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I, the Chairman of the Public Accounts Committee, as authoris- 
ed by the Committee, do present on their behalf this Seventeenth 
Report. In this Report, the Committee have dealt with a few 
selected Audit paragraphs relating to 1ncom~-Tax, uiz. paras 59' 
and 60. of Audit Report (Civil) on Revenue Receipts, 1966 and 
paras 51, 56, 57, 58, 59 and 60 of Audit Report (Civil) on Rwenue 
Receipts, 1967. 

2. The above mentioned Audit Reports were laid on the Table 
of the House on the 28th April, 1966 and 30th May, 1961 respective- 
ly. 

3. The Public Accounts Committee conside~d the above men- 
tioned paragraphs at their sitting held on the 16th October, 1967 
(AN). The Report was considered and approved by the Committee 
at their sittings held on 1st and 3rd February, 1968. The minutes of 
these sittings form part of the Report (Part IT) **  

4. For facility of refervnce the main conclusions/recornmenda- 
tions of the Committee have been printed in thick type in the body 
of the Report. A statement showing the summary of the main con- 
clusions/recommendations of the Committee is appended to the Re- 
port (Appendix v). 

5. The Committee place on record their appreciation of the ay- 
sistance rendered to them in their examination of these paragraphs 
by the Comptroller & Auditor General of India. 

They would also like to express their thanks to the officers of the 
Ministry of Finance (Department of Revenue) and Central Board of 
Direct Taxes, for the co-operation extended by them in giving infor- 
mation to the Committee during the course of evidence. 

NEW DELHI; 
February 12, 1968 
Egh 23, 1889 (Saka) . 

M. R. MASANT, 
Chairman, 

Public Accounts Committee. 
- -- 

*The Publie Accounts Committee 1966-67) had appanted a s~b-Co~~~&tet  to 6 consider puma 59 and 60 of Audit eport (Civil) on Revenue Receipts, 1966. The 
Sub-Committee could not take any evidence as the Lok Sabha was dissolved on 3rd 
March, 1967. 

**Not printed (one cyclostyled copy laid on the Table of the House & five 
copies placed in Parliement Library.) 



Arteurs of Assessments-Pam 58 of Audit Rap& (Cidf) on 
Revenue Receipts, 1967. 

As on 31st March, 1966, 21.70 lakhs cases were outstanding with 
Incometax Officers pending assessment. The approximate tax in- 
volved in these cases is about Rs. 65 crores. The number of cases 
m n g  for the corresponding period last year was 17.85 lakhs. Ihe 
year-wise break-up of the outstanding cases is shown below:- 

Year 
No. of 
8S8CSS- 
m a t s .  

1961-62 &earlier years . WA45 

1.2. Category-wise break-up of the cases that are pending is as 
f 01lows:- 

(i) Business cases having income over Rs. 25,000 ' 1,20,18s 
(ii) Business cases having over Rs. 15,000 bur not exceeding 

RS. 25,000 I , I6435 
(iii) Business cases having income of over Rs. 7,500 but not 

exceeding Rs. I 5,000 . . ' 2599,353 
(iv) All other cases except those mentioned in category (v) and 

refund cases. . . 12,39,$88 

+[v) Small income scheme cases, Govtmmcaz: salary eases aad 
non-Government salary cases below Rs. 18,ooo 3,95468 



(ii) Hindu wdivided Pamilies I ,38,008 

(iii) Other aawciation of persons 139414 

1.4. The number of assessments completed out of the arrear a88ess- 
mentsl end out of current assessments during the past five years are 
given below:- 

No. of Assessments completed No. of 
Financial Number Assess- 

Year of assess- Out of Out of 'Total d/o ments 
ments current arrears pending 

for at the end 
clisposal of the year 

(The percentage in column 6 represents cases disposed of total 
number of assessments for disposal). 

1.5. Though in terms of percentage, arrears have registered r 
shortfall, in absolute terms the arrears have gone up. 



1.6. Ths foUowhg details about the -eats eOmpIeted in the 
mw&h of March, during the yesus 1W3-64, 1964-65 and 1965166 have- 
beem furpisbed by the Minis?ry. 

(i) Total number of nssessments 
completed 14,82,701 18,41,629 23,89,027 

(ii) Amount of tax demand invol- 
ved in (i) above Rs. 272.87 Rs. 327-@ Hs. 365 -97 

crores mores cr ores- 
(iii) Total number of assessments 

completed in the month of 
March . . . a,oq,ozz 474,762 2,94146 

(iv) Amount of' tax involved in 
(iii) above . Hs. 61 so2 Rs. 86.78 Rs. 106.54 

crores crores crores 

(v) 'Total number o f  .4ssessments 
completed in last 7 days 
of March each year 47,058 6 6 w J  63,645 

(vi) Amount oftax involved in the 
same Hs. 26-29 Ks. 30.15 Rs. 43.30 

crores mores crorcs 

1.7. Referring to the large number of assessments (2,94,146) in- 
volving tax of Rs. 106.54 crores completed in March, 1966 the Com- 
mittee asked about the measures taken by the Department to ensure 
that big cases involving large amounts were completed well ahead 
of date of limitation to avoid hurried assessments. The Chairman, 
Central Board of Direct Taxes stated, "We have issued instructions 
that the income-tax officers should plan their programmes. The 
latest instruction that we have issued is that in all important cases, 
in respect of which nearly 70 to 75 per cent of tax is recovered, the 
arrear assessments should be brought up-to-date and that the arrear 
assessment should be liquidated before 31st March, 1969." The wit- 
ness added that it was expected that half the arrears assessmmta 
would be liquidated by 31st March, 1968. 

1.8. The Committee are concerned to note that the number of ;tyr 

seements pending has i n c r d  from 7,12,4@7 in 1961-62 to 21,619,529 
in 1965-66. The Committee also note that during the last three yecus 
the percentage of assessments completed out of the total number of 
isse~sments for disposal varied from 50.8 per cent to 54.7 per cent 



* & ~ t b J & y h . l t f h o t d J u P l a k a d  - m- 
e&:-pJbl. W W ~ ~ t b - t f r c p e r t a - b t b  
fact tbat (hs numboh of W e u s  crrssr iovdvbrg am JPesrrrs ol ovar 
&. b,M, which were pssdtng on 3tbt Mare4 I-, - 1,2@W. 
Tbt Committee note that it fr only Iatalg that thc m a r t m a t  hu 
uihmcd i t w I  b the trdr Jt bSring up important assess- 
ments on a priorityb -. Tbe Cummftta m a little h b t -  
fd whoChat the tnrgets of 31rt Mnrch, 1968, for briwng ap to date 
the mwsment of 50 per cent of the important cases a d  of tbe re- 
mWng 56 eer cent by 3lst March, 1969, will be achieved. Tbs Coa- 
mittec cannot too strongly stress upon Covsrasasrrt the need to pry 
n p e d a l  attention to the speedy finalisation of pending assessments 
and in particular business csses involving an income of over BCf. 25,000 
and oC enwrfqg that in future all such assessments are givtn dore 
.priority and are not allowed to remain pending at  the and of the 
agassment gem. 

The Commitbe would l i b  to draw special attention to the fact 
that the total value of assessments completed in the last month 
(March) of the financial year 1965186 repmnted approximately 
par ceat of the total value of amessments c o m ~  further, nearly 
40 per cent of the value of asaeasments in the last month were aom- 
plated ia the last seven days ef March each gear. This is clearly in- 
d i d w e  of the fact that the Depmrtmemt is not planning its work pro- 
.psdy ud that a large number of c a m s  are rushed through in the last 
month and indeed in the very last week of the Anandal year. The 
' C m e  rPaald Itkt Cxov-ent to take d d v e  measures to en- 
s- ard I l l ~ d ~ d a x  OtPlcers plum their programme in such a way 
,tbrt ~lllbwmemt ef c~acs hvdkrhg large incomes is not cruwded into 
the kst month and 4hc last w e d  of the gear. 

1.10. The Committee expect that the Income Tax OtlIicers will be 
mftebly instructed to ensure tbat no assessment is left incomplJt, 
save under exceptional circumstances and with the prior approval of 
the Commissioner, beyond two years after tbe assessment year not- 
withstanding that the limitation for assessment is four ye-. 

Anears of Tax Demands-Pam 57 af Audit Rapmt (Ciuil) 1081. 
on Revenue Receipts. 

1.11. In a note furnished to the Committee, the Ministry b e  
stated that the final figures of tax demands pending paymknt es at 
*the end of March. 1986, amounted to Rq. 381.88 crora. 



111. Corporation Tax . . 87 * 33 
IV. Taxes on income other than Corporation Tax 281.25 

Interest . 13-30 
-..--- 

Tor AI . . 381 -88 

1.13. The Ministry have furnished the following yenr-wise break- 
u p  of these arrears; 

(In thousandsof Rupees) 

Year C3stpom- Tucs on Interest %rJ 
tion Tax  Income 

other than 
Corpora- 
tion T a x  

I 955-56 and earlier yean . 

1956-57 
1957-58 
1958-59 

1959-60 . 
1960-61 

1961-62 

1962-63 

1963-64 
m4-e 
1 4 6 5 4  

'Total amount outstanding to 
be collected . 

1.14. A statement showing the commbsioner-wise breakvp of the 
arrears is given in Appendix I. 

1.15. Out a£ Rs. 38P88 c w m ,  Mahtwashtra and West Bmgal 
charge# Rcmunt hr or. 11s lad Bil. I38 a8- raapecti-ly. 



1.16. Out of the ports uram of R.. 98148 er~ra th dl-- 
arrears are stated to be Rs. 244.87 mm. A sum oB Ra 37.85 oroanr- 
as per dCWl8 given below is estimated b be irrecoverable. 

(In crores of rupees) 

(a) Duc from persons who have left India leaving behind no 
plsseta . 6-61 

(b) Due fmnr ccmpanies under liquidation. + 6.54 
(c) Out ofother arrears as estimated by the Commissioner 24 ' 70 

37'85 

1.17. In a note furnished to the Committee, the Ministry of F'in: 
ance (Department of Revenue & Insurance) have stated that. on the 
basis of reports received from 9 Commissioners, there are 8 cases each 
involving irrecoverable arrears of Rs. 5 lakhs or more. 

1.18. The position in respect of cases of arrears of demnd  involv- 
ing an amount of Ra. 5 lakhs and more is as follows* 

(Rs. in crores). 

Arrcar denimd . No. of cases 

Over Rs. 5 iakhs upto Rs. I o liikhs in each case . . 509 35 ' 43. 
Over Rs. 10 hkhs upto Rs. 25 lakhs in each case . . 294 44. 18 
Over Rs. 25 lakhs in each cnsc 104- 55'47 

--- 
TOTAL 9 0 7 '  135.08 

1.19. I,n a note furnished to the Committee subsequently, the Min- 
istry have stated that the total number of cases in which the arrears 
of tax of over Rs. 25 lakhs each were outstanding as on 31st March, 
1966 comes to 142 and not 104 as previously reported. The amount of 
the tax involved in these 142 cases is Rs. 79.10 crores. These cases 
relate to different groups of companies the largest amount due from 
a particular group of Companies is Rs. 6.10 crores. 

1.20. The particulars of collections during 1965-66 out of the de- 
mands created in 1963-64 and earlier years, in 1964-65 and 1965-66 are 



a t r ? d  as below: 
(In a x e s  of Rs.) 

Arrears pertaining to 1963-64 and earlier years 14-96 
Arrears pcnaining to 1964-65' 48.91 
Arrears pertaining to 1965-66 ; zrr -73 

1.21. On his attention being drawn to the increase in the arrears of 
tax demands from Rs. 322.72 crores at the end of March. 1965 to 
Rs. 381.88 crores at the end of March, 1966, the Chairman, Central 
Board of Direct Taxes, stated that the problem of arrears had been 
recently examined at the Conference of Commissioners. The Board 
had laid down responsibilities for the collection of taxes upto a eer- 
tain amount on certain officers. They had also laid down that the 
Commissioners of Income-tax should be personally responsible to  
,collect arrears in those cases where the arrear was m r e  than Rs. 5 
lakhs. Accordingly arrears of Rs. 135 crores involved in 907 cases of 
over Rs. 5 lakhs, would be scrutinised by the Commissioners who 
would see that all steps were taken to recover these arrears. The 
Director of Inspection (Statistics) also looked into the arrears and 
issued directions as to the steps to be taken. 

1.22. Referring to the arrears of tax, the Secretary, Revenue and 
Expenditure stated: "Again a qualitative approach is being attempted 
-to screen out which are the cases under various court proceedings 
and we will have to take certain policy instruction as to how these 
cases are to be approached, because the intention is at least to the 
,extent that assessments have been made, the collection should be 
effected more by taking over certain functions now left with the 
State Governments. . . . . . . .But the problem really is not so much of 
.collecting arrears-though it is important enough-as of being able 
t o  assess tax income which is escaping assessment. That is where I 
feel the department should increasingly disengage itself from the 
-relativelp unimportant cases and concentrate on areas where evasion 
is taking place." 

1.23. The Committee also find from the reply given in Lok Sabha 
!by the Minister of Finance to Starred Questfan No. 361 on the 30th 



November, 1967 that tbe follming dcddonr were taka at  the W 
Comnisrioner's Conference held in August, 1967:- 

(1) Responsibility for appropriate action in cases where anears 
are atstanding has been Axed on particular officers, viz: 

Tnmrne-tax QAccrs : . Cases of arrears below Rs. I tskh 
Inspecting Assifitant Cfimmissioner Casesofarrears ofaver Rs. I lakh 

I - andbelowRs.5hkh. 

C:ammissioncrs. Cases of arrears of over Rs. 5 lakh\ 

(ii) In respect of demand locked up on account of Court pro- 
ceedings, the Ofticen were asked to instruct the Depart- 
mental Caulsels to take adequate steps to enable the re- 
covery of arrears by early finalisation of the court matters. 

(iii) Action regarding taking over of recovery work from the 
Statc Governments should be expedited, 

(iv) The process of writing off of irrecoverable demands should 
be expedited. 

1.24. The Committee have in thdr previous Reports expressed their 
great concern at the increase in the amount of arrears of income-tax 
from year to year. In this connection they would like to invite a re- 
ference to paras 1.257 and 1.258 of their 46th Report ((Third Lok 
Sabha) and paras 1.274 and 1275 of th6r  3rd Report (Fourth Lok 
Sabha). The arrears have increased from Rs. 282.37 crores in 1,963-64 
to Rs. 322.72 cram in 1984-65 and Rs. 381.88 crores in 1965-66. This 
contbuous rise in arrears of income-tax shows that the measures 
taken by the Board of Direct Taxes in the past have not resulted in 
any significant improvement, 

1.25. The Committee feel that as with assessmpnt cases, the atten- 
tion of the Department has to be conccmtrated on oases of arrears of 
tax demands of Rs. 5 lakhs and above. The number of such cases is 
only 907 but the arrears of revenue arising from them is d the order 
of Rs, 1.35 crores. The Committee have no doubt that with the Mag 
of rcspoasibilities at  various levels by the Department for ensuring 
the d a t i o n  of arrears, it would be possible to & them in a ma- 

short t h e .  Tbe Committee have a h  no doubt that th. im- 
pmvement in the redisation of BFT- wout  not only augment Gov- 

. 



ernmraat's fiaances but would Jso And due reflection in the tar- 
stmctara. 

IdB. The Committee would like Government to pay part- 
attention to the arrears of tax from Companies so as to allay the ap- 
prehension that m e  of these companies may be holang back Gov- 
ernment dues and utilishg them for business purposes. The C a -  
mittee f e d  that not only should dues be realised expeditiously but 
that pendties admissible under the rules should be imposed so air tv 
art as a deterrent to others. 

1.27. The Committee desire that Government make a thorough 
probe to ascertain whether the disparity in book figures of arrears of 
demand and effective demand is due to n temdency on the part of as- 
sessing oflicers to create high and unrealistic &an& which, on the 
one hand, might lead to wasteful litigation and on thc other fictitiously 
boost the demand figures with its other pernicious ramifications. The 
Committee would also like Government to examine all cases involving 
non-recovery of taxes of Rs. 1,0,000 and above out of the total irre- 
coverable amount of &. 37.85 crores. The Committee have no doubt 
that Government will take suitable action against the offcers found 
responsible tor neglect, if any, in respect of the irrecoverable de- 
mands mentioned above. 

Pending Appeals and Revision Petitions 

1.28. The number of appeal cases and revision petitions pending 
with the Appellate Assistant Commisioners and Commissioners of 
Income-tax for the period ending 30th June,  1965, 30th ,!me, 1966' 
and 30th June, 1967 respectively with refcrcnce to the year of 
institution are indicated below:- 

Year of Appeals with Appellate Revision petitions with. 
1ns:itu t ion .4c;sistant Cornmissioners Commissioners of 

Income-Tax 



1.29. In a note furnished to the Comnittee, the Ministry have 
furnished the following details of the nutnber of appeals filed and 
the total number of appeals disposed of during the years 1962-63, 
"1963-64, 1964-65 and 1965-66. 

(Income Tax  assessments 1962-63 1963-64 1964-64 1965-66 
onlv) 

and 
Demand rni sed (in lakhs) 280.87 268.37 330.91 361 -62 

of rupees 
42)  No. of cases in which 

appeals were filed with 
Appellate Assistant Com- 
missioners and Appellate 
Tribunals out of asses- 
sments referred to in(1) 
above. 



.(a) Appeals filed hefore A p p -  105697 I 16746 1431 57 17x540 
llate Assistant Commis- 
sioners 

~(b) Appeals filed hefbre Tri- 
bunal : 

(i) By Depdrt~nent 2209 2847 3 r 5  3286 

(ii) By assessees . I 1000 14387 I 2879 1 3 5 9  -- -- 
'Total of (i) & (ii) . 13209 17234 16034 16844 -- ---- 

(3) No. of caw disposed of 
by Aprellate Assistant 
Commissioners and Ap- 
pellate Tribunal out of 
a p p d s  preferred on 
assessments completed 
in (as on 71-8-67). 

(b) Appeals d i spwd  of by 
Tribunal : 

(i) By 1)epartmcnt , 1 5 9 0  I790 If349 2229 

(ii) By assessees 11343 10245 -- - 9242 9984 --- 
Total (ij & (i i j  12943 12035 I 1091 1221 3 ---- 

(4) Tax reduction made i n  
cases (3) ahovc (yeas- 
wise) ( in  lakhs) 
(a) Tax reduction allowed 1618 I 186 1251 1 478 

by Appellate Asstt. 
Commissioners. 

(b) T a x  reduction allow- 468 292 278 
ed by Tribunal. 

265 

(5) No. of appeals pending 
with Appellate Asstt. 
Commiscrioners and Appe- 
llate Tribunal as on 
31-7-67 out of (a) above 

(i) Appeals pending before 458 I 186 4247 I4974 
Appellate Asstts. Com- 
missioners on 3 1-7-67. 



