on account

of the agreement which the Govern­
ment of India have signed with the
Madhya Bharat Government or on ac­
count of the fact that either our
Central Government overlooked the
agreement while bringing forward the
Finance Bill, or whatever it is, now
the Government pt India must use
tlieir good offioels with the Madhya
Bharat Government and get these
cases settled at an early date. This
can be done. Whatever provision we
may amend, I think this is not outside
the scope of the authority of the
Central Board of Revenue and the
Finance Minister to bring to bear upon
the Madhya Bharat Government, good
sense in order to finalise these cases.

No favour is being sought by asking
this. A ll that I ask is that these cases
which have been pending for seven or
eight or even nine years— there may
be some cases which may refer to
incomes relating to periods much be­
fore 1950— should be finalised at an 
earlv date. This enrllPHw RnnrnackiA^—

Taxes on Income 3369
(Validation) Bill



3367 Madhya Bharat 27 SEPTEMBER 1954 Taxes on Income 3368
iVulidation) Bill

(Shri Bansall

this appellate authority, to this tribu 
nal or to that tribunal must be put 
an end to, and some sort of arrange­
ment must be arrived at, whereby 
these cases are settled amicably. 1 
feel that if the Finance Minister and 
the Central Board of Revenue use 
their good offices, an* end can be put 
to this whole aflair.

Pandit Thakur Das Bhargava: How
many cases are there pending now?

Mr. Deputy-Speaker: Now, Shri
V. G. Deshpande.

Shri ML C. Shah: There are twelve 
assessees, and there are about........

Mr. Deputy-Speaker: I have called 
Shri V. G. Deshpande.

Shri M. C. Shah: 1 am giving in­
formation.

Mr. Deputy-Speaker: No information 
now. The hon. Minister may reserve 
and give this information later on.

Shri M . C. Shah: 1 am sorry.

Shri V. G. Deshpande: I really record 
my protest against the way in which 
such important Bills are presented to 
the House. This is a BUI which vitally 
affects the interests of the consti­
tuencies I represent. Here, we are told 
that there was some mistake made by  
the Madhya Bharat Government, and 
in order to correct that mistake, the 
hon. Deputy Finance Minister is ap­
proaching this House. But now we 
have actually found out that the mis­
take was made by our Central Gov­
ernment. On account of this mistake, 
certain confusions did arise there, and 
as my hon. friend Shri Bansal has 
pointed out. this confusion is causing 
great injustice to many persons in 
Madhya Bharat.

When this Bill has been presented 
oefore the House, the House has not 
been informed as to what the amount 
involved is in all the pending cases, 
what the number of these pending 
cases is, and when this mistake was 
detected. Section 13 of the Finance

Act, 1950 was passed in 1950 and tc* 
day It is September 1954. Within , 
these four years, when was this mis­
take detected? What were the steps 
that Government took after this m is­
take was detected? What is the amount 
still pending? What is the number of 
cases which are still pending? If, as 
has been pointed out already, there is 
really such confusion, and tribunals 
after tribunals are being appointed, I 
think this House would not be justi­
fied in giving the kind of authority 
to an agency, which is causing great 
harassment to the assessee. I do not 
want to plead for the assessee or the 
millowners Ir ihat State, it is 
entirely a question of jurisdiction........

Mr. Deputy-Speaker: What is the
wrong that those people have commit- 
tedT

Shri V. G. Deshpande: Those people 
have not committed any wrong, but 
it is our Government that have com­
mitted the wrong.

Mr. Deputy-Speaker: W hy is the hon. 
Member apologetic that he is not
pleading for them?

Shri V. G. Deshpande: The point is 
this that in this progressive state, it 
is a bit difficult to defend that section.

Shri Radhelal V yas: So, this w a j,  
you are defending.

Shri V. G. Deshpande: I am Just
thinking whether a confusion has n ot  
been caused within such a short de­
bate of one hour, as a result of all 
the details not having been placed 
before this House. If the sum involved' 
in these cases is not very large, and 
it is not proved that most of the cases 
which have not been disposed of are 
very important cases, then I think the 
House would be Justified in rejecting 
this Bill.

