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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorisedby 
the Committee, do present on their behalf this Sixty-First Report on the 
action taken by Government on the recommendations of the Public Ac- 
counts Committee contained in their One Hundred and Eighty-Sixth Report 
(Fifth Lok Sabha) on Corporation Tax and Income Tax-A Review. 

2. On 10 August, 1977, an 'Action Taken Sub-Committee' consisting 
of the following Members, was appointed to scrutinise the replies received 
from Government in pursuance of the recommendations made by the 
Committee in their earlier Reports : 

I. Shri C. M. Stephen . . Chairman 
2 .  Shri Asoke Krishna Dutt . . Convener 
3. Shri Gauri Shankar Rai . I  
4. Shri Tulsidas Das Dasappa . 
5. Shri Kanwar La1 Gupta . I Members 
6 .  Shri Zawar Hussain . I 
7. Shri Vasant Sathe . . J  

3. The Action Taken Sub-Committee of the Public Accounts Com- 
mittee (1977-78) considered and adopted the Report at their sitting held 
on 9th December, 1977. The  Report was finally adopted by the Public 
Accounts Committee (1977-78) on 19 December, 1977. 

4. For facility of reference, the conclusions/recommendations of the 
Committee have been printed in thick type in the body of the Report. For 
the sake of convenience, the conclusions/recornmendations of the Commit- 
tee have also been appended to the Report in a consolidated form. 

5. The Committee place on record their appreciation of the assistance 
rendered to them in this matter by the Comptroller and Auditor General of 
India. 

December 19, 1977. 

Agrahayana 28, 1899 (S ) .  

C. M. STEPHEN, 

Chairman, 
Public Accounts Cornnittee. 



CHAPTER I 

REPORT 

I I .  This Report of the Committee deals with the action taken by Go- 
vernrnznt on the C~rnnit tee 's  recommendationslobservations contained in 
xhzir 185th Rnport (Fifth L3k Sabha) on Review of Implementation by 
Government ofthe recornmondations made bythe Public Accounts Cornmit- 
tee relating to Corporation Tax and hcome-tax during 1964-74. 

I .2. The Committee's 186th Report was presented to the Lok Sabha 
on 18 January, 1976 and contained 24 recommendations/observations. 
Action taken notes on these recommendations/observations were received 
from the D2partment of Revenue and Banking (now Department of Re- 
vznu:) on different dates during Msy--July, 1976. Further information 
on a few p ~ i n t s  was called for on I August, 1977 and received from 
thzt Department on 13 September, 1977. 

I '  3. T n -  Aztion T d k ~ n  N x e s  received from Government have been 
broadly categorised as follows : 

(i) R~zo;nn:ndations/observations that have been accepted by 
Government: 

Sl. NJ;. 2, 3, 4, 5 ,  6, 8, 9, 13, 11, 12, 13, 14, 16, 17-21, 23. 

(ii) 1inco.nn:n;t~tions'obs~rvations which the Committee do not 
d:sirz to pursuz in view of the replies of Gwernment: 

S1. Nos. 15,22. 

(iii) R~comn~nd~tions, 'observations replies to which have not been 
accepted by the Committee and which require reiteration : 

S1. Nos. I ,  7. 

(iv) Recomrnendationslobservations in respect of which Government 
have furnished interim replies : 

S1. No. 24. 

I . 4 .  Th:: C m  nittee will now deal with the action taken by Government 
on some of their recommendations/observations. 

A. Implementa t ion  Machinery(Paragraph 2. q - S1. No. I) 

I 5.  Stressing the need for devising an adequate machinery to ensure 
implementation of their recommendations made over the years, the Com- 
mitte:, in p ~ r d g r ~ p h  2 . 4  of their 176th Report (Fifth Lok Sabha), had 
Stated : 

"In respect of all these matters the Public Accounts Committee have 
b:en msking recommendations repeatedly and the Government 
hzve been giving assurances. However, as can be seen from the 



following chapters, the assurances have, largely, remained unful- 
filled. In a number of cases (of paragraphs 3.14, 4.7, 4.  I I, 
5~13,5~20,6~13,7~5,7'13,7~14,9~17, I I ' I I ,  I ,  1 1 2 0  and 
I I 25 of this Report), there has been no finality as yet in respect 
of the action taken by Government on some of the important re- 
commendations of the Committee, despite considerable time 
having elapsed. Unless the Government devise an adequate 
machinery to see that the recon~mendations of the Committee re- 
ceive adequate and prompt attention and the assurances held out 
to the Committee are translated into positive action not only a t  
the higher level in the Ministry of Finance and the Central Board 
of Direct Taxes but also by all thoseengaged, in some capacity or 
the other, in administering the Income-tax law and procedures 
the labours of the Committee over the past so many years shall have 
been in vain." 

I -6. Giving latest position in respect of the Committee's recommenda- 
tions referred to in various paragraphs mentioned above, Government have 
stated that : 

"The latest position in respect ofthe recommendation referred to in 
various paragraphs mentioned above is as under : 

(i) Para 3.14 - The  Committee's attenticn is icvi~cd T O  1kis 
Department's reply to para 3.15  of this Rrrcrt  6 ~ t c d  25.676. 
Regarding the recommendation at para I .  14 of 150th Re- 
port in respect of amalgamation of the Agencies f ~ r  collect- 
ing information and conducting research on tax prcblerns, 
no decision has been arrived a t  so far. The  Committee will 
be informed as soon as a decision is taken. 

(ii) Para 4 7-In this connection, a reference is invited t c  this 
Department's rep1 y of2 1st September, 1974 to para I I 5 of 
I 18th Report of the Committee (1973-74) (Appendix I). 
The  resultsof the survey are, however, awaited. The  Com- 
mittee will be informed as soon as the results of Survey 
are known. 

(iii) Parn 4. I I-The matter has been referred to the Ministry of 
Law for obtaining the opinion of Attorney General, which 
is awaited. 

(iv) Para 5.13-The information sought for by the Audit in this 
connection has been furnished to them on 6th May, 1976 
vide D. 0. F. No. 236/rg4/71-A & PAC-I1 (Appendix 11). 

(v) Para 5 - 2c-In this connection, this Department's reply 
dated the 24th April, 1976 to para I .  17 of the 18th Report 
may please be referred to (Appendix 111). 

(vi) Para 6.13-The measures taken in this respect have been 
elucidated in replies to paras I .  16,2.21,5.18, and 5-19 of 
their 187th Report (Appendices IV, Vand VI). 



(vii) Paras 7.5,7-  13, and 7-  14 - Replies sent on 17th July, 1975, 
16th August, 1975 and 25th August, I975 from F. No. 
236/243/72-A&PAC-11 may be referred to in this connec- 
don (Appendices VII, VII I  and IX) 

(viii) Para 9.17-The results of review have been intimated to 
the Committee on 7-5-67 from F. No. 23 112 1173- A & PAC 
I1 in reply to para I 42 of their 141st Report (Appendix X) 

(ix) Paras 11. 11 & 11.14-This Department's reply dated the 
13th November, 1975 to para I - 95 of their 150th Report also 
covered their recommendation at  para I .  105. 

{x) Para I I .  20-In para I .  14 of their 25th Report, the Commit- 
tee had recommended strengthening of the Intelligence 
Wing. The  Board have recently take steps for strengthening 
the work of the Intelligence Wing. Five additional posts of  
Deputy Directors, 53 posts of Assistant Directors and 162 
posts of Inspectors have been sanctioned in April, 1976. 

(xi) Para I I .  25-In this connection, this Department's reply to 
para I I .31 of this (186th) Report may please be referred to." 

The latest position intimated by Government in regard to the implemen- 
tation of the recommendations given in earlier Reports of the Committee 
(mentioned in para 2 . 4  of the 186th Report as illustrations) has been 
analvsed in Appendix XXIII .  

1.7. The Committee had come to the conclusion that they have 
been making recommendations repeatedly and the Government 
have been giving assurances which have, largely remained, unful- 
filled. In support of their conclusion, the Committee has cited 
recommendations of their earlier Reports. The Committee had 
recommended that Government should devise an adequate 
machinery to see that the recommendations of the Committee 
receive adequate and prompt attention at all levels. Tn their 
reply,Government have mereky stated the factual position on 
earlier recommendations cited as illustration but have not 
spelt out the specific steps taken o r  proposed to be taken t o  
ensure timely implementation of the assurances given by them 
to the Committee. The Committee, therefore, reiterate their 
recommendations. 

B. STATISTICAL INFORMATION SYSTEM 
(Paragraphs-12 .q  and 12.5-S1. Nos. 13 And 14) 

I .8. In paragraphs 12.4 and 12.5 of their 186th Report, the Committee 
had stressed the importance of building up of an effective statistical system. 
The  Committee had stated: 

"The first basic tool in the hands of any tax administration is an efficient 
statistical information system. Any one entrusted with the man- 
agement of the finances of a country should have at his disposal 
upto-date and complete data on all aspects of the taxes which 
he administers and particularly on the impact and incidence of  



proposed tax measures, so that timely changes may be made and 
a proper and purposeful guidance given to policy makers. This 
information system has, most unfortunately, not been built up 
yet in the Income-tax Department, in spite of repeated recommen- 
dations by the Public Accounts Committee and other Commissions 
and Committees, and this failure had led to all the distortion in 
the tax adrninistraticn, leading to ad-hoe solution, hasty amend- 
ments and cumbersome but ineffective procedures. The  Working 
Group of Administrative Reforms Commission on the Central 
Direct Taxes Administraticn, which submitted its Report in the 
year 1968, had observed as followed on the still prevailing 
state of affairs : 

'The tax which the Department administers, affects the social 
and economic life of the country in a mcst powerful way. No 
one knows or can know :IS much about the effect of the adminis- 
tration of the taxes as members of this Department, but we 
doubt if there is a machinery in the Department adequately 
equipped to give information on such matters.' 

I n  Chapter 111 of this Keport, extracts of various recommendations of 
this Committee have been given in which the importance of streng- 
thening the stxistical machinery has been repeatedly stressed. 
The Committee would like particularly to draw attention to 
paragraphs I .23 to I 26 o i  their 51st Report (Fifth Lok Sabha). 
In these paragraphs, the Committee had deplored the failure of 
the CBDT to establish a proper machinery for furnishing upto- 
date statistics so as to ensure a more accurate forecast of revenues. 
However, apart from stating that a Committee h3d been set up, 
under the Chairmanship of a Joint Secretary of the Department 
of Statistics, to look into the statistical framework of the In- 
come-tax Department and to make suitable recommendations for 
streamlining and systematizing it, no concrete steps appear to have 
been taken. This was clearly pointed out in paragraphs I 9, I . I O  
and I 14 of the 150th Report (Fifth Lok Sabha). The latest All 
India Income-tax Statistics that is available in cyclostyled form 
relates to the year 1971-72 and this too is deficient in many respects. 
There has been, to the knowledge of the Committee, no All 
India Statistics in respect of other Direct Taxes. The  Committee, 
would, therefore, strongly urge Government to speed up action on 
the setting up of an efficient statistical organisation which would 
give all necessary data promptly and contemporaneously with the 
framing of the Budget, so that not only the Minister of Finance, 
but also the Members of Parliament, st the time of discussion of 
the Budget, could have the advantage of complete information in 
respect of all aspects of tax levy and collection. On several occasions, 
the Central Board of Direct Taxes were also unable to furnish pro- 
mptly to the Committee complete and updated information relating 
to Direct Taxes, on account of the absence of a sound statistical 
base within the organisation. The  statistical organisation when set 
up as recommended by the Committee, should also be in a position 
to give all information in this regard required by the Committee." 

I .g. In their Action Taken h'ote dated 28th June, 1976, the Department 
of Revenue and Banking have inter alia informed the Committee that the 



following action was being taken on various recommendations contained in 
the final Report of the Committee on Direct Taxes Statistics submitted in 
January, 1976 : 

"In para 12.4, the Committee has recommended the building up of an 
efficient statistical information system. In para 12.5 the Committee 
has recommended the setting up of an efficient statistical orga- 
nisation which should give all necessary data promptly and con- 
temporaneously with the framing of the Budget so that not only 
the Minister of Finance but also the Members of the Parliament, 
at the time of discussion of the Budget, could have the advantage 
of complete information in respect of all aspects of tax levy and 
collection. 

2. As observed by the Committee in para 12.5, the Government had 
appointed a Committee of experts on Direct Taxes Statistics, 
on 31.3.1973, to study the unsatisfactory nature of statistics re- 
lating to Direct Taxes in all its aspects and to make recornmen- 
dations, among others, on improving the statistical information 
system and the administrative, organisational and procedural 
changes required to give effect to its recommendations. 

3. The Committee on Direct Taxes Statistics submitted an interim 
report in November, 1973, in which the ways and means of clearing 
the back-log and up-dating the Statistics and ensuring their timely 
and expeditious publication in future, were discussed. The main 
recommendations contained in the Interim Report and the action 
taken thereon, as reported by the hlinistry have been reproduced 
in para 3.14. 

4. The final report of the Committee on Direct Taxes Statistics, submitted 
in January 1976 , contains recommendations for building up of an 
efficient Statistical Information System and a Statistical Or- 
ganisation. The main recommendations and the action taken on 
the Report by the Ministry, are :- 

(A) Statistical information System 

(i) Annual Statistical Publications : 

Among the annual publications, the All India Income-tax 
Statistics (AIITS) is the most important and comprehensive 
publication with a variety of tables which provide a detailed 
classification of the assessed income and the tax levied by 
several chamcterisations. The major deficiencies in AIITS, 
are due to the absence of the required type of information in 
the source-data contained in Assessment Forms ITXS 150 
(for non-company assessees) and ITNS 15oA (for compsny 
assessees). The Committee has, therefore, suggested a 
number of changes in these two forms. The revised forms 
suggested by the Committee will, ituer alia, protide for re- 
cording a number of additional items of informations, such as 
the profession of individuals, the source of salan income 
(from Central 'State Government/Local authorities Public 
Sector Undertakings or Privnte employers), property in- 



come from self-occupied building, income derived from agri- 
culture, entitlements in rebates under the new provisions in 
sections 80-HH, 80-M, 80-N, 80-0, 80-Q, 80-R, 80-RR 
and 80-TT, the ownership category of a company, 
(public, joint or private sector), deductions due to special 
allowance on newly constructed residential units, amorti- 
zation of preliminary expenses and expenditure on 
prospecting, etc. 

(b) The contents of AIITS have been greatly improved by 
proposing a set of revised statistical tables which will, 
among others, provide for- 

(i) Details of Important deductions and reliefs by status 
and income ranges ; 

(ii) Information on net agricultural income of the assessee; 

(iii) Trade classification in conformity with the National 
Income Classification (NIC) : 

(iv) Distribution of assessees by major occupational groups; 

(v) Separate data on short-term and long-term capital gains 
by ranges of assessed income and status; 

(vi) Classification of companies on the basis of their owner- 
ship i.e.- 

(a) Statutory Corporations and Government Companies ; 

(b) Companies in Joint Sector; 

(c) Branches of Foreign Companies; 

(d) Public Limited Companies in the Private Sector ; 
and 

(e) Private Limited Companies in the Private Sector. 

(ii) Periodical and ad-hoc reports : 

(a) Extensive modifications and revision of various periodical 
and ad-hoc reports have been sug ested by the Committee k so that revised proformate can ta e into account most of 
the likely requirements of the Department and, in par- 
ticular, the information required by the Parliament. The 
periodical reports have been so designed as to obviate 
the need to secure information from the field officers on 
an ad-hoc basis except in exceptional circumstances. 

(b) The proposed proformae should be tried out initially 
in a few Commissioners' charges to ascertain the practical 
difficulties, if any. 



(c) The Directorate of Inspection (Research & Statistics) 
should be custodian of all statistical information. 

B. Statistical Organisation 

As the work relating to compilation and publication of Statistics is en- 
trusted to Directorate of Inspection (Research & Statistics), the Committee 
has suggested, for this Directorate, a number of professional posts at various 
levels of supervision and also suitable augmentation of staff taking into account 
the greatly enlarged functions and work load. 

5. The  final report of the Committee was considered by the Central Board 
of  Direct Taxes on 26-4-76 and it was decided to appoint an officer on Special 
Duty in the Directorate of Organisation and Management Services to prepare 
detailed proposals for implementing the various recommendations of the 
Committee in relation to the collection and compilation of Statistics in the 
light of some changes made and guidelines laid down by the Board. The D I  
(R & S) has been asked to submit proposals, through the D I  (0 & MS ) , 
on the basis of the recommendaion of the Committee, to strengthen and irn- 
prove the statistical organisational structure of the Directorate of Research 
and Statistics. A few of the recommendstions of the C~mrnittee requiring 
detailed consideration, are being actively examined. 

6 .  The latest A11 India Statistics presently available relate to the year 1972- 
73 and were published in 1975. The  publication of Statistics for 1973-74 is 
being phased out as recommended by the Committee on Direct Taxes 
Statistics in its interim report. The  All-India Inccme Tax Statistics for 1974- 
7 are in an advanced stage of finalisation. All India Statistics in respect of 
other Direct Taxes are also brought out. The Committee on Direct Taxes 
Statistics could not, however, make any recommendation relating to other 
Direct Taxes due to lack of time. It  has observed that the changes required 
in the collection, compilation and publication of their statistics can be mo- 
delled broadly on the same lines as suggested by the Committee for Income- 
Tax Statistics and has recommended t h x  this matter may be further examined 
by the Directorate of Org~nisaticn and Alanagement Services (DOMS) in 
the light of the re2ort of th: Committee. The  Board considered this 
suggestion of the Committee also at the meeting held on 26th April, 1976 
and h ~ s  asked the Directorate of Orgmisatio~ 8r Man3gement Service to work 
out a Scheme of collection, compilation and publication of statistics relat- 
ing to other Direct Taxes in the light of the recommendations of the 
Committee.'' 

As regards the Committee's recommendation in 150th Report in respect 
of amalgamation of the ,\gencies for collecting information and conducting 
research on tax problems, Department of Revenue in its note dated 17 July, 
1976 furnished in reply to recommendation No. ( I )  stated inter alia : 

"No decision h : ~  been arrived at so far. Thc  Conmittee will be informed 
as soon as a decision is taken. " 

I .  10. In a subsequent Note dated 13 September, 1977, the Government 
have informed the Committee : 

". . . . . .The merger of the three agencies e.g. Tax Planning and Legis- 
lation Section, the Directorate of Research and Statistics and 



the Fiscal Policy Research Unit has not been considered necessary. 
The  action note has the approval of the then Minister of Revenue 
and Banking." 

I .  11. The Committee had in paragraphs I .  23 to I .  26 of their 51st 
Report (1972-73) stressed the need for amalgamation of different 
agencies engaged in the task of collecting information and conduct- 
ing research on tax problems. The Working Group of the Admi- 
nistrative Reforms Commission on the Central Direct Taxes Admi- 
nistration(xg68)had, it would be recalled, also favoured such an amal-. 
gamation. In their note dated 17 July 1g76,the Committee were inform- 
ed that no decision has been arrived at on this question but in a subse- 
qu ent Note dated 13 Septembr, 1977, the Committee have been in- 
formed that "merger of the three agencies- Viz. Tax planning and 
Legislation Section, the Directorate of Research and Statistics and 
the Fiscal Policy Research Unit was not considered necessary. The 
Committee are surprised at this laconic reply. Strangely enough, it  
does not mention even briefly the reasons which have weighed with 
the Government in not accepting this long outstanding recommen- 
dation of the Committee. The Committee reiterate their recommen- 
dation and urge Government reconsider their decision. 

C. Marked variations between Budget Estimates and Actuals 
(Paragraph 3.15-S1. No. 2) 

I .12. Commenting on the marked variations between budget estimates 
and actuals, the Committee, in paragraph 3.15 of their 186th Report 
(Fifth Lok Sabha), concluded: 

"While, on Government's own admission, the steps already taken 
bv the hlinistry have not produced any positive results, the 
Ministry does not seem to have taken any concrete action on 
the specific recommendations of the Committee made in their 
~ 1 s t  Report (Fifth Lok Sabha) even after a lapse of three years. 
In  the meantime, even for the years 1970-71 to 1972-73, the 
variations between the budget estimates and the sctuals have 
continued to be far more than 3 or 4 per cent indicated earlier 
by the Committee and there has been again a persistent un- 
derestimation of tax revenue to the extent of 8.31 per cent to 
13.86 per cent under Corporation Tax and 7.28 per cent of S.94 
per cent under Income-Tax. The  conclusion that the re- 
commendations of the Committee in this regard hare not been 
acted upon in letter and spirit is, therefore, inescapable." 

1.13. T h e  Committee on Direct Taxes Statistics headed by Dr. N. T. 
Mathew, Joint Secretary, in its final report submitted in January, 1976 had 
dealt, among others with the problem of short-term forecasting of revenue 
receipts. Intimating the recommendation made by that Committee on 
this subject and the progress made in this direction, Government have 
in  a note dated 29 June, 1976 stated: 

"The Committee on Direct Taxes Statistics submitted its final 
report in January, 1976. The  report deals, among others, with 
the problem of short-term forecasting of revenue receipts. 



T h e  said Committee has observed that the improvements in t he  
data base, resulting from its other recommendations, will. 
provide adequate means for short-term forecasting of revenue 
receipts. As regards the specific techniques for short-term fore- 
casting, the Committee has observed that any forecasting model 
is subject to inherent limitations and can never be considered 
as completely fool-proof. Besides, in a Dynamic situation, 
where tax rates are altered every year and new fiscal measures 
promulgated, predictions made 15 months in advance are bound 
to he tentative and subject to change in the light of changing 
circumstances. In  spite of these limitations, the Committee 
has recommended that certain objective procedures for fore- 
casting tax revenues may be developed by establishing ap- 
propriate regressive relationship between tax revenues and 
other cognate variables such as non-agricultural national income, 
wages and salaries, population growth, employment and price 
levels. It may he added that some exploratrrrv exercises in this 
direction were carried out by the Planninv Ccmmission and the 
Central Statistical Organisation on behalf of the Committee, 
but the predictive power of these relationships was not found 
to be quite adequate. 

The  Committee has further suggested that the Director of Inspection 
(R&S) should be adequatelv equipped to undertake the fore- 
casting work at a technically competent level, if necessary', In 
collaboration with the Central Statistical Organisation, Plan- 
ning Commission and other Divisions of the Ministry of Ft- 
nance. 

The Central Board of Direct Taxes, at its meeting held on 26-4-76, 
accepted, in principle, the above recommendations of the Cnm- 
mittee. The  D.I.  (R&S), for the creation of necessary addi- 
tional posts so that the exercises suggested br the Committee 
cnn be undertaken. The  results of such studieswill be utilised 
in the formulation of Budget Estimates of Revenue Receipts." 

1.14. Giving details of posts sanctioned for this pu~ose, 'Government 
have, in their note dated 13 September. 1977, furnished the follon-ing 
figures : 

- - -- 
Rs. 

Statistician . . . . 70'3- 1300 I 

Senior Statistical Investigator . . . j5"- 900 2 

Senior Cornputors . . . . . 3Fr-- 560 6 
---- - -- -- - -- - 

(Note : T h w  pwts have not been fillcd up as yet brcausr the rrcruitment rdrs for thrrc 
p09t9 arc being framed.)\ 



1.15 The Committee note that Government have already 
collected details of the methodology followed in UK and USA 
for formulation of budget estimates. Now that necessary posts 
have also been sanctioned, the Committee hope that necessary 
studies in revenue forecasting would be undertaken soon and a 
more effective forecasting system evolved which would avoid 
marked variations between budget estimates and actuals. 

D. Income escaping Assessment-need for Coordination (Para- 
graphs 4.12 and 4.13-S1. No. 3) 

1.16. Analysing the "basic factors" responsible for income escaping 
assessment, the C3mmittee had, in paragraphs 4.12 and 4.13 of their 
186th Report (Fifth Lok Sabha) observed that: 

"It would thus appear that, apart from the weakness of Internal 
Audit and the lack of pre-scrutiny of collaboration agreements, 
there are others, more basic factors responsible for income es- 
caping assessment. In  the first place, there seems to be chronic 
lack of coordination (i) among the assessing officers of the De- 
partment itself, (ii) among the assessment records pertaining 
to different direct taxes, particularly income tax and wealth-tax, 
(iii) among the income-tax Department and the other tax 
collecting departments of the Central and State Governments 
and (iv) among the Central Board of Direct Taxes and the ad- 
ministrative Ministries entering into or  approving foreign 
collaboration agreements. 

Better late than never, Special Circles have recently been set up in 
ten urbsn centres for doaling with 'professionals' like doctors 
lawvers, etc. The Committee trust that work in these Special 
Circles which will have a lot of leewav to make up, will be ade- 
quately performed and supervised." 

1.17. In  their reply dated 28 April, 1976, Department of Revenue and 
:83 nking have stated : 

"The Department of Revenue & Banking shares the views of the 
C3mmittee regarding the importance of coordination among 
the various limbs of the taxing machinery and also among the 
Central Board of Direct Taxes and the administrative Ministries 
entering into or  approving foreign collaboration agreements. 
The  Central Board of Direct Taxes have already initiated 
action to achieve the objectives referred to by the Committee. 

Provision already exists in the appropriate Annexures of the form of 
Return of Income to call for particulars of rent, commission 
etc. under section I 33 of the Act. Instructions to the effect 
that particulars in respect of persons not assessed in the same 
circle, are to be reported by the issue of intimation slips to 
the Income-tax officers concerned for consideration in the res- 
pective assessments, are already in existence. Similarly, inti- 
mation slips should also be issued to the ITOR concerned 
whenany useful information is found on examination of accounts 
by  assessing authorities. 



T h e  question of coordination m o n g  the assessment of records of 
dieerent direct m e s  has been under constant ievier  of the 
C.B.D.T. who havei ssued Instruction No. 172 F.No. 4169169- 
ED dated 15-5-70 (Appendix XI), Instruction No. 494, F. No. 
309/6/72-ED dated 10-1-73 (Appendix XII), Instruction No. 
544, F. No. 301/126/72-ED dated 8-5-73 (Appendix XIII) 
and Instruction No. 595 F.No. 313/13/73-ED dated 24-8-73 
(Appendix XIV). The problem of back of coordination amongst 
the assessment records of various direct taxes was also made the 
subject of a comprehensive study conducted by the Directorate, 
of O&M Services (Income-tax). As a remedial measure, 
suitable guid-lines for field officers spelling out common situa- 
tions/developments occurring in, or coming to light during 
proceedings under one direct tax law and the necessary conse- 
quential action under others were prepared. The guidelines in  
the form of a brochure were issued under letter No. 3/16/73 
DOMS dated 15-11-73. 

T h e  existing arrangements for coordination between Income-tax 
Department on the one hand and of Central and State Govern- 
ment Departments on the other, are as under: 

(i) The Directorate of Inspection (Inv.) receives information 
from the Department of Company Affairs, Central Bureau 
of Investigation, D.R.I., Enforcement Directorate and Re- 
serve Bank and transmits the same to the Commissioners. 
The scope of these operations has been extended after the 
setting up of a Special Cell in the Directorate of Inspection 
(Inv.). 

(ii) At the Commissioners' level, the Department maintaining 
liaison with State Government Departments including the 
Sales Tax Depmment and also gathers information from 
other sources, e.g. Regional Controller of Imports and Exp- 
orts, Registration Offices, Regional Transport Authorities, 
LIC etc. etc. 

(iii) On the basis of discussion which the Finance Secretary had 
with the Chief Secretaries of the States, the Cs. I.T. were 
asked (vide Board's Instruction F.No. '441/81/75-IT(1nv.) 
dated 17-11-75 and F.No. 221/9/76-IT A. I1 dated 1-3-76] 
to meet the Chief Secretaries periodically, ordinarily once 
a month, to apprise them of the action taken by the Income- 
tax Department in respect of complaints received from the 
State Governments about under-valuation of properties, 
evasion of Income-tax/Wealth-tax by individuals etc. 

(iv) The coordination amongst Income-tax Customs and Central 
Excise Department and the Enforcement Directorate is being 
ensured through periodical meetings of the Technical Coor- 
dination Committees a t  the Central, Zonal and Regional levels. 
The coverage of subjects in these meetings has been extended 
to include issues relating to agency commission payable or 
paid to Indian agents of foreign concerns entering into con- 
tracts for the supply of goods and services. 

3100 LS-2 



(v) It has been decided ?that a committee consirting bf D? 
-it (Inv.), DI(0MS) and DI (IT & Audit) should study in deptb 

the following problems : 
(a) whether the present system was functioning well, 
(b) The Sources and areas from where information was being 

received and how it was being utilised, 

(c) Whether the infonnation was being received regularly sr 
nceived in fits and starts, 

(d) How the information could be utilised optimally without 
departing from the objectives of the summary assessments 
scheme, and 

(e) Whether it was desirable to make a selective approach both 
in terms of information to be collected and the assessees 
in respect of whom information should be collected. 

(vi) After the receipt of the P.A.C. Report, the observation of the 
Committee have been brought to the notice of the above 
Committee. A copy of Instruction No. 924, F.No. 4x41 
74/75-11 (Inv) dated 24-2-76 (Appendix XV) has also been 
sent to them. 

(vii) For other direct taxes also, the Board has already taken action 
to ensure coordination with State authorities issuing succes- 
sion certificate. A copy of Instruction No. 677 F.No. 3091 
1174-ED dated 6/4/74 (Appendix XVI) is attached. Similarly 
Chief Secretaries to the State Governments have also been 
requested to pass on information likely to be helpful in Estate 
Duty assessments vide F.No. 309/5/74-ED dated 25-11-74 
(Appendix XVII). 

Regarding coordination among CBDT and administrative Minis- 
tries entering into or approving foreign collaboration agreement, 
kind attention of the Committee is invited to the Ministry of 
Finance (Department of Revenue &  insurance)'^ reply to re- 
commendation, para 5.69 of 128th Report. A copy of the said 
reply (Appendix XVIII) is attached for ready reference." 

I. 18. On the need to supervise the 'Special Circles', Government have, 
in their Action Taken Note dated BI June, 1976, informed the Committee : 

"With a view to ensuring that the work in the Special Circles set up 
in ten urban centres for dealing with 'professionals' like doctors, 
lawyers etc. is adequately performed and supervised, the Com- 
missioners of Income-tax have been asked to make an annual 
evaluation of the performance of the Special Circlc(s) functioning 
under them. T h e  Director of Inspection (Income-tax & 
Audit) has been assigned the task of analysing the evaluation 
*ports and submitting a review to the Board. A copy of t k  
relevant instruction irrucd vids letter F.No. 41 /2hbXT(Inv.) d. dated the 26th April, 1976 is annexed (Appen u XIX).' 