(ii) Appeals pending Wore 
income-tax AppeUstc 
'I'ribunal on 
(latest available 

( 0 )  By Department . Total pending on 31-7-67=103Cio 

(h) Hy Assessets . 'I'otal pending on 3 I -7-67 "37890 

1.30, ~ x ~ l a i n i n ~  the reasons for the increase ir pondmg appeals 
as on 30th June, 1966, the witness stated that the number of assess- 
ments completed had increased from 18.41 lakhs in 1964-65 to 23.89 
lakhs in 1965-66 and 28.18 lakhs in 1966-67. The number of appeals 
instituted was I ,43,l57 (7.7 per cent of the assessments) i n  1964-65; 
1,71,540 (7.2 per cent) in 1965-66 and l,tJ5,385 (7.6 per cent) in 
1966-67. The percentage of appeals to assessments which had 
slightly come down in 1965-66 as compared to 1964-65 had again risen 
in 196687. 

1.31. The Committee asked if any steps had been taken to check 
the tendency on the part of Income-tax Officers to overpitch assess- 
ments. The Secretary, Revenue & Expenditure, stated: "A sugges- 
tion has been posed to the Board whether we should not apply 
eMciency test also. Efnciency being interpreted to mean as to the 
number of cases in which the assessments made by the Income-Tax ~~ stood the scrutiny of appellate co~wts. Government are 
aware that there is a tendency to pitch up assessments-not in all 
cases but in quite a few cases----leaving assessees no other course 
but to go in appeal. This tendency needs to be corrected. We have 
a much increased quantum of work to cope with. The Department 
is just pressurised. If we have to maintain accountability to the 
public and also to discharge our dutties efflciently, I feel that there 
will have, to be, in certain respects, some radical departures from 
some of the past practices." 

1.32. Thr: witness added "a number of sanctions has been given 
for additional staff in the categories where assistance was closely, 
needed. Secondly instructions have been issued on behalf of Gov- 
ernment which means that where the Commissioners or the Income 
Tax Officers were hesitant to act because discretion had been given 
to them, they would now act unhesitatingly on the basis of those 
instructions. Thirdly instruction to demarcate the mqx&bility and. 



to regtore priorities with regard to the number of assessees, quantum 
of tax etc. has beem issued." 

l.33. The Conunittee note that the number of appeals and revision 
petitions as on 30th June, 1967 has gone down to 1,13,578 and 5,287 
from 1,56,162 and 5,599 respectively as on 30th June, 1966. They hope 
that efforts will continue to be mad0 to liquidate the outstanding 
appeals and revision petitions and avoid such accumulation in future. 
They also desire that special attention should be paid to the old' ay- 
peals and revision petitions relating to the period prior to 1964-65 
which numbered 2,127 and 596 respectively as on 30th June, 1967. 

1.34. The Committee hope that necessary action will be taken by 
the Department to check the tendency on the part of income tnx ofn- 
cers to over-pitch assessments. They were informed by the Secre- 
tary, Bevenue and Expenditure that a suggestion had been made to 
the Board that the efficiency of the Income Tax OfRcers might be 
judged from the number of cases in which the assessments made by 
them stood the scrutiny of appellate courts. The Committee feel that 
such a step would be helpful in checking the tendency on the part of 
Income Tax Officers to ovor-pitch assessments. They would like to 
know the final decision taken in this regard. 

1.35. The Committee also feel that an evaluation of the work done 
by the assessing officers should be undertaken when large reliefs arc 
given in appeal. The Committee would like to the Board of Direct- 
Taxes to look into cases of the past four years in which aggregate rc- 
lief to an assessee in one year in appeals and references is in excess 
of 50 per cent of the relief sought, with a view to evaluating the work 
of the assessing officers. The Committee should be informed of the 
action taken against the officers who are found to have overpitched 
assessments, particularly in cases where the Tribunal, High Court or  
the Supreme Court might have passed strictures against such assess- 
ments. 

1.36. The Committee feel that, while it is the duty of the assessing 
officers to guard realously the interests of the public revenues, it is 
equally their duty to deal justly with the tax in the exmise  of the 
witte authority conferred on t h e q  by the Taxation laws. 

Annuity Deposits, Para--51 of Audit Report (Civil) on Revenue 
Receipts, 1967. 

1.37. Upto the year 1965-66 all resident assessees (excluding Com- 
panies, Cw~perative Societies, Corporations, established by a C)entral 
or Provincial Act etc.) whose total income exceeded Rs. 15,000 



were liable to make annuity deposit at the +bed sate. Psl~sanr 
who cxercfsd the opticm provided in the Act, miad not, however, 
make any depwiks but they were liable to an additional amount of 
income-tax as jarmribed in the Act. 

1.38. The annu~ty d e p i t  required to he made by an a ~ s e s s ~ e  
was allowable as a deduction in computing total assessable i n m e  
for fhc awssrnent VeRr in rc'spect of which the deposit was to be 
made. The dcciuctwn from tot a1 income was allowable irrespctive 
of whetllcr an assesset! had tlctuallv made a deposit or not by the 
time ( , f  completion of assessment. I f  any person who was liable 
to make :rn annuiLv dcposit failed to make such deposit within the 
time rqxdied therefor-, the Income-tax Officer might levy by way 
of penalty an itmount not cxcecding one half of the annuity deposit 
which he was liable to makc. 

(a) It was noticed that in 144 cases in thirteen Commissioners 
charges, Annuity deposit required to be made by assessees was not 
d~ductcd in computing total income chargeable to tax and this has 
r+esultc~ci in over-assessment of tax of Rs. I ,l6,456. Demand for 
Annuity dcposit of  Rs. 2,58,736 was not also raised against 141 
I\SSOsScDS. 

(b) In elevcn cases in a Commissioner's charge, though credit 
for. Annuity Dewsit of Ws. 19,085 was correctly allowed, demand was 
not raised for thr~ Annuity deposit of Rs. 19.085 due to be made by 
the  assessees. 

(c) The recowry of the following Annuity depo~it, damand for 
whichv was raised 1,) s~he Departmrnt is in arrears in 27 Commie 
sioners' charges:- 

(Figures in crores of rupees). 

At; on 

Arrears Arrears Arrears 
out of out of out cf Total 
regular advance provision- 

ass- annuity al ass- 
essments. deposits +essments 



1s 

The Agure of Rs. 46-90 crores outstanding on 31st March, 1966 
inclwtes part of arrears outstanding on 31st March, 1965, which were 
not collected during the frnaneial year 1965-66. The total amount 
of the arrears peTtaining to 196445, 1965-88 wbtanding as on Blst 
March, 1967 was Rs. 32-30 crores 

1.39. The Committee asked about the cost of collection of annuity 
depusits through the Reserve Bank of India and whether the benefits 
of the scheme were commensurate with the  cost crf collection. The 
witness stated that so far os t he  Income-Tax Department was con- 
cerned. they did ]lot incur any cost; the annuitv deposit were paid 
in the Reserve Bank. 

1.40. The Committee desired to be furnished with a note stating 
the total cost (including that of Board) of implementing the 
Annuity Deposits Scheme year-wise since its introduction. In their 
note (Appendix II), the Ministry have stated that no study of cost 
of collection and maintenance of the scheme has been made by the 
Ministry. The following remuneration is paid to the Reserve Bank 
for the management of the scheme:- 

(a) For issue of the Certificates: 

(i) Fee @J Rs. 1,000 per crore: 

(ii ) Actual expenses on account of advertisements, telegrams, 
trunk calls and printing incurred by the Bank in con- 
nection with the scheme; and 

(iii) Commission @ 1/16 per cent paid by the Reserve Bank 
af India to the S t a b  Bank of India md its subhbdiary 
banks on the deposits received by them. 

(b) For management of the Scheme: 

(i) Commission @ Rs. 2,000 per crore; per annum on the 
decreasing principal amount of annuity deposit certl- 
flcates; 

(ii) Establishment charges, cost of stationery, miscellitn80us 
and a t  of pocket expenma artuaUy imwhd. 



1.41. The amount paid to the &serve Bank and payable to the 
State E b k  and its subeidlarl.es for the @od 1st Octobea, 1964 to 
31st March, 1967 are as under:- 

Resew6 Bank Stare Bank and i t s  Sub- 
sidiaties 

Year Total 
Issue of Manage- Commission Service 
Cmifica- ment Charges charges 

tes charges 
Rs. Rs. Rs. Rs . Rs. 

1.42. The figures in respect of the State Bank and its subsidiary 
banks do not include actual expenses on telegram, postage, stationery 
and other out of pocket expenses due to non-receipt of any claim 
from them so far. 

1.43. In so far as the Department of Economic Affairs is concerned, 
no extra cost has been incurred on this account. 

1.44. As regards the cost incurred by the Income-tax Department 
and the Central Board of Direct Taxes, no separate statistics are 
available. The pvisions of the Annuity Deposit Scheme are 
administrated by the Income-tax m c e r  in the normal course along 
with the assessments under all Direct Taxes. 

1.45. The Committee find that the management charges for the 
Amuity Deposits S c h a .  paid to the Reseme Bank have been from 
Rs. 236 lakhs in 196445 to Rs. 25:72 lakhs in 1966.67. 

It is evident that if the scheme is continued the management 
charges will increase heavily. 

1.46. The first Interim Report on Rationalisation and Simplifica- 
tion of Direct Taxation Laws has summed up the positioh thus: 

"On merits, the case for the continuance of the Scheme as a 
past of the permanent structure of public finance is very 
weak. As observed earlier, it is essentially a method 



of raising loans. Viewed from that angle, the question 
is whether the camplications involved all round are 
worth while for the sake of obtaining comparatively 
short-term Loans on terms not particularly favourable. 
Viewed from the larger perspective, the amount obtain- 
ed by Government as loan in this form is not consider- 
able. In any case, the net amounts will progressively 
decline as the liability for repayment of the olgerJ 
deposits increases. At the end of ten years what is paid 
out will be nearly equal to what comes in and some- 
times may even be a bit more. It is therefore, clear 
that even from the point of view of raising compara- 
tively short-term resources, the value of the Scheme is 
not particularly great. I would, therefore, strongly 
recommended that the Scheme be abolished with effect 
from the current year." 

1.47. The Committee have no doubt that Government wilt consider 
.this recommendation with all the seriousness it demsves and hope 
that Government will find it possible to discontinue the Scheme at 
the end of the curmnt financial yew. 

1.48. Referring to the omissions referred to in the Audit para, the 
Committee asked whether the machinery for the collection of the 
annuity deposits was effective. The Chairman, Central Board of 
Direct Taxes, stated that the machinery for collection of the income- 
tax and the annuity deposits was the same. They had instructed 
the Commissioners to put into effect all steps which could be taken 
for collection of arrears of taxation in relation to annuity deposits. 
The arrears were partly due to the fact that by the time instructions 
were issued it was October, 1964. Obviously, the income-tax officem 
did not initiate proper measures at the appropriate time for the 
recovery of the annuib deposits as a r rem of income-tax 

1.49. The Secretary, Revenue and Expenditure, stated: "It looks 
that the annuity deposit scheme started with inadequate preparatiom 
and there was a substantial time-lag in the supply of forms and 
oth& things. . . . . . . We will take it up for serious consideration as 
to what method should be employed to bring down'the arrears in 
the collection of annuity deposits. I would like the position in law 
like that either the annuity deposit obligation is discharged by such 
and such date or the penal rate of tax is automatically appliedw 
The Chairman, Central Board of Direct Taxes stated that at present 
the position was that "once a person has opted to pay annuity 
deposit, the Deprlmmt has no right to levy penal tax. We will 
Xave to amend the law for that purpose." 



. 
13. Thb committee not with camccna that a heWy amount of 

uyruity &p#its to R6.3E.30 c r o w  r e h h g  ta the yeus 
lW4-45 Pnd 1965-66 was orrtstmding for recovery cu, on 3bt March, 
1967. T h e  were also omisraciona in the collection of annuity deposCb 
tw disclarred fn the Audit para. Accoinilihg to the admission of the 
Secmtruy, &venue and Expesditous, "it looks that the annuity 
deposit acheme started with inadequate p r e p t i o n  and there was 
a ruktaetial time lag in the supply of forms and other things". 
Tlw, C W t t m  desire that serious thought should be given to the 
question of liquidating the arrears. 

1.51. The Committee also hepe that, in launching new schemes 
u n k  the taxation lsws in fufOub adequate consida~ation is . given 
to a11 aspects and implications of the pmpad. 

Schemes of Voluntary L?isclosure-Para 59 of Audit R q m - t  (Civil) 
on Revenue Receipts, 1966. 

First Scheme of Voluntary Diaclosure 
1.52. The Finance Act, (No, 1) 1965 introduced a Schcme of 

Voluntary Disclosure of Income. According to this Scheme, if an 
assesme who hits omitted to return any part of the income filed a 
voluntary disclosure prior to 31st May, 1965, he would be entitled 
to have the income disclosed assessed at a flat rate of 60 per cent. 
If this disclosure was made prior to 31st March, 1965, and tax was 
a h  paid thereon or before that date, a concession of 3 per cent in 
tax was given. Thc follo~ving table shows the number of assessees 
who made voluntary disclosures, the total amount of income declared, 
the total amount of tax collcctcd and outstanding upto 31st March, 
1967:- 

( A )  No. of Assessees who gave voluntary disclosurc.s--2,001. 
(2) Total m o u n t  of income declared-Rs. 52,18,81,496. 
(3) Tax payable on the income declared-Rs. 30,80.33,220. 
(4) Tax collected-Rs. 3O,l2,7l,lll. 
(5) Balance of tax outstanding-&. 67,62,109. 

Second Scheme of Voluntary Disclosure. 
1.53. Finance (No. 2) Act 1965 provided another scheme of v~lyn- 

twry disclosure covering the period 19th August, 1965 to 3lst March, 
1966. Under the Scheme, an assessee was entitled to declare and' 
surrender for taxation i m e  which had not been taxed earlier 
and such declared income was to be taxed as though such income 
was the total income at the rates prescribed by the Finance Act, 
1885. Any income already detected or deemed to have been dedeet- 
sd by the Income Tax Officer was to be reduced by the Commissioner 
af hoane 'hx from such total Income within 30 days of declara- 
tbn Pnd such excluded income charm to tax in the 'regular come 



under the provisions of the Income Tax Act without the concessions 
in the scheme. 

The tax was required to be paid within 35 days of the issue of the 
notice of dennand mder section 156 of the Income Tax Act. How- 

. ever, facility was allowed for payment of the tax in reasonable 
instalments over a period not exceeding 4 pa r s  from the date of 
declaration if not less than 10 per cent of the amount of tax demanded 
was paid within the time allowed in the notice of demand and 
rwcurity to the satisfaction bv the Commissioner of Income Tax 
was furnished for the payrneni of the balance. 

1.54. The income on which tax was payable under the above 
mentioned provisions was not to be included in the total income of 
the declarant for the  purpose of any asssrnent to IncomeTax, 
Excess Profits Tax, Business Profits Tax, Supcr Profits Tax or Sur 
Tax under the relevant Acts. 

1.55. The tax paid on the Income declared under the Scheme was 
not to be refunded in any circumstances. The declarant was also 
not be entitled to claim any relief or set-off in reslpect of the income 
on which tax is payable under the Scheme in any appeal, reference, 
revision on other proceedings relating to any assessment made in 
his case under the Income Tax Act, Excess Profits Tax Act etc. 

1.56. The following table shows the number of assessees who 
gave voluntary disclosures, the total amount of income declared, the 
total amount 'of tax collected and outstanding: 

(I)  No. of Assessee who gave voluntary 
disclosures 1,14,226 

(2) Total amount of income declared Rs. 145 crores 
(3) Tax payable on incame declared Rs. 19,44,99,894 
(4) Tax collected Rs. 12,27,923,875 
(5) Balance of tax outstanding Rs. 7,17,06,018 

Circumstances leading t o  introduction of the schemes 
1.57. The Committee asked about the circumstances and grounds 

whkh in the context of the tax pattern, justified such disclosure 
schemes. The Chairman, Central Board of Direct Taxes stated that 
& finance Minister had made a statement while introducing 
sections 68 and 24 of Financle Acts (No. 1 & 2), 1965 that ' ' h e  
151~h-s wem intended to bring out unaccounted money and also 
to e m u r a g e  amwees, who for some reasons had not adopted the 
right path, to adopt the path of rectitude." 

1.58. In his Budget Speech, the Finance Minister stated on 27th 
February, 1985 "Proper monetary management in the country  ha^^ 

rendered diflicult for some time by the existance of unaccmn~ 
ed income and wealth in the country. This unaccounted income ancf 



wealth which is derived mainly from tan evragion and fram vinhtiotlb 
of price control mezrwulr;rr has been respoasible to a conrsfderabk 
extent for speculative activity and for bidding up the prices of goods 
and property in general." Referring to the Voluntary Disclosures 
Schemes, he stated "I have attempted to devise a solution bearing 
in mind all the complex econosnic, social and moral considerations. 
that underline the phenomenon of u n a b u n t e d  income 
and wealth. I can only hope that honest tax-payers will not be 
aggrieved by what I propose to do and that those who have been 
misled in the past would find in it reason enough to return to the 
path of civic responsibility." 

1.59. The Committee asked whether one of the causes for in*+ 
ducing the Voluntary Disclosure Scheme was "harsh or excessive 
taxation" and the extent to which the results had been borne out 
the objectives and aspirations of the Scheme. The Chairman, 
Central Board of Dir& Taxes replied: "No statement was made by 
the Minister at any stage that the earlier system of taxation was 
harsh or contained anything which was an injustice to the citizen. 
Hunan frailty is such that tax evasion is common not only in  this 
country but elsewhere too, and themfore, the Government felt, a t  
that time, that they must give an inducement to persons who have 
departed from the path of rectitude. To the extent to  which income 
has been declared under the scheme, I should say it has been a 
success. Under the Arst scheme the income declared was Rs. 52 
crorm and under the second scheme, the income declared was Rs. 145 
crores. The number of persons under the first scheme was 2,001 
and under the second schcme, the number was 1,14,266." 

1.60. The Committee asked "Whether it is due to your st;ructural 
weakness of tax collection system that he (tax evader) has been 
able to get away with tax evasion and has given declaration under 
the Voluntary Disclosure Scheme." The Chairman. Central Board 
of Direct Taxes replied, "There is no structural weakness in the 
system as there is an integrated tax stmcture, the Wealth Tax, the 
Expenditure Tax, the Gift Tax and all that . .  . . . . . . . . . . . . . . . . . .By 
a comparison of wealth at  two different p i n t s  of time, we can easil;' 
find out whether. the income has escaped assessment. . . . . . But as 
it often happens, some expenditsure is incurred outside the books 
which it is ditlicult for the Department to establish by evidence 
which win be acceptable to a court of law. There, some wealth is 
sometimes acquired "benami" in the name of 'X' or 'Y' or '2'. Here 
again tb onus is an the Department to establish it. It is only in 
cases of that kind that we find it diWcult to establish that a person 
has been assessed on a proper income. Tn other cases we have no 
difficulty." 