Therefore, I would appeal to the hon. 
Deputy Minister to place before the 
House the whole informatioxi, so that 
we may be in a position to decide what 
course the House should take w M i re- 
eiirl to this BilL
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Shrl Y . G. Deshpande: You are
speaking on behalf o f that Govern­

ment?

Shrl Radheial Tyas; Yes.

Shri M . C. Shah: The bon. Member 
there Just wanted certain information.
I bave collected that information.

There are 11 assessees and 66 appeals.
In these cases, the demand involved 
Is Rs. 2'8 crores. Out of that, all the 
sum except Rs. 16 lakhs, has been 

paid. The arrears of collection b o w  
Is Rs. 16 lakhs. Whatever is decided 
in the appeals will be given effect to. 
Therefore, all these m oneyi will go 
to the Madlijra Bharat Government. 
The Central C|k)vemment have not to 
get a siatfs  flnrthing.

About the assurane* that was 
demanded by Mr. B riaill ir tn i lMe,

Taxes on Income 3370
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can assure the House that we will 
Just take up the matter with the 
Madhya Bharat Government to see 
that all these appeals are disposed of 
as early as possible. Perhaps all these 
appeals would have been disposed of 
except for the fact that one of the 
assessees raised this question, about 
the validity of this assessment. And if 
that is held valid, then there is the 
involvement of Rs. 2*8 crores with the 
Madhya Bharat Government. There­
fore, they immediately came to the 
Central Government and requested 
the Central Government. W e just 
drafted this Bill and introduced it 
here. Some of those assessees came to 
m e also. They said that they had no 
dispute about paying the dues and 
they wanted to have it decided soon.
A t the same tim®, they just spoke to 
me that, if possible, some officer might 
be appointed— perhaps they did not 
say so in so m any clear words,— -but 
they wanted an officer of some experi­
ence or something of that sort. W e  
will just look into the matter, get into 
touch with the Madhya Bharat Gov­
ernment and will see that this matter 
is setUed as parly as possible. That 
Is all I have to say.

not present in the House? So I will 
now put clause 4 to the vote of the  
House. The question is:

“ That clause 4 stand part ot  
the Bill/*

The motion was adopted̂
Clause 4 was added to the BilU
Clause 1 was added to the BilL
The Title and the Enacting Formula were added to the Bill
Shri M  C. Sbah: 1 beg to m ove:

“ That the Bill be passed.”

Mr. Deputy-Speaker: The auestioa
is:

“That the Bill be passed.'^ 

The motion was adopted.

M r. Deimty-Speafcer: The question 
is:

“That the Bill to validate the 
levy, assessment and collection in 
the State of Madhya Bharat of 
certain taxes on income and on 
profits of business due in respect 
of the periods referred to in sub­
section ( 1) of section 13 of the 
Pinance Act. 1950. be taken into • 
consideration/'

’ The motion was adopted,
Mr. 0epaty-Speaker: There are no 

amendments to clauses 2 and 3.
Clauses 2 and 3 were added to the BilU 
Clause 4 ^  (Continuance of pendirtg proceedings)

Domity-Speaker: Thqre is an
ameBdmmt b y  Mr.^N. U Hie is .

D E M A N D S FOR SU PPLEM EN TAR Y  
G R AN TS FOR 1954-55

Mr. Deputy-Speaker: The House
will now proceed to discussion of the 
supplementary demands for grants, 
for 1954-55.

H ie  Deputy Minister of Finance 
(Shri M . C. Shall): Usually on these 
demands, we do not say anything in 
the first instance, but this time, as 
the demands, taken together, involve 
a gross expenditure of Rs. 215 ,61 
crores, with your permission, I will 
just try to explain this figure o f  
Rs. 215*61 crores.

There has been some misapprehen­
sion or criticism that this amount o f  
R S..215 crores is practically half the  
budget amount, and perhaps they mdy  
say that there was no accurate budgeft- 
Ing. But that is not so, which will be> 
seen just now, when I give out the 
figures. The total revenue expenditure 
(gross) comes t6 only Rs. 6,12,77,000.

Mr. Deputy-Speaker: Under these ‘
supplementary grants? ,

•Moved with the recommendation of the President.