1.s). It is a matter of sadsfadon to note that Government 
sham the v i m  of the Committee regarding the importanat of 
coordination among tbc varloaa limbs of the tax mrhiacrp 
and also among the Central Board of Direct Taxes and the Ad- 
ministrative Ministries entering into or approving foreign colla- 
boration agreements and that certain steps have already been 
taken by Government in this direction. Oae such step is tk ap- 
pointment of a Departmental Committee to make a "study in 
depth" of various problems including the functioning of the exis- 
ting system, resources and the areas of receipt of information and 
tbe manner of its utilisation etc. The Committee trust that 
Government would soon decide upon the steps to be undertaken 
by it to ensure greater coordination and combat the problem of 
income escaping assessment to which the Committee have been 
attaching a great deal of importance. 

E. Mistakes Committed in assessing total Income due to negli- 
gence and Irregularties in allowing Dcperciation and 
Development Rebate (Paragraphs 5. t1,6.14 12.2 and 12.3- 
S1. Nos. 4, 5, XI and 12). 

1.20. Audit has been pointing out mistakes in computation of depre- 
ciation and development rebate and resultant under-assessment in a large 
number of cases each year. Stressing the need to root out careless and 
costly mistakes, the Committee, in paragraphs 5.21 and 6.12 of their 
186th Report, had recommended : 

"It would appear frcm the above that while on the one hand there 
is still much to be desired in the implementation of the instruc- 
tions issued by the Board, on the other, the Ministry has yet 
to take firm and effective steps to ensure proper planning of the 
work of the Income-ta x Officers so as to avoid the assessments, 
at least in big income cases, being rushed through towards the 
end of the year or the end of the limitation period and to ensure 
that the computation of income and the assessment orders them- 
selves are checked and counter-checked so as to avoid careless 
and costly mistakes." 

I .  2 I. In reply to Committee's recommendation in paragraph 5 ' 21, 
Government have replied : 

"The Department of Revenue and Banking share the anxiety of the 
Committee. As regards the proper planning of the work 
of the Income-tax Officers, with the view to avoid the assess- 
ments being rushed through towards the end of the year or the 
end of the limitation period, Annual Action Plans are being laid 
down by the Board. The Action Plan for the year I M ~  
inter dia sets the following objectives so far as early completion 
of assessments are concerned : 

(i) Disposal of all time-barring assessments by 31-12-1976. 



(ii) Disposal of 70% of all non-cornpay. CatdgoryItsmtiny 
assessnlents d&ng the year and ensarrihg; d i q ~ ~ a i  af PO/, 
of total workload by 31-1z-t976. 

(iii) Disposal af 7574, of the total workload of company cases 
with income above Rs. 5,aoa/-during the year end ensuring 
the disposal of 60% of total workload by 31-12-1976. 

Performance in relation to targets in the Action Plan is 
being watched closely and periodical r ev i ew are undertaken. 

As regards ensuring the correctness of the computation of 
in tomi  and thxes, these are checked and counter-cheeked so as 
to avoid careless and costly mistakes, according to the instructions 
issued bv the Board from time to time. A system to ensure 
strict compliance of these instructions is also being evolved. 

With a view to reducing the chances of mistake? in the 
calculation of tax attributable to the human factor, a compre- 
hensive plan has been prepared for installing programmable 
calculators for purposes of tax calculations in company cases 
and non-company cases with assessed income over RP. I lakh 
at 4 Regional centres ~i:. Delhi, Bombay, Calcutta and Madras. 
The  unit at Delhi has alreadv started functioning and during 
its F3ur montbs' .-un i t  has ensured mistake-free pre-assessment 
tax calculations in one thousand cases and detected mistakes 
of the order of Rs. 2 lakhs during the post-assessment check 
of 1346 cases. A proposal to instal mini computers instead of 
programmable calculatorsi which will cover calculation of 

taxes in all cases involving income exceeding Rs. 25,000 is also 
under consideration. 

With the introduction of Section 144B in the Income Tax 
Act, 1961 with effect from 1-1-1976 by the Taxation Laws 
(.Amendment) Act, 1976 , it is obligatory on the part of the 
Income-tax Officer to send a draft of the assessment order along 
with the objections received from the assessee trb the Inspecting 
Assistant Commissioner if the variation in Income/Loss is 
Rs. I lakh or above, and the Inspecting Assistant Commissioner 
is required to give directions which will be binding on the 
Income-tax Officer. This  would ensure a double-checking by 
th: Inspecting Assistant Commissioner in such cases." 

I .22. AS regards irregularities noticed in allowing Depreciation 2nd 
Development Rebate, the Committee's conclusion in pulregraph 6.14 of 
their 176th Report (Fifth Lok Sabha) was : 

"It is clear from a summary of the position that the implementation 
of  the specific suggestions of the Public Accounts Committee, 
whether in the matter of simplification or  rationalisation of the 
rules and procedure or in the matter of improwing the efficiency 
and check by inspecting Assistant Commissioners has been half- 
hearted and as a result the situation has not improved at all." 



1-23 In'reply to the Committee's recommendation in paragraph 6-14 
the Committee have been informed that the De~artment of Revenue and 
Banking has taken steps from time to time to minhise  mistakes in pant i& 
depreciation and Development Rebate. The steps taken have been desented 
as under : 

"(i) The Income -tax Rules, 1962 inter-aha providing rates of depre- 
ciation admissible on various assets have been amended w.e.f. 
1st April, 1970, rationalising the rates of depreciation allowance 
and simplifying the calculations. The number of rates at which 
depreciation is admissible to various classes of assets has been 
reduced to 9 from 17. It is felt that it is too early to make any 
changes. 

(ii) The Director of Inspection (IT) have prepared and sent to 
Commissioners of Income-tax check-sheets frcm the use of 
Internal Audit Parties. These check-sheets include all the 
important points which are to be looked into in connection with 
the allowance of depreciation and Development rebate. The 
check-sheets are being revised, whenever necessary. 

(iii) Greater attention has been given to the training of Internal 
Audit Party officials. The Regional Training Institutes trained 
285 officials of the Internal Audit Parties during 1973-74 and 
roo persons during 1974-75. From January 1976, the Comrnis- 
sioners of Income Tax have started training courses for ministerial 
staff cases in Companv Circles. The Training courses include 
checking of depreciation and development rebate. 

(iv) Commissioners of Income-tax have been instructed that Ins- 
pecting Assistant Commissioners should scrutinise about a dozen 
of the important cases in each Income-tax Ofiicers's charge 
every year to see that the principles have been correctly applied 
in determining depreciation and development rebate, that 
the rates applied are correct and that withdrawal of development 
rebate has been duly considered in appropriate cases. On 
18th December, 1975, fresh instructions have been issued to 
the Commissioners directing them to ensure that all Inspecting 
Assistant Commissioners check depreciation and development 
rebate in a dozen important cases in each Income-tax Officers' 
charge." 

I - 24 In paragraphs 12.2 and 12.3 of their 186th Report, the Committee 
had concluded that : 

"Representatives of the Government have admitted and the Public 
Accounts Committee have pointed out in their successive Reports 
that the mistakes detected by test audit a n  'costly mistakes' 
(in one instance the amount involved was admittedly more 
than Rs. 2 crores) and have resulted in heavy loss of revenue to 
the exchequer. What the total annual loss to the Exchequer 
on account of these mistakes would be in anybody's mess. 
However if the mistakes highlighted by statutory Audit are 



added to the mistakes pointed out by Internal Audit, imperfect 
though such audit is, the annual accretion to  the exchequer 
would have been much more than what is borne as extra tax 
by the honest tax-payers. Unfortunately9 the Income-tax 
Department appears to be managing its affairs by what might 
be dubbed the principle of "Management by Crisis" rather than 
"Management by objectives*. This is by no means a happy 
situation. 

The Committee cannot, however, rest content with a mere 
expression of disapproval and disappointment. They consider 
it their duty to point out certain important areas of deficiency 
where, if adequate remedies are attempted, there may well be 
hope of real improvement. In this Report, the Committee 
have confined their recommendations only to the more funda- 
mental of the aforesaid are as so that there should not be any 
excuse for not implementing these on the ground of ancilllary 
or incidental problems hindering implementation or on the 
ground that the recommendations were too many and too 
complex.' 

1.25 Explaining the lines of approach adopted by the Department 
to reduce the occurrence of mistakes which result in heavy loss of revenue, 
the Department has in its Action Taken Note dated 25 June, 1976 stated: 

"The Department of Revenue & Banking share the anxiety of the 
Committee regarding "costly mistakes" detected by the lievenue/ 
Internal Audit. 
It is submitted that, in the recent past, the emphasis has 
been on administrative planning, organisational development 
andnew management concepts like "Management by Objectives". 
In fact, with effect from the year 1974-75, the work in the field 
offices is being regulated on the basis of Management by 
Objectives under which Annual Action Plans are formulated, 
at various operative levels to achieve objectives set in key result 
areas of work. 

The following lines of approach have been adopted to reduce the 
occurrence of mistakes : 

(i) In order to meet the chronic shortage of officers and staff, due 
to which the assessing officers work under undue pressure and 
tension, a five year plan regarding the requirements of officers 
and staff for assessment and collection work extending upto 
1979-80 was worked out in consultation with the Staff Inspection 
Unit of the Ministry of Finance. The first phase of this project 
covering the period upto 3Ist March, I97 was completed in 
June, 1975 with the additional sanction o 1 15 posts of I.A.Cs, 
223 posts of I.T.Os and their complementary staff. This plan 
is intended to ensure that the officers and staff are in position 
well in time and that the officers do not work under the pressure 
of a heavy load of arrears. 



(ii) The Department has taken a number of steps with a view t o  
helping the officers in acquiring/refreshing knowledge of law 
and accounts and developing the required degree d expertise 
and thus reducing the possibility of making mistakes. Before 
1973, the only regular arrangement for personnel training was 
the I.R.S. (Direct Taxes) Staff College at Nagpur which was 
responsible for imparting initial training to the directly recruited 
class-I Income-tax Officers. Refresher or specilised c o u ~ s  
for gazetted officers were held in different Commissioners charges 
on an ad h ~ c  bssis. However, pursuant to the recommendations 
made by the Wanchoo Committee, the training arrangements 
have been strengthened and revitalised. 

The Staff College has been entrusted with the responsibility 
of conducting Refresher and other specialised courses for 
Class-I Officers and management development courses for 
Commissioners, A~sistant Commissioners and Senior Class-I 
Income-Tax Officers. Four Regional Training Institutes have 
been set up at Bombay, Bangalore, Calcutta and Lucknow for 
imparting initial training for Class-I1 Income-tax Officers and 
Inspectors and also for conducting orientation, refresher and 
other specialised courses for executive and ministerial super- 
visory staff. Training arrangements for Ministerial staff in 
the Commissioners Charges have also been put on a 
regular and proper footing and the Charge Commissioner 
have constituted regular training cells for initial and refresher 
training to the ministerial staff of their charges. 

,... 
,111) The Department has also set up an independent wing Publicity 

and Public Relations headed by a Director [in the existing Direc- 
torate of Inspection (RS&P)], to ensure timely supply of Board's 
Circulars, explanatory notes, bulletins and up-dated manuals 
to the field formations. 

(iv) In order to reduce the chances of mistakes in the calculation of 
tax attributable to human factor a comprehensive plan for 
installing programmable calculation for purposes of tax calcula- 
tions in (a) company cases; (b) non-company cases with assessed 
income over Rs. I lakh at four Regional Centres, or,-., Delhi, 
Bombay, Calcutta and Madras was prepared. The unit at 
Delhi has already started functioning and during its 4 months 
run, it has ensured mistakes free pre-assessment tax calculations 
in IOO cases and detected mistakes of the order of Rs. 2 lakhs 
during post-assessment check of r 346 cases. I t  is now proposed to 
instal mini-computers (instead of Programmable Calculators) 
which will cover calculation of taxes in all cases involving 
income exceeding Rs. 25,000. 

In view of the position explanied in respect of para 12.2 
above, no further comments are called for." 

I. 26. While sharing the anxiety of the Committee regarding 
"costly mistakes" detected by the revenue auditlinternal audit fiom 
time to time, the Department of Revenue has stated that in the 



raccEt past, the em h u i s  has been on administrative planning, 
orgaaisatiatral deve i' opment and new management concepts like 
"mmagement by obje~tives'~. The lints of this new approach 
are  stated to be (i) Introduetlon of a system of Annual Action 
Plans since 1974-75, (ii) formulation of a Five Year Plan regarding 
requirements of ofacers and staff for assessment and collection 
work upto 1979-80; (iii) strengthening of training arrangements at  
LRS. (Direct Taxes) Staff College, Nagpur and setting up of four 
Regional Training Institutes at  Bombay, Bangalore, Calcutta 
and Lucknow, (iv) setting up of an independent wing for publicity 
and public relations and (v) installation of mini-computers which 
will cover collection of taxes in all cases involving income exceed- 
ing Rs. 25,000. The Committee hope that e5cacy of these steps 
to minimise incidence of mistakes in assessment of income would 
be kept under constant review. The Committee also hope that 
excessive reliance on augmentation of staff strength to check such 
mistakes would be avoided. 

F. Mistakes in levying additional tax on Companies 
(Paragraph 9.18-S1. No. 7) 

1.27. On the question of failures to levy interest, the Committee, in 
paragraph g. IS of their 186th Report (Fifth Lok Sabha) had observed : 

"In spite of various exhortation and recommendations of the Public 
Accounts Committee, the Ministry of Finance has still not come 
to grip with the problem relating to the failure to levy interest 
an3 has consistently failed to fulfil the assurances held out. 
Even where action is taken on a special suggestion of the Com- 
mittee, it is so tardy that the Committee feel that the Ministry 
has to be goaded time and again. For instance, their suggestion 
regarding the simplification of interest calculation had been 
accepted as long back as November 1969, powers to frame rules 
for the purposes were required in April 1971 by amending the 
Income-tax Act while the rules were actually framed and 
notified in December, 1974, effective only from the 1st January, 
1.975. I t  is disconcerting that the Ministry should have taken 
six long years to implement their simple suggestion. Similarly, 
though in pursuance of the Committees suggestion the target 
date for a general review of all cases of completed assessments 
for more than Rs. 50,000 with a view to ensuring cnforcernent 
of penal provisions, had been fixed as 31st October, 1974 by 
the Central Board of Direct Taxes itself, the results of this review 
are still not available to the Committee." 

1.28. The Committee have been informed that out of 1-73 lakhs 
of assessments of Rs. 50,000 and above completed during the assessment 
years 1971-72 to 1973-74, 1.61 lakhs of such assessments were reviewed 
with a view to ascertain the short-levylnon-levy of interest under various 
sections of the Income-tax Act, 1961 in all the charges. From the Action 
Taken Replies dated 7 May, 1976 and 8 March, 1977 (Appendices X 
and XX) the following position has emerged :- 

I. Total number of cases of 50,000 and Rs. I. 73 lakha 
ebove completed during the years 
1971-72 to 1973-74- 



2. Number of assessments checked/reviewed Rs. I .  61 lakhs 
out of (I) above. 

3. Number of assessments in which short levy Rs. 0.12 lakhs 
Inon-levy of interest was detected. 

4. Amount of interest short-leviedlnon-levied Rs. 145 40 lakhs 

5. Amount of interest out of (4) above not 
redeemable due to limitation. Rs. 1.53 lakhs 

(in 108 cases) 

1.29. From the foregoing information furnished by the 
Department of Revenue, the Committee find that out of 1.73 
lakhs of assessments of Rs. 50,000 and above completed during 
the assessment years 1971 -72 to 1973-74¶ a review of 1.61 lakhs of 
such assessments has been made. This limited review has 
revealed 0.12 lakh cases of assessment involving short-levy/ 
non-levy of interest. Out of the interest of Rs. 145.41 lakhs short 
leviedlnon-levied an amount of Rs. 1.53 lakhs is atated to be "not 
redeemable due to limitation." The Committee stress once 
again the need to devise effective steps to entire that interest is 
recovered in all cases of default wherever it is leviable under the 
provision of the Income-tax Act to avoid loss of revenue on this 
account. 

G. Arrear Demands and Arrear Assessments 
(Paragraph 11 31, S1. No. 9) 

1. 30. Gross arrears of tax have been increasing, over the years despite 
efforts being made by Government to reverse that trend. The gross 
arrears which stood at Rs. 287.32 crores at the end of 1961-62 rose to 
a staggering figure of Rs. 805.37 crores at the end of 1971-72 [wide 
paragraph I I .  2 of their 186th Report (Fifth Lok Sabha)]. In this context, 
the Committee had, after review of various steps taken by Government in 
this regard, recommended in paragraph 11-31 of that Report : 

"It would be seen from the recountal above that while scme of the 
legal remedies suggested by the Committeefrom 1969 onwalds 
for reducing the ever-increasing arrears of Income-tax have 
been adopted only in 1975, the Central Board of Direct Taxes 
have still to tackle effectively a number of administrative pro- 
blems such as, (i) fixation of an order of priorities concentrating 
primarily, on big income cases, (ii) proper planning of the work 
of Income-tax Officers so as to complete the high income groups 
assessments expeditiously, (iii) avoidance of over pitched and 
unrealistic assessments, (iv) ineffective working of the machinery 
set up to watch recovery of a m a r  demands of big magnitude, 
and (v) above all, creating a statistical organisati~n that can 
give reliable data. The position of arrear demands and arrear 
assessments is not likely to show any marked improvement 
unless the Ministry of Finance comes to grips with these 
fundamental problems." 



1.31. In  their reply to the aforesaid recommendation Government 
have intimated, inter dia, that : 

"The Department of Rewnue & Banking (Revenue Wing) share 
the views expressed by the Committee regarding the ever-increas- 
ing arrears of income-tax and agree with the suggestions made. 

Regarding the suggestions made at (i) and (ii) above, 
the steps already taken by the Department are set out in the 
reply to the recommendations contained in para 5-21 of this 
Report. 

As regards the suggestion made at (iii), adequate legal as 
well as administrative measures have been taken to ensure 
avoidance of over-pitched and unrealistic assessments. Apart 
from various instructions issued from the Board from time to 
time the law also have been recently amended as set out in the 
Department's reply to recommendation at para No. 12.6 of 
this Repon.1 

As regards the suggestion made by the Committee at (iv) 
of the recommendation, the steps taken by the Department 
have been brought to the notice of the Committee in the Depart- 
m x d s  reply to the recommendation at para No. 12- I of this 
Report. 

As regards the sugvstion made by the Committee at (v) 
of the recommendation, kind attention of the Committee is 
invited to Department's reply to recommendations at Para No. 
12.4 and 12.5  of this Report." 

1.32. The crux of the Committee's suggestions was that the 
work of Incomee-tax Officers should be so planned as to ensure 
that bigger cases involving high incomes should be taken up  not 
only well before the end of the limitation period but also on a 
prjofity basis. The Action Plan indicated in the Ministry's 
reply to paragraph 5.21 contemplates, inter alia, the disposal of 
75 per cent of the total work-load of company cases with income 
above Rs. 5,000 and disposal of 70 per cent of all non-company 
category4 cases during the year. This, apparently, does not amount 
to a fixation of any priority for high income cases in so far as the 
percentages prescribed in the Action Plan could, as well, be worked 
upto by completing only the relatively smaller cases. Since the 
arrears of tax are still continuing to rise, the Committee reiterate 
their earlier suggestion that apart from fixing overall percentages 
for disposal, the Ministry should also lay down certain order of 
priorities to ensure that high income cases involving larger tax 
revenues are not relegated to the background. 

H. Categorisation of Assessment Cases 
(Paragraph 12.7, S1. No. 16) 

1.33. In paragraph 12.7 of their '186th Report (Fifth Lok Sabha), 
the Committee had pointed out that : 

"Another reason for the repetitive mistakes in big cases, resulting 
in huge loss of revenue, is that assessments work is largely left 



in the hands of comparatively inexperienced Income Tax Offictis, 
who have to match their wits in an often unequal battle against 
the best legal brains and expert Chartend Acooumsnts. As 
has been admitted more than once in evidence by the Chairman, 
Central Board of Direct Taxes, it would be a very desirable 
step if some categorisation of cases is made, so that those involv- 
ing more than Rs. 5 lakhs of returned income is assessed directly 
by the Inspecting Assistant Commissioner rather than by Income 
Tax Officers. Adequate provision have been in existence in 
this regard in the Income Tax Act and it is said that these 
grnvisions have not been made full use of so far. I t  is hoped 
that if Assistant Commissioners of Income-tax are given assess- 
ment powers to assess directly cases of over Rs. 5 lakhs which 
are not too many, the standard of performance will improve 
and the possibility of mistakes reduced. Appeals in such assess- 
ments, if preferred, would go straight to Commissioners of 
Income-tax so that in big cases officers just promoted as 
Appellate Assistant Commissioners are not saddled with 
powers of appellate relief which should be vested in higher 
levels so that the country's revenue is better safeguarded." 

I *  34. In  reply, the Committee have been informed by Government 
that I 

"As already reported to the Committee vide Departments' reply 
to recommendation No. I .  8 of 192nd Report, seven Inspecting 
Assistant Ccmmissioners in various charges have already been 
assigned assessment work in respect of important cases in these 
charges. In view of the present shortages in the cadre of Assis- 
tant Commissionerg, it has not been possible to post more 
Inspecting Assistant Commissioners for this purpose and we 
may have to wait till extra manpower becomes available. The 
matter is being further examined and the additional Manpower 
requirements are being worked out in order to implement -. the 
Committee's recommendation fully.'' 

I .  35. In a subsequent note, dated 13 September, 1977, the Department 
has intimated that :' 

"A study regarding manpower requirements for handling of assess- 
ments in cases with income exceeding Rs. 5 lakhs, bv the IACs 
has been received from the Deirector of O&MS and is under 
process." 

1.36. The Committee reiterate their recommendation that 
assessment of cases may be categorised and those involving more 
than Rs. 5 lakhs of returned income may be assessed directly 
by the Inspecting Assistant Commissioners rather than by 
Income Tax OBBcers. As pointed out by the Committee earlier, 
such a step will improve the standard of performance and reduce 
the possibilities of mistakes. The Committee havebeen inform- 
ed that "a study regarding manpower requirements for handling 
of assessments in cases with income exceeding Rs. 5 lakhs, by 
the IACs has been received from the Director of O&M Section 



and is under process." The Committee hope that while examin- 
ing the need for augmentation of staff strength on this score, 
the Department would also see whether objective af entrusting 
big income cases to IACe could net be achieved by re-distribution 
of work at various levels.' ' 

(I) Internal Audit System (Paragraphs 12.8,12- 12, 12.13, 
S1. Nos. 17,20, 21) 

1.37. Internal audit was introduced in the year 1954 with a view to 
providing a second check over the arithmatical accuracy of computation 
of income and determination of tax. In December 1972, the number 
of internal audit parties is stated to have been increased to 121. Dissatis- 
fied with the functioning of internal Audit, the. Committee had in para- 
graph 12.8 of their 185th Report, observed that : 

"Closely connected with an efficient internal control system is an 
effective internal audit system. As will be seen from the 
preceding chapters, it required almost a constant and persistent 
prod by the Public Accounts Committee for increasing the 
scope, extent and effectiveness of internal audit. In the Sixth 
Report, of the Third Lok Sabha, the Committee had to plake 
the following observations, after expressing the alarm at the 
large number of cases of under-assessment involving considerable 
amounts detected by the test audit of the Comptroller &Auditor 
General : 

"The Committee feel that the situation calls for more 
effective internal audit of the old and new assessement 
cases, so that the mistakes can be rectified and recoveries 
made before these become time-barred. The Committee 
regret that in spite ofthe recommendations of the Direct 
Taxes Enquiry Committee, no effective steps seem to 
have been taken to strengthen internal audit. This should 
be done without further delay." 

Again in the 29th Report of the Fourth Lok Sabha, the 
Committee requested the Government to pay serious attention 
to the strengthening of internal audit by having well qualified, 
experienced and trained people in the work of taxation to work 
in the internal audit, to be headed by a senior officer who should 
preferably work under the Central Board of Direct Taxes so 
as to inspire the confidence that they can discharge their duty 
without fear of favour." 

1.38. In  reply, the Department of Revenue and Banking informed the 
Committee, inter &a, that "it has been the constant endeavour of the 
Depamnent that the Internal Audit Organisation functions dfectively 
to p m e n t  leakage of revenue." The Central Board of Direct Taxes 
is stated to have taken the following step to streamline the working of 
intgnal partics and making than more effective pending an increase in 
their number and improvement in their computation :- 

C Y i )  Stlpavisors heading the IAFs have been replacad by Inc 
pectors, who are better qualified for this particular job. 



(ii) Greater atrention is being paid to tachnical competence of the 
personnel manning the IAPs. The Regional Training Ins- 
titutes of Income-tax trained 285 officials of the IAPs during 
1973-7+100 officials during 1974-75 and 107 officials in 1975-76. 
A special training for checking assessments of insurance com- 
panies was given to one IAP each at Bombay, Calcutta, Madras 
and Delhi. The Commissioners of Income-tax have been , 

asked to start training courses for ministerial staff of IAPs 
who are checking Company Circles, Central Circles and Estate 
Duty Circles. The four Regional Training Institutes will 
be giving training to Inspectors of IAPs with emphasis on 
audit of company cases. 

(iii) The existing check-sheets for Income-tax (company and non- 
company), Wealth-tax, Gift-tax and Estate Duty cases are 
being revised from time to time in the light of changes in law, 
to enable the IhPs in effective and efficient audit cases. 

(iv) The Directorate of Inspection (I.T. & Audit) regularly inspects 
the working of IAPs to ensure that prescribed audit procedures 
are followed and adequate measures are taken for expeditious 
checking of 'immediate' and priority cases. 

(v) With a view to educating the IAPs and officials of the Depart- 
ment and bringing to their notice the types of mistakes noticed 
the Directorate have started bringing out a quarterly bulletin 
of important mistakes detected by Receipt Audit and Internal 
Audit during the quarter. Copies of these bulletins are circu- 
lated among all officers of the Depratment. 

(vi) Similarly, the Directorate have started bringing out an Annual 
Audit Report which inter-alia incorporates important types of 
mistakes noticed by Internal Audit Parties in all charges dur- 
ing the year. 

(vii) Instructions have been issued fixing the responsibility for 
proper and timely remedial action on Commissioners:Inspecting 
Commissioners of Income-Tax on the basis of the revenue in- 
volved in audit objections. 

It may be seen from above that the Department is taking all possible 
steps from time to time to stream-line the working of Internal Audit Parties 
in order to minimise the number of mistakes and ensure timely remedial 
action." 

1.39. In  another note doted I Julv 1976, the Department have claimed 
that during 1973-74 to 1975-76, the Internal Audit Parties had brought 



to rhe notice of the Department cases of under awmmca and over- 
amcament as per details given below :- 

Under Aamment c w a  Over-Asaegment casca 
Year No. of Tar Effect No. of Tax . Effect 

uses (Rs. in an- crua (Rs. in cm- 
res) r e )  

1.40. Underlining the need for re-strcturing and re-organising the 
internal audit, the Committee had, in paragraphs 12.12 and 12.13 emphasised' 
that : 

"The foregoing observations underline the urgency and the 
need for restructuring and reorganising the internal audit, so 
as to make it an efficient tool for tax management. The de- 
velopment of the internal audit system has been very tardy in 
the Income-tax Department. Initially, the Internal Audit 
Parties were checking only the arithmetical accuracy of the 
assessments. In 1964, the Board extended the function of 
internal audit to finding out mistakes in law. The Internal 
Audit Party is headed only by a Supervisor and two Upper Division 
Clerks and is under the control of Chief Auditors (of Income- 
tax Officer's grade) who do not add up to form an adequate 
team for the job. Except for placing in over-all charge an 
Inspecting Assistant Commissioner, who unfortunately does 
not appear to have been successful with the task of effective 
co-ordination of internal audit work, the composition of the 
internal audit parties has remained almost static during the 
span of a decade or so. Internal audit function is a specialised- 
activity and requires a thorough knowledge of the law, the 
rules and procedures, so that it is enabled to play its effective 
role as an independent appraisal unit for reviewing the 
accounting, financial and other operations. It is managerial 
tool of control and as such it has to have the requisite authority, 
responsibility and independence, as well as equipment ade- 
quate to the discharge of its duties. 

As regards authority and res nsibility, it has to be realised that 
internal audit is a a x f u n c t i o n  and the internal auditor 
should bt free to review and appraise not only the arithmetical 
accuracy and the legal correctness of the assessments, but also 
to review the procedures, and should have the authority to 
suggest appropriate remedial measures and changes to the 
Board of Dlrect Taxerr." 



1.41. In reply, the Department of Revenue and Banking has state& 
that : 

"The Department shares the views of the Committee that InumaI 
Audit function is a specialised activity and require thorough 
knowledge of law, the rules and procedure in order to play an 
effective role on the working of the Department. The steps 
taken by the Department in this direction have been explained 
in details in our reply to recommendation No. 12-15 of the 
186th Report. The scope of Internal Audit has been further 
enlarged uide Directorate F. No. Audit-g175-761DIT dated 
10- 10-1975 (Appendix XXI) authorising it to check also 
the adequacy of procedure and forms prescribed by the Depart- 
ment and to make suggestion for their improvement to Director 
of Inspection (O&MS) for necessary remedial action." 

1.42. Internal audit as introduced in 1954 with a view to provid- 
ing a second check over the arithmetical accuracy of income and 
determination of tax. In r#q, the Bbard mended the function of 
internal audit to finding out mistakes in law. The scope of internal 
audit was further enlarged in October, 1975 aathatising it to check 
also the adequacy of procedure and forms prescribed by the e- 
partment and to make suggcetions for their improvement to the PI- 
rector of Inspection (OdrMS) for necessary remedial actmn- 
From the Reports of the Comptroller & Auditor General of India on 
Revenue Receipts presented to Parliament, the Committee conti- 
nue to notice a number of mistakes involving s~bstantial loss of 
revenue which escape the attention of internal audit. As already 
pointed out by the Committee in paragraph 12.12 of their 18?th 
Report (5th Lok Sabha)there is a clear need for restructuring and 
re-orgadsing the internal audit, so as to make it an efficient too1 
for tax management. 