M e w e  of ma. achieved by the S C ~ W S  
1.81. me C ~ W  the Secretary, Revenue and h m -  

r-, you ewr tried to make any evaluation or aaaa9ment 
of your s- in respat of this scheme for the two very pious and 
lofty &j&ivw which the Minister had in mind namely, the 
unmrthing of black money and bringing the people to civic sene-" 
me secretary, &venue & Expenditure stated, "Here, there 
certain inconvenient facts of life with which one has to deal with. 
We know, and it is accepted, that from year to year there is an 
accumulation in the tax evaded amount. We are also accused that 
our income tax form returns have become much too elaborate and 
complicated asking for a whole lot of information which would 
enable the Income-Tax Officers to make a probe i n  different direc- 
tions. It is also being said that very wide powers have been given 
and occasionally these powers are not being to judiciously usa. 
Despite all this, we recognise that the t'w-evaders are using their 
Ingenuity ta put away sums in black money. And if this accum- 
ulation is playing havoc with the econoniy of the country, the 
question is whether some inducements are to be given or not to be 
qiven. 1 admit that the solution is not a very moral one. But what 
does one do? The advantage of immediate concession is a t  least 
that one is able to make certain parts of the supressed money legiti- 
mate and to bring them within legitimate investment which will be 
available for broadening the bast. of taxation next year. So I would 
not at  all share the view that these Voluntary Disclosure Schemes 
have been very great success in absolute terms. It is true that s m e  
amounts have been discloeed and that a good sum of money was 
made available to assist the resources position of the State. But no 
one has any near precise estimate of how much is floating around 
us as black money. But judging by whatever impression one can 
form, I am inclined to  think that the amounts that are d i s c l d  am 
far less as compared to the amount which may be in circulation as 
black money." The witness added, "So far as the f u n c t i o w  & 
the Department goes, whatever measures occur to by elidthg 
public opinion or by consulting high-power commit- are inbo- 
duced and there is a certain follow up of these instructions and pt 
o*ne cannot say that a certain portion of the in- is not =aping 
taxation." 
Steps taken to  avoid the need fm Voluntaq Disclosure Schemes in 

future. 
1.62. The Committee asked whether any measures had been 

taken to avoid the introduction of more voluntary schemes. The 
Cfiaiirman, Central Board of Direct Taxes, stated: "We have 
strengthened our investigation wing by establis- an Intelligence 
Directorate with a Deputy Director and five Ads tan t  Directors in 



lour centm+Msdras, Bombay Calcutta and Delhl. . . . . . . . Simi- 
larly we have strengthened our Central C'i les  h." A.tcd if thre 
w u  any inducment for the tax evader dirlodng conceded inaaac, 
the Chairman, Central Board of Direct Taxes sSlated that under Sec- 
tion 271 (a) of Income-Tax Act 1981 if a p e n ~ r l l  made a declaration, 
the Income Tax Officer had the power to waive, thc penalty if he 
was satidcul that the dtrclaration was complete and had been made 
before the income had been detected. 

1.63. The Secretary, Revenue and Expenditure stated: "A great 
deal more will have lo bc done. . . . . . .Just now. . .we are ex- 
perimenting with the schemes of functional distribution of work. 
'IWs has been now rxtended to 53 ranges. The departments reeruit- 
m n t  problem, I think, has l agpd  behind the workload. That is one 
of tht. very big factms. Thcrcfow, to say that by setting up directo- 
rates we have taken all possible steps wc would r a h y  be claiming 
trx, much. Thoughts will have tcl bc given to expedite the time-lag 
fnr finalisation of the assessments. Then thmc is the question of 
gfmpllfication of forms and rules. We are a t  the threshold of the 
problem. In order to extract black money out and to deal with tax 
evasion new scheme, punitive, positive and even incentivv oriented 
may have to be thought d. I do not think that we have mme to the 
end of the treatment of the problem." 

3.64. Asked if the Ministry had made an assessment of the unac- 
counted money in the country and to what extent this had been con- 
Armed by the Voluntary Disclosure Schemes, the Chairman, Central 
Board of Direct Taxes, stated, "We are only trying to find where and 
in whose hands the unaccounted money is and if  we find it we tackle 
i t . .  . . . .We have nut made an estimate.. . . . .." The Secretary, 
Revenue and Expenditure stated, "I really don't know whether we 
can makc m y  precise estimate of this." Elucidating h s  earlier 
remarks about unsatisfactory response to the schemes he stated, 
'The reason why I ventured to remark that what had been disclosed 
could be only a small fraction of unaccounted money is on the basis 
of reports of speculative transactions in land, building, farms and 
so on. Judging by the investment in sectors and by the high 
standards of consumption of certain sections of the community, one 
d m  feel that there should be a good deal of such evaded money in 
circulation. These are indirect evidence, incapable of quantifica- 
tion." 

1.65. Asked what measures they were contemplating to bring out 
hidden income, the Chalrmn, Central Board of Mreet Taxes stated, 
'We tlnd #at the hidden income is generally by undervaluation of 

We are thinking of having a Valuation Unit to prewnt 
txndemtatenrrnt of income by undervaluation of praperties." 



1.66. Asked ~bout acfcon taken to simplify Income-tax return 
form, the Chairman, Central Board of Direct Taxes, stated that they 
had prescribed 3 different forms for 3 calqlories of a s s w e s ,  namely. 
companies, persons having an income of R.s. 15.000 and above and 
persons having an income below Rs. 15,WO. The form for persons 
with an incomc below Rs. 15.000 consisted of only two pages nnd war 
much s~mpler than the earlierbform. This was applicable to02? lam 
out of 27 lakhs assessees. The persons with an income nbave 
Rs. 15.000 were required to give the particulars in the new farm to 
avoid having to a tknd  the Income-Tax Oflice to givtb information. 
Thc witness added that the future pattern they were trying to evolve, 
was to accept returns of Income on the basls of the Information fur- 
nished in the return 

1.67. The Secretary, Revenues arld Exptanditurc, stated: "With 
the frightt.ning load of arrears and thp prospect of a heavy addition 
evew year., wtb have after a recent conference of Income Tnx Cnm- 
missioners taken a decision and circularised it that in r tqxxt  of tht 
small assessments, the ossrssecs will not be required to nttmd our 
offices, the usual formalities of thtb income tax will be dispensed 
with, thcl return sent bv them will ordinarily be accepted and therc 
will be only II sample check of two to five per cent to see as to how 
t h ~  fiffures tallv with the previous assessments. We are very math 
concerrled with the problem of arrears and with the problem of. in- 
culcating a proper sense of priorities. With this end in view, certain 
instructions have gone categorical, unequivocal as k, haw income Tax 
Officers are to act in these cases. Henceforward they would not have 
to devote even a fraction of the time which thev are giving now to 
the small asscssees." 

1.68. The Chairman, Central Board of Direct Taxes, stated: "iSo 
far as small tax payer is concerned, from the 16th October, the new 
scheme has taken effect and no time would be wasted on them. We 
have also given instructions to our Commissioners that all company 
cases and category I cases i .e. business income above 25,000 should 
be brought ~p-to-date by 31st March. 1869. For that purpose, t h y  
will divert the strength of Income-tax OfRcers to the completion of 
more fruitful cases and there is no scope for them to drag on the 
eases." 

The Secretary, Revenue and Expenditure, stated that "a number 
sf other measures will have to be taken before one could feel sure 
.that there has been a definite shift in this connection." 



1.69. !Rm Cosunfttclc rmdc that tho tarh objcctivca aDdcrlSrfng tbt 
two Voluntary MHlomrs &bcnacs were to bring oat rmawmntab 
facane and ancourage amemees who f a r  soare rersoar had not adopted 
the right path, to adopt the path of rcct9tode- The amounts of a* 
aecountcd income declared under the first and second sebemes were 
Bs. 52 erarea and Rs. 145 crorea mspcctivdy. According ta the Min- 
istry, Uao one hrra any precise estimate of bow much is floating a m m d  
ur as black money. . . . the ambunts that a n  disclosed are far lcss 
compared to tbc amounts which may be in circulation as black 
money." The Comknittae, therefore, feel that the two Schemes have 
not gane far in achieving the objectives in view. 

In view of the unr~atisfactory results of the Voluntary Disclasure 
Schcmc, the Committee feel that by its very nature and Cinherent 
waakncswa, na Voluntary Disclosure S c h e m  can ever be a real SUC- 

ctlllia. It is therefore esstntial to mpke a thorough probe into the 
grounds and factors which makc evasion of taxes on a large scale so 
attractive as well as paseible, so that Government is impelled to com- 
promise with the tax evaders in the larger interest. While adopting 
adequate administrative safeguards to arrest tax evasion it would be 
well worthwhile to adopt measures which will make evasion rtnre- 
warding and unattractive. That would be to forestall the malady 
rather than to allow the malignancy of evasion to grow and then seek 
its cure by Voluntary Disclosure Schemes. 

1.70. The Committee feel that the present system of levy of taxes 
is onerous and complicated and the collection of taxes has not been 
cfllcicnt. Otbsrwhe tbcrc would have been no need to introduce 
Voluntary Wsclossnrc Schemes. As a result of inefficient collection, 
the evader gets away with Iarge amounts of money while the honest 
assessee has to suffer. In the opinion of the Committee a dispropor- 
tionate amount of energy is spent on unimportant cases of honest 
and relatively small tax payers while tax evaders either go scot free 
or are afforded opportunities to make voluntary disclosures. The 
Committee note that the Department pmpose to take certain mea- 
sures to divert time and energy at preseurt devoted to small tax pay- 
ers to dealing with tax evader. The Committee suggest that the mat- 
ter should be kept under constant review and that furthur steps 
should be taken to improve and simplify the system of assessmenf 
and collection. 

1.71. The Committee had desired to be furnished with a note stat- 
ing (i) the modern Ascal methods of assessment, levy and collection 



of taxes and (ii) incentives for proper declaration of income and pny- 
mcnt of taxes obtaining in countries which have successfully worked 
the Taxation laws such as West Germany, United States, Belgium, 
Holland, Norway, Sweden, Japan, Ireland. Nigeria and Malaysia and 
how the methods followed in these countries differed from those in 
India. 

1.72. The note furnished by the Ministry of Finance (Department 
of Revenue and Insurance) is at Appendix 111. The Ministry have 
stated in their note that an attempt has becn made to furnish the in- 
formation to the extent possible, from the publications available with 
them but the tax publications from which the information has been 
compiled are not up to date. Even so, thtt Committee find that the 
note deals with the pattern and structurtb of tasatian in West Ger- 
many, U.S.A., Belgium, Netherlands, Norway, Swcdcn, Japan, Ireland 
and Malaysia. I t  has becn stattd that "our rates of tax on corporate 
as well as non-corporate income are generally higher than those in 
the foreign countries concerned." 

1.73. Asked if apart from the adrninistratiw mcasures it was not 
considered necessary first to tackle the problem of tax pattern to 
make any further Voluntary Disclosure Schemes unnecessiiry, the 
Secretary, Revenue and Expenditure, stated: "I am sure that this con- 
structive aspect must also engage the attention of the Government. 
But the problem all the time has been that a given order of resources 
has to be raised and one does not feel sure that by tinkering with or  
altering the taxation structure, one would he ablc to mobilise that 
order of resources. But the consideration is very much there. And 
at the  time of the budget, this aspect is also gone into. That is where 
the dilemma comes in as to whether the alteration of the structure 
will give the order of the resources which are needed." 

1.74. The Committee desire that the Ministry should make a dut- 
tailed study of all aspects of taxation in these foreign countries from 
up to date publicatioii and also obtain the requisite information from 
these foreign Governments through our Missions abroad. The study 
s b d d  cover the administrative aspects of the system of assessmmt 
and collection and the measures adopted to check tax evaaiorr and by 
cumparison Government should examine, keeping the conditions of 
om country in view, to what extent it is necessary to modify and 

the present laws and levies of taxes to prevent large scale con- 
cealment d incams. 



1.75. Tbc Commftta xmte that, accordhg to t& rhdhr d by 
the Ministry, the rates ef taxation en carporate as w d l  as non-cbrpe 
rate income On In&& are generally h w  than in tho mlmamt foraCga 
tounttlerr. The C o d t t w  do not think that, in tbeir dart 40 mima 
dcquate n m r c c s  far developmcnW purpoua, G o v c r n a ~ t  are jrr- 
tlfied In creating a dturtion where partly, as a result of c x c d v c  
rates of taxation large amounts of unaccounted money are found lo 
be floating and the, entire economic atmosphere gets vitiated and in 
the process the growth in the rate of collection of Direct taxes is sd- 
varscly adlacted. Thc Cnmdttee would, therefore, strongly urge that 
the entire tax structure of the cauntry should bc critically examined 
ia the light of the evils that haw resultd tntcr alia from the present 
axcceaaive rater at taxation and that the practice of advanced coua- 
trim ahould he fnllowcd in order to avoid further pravoc~tion and 
tomptatitm to a s w w t v  to cvsde thelr obligations to the public ex- 
chequer 

1.76. According to r )  nut(? furnished by thv Ministr?. of Finance 
(1kp;lr-tnwnt o f  Rcwcinuca and Insurance), among the persons who 
h a w  d~sdosed incorn(. under both t h e  schemes are 77,221 declarants 
who wwt* not nfisesscd prior to the declarntmn. Referring to 77,221 
declarclnts under both t hr Voluntary Disclosures Schemes who had 
not becn nsscsscd carljer, thr. Cnmmittco asked whether this did not 
indicate inufficicncy of thc cx:crnal survey made in this regard by 
the. depwlmental ofncinls. Thc witness stated that so far as the 
egtcrnnl survev was conccrncd, the Department had done their best. 
In 1964 and 1%5, R,ll,'i94 and 4,26,057 new assessees, respectively, 
had been d i x n v ~ r c d .  The Secretary, Rrvenue and Expenditure 
stated that the survey had really been meant to broaden the net of 

a taxation by adding to the number of assessees. He further stated. 
"the Revenw Department will accept the position that is far from 
foolproof. The fact of the matter is that this external survey has 
broadened our net to include a large number of marginal assesees. 
'There is no doubt that the bigger people who can use tricks have 
cpcapd coming in the taxation fold. That is how the figure of 
TI,OQO comes in.". 

1.77. Asked if any comparison had been made between the amounts 
declared under the Voluntary Disclosrure Schemes and that discover- 
~d by the external survey, the witness stated: "So far as the disclos- 
ures were .~nmrned, they were made mostly under section 68 by per- 
sons who were already our assessees. So, there is no question of di& 
covering thew persons. Since they are already on our registers, the 



guestia of camparbon doer not arise. There is already m i n b d t  
to dlstovler whfftbPt a pemn disclows his incane wmElp or 

raot becrr.um we have the woabh-tax return and we uaed to have the 
ucpendikueku return. By a camparison of the wealth at two dliQ 
mmt points of time we found out whether the income has been dis- 
GEOSed ctmectly or not? 

1.78 Asked if any study of the cases of disclosures under the two 
Voluntary Digclmres Schemes had brm made with a view to im- 
prove the system of external survey, the Chairman, Central Board of 
'I%ectTaxes stated that "there was no special study of the kind indi- 
cated." 

1.7B. The Committee note that as a result of an externrl survey 
'by tbe Department, 6,11,794 and 3,26,.657 new asbdees were discover- 
sd - the yean Ih and 1W$ respectively. S e y  aho a a & p d  
that a sbdy &odd b= made of' the disclosura. made under tbe tii. 
Vdmtary D i s c l ~ ~ u ~ e ~  ~ch&mes' in' order to cff cct an impmvemmt 'In 
the systsm of the Survey. 

.Disclosures made by the Members of the same families under the 
First Scheme: 

1.80. In 338 cases. the disclosures were made under the first Volun- 
tary Disclosure Scheme separately by members of the same families 
including ladies and minor children. Under the first scheme, the de- 
eelatants have to furnish the details of income declared giving where 
available details of the financial year or years in which income was 
earned and the amount pertaining to each such year. The Commit- 
& asked whether before accepting the declarations, the Income-tax 
OBcers hail verTfied that ladies and children would have earned the 
income at all. The Chairman, Central b a r d  of Direct taxes stated, 
'"So far as declarations made under section 68 are concerned, the de- 
claration was made by the declarant that this was his income. We 
-accepted his declaration and he paid 60 per cent. If we later on 
found that the income declared by the declarant belonged to another 
petsan, that nothing prevents us from including this income in the 
'hinds of the real owner dJ a)ke income, that is, the person who earn- 
ed the intome." 

1.81. The Committee %mired to be furnished with a note stating 
-how many of these cam had been reg~geaged and appropriate tax 
..cbll& sdbw@ent to accepting the declamtiohs and *ether We 



)n the hands of the real owners- In their note (Appendix TV), 'the. 
Middry of F"inancc (Department. of Revenue and Insurance) b e  
stated that excluding West k g a l  charges, from whom fnforrnatioa 
has not yet been received, sa far, attempts have been made to assega 
the income In the hands of real owners in 3 cases. In one case, as- 
essment has been completed raising a demand of Rs. 57.430. A part 
of this has also been collected. In the other two cases, assessments 
are pending. 

1s. Tba C m l m i t t ~  desire that all these 358 caeca should be re- 
v i s w d  early and proceedings initiated to assess the income in the 
haads of the real ownam. They would like to be informed of the 
progress mrrds in assessing the income in the hands of the real own- 
ers and the amount of additional tax collected, 

1.83. The Ministry of Finance have also informed in a note that 
under the Sccond Voluntary Disclosure Scheme (Financc Act No. 2, 
1965) disclosures were made separately by the members of thc same 
family including ladies and minor children in 11,611 cases out of 
which the incomes declared in 197 declarations were aggregated. 

1.84. The Committee wauld like to know of the progress made in 
respect of the remaining cases. 
Lacuna in drafting in the First Scheme: 

1.85. ?'he flrst Scheme enabled the declaration of undisclosed in- 
come (a) which a person has failed to disclose in any return of in- 
come failed by him upto 28th February 1965; or 

(b) which has escaped assessment in anv assessment made by 
the Income Tax Department upto 28th ~ e b r ; a r ~ ,  1965; or 

(c) income for the assessment of which no proceedings have 
been taken by the income-tax Department upto 28th February, 
1965; 

It  was stated in the Ministry's note that:- 
(1) 200 cases of declarants were assessees but reassessment' 

proceedings had already been initiated by the department 
to reassess the escaped income which is subsequently dis- 
closed under the first scheme. 

(ii) 289 cases where voluntary disclosuxes were mad'e under the. 
First Scheme, information was aIready in possession of 
the Incornetax Department relating to the whole or part 
of concealment so declared. 

1.86. The Committee asked about the justification for acceptins 
voluntary disclosures in the above 489 cases under the First Schreme 
inspite of the fact that they did not fulfil the three amditioas lai* 
down in this behalf. The Chairman, Central Board of I).trect Taxes; 



rb;bd, "All them cases putriaed to Scctioa 68 of the Finaha Act, 
I .  I wwld  wy humbly submit tbat on a pmpr mnstntction d 
Section 68(1), if a declarant has tiatidled any one of the conditoh 
mentioned therein, he will be entitled to the he f i t  of the &me. 
The reason is that the wording used between the conditions is 'of 
aad not the conjunction 'and'. It the intention of the Legislature is 
that all conditions should be fulfilled, then they would have used 'and'. 
But, they have used the word 'or'. 

If a declarant fulfils any one of the conditions, he is entitled to 
the beneflt of this scheme." On his attention being drawn to the 
lacuna in drafting the law, the Secretary, Revenue & Expenditure 
stated, 'This scheme was very soon re-placed after about 5 months 
or so because it was discovered that this kind of transaction which 
was qualifying as declared income should not have k n  qualified." 
The Chairman, Central Board of Direct Taxes stated that undet the 
second scheme, where income had already been detected by the 
Income-Tax authorities, declaration was not permitted under Sec- 
tion 24 of the Finance Act (No. 2),  1965. 