J. Morale and Efficiency (Paragraph ~t .16, S1. No. 24) 

I .43. Commenting on the "peculiar administrative climate" prevailing 
in the Income Tax Department, the Committee had recommended that: 

"The Committee cannot help referring to the peculiar administra- 
ave climate prevailing today in the Income Tax Department 
w h m  the entire force of Incomotax OAicers is divided into two 
seemin@y rival camps, spe?dinp most of their time and energy 
in fighung in courts scmonty ~ssues dat ing to more than two 
decades, neglecting in the process their w a r y  duty of assess- 
ment and collection. In this connection the Committee would. 
like to refer to paras 125 to 128 of the 16th Report (5th Lok 
Sabha) of the Committee on Subordinate Legislation (R ro- FP cfuad in Appendix 11) and also to quote paragraph 74 o the 
Report of the Select Committee on the Taxation Laws (Amard- 
ment) Bill 1973 : 

'The Committee note with amam that the dispute between 
the officers directly recruited to Clasr I and those pmmotd 



to it haa been pending settlunent fbr a very long time. As 
a consequence, the parties had to go to the court. This was 
unfortunate for it seriously affected the efficiency of the 
Departrnent. They feel that if the problem of black money 
and tax evasion is to be seriously dealt with, it is essential 
that tax administration should be made effective and 
e8fcient. The dispute in which a large group of Income- 
tax personnel feel at the moment frustrated and dernoralised 
is not conducive to efficient tax administration. They 
feel that the question of career prospects of Class I1 Income- 
tax Officers including the policies pursued by the Depart- 
ment in respect of their seniority and promotion should be 
reviewed expeditiously." 

This Committee feel equally that this is a matter which should be 
settled without losing any more time. The Committee had 
lately the opportunity of hearing representatives o f ,  the two 
aforesaid groups and the impression that is left with the Commi- 
ttee on hearing the evidence is that the question has to be tack- 
led not on the basis of legalistic niceties alone, but also on broader 
grounds based on justice and equity. This can be brought 
about only in a manner which the present climate in the country 
upholds, namely, an agreed settlement, in which purely legalistic 
grounds should not take precedence over sensible and practi- 
cable consideration. A solution must be found acceptable to 
all, or at least to this the majority of officers concerned, so that 
fore-getting the rancour, the illwill and the bitterness that hove 
plagued the cadre for well over a decade the officers can work 
together in a spirit of cooperation and dedication in the common 
endeavour to combat evasion and ensure a proper tax compliance." 

r .44. In an interim reply, the Department of Revenue has stated 

"In para 12.16 of their 186th Report, the Public Accounts Commit- 
tee have referred to the observations of the Committee on subor- 
dinate Legislation a ~ d  the Select Committee on Taxation Laws 
(Amendment) Rill, I 973. Two other Committees of Parliament, 
namely, the Committee on Petitions of Rajya Sabha and the 
Committee on Petitions of the Lok Sabha, have also made certain 
observationslrecommendations in the same matter. The obser- 
vationsirecommendations of all the Committees are under exarni- 
nation in consultation with the MinistriesIDepartnlents con- 
cerned." 

r .45 In a subsequent note dated 13th September, 1977 the Deptt. stated I 

"The observations!recommendations of various Committees on the 
morale of efficiency of Income-tax officers are still under con- 
sideration in consultation with the MinistriesIDepartments 
concwned ." 

I .46. The Committee regret that the Government have not 
taken any decision so far on obeervations/recommendations of 
the Committee on Subordinate Legislation, the Select Committee 



on Taxation Laws (Amendment) Bill, 1975 and the Petitior Commit- 
tee of Parliament on the dispute between the officers directly 
recruited to Class I and those promoted to it. The Committee, 
therefore, urge upon Government the need to expedite a decision 
on this matter. 



CHAPTER I1 

KECOMMENDATIONSiOBSERVATIONS THAT HAVE 
BEEN ACCEPTED BY GOVERNMENT 

Recommendation 

While, on Government's own admission, the steps already taken by the Mi- 
nistry have not produced any positive results. The Ministry does not seem 
to have taken any concrete action on the specific recommel3dations of the 
Committee made in their 51st Report (F i f~h  Lok Sabha) even after a lapse 
of three years. In the meantime, even for the years 1970-71 to 1972-73, 
the variations between the budget estimates and the actuals have continued 
to be far more than 3 to 4 per cent indicated earlier by the Committee and 
there has been again a persistent underestimation of tax revcnues to the 
extent of 8.34 per cent to 14.86 per cent under Corporation Tax and 7.28 
per cent to 8.84 per cent under Income-tax. The conclusion that the 
recommendations of the Committee in this regard have not been acted upon 
in letter and spirit is, therefore, inescapable. 

[SI. No. 2 (Para 3.15) of Appendix 111 to 186th Report of the PAC 
(1975-76) (liifth Lok Sabha)] 

Action taken 

In their 51St Report (Fifth Lok Sabha) the Committee had rccommcndcd 
(in paras I .23, I .25 and I .26) as under :- 

ii) The Ministry should build up a sound statistical base and fill up 
the deficiency in the collection of reliable statistics of economic 
growth so that estimates of Kevenue are prepared on a realistic 
basis. 

(ii) The Central Hoard of Direct Taxes should maintui~l up-tr-date 
statistics. in particular, the statistics pertaining to all categories 
of tax-payers in order to assess the impact of' taxation measures 
at the time of preparing the Budget Estirnateq. 

(iii'l The Ministr?: should study the methods adopted in estimating 
Revenue receipts in thc U.K. and other countries wherc thc 
variation between Budget Estin~ates and actuals is not signi- 
ficant in spite of fluctuation in economic conditions m d  gsowth. 

2. The  Ministry intormed the Committee that the queslion of'design- 
ing a suitable frame-work for collectiw statistics in thc Income-tax Ilcpart- 
ment was being looked into by the Committee under the Chairmanship of 
Dr. N. T .  Mathew, Joint Secretary, Department of' Statistics. It was also 
stated that the problem of better approximation vf' Budpct estimates 
vis-a-vis the acruals was to he covered by thc said Committee and rhc 
Ministry was obtaining, for study, the particulars of thc methodology followed 



in the U.K. and U.S.A. The reply of the Ministry has been reproduced 
in para 3.12 of this report. Thereafter, the Committee made certain obser- 
vations, on the Ministry's reply, in paras I .9 ,I  . 10 and I .14 of their 15th 
Report (Fifth Lok Sabha). The replies of the Ministry to those observations 
have been reproduced in para 3.14. The Ministry, inter-alia apprised the 
Committee of the main recommendations made, in the interim report, of' 
the Ccmmittee on Direct Taxes Statistics and the fact that those recornmen- 
daticns had been accepted by the Government and necessary follow-up 
action taken. 'The Committee was also apprised of the results of the study, 
of the available material, relating to the mothodoloy of formulation of the 
Budget Estimates, received from the Indian High Commission in the U.K. 
and the Indian Embassy in U.S.A. the reply of the Ministry is reproduced 
in para 3.14  and Appendix I). 

3. The Committee on Direct Taxes Statistics submitted its final 
report in Januwy, 1976. The report deals, among others, with the problem 
oS short-term forecasting of revenue receipts. 

r .  

4. 1 hc said Committee has observed that the improvements in the 
data base, resulting from its other recommendations, will provide adequate 
means for short-terms forecasting of revenue receipts. As regards the 
specific techniques for short-term forecasting, the Committee has observed 
that any Soxciwting model is subject to inherent limitations and can never 
be considered ns completely fool-proof. Besides, in a dynamic situation, 
where tas rates are altered every year and new fiscal measures promulgated 
predictions made 1 5  months in advance are bound to bc tentative and 
subject to change in the light of changing circumstances. In spite cf these 
limitations, the Committee h~ recommended that certain objective pm- 
cedures ibr forecasting tax revenues mny be developed by establishing 
appropriate repressive selationship between t ~ x  revenues and other cognate 
variables such as non-agricultural national inccme, wages and salaries, 
population growth, employment and price levels. It  may be added that 
some exploratory exercises in this direction were curried out h!. the Planning 
Co,nmission anJ the Ccntral Statistical Organisation on behalf of the 
Committee, but the predictive power of these relationships was not found 
to be quite adcquutc. 

5 .  The Chnmittee has further suggested that the Director of Inspection 
(I< & S) should be adequately equipped to undertake the forecasting work 
at a technically competent level, if necessary, in collaboration with the 
Central Statistical Organisation, Planning Commission and other Divisions 
of the Alinistry of Finance. 

6 .  'I'hc Ckntral Hoard of' Direct Taxes, :it its meeting held on 25-4-76 
accepted, in principle, the above recommend,~tions of the Committee. The 
D. I. (R & S) ~ J S  bcen asked to submit a pmlxml through the D.I. (CMAIS) 
for the creation of necessary additional posts so that the exercises suggested 
by the Committee can he undertaken. The results of such studies will be 
utilised in the formulation of Budget lbti~nates 01' Kewnue Receipts. 

[Dcpilrtment of Revenue unJ Banking 1:. No. 241 3 76-A Sr PAC 1. 
dated 29-6-1976]. 



Further information 

The following posts have been sanctioned:- 
- - - 

Pav Sralc. No. of post. 

Thcsc pos~s  ilwe not been fillell up as yet becau?: the recruitment 
rulcs, f'lr tilcn~ arc- hciiy framed. 

Recommendation 

It would thus appear that, apart from the weakness of Internal Audit 
and the lack of pre-scrutiny of collaboraticn agreemeats, there are othcr, 
more ~XIS~C', f ~ t o r s  responsible for income escaping assessment. In  the 
first place, therc seems to be chronic lack (71- coordination (i) among the 
nsscssing officers of the Department itself, (ii) among the ass :ssment records 
perraining to different direct taxes, particularly income-tax and wealth tas, 
(iiij among the Income-tax Department and other tax collecting dcpnrt- 
me1;ts of the Central and Strtie (;o\~ernmcnt-, and (ivj ::mo7?g thc Central 
Board 01' Diicct Taxes and the administr:itive A2inistrics enterinp into 0:. 
approvii-ig fiweipn collaboration agreements. 

Better latc t h i n  never. Special (kclcs have recently I x c : ~  set up in tc.1 
urban centres tbr cieding with 'professionals' like doctor$, lan*ycrs, ctc. 
The  Commirtee trust that work in these Sp-ciul Circles, ivhich will have a 
lot of Iceway t . ~  make LIP: will be ndequatcly perfivmed and supervised. 

Action taken 
* 1 he Derartment of Kevcnue & Ranking sh:rres the views (-('the (;nmmit- 

tee regadinp the importance o f  coordinstiov iimong the various limbs of 
the taxing machinen an13 also 2mong the <:e~tral  Board of Direct T a w s  
and rhe udniir.i~;trativc hlinistries entering into or approving foreipn  roll:^- 
boratic-n qyccments. The  Central Board of Direct Taxes have all-cady 
initiated action tr achievc the objectives referred to hv the Committee. 

Coordination among the assessing officers of Department 

2. I'rm+inn :tlreacly exists in the a~propr ia t r  Annmures of' the fornl of' 
Return c f  Income to call tiw pqrticulars r ~ f '  rent, commission etc. undcr 



section 133 of the Act. Instructions to the effect that particulars in respect 
of persons not assessed in the same circle, are to be reported by the issue 
of intimation slips to the Income tax Officers concerned for consideration 
in the respe~zive assessments, are already in existence. Similarly, intima- 
tion slips should also be issued to the ITOs concerned when any useful in- 
formation is found on examination of accounts by assessing authoritic;. 

Coordination amongst the assessment records pertaining to 
different direct taxes 

3.  The question of' coordination among the assessment records 01' 
different direct taxes has been under constant review of the C.B.D.T. who 
h a v ~  issued Instruction No. 1721;. hTo. 4 69 69-ED dated 15-5-70 ( A p p i -  
dix XI), Instruction No. 494, 1;. No. 309 6 72-ED dated 10-1-73 (&-yell- 
dix XII), Instruction No. 544, F. No. 301 rz6'72-ED dated 8-5-73 (Appeli- 
dix XIII),  and Instruction KO. 595. I:. No. 313 13 73-ED ditted 24-8-73 
(Appeildix XIV). 

*. I he problem of' lack of coordination amongst the assessment records of' 
vi~rious direct taxes was also made the subject of ~1 ccmprehensivc siudy 
conducted by the Directorate of 0 LS: ,\I Services (Income-tax). -45 a re- 
mcclidl measure, suitable guidelines for field officers spelling out comnwn 
situations developments occurring in, or coming to light during proceedirlgs 
under one direct tax law and the necessary consequer~tial action under other> 
were prepared. .l'he guidelines in the !i)rm of brnshurt. were issucj. un.1~1- 
letter No. 3 16 73-DOA4S dated 15-1 1-73. 

Coordination amongst the Department and Tax Collecting De- 
partments of the Central and State Governments 

4. The existing arrangements fhr coordination between 1r.c )inc-t.3~ 
I>epistmen; on thc one hand and of' Central and State Government I k -  
partmcnts on the other, are as undcr: 

(i) The 1)isectorate of Inspection (Inv.) receives Informition !i-cml 
the Ikpartment of Company -4fTairs. Central Bureau of Ir.ves:i- 
g~ t ion  D.K.I., Eni'orcement Directorate anJ the Reserve R:mk 
and transmits the same to the Commissioners. The scope (11' 
thesc opcratiocs has bcen extended after the setting up o t ' ~  Sp:ci.~l 
(:ell in the I)irectorltte of Inspection (Inv.) 

(ii) At the <:ommissioners' level, the Dcpartmcnt mi1int;tininp li.~ison 
with State Governnlent Depxtments including the S::le*; 7 ' ~ s  
Ikpartment and also gathers infix-mution from 0th . I .  stwrce'; 
c.5'. Rcpional Controller of Imports and Exposts. lkgisiratic~n 
Otfices, Kegiimal Transport Authorities, L.I.C. etc. etc'. 

(iii) On the basis of discussion which the Finance Secretary h:1d with 
the Chief Secretaries of the States, the CS. 1.T. were askcif 
(Vtde Board's Instruction F. h'o. # 118 1/75-II (Inv.) Jate,i 
17- I 1-75 and I:. No. 221 9'76-11. A. 11 d.1te.i 1-3--61 1 % )  
nlwt the C h i d  Secretaries periodicully, ordinarily once a n w n ~ ! ~ ,  
to apprise them of the actien taken by the Incomt-tax Dcp~rtrnc;-i 
in rcspect of complnints received Ssom the S r a c  G >  . -. . .! i 



abaut under-valuation of properties, evasion of Income-tax/ 
Wealth-tax by individuals etc. 

(iv) The coordination amongst Income-tax, Customs and Central 
Excise Department and the Enforcement Directorate is being 
ensured through periodically meetings of the Technical Coordi- 
nation Committees at the Central, Zonal and Regional levels. The 
coverage of' subjects in these meetings has been extended to 
include issues relating to agency commission payable or paid to 
Indian agentsof foreign concerns entering into contracts for 
the supply of goods and services. 

(v) It has been decided that a committee consisting ol' D I  (Inv.), 
DI (OMS) and D I  ( IT  & Audit) should study in depth the 
following problems : 

(a) whether the present system was functioning well; 

(b) the sources and areas where information was being received 
and how it was being utilised; 

(c) whether the information was being received regularly or 
received in fits and starts; 

(d) how the information could be utilised optimally without 
departing from the objectives of the summary assessments 
scheme ; and 

(e) whether it was desirable to make a selective approach both in 
terms of information to be collected and the assessees in 
respect of whom information should be collected. 

(vi) After the receipt of the P A C .  Keport, the obscrvxion of the 
Committee have been brought to the notice of the abovc Commi- 
ttee. A copy of Instruction No. 924, F. No. 414 74 75-11 (In\..), 
dated 24-2-76 (Appendix XV) has also been sent to them. 

(rii) For other direct taxes also, the Board has already taken action 
to ensure coordinaticn with State authorities issuing succession 
certificates. A copy of Instruction hTo. 677, 1:. No. 309 I 74- 
ED, dated 5-4-74 (Appendix XVI) is attached. Similarly Chief 
Secretaries to the State Governments have also been requested 
to Dass on information likelv to be helpful in Estate Dutv 
ass&sments vide I;. No. 3 0 9 ' 5 ' 7 4 - ~ ~ ,  dited 25-11-74  en- en- 
dix XVII). 

5 .  Regarding coordination among CBDT and administrative Ministries 
entering into or approving foreign collaboration agreement, kind attention 
of the Committee is invited to the Ministry of Finance, (Department of 
Revenue 8r Insurance's) reply to recommendation, Para 5.69 of 128th Report. 
A copy of the said reply (Appendix XVIII) attached for ready reference. 

With a view to ensuring that the work in the Special Circles set up in 
ten urban centres for dealing with 'professionals' like doctors, lawyers etc. 



is adequately performed and supervised, the Commissioners of Income-tax 
have been asked to make an annual evaluation of the performanceof the 
Special Circle(s) functioning under them. The Director of Inspection 
(Income-tax & Audit) has been assigned the task of analysing the evaluation 
reports and submitting a review to the Board. A copy of the relevant ins- 
truction issued vide letter 1:. No. 41512176-IT (Inv.) dated the 26th April, 
1976 is annexed (Appendix XIX). 

(Department of Revenue &, Banking No. 241/4/76-A & PAC-I, dated 
28-4-1976 and I 1-6- 1976) 

Recommendation 

It would appear from the above that while on the one hand there is still 
much to be desired in the implementation of the instructions issued by the 
Board, on the other, the Ministry has yet to take firm and effective steps to 
ensure proper planning of the work of the Income-tax Officers so as to avoid 
the assessments at least in big income cases, being rushed through towards 
the end of thy year- or the end of the limitation period and to ensure that 
the computation of income and the assessment orders themselves are checked 
and counter-chciked so as to avoid careless and costly mistakes. 

[S. No. 4, Para No. 5.21 oi' Appendix to 186th Report of the PAC 
(1975-76) (Fifth Lok Sabha)] 

Action Taken 

The Department of Revenue and Banking share the anxiety of the 
Comnlittee. As regards the proper planning of the work of the Income-tax 
Officers, with the view to avoid the assessments being rushed through 
towards the end oC the year or the end of the limitation period. Annual 
Action Plans are b5ny 131 d down by the Board. The Action Plan for the 
year 1976-77 inter-dia sets the tbll owing objectives so fir as early compietion 
of assessments are concerned : 

(i) Disposal of all time-barring assessments by 3 1-12-1976. 

(ii) Disposd of 70'); of all non-company Category-I, scrutiny assess- 
ments during the year and ensuring disposal of 5oc)b of total 
workload by 31-12-1976. 

(iii) Disposal of 750,; of the total workload of company cases with 
income above Ks. 5,woI- during the pear a d  ensuring the dis- 
posal of 604.: of total workload by 31-12-1976. 

2. Performance in relation to targets in the Action Plan is being watched 
closely and periodical reviews are undertaken. 

3. As regards ensuring the correctness of the computation of income 
and taxes, these are checked and counter-checked so as to avoid careless 
and costly mistakes, according to the instructions issued by the Board from 
time to time. A system to ensure strict complian~x of these instructions 
is also being evolved. 



4. With a view to reducing the chances of mistakes in the calculation 
of tax attributable to the human factor, a comprehensive plan has becn 
prepared for installing programmable calculators for purposes of tax calcu- 
lations in company cases and non-company cases with assessed income 
over Rs. I lakh at 4 Regional centres oiz. Delhi, Bombay , Calcutta and 
Madras. The  unit at Delhi has already started functioning and during 
its four months' run it has ensured mistake-free pre-assessment tax calcula- 
tions in one thousand cases and detected mistakes of the order of Rs. 2 lakhs 
during the post-assessment check of 1346 cases. A proposal to instal 
mini computers instead of programmable calculators which will cover 
calculation of tases in all cases involving income exceeding Ks. 25,000 is also 
under consideration. 

5 .  With the introduction of Section 144B in the Income ' l ' i ~ x  Act, 1961 
with effect from 1-1-1976 by the Taxaticn Laws (Amendment) Act, 1976, 
it is obligatory on the part of the Income-tax Oficer to s e d  a ilr'lli of the 
assessment order along with the objections received from the asbessee to the 
Inspecting Assistant Commissioner if the variation in incomeiloss is 
Rs I hkh or above, and the Inspecting Assistant Commissioner is required 
to give directions which will be binding on the Income-tax Officer. This 
would ensure a double-checking by the Inspecting t2l;sisr.int Commissioner 
in such cases. 

(Department of Revenue and Banking F. No. 241 6,7h-i\ CI: PAC-I, 
dated y--7-1976) 

Further Information 

The programmable Calculator Unit at Delhi was s c ~  up in October, 
1975. As regards other regional centres viz. Bombay, Cdcutta and Madms, 
it may be stated that when the suppliers were approachelf !'or the installa- 
tion of the Programmable Calculator Units it was found that after the last 
purchase in 1975 certain peripherals had become technically obsolete and 
were not being manufactured. The prices of some peripherals had also 
substantially increased. Therefore, the idea ot' installing Programmable 
Calculator at these centres was given up. 

However, the proposal to instal mini-computers, insted of programm- 
able Calculators has been approved in principle. Rut this is required to 
be examined further by the 'Systems 'Team' which is being set up. 

[hlinistry of Finance (Department of Revenue) I;. No. 241 2 77-A& 
PAC-I, dated 13-y-19771. 

Recommendation 

It  is c l a r  from a summary of the position that the implementation 
of the specific suggestions of the Public Accounts Committee, whether in 
the matter of simplification or rationalisation of the rules and procedures 
or in the matter of Improving the efficiency and check by Inspecting 
Assistant Commissioners has been half-hearted and as a result the situation 
has not improved at all. 

[No. j (para 6.14) of I 86th Report of PAC (1975-76) (Fitth Lok Sabha),] 



3 5 
Action taken 

The Department of Revenue & Banking has taken steps from time 
to time to minimise mistakes in granting Depreciation and Development 
rebate, which are as under : 

(i) The Income-tax Rules, 1962, inter-aha, providing rates of dep- 
reciation admissible on various assets have been amended w.o.f. 
1st April, 1970, rarionahing the rates of depreciation dhwdnce 
and simplifying the calculations. The number of rates at which 
depreciation is admissible to various classes of assets has been 
reduced to 9 from 17. It u felt that it is too early to makc any 
changes. 

(ii) The Director 01 Inspection (IT) have prepdred and sent to Commis- 
sioners of Income-tax chc.ck-sheets for the use of I: t:m 1 
Audit Parties. These check-sheets include all the important points 
which are to be looked into in connection with the allowdnce of 
depreciation and Development rebate. The check-sheets are 
belng revised, whenever necessdry. 

(1,;) Greater attention has been given to the training of Internal 
Audit I'nrty ofiicials. The Kegion:il Training Institutes 
trained 285 officials ofthe Interndl Audit Parties during 1973-74 
and roo persons during 1974-75. l'rom January 1976, the 
Commissioners oi Income-tax have started training courses 
fi,r ministc~ial staff of Internal Audit Pdrties who are checking 
c'tses in Company C~rcles. 'l'he 'l'raining courses include 
checking of depreciation a d  development rebare. 

(iv)  he Commissioners of' Income-tau have been instructed thdt 
inspecting Assistant Commissioners should scrutinise about 
3 dozen of the important cases in e x h  Income-tax 

every year to see that the principles have been correctly 
applied in determinirlg Lteprcciation and developnlent rebate, 
[hiit the rates applied are correct and that withdrawal of develop- 
ment rebate has been duly considered in appropriate cases. On 
18th December, 1975, fresh instructions hsve been issued to 
the Commissioners directing them to ensure thjt all Inspecting 
Assistant Commissioners check depreciiirion and development 
rebate in a dozen important cases in each Income-tax 
charge. 

[Department of' Revenue and Banking F. No. 241 8 76-,4&PAC-I, 
dated I 5-7-1976] 

Recommendation 

~t is apparent, thus. that on the subject of levying additional tax on 
companies more than on ~ i n y  other, there has b x n  what might be called a 
killg 0i.u consistency of in-action nnd delay. 'rhe review of all past assess- 
ments suggested by the Committee in the interest of revenue has not been 
completed, while the recommendation of the Committee about the abolition 



of subtle distinction between public companies and closely held public 
companies has been "under consideration" for as long as six years. Comp- 
liance, if any, with the specific suggestions made by the Committee, during 
the last three years remains yet to be reported. 

[S. No. 6 (para 7.15) of Appendix I11 to 186th Report of the PAC 
(1975-7611 

Action taken 

In  this connection, attention of the Public Accounts Committee is 
invited to Ministry's replies to paras I .73 and I .74 and I .75 of 128th 
Keport which were tbrwarded to the Con~nlittee vide hlinistry of Finance 
(Deptt. of Revenue Sc Insurance) Office Memorandum F. No. 236/243,72- 
PAC-11, dated the 17th July, 1975, and 16th August, 1975 respectively. 

2. As regards the collect~on o ,' additional demand of Rs. I 2 .74 
lakhs arising tiom the find results of'the review reported in reply to para 
I .73 of 128th Kepolt, an amount of Rs. 3 95 lakhs has been vacated by the 
order of'the Calcutta High Court and for the balmce the appeal preferred 
by the assessee was allowed by the Appellm Assistant Commissioner 
Special Range, A4adr-as. The Departmental appeal before the Appellate 
Tribunal is, kmvever, pending. 

[Department of Revenue and Banking F. No. 241,'9'76-A&PAC-I, 
dated 7-5-1976] 

Further Information 

An appeal to the 'Tribunal was filed in this case in October, 1973 
as a precautionary and provisional measure against the AAC's order can- 
celling the order u l s  23--4 since a final decision on an identical point in 
another case was pending. The Board subsequently authorised the 
withdrawal of the appeal filed beforc the Tribunal in the other case. 
In view of this and in view of Board's instructions No. 676 dated 5-4-74 
the appeal filed before the Tribunal in this case was withdrawn in August, 
1976- 

[Ministry of' Finance (Department of Revenue) F. No. 241 '2177-A& 
PAC-I, dated 13-9- 19771 

Recommendation 

It  would appear that the mistakes in giving effect to appellate orders 
continue to occur, first, because the hlinistry has not been able to ensure a 
proper spacing of work with the result that the rush of work at the end 
of the year has become a recurring phenomenon, and secondly, because the 
Central Board of Direct Taxes has not been able to secure compliance even 
with their own instructions issued at the instance of the Public Accounts 
Committee. 

[S. No. 8 (Para 10.5) of Appendix to 186th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)] 



Action taken 

The Department of Revenue and Banking shares the anxiety of 
the Committee regarding avoidance of mistakes while giving effect to 
appellate orders and spacing of work to avoid rush at the end of the year. 

T o  ensure avoidance of mistakes while giving effect to appellate orders, 
the Board by its Instruction I:. No. 36/5i64-ITA.-I, dated the 18th July, 
1964 had provided that the Income-tax Officer would take prior approval 
of the Inspecting Assistant Commissioner before giving effect to appellate 
orders resulting in tax effect of rupees one lakh and above. These 
instructions have been reiterated through Board's Instruction No. 750, 
F. No. 2121225174- ITA-11, dated the 4th September, 1974 (Appendix XXI) 
while extending the scope of earlier instruction for issue of refunds arising 
under Chapter XIX or deemed refunds in Chapter XXII-B of Income-tax 
Act, 1961. 

As regards avoiding rush of work towards the end of the financial year, 
proper priorities have been laid down in the Annual Action Plan requiring, 
inter-dia, the completion of time barring assessments by 31st December 
within the constraints of manpower etc. The results achieved in 
comparison with the earlier years have been generally encouraging as may be 
seen from the following figures ; 

Time-barring assessments (percentage of Assessments completed) 

1973-74 1974-75 ---- -- 
April to December . 54.49% 73.z0; 

January to March . 45.6:; 26.8:; 

Companv assessments (pemmtage of Assessments con~plered) 

April to December . 60.41; 600,; 

January to March . 39.617; 405, 

Non-company Category I Assessments (percentage of Assessmen~s completed) 

January to March . qz.2ob 40.501.; 

[Department of Revenue & Banking F. No. 241 I I 76-A & P.A.C. I, 
ciated I 1-5-1g761 

Recommendation 

It would be seen from the recountal above that while some of the 
legal remedies suggested by the Committee from 1969 onwards for 
reducing the ever-increasing arrears of Income-tax have been adopted 
only in 1975, the Central Board of Direct Taxes have still to tackle 
effectively a number of administrative problems such as, (i) fixation of 



an order of priorities concentrating, primarily, on big income cases, 
(ii) proper p1annit-g of the work of Inconlc-.ax Offic . I S  so as to complete the 
high income group assessments expeditiously, (iii) avoidance of over 
pitched and unrealistic assessments, (iv) ineffective working of the machinery 
set up to watch recovery of arrear demands of big magnitule, and (v) above 
all, creating a statistical organisation that can give re1i:ihle data. The 
position of arrear demands and arrear assessments is not likely to show 
m y  marked improvement unless the hlinistry of Finance comes to grips 
with these t-undamental problems. 

1s. NO. 9 (Para I I .31) of Appendix I11 to 186th Report of the PAC 
(1975-76) (Fifth Lok Sabha)] 

Action taken 

The Department of Revenue & Banking (Rev. Wiilgl shire the view; 
expressed by the Committee regarding the ever-incrensinp :Irl-eas.; nf  
income-tax and agree with the suggestions made. 

2. Regarding the suggestions made at (i) and (ii) above, the steps 
already taken by the 1)epnrtmect are set out in the reply to the recommen~ie- 
tions contained in para 5 . 2 1  of this Keport. 

3. As regards the suggestion made at (iii), adequate legal as well as 
:rdministrarive measures have been t.lken to ensure '~voidnnce of' ovcr- 
pitched and unrealistic assessments. Apart from various instructions i s sud  
trom the Board from time to time, the law also has ixcn recently amendcd 
as scc out in the Depmment's reply to recommeniiation at para No. 12 6 
of this Report. 

4. As regards the suggt..;tion made by the Comtnittc,: :rt (iv) of the 
rrcunlrnendation, the steps taken by thc Dcpastment have been brought 
to the notice of the Committee in the Deprtment's replv to the recom- 
mrnd.ttions at pxd No. 12.  I of' this Reporr. 

5 .  As regards the suggestion made by the Committee at (vj c r l  ~ l l e  
recommendation, kind attention of' the Committee is invited to Dcpxt-  
ment's reply to recommcnd~tions at Para No. 12 4 and r 2.5 of this Heport. 