1.87. Asked i f  the lacuna in the first scheme was delikrate the 
witness stated: "This is the first scheme which came in. So the ques- 
tion of how the scheme has worked and whether there would be any 
lacuna etc. did not occur to Government at  that time. So they put 
it in this way." 

1.88. The Committee feel that if the objectives had been clearly 
grasped at the time of drafting the first Voluntary Disclosure Scheme, 
the lacuna mentioned above could have beem avoided. The Cmmlt- 
tee hope that, learning from this experience, Government will ensure 
tbat before giving legal shape to a fiscal measure its objectives are 
e h r i y  spelt out so that difficulties of the nature experiencd in im- 
plememting the first Voluntary Disclasure Scheme do not recur. 
Frauds and evasions-Para 60 ( a )  of Audit Report (Civil) on Revenue 

Receipts, 1966 and para 60 ( a )  of Audit Report (Civil) on Reve- 
nue Receipts, 1967. 

1.89. The following table shows the total concealed income detect- 
ed and the amount of tax demanded and penalty levied for the five 
years 1961-62 to 1965-66:- 

Concealed Amount of Amount of 
Year No. of income penalty tax deman- 

cases detected levied ded (in 
(in crores) (in crores) crores) 

3961-62 4511 7.12 0.71 2' 32 
1962-453 3750 5 '97  0.85 1.97 
1963-6q 6bIF1 13.49 1-57 2. rg 
Es&145 . 13666 17-67 4.01 6.51 
1965-66 . 24165 20.76 4'59 7 'ox 



Yeru No. of Q a a j  

1961-62 . . r (since cumpayqdcd) 
rg6a-63 . . 2 

rgr634 . Nil 
1964-65 . '. t R  
!gas* . . . WiI  

1.81. The following table shows the details abut the number aJI 
cases of conoealed income detected, prwseuticms launched, penalties 
levied, extra tax demanded, etc. during the years 1 M  and 
1865.68:- 

I .  Number of case in which penalty 
under saction a8(1)(c)l;c71 ( I  )(c) 
was Lcvicd r 3 A w  24,165 

2. Numbor of c a m  in which p r o m -  
tion for gmsxralmcnt of income 
was lauqched . 28 Nf! 

3. Nurqbcr of cases in which com- 
position was effa-ted without 
launching proswu tion . Nil Nii 

5 .  Totaf amount of penalty levied 
on (I) . Rs. q90r,$3,98r3 Ks. 4,~,28,541 

6. Penalty recovered out of (5) Re, I ,a5,6r ,766 Rs.' q g , o 3 , 1 ~  
7. Extra tax demanded on concealed 

income in item (4) . . Rs .6,50,51,881 Rs. 7,60,51,804- 
8. 'Tax rccovertd . Rs. 2,18,34,729 Rs. 1,2144,010 
9. Cases out of (2) in which convic- 

tions were obtained . Nil Nit 
10. Cornpition money levied in res- 

pcct of cases in (3) . Nil kl& 
XI. Natw of punishment in respect 

of (9) - - .*- 
Nil wt 

r 



8 cases of Andhra Pra- T h e  judgment was delivered on 27-1a-65 
dtsh chargc acquitting ail the watsed. An appisrl 

to High Caun has been filed asrd is 
pending. 

r case of Deihi charge. Prosecution proceedings have bcen stayed 
as a result of writ petition fi# by the 
accused. 

18 gr(x5ecutions relating In one case the Magistrate has p a s d  
to Ddhi (Central) orders acquitting the accused. In tb 
charge. remsining cases, orders are awaited. 

(The remaining one case is reported to 
have been compounded) 

1.93. The Committee dfew attention to their earlier recornmancia- 
tions regarding launching of prosecutions in clear and glaring OBOBO 
of deliberate large scale tax evasion (21st and 28th Reports) and 
asked about the action taken in this regard. The Chairman, Central 
Board of Direct Tax- stated that the Bmrd had issued instructdons 
to tbe Commissioners emphasizing the need to invoke the ~]K)BBCU- 

tion provisions in as many cases as possible having regard to the type 
of offence which was likely to be acceptable by a criminal court. The 
Committee pointed out that no prosecution was launched in 1965-66, 
although the number of cases of concealed income had inneased &om 
-13,866 in 1 W 5  to 34,165 in 1965-6ti. The ChaJsman, Central Bow 
of Direct Taxes stated that during 1966-67, prosecutions had been 
l a d e d  in 9 cases. He added that during the calendar year 1966ancl 
1967 (up to 30-9-1961), they had approved 22 and 25 cases, raqective 
ly, for prosecution. 

1.W. Asked about the difficulties in launching prosecutions, the 
Central Bead of Direct Taxes stated that "for an amem- 

ipent wzder the -Tax Act, the cmus would be upon the 
~6eerree. Undrs the new pau,vi- if the inornne r e t u U q i s  lem 
t h a n 8 0 p e r ~ t d t b e ~ ~ t h 8 6 1 t l a e ~ b a g l t o  
edabIlsh that Lt is not oommled 4ncm.e. But w h  we go to a 
orimindamrt,theolausbool&depar$llent which prosecrcEee, and 

prosecutor has to establish it.'' The w i tn~s  added that before 
the am#ldment Of E%c&n-rnl, even far i n m m - k x - m  th0 



snd tribuhale had held that ulzlema the Ocputmant sekblhb- 
cd the positive mums af fncoorrc, they won  nnt pepamd even ta 
conAnn the penalty impae;ed. That was why it was amended. But 
slo far i~ the crImitlPr1 courbi were coma'nd, they were governed by 
the Evidence Act. The witneesi added that they had pmferred 
appeals to the High Court in all the cases where the lower courts 
had acquitted the accused- 

1.95. The Committee have bccn npcasdl~ stressing the d&- 
ability of launching prorecutions in clear and glaring cases at 
~leliberate large scale tax evasion in pref61.anre to the imposition of 
penalties. They ware informed* in 1865-86 that two e x p e r t s  fram. 
the United Stat- ot America were helping the Board to l d  into 
&he question of introducing organisational and legal changes to make 
prosecution effective and that same oflicers had also been sent to 
the United S t a h  of A d c a  for training in this prrlicular aspect. 
The Corntqittee note, however, that althaugh the nambar of croci 
of concealed income &tact& during 1965-66 incmsed to 24,161C 
hmm 13,666 in 1964-65, no prosecutions were launched. They, them 
forev feat that little headway has been made by the Department in 
this regard. They suggest that the question should be fudber 
examined and necessary legal and organisatioaal changas mads 
to make prosecutions effective in clear and glaring cases of deliberate 
large wale tax evasion. 

1.86. The Committee also desire that the recovary of tbe tax 
demanded and the penalty imp& in these cases should be expedited- 

1.97. The Committee feel disturbed at the Income-Tax Dep.rt- 
ment levying penalties and feeling s~tlrfkd with this action with- 
out making out a case for succegsful prosecution. Proper and ad* 
qnate investigation would undoubtedly enable the Department to 
s t  lrulpable assessets furnished in a Court of Law. 

The Committee consider that a penalty should not be impwed to 
augment tax collection in a mutine m m c r  by taking advantage of 
the relaxation mads in law in 1984 but only after M I  and 
coasiderathn so that it is imposed an red137 guilty assessees and a& 
a6 a detsrraat to tax evaders. The Committee would like to be in- 
formal of the lrrstructiotu issued by Government h the matter. 



1.98. The following table shows the number of searches ordered 
'by the Department during 1964-65 and 1965-66 the total v d m  of 
. jeweUery, cash etc. seized, the number of assessments completed and 
-the amount of concealed income involved:- 

~964-6s MY66 1-9-1965 to . 
( U P  to 31-8-65) 3 1-8-66 

I .  Total number of' 
cases in which scar,- 
chea and seizures 
w a e  made . 

:2. Total valuc of Jt- 
wellery, cash, c u r -  
rency notes, nego- 
tiable instruments 
valuable articles, 
etc., scizccf . 

3. Total number of 
cases in which as- 
sessments were 
completed 

.+ Amountsconceal- 
ed in cases refer- 
.red to in Item (3) 13s. 339.69 lakhs Rs. 178.09 lakha Ks. X I  -66 1akb 

ZJ. Tax involved in 
item(4) . . Rs.rz6.76lakhs Ks. 75-24 lakhs Rs.4-23 ~~MuJ 



7. N~~xbclr of - 
in which prwcu- 
tionar werc laun- 
ched out af cascs 
in item (3) . Nil Xi1 Nil' 

8. Rclsults of prose- 
cut ion Xi1 Nil Nil 

1.99. To a question "To what extent your raids and searches have. 
contributed to the discovery and elimination of frauds and evasions", 
the then Chairman of the Board had stated befam the Committee in 
l9fB-66, "Our estimate of concealed income involved in these cases 
of searches is about Rs. 100 crores." 

1.100. The Committee desired a detailed note reconciling this 
figure with the figures given in para 60(b) of Audit &port, 1966. In 
a note furnished to the Committee, the Ministry gave the following 
details of incomes voluntarily surrendered and assessed in normal 
course out of the estimated concealed income of Rs. 100 crores in 
"hundi" racket as on 31-3-1967:- 

No. of .4 mount 
Assessees surrendered 

I .  IJnder Section 68 of  Finance Act 
No.1,1965 . 1,047 23,74981,115 

3. Under Section 271 (qA) of Income 
Tax Act,  1961 1,900 2I,75&598 r 



1.101. me Committee asked how this amount of R u m  73.63 
crores could be said ta have been detected as a result of search and 
raids when it jncluded d i s c l ~ u r e s  under Section 271 (4A) (Rs. 21.75 
crores). The Chairman, Central Board of Direct Taxes stated, "What 
we meant when we made that statement (in 1965-66) wns that as a 
result of this "hundi" racket being broken we expect that roughly 
about Rs. 100 crores has been brought in by wag of unaccounted 
money in the various books by way of bogus loans, and that would 
probably be roughly the amount of concealed income in this form. 
That is all." Referring to the original estimate of Rs. 100 crores made 
by the Department, the witness stated. "I would say that we were 
entirely wrong fn having made an estimate because when wc are 
able to estimate unaccounted money we were in a less easier position 
in making an estimate of the unaccounted money in the form of 
'hundi' loans." . 

1.102 The Committee are unable to understand how the Ministry 
could give an estimate of Rs. 100 crores involved in the cases ot  
searches and raids in 1965-66. 

1.103. The Committee note that during the period 1984-65 and 
1965-66 (upto 31st August, 1966), 777 searches and raids were made by 
the Department in respect of which assessments have been complet- 
ed only in 253 cases. They desire that efforts should be made to com- 
plete the assessments in the remaining cases. 

1.104. The Committee are surprised that no prosecution has yet 
been launched in the cases of concealed income detected as a result 
of searches and raids during 1964-65 and 1965-66. 

1.105. Asked whether there was any case where the court had 
p a s d  strictures against the officers using excessive authoritv in 
making raids, the Chairman, Central Board of Direct Taxes sided1 
that he knew of one case in which the bonafi&es of the ofircer h8d 
been question&, and the matter was now before the Supreme Courz. 
He also stated that "the power of search in the Income Tax Act is 
subject to its being approved by the Income Tax Commissioner. N:, 
a m &  d d  be undestPken except with the approval of the head. 
of the Department". 

1.10. Th Cbxndttee wodd like to know tbe outcome nf this. 
.case which is befae the Sapreme Comt. They a h  h i r e  tbat the 
Minidry should examine the pllle~ent w e  of searches and raids- 
h @ @ enstue that tlit olsarr do not lee m r M b u i ) g  the wide 
nthc;iity &em to them. 



Income-tax bemod wiitm o$ by the Rcrrmur hpurtmcnt during 
the year IseMiS--Pata 56 of A d &  Report (Ctd) on Rt~enue Re- 
c w ,  1967. 

1.107. During the year 1965-66, the Income-tax department have 
written ofl a demand of Rs. -37.65.004 in 467cases. Of this. RR 8.72.282 
related to 32 companies and the b a b e  of Rs. '3.3)'2,722 relates to 
435 amseg other than wmpanies. The reasons for \,-riteoff as 
furnished bv the %?inistry, in the case of both comoanm and ntln- 
curnpani~s ire as fo11ows:- 

No houri t N o .  No. Amount 

I, Assesses having died leaving behind no assets 
or have gone into liquidation or bcamc insolvent 

(a) Assesstea having died leaving behind 
no assets 

b) Asstsse~ having gonc into tiquidar ion 
[c) Assea~tfi having hecome insc~l\+nr . 

Total I 

11. Assesses bciw unmceable . 
111. Asscsms having left Indin . 
N, For other reasons : 

(i) Asstssccs who are alive but have no 
attachable assets 

(it) Amount being petty nc .  . 



(iii) Amount brittcn &as a tesult of settle- 
ment with assessees = . . I 

(iv) Demands rendered unwrviceable hy 
subqutnt dcvclopments such as 
dupliate demands wrongly made. 
demand9 k ing  protective etc . . 28 36,wI 2 8 - 9 , 8 4 2  --- 

Total TV - - 
I 3,95,15l 209 ~ 2 ~ 8 2 , 8 5 6  216 fi,fl,oo7 

- - -_ I_ - - - - - -  

V. Amounts written off on grounds ofequity or as 
a matter of intcmtional courtesy or where the 
ripe, hbour nnd expense involved in legal renjc- 
drcs for realisat ion arc considered dispwprtion- 
ate to the mount for remvery . . . . ' 2  13 2 I 9 - 

GRASD I'OTAI 32 8,-2,282 435 28,92,722 467 - -  --̂ ---- - I - -- - -- --- - -- - --- I,--.-- I - - ~-- 379659-4 
W 

J 



* 
l,tc#s. Committee d d m d  fO f~~ WJm a @ v W  

de~a~b of the cases M the 14 in the C ~ A &  d wkIh a 
d e  of Rs. 4,10,033 war wrltm d. l"he hvniaZusd by the 
~jnldry mve details of only o m  am in rsopct of W M C ~  mmpte(e 
l n f m t f a n  was available with the bJLfniaptry. The demands in this 
cgae were raised after the company had gone into liquidation. The 
M t t e e  note that the demands for the assessment yean 1945-16, 
194647, and 1047-48 were cmnpleted on 31st March, 1950,29th March, 
1951 and n t h  March, SW2 respectively, while the company woucd 
up on 15th February, 1949. 

1.109. The Commlttat mgmt to abaarYe that there was a d&g 
af four yaaras in conrplding the a~oesmaatr of tbe campang for llhe 
yaam 1945-48 ta 191768. They dcdre th.t the rearm+ for the d r l ~ y  
ahauld be looked into. 

1.110. The Commlttca egret  that infmmation had not been 
furnished in rsspect of tho remaining 13 c m r  where atream of tax- 
have ban written off. They would like Govmnment ta cxarnfnc 
each of these caserr critically with a view to finding ont whethet there 
was any inordinate delay in finalising the assessment or In i s d u g  
demand n o t k  w in mrting to other measures available far the 
collection of tax due M o r e  the amount was written off. They 
would also like the Board of Dircct Taxes to initiate rcmedie1 
measures in the light of the study in order to avoid rccnrrcnce: ot  
R U C ~  cases. 

1.1 11. In their note the Ministry also hmished the details of an 
m o u n t  of Rs. 3,64,911 relating to five companies, which was written 
off RS assessees who were alive but had no attachable assets. 

1.1 12. During evidence the Ccunmittee asked ( i )  what were the 
datm on which the ascmnent proceedings were .started and com- 
pletrul: (ii) steps taken, if any, on the assesses committing a default; 
prior to issue of certificates under section 46(2) ; and (iii) time-lag 
htwcen the date of danand and the institution of recovery pro- 
wedin@. The Chairman, Central Board af Direct Taxes stated that 
out of these 5 cases in m e  case the penalty under section M(l )  had 
been levid. In the second case, an attempt was made to recover 
the tax from the Public Works Department but they did not sulcceed. 
1x1 the thhl  case, an anttempt was made to recover the tax from 
mother company, its successor, but that again was hmever not 
upheld in the a p p d  In the fourth case, the assesgee was a nod- 
r e s l h t  company which had no agent and which had no ametft, 
th*fom, the Department could not collect b e  tax. 19 the &'?h 
case, a notice was imued attaching the debt due to the c r b m p a k ~ ~  
The ~ t n ~  pmised  to furnish a nde gi- the d W e d  Worn*  
tion d e w  bg the Catramittee. The Minbtq have furnished a mob 
gfving details of the case. 

1 .I 13. The note furniaihe by the wtq~ &airits thc foUawing de- 
w. about tba *=*lag in completion of the -ent proeeedingls 
a d  inrtibtlar oi mopap 





4 Fourth cast I 947-48 
fRs. 2449.59) 1948-49 

1949-50 
r!W-sr 
19s 1-52 
1 952-53 

5 Fifth case 1948-49 
(R8.3946963 7 ' 1 7) 1949-50 

1950-5 1 
195 1-32 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 

Exact dates 
.not readily 

available 

31-3-54 
Do. 
D0.7 
Do.* 
D0.l 
D o . 4  

(By* issue 6f 
not ace u 's? 
34 for all 
yean) 

20-8-48 
24-6-49 
27-7-5n 
I 8 -65  r 
3-7-52 
21-5-33 
11-9-54 
25-5-55 
6-6-56 

20-3-67 
Do. 

20-3-56 
31-3-50 

mr 
D o  .b 

2-3-57 

2-3-58 I year 
Do. Do. 

I I month5 
I year 
I year 
r year 

I 4 months 
I month 
r month 
I month 
I m ~ n t h  

In the absence of srsjcsscc's kgrf 
agents in India no rcen\twy 
action cauld be taken by h u e  
of n~mrry ccrtifiatc. How- 
ever, a letter dt. 2-3-57 tvlu 
addressed to the asscsse inti- 
mating the tax liability. A b  
a further letter dated I-B+ was 
addressed remineling the asam- 
sce for Jsymcnt of the out- 
srmcfinp ucs. 

Notices under Scnhn 46 (3A) 
were issugd 18 a11 the tndc 
debtors, most of whom cknW 
that they owued anything to 
the a~s~~~ec-camptmy.  Same 
others were not tnceabk. Tbe 
Company had no immavabk 
or movabk properties ex 
turniture and machinery. ?E 
revenue authorities realbed r 
s u m  o f  Rs. 233 by a t e  of 
furniture ttc. 



L l l l  T k  Canmilttee ryrct to Brrd tbat tbcm was faorilinatlrr 
l a h y  in ca~rpkfdaa of the amssmmts  in two crsas out ef iive, 
Tbcp dm find that in' these cuwa the timt-1.q: betwctn the date of 
Lrlrrrnd uui tbe institutioa of =Parg praedtdings ranged up to 
mty months.. The C o d t t e c  dadire tbat the Mlnistry should 
emwe tbat such &lays do not recur in compiceting asstssmant an& 
in Initiating mavery peaceedinlts. 

Refunds-Para 59 of Audit Report (Civil)  on Revetwa Receipts,. 
1 967. 

1.115. (a) The figures (relating to 21 out of 27 Commissioners' 
charges) furnished below show the number of refund applications 
outstanding on 1st April, 1965, number reccivd and d i ~ o s t d  nf 
during the year 19&5-66 and the number outstanding on 31st March, 
1966. The amounts involved arc. also indicated: -- 

No. of Amount 
rpplicat ions (Rs.') 