[Department of Revenue L3: Banking 1;. No. 241 12 76-A&IJAC-I, 
dated 15-7-1976] 

Further Information 
The latest position in this behalf has since been comn~unicated to the 

Lok Sabha Secretariat (PAC) through action taken note on para I 42 of 
14 1st Report of the PAC sent to them under cover of O.M. F. No. 231 21 '73 
A &PAC-11, dated the 18th March, 1977. 

[,Ministry of Finance (Department of Revenue) F. No. 241,'2 77- 
A & PAC-I, dated 1 3-9-1977] 

Recommendation 
As stated in the opening Chapter, the Committee have found themselves 

constrained to make a review of the implementation by Covernmcnt 
of their recommendations contained in the several Reports presented 
right from 1964. It  will be seen from the Audit Reports of' successive 



years and the recommendations of the Committee thereon that they 
are almost repetitive except, perhaps, for subtle changes in accent in their 
expressions of despair. I t  might even appear that there has been no exnest 
or  purposeful effort on the part of Government to set its own Tax Adminis- 
tration apparatus on a plane of truly efficient and effective functioning. 
This is perhaps the only Department which has had over the years the benefit 
of the guidance of not only the recommendations of this Committee, but 
of several other expert bodies as well, right from the Tod Hunder Com- 
mittee (1925) to the Wanchoo Committee (1973). If, in spite of the many 
recon~mendations made by these committees as well as by the Public Accounts 
Committee, 'the ills that beset' the Department continue to plague it, therc 
must be somethiq basically wrong either in the laws, rules and procedure7 
devised for the levy and collection of Direct Taxes, or in the way these 
laws, rules and procedures are actually administered by the various 
authorities entrusted with the task. It has not been brought to thc notice 
of the Committee by any of the official witnesses that the fcrmer is the 
muse. In  fact, the Committee are not unaware of the annual spate of 
legislative amendments and the more frequent flood of rules and regulations 
designed for plugging various loopholes in the law. Enormous powers 
have also been placed in the hamis 01' income-tax authorities even befrre 
the latest Taxation 1,aw (Amendment) . k t ,  1975. If the vigour with which 
searches and raids are being presently conducted and the amount of 
black money unearthed is any indication, it appears that if the normal duries 
of the Department had been properly and efficiently performed, there should 
h-ive hem a greater c~~mpliance by the tax-payers and higher rcslisation of 
rcceipts in proper time. 

(S. No. ro'(I'al-a 1 2 .  I )  of Apprndix I11 to 186th Report of the PAC 
(1975-7;) (F~f th  Lok SlSh3)I. 

Action taken 

The  D.-pa:-tmcnt of Revenue & Banking shares the vicas cxpresseci 
hy the Cotnmittcc that the Government should set its own tax Admink- 
ti-ation apparatus on a plane of truly etticient and rf ic t ive func t i r r i i r~ .  
The D:p~rtmcnt  may, however, draw the attention of the Commirtce 
to the fact that purp:seful and earnest cff~vts  have not bcen lacking on 
the pJrt of thc 1)rpnrcment in this regiird. The  Department has taken 
:I nuwl,cr of steps to improve its efficiency and some of these have beer, 
ewlm-rated in reply to recommendation Kt>. I 2 . 2  of the PAC's H e p w  
un.icr refcrencc. I t  is also pertinent t o  mention here that so far, :as thc 
qu:srion o f  cilllcc~ion of direcr TaYeS is concerned. the Department had in 
th - p I ; t  t t ' i z ~  c;.,.;.~iq step'i for 'Tmnr-uv~mcnt in Organisation' and for ' . .>~77rvision on c:,>Ilection ;~tre:lrs' and these have already heen enumerated 
1 ) ~  P ~ h l i c  ACCOLL'ITS Committee in para I I .  9 of this report while dealir:~ 
wit+ th-. q>l-stion :)f arrears of demand. 

2. I n  addition to thcsc steps a Special Cell has been set up in the 
Central Board of Direct Taxes to watch recovery in cases involving :trre:trC: 
e x c d i n g  R'i. I 3  iakhs. Quarterly Jossiers containing cx>mprchcnsivc 
itl!;)-mltion rcgurdin$ year-wise urlpur demand, fresh demands created 
dtirin: th :  qu:irter, reduction on accounL of i lp~ l l a t~ ! rev i s ion~ry /ce r t i -  
ficatorv orders and steps taken for reaiisation of these demands arc sen! 
h v  th : (: ,in nis;ioner o f  Income-tax. Thew are scrutiniscd in the Ccl! 
;111 wit lb le  instructio~sJquideli'nes are issued tn  thc Commissioner, 
wherever necessary. 



3. There may not be anything basically or  fundamentally wrong 
in the laws, rules and procedures devised for the levy and collection 
of direct taxes but there is need for continuous watchfulness since tax- 
payers have been constantly devising ways and means to avoid taxes. 
In order to plug loopholes, the Department has to review tax laws from time 
to time to  combat the problem of tax evasion. With this end in view, 
the Wanchoo Committee was appointed in 1970. T h e  recommendations 
of this Committee were incorporated in the Taxation Laws (Amendment) 
Act, 1975. 

4. During recent years, the Department has taken steps with a view 
to gearing its administrative machinery to the tasks assigned to it. The  
temno of searches and seizures was increased resulting in considerable 
unearthing of black money, it has also in a wav contributed to the success 
of the Volurltarv Disclosure Scheme 1975 which has reduced the extent 
of black mnnev in circulstion in the economy. In this connection, it 
m y  be msntioned that no additinnal manpower was provided to the Depart- 
ment to co?? with th: extra burdenof, say, a larger number of searches and 
seizures. 

[Department of Revenue and Banking F. 241 118176-A & PAC I ,  dated 
29-6- I 9761. 

Recommendations 

Representatives of the Government have admitted and the Public 
Accounts Committee have pointed out in their successive Reports that the 
mistakes detected bv test audit are 'costly mistakes' (in one in s t a~ce  the 
amount involved was admittedly more than Rs. 2 crores) and have 
resu!te,l in h ~ v v  loss of revenue to the Exchequer. What the total 
annu11 loss to the Exchequer on account of these mistakes would he in 
ar~vbodv's guxs. However. if the mistakes highlighted by statutory 
,481 jit ?re arid-. i to the mistakes minted out by Internal Audit, imperfect 
thmqh such audit is, the annual accretion to the exchequer would have 
been m . x h  m x e  than wh3t is borne as extra tax by the honest tax-payers. 
Unfortunately, the Income-tax Department appears to be managing its 
aPliri  bv w5nt miqht be dubbed the principle of 'Management by Crisis' 
rathzr thnn 'M?nspenent by objectives'. This is hy no means a happy 
situation. 

'The Committee cannnt, however, rest content with a mere expression 
nf disapproval and disappointment. Thev consider it their duty to point 
out certain important areas of deficiencv where, if adequate remedies are 
attempted. there mav well be hope of real improvement. In this Rcport, 
the C7mnitree have confined their recommendations only to the more 
furl h tnmta l  of the aforesaid areas so that there should not be any excuse 
far not imdem-nting these on the ground of ancillary or incidental problems 
hindsrinl im?lemtntation or  on the ground that the recommendtions 
w-r: t7 1 m-tnv , ~ n d  too complex. 

j $. Nns. r I & r 2 pqra 12.2 and rt . t  of Appcndix 111 t o  186th Report 
of the PAC 11975-76) (Fifth lank Sobha)]. 



Action taken 

T h e  Department of Revenue & Banking shares the anxiety of the 
Committee regarding "costly mistakes" detected by the Revenue/Internal 
Audit. 

2. I t  is submitted that, in the recent past, the emphasis has been on 
administrative planning, organisational development and new management 
concapts like "Management by Objectives". I n  fact, with effect from the 
year 1974-75, the work in the field offices is being regulated on the basis 
on Management by Objectives under which Annual Action Plans are for- 
mulated at various operative levels to achieve objectives set in key result 
areas of work. 

3.  The  following lines of approach have been adopted to reduce the 
occurence of mistakes : 

(i) In  order to meet the chronic shortage of officers and staff, due to 
which the assessing officers work under undue pressure and 
tension, a Five-year plan regarding the requirements of officers 
and staff for assessment and collection work extending upto 
I 979-80 was worked out in consultation with the Staff Inspection 
Unit of the Ministry of Finance. The  first phase of this proiea 
covering the period upro 31st March, 1977 was completed in 
June, 1975 with thc ndditiond sanction of 15 posts of I.A.Cs, 
223 posts of 1 . T . 0 ~  and their complementary staff. This plan 
is intended to ensure that the officers and staff nre in position 
w.Al in time and that the officers do not work under the 
prcssure o f  a heavy load of arrearq. 

(ii) T h e  Department has taken a number of' steps with a view to 
helping the otlicers in ncquiring,/ref~rcehing knowledpe of law 
and accounts and ~ lc \ . e lop i~~p the rcquired degree of expertise 
and thus rcducing the possibility of making mktake?. Before 
1973, the only regular arrangement filr personnel training was 
the T.R.S. (Direct Taxes) Staff College at Kappur which 
was responsible for imparting initial training to the directly 
recruitecl class-I Income-tax Officers. Refcresher or specialised 
courses for gazctted officers were held in different Comn~is~io-  
ners ch.irges on nn .z.!h!)c haqis. F-Iowevcr, pursuant to the 
recommendations made by the \Y7anchoo<'omn~ittee, the t rainkg 
arrangements have been strengthened and revitalised. The  
Staff College has been entrusted with the responsibility of 
conducting Referesher and other specialised courses for Class-I 
Officers and nlnnagcmcnt clevelnpment courses for Cnmniis- 
sioners, Assistant (:ommissioners and Scnior (Ilass-1 Income 
T a x  Officers. Four Regiond Training Tnstitutes have been 
set up at Romhny. 13anplore. C:tlcutta and 1 .wknon tor impart- 
ine initial training for Class-TI Incc~nw-tas Officers and In~pcc -  
tors and ;I!W for conhct ing  orientinion. rcfrcshcr 11nd othcr 
specialiscd coursrs for csccutive and ministerial suprrvisory 
staff. Trnininc :irrnngemcnts for 1linisteri:il st;tfT in the 
Commivkmers Charge' hnve :rlso been put on :I rcrulnr ltnd 
proper footinc and the Charge Commis~ioners h:lw constituted 
regular training cells for initial nnJ ref'rcsher twinin!: to the 
ministerial staff of their charges. 



(iii) The  Department has also set up an independent wing Publicity 
an.i Pclblic Relations headed by a Director (in the existing 
Direaorate of Inspection (RS&I'), to ensure timely supply 
of Board's Circulars, explanatory notes, bulletins and up-dated 
mnnuals to the fleld formations. 

[iv) I n  order to reduce the chances of mistakes in the calculation of 
tax attributable to human factor, a comprehensive plan for 
installing programmable calculations for purposes of tax cal- 
culations in (a) company cases ; (b) non-company cases with 
asmsed income over Rs. r lakh at four Regional Centres vrz. 
Dalhi, B>mbnv; Calcutta and Madras was prepared. The 
unit at D2lhi has already started functioning and during its 
4 mqnths run, it has ensured mistake-free pre-assessment tax 
calcul~~tions in 1000 cases and detected mistakes of the order 
nr RF. 2 lakhs during poqt-assessment check of 1346 cases. I t  
is now proposed to instal mini-computers (instead of P rog r~m-  
m.tble Calculators) which will corer calculation of Taxes in all 
c :ws  involving income exceeding Rs. 25,000. 

I n  view o f  the position esplaincd in respect of' para 12.2 above, no 
f u ~ t h c r  co:n~12nts arc c,llle;l fol-. 

(Department of Revenae and Rlnkine F. 24111 i/76-A & PAC I, 
datrd 25-6- I 976). 

Recommendations 

The first basic tool in the hmds of anv tax administration is an 
efficient statistical informntion system. Any one cntrusrcd with the man;igc- 
ment of the finances of a coum-y sllould h w c  at his disposal up-tc-dat: 
and complete data on all aspects of the taxcs which he admi~isters and 
p:iniculxly on the impwt 2nd inciden.cc of proprvmi tax measures, st. 
that timely changes may be made and a proper and purpc.seful guidancc 
given tc policy makers. This information system hits, most unfortun:!tely, 
not been built up yet in the Income-tax Department, in spite of repeated 
recommentiations by the Public Accounts Committcc and other Commis- 
siom and Comn~ittees, and th:s failuie had led to all the distortion in the 
tax administration, leading to ad-ho; solution, hasty aniendmcnts and 
combersome but ineffective procedures. The  Working G ~ o u p  of' 
Administrative Reforms Commiwion on thc Central Di:-cct T a w s  
Administration, which submitted its report in the year 1968, hsd ohserved 
as follows on the still prevailing state of affairs : 

"The tas, which the Depvtmcnt :~dministers, affects the social 
and economic life of the country in a most powcrful w i y .  
N o  one knows or can know as much ahout thc effect of thc 
,ifjrnini~tration of the taxes as mcmbcrs of this Department, 
Ilut ~ c c  dnubt if th-re is n m tchinery in the 1Icp.u-tment 
ndequately cquippcd to give information on such mattcrs." 

In Chapter 111 of this Report, extracts of various recommendntions 
of this C~mmit tcc  h w e  heen given in which the importance of strengthening 
the st:~tisticnl mx-hincrv h n  hccn rclpc~tedly stressed. Thc  Committcc 



would like particularly to draw attention to paragraphs I .a3 to I .26 of thdt 
jrst Report (Fifth h k  Sabha). In these pa aphs, the Committee had 
deplored the failure of the CBDT to establis =Y a proper L118china-y for 
furnishing uptodate statistics so as to ensure a more accurate fo~ecaa of 
revenues. However, apart from stating that a Committee had been act 
up, under the Chairmanship of a Joint Secntary of the Department of 
Statistics, to look into the statistical framework of the Income-tax Depart- 
ment and to make suitable recommendations for streamlining and systema- 
tizing it, no concrete steps appear to have been taken. This was clear1 
pointed out in para aphs r .g, I. 10 and I .14 of the 150th Report (F P d 
Lok Sabha). The atest All India Income-tax Statistics that is available 
in cyclostyled form relates to the year 1971-72 and this too is deficient in 
many respects. There has been, to the knowledge of the Committee, 
no All India Statistics in respect of other Direct Taxes. The Committee, 
would, therefore, strongly urge Government to speed up action on the 
setting up of an dficient statistical organisation which should give all 
necessary data promptly and contemporaneously with the framing of the 
Budget, so that not only the Minister of Finance, but also the Membem of 
Parliament, at the time of discussion of the Budget, could have the advantage 
of complete information in respect of all aspects of tax levy and collection. 
On several occasions, the Central Board of Direct Taxes were also unable 
to furnish promptly to the Committee complete and updated information 
relating to Direct Taxes, on account of the absence of a sound statistical 
base within the organisation. The statistical organisation when set up, 
as recommended by the Committee, should also be in a position to give all 
information in this regard required by the Committee. 

[S. No. 13 & 14 (paras 12.4 & 12.5) of Appendix-III to P.A.C. 
Report No. 186th (1975-76) (Fifth Lok Sabha)). 

Action taken 

In para 12.4, the Committee has recommended the building up of 
m efficient statistical information system. In para 12 . S  the Committee 
bas recommended the setting up of an efficient statistical organisation 
which should give all necessary data promptly and contemporaneously 
with the framing of the Budget so thx  not only the Minister of Finance 
but also the Members of the Parliamenr, at the time of discussion of the 
Budget, conld have the advantage of complete information in respect of 
all aspccts of tax levy and col1e:tion. 

2. As observed by the Committee in para 12.5, the Government 
had appointed a Committee of experts on Direct Taxes Statistics, 
on 31-3-1973. to study the unsatisfactory nature of statistics relating to 
Direct Taxes in all its aspects and to mzke recommendations, among cthen, 
on improving the statistical information system and the administrative, 
organisation and procedure chcmges required to give effect to its recommen- 
dations. 

3. The Committee on Direct Taxes Statistics submitted an interim 
repon in November, 1973, in which the ways and means of clearing the 
back-log and up-datin the Statistics and ensurinq their timely and expedi- 
tious publication in ? uturc, were discussed. The main recommendations 
contained in the Interim report and the action taken thereon, as reported by 
the Miistry, have been reproduced in para 3.14. 
3100 LS-4 - .  



4. The final repon of the Cornmince on Direct Taxes Statirtta, 
mbimd in January, 19% oonCPinr r e c o ~ d o t i b n r  fbr building up of 
an dlkicnt Smdmial Infi,rmation System and a Statistsad Organhion. 
Thc main ncommendationr and the action taka on tnc Repon by tht 
(hlidmy, arc :- 

(A) Statiotkd idormation Sydcm 

(a) Amom the annual ~ublications, the All India Income-tax 
statidcs (AIITS) 6 the most &portant and comprehensive 
publication with a variety of tables which provide 
a detailed classification of the assessed income and 
the tax levied by several characterisations. The major 
deficiencies in AIITS, are due to the absence of the 
required type of information in the source-data contained 
in Assessment Forms ITNS 150 (for non-company 
assessees) and ITNS I 5oA (for company assessees). 
The Ccmmittee has, therefore, suggested a number of 
changes in these two forms. The revised forms sugges- 
ted by the Committee will, inter alia, provide for re- 
cording a number of additional items cf informations, 
such as the profession of individuals, the source of salary 
income (from Centralistate GovernrnentlLocal authori- 
ties Public Sector Undertakings or Private employers), 
property income from self-occupied building, income 
derived from agriculture, entitlements in rebates under 
the new prcvisions in sections 80-HH, %-My 80-N, 
60-0, 80-4, 80-R, 80-RR and 80-TT. the ownership 
category of a company, (public, joint or private sector), 
deductions due to special allowance on newly constructed 
residential units, amortization of preliminary expensm 
and expenditure on prospecting, etc. 
The contents of AIITS have been greatly improved b y  
proposing a set of revised statistical tables which will, 
among others, provide for : 

(13 Details of important deductions and reliefi by status 
and income ranges ; 

(ii) Information on net agricultural income of the 
assessee ; 

(iii) Trade classification in conformity with the National 
Income Classification (NIC) ; 

(iv) Distribution of assessees by major occupational groups ; 
(v) Separate data on short-term and long-term capital 

gains by ranges of assessed income and status. 
(4 Classification of companies on the basis of their 

ownership i.e.- 

(a) Statutory Corporation and Government Com- 
pMi- ; 



(b) Companies in Joint -or ; 

(c) Brand~es of Foreign Companies ; 
(d) Public Limited Companies in the Private 

Sector ; and 

(e) Private Limited Companies in the Private - 
Sector. 

(117 Periodical and ad-hoc reports : 

(a )  Extensive modifications and revision of various periodical 
and ad-hoc reports have been suggested by the Committee 
so that revised proformae can take into account most of 
the likely requirements of the Department and, in 
particular, the information required by the Parbarnem. 
The periodical reports have been so designed as to obviate 
the need to secure information from the field officers on 
an ad-hoc basis except in exceptional circumstances. 

(b) The proposed proformae should be tried out initially in 
a few Commissioners' charges to ascertain the practical 
difficulties, if any. 

(c) The Directorate of inspection (Research & Statistics) 
should be custodian of all statistical information. 

(B) Statistical Organisation 

As the wclrk relating to compilation and publication of smtistics 
i s  entrusted to Dirc..i, . re of Inspection (Research & Statistics), the 
Committee has, suggested, for this Directorate, a number of professional 
posts at various lcvels of supervision and also suitable augmentation of staff 
taking into account the greatly enlarged functicns and work load. 

5 .  The Final Report ofthe Committee w a s  considered by the Central 
Board of Direct Taxes on 26-4-76 and it was decided to appoint an Officer 
on Special Duty in the Directorate of Organisation and hlanagernent Services 
to prepare detailed proposals for implementing the various recornmencia- 
tions of the Committee in relation to the collection and compilation of Statis- 
tics in the light of some chongcs made and guidelines laid down by the Board. 
The D l  (R&S) has been asked to submit proposals, through the D I  (O&MS) 
on the basis of the recommendation of the Committee, to strengthen 
and improve the statistical organisational structure of the Directorate of 
Research and Statistics. A few of the recommendations of the Cornmittct 
requiring detailed consideration, are being actively examined. 

6 .  The latest All India Statistics presently available relate to the 
year 1972-73 and were published in 1975. The publication of Statistics 
for 1973-74 is being phased out as recommended by the Committee on 
.Direct Taxes Statistics in its interim report. The AU-India Income-tax 
Statistics for 1974-75 are in an advanced stage of finalisation. All India 
Statistics in mpcct of other Direct Taxes are also brought out. The 



Committee on Direct Taxes Statistics could not, however, make any re 
commendation relating to other Direct Taxes due to lack of time. It has 
observed that the changes required in the collection, compilation and 
publication of their statistics can be modelled broadly on. the same lines ap 
suggested by the Committee for Income-tax Statistics and has recommended 
that this matter may be further examined by the Directorate or 
Organisation and Management Services (DOMS) in the light of the report 
of the Committee. The Board considered this suggestion of the Committee 
also at the meeting held on 26th April, 1976 and has asked the Directorate 
of Organisation & Management Services to work out a Scheme of collection, 
compilation and publication of statistics relating to other Direct Taxes 
in the light of the recommendations of the Comminee. 

(Depamnent of Revenue & Banking F. q r  1 I 5176-A & PAC-I, dated 
28-6-1976). 

Farther Information 

The work relating to the formulation of a scheme of Collection, 
compilation and publication of statistics relating to other Direct Taxes, 
in the light of the recommendation of the Comminee on Direct Taxes, 
is being taken up and will be finalised shortly. 

(Ministry of Finance (Department of Revenue) F. No. 24x12177- 
A & PAC-I, dated 13-9-1977]. 

Recommendation 

Another reason for the repetitive mistakes in big cases resulting in 
huge loss of revenue, is that assessments work is largely left in the hmds 
of comparatively inexperienced Income-tax Officers, who have to match 
their wits in an often unequal battle against the best legal brains and expzrt 
Chartered Accountants. As has been admitted more than once in evidence 
by the Chairman, Central Board of Direct Taxes, it would be a very 
desirable step if some categorisation of cases is made, so thlt those involving 
more than Rs. 5 lakhs of returned income is assessed directly by tho Ins- 
pecting Assistant Commissioners rather z h ~ n  bv Incorn:-tax ~~~~~~s. 
Adequste provisions hwe been in existence in this regard in the Income 
Tax Act and it is said that these provisions h v e  not been m tdc fu!l use of 
so far. I t  is hoped thnt if Assistant Commissioners of Income-tax are 
given assessm-nt p3w:rs to ass2ss directly cass  of o v x  Ri. 5 lakht, 
which are not too mmy, tho standxd o f  p~rformnnce will improve and the 
possibility of mistakes reduced. .4pp,~ds in such a s i : i s m ~ ~ s ,  if preferred, 
would go straight to Commissioners of Income-tax, so t h ~ t  in big cases 
officers just promoted as Appellate Assistant Commissioners are not 
saddled with powers of appellate relief which should ba vested in higher 
levels so that the country's revenue is better safeguarded. 

[SI. No. 16 (Para 12.7) of Appendix 111 to 186th-Rop31-t of the 
PAC (1975-76) (Fifth Lok Sabha). 

Action taken 

As already reported to the Committee wziie Depament's reply to 
recommendation No. I .8 of 19znd Report, seven Inspecting Assietant 
Commjssioncrs in various charges have already been assigned a8scssmcnt 



work in respect of important cases in those charges. In  view of the present 
shortages in the cadre of Assistant Commissioners, it has not been possible 
to post more Inspecting Assistant Commissioners for this purpose and we 
mav have to wait till extra mamower becomes available. The matter i s  
bekg further examined and the additional manpower requirements 
being worked out in order to implement the Committee's recommendation 

(Department of Revenue and Banking E. No.241117176-A & PAGI. 
dated 28-676.) 

Farther Information 

A study regarding manpower requirements for handing of assess- 
ments in cases with income exceeding Rs. 5 lakhs, by the IACs has been 
received from the Director of O&MS and is under process. 

[Ministry of Finance (Department of Revenue) F. No. 241/2/77- 
A&PAC-I, dated 13-9-1977. j 

Recommendation 

Closely connected with an efficient internal control system is an 
effective internal audit system. As will be seen from the preceding 
chapters, it required almost a constant and persistent prcd by the Public 
Accounts Committee for increasing the scope, extent and effectiveness of 
internal audit. In the Sixth Report, of the Third Lok Sabha, the Com- 
mittee had to make the following observations, after expressing the alarm 
at the large number of cases of under-assessment involving considerable 
amounts detected by the test audit of the Comptroller & Auditor General . 

"The Committee feel that the situation calls for more effective 
internal audit of the old and new assessment cases, so that the 
mistakes can be rectified and recoveries made before these be- 
come timz-barred. The Committee regret that in spite of the 
recommendations of the Direct Taxes Enquiry Committee, 
no effxtive steps seem to have been taken to strengthen in- 
ternal audit. This should be done without further delay." 

Again in the 29th Report of the Fourth Lok Sabha, the Committee 
rcqunsted the G w e r n m ~ n t  to p3y serious attention to the strengthening 
of internal audit by having well qualified, experienced and trained people 
in the work of taxation to work in the internal audit, to be headed by a 
renior officzr who should preferably work und-r the Central Board of Direct 
Taxes, so as to inspire the confidence that they can discharge their duty 
without fear or favour. 

[S. No. 17 (para 12.8) of Appendix to 186th Report of the PAC 
(1975-76) (Fifth Lok Sabha)] 

Action taken 

The Dtpamntnt of Revenue and Banking a g m  with the Committee 
on the importance of an efficient internal audit systun for the Income-tax 
Department. Internal audit was introduced in the year 1954 with a view to 



praviding a second check over the arithmetical accuracy of computatioa 
of inco a: an3 dstermination of tax. Since then with the increasing volume 
of wxk  an3 qr~wing com~lexity of the tax laws, the scope of check by 
internal Aa3it Parties has been enlarged from time to time. I t  has been 
thz constmt end-svour of the Dzpartmnt that the Internal audit organisa- 
tion functions effectivdy to prevznt leaklge of revenue. With this objec- 
tive in view, the Nxn 'xr  of Internsl Audit Parties has been increasing 
from tim-: to tim: kxping in view the cost inv~lvod. In December, 1972, 
j a  a-ldici~nnl Internsl AuJit Parties, 31 Income-tax Officers (Internal 
A~di t ) ,  6 a i i i t i o ~ n l  IAC (Aurlit), 3 Chief Auditors and an Audit Cell in the 
Dirtctorate of Inspxtion (IT&4) (consisting of one Deputy Director, 
on: A;stt. Director anA supporting staff) were sanctioned. With the 
a l i i t i ~ ~ ~ l  IAiJ; the ~ t r < i l < ~ h  of 1nt:rn.d AuJit Parties increared from 91 to 
121. 

2. T n t  C-ntrsl B3wd of Direct Tdxes in its anxiety to further lmprove 
th t  w3-kin? of th: internzl audit orgnnisation ordered the Director 
(OStM3) to coxluct a study of the wxking of internal audit organisation. 
Fall3win; tht  recxn-nxdations of this study, further strengthening of 
th: intern11 au;iit organisation, qualitatively as well as quantitatively is 
under active consideration of the Government. 

3. The Central Board of Direct Taxes have taken the following steps 
to streamline the working of IAPJ and making them m x e  effective pending 
an increase in their number and improvement in their composition : 

(9 Su?=rvisors htading the IAPs have been replaced by Inspectors, 
who are better qxdified for this particular job. 

[ii) Oreater attention is being paid to technical competence of the 
p~rsonnel mmning the IAPs. The Regional Training Insti- 
tutes of Incorn--tax t r a i n c ~  285 officials of the IAPs during 
1973-74, I 33 ofificials during 1974-75 and 107 officials in 1975-76. 
A spzcial training for checking assessments of insurance com- 
panies was given to one IAP each at B~mbay, Calcutta, Madrao 
and D ~ l h i .  The Commissioners of Income-tax have been asked 
to start training courses for ministerial staff of IAPs 
who are checking company circles, Central Circles 
and Estate Duty Circks. The four Regional Training Insti- 
tutes will be giving training to Inspectors of IAPs with emphasis 
on audit of company cases. "f 

(Ui) The existing check-sheets for Income-tax (Company and non- 
company), Wealth-tax, Gift-tax and Estate Duty cnses are being 
revised from time to time in the light of changes in law, to enable 
the IAPs in effective and efficient audit of cases. 

(iv) The  Directorate of Inspection (I.T. & Audit) regularly inspects 
the working of IAPs to ensure that prescribed audit procednteo 
arc followed and adequate measures are taken for expedidour 
checking of 'Immediate' and 'priority' cplcr. 



{v) With a view to educating the IAPs and officials of the Dcpn. 
and bringing to their notice the types of mistakes noticed, the 
Directorate have started bringing out a quarterly bulletin of 
important mistakes detected by Receipt Audit and Internal , 

Audit during the quarter. Copies of these bulletins are circula- 
ted among all officers of the Department. 

(vi) Similarly, the Directorate have started bringing out an Annual 
Audit Report which inter-alia incorporates imponants type of 
mistakes noticed by Internal Audit Parties in all charges during 
the year. 

(vii) Instructions have been issued fixing the responsibility for pro- 
per and timely remedial action on  Commissioners/Ins- 
pecting Commissioners of Income-tax on the basis of the 
revenue involved in adudit objections. 

I t  m2y be seen from above that the Department is taking all possible 
tireps from time to time to stream-line the working of Internal Audit Parties 
In order to minimise the number of mistakes and ensure timely remedial 
action. 

[Department of Revenue & Banking F. No. 241120176-A&PAC-I, 
dated 27-5-197 6] 

Recommendations 

In the I 17th Report, in paragraph I .34, the Committee had to observe 
that the internal audit had not so far played an effective role in checkiig 
faulty assessments and to suggest certain measures for improving the 
quality, scope and extent of internal audit. 

The matter came up again before the Committee and in paragraph 
2.27 of their ~ 1 s t  Report (Fifth Lok Sabha). The Committee ctressed 
the need for intensification of checks by internal audit. The Committee 
further suggested that an immediate review of the working of internal 
audit should be undertaken by the Board to find out how far they were 
carrying out the prescribed checks and bringing to the notice of Govern- 
ment cases of under or over-assessment requiring rectificaion. 

IS. No. IS (Para 12 .g) of Appendix 111 to 186th Repon of PAC (2975- 
76) (Fifth Lok Sabha)] 

Action taken 

The matter of improving the quality, scope and extent of tbe Internal 
Audit is under active consideration of the Department. 

With a view to ensuring that all important aspects arc looked into, 
check-sheets have been devised, for Company cases, Non-company cases. 
Wealth-tax, Gift-tnx and Trust cases. Copies of such check-sheets 
are supplied to the Internal Audit Panics. These check-sheets are also 
revised from time to time, in conformity with the changes in Direct Taxes 
Laws. . . 



2. The working of Internd Audit Parties is reviewed every month by 
the Director of Inspection (IT&A) and by .the Board once in every six 
months. During 1973-74, 1974-75 and 1975-76, the Internal Audit 
Parties have brought to the notice of the Department cases of under assess- 
ment and over 

Y c u  Under kn*oment c a w  Over-asmment c p ~ r  - 
No. of cares Tax effect No. of care as Tax cffccr 

(Rs. in Cr.) (Rs. in Cr.) 

[Department of Revenue and Banking F. No. zq1/zo,l76-A&PAC-I, 
hted 1-7-1976] 

Further Information 

Kind attention of the Committee is invited to Action taken notes in 
respect of paragraphs No. 12.8, 12.10, 12.12, 12.13 and 12.15 of the 
186th Report of the Public Accounts Committee sent to the Lok Sabha 
Secretariat under O.M. No. 241i20'76-A&PAC-I dated 27th May, 1976, 
5th July, 1976, 5th July, 1976, 5th July, 1976 respectively setting out the 
various steps taken by the Deptt. to imprcve the quality. scope and extent 
of the Internal Audit set up: 

40 special audit parties each consisting of an Incometax Officer with 
two Inspectors have been created and placed in position. These special 
audit panies will scrutinise all company cases and cases with assessed 
income of over Rs. one lakh as well as estate duty cases where the P.V. of 
thc estate is over one lakh of rupees. 

It is hoped that the above steps will improve the performance of the 
internal Audit both quantitatively & qualitatively. 

The delay in implementing the scheme was partly due to detailed 
amination of the additional staff proposals by the Staff Inspection Unit 
and further processing for getting the additional posts sanctioned by the 
Government. 

[ M i  of Pinana (Department of Revenue) F. No. q1/2/77- 
A&PAGI dated 13-9-1977] 

Recommendation 

In parpgraph 2.9 of their 73rd Repon (Fourth Lok Sabha). Ttra 
Committee pointed out that even whae the i n t d  audit checked the 
wvamentr a number of mimAa had escaped their natig whicb pointd 



to the need for toning up their perforrnancc. Further in the 150th Report 
of the Fifth L2k Sabha, the Committee felt that it was essent~al to have a 
comprehensive review by the Board, at least once in six months, of the 
working of internal audit with a view to improving its efficiency. 

[S. No. 19 (Para 12.11) of Appendix I11 to 186th Report of PAC 
(1975-76) (Fifth Lok Sabha)) 

Action taken 

The recommendation of the Committee is in two folds viz.- 

(i) Toning up the performance of Internal Audit with a view to 
a v i d  mistakss; and 

(ii) comprehensive review by the Board, at least once in six months, 
of the working of Internal Audit with a view to improving its 
efficiency. 

As regards suggestion at (i) above, attention of the Committee is invited 
to this Depmmsnt's reply to recommsnd~tion Nos. 12 .g, 12.10, 12.12 
and 12.13 of this Repxt, wvkrein dmils of the steps taken for toning up 
the performance of Internal Audit have been explained. 

As regards (ii) above, the Board hwe already started having compre- 
hensive six monthly reviews of the working of the Internal Audit. 

[Department of Revenue & Banking F. No. 241 Izol'76-A&P AC-I, 
dated I 4-7-1976] 

Recommendations 

Tho forepinl: 05sorvations underline the urgency and the need 
for restructuring and reorgmising the internal audit, so as to make 
it an effizient to31 for tau mawgement. The development of the internal 
audit sy 3ten ha; bzen very tardy in the Inc~me-tax Department. Initially, 
the Internal Audit Parties were checking only the arithmetical accuracy of 
the a;sessmznts. It. 1964, the Board extended the function of internal 
audit to finding out mistakes in law. The Internal Audit Party is headed 
only by a Supsvisor and two Upper Division Clerks and is under the 
control of Chief Auditors (of Income-tax Officer's grade) who do not add 
up to form an ad-qunte team for the job. Except for placing in over-all 
charge an Inspscting Assistant Commissioner, who unfortunately does not 
appzar to have bzen su~c,o;sful with the task of effective coordination of 
internal audit wark, the composition of the internal audit parties has 
remained almost static during the span of a decade or so. Internal audit 
function is a specialised activity and requires a thorough knowledge of 
the law, the rules and proczdures, so that it is enabled to ploy its effective 
rule as an inkpzndent appraisal unit for reviewing the accounting, financial 
and othor operations. I t  is a managerial tool of control and as such it 
h3s to have the reqtlisite authority, responsibility and independence,. 
ar we11 as equipment adequate to the discllruge of its duties. 



As regards authority and responsibility, it has to be realised that 
internal audit is a staff function and the internal auditor should be free to 
review and appraise not only the arithmetical accuracy and the legal 
correctness of the assessments, but also to review the procedures, and 
s h 2 ~ l d  hlv: the authority to suzgest appropriate remedial measures and 
shanges to the Board of Direct Taxes. 

[S .  Nos. 20 & 21 (Paras 12.12 & 12.13) of Appendix I11 to 186th 
Report ofthe PAC 1975-76 (Fifth Lok Sabha)] 

Action taken 

The D:psrtm~nt shewes the views of the Committee that Internal 
Aulit function i~ a specialised activity and require thorough knowledge of 
law, the rules and procedure in order to play an effective role on the working 
of th: Dep~rtmont. The steps taken by the Department in this direction 
have bzzn  ex7laine.i in details in our reply to recommendation No. 12. 15 
of the 186th Report. 

a. The scope of Internal Audit has been further enlarged tide Direc- 
torate F. N3. Audit-9/7~-76/DIT dated 10-10-197 (Appendix XXII) 
authprising it to check also the adequacy of procedure and forms prescribed 
bv th: D 2pmrnent and to make suggestion for their improvement to Director 
o f  Inspxtion (OSr.MS) for necessary remedial action. 

I' 

[Department of Revenue & Banking F. No. 241/20/76-A & PAC I, 
dated 1-7-19761 

Recammendation 

The other requisite of equipment and qualification has been neglected 
all these years and should be attended to immediately. The Internal 
Auiit P ~ r t i ~ j  should be Inspector-oriented and not UDC oriented. 
Each Darty s h ~ u l d  cmsist of an Income-tax Officer assisted by two Inspectors 
an3 n3t, a3 at present, a supervisor and two Upper Division Clerks, 
w h x e  k n ~ w l e d ~ e  unhlppily is too often little and training less. The 
Inspecting A~sistant Commissioner of Income-tax incharge of Internal 
Audit should have a more manageable range of Supervision than is at 
prz3znt and should devote himself more seriously to the primary task of 
layinq d3wn proyramnc for internal audit, receiving reports of Internal 
AxAit, qettinp qsicker compliance from the formation whose work the 
in rxnd  audit hnt commznted upon, preparing a consolidated report half 
yearly or anq~lnlly for the Director of Internal Audit, who would then 
submit his comments to the Board with a view to the latter initiating 
appropriate action. 

[S. No. 23 (Para 12.  I 5 )  of Appendix I1 I of I 86th Report of the PAC 
1975-76 (Fifth Lok Sebha)] 

Actlon taken 

Department of Revenue and Banking share the anxiety of the 
Comaittee to imbrove the effectiveness of the internal audit organisatim. 
The  recommendation that the Internal Audit Panits should be Iaspector- 
oriented have been accepted. However, on account of financial and per- 



-@omel constraints, it may not be feasible, at the moment to have all partiat 
Inspector-oriented. Moreover, deploying audit parties consisting 
entirely of Inspect~rs on comparatively smaller and simpler cases may 
not be wholly necessary or justified. Presently, it is proposed to create 
40 special audit parties consisting of one Income-tax Officer and two 
Inspxtors to audit company cases, estate duty cases and other cases with 
assessed income of over Rupees one lakh. The remaining cases will, for 
the time being, be continued to be looked after by existing audit parties. 

2. Training facilities at all levels have been considerably improved by 
strengthening the I.R.S. (Direct Taxcs) Staff College, Nagpur, and opening 
four Rzgional Training Institutes. Regular programmes of refresher 
courses for Income-tax Oficers and special training courses for Internal 
A ~ d i t  Parties at the Regional Training Institutes have been undenaken. 
The Regional Training Institutes trained 285 officials of the Internal 
Audit Pdnies during 1973-74, roo officials during 1974-75 and 107 
officials in I 975-76. A special training for checking assessments of Insu- 
rance Companies was given to four Internal Audit Parties-one each of 
Bombay, Calcutta, Madras and Delhi where insurance companies are 
most1 y assessed. In January I 976, the Commissioners of Income-tas 
were asked to start a training course for ministerial staff of Internal Audlt 
Partics who are checking -cases of company circles, Central Circles :and 
Estate Duty Circles. 

3. The Directorate of Inspection (lT&A) have started bringing 
out a quarterly bulletin of important mistakes detected by Receipt Audit 
and Internal Audit Parties during each quarter. Similarly, the Directorate 
have started bringing out an Annual Internal Audit Report containing r 
review of the working of Internal Audit as well as typical mistakes noticed 
by Internal Audit Parties in all charges during the year. Thrsr reports 
are reviewed by the Board and suitable instructions are issued, wherenr 
nnczssary. Copies of the quarterly bulletins and Annual Reports are 
distributed tit all officers with a view to eliminate the recurrence of similar 
mistakes. 4 

[Department of Revenue and Banking?. No. a41/20/76-A & PAC I, 
dated I -7- 19761 



RECOMMENDATIONS/OBSERVATIONS WHICH T H E  COM- 
MITTEE DO NOT DESIRE TO PURSUE I N  VIEW OF T H E  

REPLIES OF GOVERNMENT 

Recommendation 

The second area where immediate 'attention is required the mrerg- 
thening of the internal control and supervisory system, particularly at the 
middle management level. There are today, according to the information 
furnished to the Committee, about 3100 Income-tax Officers supervised 
by 260 Inspecting Assistant Commissioners. The Inspecing Assistant 
Commissioners form a very important link in the chain of transmission and 
implementation of the orders of the Board and of the Commissioners. 
Ali the mistakes which Audit has been pointing out repeatedly and which 
the Committee had to bring to the notice of the witnesses, could have been 
avoided, if there and been a more efficient supervision and internal control 
by these middle-level officers. As it is, there does not appear to be any 
effective management by the IACs, for whom except for certain statutory 
duties now vested under the Income-tax Act-no mandatory inspection 
and control obligations, alongwith provision for punishment in cases of 
failure have been laid down. With no concrete responsibility in the matter 
of guidance and control, they appear to be acting almost entirely as channels 
of communication between the IT09 who bears the entire brunt of the 
work, and the Commissioner and the Board, who issue the guidelines. 
Even the prescribed duties of inspection have not been apparently dis- 
charged efficiently, as is evident from the number of admitted mistakes in 
big cases which the IACs, under existing instructions, are required to chack, 
T o  several queries whether the IACs had ckecked the assessments, in 
which mistakes had been brought to the notice of the Committee by Audit, 
a bare reply in the negative is all that is vouchsafed by the Ministry. If 
the Inspecting Assistant Commissioners are not to be thought of largely as 
a superfluous body of 9fficers and are to iustify themselves in the role for 
which it had been created, viz., to effectively supervise and control the work 
of ITOs so that the rules and regulations are properly observed by them, 
then there should be a more positive pan to be played by them. This 
the Board should ensure by issuing, if necessary, an 'Instructions Manual 
for IACs, prescribing periodical inspection duties with adequate details as 
to the nature of checks to be exercised by them. One such check should 
be to ensure that all instructions issued by the Board are in fact observed 
and a certificate to that effect should ensure. The IAC should also be 
required to conduct a general review of the survey, recovery and arrears 
of assessment and collection including outstanding refund clnims, and 
to submit periodicd Review Reports to the B m d  throuqh the Commis- 
donm. Government may consider the feasibility of ensuring that the 



work of the IAC is superintended by one of the Directom of Inspection 
and a serious view taken of any derelection of duty. If  in future Audit 
Reports cases come to light of IACs not having conducted inspection which 
they ou3ht to have done or had failed to notice an under-assessment in 
a case which they had scrutinised, the Committee would take serious note 
.of such failure. The Committee desire that this should be impnssed on 
all Inspecting Assistant Commissioners suitably. 

[Sl. No. I 5 (Para 12.6) of Appendix I11 to 186th Re ort of the PAC 
( 1 ~ s - 7 6 )  Lok ~abha)]. 

Action taken 

The recommendation made by the Public Accounm Cornmitree b 
broadly in three folds : 

(i) Preparation of Inspection Manual for the Inspecting Assistant 
Commissioners. 

(ii) Strengthening of internal control and supervisory s y s t a n  at 
IAC's level. 

(iii) Feasibility ofsuperintendmgthe IAC's work byoneof theDinc- 
tors of Inspection. 

I 
2. The Department shares the views of the Cemmittee and the 

preparation of the Inspecticn Manual for the IACs has already been taken 
on hand by the Directorof Inspection(Income-tax &Audit). 

3. The Department shares the view of the Public Accounts Corn- 
mittee regarding strengthening of the internal control and supervkory 
system at the IAC's level. In Board's demi-official letter No. 404/265/74- 
ITCC dated 4th October, 1974 the Commissioner of Income-tax and 
Insn-ctinq Assistant Commissioners of Income-tax have been a~ked  to 
personally take complete care of top IOO cases of their charges and ranges 
rcspxtivelv. Similarlv Income-tax Officers in company and non-ccmpany 
districts havc been asked to take complete peraonal care of top 20 '25 and 40150 
cqses respectivelv in their wards. While the Inspectine Assistant Com- 
missi-mers have been asked to review the top IOO cases of their range. case 
by case, thev have alco been asked to check the remaining top c a w  on the 
list of t?i-ir IT3's  on s . ~ m ~ l e  basis. Like-wise, while the CsIT have been 
aske.i to revinw the top IOO cases of their charges case bv case thev have 
b ~ e n  a;keJ to check the remaining top cases on the list of their officers 
07 n samde hwis. The Commissioners have been asked to forward to the 
B 33t-d monthly renort on the results of the sugcested review undertaken 
bv them an3  their IACs of the top cases. Further, with the introduction 
of Scction r44Aand 1q4B in the I.T. Act r961 by Taxation Laws(Amend- 
mtnt) Act 1975, the IACs will now be more closely associated with the 
assessment work at the pre-assessment stage itself, reducing; the chances of 
t h t  tepetition of "costly mistakes" hitherto detected by the internal/revenue 
audit. The  observations of the Committee are also beinq brought to the 
n3tice of all Comnirsioners and Inspecting Assistant Commissionen, of 
Income-tax. 



4. The Doparanent hw examined the suggestion of the Committee 
that the work of the Inspecting Assistant Cominimioner may be nuperin- 
.tended by one ofthe Directors of Insepction but feel that this would not 
prove practicable. Too much centralisation of control and muEtiplicity 
of control over the I AC, i s . ,  one by the Commissionex and the other by 
the Director of Inspection, will result in dilution of responsibility, as well 
as waste of energy in sending reports, etc. to more than one authority. The 
attention of the Committee is, however, drawn to the fact that under the ex- 
isting system itself the Directorate has been keeping general watch over the 
implementation of the inspection programmes drawn up by the IACs and 
approved by the Commissioners. The Directormescrutinises the inspection 
reports and issues suitable instructions in respect of individual reports 
wherever considered necessary. 

-2epartment of Revenue and Banking F. No. 241/16/76-A & PAC-I, 
dated 30-6-19761 

Further Information 

The Guide lines for Inspection by Inspecting Assistant Commis- 
sioners have since been issued by the Director of Inspection (Income-Tax 
& Audit) on 7-1- 1977. 

(Ministry of Finance (Department of Revenue) F. No, zq1/2/77-A - 
PAC-I, dated r3-g-19.i7] 

Recommendation 

Perhaps a more fur,A.mental requisite is the independence of IntcmaI 
Audit. Unless this indc~endence is assured, complete objectivity cannot 
be expected. The organisational status of the internal auditor and the 
support accorded to him by the management should, therefore, be such 
as would eliminste 311 fear of ill-will or anything of that sort on the part 
of officers whose assessments and work generally the internal auditor is 
called upon to scrutinise. This can only be done by having a kind of auto- 
r\omus cadre, headed by a senior officer responsible to the administration 
at the highest level. The actual set up can be planned with n little careful 
i hought . 

IS. No. 22 (para 12.14) of Appendix I11 of 186th Report of the PAC 
(Fifth Lok Sabha) ( I  975-76)]. 

Action taken 

Thc Dire~zorate of Inspection (WMS) examined the suggestion that 
the audit organiseticn should be independent of the Commissioners, but 
cane to the conclusion that it is not feasible to make the internal audit 
independent of the Commissioners, for among others, the following rea- 
sons : 

(a) If audit work is taken away from the Commissioner of Income- 
tax's purview, the control over the Internal Audit Parties will 
have to be exercised by some central organisation. Such control 
wuld naturally be remote and ineffective. 



(b) It is important that the Commissioner of Income Tax being 
the head of the Department should be in complete control of 
all the work within his jurisdiction. Taking away the audit 
work would deprive him of his supervisory functions in relation 
to some important aspects of the work in his charge. Further, 
he alone will be in a position to discipline the defaulting officcm 
in the assessment wing, wherever necessary. 

(c) The Commissioner of Income-tax as the senior manager in the 
field has a vested interest in the efficient conduct of the work 
of his organisation. The Internal Audit will be a useful tool 
of management in his hands to enable him to take steps to ensure 
that mistakes pointed out by Internal Audit are not repeated 
in other cases. He will also be responsible for seeing that all 
assessments made are audited in time and remedial action taken 
early before the, arrival of the Revenue Audit Party. 

(d) Making the audit organisation independent of the Commissioners 
is also likely to create problems of cooperation and co-ordination 
between the Ccrnmissioner and the Audit Organisation. 

(e) Unless and until a separate all-India cadre is created for Internal 
Audit work, staff for this purpose has necessarily to be drawn 
from the Commissioners of Income-tax Charges. 

The study group set up by Finance Secretary also examined the issue and 
, came to the following conclusion: 

"As regards the suggestion that the Audit Organisation should be 
independent of the Commissioners, we are in agreement with 
the Directorate's views, as otherwise it would lead to erosion of 
authority and diluqion of responsibility of the Commissioners 
in the field. At the same time, the IAC (Audit) chou!il be 
given a larger measure of technicJ automony. For this purpose, 
we suggest that in case of difference of opinion between the 
IAC (Audit) and the Commissioners, the IAC (Audit) should 
be free to make a reference to the D.I. (Audit)." 

In  view of the foregoing the Board have decided that the Internal Audit 
Parties should continue to function under the administrative control oi  
the Commissioners. 

[Department of Revenue & Banking I.'. No. 241 !~o!~~-A&PAC -1 - 
dated 1-7-1976]. 



CHAPTER IV 

RECOMMENDATIONS/OBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND 

WHICH REQUIRE REITERATION 

Recommendation 

In respect of all these matters the Public Accounts Committee have 
been making recommendations repeatedly and the Government have 
been giving assurances. However, as can be seen from the following 
chapters, the assurances have, largely, remained unfulfilled. In a number 
of cases (of paragraphs 3-14> 4.7, 4-11? 5.13, 5-20, 6-13> 7.5, 7-13? 7.!4, 
9.17, I I. I I, I I .14, I I .20 and I I .25 of thls Report), there has been no finallty 
as yet in respect of the action taken by Government some of the important 
recommendations of the Committde, despite considerable time having 
elapsed. Unless the Government devise an adequate machinery to see 
that the recommendations of the Committee receive adequate and prompt 
attention and the assurances held out to the Committee are translated into 
positive action not only at the higher level in the Ministry of Finance and 
the Central Board of Direct Taxes but also by all those engaged, in some 
capacity or the other, in administering the Income-tax law and procedures 
the labours of the Committee over the past so many years shall have been 
in vain. 

IS. No. I (Para 2.4) of Appendix I11 to 186th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action taken 

The latest position in respect of the recommendations referred to in 
various paragraphs mentioned above is as under: 

(i) Para 3.14-The Committee's attentim is invited to this Depart- 
ment's reply to para 3.15 of this Report dated 29-6-76. Regarding the 
recommendation at para I .14 of I 50th Report in respect of amalgamation 
of the Agencies for ci)llecting information and conductinc: research on 
tax problems, no decision has bccn arrived at so far T h e  Committee 
will be informed as socn as a decision is taken. 

(ii) Para 4.7-111 this corneaion, a reference is invited to this De- 
partment's reply of 21st Septemher, 1974 to para I .IS of I 18th Report of 
the Committee (1973-74) (Appendix I). The results of the survey are, 
however, awaited. The Committee will be informed as soon as the results 
of Survey are known. 

(iii) Para 4. r I -The matter has been referred to the Ministry of Law 
for obtaining the opinion of Aztorney General, which is awaited. 



(iv) Para 5.13-Theinformation sought for by the Audit in this 
connection has been furnished to them on 6th May, 1976 vide D.O.F. No. 
2361 194171-A&PAC-11 (Appendix 11). 

(v) Para 5.2-In this connection, this Department's reply dated the 
24th April, 1976 to para 1.17 of the 187th Report may please be referred 
to (Appendix 111). 

(vi) Para 6.13-The measures taken in this respect have been elucidated 
in replies to paras 1.16, 2.21, 5.18 and 5.19 of their 187th Report (Appmdi- 
cea IV, V and VI). 

(vii) Paras 7.5, 7.13 & 7.14-Replies sent on 17th July, 1975, 16th 
August, 1975 and 25th August, 1975 from F.No. 236/243/72-A&PAC-II 
may be referred to in this connection (Appendices VII, VIII and IX). 

(viii) Para 9.17-The results of review have been intimated to the 
Committee on 7-5-76 from F.No. 231/21173-A&PAC-I1 in reply to para 
1.42 of their 141st Report (Appendix X). 

(ix) Paras I I .  1 I & I I .  14-This Department's reply dated the 13th 
November, 1975 to para 1.95 of their 150th Report also covered their re- 
commendation at para I. 105. 

(x) Para I I .20-In para I .14 of their 25th Report, the Committee had 
recommended strengthening of the Intelligence Wing. The Board have 
recentlv taken steps for strengthening the work of the Intelligence Wing. 
Five additional posts of Deputy Dierectors, 53 posts of Assistant Directors 
and 162 posts of Inspectors have been sanctioned in April, 1976. 

(xi) Para 11.25-In this connection, this Department's reply to para 
I 1.31 of this (186th) Report mav please be referred to. 

[Department of Revenue and Banking F. No. 241 '2'76-A&PAC-11, 
dated I 7-7-1 9761. 

Further information 

In this connection kind attention of the Committee is invited to Minis- 
try's actior. taken note on para 1.14 of 150th Report of the P.A.C. Sent 
to the Lok Sabha Secretariat (P.A.C.) vide ON. F. No. 241i2 76-A&PAC-I1 
dated the 28th Sept., 1976. In view of the position stated therein the 
merger of the three agencies, e.g., Tax Planning and Legislation Section, 
the Directorate of Research and Statistics and the Fiscal Policy Research 
Unit has not been considered necessary. The action taken note has the 
approval of the then Minister of Revenue & Ranking. 

[Ministry of Finance (Deptt. of Revenue) F. 241 '2'77-A&PAC-I, 
dated 13-9-1977]. 

Recommcndntion 

In spite of various exhortation and recommendations of the Public 
Accounts Cornmince, the Ministry of Finance has still not come to grips 
with the problem relating to the failure to levy interest and has consistently 



failed to fulfil the assurances held out. Even where action is taken on a 
special suggestion of the Committee, it is so tardy that the Committee feel 
that the Ministry has to be goaded time and again. For instance, their 
suggestion regarding the simplification of interest calculation had been 
accepted as long back as November, 1969; powers to frame rules for the 
purposes were acquired in April, 1971 by amending the Income-tax Act, 
while the rules were actually framed and notified in December, 1974, 
effective only from the 1st January, 1975. It is disconcerting that the 
Ministry should have taken six long years to implement this simple sug- 
gestion. Similarly, though in pursuance of the Committee's suggestion 
the target date for a general review of all cases of completed assessments 
for more than Ks. 50,000 with a view to ensuring enforcement of penal 
provisions, had been fixed as 31st October, 1974 by the Central Board of 
Direct Taxes itself, the results of this review are still not available to the 
Committee. 

[Sl. No. 7 (Para 9.18) of Appendix I11 to 186th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action taken 

Kind attention of the Committee is invited to the Department of Kevenue 
and Banking (Revenue Wing's) action taken note on recommendation No. 
1.42 of 141st Keport (attached) which was forwarded to the Lok Sabha 
Secretariat vide Office Memorandum No. 23 I !2 I '73-A&PAC-I1 (Pt.), 
dated the ~h May, 1976 (Appendix X). 

[Department of Revenue and Banking 1:. No. 24 I i I 0'76-A&PAC-I, 
dated 25-8-1976]. 



CHAPTER V 

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM. REPLIES 

Recommendation 

The Committee cannot help referring to the peculiar administrative 
climate prevailing today in the Income Tax Department, where the entire 
force of Income-tax Officers is divided into two seemingly rival camps, 
spending most of their time and energy in fighting in courts seniority 
issues relating to more than two decades, neglecting, in the process, their 
primary duty of assessment and collection. In  this connection the Com- 
mittee would like to refer to paras 125 to 128 of the 16th Report (5th Lok 
Sabha) of the Committee on subordinate Legislation (Reproduced in 
Appendix 11) and also to quote paragraph 74 of the Report of the Select 
Committee on the Taxation Laws (Amendment) Bill, 1973: 

"The Committee note with concern that the dispute between the 
officers directly recruited to Class I and those promoted to it 
has been pending settlement for a very long time. As a const  
quence, the parties had to go to the court. This was unfortu- 
nate for it seriously affected the efficiency of the Department. 
They feel that if the problem of black money and tax evasion is 
to be seriously dealt with, it is essential that tax administration 
should be made effective and efficient. The dispute in which 
a large group of Income-tax personnel feel at the moment frus- 
trated and demoralised is not conducive to efficient tax ad- 
ministration. They feel that the question of career prospects 
of Class I1 Income-tax Officers including the policies pursued 
by the Department in respect of their seniority and promotion 
should be reviewed expeditiously." 

This Committee feel equally that this is a matter which should be settled 
without losing any more time. The Committee had lately the opportunity 
of hearing representatives of the two aforesaid groups and the impression 
that is left with the Committee on hearing the evidence is that the question 
has to be tackled not on the basis of legalistic niceties alone, but also on 
broader grounds based on justice and equity. This can be brought about 
only in a manner which the present climate in the country upholds, namely, 
an agreed settlement, in which purely legalistic grounds should not take 
precedence over sensible and practicable consideration. A solution must 
be found acceptable to all, or at least to the majority of officers concerned, 
so that fore-getting the rancour, the ill will and the bitterness that have 
plagued the cadre for well over a decade, the officers can work together 
m a spirit of cooperation and dedication in the common endeavour to 
combat evasion and ensure a proper tax compliance. 

[S. No. 24 (Para 12.16) of Appendix I11 to 186th Report of the PAC 
(1975-76) (Fifth Lok Sabha)]. 



Action tmken 

In para 12.16 of their 186th Report, the Public Accounts Committee 
have referred to the observations of the Committee on subordinate Legis- 
lation and the Select Committee on Taxation Laws (Amendment) Bill, 
1973. Two other Committees of Parliament, namely, the Committee 
on Petitions of the Rajya Sabha and the Committee on Petitions of the 
Lok Sabha, have also made arwin observations/recommendations 'in the 
same matter. The obse~ations/recommendations of all the Committees 
are under examination in consultation with the MinistrieslDepanments 
concerned. 

[Department of Revenue & Banking F. No. 241/1g/76/A&PAC-1, dated 
14-7- 19761 - 

Further information 

The observations/recommendations of various Committees on the morale 
and &ciency of Incomttax Officers are still under consideration in con- 
sultation with the MinistrieslDepartments concerned. 

[Ministry of Finance (Department of Revenue) F. No. 24112177- 
A&PAC-I, dated 13-9-1 9771. 

C. M. STEPHEN 
Chairman, 

Public Accounts Committee 



APPENDICES 



APPENDIX I 

STATEMENT OF ACTION TAKEN ON THE RECOMMENDA- 
TION OF THE PUBLIC ACCOUNTS COMMITTEE 

(DEPARTMENT OF REVENUE & INSURANCE) 

Recommendation of the Committee 

1.15. In order to augment wealth-tax receipts, the Committee had 
specifically desired that the survey of' house properties in all the charges 
should be completed under a time-bound programme appears to have 
been laid down by the Central Board of Direct Taxes. The Committee 
are, therefore, constrained to reiterate that it should be done forthwith 
and the programme strictly adhered to. They would await a report on 
completion of the survey in all the charges. 

[S. No. 4 (Para 1-15) of Appendix to 118th Keport of the Public 
Accounts Committee (1973-74)J. 

Action taken by the Government 

1 . 1 5 .  Instructions have been issued from time to time for intensifying 
survcy operations in regard to survey of house properties. Survey regarding 
housc properties with annual letting value of Ks. 5,000 or more ordered 
last year is still in progress. The Commissioners concerned have been 
asked to complete the survey operations expeditiously. The results will 
be intimated to the Committee as soon as these are available. 

2. The Commissioners of Income-tax have been asked recently tc re- 
organise the survcy operations in the Income-tax Department so as to bring 
in persons who have so far been escaping their liability to Income-tax 
Wealth-tax into the tax net. Directorate of Organisation and Management 
Services is also conducting a study of the utilisation of present strength 
of Inspectors so as to see the possibility of diverting more Inspectors for 
survey work. This study is not yet complete. 

Sd,- 
(R. S. C K D D A )  

Joint Secretary to the Government of India. 