( I )  Number and amount of rcfund appl~cation~ pending on 
1st Apt& 1965 . 5,454 7OrQ9~'=> 

(2) Number and amount for which refund app11cati01~ are 
rtccivcd during the year 1965-66 . 7 2 M S  2 , 8 7 Y ~ , 0 0 0  

(4) Number of cases and amount of interest paid on refun& 
mode during 1965-66 . 

Outof(f) . 2 16-50.  

-of(?) . 19 Y P  

(5) Number of cases and unounr of rcfund made on which 
no intcrerrt was paid . 73,423 % ~ S ~ S , O O Q  

(6) Number and mount of applications pending on 3 I st Mu&, 
1 9 e  . 4,675 7 2 , 8 3 m ,  



(3) Rcfua& ououadtn# for 2 ycln d mwr u oa 31-3-1966 . , $4 

1.116. Xn a note furnished to the Committee, the Ministry stated 
that the number of refund cases oubtanding for two years and more 
at? on 31at March, 1967 in all the Commissioners' charges was 96 
involving an amount of Rs. 7.02.145 as per details given below:-- 

No. of 
(*UCI 

1.117. The Committee asked for the masons for payment of an 
aggregate interest of Rs. 165b on an amount of refund of Rs. 51,26.000 
paid In mqect of refund applications pending on 1st April, 1965. 
me Chairman, Central Board of Direct Taxes stated that "there is 
no c m ,  where interest has been claimed and is due and has been 
rejected, In all cases where interest is due, interest has to be paid 
voluntarily. We do not have to wait for an application from the 
%swm?e at all." 

1.118. The Committee desired to be furnished with a note stating 
the chumritanres in which only an interest d Rs. 18*50 ww pid 



on rekunrkP unountsslg to Rs. 51,26,U00 pard durmg 1966-68 in r-t 
ob wlPIPrii#Ciows~ received prior to April, 1866. The Ministry of 
Finam have stat& in their note that '"She mhrnd of Ra. 51S.000 
is in 4$8Q cases. Intermt of Rs. 16.50 was paid only in 2 in 
which there was delay in issue of refund. The circumstances in which 
the delay occurred in these cases ant not readily available. The Corn- 
rnissi-x of I-t"-tax, Rajauthan, in whose jurisdiction t h e  c a m  
fall, has been askcd to r r p r t  thc circumstanm. Thc details will 
be furnished to the Publtc Acctnints Committcc an thcir rweipt-''* 

1.119. The Cornmittm also desired to be furnishcui with 14 notc 
stating the amount of refund made in 1965-66 on appellatv orders and 
the interest paid under Stsction 24.1 of thc Inclrmw-tax Act. The infor- 
mation is atvaitcd **  

1.120. In para 1.288 of thcir 16th Report (Third Lok Sabha), the 
Comanittee had ttxpress~t concern ovm thc tielay in  thc disposal 
of applications for r~futrd.  Thv Committee note that there has b a n  
some improvement in tlic disposal of refund cases during 1085-66. 
Tha nunbcr of applications pcndinu far  rncrrr8 than a gens has came 
down from 596 as on 3lst Mrtrch. 1965 to 332 ws an 31st Mnrch, 19M.  
The Cammittec desire that old cases pending, for mare than twa 
years, which nunrtrrrvd 9.3 involving an rrnmaant of &. 7,62,145 as 
on 31st March, lW7 should be tlivposed of early and efforts should 
continue to msctt* to prrvc?n( this accumulntion of armam which 
involve liability on Gotc~rnnicnt to pay irtlerevt on refund claims. 
The Board should look into tilt* rthrrwns for delay in the disposal of 
old cases one of which tiat:- a* f a r  n s  hnck n.i 1957-58. 

1.121. According to Inw intrrc*ht is payable by Government if 
refunds are made in c a w s  (i) c*ht*rc ltlc total income of an assess@ 
doas nat consist solely of income from interest on securities or  
dividends, beyond a period oE three months from the date of which 
the total income is detennimd uodt*r the Act and (ii) in other c a w  
within six months from the date on which the claim tor refund is 
made. The Committee arc? surprised to learn that out of total 
refund of Rs. 285.26 lakhs in 73,444 cases during 1965-68, interest af 
Bs 261.50 was paid in 21 cases only. The Committee would like tn 
kwow whether in the remaining 73,423 caws refunds wete made 
within the prescribed time limit. In this connection, the Committee - ----- -- .- - -- - - - - - - - - .---- - -  - - - -  - .--- 

*In a note received from the Ministry of Finance (Department of Revenue & Inrutance 
on 1st Feb., r968 (Afternoon), it hns been stated that the Commissioner has eince reported 
that this amount of Rs. 16.5.2 re~rcsented interegt payment under section 214 on excess 
payment of advance tax and not on delaycdrefunds under section 243 of the Income-tax 
Act, 1961. T h e  interest paid on refunds was thus Nil. The Commissioners are being 
asked to see, during course of inqpection if interest under section t~ has bcen wrongly 
den* in any a se .  

**In the note recaved from the Minis try of 1:mance (Department of Revenue 
d Inntrance), i t  has bcen stated that the total amount of refund made dur- 
ing 1965-66 was rr result of appellate order* wa% Rq. 7,72.42,000. The amount of 
id-! paid under section 241 in respect of this refund also was nil. 
2M2 (Aii) L!3-4 



M. R. MASANI, 
Chairman, 

Public Accounts Committee. 
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APPENDIX I1 

Points on which funher mJonnatian wm required by the Public Ae- 
carats Committee at their sitting held on 16th Octoba,  1967. 

MINISTRY OF FINANCE 

Para 51 of Audit Report (Ctotl) of Revenue Receipts 1967---4ntluity 
Dqmmta: 

A note may please be furnished stating the total cost (1nc1udin.g 
that of Boards) of implementing the Annuity Deposits Scheme 
year-wise dnce its introduction. 

Reply of the Ministry: 

No study of the cost of coliection and mainttmance of the above 
LScheme has been made by the Ministry. 

it has beax ascertained from the Department of Economic Affairs 
that the following remuneration JS paid to the Reserve Bank for 
the management of the Scheme:-- 

(a) For  issue of rhe Certificarer: 

( i )  Fee at Rs. 1,000 per crore; 

( i i )  Actual expenses on account of crdvertiaementsi, telegrams, 
trunk calls and printing incurred by the Bank in connec- 
tion with the Scheme; and 

(iii) Commission at 1,116 per cent paid by the Reserve Bank 
of India to the State Bank of India and its subsidiary banks on the 
deposits received by them. 

(b) For  inanegemmat of the Scheme: 
( i )  Commission @ Rs. 2,000 per crore per annurn on the de- 

creasing principal amount of annuity deposit certificates;) 
(ii) Establishment charges, cost of stationery, miscelleneous 

and out of pocket expenses actually incurred. 



The amounts pard to the h n t e  Bank and payable to the State 
Bank and its subsidiarim far the period lot October. 1961 to 31st 
March, 1967 are gs under: -- 

- -  4 - -- - ---- - * .--- -- -. - ---- .---- - -- 
The figures in respect of State Bank and its subsidiary banks do 

not include actual expenses on telegram, postage, stationery and 
other out of pocket expenses due to non-receipt of any claim from 
them so far. 

The above figures would show that the total cost incurred in ao 
far as the Reserve Bank and State Banks are concerned, amounted 
to e little over Rs. 61 lakhs up to the end of 1966-67. 

In so far as Department of Economic Affairs is concerned, no extra 
cost has been incurred on this account. 

As regards the cost incurred by the Income-tax Department and 
the Central Board of D i m t  Taxes, no separate statistics are available. 
The pn)visions of the Annuity Deposit Scheme are administered by 
the Income-tax OQRcer in the normal course along with the assess- 
ments under all Direct Taxes. 

Joint Secretary to the Government of In&. 



APPENDIX In 
(See para 1.72 of Report) 
MINISTRY OF FINANCE 

Infownuttsn asked for by the Public Accounts Comnnrittea. 
Para 59 of the Audit Report (Civil) on Revenue Receipts-1966- 

Scheme of voluntary distlosuw. 

2. A note may please be furnished stating (i) the modern fiscal 
methods of assessment. levy and collection of taxes and ( i i )  incen- 
tives for proper declaration and payment of taxes obtaining in West 
Germany, United States, Belgium. Holland. Norway, Sweden, Japan, 
Ireland, Nigeria and Malaysia. I t  must also be indicated how the 
methods followed in these countriesdiffer from those in India. 

Reply to the Minktry. I 

The published tax literature available with us in the case of the 
countries referred to above (except Nigeria, for which we do not 
have any literaturc) docs not contain material required for furnish- 
ing adequate information regarding the fiscal methods of assessment, 
levy and collection of taxes and incentives for proper dcclarution of 
income and payment of taxes. An attempt has htvn made, in the 
enclosed note, to furnish information, to the extent possible, from 
the publications availnblc with us. It may be mentioned that the 
tax publications from which we have compiled this note me not upto 
date. 

Sd/-G. S. SRIVASTAVA, 
Joint Secretarg to the Government of India. 

Lok Sabha Secretariat ----- --- ---- --. --" ---.. 
Min. of Fin. (Deptt. of Rev. & I-.) U.O. Dy. No. 4230167 TPL 

dt. 8-12-1907 
(Not yet vetted by Audit) 

NOTE ~[NDICATING M O W  THE FISCAL M ~ I O D S  OF 
LEW AND COUECT~ON OF TAXES rn TNE FOA;EIOZO COUNTIU~ES 
Wm TAXATION SYSTEM HAS BEEN OUTLPr83D IN TWO N m  

BELoW DllrFeR FROM THOSE IN INDIA. 

1. In India, the States are not entitled to l'wy any tax on $ncomes 
and profits except on agricultural incomes. Agricu1tud incomes are 



crutarde the purview of the Central income-tax. In the foreign ccvuat 
rks concsnrd, agricultural incomes arc also taxed along with non- 
~lgrjculturel Incomm and profits. 

2. In India, the assetismcnt yes: i s  the 1Zmonth period comrnenc- 
m g  on April 1 ,  and ending an March 31. The income chargeable to 
tax far  an asmsmcnt year is the income earned during the 'pwvious 
year*, which is ,  ord~narrly, tire financial year immediatety preceding 
the arlaeaffment year, and, In the case of businesses or professions, any 
other accounting year fo l low~d by the taxpayer. In the foreign 
~ountrim concerncnd, t lw xistwrnent year is, generally the calendar 
yew. Further, in the case of individuals. the income p a r  f i e .  the 
year of which the income 1% charged to tax during the tax year) is 
the calendar ycnr and not the accounting year of the  choice af the 
individual taxpayer 

3. In the foreign cauntnes conccrncd, the Tax Laws,  generally. 
provide for the clubbing of thr  income of husband and wife, subject 
to certain reliefs in rcspect of the Income of the wife. In our country, 
the income of the wtfr is clubbed with that of the husband only where 
it arises from ~ s s e t s  tt-ansfcrred by him to her (witbout adequate 
consideration or without any agrce~nent  for living apart) or where 
the husband and wife, both. art* partners In the same partnership 
concern. 

4. In several of t h c b  foreign countries concerned, inkr-corporate 
dividends (dividends received by domcst~c companies from any other 
domestic company) are cxither wholly cxcnlpt from tax in the hands 
of the  r-ecipient company or are charged t o  tax at an effective rak of 
tax which is lowcr thian thztt in our countrv 

5. In some of the forr*12;rn countries concerned, individuals receiving 
dividends fmm domestic companies are allowed tax credit at a speci- 
fled percentage of their dividend income, irrespective of the magni- 
tude of their dividend income. In our country, Indian company 
dividends are exempted from tax only where the total dividend 
income of thc taxpayer does not exceed Rs.  300. 

6. In our country, no distinction is made in the metjer of rates of 
corporation tax as between distributed and undistributed profits of 
companies, except that do~nestic comganies d certain categories 
which distribute dividends in excess ~f 10 per cent of their paid-up 
equity capital are charged an additional amount of income-tax at 
7 5  per mnt of #e excess distribution. In same of the foreign count- 
rlos canca3lled, the rote of tax on undistributd proePts is hlghar than 
that on distributed profits of the company. 



7. In our country, cl~a~dlyheld damestic companies (with certain 
exceptlam) are chargeable to tax on their total income at a rab 
higher than that applicable to wickly-hld domestic companies. In 
the foreign countries concerned, there is no such differcntiat rate of 
taxation. 

8. In our cauntry, partnership firms are treated as lnxnblc entities. 
Unregistered Arms are ehiarged to tax on their total income at the 
progressive rates of tax applicable in the case of individuals and as- 
mciatiotw of penrons, but no further tax is charged in respcct of the 
A r m s  income in the hands of i t  partners. Tn the case of mgister'ed 
firms, tax is chargeable in the hands of the Arnr ns well as its partners, 
the tax payable by the firm being comparativcl~ lower In the 
foreign countries concerned, partntmhip firms nrc not trc~ted as 
separate taxable entities. Their partners are chargeable to tnx direct- 
ly on theit respective shares in the income of the firm. 

9. Our rates of tax on corporate 21s well as non-corporate incomes 
are gencrallv higher than thosc in the forcign cauntricbs concerned. 

The taxation system under the Federal Rcpubllr of Germany 
provides for two kinds of taxes vrz. the National Income-tmc and 
the Local Taxes. - 
National Ittconte 7'0.7. 

Corporatwn Tax.----The gcn;.ral rate of tax r,n rcsident joint stock 
companies is 51 per cent on undlstributcd profits, and 15 per cent 
on distributed profits. Corporations with assets of U.M. B,OOO,(K10 
or less. the shares of which are held by individuals to tht* extent 
of at least 76 per cent of the nominal capital, and which are not 
dealt in on a stock exchange, pay tax at 26.5 per cent on distributed 
profits, and at the following rates o n  the undistributed profits: -- 

Non-resident companies, which are liable to tax only on profits 
from certain specified sources in Germany pay Corporation Tax at 



the rate of 49 per cent on both distributed and udiuWbukd pro- 
flb. Genneny -1 entities other than conyponies, as tosr emmple, 
unincorporated associaticma, d m  pay Corporation Tax at a uaifwm 
rate of 40 per cent. 

Taxation of Zndividwb 

D~wdends farm part of an indiwdual's Wal income for Income-. 
tax and of the recipient company's profits for Corporation Tax. Where 
a resident recipient company owns 25 per cent or more of the W e  
capital of a resident paying company, the dividend income is left out 
of account in computing the  taxable income of the nrcipicc! company. 

One-third of the value of the ci~pltal investment in under-develop 
ed countries is deducted from taxablc* profits in the year of invert- 
ment. After three years, the amount is brought to charge for tax 
in five annual insltalments. 

Taxation of Individuals 

Income-tax 1s payable by ~ndivlduals a t  the following rates: - 
( i )  Income up  to DM 8,000 (single persons) and upto DM 16,000 

(married persons) at the rate of 20 pter cent. 
(ii)  Income betwwn DM 8.000 and 1.10.000 is taxed at progres- 

sive rates. 
( i i i )  Income of DM 1.10.OO and over is taxed at the rate of 

53 per cent. 

Deductions and A llozuniwes i n  Computing Income 

Two types of allowances am deductable from income. The first 
consists of deductions admissible on equitable principles, as for exam- 
ple, an premiums in respect of life, sickness, accidmt and unemploy- 
ment insurance, on expenaturn for the furtherance of charitable, 
religious and scientific objects, and on losses carried over. Also. 
deductable under this category are certain local taxes and taxes on 
capital, deposits in buildings' savings accounts, and, exceptionally, 
mcdicsl expenses. The second type of allowances are personal al- 
lowances, which are permitted under varying rate schedules and sub- 
ject to various conditions. Some of these allowances are given 
below: 

(i) An allowance of DM 900 is granted for the first child, al- 
lowance of DM 1,680 far the second child. and DM 1,800 
for the other children. 



(fi) ]Parwmu over M Hving alone are granted an allowance sf 
DM 840. Single tax-payers over 70 are grsntecl an allow- 
ance of DM 1,200, and married couples over 70 who are 
jointly assess& are granted an allowance of DM 2,400. 

(iii) Allowances are also granted for expenditure incurred in 
providing for old age pensions and for items of sxpendi- 
turrt which represent an exceptional burden on the tax- 
payer beyond what he cwld bc expected to pay out of his 
own resources. 

Partnerships are not liable to I ncmotax  as such. The prafits 
are deemed to be apportioned and are taxed on the recipients, to In- 
come-tax in the case of individuals and to Companv Tax in the case 
of corporate bodies. 

Deduction of Tar nt S o z ~ t c ~  

On certain items of income, as for example, salaries, wages and 
the principal types of investment income, tax is levied a t  source. The 
practice of deducting at source is widely applied to income arising 
from German sources to non-resident individuals, and has the effect 
of discharging them from further liability to Income-tax. 

Tax Year and Basi.9 of Assesantent 

The calendar year is tax year and the income of any accounting 
year ending within the tas vear is charged to tax. 

Definition of income or Profits 

Profit is defined statutorily as t h e  difference between the total 
assets of a busifiess at the end of the accounting year and its assets 
at the end of the previous accounting year, p2u~ the value of any 
withdrawals minw the value of any investments. Withdrawals are 
all economic goods (cash, commercial goods, products, aenicea) 
which have been ciwobed to any purpose not connected with the busi- 
ness. Investments are all economic goods which have been contri- 
buted to the business. 

Capital Gdins 

Capital gains exceeding DM 10,000 and realised on assets on the 
sale, transfer or cessation of a business, or agricultural or professional 



uncfrark.Mq, are liable to Esllr at ttr# m i  r-, whidbor tht d m  
is a corporation or m JndfvSdual diaphg of ulrete M farm part 
af hia buahcrrs property. An fndJvidual aZUng I&J private hoZdfn(pl 
is not Jtablcr to tox, WWB he sell8 shtlcr, rgmesmthg more t b n  
1 per cent of the nominal share capital of a corporation, and he 
(alone, or together with his family) cmtrols, or hsll mntrdlcd in the 
preceding five pears, move than 25 per cent of the cap4t.d ai the m- 
pny. In such cases, gains exceedlnlp DM 2 U , O  are taxable. IndL 
viduhls are alao taxable on profits from the sale of real praperty held 
for two years or less, and from the .sale of other assets held for six 
months or less. 

Lww, including unabsorbed capital allowance, may be carried 
forward far five vcars Thev cannot be carried back. 

Local tax on industry and trade consists of three elements, namely; 
Tradc Income-tax, Trade Capltni Tax and Pay Roll Tax. The start- 
ing base of the Trade income-tax is the income or profits as a g d  
for the purposes of income-tax or corporation tax, subject to certain 
adjustments. The principal additions ere interest on debts, which 
have a business connection with the formation or acquisition of the 
enterprise; one-hdf of the tents and lease rentals which the enter- 
prise has to pay in respect of fixed assets; and remuneration paid to 
any individual holding Inore than 25 per cent of the paying company's 
shares. The chief deductions arc income arising abroad and 3 per 
cent of the taxable value of any real property owned by the business 
and used for it. 