F. No. 23 I /24ip-A&PAC--I 
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D.O. F. NO. 236/194/71-A&PAC-I1 
DEPARTMENT OF REVENUE & BANKING 

(REVENUE WING) 

A. K. MISRA 
Under Secretary New Delhi, the 6th May, 1976. 

My dear Bhola, 
SUBJECT:-PAC z z ~ t h  Report (1973-74)-Staternent of action taken on the 

recottffnendations-para z.rz-supply of. 

Please refer to your D.O. No. 876-Rec. A.I1/7-74 dated the 14th April, 
1975. 

2. The information regarding Receipt audit and Internal Audit 
objections which became time-barred during 1973-74 is as under:- 

(i) Receipt Audit objections time-barred; 
32 involving under charge of Rs. 2,58,000 

(ii) Internal Audit objections time-barred; 
I 12 involving under-charge of Rs. 1~76,000 
and 6 involving over-charge of Rs. 3,000 

The figures of time-barred cases shown here do not agree with those shown 
in the Annual Internal Audit Review and Annual Internal Audit Report 
for 1973-74 as the tact of some cases having become time-barred during 
1973-74 came to notice in some CIT's charges after the Annual Internal 
Audit Reviews/Reports had been sent by those Commissioners of Income- 
tax, and in one CITys charge which had earlier reported ro cases as having 
become time-barred, it was later found that two of the objections had 
already been settled in 1973-74. 

3. The steps taken since January, 1973, to improve the functioning 
of the Internal Audit Parties etc. are given in the enclosed note. 

Yours sincerely, 
Sd/- 

(A. K. MISRA) 

Encl : As above 

Shri B. N. Bhola, 
Administrative Officer (RA), 
O f f i a  of the CXAG of India, 
New Delhi. 



STEPS TAKEN (SINCE JANUARY 1973) T O  IMPROVE THE FUNC- 
TIONING OF INTERNAL AUDIT PARTIES- 

30 IAPs were added raising their strength from 91 to 121 Vide Board's 
F. No. 66/83/72-Ad. VII dated 6-12-72. The Additional IAPs started 
functioning in early 1973. However, even this increased strength was 
considered inadequate and the Director, O&M Services, after making a 
work study of IAPs, recommended: 

(i) improvement in the composition of IAPs (each IAP to consist 
of 3 Inspectors and one UDC instead of its present composition 
of one Inspector and 3 UDCs), and also 

(ii) increase in the number of IAPs: 

Pending increase in the number of IAPs and improvement in their 
composition, the following steps have been taken since January, 1973, 
to improve the working of the IAPs: 

(i) Greater attention has been given to the training of IAP officials. 
The Regional Training Institute trained 285 officials of the IAPs 
during 1973-74 and 100 persons during 1974-75. (Details of 
training imparted in 1975-76 are being collected and will be 
intimated as soon as received). A special training for checking 
assessments of Insurance companies was given to four IAPs- 
one each of Bombay, Calcutta, Madras and Delhi where insu- 
rance companies are mostly assessed. In January, 1976, the 
Commissioners of Income-tax were asked to start a training course 
for ministerial staff of Internal Audit Parties who are checking 
cases of Compariy Circles, Central Circles, and Estate Duty 
Circles. 

(ii) To assist the IAPs in doing more effective and efficient audit, 
the existing sheets for Income-tax (Company and non-company 
cases), wealth tax and Estate Duty cases were thororighly revised 
by the Directorate in 1974-75 so as to cover all important as- 
pects of an assessment in which mistakes are likely to be com- 
mitted. Besides check-sheets for Trust cases and Gift Tax 
cases were also designed for the first time by the Dte., in 
November, 1973, and June, 1974, respectively to assist the 
IAPs in checlung Trust cases and Gift Tax cases. These 
check-sheets were further revised, wherever required, in 1975-76 
in conformity with the changes in Direct Taxes Laws applicable 
to Asst. Year 1975-76. 

(iii) The D I  (ITOA) made 24 hd inspections of audit work itl various 
CIT charges from 1973-74 to 1975-76 to ensure that the prescribed 
audit procedures are followed and adequate measures are taken 
by Cs.1.T. inter-alia to ensure (i) quick settlement of audit 
objections (Receipt) Audit and Internal Audit and (ii) expedi- 
tious checking of Immediate and Priority Audit cases. 

(iv) An annual review of Internal Audit was started from 1974 (for 
the years 1972-73 onwards) covex-ing important aspects of the 



working of Internal Audit, vk., (i) output of IAPs and (ii) 
pendency of Internal Audit objections with its year-wise analysis; 
and wherever the pendency was very old, the concerned Com- 
missioner's pointed attention was drawn to it with a request for 
taking effective steps to liquidate the same expeditiously. 

A special half year review of Internal Audit has also been 
started recently. The first such review was made for the half 
year ended 30-9-76. \ 

(v) The Dte. have started bringing out a quarterly bulletitz of important 
mistakes detected by Receipt Audit and Internal Audit Parties 
during a quarter Copies of these bulletins are sent to IAPs 
to improve their efficiency. Similarly, the Dte. have started 
bringing out an Annual Internal Audit Report which inter-alia 
incorporates important types of mistakes noticed by Internal 
Audit Parties in all Charges during a year. These Reports 
are also intended to give the IAPs information regarding the 
types of mistakes which they are required to look into. 

PERFORMANCE OF INTERNAL AUDIT PARTIES- 
ASSESSMENT BY AUDIT CELL 

The "Audit Cell" of the Directorate of Inspection (Income-tax) re- 
views the performance of the Internal Audit every month and brings to 
the notice of the Commissioners of Income-tax and of the Board, the spe- 
cific aspects in which the performance is lacking and needs further steps 
for its improvement. In addition to the monthly review, the Dte. have 
started special annual and half-yearly reviews ro assess the funcrionitg of 
Internal Audir. 

Ir is seen that with more emphasis on the [raining and rhe guidance oj  rite 
ZAPS from 1973-74 onwards, the quality of audir has in~prmed .  During 
1973-74 and 1974-75, the IAPs detected under-charge of Rs. 27.39 crores 
and Rs. 30.69 crores against an under-charge of Rs. 20.70 crores detected 
by IAPs during 1972-73. 
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Recommendation 

The Committee find that this case was not checked by the In- 
ternal Audit and the familiar plea of preoccupation with other cases 
has again been put forth by the Department. The Committee are un- 
happy that effective steps are yet to be taken by the Department, to en- 
sure that the computation of income and the assessment orders them- 
selves are pre-checked preferably by Internal Audit, particularly in large 
incorn= cases of foreign companies and Indian monopoly houses, though 
an earlier recomrn~ndation of the Committee in this regard contained in 
paragraph 2.66 of their 87th Report (Fifth Lok Sabha) had been accepted, 
in principle, by Government as early as December, 1973. In view of the 
large number of mistakes in the computation of assessable income which 
have been brought to their notice year after year, the Committee strongly 
reiterate their earlier recommendation and would urge Government 
to act upon it without further loss of time. 

[S.No. 4 (Para 1.17) of Appendix I V  to 187th Report of the Public 
Accounts Committee (1975-76)] 

It has already been intimated to the Committee that it may not be 
practicable to carry out pre-check of assessments for the following reasons : 

(a) Such a course is likely to dilute the responsibility of the asses- 
sing officer ; 

{b) It is also likely to cause delays in the finalisation of assessments 
and issue of demand notices; and 

(c) It may give rise to complaints that Audit is interfering in the 
judicial discretion of the assessing officer. 

The question of strengthening the Internal Audit oganisation has 
already been taken up in consultation with the Associate Finance in order 
to make the post-audit checks more effective. The measures spelt 
out in reply to paras I. 14 and I .  15 above and the proposed strengthening 
of Internal Audit will go a long way in improving the quality of assess- 
ment work, and preventing leakage of revenue. 

[Department of Revenue & Banking F.No. 236/90/73-A&PAC-I1 dated 
21stj2qth April, 19761 
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STATEMENT OF ACTION TAKEN ON RECOMMENDATIONS 
O F  THE PUBLIC ACCOUNTS COMMITTEE 

DEPARTMENT OF REVENUE & BANKING (REVENUE WING) 

Recommendations of the Committee 

In the instant case, the Committee have been informed that the 
return had been filed by Britannia Biscuit Co. Ltd. on 26th September, 
1968 and the assessment was completed only on 25th February, 1972. I t  
would, therefore, appear that after having kept the assessment pending 
for more than three years it was completed in haste without adequate scru- 
tiny and only when the assessment was to become time-barred. This in- 
dicates a kind of a chaos in the system of work and a failure to realise the 
importance of accuracy and expedition in completing cases, especially 
those with large revenue implication. The Committee desire that the 
existing methodology adopted by Income-tax officers for disposal of cases 
should be carefully examined and adequate measure taken to specify prio- 
rities of work allocation and disposal. The Committee's earlier recom- 
mendation contained in paragraph 1.72 of their I 19th Report (Fifth Lok 
Sabha) is relevant in this regard. 

[S.No. 3 (Para 1.16) of Appendix IV to 187th Report of the Public 
Accounts Committee ( I  975-76)] 

Action taken by the Government 

Kind attention of the Committee is invited to the Department's reply 
to S.No. S(Para 10.5) of the Appendix to 186th Report of the P.A.C. 
wherein the various steps taken by the Department are set out. 

2. With the introduction of Section 144A and 144B in the Income-tax 
Act, 1961, it would now be possible for the Income-tax Officer to seek the 
guidance of his Inspecting Assistant Commissioner at the pre-assess- 
ment stage itself which will ensure quicker disposal of cases after proper 
scrutiny . 

3. Instructions have also been issued to the Commissioners of Income- 
tax asking them to ensure completion of time-barring assessments of the 
firms by 30th September, 1976 so that a reasonable time is available for 
completing assessments of the partners after complying with the pro- 



visions of Section 144B of the Act. A copy of Instruction No. 948 da- 
ted the 26th April, 1976 is attached for Committee's perusal. 

(R.S. Chadda) 
Additional Secretary to the Gmt. of India 

F.No. 236/90/73-A&PAC-I1 
(F.228/7/76-ITA.11) 
dated the 16th July, 1976. 

COPY 

MOST IMMEDIATE 

INSTRUCTION NO. 948 

F. No. 201/21/76-IT(AI1) 
Government of India, 
Central Board of Direct Taxes. 

New Delhi, the 26th April, 1976 

All Commissioners of Income-tax. 

SUBJECT :-Forwarding of Draft Assessment orders in the case of partners 
under section rqqB of the Income-tax .4ct, 196 I--clarification 
regarding 

Sir, 

Reference is invited to Board's Instruction No. 907 dated the 24th 
December, I 975 (F. No. 201 112 '75-IT(AI1) outlining the new assessment 
procedure as introduced by section IMA and IMB of the Income-tax 
Act, 1961. A copy of Board's order of even number dated the 23 
December, 1975 fixing the variation limit at Rs. I lakh for purposes of 
section IMB was also forwarded along with this Instruction. 

2. A question has been raised where in completing the assessment of 
a firm under section 143(3), the Income-tax Officer proposes to make an 
addition to the returned income exceeding Rs. I lakh and as a result 
of the proposed addition in the firm's assessment, the share of income 
of any partner or partners is enhanced by an amount exceeding Rs. I lakh, 
whether the draft assessment order in the case of such n partner will be 
required to be forwarded under the provisions of Section IMB of the 
Act. The Board is of the view that the provisions of section IGB of the 
Act would be applicable to the case of partners as well, if the share of income 
stand enhanced by Rs. I lnkh on the basis of the determined share of 
income in the case of the firm. 



3. In view of this legal position, the Board have decided that time barring 
assessments of the firms must be completed by the 30th September 
1976 so that reasonable time is available for completing assessments of the 
partners after complying with the provisions of section I#B of the Act. 
You may kindly issue necessary instructions to the Income-tax Officers 
to adhere to this time limit scrupulously. The Inspecting Assistant 
Commissioners may be directed to ensure that the Income-tax Officers take 
immediate steps for completing the assessments of the firms for the 
assessment year 1974-75 by 30th September, 1976 and to keep a constant 
watch over the progress of such assessments. 

4. If for any unavoidable reasons, it is not possible to complete the 
assessments of the firm early enough to give the Income-tax Officer the 
time necessary for complying with the requirements cf the section I#B 
in the case of the partners, the partners assessments may be completed 
on the basis of the returned income in respect of their share in the firm 
subject to rectification under section 155(1) when the firm's assessment 
is finalised. This procedure should be resorted to only in exceptional 
cases and not as a matter of course. 

5 .  You are also requested to furnish details of the cases of the partners 
completed before 1-4-1976 where provisions of section I#B were 
applicable because the determined share of income from the registered 
firm was more than Rs. I lakh in comparison to the disclosed share of 
income, but the procedure laid down in the said section was not followed. 
You may kindly indicate the number of such cases along with the tax 
effect involved on account of variation in the disclosed share of income 
and/or loss in comparison to the determined share of income/or loss. 
This information may kindly be furnished by 1st June, 1976. 

6. Please acknowledge receipt of this letter. 

Yours faithfully, 
Sd/- 

(T. P. Jhunjhunwala) 
Secretary, Central Board of Direct Taxes. 

Copy forwarded to :- 

I. The Comptroller & Auditor General of India (25 copies). 
2. Bulletin Section (3 copies). 
3. All Officers/Sections of Central Board of Direct Taxes. 
4. Director of Inspection (Income-tax & Audit)/ Investigation1 

Research & StatisticslPublication & Public Relations, New Delhi. 
5. Director of 0 & M Services (Income-tax), 1st Floor, Aiwan-e- 

Ghalib, Mata Sundri Lane, New Delhi. 
6. Shri M. B. Rao, Joint Secretary & Legal Advisor, Ministry of Law 

& Justice, New Delhi. 

Sd/- 
(T. P. Jhunjhunwala) 

Secretary, Central Board of Direct Taxes. 
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The Committee are also concerned to note that the relevant 
assessments relating to Dunlop India Ltd., had not been checked by 
Internal Audit, while in the case of United Commercial Bank Ltd., 
though the assessment for the year 1967-68 had been checked in Internal 
Audit, the patent short levy of additional tax was not detected. What is 
more distressing is that this assessment relating to a banking concern, 
in the high income bracket, had been scrutinised only at the level cf an 
Upper Division Clerk who has been warned for his failure to detect the 
mistake. In respect of the other three assessments, the explanation 
offered is one which has been too often placed before the Committee, 
namely, that the manpower resources of Internal Audit are inadequate. 
The Committee desire that the existing arrangements for Internal Audit 
should be reviewed and remedial steps taken forthwith. The Committee 
would also reiterate that all large income cases should invariably be 
checked at the level of the Inspeczing Assistant Commissioner (Audit). 
The Committee are of the view that a pre-check of draft assessment orders 
by Internal Audit, recommended in paragraph 2.66 of their 8w Report 
(Fifth Lok Sabha ) and reiterated in paragraph I .17 of this Report would 
largely eliminate such unpardonable mistakes in assessment. 

[S. Nos. 15 (Para 2.21) of Appendix IV to the 187th Report of the 
Public Accounts Committee 1975-76)]. 

Action taken 

It has already been elucidated in reply to para I .17 of this 
Report that it is not feasible to prescribe pre-check of draft assessment 
orders. However, regarding the post-checking of assessment orders in 
involving large incomes, necessary steps are being taken for strengthening 
the Internal Audit organisation, both qualitatively and quantitatively. 
But it may not be possible for the IAC (Audit) to check all large income cases 
as the number of IACs (Audit) is inadequate and they have to attend to 
a very large number of Receipt Audit objections and draft audit paras 
proposed by the C& AG, apart from other administrative matters. 

(R. S. Chadda) 

Additional Secretary to the Governmenr of India. 
F. No. 23617173-A &PAC. I1 
June 9, 1976. 
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STATEMENT OF ACTION TAKEN ON RECOMMENDATIONS 
O F  T H E  PUBLIC ACCOUNTS COMMITTEE 

DEPARTMENT OF REVENUE & BANKING 
(REVENUE WING) 

Recommendations of the Committee 

The  delay in finalising the assessments in thi case had also 
not been noticed by the concerned Inspecting Assistant Commissioner 
or the Commissioner as the case never came into their orbit. All large 
income cases, however, are expected to be reviewed by the supervisory 
officials. The only inference the Committee can thus draw from the failure 
of the Inspecting Officers is that the middle management in the Income- 
tax Department is somewhat lax. The Committee fear that ifthis continues, 
the maladies of the Department would persist. I t  is, therefore, urged that 
the Central Board of Direct Taxes should review seriously the duties and 
responsibilities at present entrusted to the Inspecting Assistant Com- 
missioners and the effectiveness of the supervision exercised by them with 
a view to evolving suitable remedial measures. 

The Central Board of Direct Taxes should also devise 
immediately a fool-proof system for a regular and more efficient monitoring 
of the progress of assessments relating to large income cases and tighten 
the inspection machinery. The Directorate of Inspection and the Board 
have an inescapable obligation in this regard. In this context, the Com- 
minee reiterate their earlier recommendations in regard to the persistent 
tendency on the part of Income-tax Officers to complete assessments 
only towards the close of the limitation period. A pan from the loss that 
may arise on payment of interest in cases like the one discussed in the 
preceding paragraphs, the Committee fear that by so rushing through 
assessments, there is the greater risk of the returns not being scrutinised 
properly-and consequential loss of revenue through inadequate examina- 
tion. 

[Sr. Nos. 56 & 57 (Paras 5 .  18 & 5. I 9 )  of Appendix I V  to 187th Report 
of the Public Accounts Committee (1975-76)1 

Action taken by the Government 

The following measures have recently been taken to 
improve the position regarding completion of assessments in large income 
cases expenditioudy after proper scruituny and to strengthen the middle- 
level rnnnagement of the Income-tax Department : 

( I )  This Department's reply to para 5.21 of their 186th Report 
may please be referred to Directorate of (O&M) Services is 
monitoring the progress on behalf of the Board ; 



(ii) An Inspection Manual for the Inspecting Assistant Commis- 
sioners is being prepared by the Directorate of Inspection 
(Income-tax) ; 

(iii) Instructions have been issued to ensure completion of time- 
barring assessments by 1st October and to ensure completion 
of important revenue cases by 3rst December. A copy of the 
instructions is attached. 

(iv) A beginning has been made by assigning assessment functions 
in important cases involving tax evasion, fraud, etc. to the 
Inspecting Assistant Commissioners. In this connection 
a reference is invited to this Department's replies to para I .  8 
of their 192 Report and para 12.7 of 186th Report ; and 

(v) With the introduction of Section 144A and 144B of the Income- 
tax Act, 1961, Inspecting Assistant Commissioners will associate 
themselves more closely with day to day assessment work in 
important cases. 

Sd /- 
(R. S. Chadda) 

Additional Secretary to the Govt . of India 

F. No. 2361222/73-A& P. A. C-I1 
(F. 228/33/76-ITA.11) 
Dated the 20th July, 1976. 
.4uthorised for issue as the Addl. Secretary is on tour. 

(K. C. MAHADEVAX) 
DIRECTOR 

INSTRUCTION NO. 975 
F. No. 220/12/76-ITA, I1 

GOVERNMENT OF INDIA 
CENTRAL BOARD OF DIRECT TAXES 

NEW DELHI, the 8th July, 76. 
From 1 

Director, Central Board of Direct Tases. 
To : 

All Comn~issioners of Income-tax. 

Sir, 

SUBJECT : Conipletion of important rcvenue cases arid tinre burrittp 
assessnrenr.c-Para 75 of r he Minutes of the Cornmissionms 
Conference, r 976-Inst ructiotzs reg : 

In spite of re eated instructions of-the Board to avoid postponement 
of assessments in mportant revenue cases to the last quarter of the year, 
3x00 L.S. 

P 



it has been noticed that the practice continues unabated. The Board 
would like to reiterate these instructions and desire the Commissioners of 
Income-tax to ensure that the Income-tax Officers so plan their work that 
all Important revenue cases are disposed of in any case not later than 31st 
December, of the Financial year. 

2. Pendency of a large number time-barring assessments every year 
has also been a source of concern to the Board. Board desire that while 
taking up the time-barring assessments in a particular case, invariably the 
succeeding year's assessment should also be taken up and completed so as 
to reduce the burden of carry forward of time-barring assessments to the 
next year. I t  is further directed that all time barring assessments should 
be completed by 1st October 1976. 

3. As planning of assessments for the year is very important the 
Commissioners should personally oversee the same and ensure that these 
instructions are strictly observed by the Income-tax Officers working under 
them. 

Yours faithfully, 

Sd/- K. R. RAGHAVAN 
Director, Central Board of Direct Taxes 
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STATEMENT SHOWING ACTION TAKEN ON THE RECOMMEN- 
DATIONS OF THE PUBLIC ACCOUNTS COMMITTEE 

MINISTRY OF FINANCE 

(Department of Revenue & Insurance) 

Recommendation 

Under the provisions of the Income-tax Act, if a company 
in which the public are not substantially interested fails to distribute the 
prescribed percentage of its distributable income as dividends such a com- 
pany is liable to pay additional super tax. For the assessment perior to 
1965-66, shares of a company held by another company in which public 
are substantially interested are not to be treated as held by public. In this 
case additional super tax of Rs. 8 .79 lakhs was not levied for the assessment 
year 1959-60 as the company was incorrectly classified as one in which the 
public were substantially interested. Mistakes of this type have been 
brought to the notice of the Committee earlier also. The Committee, 
would therefore, all for a review of all the completed assessments, relating 
to the assessment years prior to 1965-66 for appropriate action. The 
results of the review should be intimated to the Committee. 

[S. No. 10 (Para I .73) of Appendix to 128th Report d the P.A.C. 
(1973-74) (Fifth Lok Sabha) ] 

Action taken 

A reference is invited to the Ministry's interim reply of even 
number dated the 18th December, 1974. The final result of the review is 
as under : 

I.  No. of cases reviewed .1,62q 

2. No. of cases where the mistake was found . 3 

3. Tax effect , - 12.7ql;lkhs 

(W-1 
(R. S. Chadda) 

Additional Secreatary co the Gmv. of India. 

F. No. 236/243/72-A & PAC. I1 
17-7-75. 
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MINISTRY OF FINANCE 

(Department of Revenue & Insurance) 

Statement showing action taken on the recommendations of the 
Public Accounts Committee. 

Recommendation 

I .74. The Committee note that th,e Chief Auditor of the Interna 
Audit is expected personally to audit certain important types of cases 
and one such category of cases is related to cases involving 'liability to 
additional tax by companies in which the public are not substantially 
interested.' The Committee desire that the criteria for determining 
whether the public have or have not substantial interest in a company 
should be clearly laid down in the I.A. Manual. In this connection the 
Committee suggested that the question how far a company could be treated 
as one in which public are substantially interested may also be examined in 
consultation with the Ministry of Law. 

S. No. 1 1  (Para I .74 ) of Appendix to 128th Report of the P.A.C. 
(1973-74) (Fifth Lok Sabha). 

Action taken 

r .74. A reference is invited to the Ministry's interim reply of even 
number dated the 18th December, 1974. Even though the provisions 
of section 2(18) of the Income-tax Act give a clear definition of a company 
in which the Public are substantially interested, the D.I. (IT& A) has 
been directed to issue suitable instructions to all the Chief Auditors and 
I.T.Os (Internal Audit). As far as the question as to how far a foreign 
company can be treated as one in which the public are substantially 
interested is concerned, the matter has already been decided in consultation 
with the Alinistry of Law and the C & A . G. Instructions in this regard 
have alrtatly been issued contained in the D.O. F. No. 234/13/70-11. (Audit) 
dated the I 8th January, 1972 (Copy annexed). 

(W-1  

(R. S. Chadda) 
Additional Secretary to the Govt. of India. 

F. No. 236/243172-A & PAC-11 
16-8-75. 

78 
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URGENT 

D. 0. F. No. 234/13/7o-IT (Audit) 
MINISTRY OF FINANCE 

(Department of Revenue & Insurance) 

New Delhi, dated the 18th January, 1972 

S. Bhattacharyya, 
Secretary, 
Central Board of Direct Taxes. 

Dear Shri 

SUB : Section 2(18) of the Income-tax Act, 1961-Whether the expression 
"the public" includes the public outside India as well- 

Please refer to the Board's letterltelex message of even number dated 
on the subject. 

2. Shortly before the close of the Financial Year 1970-71, the 
Board were advised that there was some doubt as to whether the expression 
"the public" used in Section 2(18) of the Income-tax Act had reference to 
only the public in India or it included the public outside India as well. 
If the restricted meaning were held to be correct, it would mean that 
any shares in a company, as defined in Section 2(17) of the Income-tax 
Act, 1961, held by the public outside India would have to be treated as 
those not held by the public. A further consequence of such an interpreta- 
tion would be that companies in which 50%- or more of the equity shares 
were held by foreign companies (the bulk of whose shares are necessarily 
held by the public outside India) would have to be treated as those in 
which the public were not substantially interested. As such, the Board 
had instructed that as a precautionary measure, appropriate action under 
Section 104, 147(b) or 263 of the Income-tax Act, 1961 should be taken 
in the cases of companies in which 50% or more of the equity shares were 
held by foreign companies. It was, however, added that the additional 
demand created was not to be collected till disposal of first appeal or receiving 
further instructions from the Board. 

3. The Board have now been advised by the Ministry of Law, with 
which the Comptroller & Auditor General concurs, that the expression 
"the public" used in Section 2(18)(b) (B) (i) (d) refers not only the public 
in India, but also the public outside India and that foreign associations 
which are treated as companies in terms of Section 2(17) of the Income-tax 
Act, 1961 are not excluded from the purview of Section 2(18) of the Income- 
tax Act, 1961 in respect of the years for which they are so treated. Accord- 
ingly, they desire you to drop the proceedings under Sections 154, 147(b) 
or 263, as the case may be, initiated in pursuance of the Board's instructions 
conveyed in March 1971, subject to the Income-tax Officer satisfying 
himself about the conditions of Section 2(18) having been fulfilled. The 
demands created and kept in abeyance should also be got vacated irnrne- 
diately. 



4. Instructions are being issued separately, laying down the 'modus 
operandi' of applying the tests of companies in which the public are 
substantially interested to foreign associations assessable as "companies" 
in terms of Section 2(17) of the Income-tax Act, 1961. 

Yours sincerely, 

(S. Bhattacharyya). 
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MINISTRY OF FINANCE 

(DEPARTMENT OF REVENUE & INSURANCE) - 
STATEMENT SHOWING ACTION TAKEN ON THE RECOMMEN- 

DATION OF THE PUBLIC ACCOUNTS COMMITTEE 

Recommendation 

I .75. The Committee had in paragraph 2.74 of their 5 1st Report 
(Fifth Lok Sabha), suggested an examination of the feasibility and econo- 
mics of dispensing with the subtle distinction between a public company 
and a closely-held public company for the purpose of tax$ion of profits. 
According to the Chairman, Central Board of Direct Taxes, the dis- 
tinction is necessary because it is not difficult for private companies to be 
registered as or to change themselves into public companies if they want to 
escape the rigoro urs of taxation. The Committee understand that there 
is an attempt to meet this situation in the new Company Law (Amendment) 
Bill. They accordingly wish to reiterate that the question of doing away 
with the distinction between a public company and a closely-held 
public company should be considered expeditiously as a step towards 
simplification. 

[S.No. 12 (Para I .75) of Appendix to 128th Report of the P.A.C. 
(1973-74) (Fifth Lok Sabha)] 

Action taken 

I .75. Kind attention of the Committee is invited to the Ministry's 
interim reply of even number dated the 18th December, 1974. 

2. The Income-tax Act makes a distinction in tax a treatment as bet- 
ween a domestic company in which the public are substantially interested 
(widely-held domestic company) and one in which public are not substan- 
tially interested (closely-held domestic company). Closely-held do- 
mestic companies are required subject to cerain exceptions, to distribute 
dividends upto the statutory percentage oftheir distributable income, failing 
which they are liable to pay an additional income-tax with reference to their 
undistributed profits. Closely-held domestic companies are also charge- 
able to income-tax at rates which are higher than those applicable in the 
case of widely-held domestic companies. 

3. A company is treated as "a company in which the public are 
substantially interested" if it satisfies the various tests laid down in 
definition of that term in section 2(18) of the Income-tax Act. Broadly 
speaking, one of these tests is that not less than 50% of its qu i ty  capital 



should have been beneficially held throughout the relevant the accounting 
year by the Government, a statutory corporation, any other company in 
which the public are substantially interested (or a wholly-owned subsidiary 
of such a company) or by members of the public (excluding director 
of the company or a closely-held company). The second test is that the 
shares in the company should be freely transferable by the share-holders 
to other members of the pubic. The last test required to be satisfied is 
that affairs of the company or shares carrying more than 50% of its 
total voting power should at no time during the relevant accounting year, 
be controlled or held by five or fewer persons. The application of all the 
tests, which have to be satisfied by a company cumulatively, involves an 
enquiry into the control and distribution of the ownership of the equity 
shares of the company throughout the relevant accounting year. Such 
an enquiry is undoubtedly time consuming and also involves determination 
of issues which are controversial, thus, giving rise to uncertainties about the 
company's tax liability, besides leading to litigation. 

4. With a view to simplifying the determination of this question, 
Section 2(18) of the Income-tax Act was amended by Finance Act, 1969 to 
provide a simpler, alternative test for the purpose. Under this alternative 
test, a company is regarded as "a company in which the public are substan- 
tially interested" if its equity shares are listed in a recognised stock ex- 
change in India in accordance with the Securities Contracts (Regulation) 
Act, 1956 and the rules made thereunder. With the prescription of this 
alternative test, the determination of the question whether company in 
which public are substantially interested" has become relatively simple 
in the case of a large number of companies. 

5. On merits, the differential tax treatment of closely-held and widely- 
held companies is justifiable on economic considerations. Closely held 
companies are mostly formed with a view to avoiding the higher incidence 
of personal taxation. The formation of such companies also tends to ac- 
centuate monopolistic tendencies. The higher rate of tax on closely-held 
companies is justifiable as it is likely to induce the formation of the com- 
panies with wider public participation in preference to closely-held companies 
controlled by a handful of persons who could manipulate the finances of 
these companies for their personal advantage . It is relevant to mention 
that Shri S. Bhoothalingam had also made a recommendation for doing 
away with the distinction between closely-held and widely-held companies 
for the purposes of taxation (vide paragraph 5 .q of his Final Report 
on Rationalisation and Simplification of the Tax Structure). This re- 
commendation has been re-iterated by the Direct Taxes Enquiry Committee 
(Wanchoo Committee) in paragraph 5.85 of their Final Report. The 
recommendation made by these two Committees was, however, not ac- 
cepted by the Government for the reasons indicated above. 