The adjusted taxable income is then reduced to the assessable in- 
come by the  application of a percentage. In the case of sole traders, 
partnerships and limited partnerships, the perc'entage is on a sliding 
scale, ranging between 1 per cent to 5 per cent. In the case of cor- 
porate bodies, the perentap is 5 per cent on profits. 

Taxation of Individuals 

The Federal income-tax on individuals is computed in sccardance 
with schedules of progressive rates. These rates differ in application 
as respects individuals who are citizens or residents of the United 
Statas. dependent upon the tax-payer's family status. 



Married persons are permitted to Alc joint income-tax returns. If 
a joint return is filed. the income of the husband and wife is com- 
puted in the aggregate. All items of gross income, deductions, and 
allowances are grouped together 3.; i f  they helonged to one individual. 
Taxable income is then divided 111 half nnd a prelirrlinary tax is com- 
puted thereon in accordance u - ~ t h  thrx tns tables. This preliminary 
tax is then multiplied by two to produce the final total for huslsaxd 
and wife. The effect of this is to double the width of each income 
bracket in the structuw of rates aypltcnblc. to unni;lrried individuals, 
with the result that the income of married persons is generally sub- 
ject t o  tax at n substantinlly I~wcl-  ratc than would apply if the 
spouses filed sepamtc rcturns. :I j t ) i ~ ~ t  rcturn can bc filcd even i f  
the  entire income is enrnrd by the husband. 

The "hcad of I~ousehold" is a spccial catccorv of tax-payer. In 
qenwal, a hcxi  o f  21ouschold IS n slnglc ptmon. cither mnlc or female, 
who malrltar*1s ;r hoilschnld for ttlc bcncftt o f  antrttwr incljviducll who 
is dependent upon hi rn  or h1.r for  upp port. Sinctb the position of a 
hcad of hl)rischoIt1 1s :;ornrwt~;il sirnilnr to tha t  nf a rnarricd person 
in that he is ob11gc.d t o  share his incnmc with another, $1 portion of 
the tax rplir4 allowed to married c-ouples filinq joint returns is ex- 
tended to him. Accordingly, while his taxable income is determined 
in the stlmt? rnanrwr as that of other single tax-payers an individual 
who qualifies as a hcad of household computes his tax on a separate 
rate schedule, which is designed so as to make available approxi- 
mately onc-half of t h e  tax benefits :iccorci(*d to married persons filing 
joint returns. 

Partners hips 

Partnerships are not taxable entities and do not pay tax on their 
income. Instead, a partnershp organisation is considered to be a 
conduit through which income passes into the hands 6f the  several 
partners. Each partner is taxed individually on his sharc of annual 
partnership income, whether or not that income is actually distribut- 
ed to him during the taxable year. Although not subject to tax, every 
partnership is required to file an annual information return. It is 
on the basis of this annual return that each partner determines his 
sharc of partnership income. 
'2952 (aii) -3. 



The term corporation includes associations, joint stock companies 
and insurance companies. The geparate identity of a corporation 
may bc disregarded under the U.S. Law ~f the corporation lacks a 
substantial b u s t n e ~  activity, or  if it can be shown that it has been 
organistid by the shareholders to avoid Federal Income-tax. A cor- 
poration created or organis4 in the U.S.A. or under the Law of the 
U.S.A.. or of any S t a k  is a 'domestic' corporation. A corporation 
which is not a donestlc corporation is n 'foreign' ctrrporation. A do- 
mestic corporation is subject to US. Federal Income-t;ix on its world- 
wide income. A forelkm ctrrporation is taxcd in the U.S..4. only on 
lncornc from source  in the  U.S.A If a foreifin corporation is not 
engaged in trade or businms in the USA, it is subject to a withhold- 
ing tax af 30 per cynt on lncomt. (othcr than capital gaiwi) derived 
from sourcrbs In thtb USA If the foreign corporation is engaged in 
a trade or buslnms in the  USA, it is not subject to the 30 pcr cent 
withholding tax; it 1s thvn taxed on rts not taxable income (includ~ng 
capital gains) from sources In thc USA, in t h e  same manner and a t  

i same rates as a domestic corporation. 

Concept oj Ta.rabl~ Income 

Federal Income-tax is itnymsed on rwt or "taxable incornc*". which 
is generally computed In the same manner for all classes of tnx- 
payers. The steps in the computation of the taxable Income are ( i )  
ascertainment of the gross profit from the trading operations; (ii) 
addition to the gross profit of any investment income received by the  
tax-payer (as for instance, dividends. interest, rent, royalties etc.) ; 
(iii) deduction from the gross income so computed of the normal ope- 
rating expenses, viz.  salaries, rents, advertising expenses, bad debts 
etc; and (iv) deduction from the incolnc so computed of the unab- 
sorbed business loss, if any, carried fonvard from the preceding five 
taxable years and carried back from the succeeding three taxable 
years. In thc case of corporations, a further deduction of an amount 
equal to 85 per cent of dividends received from a domestic corpora- 
tion is also allowed. 

Capital Gains 

Capital gains arising from the sale, transfer or 'exchange of capital 
assets are classified into two categories, viz .  short-term capital gains 
relating to capital assets held by the tax-payer for not more than 
six months, and long-term capital gains, that is, the gains other than 
short-term capital gains. Short-term gains a* charged to  tax, both1 



In the ease of a non-corporate and R corporate tax-payer as ordinary 
income. Long-term capital gains, however, receive a cancesjonal 
teratment. In the case of an individual. M) per cent of the long-term 
capital gains are allowed as a deduction i n  the  conlputabion of the 
taxable income, or, alternatively, tax is charged on the whole of the 
long-term capital gains at  a flat rate of 25 per ccnt. whichever results 
in  a lower tax to the tns-payer, Howcvcr. in t h e  case of a corpora- 
tion, the whole of t h ~  lonq-term capital g ~ 1 . n ~  arc chargrd to tax at a 
flat rate of 25 per cent. 

Curporat~ons are entitled to a deduction from their gross income 
of an amount equal to 85 per cent of t h e  div~dcwds reccivcv.l by thcrn 
from other dornvstlc. corporations Dividends received by a corpora- 
tion from :I foreign corporation also qualify for this deduction, if the 
foreign corp.mtwrz paying thcl dividtwd is not a "foreigne* personal 
holding company" and it  has dtlrivtd over 50 per ccnt of its gross 
income from the USA for an uninterrupted period of 3G months end- 
ing with the close of' thc~ tasabicl yt'3r in which the  devidcnds are 
paid, while engaged In a t rade or businvss in  the USA. The effect of 
the deduction of 85 per cent o f  thta amount of inter-corporate divi- 
dends from the taxable incomc 1s that under the existing US. corpo- 
rate rate of tax of 48 per cent the  cbffcctivc! rate of tax on such divi- 
dend works out to 7.2 per cent only. 

( i )  That 50 pcr cent or more of i's stock was held at any t ime  
c l u i n g  the lattcr half of the taxable year by 5 or fewer indivi- 
duals whl? are citmms of or resident in the USA; 

( i i )  That at l e s t  8C per cent of the gross income of the company 
for the taxable year consists of "personal holdiny! company 
~ncome", which includes dividends, interest, rovalties, personal 
service income, rents and rents from the sale of securities. 



In accordilncrb wrtll the Tax Act rr! Nr~vtrnbcr 20, 1962, a new 
systim of taxutiotr was sct up in Bclgurn. The new tax is character- 
f w d  by thp fo l l~wmg fcaturcs:- 

( I )  A singlts tnx on total Income: 

(ii) Four differrnt catcgorit.~ of taxpayers whose income is 
w h j w t  ct 11 cr)rr-cymding singlo tax, namrly: - 

(a) individuals residing in Belgium subject to the indivi- 
d ~ i l l  income-tax; 

(iv) taxation invidcrrct~ on total iirtliviciual !r~cori~,:  must not 
exceed 5O',  . 

Taxable Ruse:--?'he Coqwrnte Income-tax applies to  the income 
of c~wporntions and othcr. ~~r.ganiscit,ons rccognised as legal persons 
which have their lcgal suits, t l lc~r  pr~ncipal administration estab- 
1ishmc.nt or their place of management in Belgium. Partnerships 
may, unclcr certain conditions, elect that their profits should he 
taxed in t h  hands of the partners as individual income. in which 
case ttw partnership is not liable to taxation. 

Gross Income : -Gross income includes all earnings resulting 
from the activities of the  company or of the partnership. Deduc- 
tible items consist of business expenses, such as rentals, interest nn 
loans, wages, salaries. pensions, fees, commissions, compensations, 
capital, loans and amortisation. 



In the case of income by way of dividends or income from invest- 
ed capital, 855% of the net amount received by the company may be 
deducted in tho determination of the taxable base. 

Tar Rate:-The standard rate of corporate income-tax i s  30%. 
The tax on undistributt~d profits is 23'; .  In thc cnsp of undistributed 
profits in excess of Fr 5 iakhs, the tax rntc is 35";. In addition, a 
supplementary tax equal t o  5 ' ;  o f  tlit- cnrporrttv itzconzc-tax on 
incon* frotli Belglnn sourcw 1s n l w  Ici.icd. 

Taxation of Dividends: -The ~Irarehalder is given n tax credit of 
15(h on thc dividend inconlc. This crcdit rcprc-srmts half of the 
corporate int.omt.-tax borne b ~ .  thtl c o n l p n y .  

Taxaticrn on Interest, Ro!galttes nthd other Irwome from Personal 
Prop~rty : --In tercst. royal ties nnd other income from personal pro- 
pcrty (such :hs. I o n r ~ b ,  deposits on IW? t nls 1 rtwi\*ccl  hy a corporation 
arc ~ncludcci . t i  r*orpctratc profits and s u t ~ j c ~ t e t i  to thk~ corporate 
income-tax 

Taration of C a p i t n l  Chins:  - - -  A s  n rule, capital gains are subject 
to the Corporntc. Inwmc- tax .  f lowcvclr, sumc capital gains we 
exempt from tax, i f  they fall into one of the following categories:- 

( b )  Cap!tal grilnc* rr al!st-d J r i  ! ! i f$  c(Jilr.sc of thv r.alendar p a r  
1963 or. !'-I(, a cco~ in t  ing J T ~ I  i 963-64, which are re-invested 
in fixrd assets, rquipmr~nt o: stock for the purpose of 
creating a newt cornpany or for capital increase. Normally, 
four-fifths of these capital gains are exempted, but if the 
rc~investment is made i n  a development area, the assess- 
gets ;I total exemption. 

1 ndividwzl Income Taxation: -Every inhabitant of the kingdom of 
Belgium is subject to individual income-tax on his income. An 
individual who is resident i n  Belgium or has a place of manage- 
ment of his property in Belgium, is considered to be an "inhabitantn 
of Belgium. The total net income from all sources and of all kinds, 
foms the taxable base. Incomes of spouses are combined for tax 



purpes.  There are ' f a r  cat@g&rl.ers of Swsmc, n-, hnamrc 
from real property, income fm pmmnel property indudihg cllpl- 
tal, incomc from armpation and income fram mixe'l1ancrous murcas, 

,%me types of incomc are exempted from taxation such as, certain 
nliowancea and prnsinns of a social nature, re-imbursement to 
employees of expcnsm incurred in travelling from their home to 
their place of work certain capital gains and certain reserves for 
"doubtful debts". 

Deduction frcnn Cross I n r n m ~  : -- 
(a) Expemcu incurred during thc taxablc period for the pur- 

ponc of acquiring or pmsctving income denved from 
ocrupntinns, can hc deducted: 

(b) Instrvid of drductinlJ t h ~  actual cxpenws. a standard 
drduotion may bc takcn as follows: -.-- 

In thr* ( q 3 ~ r a  of  c*mployce and persons carrying on indcpend- 
rnnt profit-mnking artlvitics-- 

'LO' , . ~f thv xricwmtx d o ~ s  not escced Fr. 92,500 
15';. i f  tht, inconic falls between Fr. 92,300 and Fr. 3 lakhs. 
10'1; . i f  ttw lncomc tsxceeds Fr. 3 lakhs. 
Thc rnnxrrnum dcduct~on on this account cannnt c)xceed 

Fr. 60,000. 
(c) Othcr items can also hc dducted from gross Income, under 

certaln condl tlons r~nd within certain limits. They in- 
clude, water d im: - -  

( i )  premium payments on h~a l th  and disability insurance; 
(ii)  premium payments on l i f ~  insurance; 

(iii) mortagc payments under ccrtain conditions; 
(iv) contributions to Belgium Universities and to orgsnisa- 

tions assisting newly development territories. 

General Returns:---In the case of joint husband and wife returns, 
40'5: af thr wife's income derived from hcr occupation or business 
rnRy bc dcductcd. This deduction cannot exceed Fr. 27,000. 

Minimum Taxable Income: --Income-tax is not payable by an 
individual if the total taxable income is below:- 

Fr. 30.000 for taxpayers with no dependent; 
Fr. 35,000 for taxpayers with one dependent; 
Fr. 40,000 for taxpayers with two depend-; 



R. 46,000 for taxpayers with three dependents 
k. 68,000 for taxpayers with four dependents; 
Fr. 68,000 to which is added k 34.000 for each dependent 

after the fourth. 

Erne. 1-B. Fr. 6,5101 

Tar Rate:--The tax is graduated accord~nla, to  a wale and rang- 
id income. The highest rate, namely. 60'';. 1s reached on that part 
of the total itlcon~c which t*scceds Fr. 4,000,000. Howcver, as stated 
above, in no case. can th\. total ias P X C W ~  504, of the taxable 
income. 

Tax year and basis of assessment 

The calendar year is thth tax year Tax-payers whose account- 
ing year corresponds with t h ~  tax year are assessed on the profits oi 
the 12 months iwtwdlng the tax vear Taxpavers whose rtccount- 
ing year docs not correspond wtth the  tax year arr. assessed on the 
profits of the last ;rwounting period ending beforp 31st Decrmber. 

The Netherlands T a x a t ~ o n  Law providm for two kinds of tax-, 
uiz. the National Incornc-tax and thc h a 1  Taxes. Thr National 
Income-tax plays a mow ~rnportant  roltb than the Local Taxes 

National h o m e  Tax . 
The rates of National Income-tax on companies art. as under:- 

( i )  Where profirs do not exceed f '  4 0 . m  - 

( i i i )  Where profits exceed f'. 5 0 . m  - 45 0/(, 

Income-tax is pavable by individuals on their total income. The 
taxable profits of sole traders or partnerships, whether distributed 
or not, arc subject to Income-tax. In the case of wages, salari'ea 
and similar payments, tax is withheld at sourcc and credited against 
"final liability. The earned income of a married woman is diminish- 
ed by one-third for tax purposes. The minimum allowance on this 
:account is f .  500 and the maximum f .  2.000. 



A wtthhnldlng b x  at tne rate of 15 per cent is payable an in- 
c o m a  from sharcs, profit sharing notes and profit sharing dchen- 
turm of limitrd Iiab111 ty companies and limited partnership wlth 
shares. This tax i s  dcducted at source. The tax is not payable on 
distribution to limltcd liability compsrnlcs, limited partnerships with 
zrnhres or mutual insurance ccmpanies established in the Netherlands, 
whwh are direct shamholders in the distributing company to the ex- 
tent of at least 25 per ccnt of thc capital. This exemption also applies 
to holdings in f l r r e i ~  corporation,. liable to foreign tax corresponding 
to the Dutch Company Tax or Income Tax. The holdings of less than 
25 per ccnt may, if  the consent of the Minister of Finance is obtain- 
ed, olsa qunl~fy for thls cxcrnption, 

"Portfolio" I~olding c*nmpanic?s, that is, thosc cclmpnnics whose 
major purymscb is to buy. srll. hold o r  manngc securities, arc exempt 
ctn dividend received. ~rreqcrtive of thc size of their holding in the 
paying company. To obtain this rxcmption, however, at lcast 60 per 
cent of dividttnds rwcjved by the holding rompany in any year must 
be distributed to shamholders, or its shares must b~ quoted on the 
Amstcrdnrn o r  Rotterdam Stock Exchanges. 

Diwiricmd titx paid m;iv bc set off against Income-tax or Conlpany 
Tax. 

Directors' Tax. 
Fim pilid to thr su~wbnv~sor). Direcors arc subject to a special 

tax, which is also dcducted at saurm. Thc pro,grcusive rates (as a p  
plictrblc. to f t w  reccivcd from anv one company in a calendar year) 
art. as follows: -.- 

Thc net amount of the fee, after deduction of Directors' Tax is in- 
cluded in the tnxctblc iticomc of the Director for the purpose of In- 
come-tax . 

Tax Year or~d Basis of Assessment. 

For persons other than companies, the calendar year is a tax year. 
For companies, their accounting year is taken as the tax year. Both 
company and non-company assessees am required to make advance 
payments by means of provisional assessments. 



Far the purposes of Income-tax as well as Company Tax, the tfix- 
able profit is the total profit of the busmess. The prrfit is calculated* 
in accordance with the normal accounting principles with only minor 
exceptions. 
Taxation of CcrpttuI Gains. 

All capital gains arising to a company, or t o  an 1ndi.r.idua1 in the 
ordinary course of his business or prnftassion. arc tasnblr as income. 
The capital gains af an indi\.idual arc not nthcrwisc tnxnblt~, exccpt 
for profits from the sale of shares by n tax-payer who, c ~ t h c r  by him- 
self or together with his close relatit-t*s, has ow*ncd d~lring t h ~  pro- 
vious five years 25 ycr cent or mortx of the issucd capital of thc com- 
pany concrrned. 

Losses may be carrmi forward and set off against t h ~  profits of 
the fallowing six years. Lasses  rising in the first s ~ s  yt3ars by a 
business, houvcvt*r, nlny bc cnrricd forward indefinitclv und set OR 
agairst future profits L,os:-ts rnav also be carried bnck and set; off 
against the prl ';' , I :  t l ~ t a  prwrding vcnr. 
Tax Frec Rc.s.crt.rp: 

Rescrvcs may Lc msdt* tax-free for thc following purposerr: 
(i) To sprcwi rcgularlg recurring costs ovcr a number of 

y t w s ,  a.;, for instancv, t ~ x ~ i n t ~ n a n c c  costs o f  ships, costs of 
painting buildings ctc. 

(ii) To cover uninsurtd risks against which it is usunl to insure. 
( i i i )  To replaw iosts or t l ; i r n : ~ ~ : c ~ d  fixcd usscbts, on the following 

basis: 
(a )  I f  colnpcrrsation ha. t x w  rcccbrvcd in t~xccss of  thc boak 

value of the assrlt, so l o ~ l g  a s  it is t h e  intention to rc- 
place or rcp:ilr thc ir5sc.t. t h ~  tAxccsu may he put to 
reserve tax free. Th:? ari~ount is deducted frorrr the ini- 
tial dtbpreci;lr)lc v:~luc. o f  thv asset on repIactment or re- 
pair. 

(b) On transfer o r  w l n d ~ n g  u p  of a business or profession, 
t he  reserve. reit!rrcd to a h w e ,  as well as hidden reserves 
(that is, the differcance between the real value and the 
book value of the assets) and goodwill, are liable to tax. 
The first f .  1,500 is exempt, and the balance is taxed at 
a special rate which varies between 20 per cent and 
40 per cent. 

Local Taxes. 
The taxing powers of Provinces and Municipalities are extremely 

limited and the amounts levied are not significant. 