6. It appears that the recommendation of doing away with the dis- 
tinction between a public company and closely-held public company has 
been made in the light of the proposals contained in the Company Law 
(Amendment) Bill. The Public Accounts Committee might be having 
in view the new sub-sections (IA) and (IB) which have been inserted in 
section 43A of the Companies Act, 1956 by section 6(i) of the Companies 
(Amendlncnt) Act, 1974. Section 43A of the Companies Act deals 
with tho circumstances in which a private company is to become a public 



company for the purposes of that Act. The new sub-sections (IA) and 
(2B) referred to above have added two more circumstances under which 
a private company may become a public company. These are (a) where 
the average annual turnover of a private company becomes Rs. I crore or 
more and (b) where a private company holds not less than 25% of the 
share capital of a public company. The effect of the provisions contained 
in the two new sub-sections is that a private company is deemed to be a 
public company in the circumstances specified above and, therefore, 
comes under the discipline of a number of provisions contained in the 
Companies Act, 1956 which are not applicable to private companies. 

7. I t  is, however, relevant to mention that whereas under the Com- 
panies Act, 1956, public companies are subjected to greater control and 
discipline than private companies, under the Income-tax Act, 1961, 
companies in which the public are substantially interested are entitled to 
preferential tax treatment as compared to companies in which public are 
not substantially interested. In view of this basic dis-similarity between 
the tax treatment of widely held companies under the Companies Act and 
the Income-tax Act, provision on the lines contained in sub-sections 
(IA) and (2B) of section 43A of the Companies Act will not be suitable 
for adoption for the purposes of the Income-tax Act. In fact, the effect 
of extending the provisions of section 43A (IA) and (IB) of the Companies 
Act to the Income-tax Act will be that private companies would be 
deemed to be widely-held companies in certain circumstances and they 
will thereby get an automatic and unmerited tax advantage. The adop- 
tion of the new provisions in the Companies Act for the purposes of the 
Income-tax Act is therefore, likely to have an effect contrary to what is 
intended. 

8. In view of the foregoing, the Ministry is of the view that it, 
will not be desirable to do away with the distinction between a Public 
company and a closely-held public company for tax purposes by making a 
provision on the lines contained in the Company Law (Amendment) Act, 
1974. 

9. This reply issues with the approval of the Finance Minister. 

Sd/- 
(R.S. CHADDA) 

Additional Secrerary ro the Gwemmmt of India. 



APPENDIX X 

STATEMENT OF ACTION TAKEN ON THE RECOMMENDA- 
TION OF THE PUBLIC ACCOUNTS COMMITTEE 

DEPARTMENT OF REVENUE AND BANKING 
(Revenue Wing) 

Recommendation of Committee 

I .@. The Committee note from the reply dated the 5th October, 
1974 that the Ministry have ordered a review of all cases of assessments of 
Rs. 50,ooo and above completed during the years 1971-72 to 1973-74 to 
see whether interest has been levied in all cases of short or non-payment 
of advance tax, for delay in submission of return of income and for non- 
payment of tax by the due dates and that the results were expected by 31st 
October, 1974. It is most deplorable that evcn after six months of the 
target date fixed , the results of the review haw .lot been made available 
to the Committee. The Committee take serious lew of the delay that 
has taken place and for which there wotdd appear to be no valid reasons. 
They would urge the Government to expedite the review and report the 
results to them without any further loss of time. The Committee also 
desire that responsibility for the delay should be fixed. 

[Sl. No. 17 (Para I .42) of Appendix to 141st Report of the Public 
Accounts Committee (1g74-75)] 

Action taken by the Government 

A reference is invited to the Ministry of Finance (Department of 
Revenue and  insurance)'^ interim reply of even number dated the 
6th December, 1975. Out of 2 .o2 lakhs of assessments of Rs. 50,000 
and above completed during the assessment years 1971-72 to 1973-74, 
I .54 lakhs of such assessments have been reviewed with a view to ascertain 
the short levylnon-levy of interest under various sections of the Income-tax 
Act, 1961 in all the Charges. The information furnished by 23 charges 
in respect of .32 lakhs of cases require further clarifications from the 
Commissioners concerned Information in respect of I .22 lakhs of cases 
relating to qg Charges is given below: 

I. Tolal number of cases of Rs. 50,ooo and above 
ccmpleted during the years 1971-72 to 1973-74 
iu 49 Charges . I .30 lakhs 



2. Number of assessments checkedlreviewed out of 
(I)  above . . I .22 lakha 

3. Number of assessments in which short levylnon- 
levy of interest was detected. .08 lakhs 

4. Amount of interest short leviedlnon-levied . 102 . 5  I lakhs 

5 .  Amount of interest out of (4) above not redeemable 
due to limitation . Rs. 3,000 (in 

two cases only) 

2. In this connection, the Committee's recommendation at para 9.18 
of their 186th Report (1975-76) may be referred to. 

Sd/- 
(R.S. Chadda) 

Additional Secretary to the Govt. of India. 

[F. No. 231/21/73-A&PAc I1 (Pt.1) dated 7th May 1976.1 



APPENDIX XI 

lnstruction No. 172 

F. No. 4/6g/6g-ED, 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 
New Delhi, the 15th May, r970 

From : Shri Balbir Singh, 
Secretary, Central Board of Direct Taxes. 

T o  
All Commissioners of Income-tax. 

Sir,? 
SUB : Proper cowdination between the Income-tax officers1 Wealth-tax 

oflicers and Assista?~ Controllers of Estate Dut-v-Insmkons regarding- 

A case has recently come to the notice of the Board wherein neither the 
statement of accounts was filed by the Accountable person within the time- 
limit prescribed under Section 53(3) nor were the prtrceedings under Sec- 
tion 59 initiated by the Department within the time-limit mentioned in Sec- 
tion 73-A. The Accountable Person, however, filed the return after the 
expiry of the statutory period of 5 years and the assessment was completed 
by the Assistant Controller of Estate Duty accordingly. On appeal, 
the Appellate Controller agreed with the contention of the Accountable 
person that the assessment having been made after the time-limit men- 
tioned in Section 73A was bad in law and cancelled the same. No 
appeal was filed by the Controller against the order of the Appellate Con- 
troller of Estate Duty. 

2. The deceased was an income-tax as well as a wealth-tax assessee. 
During the course of Revenue audit it was observed that if the Income-tax 
officer dealing with the Income-tax assessment (who was aware of the 
death of the deceased) had given an intimation to the Assistant Controller 
of Estate Duty concerned, the proceedings under Section 73A/59 could 
have been initiated well in time and loss of revenue would have been avoided. 

3. The Board have been advised that what Section 73A bars is the 
commencement of proceedings by revenue authorities. If proceedings 
have commenced otherwise it does not operate as a bar to their completion. 
Thus, there is no bar to the completion of assessment on the basis of a 
voluntary return filed beyond the statutory period of 5 years. The 
Board, therefore, suggest that in any case where the assessment is can- 
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c=lld'b$ ihe Appellate Controller on the ground that the assessment com- 
pleted by the Assistant Controller of Estate Duty on the return voluntarily 
filed by the Accountable Person afier the expiry of five years from the 
death of the deceased was barred by limitation under Section 73A of the 
Estate Duty Act, 1953, the matter should be contested in appeal further. They 
also desire that simultaneously, to rninimise the possibility of such 
legal objections, instructions should be issued to all the Income-tax 
officers/Wealth-tax officers to ensure that intimations are invariably 
promptly given to the Assistant Controller af Estate Duty concerned of 
the deaths of the assessees which come to their notice while dealing with 
the assessments. 

Yours faithfully, 

Sd/- 
(BALBIR SINGH) 

Secretary, Central Board of Direct Taxes. 



APPENDIX xn 
F. No. 38916172-E. D. Instruction Ne. 94 

GOVERNMENT OF INDIA 
MINISTRY OF FINANCE 

(Vitta Mantralaya) 
DEPARTMENT OF REVENUE & INSURANCE 

{Rajaswa Aur Bima Vibhag) 
CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 10th January, 1973. 

To, 

All Commissioners of Income-tax. 

Sir, 
SUB. : Pro er Coordination between the Income-tax officers/Wealth-tax 

ojicers and Assist a s  Controllers of Estate D u r y - l n s t r ~ i o m  
regarding- 

I am directed to invite your attention to Board's instruction No. 172 
dated 15th May, 1970 (issued from File No. 4'69,'69-ED) wherein 
you were requested to issue instructions to all the Income-tax Officers' 
Wealth-tax officers to ensure that the fact of the death of an assessee is 
immediately intimated to the concerned Assistant Controllers of Estate 
Duty. It has been brought to the notice of the Board that the aforesaid 
instructions were not always being followed by the Income-tax officers: 
Wealth-tax officers, as a result of which, estate duty proceedings could not 
be commenced in some cases within the prescribed limitation period, 
and therefore, a good amount of revenue was lost. 

2. The Board desire that the need for promptly con~municating the 
information about the death of an assessee to the concerned Assistant 
Controller of Estate Duty may once again be impressed upon the Income- 
tax officers!Wealth-tax officers. You should also ensure that in ca5e 
of any lapse in this regard a serious note is taken and the officer responsible 
for it is suitably punished. 

3. In paragraph 3 of the Board's instruction, under reference, 
it was also suggested that in any case where the assessment is cancelled 
by the Appellate Controller on the ground that the assessment completed 
by the Assistant Controller of Estate Duty on the return voluntarily filed 
by the Accountable Person after the expiry of five years from the death 
of the deceased was barred by limitation under section 73A of the Estate 
Duty Act, 1953, the matter should be contested further in appeal. Recently 
the Public Accounts Committee while considering an estate duty case, have 
observed that it is unfortunate that due to ignorance of the above position 
the orders of the appropriate authwities were not appealed against. The 
Board, therefore, desire that with a view to avoid any further loss to revenue. 
all Assistant Controllers of Estate Duty may pleased be directed, once 
again, to strictly follow the above instructions and that the Deputy Con- 
trollers of Estate Duty may also be advised to see that this is done. 

Yours faithfully. 
Sd/- BALBIR SINGH 

Secretary, Central Board of Direcr Taxes. 



Instruction No. 544 

F. No. 301/126/72-E.D. 

Government of IndialBharat Sarkar 

Central Board of Direct Taxes 
(Kendriya Pratyaksha Kar Board) 

New Delhi, the 8th May, 1973. 

All Commissioners of Income-tax. 

Sir, 

SUB : Proper Coordination betweev the Assistant Controllers of Estate 
Duty and the Income-tax off icers/IVeaIrh-ta OfficerslGifc - 
tax Officers-Instructions regarding. 

I am directed to invite your attention to Board's Instruction h'o. 172 
dated 15th May, 1970 (issued from File No. 4169169-ED), which were 
reiterated in Instruction No. 494 dated 10th January, 1973 (issued from file 
No. 309/6/72-ED) on the above subject. 

2. A case in which the value of an immovable property adopted 
in estate duty assessment widely varied from its value returned for wealth- 
tax assessments came to the notice of the Board recently. The  deceased 
died on 18-10-67. In the estate duty assessment completed on 31-10-69 
the value of the property was takenat RY. 60,0oo/-. The  value of the property 
was shown at Rs. 1,93,ooo,l- (based on the report of an approved valuer) 
in the wealth-tax returns for the assessment years from 1966-67 onwards. 
The  wealth-tax returns were filed by the legal rep~esentatives of the deceased 
in September, 1969 i.e. before the completion of estate duty assessment 
on 31-10-69. The  under-valuation of the property resulted in short 
a<sessment of the estate duty by Rs. 1.33,oool- involving duty of Rs. 
32,0001- and odd. This  loss of revenue would not have arisen if the wealth- 
tax records of the deceased had been scrutinised by the Assistant Controller 
of Estate Duty. There may be other instances of that type. 



3. The Board, therefore, desire that you should impress upon the 
Assistant Controllers of Estate Duty the need for looking into 
income-tax, wealth-tax and gift-tax records of the deceased to ensure 
that the estate duty assessment is not at variance with the information 
available in those records. 

4. The Board also wish to reiterate their instructions in F. No. 
309/6/72-ED dated 10-1-73. The Income-tax officers/Wealth-tax officers 
should promptly pass on the information about the death of any of their 
assessees, the principal value of whose estate duty is likely to exceed Rs. 
~O,OOO/-, to the Assistant Controller of Estate Duty. They should also 
communicate to the Assistant Controller of Estate Duty any further 
information which may be received and which may be relevant to the 
estate duty assessment of the deceased. 

Yours faithful1 y, 

Sd/- 
(Balbir Singh) 

Director, 
central Board of Direct Taxes. 

Endorsem~nt as usual. 



APPENDIX X N  

Instruction No .  595 

F. No. 313113173-E.D. 
Government of IndialBharat Sarkar 

(Kendriya Pratyaksha Kar Board) 
New Delhi, the 24th August, 1973 ' 

T o  
All Commissioners of Income-tax. 

Sir, 
SUB : Proper Coordination between the Assistant Controllers of 

Esrate Duty and Income tax ofJicers/Wealth tax officers/ 
Gift Tax Officers-Instructions regarding- 

I am directed to invite your attention to Board's Instruction No. 
172 dated 15th May, 1970 (issued from file I;. No. 4/69/69/-ED), Instru- 
ction No. 494, dated 10th January, 1973 (issued from file F. No. 30916172- 
E D  and Instruction No. 544 dated 8th May, 1973 issued from F. No. 
301/126/72-ED on the above subject. 

2. In these instructions, it was stressed that Income Tax offceri 
Wealth tax officer should communicate to Assistant Controller of Estate 
Duty the dates of deaths of any of their assessees whose estate is liable 
to estate duty and that the Assistant Controllers of Estate Duty should 
look into the Income tax/Wealth tax and Gift tax records of the deceased 
before making assessment under the Estate Dutv Act. The  Board now 
further desire that in respect of assessments for the period upto the date 
of death of the assessees if any orders of rectification, revision, etc. are 
passed after the assessment order for the year in question was passed, a 
copy of the order should be endorsed by the Income tax officerwealth 
tax officer1G.T.O. t o  the Assistant Controller of Estate Duty, so that 
the Assistant Controller of Estate Duty might consider whether any 
rectification of the Estate Duty assessment is called for. This is necessary 
because, while making the Estate Duty assessment, the Assistant Controller 
of Estate Duty may have taken into account the liabilities as per the 
assessment orders already passed and any variation in those liabilities may, 
not, therefore, easily come to his notice. 

3.  T h e  above instructions may please be brought to the notice 
of all officers in your charge. 

Yours faithfully, 
Sd/- 

(Balbir Singh) 
Director, 

Central Board of Direct Taxes. 
Endorsement a s  usual. 

3100 Ls-7 



Appendix XV 

Instruction No. 924 

F. No. 4141j4-75-IT (Inv) 
Government of India 

Central Board of Direct Taxes. 

New Delhi, the 24th February, 1976 

T o  
All Commissioners of Income-tax, 
Director of Inspection (Investigation)/Special Cell 
New Delhi. 

Sir, 
SUB : Agency arraqements far Government Imports-Coordi- 

nation bet ween Income-tax Department other Enforcement 
a g m e s  and purchasing Departments of the Government- 
Instructions regarding- 

With reference to Paragraph 42 of the Report of the Comptroller 
& Auditor General of India for the year 1972-73 Union Government 
{Civil), Department of Supply, the Public Accounts Committee (1974-75) 
in their 160th Report, made a number of observations in regard to the 
agency commission payable or paid to the agents, in India, of the foreign 
suppliers with whom the Government purchasing departments enter into 
contracts for the purchase and supply of various goods. The Committee 
expressed serious concern, inter alia, on absence of adequate coordination, 
in practice, between the purchasing departments of the Government, 
the Ministry of Finance, the Income-tax Department, the Enforcement 
Directorute and the Reserve Bank of India which detracts from the effecti- 
veness of the action for defalt of tax or of foreign exchange obligations. 

2. A Working Group was set up to study in depth the various issues 
arising out of the above report of the P.A.C. and their possible implications 
with particular reference to the leakage of foreign exchange and evasion of 
taxes. This Group has made a number of recommendations. 

3. In para 31 of its Report, the Working Group has observed as 
under : -. 

"Another important point, in our opinion, is about effective coordi- 
nation amongst the various departments and agencies. Where 
common items are purchased by different purchasing departments 
they should have a system of frequent consultations among 
thmgelves. The advantages of such a course are too obvious 
to require statement, and the mechancis for such censultation 

r nust n.- ces sari! y be evolved by the departments themselves. 



In addition, it is necessary that action of, say, oneagency does not 
run counter to that of another. The Income-tax Department, 

the Enforcement Directorate and the Customs Department are 
represented on Coordination Committees at various Zonal, 
Regional and Headquarters level. These Committees meet 
frequently and can be useful forums for initiating and ensuring 
the coordination that we have in view." 

The recommendations contained in the above para have been accepted 
by the Board. 

You are, accordingly requested to see that the meetings of the 
Zonal, Regional and Headquarters Coordination Committees are fully 
utilised for initiating and ensuring coordination in respect of cases involving 
large scale purchases by Government Departments from foreign suppliers. 

4. Please acknowledge receipt. 

Your faithfully, 

Sd/- 
(D.N.S.  SINHA) 

Under Secretary, Central Board of 
, Direct Taxes. 

Endorsement as usual. 



APPENDIX XVI 

Instrtrction No. 677 

F. NO. 309/1/74-ED 
CENTRAL BOARD O F  DIRECT TAXES. 

New Delhi, the 6th April, 1974. 
To, 

All Commissioners of Income-tax, 
except Commissioners of Central Charges. 

Sir, 
SUB: Surrender of property at the time of issue of succession certi- 

ficate-Collection of information in this regard for levying 
Gift-tax- 

While discussing para 48(i) of the C & AG's Report 1971-72, the 
PAC suggested that the Department may maintain liaison with the State 
authorities as regards issue of succession certificates and bring surrenders 
of property at the time of issue of such cerrtificates to Gift-tax. 

2. Though it is not normally necessary to apply for succession 
certificate to establish a right to property left by deceased, in the case of 
intestacy of a Hindu, Mohammaden, Buddhist, Sikh, Jain or Indian 
Christian where there may be circumstances, such as a suit has to be 
filed to recover debt, in which a succession certificate is necessary. There 
m l y  also be cases where such succession certificate is applied for even 
though it is not required. Succession certificates are granted in terms of 
part X of the Succession Act, 1925 by the District Court within whose juris- 
diction the deceased ordinarily resided at the time of his death or if a t  
that time he had no fixed place of residence, the Disrrict Court within 
whose iurisdiction any part of the property of the deceased may be found. 
T h e  form of certificate is prescribed in Schedule VII I  of the Succession 
Act. 

3. The  Board desire that suitable arrangements may be made in 
your charge for periodically collecting information from the court regarding 
the issue of Succession Certificates. The  information so gathered may 
be utilised to see whether there were any surrenders of property at the 
ti-: of ivu.= of succession certificates and if so steps can be taken to subject 
these surrenders to Gift-tax. The  Board may please be informed of the 
steps taken by you to implement the suggestion. . 

Endorsement as usual. 

Yours faithfully, 
Sd/- 

(BALBIR S I N G H , )  
Director, Central Bomd of 

Direct Taxes. 



APPENDIX XVII 

F. No. 309/5/74-E.D. 

Government of IndiaIBharat Sarkar 

Central Board of Direct Taxes 
(Kendriya Pratyaksha Kar Board) 

New Delhi, the 25th Nov. 1974 

Ti1 , Chief Secretary (All State Governments including Union Terri- 
t(+es) 

Sir, 
SUB : Estate Duty Act, 1958-Checks to ensure that the fact of draft 

is intimated to the esr ate dut-v authority. 

At present intormation about death of persons, the principal value of 
ose estate is likely to exceed the maximum noc-dutiable limit is collected 

I )y Assistant Controllers of Estate Duty from the newspapers reports, birth 
and death registers maintained by local authorities and through local en- 
quiries by Inspectors. In addition, Income-tax/Wealth-tax officers report 
cases of death to the Assistant Controller of Estate Duty. The Govem- 
ment of India have been considering the question of introduction of addi- 
tional checks to ensure that the fact of death is intimated to Assistant Con- 
trollers of Estate Duty. It has been decided that arrangements should be 
made with the State Governments to supply information, as visualised 
in Section 81 of the Estate Duty Act. Section 81 of the Estate Duty Act 
provides that the Central Government may make arrangements with the 
Government of any State for exchange of such information as may neces- 
sary for the purposes of levying or realising any estate duty under this Act 
or under any other law for the time being in force in that State. 

2. Some of the information that the State Government could pass 
on to the Income-tax Department would arise on occasions of the following 
nature : 

(i) When the ownership in lands exceeding in value Rs. aS,aoo/- 
was changed in the State Government records, as a result of 
death of a person. 

(ii) When any sum exceeding Rs. 25,000,'- was due by the State 
Government to the deceased (who may happen to be a contractor) 
and the same was to be paid to his heirs by reason of his death, 

(iii) When, in the records of a municipality or a local authority 
under the State Government a change in ownership of property, 



exceeding Rs. 25,ooo/- in value, was noted as a result of death 
of a person. 

3. We shall be grateful if the State Government would instruct the 
authorities concerned to pass on the above noted information periodically 
to the Controllers of Estate Duty having jurisdi~zion over the areas compri- 
sed in your State. The details could be worked out by the Controller of 
Estate Duty after discussion with the concerned Heads of Department 
of the State Government. 

4. I am endorsing a copy of this letter to the Controller of Estate Duty 
concerned. 

Yours faithfully, 
Sd/- 

(B. K. BAGCHI) 
Additional Secretary to the Government of India. 

Copy for information and necessary action to All Commissioners of 
Income-tax/Controllers of Estate Duty. 

Sd/- 
(B. K. BAGCHI) 

Additional Secretary to the Govt. of India. 



APPENDIX XVIII 

STATEMENT OF ACTION TAKEN ON THE RECOMMENDA- 
TIONS OF THE PUBLIC ACCOUNTS COMMITTEE 

MINISTRY OF FINANCE 
(Department of Revenue & Insurancx) 

Recommendation 

The Committee regret to find that at present it is not being 
ensured that the Central Board of Direct Taxes are consulted at the stage 
when collaboration agreements involving tax matters are approved. The 
Government should explain and examine how such a serious lacuna has 
been allowed to continue for so long. The Committee are not at all satis- 
fied with the extent of scrutiny conducted by the Miistry qf Finance in re- 
gard to the agreements entered into under the advice and With the approval 
of the various undertakings. They accordingly emphasise that the Minstry 
should work out a fool-proof arrangements so that our limited resources 
are not frittered away in the way, it appears, has happened in the above 
mentioned cases. 

[S. No. 47 (Para 5.69) of Appendix to 128th Report of the P.A.C. 
(1973-74) (Fifth Lok Sabha)]. 

Action taken 

Kind attention of the Committee is invited to Ministry's interim reply 
of even number dated 16th Dec., 1974. 

The procedure followed for granting approval to technical collaboration 
agreements is set out in Chapter I11 of the 'Guidelines for Industries 
(1975-76)', published by the Government of India, Ministry of Industry 
and Civil Supplies, New Delhi. A specimen of the letter for approval of 
foreign collnborations is annexed as Annexure I. This letter makes it 
clear that royalty and lumpsum payments for technical know-how, draw- 
ings, designs, documentation, erection and commission, etc. will be subject 
to applicable Indian taxes. 

2. The matter has been carefully considered in consultation with the 
Department of Economic Affairs and the Department of Industrial Deve- 
lopment, and it has been decided that the Central Board of Direct Taxes 
would be associated when the policy and guidelines regar* fox' 
collaboration reements are formulated at the Government level. 
implications oysuch policy and guidelines from the revenue angle will 
also be taken due note of at that stage. The need for particular collabora- 
tion agreements and the terms thereof are matters which fall within the 
purview of the administrative Ministries concerned. Further, under 
Section I 19of the Income-tax Act, 1961, the Central Board of Direct Taxes 



is debarred from giving advance rulings in individual cases. While detailed 
consultation with the Central Board of Direct Taxes in all cases does not 
appear to be feasible, the Board would be consulted in appropriate cases 
by the administrative Ministries while considering such collaboration 
agreements. With a view to safeguarding the interest of revenue, the 
Department of Industrial Development have, in consultation with the 
Central Board of Direct Taxes and the Department of Economic Affairs, 
issued a circular dated 20-10-75 to the administrative Ministries and 
other concerned Departments of the Government, indicating the points 
which should be kept in view while scrutinising and approving foreign 
collaboration agreements. A copy of this circular is enclosed as Annexure 
11. 

Sd/- 
(R. S. CHADDA) 

Additiotznl Secrerarv to the Governmetat of India. 
F. NO. 236,'248/72-A&PAC-11. 

ANNEXUKB I 

SPECIMEN LETTER FOR APPROVAL 01: FOREIGN COLLABO- 
. RATION 

Ministry of Industry & Civil Supplies 
Department of Industrial Development 
Secretariat for Industrial Approvals 

Foreign Colloboration Unit 

hlessrs ............................................. 

No. FC: ....................................... ( ) New Delhi. 
dated th ........................................ 
SUBJECT : Application from Messrs ................................................ ............ .............................. for foreign collaboration with 

........................... ........................ for the manufacture of 
..................... (F.C. S1. No. 6). 

With reference to the above-mentioned application Government of 
India are prepared to approve the terms of collaboration with Messrs.. .... 

........................ ......................................... for the manufacture of 
....................... subject to the following conditions in addition to those 
detailed in the Annexure to this letter: 

(i) The foreign collaborator will invest to the extent of Rs.. ................. 
in the total issued capital of Rs ......................... of your company 



(i.e. ........................... ...% of the total issued capital). The total - non-resident shareholding tn the joint venture should in no case 
exceed this percentage. 

...... (ii) The foreign collaborator shall be paid a royalty @ O/,, subject 
to Indian taxes, for a pericd of.. .... ...y ears. The royalty will be calcu- 
lated on the basis of net ex-factory sale price of the product exclusive 
of excise duties, minus the landed cost of the imported components, 
irrespective of the source of procurement including ocean freight, 
insurance, custom duties, etc. The payment of royalty at the rate 
mentioned above will be restricted to.. . ...p lus 25 % in excess thereof. 
In case of production in excess of thi9 quantum, prior approval of 
Government would have to be obtained regarding the terms of 
payment of royalty in respect of such excess production. 

(iii) The foreign collaborator shall be paid a lumpsum of Rs. ..... - 9  

subject to applicable Indian taxes for technical kncwhow, 
drawings, documentation, erection and commissioning etc. The 
lumpsum shall be paid in three instalments as detailed below: 

(a) 113 after the agreement has been taken on record. 
(b) 113 at the time of transfer of technical dacumentaticn. 
(c) 113 after the commencement of commercial production. 

(iv) You shall export at least. . . . . . . .  % of the annual production 
of the item to be manufactured under this collaboration for 
a period of . . . . . . .  .years. You shall export the product to be 
manufactured under this collaboration at least of the value of 
Rs . . . . . . . . . . . . . .  in terms of foreign exchange per annum for . .  
yearslover a period of . . . . . . . .  years. For this purpose, the 
requisite guarantee, i.e. legal undertaking bank guarantee as 
may be required should be furnished according to the detailed 
instructions issued by the Chief Controller of Imports and 
Exports (EO Cell) and the Ministry of Commerce (TAEF), 
who may be contacted in the matter. 

2. You are requested to confirm to the MinistrylDepartment of. ..... 
. . . . .  .and also to the Foreign Collaboration Unit, Secretariat for Industrial 
Approvals, Udyog Bhavan, New Delhi-110011, that the terms of colla- 
boration stipulated above and in the Annexure to this letter are acceptable 
to you. 

3. Ten copies of the collaboration agreement which should be strictly 
in accordance with the terms as indicated above, as finally executed and 
signed by both the parties may be furnished to the MinistryjDeparrment 
of . . . . . . . . . . . . . . . . . . . .  

4. This approval to the terms of collaboration is valid for a period 
of six months from the date of issue of this letter. 

Yours faithfully, 
Under Secretary to the Govt. of India. 



ANNEXURE I1 
No. F C - I ( I ~ ) / ~ S  

GOVHRNMENT OF INDIA 
MINISTRY OF INDUSTRY & CIVIL SUPPLIES 

(DEPARTMENT OF INDUSTRIAL DEVELOPMENT) 
(Foreign Collaboration Unit) 

New Delhi, the 20th Oct., 1975. 
CIRCULAR NO. (25)-SIA 1975 Series 

S U B  : Taxalion liabiliy of rhe foreign companies enrering into collabora- 
tion with Indian Parries. 

As the administrative Ministries are aware, applications for foreign 
collaboration submitted by the Indian parties often involve Fqrrent oi 
lumpsum amount with or without recurring royalty. While approving 
foreign collaboration proposals such payments are invariably expressed 
as subject to applicable Indian taxes and decided by tke Inccme-tax autho- 
rities. The Foreign Investment Board has observed that difficulties are being 
experienced by the Indian parties in negotiating terms of payment with 
foreigncollaborators because the exact nature of tax liability of the fcreign 
company specially on lumpsum payments and the extent to which relation 
in this respect could be allowed under the Indian law are not clear. The 
matter has been examined in detail in consultation with the Ministry of 
Finance (Department of Revenue and Insurance) and it has been decided 
that with a view to safeguarding the interest of revenue to the maximum extent 
possible, the following points may be kept in view by the administrative 
Ministries and other concerned while scrutinising and approving foreign 
collaboration agreements. 

(a) It would be desirable to avoid stipulating a composite amount of 
payment to cover all the services to be rendered by the foreign 
collaborator in terms of the agreement. Stipulation of a com- 
posite sum would lead to controversies regarding the allocation 
between the taxable and non-taxable activities of the 
foreign collaborator. Broadly speaking, amounts payable for 

services rendered in India or by way of royalties for the use 
of patent etc., are taxable in the hands of foreign collaborator 
while amounts for services rendered outside India are not taxable 
unless the amount is received in India. 

(b) Details of the services to be rendered in India and those to be 
rendered outside India should be clearly spelt out separately in 
the collaboration agreement. 