The N m w q  Taxation L a w  provides for two kmds of in- 
tax, triz., the National Incumc-tax and the Inca1 Income-tax. In 
Norway, thp 1wal taxes ploy more important p r t  than rn maay 
other Eurwpan countries. 

Norwg~cln  companies pay National Income4ax an the total pro- 
fits at a flat rate of 30 per cent. Dividends received from other 
Norwegian companies, howcver. do not form part of the taxable 
incanrc of n rcsidcnt rr~iprtnt company. 

Individuals riw taxed on the basls o f  their total income. Unlike 
resident compsnius, rtv4dcnt individuals are charged t n  t a s  on thib~r 
dividend income RR on their athcr ir~comc. Partnerships arc not 
taxed as such. The individual partners arc charged on their in- 
comtb plus thr appropriate share of the Increase in thr partnrrship's 

met assets. The rates of tax, in the case of individuals, are as fol- 
.lows: - 

On thc next kr. 5,- . 2oC',. 

On the next kr. !.ow . . qO,, 

On tllc next kr. 5,000 . . 30°; ,  

On the next k r .  5.- . 35", 

On the next kr. ?.coo . . 45",. 

Or: rhc excess . . . . ccB. ,  - - 
[lie. I 0.94 kr.] 
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From the tax amount thus calculated, the following deductions 
; ~ ~ t o b e z I U d o :  

kr. roo in sa le  number o 
kr. loo in s d e r  number r 

kr. r ,roo in scale number 3 

kr. 2,000 in scvle number _F 

(Scale number of dcperrdcnts). 

An earned income allowance is given to a single taxpayer with 
dependent children and to a wife (jointlv assessed with her hus- 
h n d )  having earned income. The allowance varics with the num- 
ber of children supported (maximum: kr. 2,000). 

Married couples arta c*ntitld to claim that the incomt* tax shalt 
be calculated scparstciy for both spouses, provided that both have 
had carncd income or lncomcb from profcss~onnl activities or from 
a business managed by t h v  husband or wiftb during the y a r  of 
assessment. I f  this condition is Pulfillcd, thp lower income from 
work, profession or business is taxed separately, whereas the aggre- 
gate of all other income, including any capital gains, is taxed in 
the hands of the other spouse. 

Tax Year and Bnsis of Asseusmmt: -For the purposes of assess- 
ment, the calendar year 1s treated as the tax year. The profits of 
the calendar year precding the tax year are charged to tax. There 
is a provision for advance payment of tax. In the case of wages, etc., 
this is affected by reduction of tax at source. On other  income, the 
advance payment is based on the latest assessment and is payable on 
fuur equal instalments during the calendar pear. 

Dejinition of Income w Profits and tfleir Ccr.tnputation:-Accord- 
ing to t h e  Norwegian Law, interest on capital, pensions and any ad- 
vantage derived from property, work or activity, whether continuing 
or once and for all, constitutes income. Capital gains realized in the 
course of business are taxable, and so are gains made by an individual 
outside the course of business from the sale of assets (except securi- 
ty) within 10 years of their acquisition. 



In practice, the taxpayers' accounts are adopted if they am? pre- 
p~rrewf in accordance with the pnndples of proper b w i n e ~ ~  praetic~?.; 
tf not, the accounts are disregarded and the assessment is b a d  on 
cstimatc. 

Carq-fornard and carry back of Lotsea: - h e s  may bc carried 
forwadeid for 10 ycars and when a company gtws into liquidation they 
may be carried back for two years. 

Specml :llkmwnces: -Firms commencing burjine-s, or investing- 
in t c l r  lndustriul or other undertaking, in the three northern counties, 
are allowrtrl to deduct from taxable income certain amounts to be set 
aside for f u t u r c  inv~*strnc*nt. Assets acquired out c-d the fund are 
written down by 75 pcr ccnt thc amount withdrawn. The firms 
arc further cv~titlcd to sprcial dtym3ciation allowanccs. Enterprises 
opcrsting in rnuniripalities where thcrc ore spcbcial unemployment 
problems, and where thc ixveragc income is exceptionally low, may 
deduct 10 per cent of their lncome in the municipality to form a 
reserve for approved investment in industrial plant. Assets acquired 
out of the fund are writ tm down by 85 per cent of the amount with- 
(1 rawn. 

Local Inc-trrnc-tax is levied on the incomc of  individuals and com- 
panics, excepting divitfcnds from Narwcginn joint stock companies. 
For individuals, tax frcr) allawances arc granted on thc basis of. any 
one of a number o f  prt!scribcd scales. These vary in different dis- 
tricts from kr ROO to kr. 1300 in respect of tuxpayers with no dcpen- 
dents, The allowanccs increase with the number of dependents. 

\ 

Local SUT-tar:--Income for the purposes of surtax is computed by 
making certain allowances from the total incomc as computed for the 
purposes of L o c ~ l  Income-tax. In the case of companies and persons 
dorrlicilcd abroad, there is a standard allowance of kr. 20,000. For 
msident individuals. the allowance varies according to the number of 
dependents between kr. 21,300 and kr. 36.700. On the balance, sur- 
tax is charged at the following rates:- 

On the first kr . 20,000 . . at the rate of 37; 

Oh the next kr. 30,000 . . at the rate of q:/, 

On t hc balnncc kr. . attherateofso(, 



The Swedish Tax Law providcs for the kinds of income-tax, ttiz. 
the National Incc?rnt?-tax and the, Local Inconx-tax.  

National Inccrme-Trts. 

National Income-tax is payable by cornpanit...; and indi~*idtinls. 
The term " c o n ~ ~ n i e s "  under Swudish Rc\.ilnurb I.,;iw cornpriscs (a)  
all Swedish lcgal cntitics (excluding :i n o n - c ~ o r ~ ) o r ; ~ t ~ \  S w t ~ l i s h  body 
of persons) ; and (b)  all forcbign b0dit.s of p'rwlns. corporntcb 01. nan- 
corporate. 

D~vidcnds p a ~ d  o n  >har .ch ~ . , s u r ~ l  rii~rrrlg 1961-66 arr. t i fd~ict iblc  
from the gross :r?conw o f  a ci~:~tr ihutr  nry cbornpany, u p  t o  a n  :~tnount 
equal to 4 per cent of thc amount paid for thc shares. This cicduc- 
tion Is available upto fi years after the issue of the  shares. The 
distributing company is not cntrtlcd to this deduction if  Inow than 
50 per- ccant of its shares are hclrt by other corporations, unless the  
company receiving the div~dcnd is a foreign corporation, or a Swe- 

-dish corporation not entitltd to inter-corporate dividend exemption. 

?'mation of 1ndiuiduak.-Individuals resident in Sweden are 
taxed on total income wherever arising. Individuals not resident 

tin Sweden are taxed on income from property and certain other 



sourca rn Sweden which arise in Sweden. For tax purqxxwi, the 
profits ol nnlirnltd partnership are deemed to be wholly distribut- 
4 and arcs tamd only in the hands of the recipient. 

For Cornprnies: - 

Ta.rp(1 p * r s  o l  her  t i u a r r  Companies: -- 

;('lixublr- trrconw 
1;i rs t 
Ncsi 
Next 
Nex r 
Ncxr 
Next 
Noi t 
Ncst 
Next 
Nex r 
O\*CI. 

6,ooo kt,. 
3,ocm kr. 
3,002 k r .  
i,ocro kr- 
4,000 kr. 

I o,mo kr. 
I O,OW kr. 
2 q o m  kr. 
J O , ~  kr. 
co,ooo kr. 

1 + , m  kr. 
[He. I -0 68 kr.] 

O t i r t p r  Tn,ws:-Income-tax is supplemented by a number of other 
t a w s  dt~signcd to render tllc taxation of company profits effective 
a d  n TWO of these taxes are as follows:- 

(a) Cotrpin tax--This tax is deducted at source by companies 
Zrorn dividends paid to ( i )  non-residents; (ii) recipients- 



who have acquired the right to the dividend, other thw 
by inheritance, but not the share on which it is paid; and. 
(iii) nominee shareholders. This tax is levied a t  a flat rate 
of 30 per cent on the gross dividends. 

(b) Special Tax on undist rtbuted inc*orne of conrpanies: --This 
tax is payable only by Swedish companies or economic 
societies whose busmess mns~s t s  in the holding or, or d-1- 
lng in real property or of securities or other similar imm- 
vablt* property. This tax bwomcs payable if the company 
fails to distribute, by way o f  dlvldcnd, such part of its 
profits as is reasonably called for by its financial circums- 
tancrs and there arc factors suggesting that the principal 
reason for failing t o  do so was to avotd the incldencc of tax 
in t he  hands o f  the indlvlduril ~ h a r r b l d d ~ r s .  This tax is 
levied at t he  rate o f  25'';. on that part of the profit for the 
ycar in question which could reasorrsbly hnve becm distri- 
btrted, less any actual dlstr~bution mi& during that yew. 
A refund of tax may be mad(., in ccrtain rircwnstnnces, if 
the company actuallv makes a d~stribution at a later date. 

h r s t s  o j  as.\essrrtent. -For t htl puryoscs of asst*ssrncnt, the caltmdsr 
year is treated as the tax year.  T h c ~  profits of thc carendar year p r e  
cedirig the tax ycar arc charqcd to tax. Whcrv the accounting pt?ri"d 
does not coincide with thrl calcndar year, the  accounting period of 12' 
mouths ending prior t o  t h r  1st M:trch in thc yrar of assessment, Forms 
the basis of asscssmtnt. Taxpayers arc required to pay advance tux 
t.? their current incomes. 

Definitiotl of Irtconrc o r  Profits uud Method of Computation: -- 
Taxable incumr is classlficvj under SIX S c h d u l e s ,  as follows:- 

Schedule A: --incornc f rorn agriculture 
Schedulc B:--Income from the owntbrship of land other than 

by way of agriculture. 
Schedule C: -- lncomc from the ~ u r s u i t  of :I trade, profession 

nr vocation in Swcden. 
Schcdulc D- --Tncome from an offlce or employment, includ- 

ing pensions and annuities. 
Schedule E: -Income from sources not elsewhere specifled 

(notably capital rtalns) . 
Schedule F: -Income from c a ~ i t a l .  

To be taxable. income must fall within one of the  Schedules 
mentioned above; income is not defined by statute. All expense in- 
curred for the  purpose of earnings income may be set off against 
gross income under one of these Schedules. Income under Sche- 
dule C (profit from trade or business) is generally determined by 



.rrppiymg the c;miinury pnnsripllrns of commercial accounting. Them 
aru ~ p x i u l  provksfons rn resyrrrt of depreciation and stock valua- 
tron. 

Z'crxalion of Capital Gaiw--The liability on capital for 
Srhc!dulc E rar  determined on the tollowmg basis: 

An cxctytim t o  t h t w  gc~tti*r;tl principlt?~ is the sale of rapids or 
wutt r powr.r rights whcm thty ~ w r i c d  of owncx-ship, to secure exemp 
tian, ~ljt~st ~ J P  in excess of 15 yt nr-s .inti :i scnlrl cetired to 15 years 
npplirs 

Capit ill Itrsscs may on& h b  sclt ofT ;\fgil.:r ins t  c-; i ; j i tnl  q a i ~ r ~ :  arlalng in 
the same year. 

Busir~css cyAc Eqtcalisation Reserttcs: --Swedish cnnipanics and 
economic scx*!ttties, in rcspect of Incornt. from aqricultural pmperty 
or from thc conduct of a business, may create investment reserves free 
of tax. The limit to thc or~nual allocation in the case of a reserve for 
forestry is 10 per cent of the gross rcvcnue and, in the case of a 
reserve for busincss actlvitics, 4 0  per writ of the profit of the account- 
ing year. 

For thr, appropriation to reserve to be allowed for tax purposes, 
46 per cent of it must be paid into an account in the Riksbank (i.e. in 



rrtK af a businesq 18.4 per mrt at the profit). The flnn itself 
may invest tha balance as it pleases. 

After 5 years, the finn may withdraw up to a maximum of 30 par 
acnt of the provisions without conditions. Otherwise, an investment 
m r v e  may only be utilised with the permission of the Royal Labour 
rarrtet f3oard and that permission is dependent on eeonomic condf- 
llllions and on the level of umployment .  The Government may per- 
mit future investment reserves to be utilied under the abovomen- 
tianed conditions. 

If the resew is utilised without consent, thc sums witdrawn ore 
brought back into charge for tax. 

In the case of a reserve for business activities, the typtxs of invest- 
ment for which consent will be given are as follows: tlw purchase of 
business premises; contributions towards expenditurv on workem' 
housing; the  repair and maintenance of buildings; the acquisition of 
plant and machinery or ships; the creation of stocks of rnw materials, 
finished goods or semi-manufactures; or expenditure on searching for 
minerals. 

Assets, the acquisition of which is financed out of the investm~nt 
reserve, are deemed to be written off for tax purposes to the extent 
so financed. 
Local Income-2'- 

Liability to Local Income-tax is, in principle, determined in the 
same way as for National Income-tax. In general, the same allow- 
ances are c*laimable as fcr National 1ncorn.t~tcrx. LosYes on activities 

one locality are allowed for Local Income-tax only in that localfty. 
Ihx rates are separately determined by each local authority. Gene- 
rally speaking, the rates vary between 12 per cent and 17 per cent. 
Local Income-tax is deductable from taxable income for National 
Income-tax. The National Income-tax cannot be deducted from 
-able income for the purposes of Local Income-tax. 

TAXATION IN JAPAN 
In Japan, the taxes on income or p r d b  are (a) the National Tax 

and (b) the Local Tax. The National Tax comprises incometax on 
hdividuals and, in the case of companies, the Corporation Tax as also 
t&e income-tax withheld a t  source. The Local Tax consists of the 
Prefectural Tax prefectural Inhabitants' Tax and Enterprise Tax 
mfecture)] and the Municipal tax [Municipal Inhabitants' Tax 
(City, Town and Village) 1. 

0 Loeal Tax 
Frefectural Inhobitantd T=.-This is levied on individuals as well 
on corporations residing in or having a place of business fn the 

Prefecture. The tax is lwied both on a per capita and income barn. 



Tho per capita tax for irrdividuab is 100 Y m  per pawn, per smum 
and, for corporatiam, $00 Yen per annum. The rate af this Ea;x in 
regpact s d  rnmrne in the caw of indivfdualrs ranges from 2 per cent 
to 4 per cent and, in the eaas af carporatiorrs, i t  is 5 8 per cent of 
t hc National Corporation TAX. 

Ehterprrre Tax,--Thm irr 1w~r.d im corporations having an offlce or 
place of business in Japan and, on individuals engaged in specified 
buartncmes or profersrrions. For the purposes of this tax ,  income i s  
computed almost on the -me hasis as for the National Tax for in- 
dividuals and corporattons, s u b j c ~ t  ta certain modifications. Thc En- 
tcrprlse tax is closely l m k d  to the benefits given by local C;ovcrn- 
menis. In the casc of cwporations, the rate of the ~nterprisr Tax 
ranges from 6';; to 12%, ciqwnding on the magnitude of the income. 
In the caw of mdividttuls, the tax rates vary accordmg to the t . y p  
of t)usincns in w h c h  they are mgaged. These rates range b c t w m  
3''; and 595 . 

National Tcul 
2ncotn~-tar on indlt*iduals - - Individuals resident in Japan arr 

taxable on tlwir world-wide income.. Fiowevcr, "non-pcrmancnt resl- 
dents" ( i . ~ . ,  individuals who haw) not had uninterrupted residence 
or damicilc in Japan for more than flve years) are chargrablr to tax 
only on income arising to or rrceived by them in Japan Thrk taxa- 
ble income is computed after allowing scv~ral  dcxductions These arc 
a basic exc*mptian of 137,500 Yen; cxcmption for spouse (127,500 
Yen); cxemptimr for dependents (60,000 Yen for each dependent 
aged more than 13 ycnrs and 57.500 Ycn fo r  ~ c h  dependent aged 
lea than 13 yearn); deduction for msualtv hssw arising due to 
earthquakes, stonns, firm, thefts, etc. (the lass in t.xcrhss of 10'7 of 
the total income): ddirction for medical or dental expenses for 
self or s p u s c  or rclnticrs living with the txxpaycr (expnscs in 
excess of 5% of the total income subject tn a maxlnrum of 3 W , W  
Ym); deduction for premiums paid on the insurance of the life of 
the taxpayer, his S ~ O I I W  or other relatives (the first 25,000 Yen of 
the permhams plus one-half of the next 25,000 Yen, but where the 
premiums exceed ,W,000 \?en the deduction is limited to 37,51M Yen); 
deduction for Are and casualities insurance premiums (20,000 Yen 
where the insurance term is less than 10 years ard 10,000 Yen 
where the insurance term is more than 10 years); and deduction for 
axial insurance premiums paid by the taxpayer on his own behalf 
or his spwlse or other dependents living with him. 

Capital gains arising to individuals are divided into two categ- 
Mr., short-term ntpdtd gains and long-term capital pins. Short-term 



capital gains us? gains arising from the transfer of capital asset 
within three years from the date of its acquisition. Gains arising 
Prom assets held for a longer period, are long-term capital gains. A 
standard deduction (ranging between 300.000 Ytm anti 150,000 Yen) 
is allowed in computing the short-term capital gains and to the extent 
the amount of the standard deduction is riot absorbed by the short- 
term cap~tal gains. It is allowed to bc sct off agnirrst thc long-tcrnr 
capital gains. The standard deduct ion in respcct of Iring-:rrm capital 
gains is 507; of such gains. 

The rates of tax on individuals arc as fallows: 

IndividualS are also entitled to certain tax credits ngainst the in- 
come-tax payable on their total income. Theajre tax credits include 
a credit of 6,000 Yen each f o r  a physically handicapped person, for 
an old person aged more than 65 years, fctr a widow aged less than 
05 years and with a dependent or dependents, and for a working 
student where his total income does not exceed 2,30,000 Yen; a medit 
of 15 per cent of the dividend income received from a domestic com- 
pany subject to a limit of 7.5 per cent of the dividend whew the 
total taxable income exceeds 10,000,000 Yen; and a credit for foreign 
taxes subject to certain limitations. 



~ ~ l l k e b y w ~ y a d f n t e s e s t a r w s l l s r s ~ e s , d m n s ~ u n d r r t  
muneratjoa for persona) are abject to d d u c t i ~  of tax at 
MJUm. 

The taxable income of individuab is computed in respect of the 
calendar year. Resident taxpayers are required to file their re- 
of income between February 16 and March 15 of the next following 
calendar year. T h q  arc required to pay the tax by March 15, ad 
that year. Resident taxpayers are also required to make "estimated 
tax wymmtri" in the nature of advance tax payments during the 
period from July to October of the income year. The advance tax 
aa payable is taken to be the tax on the total income in the p d i n g  
year aa reduced by any tax deducted at source. 

Corporatiinn (Incomcr) Tax on &mastic mpanies.-Companiea 
having their head omce or main offlce in Japan are treated as domes- 
tic companies. They arc chargeable to corporation tax on their 
world-dde income. However, dividends received by a company 
from dametic companfes a n b  excluded from the taxable income ex- 
cvpt where the amount of the dividends received exceeds the amount 
of the dividends distributed bv the company in its turn. 1n the 
letter caw,  25% of the excess is included in the taxable Income. 