(c) Amounts relatable to services rendered in India and services 
rendered outside India should be separately indicated in the agree- 
ment. I t  should be ensured that the amount payable for services 



rendered in India is commensurate with the nature and 
extent of services rendered in India and that the amount payable 
for services rendered out of India are free e.g. the provision 
regarding making available the service of technical personnel. In 
such cases, the Income-tax Officer will not unnaturally examine 
the question whether the amount apparently earmarked for 
services rendered out of India does not really include an appro- 
priate amount for services to be performed in India, free of cost 
or at no profit. 

(d) Amount payable by way of royalties for use of patents, etc. should 
also be separately mentioned. 

(e) If the supply of knowhow is intimately connected with the visit 
of foreign technicians to enable the Indian collaborator to put 
the knowhow to use, It may be ensured that no attempt is 
made to draft the agreement in such a manner as to suggest 
that the entire knowhow has been delivered or supplied from 
abroad. The general position in law is that if the knowhow 
is supplied from abroad, the income accrues abroad but where 
the technicians provided by the foreign collaborator also help 
the Indian party to introduce the knowhow in the Indian pro- 
ject, a view can be taken that the knowhow is partly supplied in 
India and hence, a part of the income will become taxable. 

(f) Where an agreement provides for the supply of machinery 
or equipment and also for technical services to be rendered in 
connection with the putting up or supervision or commissioning 
etc., of the plant, it may be ensured that the amount stipulated 
to be payable on account of the supply of machinery or equip- 
ment is not unduly inflated at the cost of the amount attributable 
to the technical services to be rendered in India. This has also 
to be ensured when there is one agreement for the supply of 
machinery or equipment. 

a separate agreement for the rendering of technical services. 

Sd/- 
C. Subramanian, 

Under Secretary to the G m t .  of 
India. 

Copy to Ministry of Finance. 
(Deptt. of Rev. & Ins.) among others. 



APPENDIX XIX 

F. No. 415/2/76-IT (Inv) 

GOVEIINMENT OF INDIA 

CENTRAL BOARD OF DIKECT TAXES 

New Delhi, the 26th April, 1976. 

A11 Commissioners of Income-tax. 
(By name) 

Sir, 

SUB : Special Circles for Professionals-,hfomtllnce of-Supervision 
and evaluation-Znsrructions regarding : 

In  para 4.13 their 186th Report, the Public Accounts Committee have 
observed as under :- 

"13etter late than never, Special Circles have recently been set up 
in ten urban centres for dealing with 'professionals' like doctors, 
lawyers etc. The  Committee trust that work in these Special 
Circles, which will have a lot of leeway to make up, will be 
adequately performed and supervised." 

The  ten urban centres at  which special circles have been set up are i n 
Bangalore, Bombay, Calcutta, Delhi, Hyderabad, Kanpur, Lucknow, 

Madras, Patna and Poona. The  Commissioners concerned will please 
carefully note the above observation for due compliance. 

2. T h e  object of formation of these circles is to ensure that all persons 
in the profession having taxable income/wealth are brought into the tax 
net and their assessments are made with due scrutiny and 
taking into account the material available from various sources. As far 
as possible, the income and wealth tax assessments for an assessment year 
in the case of a particular assessee should be completed simultaneously so 
that growth in net wealth is kept in view while determining the total income 
for the year. I t  is also expected that inspecting Assistant Commissioners 
incharge of these circles will play a precise and purposeful role. They 
should remain in close and constant touch with the work of survey for 
bringing new assessees on the departmental registers and give requisite 
guidance to the assessing officers for bringing enquiries being made in 
important cases to successful fruition. 



3. While making the annual inspections of these circleslof the work 
of individual officers the adequacy of arrangements for bringing cases 
of new processionals on the Department's fegisters, standards of perfor- 
mance in tapping of available sources for useful information, investigation 
into the suspected cases of tax evasion and penalties and prosecutions for 
concealment should receive particular attention. 

4. T h e  Commissioner of Income-tax in whose charges a special circle 
for dealing with the cases of professionals has been formed will make an 
annual evaluation of the performance of the circle in the proforma annexed. 
His evaluation report should be sent so as to reach the Director of' Inspection 
(Income-tax & Audit) by 15th May each-year. Thus, the evaluation 
report for the year 1975-76 should reach the Director of Inspection (IT&A) 
by 15th May, 1976. 

5 .  Brieffacts oftax evasion/avoidance techniques used by theassessees 
which are likly to be of general interest, methods employed to detect 
them and the results achieved may be sent quarterly, by the end of the 
month following the quarter, to the Director (P& PR) for being published 
in the Central Board of Direct Taxes Bulletin. If discovery of any parti- 
cular technique warrants issue of general instructions, the same may be 
b r o u ~ h t  to the notice of the Director of Inspection (Investigation). 

Yours faithfully, 

Sd/- 
(R. Venkata Ramiah) 

Under Secretary, 
Central Board of Direct Taxes. 

Encl. Proforma 

PROFOKMA 

,4nnual Evaluation Report in respect of pmfornlancc of the Srpcial Circlc 
for professionals a t .  . . . . . . .for the fivancial p a r .  . . . . . . . 

(1) t'.cncral inforrnalion : ( i )  Date offormation of the. Special Circlr. 

(ii) lurisdiction of thr Circle (If more than one 1TO. 
how the jurisdiction is allocated b c t ~ r r n  thrn~) .  

(i) Sourcrs tapprd/arragrmrnts madt- during thr scar fclr 
collecting information for bringing nrw caws of p l c ~  
fwionals on thc rcgistcrs of 1.T.Dept. (Profmion-wise) 

(i i )  Rrsults aclk\rd : -- 
Beginning of thr yrar Closr of the ycar -- -- 
No. in pro- No. on G.1.R KO. in pro- Ko in G.1 .I\. 
Cession fmsion 

Doctor (a) (1)) (c) ( 4  
- - . . .- - ~ - . -.-- . . . - - -- - - ..- - 



- - 
(a) (b) (4 (4 - 

Lawyen-, 

C. As. 

Architect? 

Contractor 

Engineers 

In  case of w i d ~  discrrpanry betwrrn (r) & (d), brirf 
explanation therefor. 

(IV) Penalties for concealment : 

(V) Prosecutions : 

No. of asses- I.T. W.T. 
ments cornple- 
ted during the 
ycar : 

No. of penalty pro- I .T. W.T. 
ccedings initiated 
during the year. 

No. of cases in which Concealmrnt,'Tech. -- 
IPC offcnces 

oflcnccs -- 
(a) Prosecution launched during 

the ycar (Givc names ofcases, 
profession and Board's rcf- 
ercnce) 

(b) ~oceed ings  compounded dur- 
Ing the year (Givc n a n m  of 
cases, profession, rompound- 
ing fee and Board's refrrcnce) 

(VI) Brief particulars of any inter- 
esting case($) procawd during 
the year : 

(VII) (a) C.I.T's evaluation of 
the performance of the 
Circle during the year; 

( b  l Programme of work for 
the ensuing financial 
year. 

(Commissioner of Incomt-lax) 

SIGNATURE 



APPENDJX XX 

STATEMENT OF ACTION TAKEN ON THE RECOMMENDA- 
TION OF THE PUBLIC ACCOUNTS COMMITTEE 

DEPARTMENT O F  REVENUE & BANKING 
(REVENUE WING) 

Recommendation 

The Committee note from the reply dated the 5th October, 1974 
that the Ministry have ordered a review of all cases of assessments of 
Rs.50,ooo and above completed during the years 1971-72 to 1973-74 to 
see whether interest has been levied in all cases of short or non-payment 
of advance tax, for delay in submission of return of income and for non- 
payment of tax by the due dates and that the results were expected by 31st 
October, 1974. I t  is most de lorable that even after six months of the 
target date fixed, the results o !' the review have not been made available 
to the Committee. The Committee take serious view of the delay that 
has takevl place and for which there would appear to be no valid reasons. 
They would urge the Government to expedite the review and report the 
results to them without any further loss of time. The Committee also 
desire that responsibility for the delay should be fixed. 

[S. No. 17 (Para 1.42) of Appendix to 141st Report of the Public 
Accounts Committee (1974-75)]. 

Action taken 

A reference is invited to this Department's reply of even number 
dated the 7th Mly, 1976. Revised information in respect of remaining 
23 Charges has since been received and is given below :- 

I .  Total number of c a m  of Rs. 50,000 and above complctcd during the 
yrars 1971-72 to 1973-74 in 23 Chargrs . . . . . . 0 . 4 3  

2. Number of assessments checked/rcvicwrd out of ( I )  above . . 0. j o  
3. Number of assrssn~ents in which short levyinon-levy of interest was noticcd 0.04 
q.Amot~ntofinteratsllort-lcvicd/notlerid . . . . . . 42-90 
5.  Amount of interest out of (4) above not rcdcernablr due to limitation . 1.50 

(In 106 
cam) 

Sd/- I. P. Gupta, 
Additional Secretary to the Govt .  of India. 

F. NO. 231/21/73-A&PAC-I1 (Pt.). 
Dated the 8th March, 1977. 



APPENDIX XXI 

INSTRUCTION No. 750 

F. NO. 212/225/74-ITA.II 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 4th September, 1974 

From 
Secretary, Central Board of Direct Taxes. 

T o  
All Commissioners of Income-tax. 

SUB.:-Issue of refund above Rs. I lac-raprior approval of the 
Inspecting Assist ant Commissioner of Income- t a x - l n s t  ruct ions 
regarding- 

Sir, 
I am directed to invite reference to the Board's Instruction (F. No. 

3615164-1TA.I) dated 18th July, 1964 which requires the Income-tax 
Officers to take prior approval of the Inspecting Assistant Commissioner 
before giving effect to the appellate orders resulting in tax effect of Rs. I lac 
and above. 

2. As various irregularities have been noticed in issue of refunds of 
big amounts, it has been decided by the Iloard that the Income-tax 
Officers should obtain prior approval of their Inspecting Assistant Com- 
missioner of Income-tax before issue of refunds arising under Chapter 
XIX or deemzd refunds in Chapter XXII-B of the Income-tax Act, 
1961 or refunds on account of any other reason. While granting approval 
Inspecting Assistant Commissioners will also examine the desirability of 

withholding the refund under section 241 of Income-tax Act, 1961. 

3. This instruction may please be brought to the notice of all the 
officers in your charge for strict compliance. 

Yours faithfully, 

Sdl- 
(T. P. Jhunjhunwala) 
Secretary, C.B.D. T. 



APPENDIX XXII 

F. No. Audit -9/75-76/DIT 
DIRECTORATE OF INSPECTION (Income-tax) 

Nirikshan Nideshalaya (Aayakar) 

'grams : DIRIN'TAX' Mayur Bhavan (4th floor), 
New Delhi-IIOOOI. 

October 10, 1975. 

To 
All Commissioners of Income-tax. 

Sir, 
Internal Audit-Scope and functions-Wanchoo Committee Recom- 
mendation-Follow up action-regarding- 

In its Recommendations No. 429 and 460 regarding the functions of 
Internal Audit Organisation of IT Department and the scope of its audit, 
the Wanchoo Committee have recommended as under : 

( I )  The Internal Audit Wing of the Department should exercise 
greater vigilance and check over the accounts of the Depart- 
ment. 

(2) Internal Audit should not merely act as the watch-dog of 
revenue but also protect the tax payer's interests by looking 
into cases where credit for taxes paid was not given or refunds 
were delayed. 

(3) Internal Audit should also comment on the adequacy of forms 
and procedures and send its suggestions to the Directorate 
General of Organisation and Methods. 

(4) The IAC (Audit) should conduct studies and investigate the 
causes or reasons for mistakes commonly committed and 
offer suggestions to the Director of Inspection (Audit) for 
remedial measures. 

These recommendations have been accepted by the Government. 

2. In regard to recommendation in item (2) above, the existing 
Internal Audit Check Sheets already required the IAPs to check that 
the credit for pre-paid taxes is given correctly. The Check Sheets also 
require 1.A.Ps. to bring to notice the cases of delay in issuing refunds 
pursuant to appellate orders or u/s I ~ I A  of the IT Act. The checking of 



direct refund cases involving refunds of over Rs.z~,ooo has also been 
entrusted to higher officers-ITOs (IA) upto refunds of Rs.~o,ooo and 
IACs (Audit) above Rs.~o,ooo-to ensure that the interests cf both the 
Revenue and the assessee are well safeguarded. T h t  Directorate's letter F. 
No. M-6/r/p/DIT datedzz-9-72 further requires the IAPs to bring to the 
notice of commissioners cases of inordinate delays in the issue and service 
of demand notices. IAPs are thus already under instructions to protect 
the tax payers' interest as well. However, it is again clarified that the duty 
of Internal Audit is to check that the tax assessments made are in accordance 
with law and the rules made thereunder and the IAPs are expected to point 
out all mistakes irrespective of whether their rectification is likely lo result 
in a gain to the revenue or to the assessee. 

3. The IAPs are at present MAINLY engaged in checking whether : 

(a) the direct tax assessments or other orders of' quasi-judicial 
nature, made by the direct tax authorities ale in accordance 
with the law and the rules made thereunder as also the instruc- 
tions issued by the Board and the facts on record ; and 

(b) any action/proceedings regarding any direct assessments 
required under the law have not been omitted to be taken. 

In view of the Wanchoo Committee's recommendations, the Internal 
Audit will in future also check whether : 

(i) the procedures and form prescribed by the Inccme-tax Deptt. 
are adequate; 

(ii) the instructions issued and procedures prescribed by the Board 
are being duly carried out. 

(At present the IAPs' check of this aspect is very limited; 
viz. in respect of the procedure prescribed for (i) the checking 
and rechecking of tax calculations by Ministerial StaffIITOs; 
and (ii) the timely issue and service of Demand Notices ; etc.) 

(iii) the tax demands, and collections/recoveries are correctly 
brought to account and the relevant accounts records arc 
maintained properly. 

(The checking of Demand and Collections Registers 
which was earlier with IAPs was withdrawn from them in 
1969 due to inadequate strength of IAPs and is at present 
entrusted to the staff of range IACs). 

The IACs (Audit) would also in future conduct studies and investi- 
gate the causes or reasons for mistakes commonly committed and send 
their suggestions to this Directorate for remedial measures. Suggestions of 
Internal Audit regarding the forms and the procedure should be sent by 
rhe CsIT to the Director of Organisation and Management Services 
with a copy to this Directorate. 



The checking of direct tax assessments, orders etc., should continue 
to be given top priority as done hitherto. However, if during the checking 
of assessments, IAPs happen to notice the non-compliance or inadequacy 
of any important procedure or instruction or the absense of a prescribed 
procedure for any important branch or aspect of work, it must be brought 
to notice. The checking of Demand and Collection Registers should 
however, continue to be done by the staff of Range IACs till further 
instructions. 

The receipt of this letter may please be acknowledged. 

Yours faithfully, 

Sdl- 
(V. S. Narayanan) 

Director of Inspection (I. Tax CY Audit). 

Copy to : 

(i) All DsI; DOMS; Director (Training), IRS (DT) Staff College, 
Nagpur. 

(ii) Shri K. C. Mahadevan, Director (PAC), CBDT New Delhi 
with reference to Board's D.O. F. No. 246/143/75-A&PAC-I 
dt. 10-9-75. 



APPENDIX XXIII 

STATEMENT SHOWING LATEST POSITION I N  REGARD 
T O  RECOMMENDATIONS CONTAINED I N  EARLIER 

REPORTS O F  P.A.C. CITED I N  PARA 2 - 4  O F  186TH 
REPORT ( F I F T H  LOK SABHA) 

From the aforesaid reply of Government, the following position in 
respect of various matters referred to in paragraph 2 . 4  of their 186th 
Report (Fifth Lok Sabha) has emerged : 

(i) In paragraph 3.14 of their 186th Report, the Committee.had 
recommended an early decision on the recommendations of 
the Direct Taxes Enquiry Committee (Wanchoo Committee) 
and that made by the Committee appointed under the Chair- 
manship of Dr.  T. N. Mathew, Joint Secretary, Department 
of Statistics. The  Department has invited the attention of 
the Committee to their reply to para 3 -  15 (SI. No. 2) of this 
Report. This  reply has been dealt with in detail in para- 
graph I .  13 of this Report. 

Department's reply to Committee's recommendation in 
paragraph I 14 of their 150th Report regarding amalgamation 
of the Agencies for collecting information and conducting 
research on tax problems has been dealt with in detail in 
paragraph I .  1 3  of this Report. 

(ii) In  paragraph 4 . 7  of their 186th Report, the Committee had 
referred to their edrlier recommendation contained in para- 
graph I .  15 of the I 18th Report (Fifth Lok Sabha) to the 
effect that the "survev of house properties in all the charges 
should be completed under a time bound programme". In  
rzp!v, the D-partment has intimated that the results of the 
' j l r v=v  ?re still awaited and that the Committee will be 
inform-d as won  as the result? of the Survey are known. 

(iii) In paragraph 4 .  I I  of their 186th Report, the Committee 
had referred to their earlier recommendation contained in 
paragraph 5.69 of their 128th Report (Fifth Lok Sabha) 
in regard to scrutiny of Collaboration Agreements from the 
tax angle. The  Department had, in their note dated 27th 
October 1975, (included at page 23 of the 186th Report) 
intimated that the matter, had been referred to the Ministry 
of Law for obtaining the opinion of the Attorney General. 
The  latest reply of the Department (July, 1976) merely 
repeats their earlier reply. 

(iv) In  plragraph 5 .  r 3 of their 186th Report, the Committee had 
referred to the fact that on 14 April, 1975 Audit had requested 



the Ministry to indicate (i) the number of obiections with tax 
effect pointed out separately by Revenue Audit and Internal 
Audit which became time barred during the year 1973-74 
and (ii) the various steps taken since January, 1973 to 
improve the ,functioning of the Internal Audit Parties and 
whether the Audit Cell had made out assessment of the 
improvement effected in this regard. The Department has 
now intimated that the information sought by the Audit in 
this connection has been furnished to them vide (the D.O. 
No. 236/194/71-A&PAC-I1 dated 6 May, 1976-Appendix 
11). The information for 1973-74 is given below : 

(i) Receipt Audit objections time-barred : 
32 involving under charge of Rs.2,58,000. 

(ii) Internal Audit Objections time barred : 
I 12 involving under charge of Rs. 1,76,ooo 

6 involving over-charge of Rs. 3,ooo/-. 
The working of Internal Audit system has been discus- 

sed in more detail in paragraphs I .37 to I .42 of this Report. 
(v) In Paragraph 5.20 of their 186th Report, the Committee 

had referred to their earlier suggestion of having a counter- 
check of the computation of income and draft assessment 
orders. In this connection, the Committee's attention has 
been drawn to the Department's reply dated 24th April, 
1976 to para I 17 of the 187th Report of PAC (Fifth Lok 
Sabha). This reply has not been accepted by the Committee 
as satisfactory and has been commented upon in paragraphs 
I .  9 and I. 10 of their ~ 1 s t  Action Taken Report (Sixth Lok 
Sabha). 

(vi) In paragraph 6.13 of their I 86th Keport, the Committee had 
referred to organisation and working of the Internal Audit 
Parties. In this connection, the Department has invited the 
Committee's attention to the replies furnished to paragraphs 
of I .  16, 2-21, 5-18 and 5.19 of 187th Report of the PAC 
(Fifth Lok Sabha). 

(vii) In paragraph 7.5, the Committee had, considering cases of 
non-levv of additional tax, rderred to their earlier recommen- 
dation in paragraphs I 73 of their 128th Report (Fifth Lok 
Sabha) and I .  14 of their 153rd Report (Fifth Lok Sabha) 
for undertaking a review of all the completed assessments 
relating to the assessment years prior to 1965-66. In this 
connection, the Department has invited attention to their 
reply dated 17 July 1975 (Appendix VII) according to which 
the result of the review is as under : 

I. No. of cases reviewed . . 1,624 
2. No. of cases where the mistake was 

found . 3 
3. Tax effect . . 12.74 lakhs. 



In  paragraph 7.13, the Committee , had referred to their 
recommendation in paragraph 1.75 of their 128th Report 
(Fifth Lok Sabha) and desired that the question of doing away 
with the distinction between a public company and a closely 
held public company should be considered expeditiously as a 
step towards simplification." 

In reply the Department has invited attention to their 
earlier reply dated 25-8-75 (Appendix IX) wherein they had 
expressed the view that "it will not be desirable to do away 
with the distinction between a public limited company and a 
clos~ly held public company for tax purposes by making a 
provision on the lines contained in the Company Law 
(Amendment) Act, 1974. 

(viii) In paragraph 9. 17 of their 186th Report, the Committee 
had referred to the fact that a general review of all cases of 
aseessments of Rs. 50,000 and above completed during the years 
1971-72, 1972-73 and 1973-74 had been ordered on 27 
September 1974 and desired to know the final result of the 
review. The Department has invited attention to their 
replies dated 7 May, 1976. This has been dealt with in 
paragraph 1.28 of this Report. 

(ix) In paragraph I I .  I I of their 186th Report, the Committee 
had referred to paragraph 4-  54 of their 5 1st Report (Fifth 
Lok Sabha). They had noted the fact that, in pursuance 
of one of their earlier recommendations, the Commissioners 
had informal discussions with the Chief Justice of many 
States regarding constitution of additional or special benches 
to dispose of income tax cases pending before the Courts. 
The Committee had desired that efforts in this direction 
should continue. 

In paragraph 11.14 the Committee had referred to their 
earlier recommendations contained in paragraph 1.105 
of their 150th Report (Fifth Lok Sabha) stressing the need 
for a satisfactory system of reconciliation between the amount 
of tax deducted at source and the amount credited to Govern- 
ment Account in the Income Tax Department as is in vogue 
in the United Kingdom. 

The Department has invited the attention of the Com- 
mittee to their reply dated 13 November, 1975 which was 
reproduced at page 72-73 of 186th Report of the PAC (Fifth 
Lok Sabha). 

(x) In  paragraph 11.20 of their 186th Report, the Committee 
had referred to their earlier suggestion in paragraphs I. 14 
and I .  IS of their 25th Report (Fifth Lok Sabha) to improve 



methods adopted by Intelligence Wing of the Department. 
In reply, the Department has intimated that the Board have 
recently taken steps for strengthening the work of the Intelli- 
gence Wing. Five additional posts of Deputy Directors, 
53 posts of Assistant Directors and 162 posts of Inspectors 
have been sanctioned in April, 1976. 

( x i )  In paragraph 11-25 of their 186th Report, the Committee 
had referred to their earlier suggestion contained in paragraphs 
3.29 and 3.30 of their 87th Report (5th Lok Sabha) that 
the Board should set up a machinery for watching the re- 
covery of arrears in excess of Rs.10 lakhs in each case. 
In  reply, the Department has referred to their reply to 
Committee's recommendation in paragraph r I .  3 I of their 
186th Report (5th Lok Sabha). The aforesaid reply has 
been dealt with in paragraphs I .  30 and I .32 of this Chapter. 



APPENDIX XXlV 

S. Para of MinistrylDepartment 
No. Report 

I .  I .7 Ministry of Finance The Committee had come to the conclusion that they have been mak- 
(Department of Revenue) ing recommendations repeatedly and the Government have been giving 

assurances which have, largely remained, unfulfilled. In support of r 
their conclusion, the Committee had cited recommendations of their 
earlier Reports. The Committee had recommended that Government 
should devise an adequate machinery to see that the recommendations 
of the Committee receive adequate and prompt attention at all levels. 
In their reply, Government have merely stated the factual position on 
earlier recommendations cited as illustrations but have not spelt out the 
specific steps taken or proposed to be taken to ensure timely implemen- 
tation of the assurances given by them to the Committee. The Com- 
mittee, therefore, reiterate their recommendations. 

Do. The Committee had in paragraphs 1.23 to 1.26 of their ~ 1 s t  Report 
(1972-73) stressed the need for amalgamation of different agencies en- 
gaged in the task of collecting information and conducting research on 
tax problems. The Working Group of the Adminisrrative Reforms 
Commission of the Central Direct Taxes Administration (1968) had, 
it would be recalled, also favoured such an amalgamation. In th* 
note dated 17 July, 1976, the Committee were informed that no decision 



Do. 

. 
had been arrived at on this question but in a subsequent Note dated 
13 September, 1977, the Committee have been informed that "'merger 
ot' the three agencies viz. Tax Planning and Legislation Section, the 
Directorate of Research and Statistics and the Fiscal Policy Research 
Unit was not considered necessary." The Committee are surprised 
at this laconic reply. Strangely enough, it does not mention even bri@ 
the reasons which have weighed uith the Government in not ac-g 
this long outstanding recommendation of the Committee. The Corn- 
mittee reiterate their recommendation and urge Government to reconsi- 
der their decision. 

The Committee note that Government have already collected details 
of the methodology followed in U.K. and U.S.A. for formulation of 
budget estimates. Now that necessary posts have also been sanaioned, 
the Committee hope that necessary studies in revenue forecasting wodd 
be undertaken soon and a more effective forecasting system evolved 
which would avoid marked variations between budget estimates and 
actuals. .;uc 

Do. ~t is a matter of satisfaction to note that Government share the views . 
of the Committee regarding the importance of coordination among the 
various limbs of the tau machinery and also among the Central Board - 

of Uirect Taxes and the Administrative hiinistries entering into or 
approving t:mign collaboration agreements and that certain steps have 
already been taken by Government in this direction. One such .step 
is the appointment of a Departmental Committee to make a 'cmdy in 
depth" of various problems including the functioning of the existing 
system, resources and the areas of receipt of information and the 111(~nnm 
of its utilisation, etc. The Committee trust that Government would 
soon decide upon the steps to be undertaken by it to eilsure gram 
cocrdination and combat the problem of income escaping assessment 
to which the Committee have been attaching a great deal of hwrtwe, 



5. I .26 Ministry of Finance While sharing the anxiety of the Committee regarding "costly mis- 
(Department of Revenue) takes" detected by the revenue audit internal audit from time to time the 

Department of Revenue stated that in the recent past, the emphasis has 
been on administrative planning, organisational development and new 
management concepts like 'cmanagement by objectives". The lines of 
this new approach are stated to be (i) Introduction of a system of Annual 
Action Plans since 1974-75 (ii) formulation of a Five Year Plan regardtng 
requirements of officers and staff for assessment and collection work 
upto 1979-80 (iii) strengthening of training arrangements of I.R.S. (Direct 
Taxes) Staff College, Nagpur and setting up of four Regional Training 
Institutes at Bombay, Bangalore, Calcutta and Lucknow, (iv) setting 
up of an independent wing for publicity and public relations and (v) 
installation of mini-computers which will cover collection of taxes in all 
cases involving income exceeding Rs. 25,000. The Committee hope ca 
that efficacy of these steps to minimise incidence of mistakes in assessment 
of income would be kept under constant review. The Committee also 
hope that excessive reliance on augmentation of staff strength to check 
such mistakes would be avoided. 

Do. From the foregoing information furnished by the Department of 
Revenue, the Committee find that out of 1.73 lakhs of assessments of 
Rs. 50,000 and above completed during the assessment years 1971-72 to 
1973-74, a review of 1.61 lakhs of such assessments has been made. This 
limited review has revealed o .12 lakh cases of assessment involving short- 
levylnon-levy of interest. Out of the interest of Rs. 145.41 lakhs short 
leviedlnon-levied, an amount of Rs. I .53 lakhs is stated to be ('not re- 
deemable due to limitation". The Committee stress once again the 
need to devise effective steps to ensure that interest is recovered in all 
cases of default wherever it is leviable under the provision of the Income- 
tax Act to avoid loss of revenue on this account. 



Do. 

Do. 

The crux of the Committee's suggestions was that the work of Income 
tax Officers should be so planned as to ensure that bigger cases involving 
high incomes should be taken up not only well before the end of the 
limitation period but also on a priority basis. The Action Plan indicated 
in the Ministry's reply to paragraph 5.21 contemplates, inter alia, the 
disposal of 75 per cent of the total work-load of company cases with 
income above Rs. 5,000 and disposal of 70 per cent of all non-company 
category-I cases during the year. This apparently, does not amount 
to a fixation of any priority for high income cases in so far as the per- 
centages prescribed in the Action Plan could, as well, be worked upto 
by comp!eting only the relatively smaller cases. Since the arrears of 
tax are still continuing to rise, the Committee reiterate their earlier sug- 
gestion that apart from fixing overall percentages for disposal, the Ministry 
should also lay down certain order of priorities to ensure that high in- 
come cases involving larger tax revenues are not relegated to the back- 
ground. 

The Committee reiterate their recommendation that assessment of 
cases may be categorised and those involving more than Rs. 5 lakhs of 
returned income may be assessed directly by the Inspecting Assistant 
Commissioners rather than by Income Tax Officers. As pointed out by 
the Committee earlier, such a step will improve the standard of per- 
formance and reduce the possibilities of mistakes. The Committee have 
been informed that "a study regarding manpower requirements for 
handling of assessments in cases with income exceeding Rs. 5 lakhs, 
by the IACs has been received from the Director of O&M Section and 
is under process." The Committee hope that while examining the need 
for augmentation of staff strength on this score, the Department would 
also see whether objective of entrusting big income cases to IACs could 
not be achieved by re-distribution of work at various levels. 

9. 1-42 Do. Internal audit as introduced in 1954 with a view to providing a second 
check over the arithmatical accuracy of income and determination of 

CI- - 



tax. In 1964, the Board extended the function of internal audit to find- 
ing out mistakes in law. The scope of internal audit was further ea- 
larged in October 1975 authorising it to check also the adequacy of pro- 
cedure and forms prescribed by the Department and to make suggestioas 
for their improvement to the.Director of Inspection (O&MS) for neceo- 
sary remedial action. From the Reports of the Comptroller & Auditor 
General of India on Revenue Receipts presented to Parliament, the Com- 
mittee continue to notice a number of mistakes involving substantial 
loss of revenue which escaRq the attention of internal audit. As already 
pointed out by the Committee in paragraph 12.12 of their 187th Report 
(5th Lok Sabha) there is a clear need for restructuring and re-organising 
the internal audit, so as to make it an efficient tool for tax management. r, 

QO 

'f o. 1.46 Ministry of Finance The Committe.: regret that the Governmeni have not taken any de- 
(Department of Revenue) cision so far on observationslrecornrnendations of the Committee on 

Subordinate Legislation, the Select Committee on Taxation Laws (Arnend- 
ment) Rill, I 975 ard the Petition Committee of Parliament on the dis- 
pute between the officers directly recruited to Class I and those promoted 
to it.The Committee, therefore, urge upon Government the need to 
expedite a decision on this matter. 
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