Capital gains arising to companies are nonnally taxed in the same 
mannrr as other ordinary income. 

The rat- of corporation tax are as follows: 
-- 

Taxable income Tax rate % 

I .  Corpomtiotr with capi- 
tal of not mom than 
loo million yen 

income not more than 
~,OOQ,OOO Yen 22 

Distributed income 
income more than 

3,000,oooYtn 26 
-- 

I income not more than 
3,000,000 Yen 28 

Undistributed income 

3,-,-Y= 35 1 in-e mom 



- 
a. Cotporotitm withcapitel 

of most than I oo miUioa 
% 

rcrr a 

Distributed incane . . 26 
Undistributed inarmecjl . . 3 5 

---.-----I_ ----. -. -- -.-\-.- ^ 

Family corporations (i.e., companies of the type which, under our 
law, are treated as 'clody-held' companies) are liable to pay a spec 
cia1 additional tax on their undistributed profits in excess of a s p  
cified amount. The specified amount is (a) 1.5 million Yen; or (b) 
30 per cent of the net income before tax; ar (c) 25 per cent of the 
paid-up capital as reduced by reserves, whichww is the high&. 
The rates of this special additional tax Em@? from 10 per cent to 20 
per cent of the excess undistributed profits. 

The taxable income of corporations is computed in respect of the 
accounting period followed by them. They are required to Ale their 
return of income within two months after the end of the amounting 
period subject to an extension of time in special cases. Carporattans 
are required to pay the tax on their income before the time limit for 
filing the return, subject to an extension of time up to three months 
where more than half of the tax has been paid up to the due date. 

The Income-tax system and the principles of taxation in Ireland 
are basically similar to those in the United Kingdom. Income-tax is 
payable by individuals and companies on their income or profits. 
Partnerships are not taxed as such, the profits being allocated to, and 
tax levied on the individual partners. The standard rate of income- 
tax is &P 4d in the pound, that is, 31-213 per cent. 

Individual taxpayers receive certain allowances as a deduction 
trom income. The most important of these allowances are ss follows: 

(i) Eatneat Incone AZhance: This allowance is equal to one 
fourth of the earned income, subject to a maximum all* 
wance of Em. 

(ii) Wift's ecrrned Inconre A ~ w t : - T h i a  allowance b 
equal to threequartera of the wife's eamed income up to 
r maxmum of £15. 

(iit) PGIsond AZlaomcts:-A single pemm gtrhr a 
allowance of S231; a xnarried person of g w  g& r 
widower or a widow of £ZW. An additional allow- d 
El20 is granted for each child under 16 yeam of age. 



(iv) Age Allowance:-An age allowance in lieu of emed 
incame allowance is granted fn a case wbere the taxpeper 
or his wife is aver 65 ymrs of age and the -1 f n m e  
of t h ~  tsxpavrtr dm not exceed f 600. 

(v) L I ~ p e r ~ ~ b l t t  Relatrue Allowance: -A deductian of £60 is 
grantr-d from the taxable income if the income of the de- 
pc.ndent rcrlativc doc- not excecd $110. 

(14 ) Nou.wlcecrper Allowance: -A deduction of E 100 is allowed 
from th(t total income ns housekeeper allowance. 

(1 .1 i )  Tleductians arc also made in respect of life insurarwc and 
mr4icd in,wrancc lmmium. 

Curporatton Profit Tasc: -A corporation tax at the rate of 10To 
1s payeblc h y  companies on profits in excess of E2,500. This tax 3s 
paynbltm hy cr)mpanic.i incorporated under Irish Law and carrying on 
:r trade or buslncss and by foreign companies in respect of profits 
rttttihutable to thrir trading oprrations in Ireland. 

Surtax:--This is ;in additional tax on the income of individuals. 
I t  rs chargeablta on income which, after making certain deductions, 
arck in cxcws  of XZ,.WO, at the frdowing rates:- 

111 re~pcct of first 52,000 ofthc chargeable i~lcome . 2s.  6d 
Inrcspectofthcncxt 63,ooo of thechargeableincome 5 s .  od. 
I n  rmpcct ofthe halanceof the chargeable income 7s, 64. 

" .---. -.---.---.- - ---.--. - - - - - - - - - "  ---*-- . - - - - - -- - 
7 ' ~  Year and Bmis of Assesstnent:-The Tax Year commences on 

6th April and ends on 5th April. In Ireland, there are the same sche- 
dules and, in general, the same basis of assessmnt as in the United 
Kingdom. income-tax on profits is normally assessed on a preceding 
yt'nr basis. 

1)~finitwu of I w ~ n e  or Profits:-There is no general definition of 
income. Capital profits or gains are not taxable. Pmflts fnrm a trade 
or business are generally determined by applying the ordinary p h -  
ciples of commercial accounting, subject to the statutory rule that 
any expenditure deductible from profits for tax purposes must be 
"wholly and exclusively laid out for the purpose of the trade'. 



W f e  far complete relief from income-tax and coqxuatlon @t 
rtax for 10 cunsequtive years. In the case of a new company manu- 
facturing in Ireland for the Arst time, exports would represent a 
1005 incmse so that the tax relief would be applied to the whole 
of the profits attributable to export sales. A limit has been set to 
the period during which the full 10 pears' relief can be claimed and 
the assessment year 1974-75 is the last year in which the 100$. relief 
can bc granted. Following the  10 years of full relief, a period of 
5 yuars' partial relief is pnnided. In thc first of these 5 years, the 
taxes payable on profits attrilmtablc to export trade in Irish rnanu- 
factured goods will be rcduc@cf by 80"; and in the sccond, third, fourth 
and fifth year, hy 5SC;- .  505 335'';, and 15? respectively. This relief 
i~ crantecl unl:, t o  C O l ~ ~ ~ i ~ I l k t ' S  

A company, which has obtninrd this rolicf, yi1ssm on a similar 
measure of r c ~ l l c l  from i r z c ~ r r n c ~ -  tax to shareholders when i t  distribu- 
tt.s n cliviilvnd. For cxan~plc,  if one-half of the company's profits is 
attributable to c x p r t  trade in  Irish mnnufaetured goods, tax will be 
deducted from dix4dends at only onc-half of t h e  standard rate and 
no furtfwr t ax  i s  payahlc by the shareholder. A similar measure of 
rclitbf frcm curtax is also 131 tb~icird. 

C a r q  fvrn70rtl of Losses : ----hsses may be carried forward indr- 
Anitely until absorbed by future profits. They may not be carried 
back except on cvssnt ion of a businms. when they can be carried 
hack for  3 ?cars 

hlalaysia levies a Nationcll Tax, namely, income-tax on the income 
or profits of individuals and companies. 

Income-tux on i~rdit?idtrals.-A resident taxpayer, i.e., who has his 
home in Malaya is chargeable to tax on his Malaysian income plua 
anv foreign income which he receives in Malaya. 

The total income of husband and wife is aggregated. In compu- 
ting the taxable income, a deduction is allowed by way of earned 
income relief at one-tenth of the earned income (subject to a maxi- 
mum deduction of M$1000) and certain personal reliefs, these being, 

'MS 2000 for the taxpayer, M$ 1000 for the wife of the taxpayer, apd 
dedueth for dependent children up to a maximum of five child re^, 
ranging between U$750 for the first child and M$. 300 for the fourth 
srnd fifth child. Other deductions allowable are in mpect of (i) com- 
pulsory contributions to provident funds or pension fund$ and 

miurns on fife insurance policies, subject to a maximum of MS.. & 
and (fi) tbnations to approved public Wstitutions (schools, hospitab, 



'I'axoblc incant 

Individuals are entitled to certain tax credits against the tax char- 
gaable om their total income. These are e credit of (a)  40'j;, of Ur 
gross amount of dividends received from a company resident hr 
Malaya or Singapore; (b) 507, of the tax charged on the taxpayer ta 
a foreign country with which Malaya has a double taxation a d -  
dance agreement, subject to variations in the amount of the crecgt 
w t h  reference to the effective rate of tax in Malaya; and (c) in th 
case of a person who is a beneficiary of a trust and where the trttstcrr 
have paid tax at 40% on the t m t  income, 40% of the i n a n e  mdv-  
ed by the beneficiary from the trust. 

Tax is deducted at source only from interest paid to on-- 
individuals and companies, at the rate of 40%. 

Tax is charged in Malaya with reierence to the year of ra 
ment which coincides with the calendar year. The return of 
i s  required to be Aled within 21 days the date of issue af t b  
return form by the Income-tax ofl[ice, subject to exkaafcra of 
1Mt. The return forms are generally issued in January or I%brt 
ary. The tax iq payable within cme mrmth of the amice ob tLc: 
notice of ~l)d)~f~ment subject to exhdon.ob.the time b i t  in rPnt 



bbh cases Employees and bmdkiariee are allowed to pay their tm 
by fpabllmrnts, A P.A.Y.E. scheme involving compulsory mcmfhly 
dcductio~ b, being introduced in ataew. 

Income-tw on domatic companks-A company is a 'domestia 
company' if its control and management are situate in Malaya. Da- 
mtstic companies are chargeable to tax on their Malayan i n m e  as 
well as their foreign income received in Malaya. Non-reaident cam- 
~ a n i e s  (those which are not domestic companies) are chargeable to 
t x  only on their Malayan income. The rate of tax in both cases ja 
40 per cent of the taxable income. Closely-held companies are not 
subjtxt to any additional income-tax far failure to make distributions 
o dividends. 

Tax is payable by companies in respect of the income of the 
assessment year which is usually measured by the income of the pre- 
vious Calendar year or the company's accounting year ending with- 
in that year. Return forms arc? usually issued in February and are 
to be Aled within 21 days. The tax is required ta be paid within 
one month of the service of the notice of assessment. The assessment 
13 made during the assessment year but there is no Axad date for 
making it. 

Capital gains are not chargeable to tax under the Malaysian in- 
come-tax law. 



(See pars 1.81 of Report) 

In thr 3 1 1 r i i h t r . t ' ~  11r)t.o it has twcn stated in reply to point 7 that 
;n 358 c a m ,  t h ~  dlsc.losurt:s were made separately by members of the 
t. ;nc farnll~c~s :nc.ludlnl: lactics itnd minor children. How many cases 
o f  these have* hmn rt*asscssetl and appropriate tax collected subs@- 
rluent to accc*ptrng the dwlar;~tions? Have the Department in any 
c.+.;c initiated ~ ~ r r ~ c x d l n ~ ~  t o  ;i~scl;s the income in the hands of the 
t ~ ( 1 1  owntbrs? 

Exelucfi~rg Wcst Ihugrtl c~ha rps ,  frc~rn whom information has not 
yi,t twcn tqc~ctb~t.cd, 50 Imr zrttcbmpts t~avct b w n  made to assess the in- 
comes in thr* hands trf real owners in 3 cases. In one c a c  assess- 
ment hiis \wen con~pleted ritlslrii: a denland of Rs.  57,430'-. A part 
( I ?  this tax has also I w n  cwllectcd In  tht. other two cases. assess- 
rnrnts art8 pcnding. 



S1. 
No. 

--- 

I 

-- - 

1 F inaxe 'The Commi!;w are c~ncerned t o  note that the number of IH- - scssmtnts pending has increased from '7.12.407 in 1961-62 k, 21,69$$29 
Deptt. of Revenue in 1965-66. The Ccrnmittre also note that during the last three ye- I nswancc the percentage of assessments completed out of the total number of 

assessments for disposal varied from 50.8 per cent to W7 per cent 
which means that m a r l v  half the total number of assessments re- 
mained pending IYhat causes the Committee greater concern is the 
fact that the numbc rs of business cases involving an income of over 
Rs. 25.000, which w;.re pending on 31st Narch. 1966, was 1.20,185. 
The Committee nutt that it is only latelv that the Department has 
addressed i tself  t the  task of taking up important yrrsr- 

rnents on a prior~ty basis. The Committee are a little daub 
fui whether the targets of 31st March. 1968. for bringing up to date 
the assessment of 50 per cent of the important cases and of the e n -  
ing 50 per cent by 31st March, 1969, will be achieved. The Commit- 



tee cannot Wo strongly stress u p  Govenunent the rrecd to prf 
special attention to the speedy finalisation of pending -nb 
and in particular business cases involving an i n m e  of over Rs. 35,WW) 
and of ensuring that in future all such assessments are giwn due 
priority and are not allowed b remain pending at the end of the 
assessment year. 

The Combnittee would like to draw special attention to the fact 
that the total value of assessments completed in the last month 
(March) of the financial year 1965-66 represented approximately a 
per cent of the total value of assessments completed. Further, nearly 
40 per cent of the value of assessments in the last month wcm mm 
pleted in the last seven da3-s of March each year. This is dearly in- 
dicative of the fact that the Department is not planning its work pro- 
perly and that a large number of cases are rushed through in the last 
month and indeed in the very last week of the financial year. Tho 
Committee would like Government to take effective measures to en- 
sure that Income-tax Ofllcers plan their programfile in such a way 
that assessment of cases involving large incomes is not crowded into 
the last month and the last week of the year. 

The Committee expect that the Income Tax Ofacers will be suit- 
ably instructed to ensure that no assessment is left imrnbMe. 



save under exceptional circumstances and with the prior approval of 
the Commissioner, beyond two years after the awesameat year not= 
wirbtanding that the limitation for asesmcnt is fuur years. 

The Commttee have in their previous Reports expressed their 
great concern at the increase in the amount of arrears of income-tax 
from year to year. In this connection they would like to invite a re- 
fdrence to paras 1.257 and 1.258 of their 46th Report (Third Lnk 
Sabha) and paras 1.274 and 1.275 of their 3rd Report (Fourth Lok 
Sabha). The arrears have increased from Rs. 282.37 crores in 19634 
to Rs. 322.72 crores in 1964-a and Rs. 381.88 crores in 1965..66. This 
continuous rise in arrears of income-tax shows that the measures 
taken by the Board of Direct Taxes in the past have not -It& in 
any significant improvement. -4 

The Committee feel that as with assessment rases, the atten- 
tion of the Department has to be concentrated on cases of arrears of 
tax demands of Rs. 5 lakhs and above. The number of such c a m  is 
oaly 507 but the arrears of revenue arising fmm them is of the ord27 
of Rs. 135 crows. The Committee have no doubt that with the fixing 
oi responsibilities at various levels by the Department for enrntrlng 
tije colktion of arrears, it would be possible to realise them in a 
reasonably short time. The Committee have also no doubt that the 
improvement in the realisation of arrears would not only augment 
G-mnt ' s  Anances but would also find due rdection in the trx 
structure. & 



C I .26 Finance The Conunittee would like Government to pay particulu - -- attention tn the arrears of tax from Ctlrnptinics so as to allay the r p  
Dcptt. of and prehension that some of these n r n p a n i ~  may k holding b r k  Oov- Insurance ernrnent dues and utilising them for business purposes The Com- 

mittee f e l  that not nnlg should dues be realised eapctcfitiousfy but 
that penalties admissible under the rules should be i m p d  sa as to 
act as detement tl, others 

Tne Committee dtsire t h a t  Gwmment  makc n thorough 
prnbe to ascertain whether the dirparitp in book figures of a m  of a 
demand and effective demand is c l w  t l i  a tendency on the part of as- * 
sessing officers to create high and unrealistic demands which, cn the 
one hand might lead to wast~iul  litigation and on the other Actittonsly 
boost the demand figures with its othrr pernicious ramiflcaths. The 
Committee would also like Go:-r-rnment to examine all cases involving 
non-recovev of taxes of Rq 1,00,000 and above out of the total irre- 
coverable amount of Rs 37.85 crows. The Cammitt- have no doubt 
that Govemrnent xi11 take suitable action against the officers t d  
respmsibfc for n{.glwt. i f  any. in wspcct nf the inwmwdde dew& 
ment ion4  ahow 

The Cctmmbtttv mtc that the number o f  appeals and revlsion 
petitions as on 30th June, 1967 has gnnr down to 1.13.378 an$ 8,207 
from 1 ,% 162 nnd 5 5W w s w t  ivelv ,7< t I H  30th June, 1W. T h e  bp 



that  efforts w ~ l l  continue t~ be made tu l~quidate the outatanding 
appeals and revision petitions and avoid such accumulation in 
iuturc. They also desire that special attention should be p i d  k, the 
4.ld appeals nnd revision petitions relating to the period prior to ' 
!!M-65 wh!ch numbered 2 .13  and 5% respectively is on 30th June, 
! 967. 

The Ctmrnittcv hope tliat necessary action will be taken by 
the Dcpartrncnt to check the !endency on the part of income tax om- 
ccrs to  over-pitch nssesrncnt.; Thcy werr  infmmed by the -- 
tary. Rcsm~ie  c9: Expenditure that a suggcstim had been made to 
thc  Rnarr? ! h?t  t!;c efficiency c)f t he  Income Tax m c c r s  might t ~ e  
judged fro- thc number of c a s e  in which the assessments made by 
them r;tmd thc scrutiny of appellate courts. The Committee feel that 
such a step M ' C U ! ~  be helpful in checking the tendency on the part of 
Income Tax Offiwrs to over pitch assessments. They would like to 
kr?ow the final decision taken in this regard. 

The Cl.~mnit!ce 3150 f e e l  that a n  waluation of the work done 
b:i the asscssinq officers should bc undcrtakcn when large relicfs are 
$i\-c!l in appeal. The Committw would like the Board of Direct 
Taxes t o  look into cases of the past f 0 u r  years in which aggregate te- 
lief to an assessee in one year in sppe:sIs a ~ i i  referenrns is in excess 
of 50 per cent of the relief scrugitt. tvi'h a v i e ~ v  to evaluating the work 
of the assessing officer: The Clmmit tcr .  should tc informed af the 
action taken against the oficcrs who are found tr, have overpitched 
assessments, particularly in cases where the  Tribunal. High Court or 

- - - 







attrative as well as possible, that Government is impelled to mrn- 
promise with the tax evaders in the larger interest While adopt- 
ing adequate administrative safeguards to arrest tax cvnsian, it 
would be well worth while to adopt measures whch will make eva- 
sion unrewarding and unattractive. That would be to farestall the 
malady rather than to allow the malignancy of evasion to grow and 
then seek its cure by Voluntary Dxsclmure Schemss- 

17 i .70 Finance The Committee feel that the present system of levy of taxes is - -- onerous and complicated and the collection of taxes has not been 
=pn. and ejlkjent. Otherwise there would h a w  been no need to introduce 

Insurance Voluntary Disclosures Schemes. As a resuit of inefficient cdlec- 
tion, the evader gets away with large amounts of money while the 
honest assessee has to suffer. In the opinion of the Committee o 
d:sgroportionate amount of enerG is spent on unimportant c a w  
of honest and relatively small tax papers while tax evedets eftfret 
g o  scot f r w  or are afforded opportunities to make voluntary d b  
clmures. The Committee note that thc Department propose to take 
certain measures to divert time and energy at present devoted ta 
small tax payers to dealing with tax evader. The Committee suggest 
that the matter should be kept under constant review and that 
further stcps should be taken to improve and simplify the system of 
assessment and c d k t i o n .  



The C o m t t e e  desire that the Ministry shauld make s detailed 
study of all aspects of taxatton in these foreign countries from up 
to date publications and also obtain the requisite information from 
t h e e  foreign Governments t5rough out Missions abroad, The study 
should cover the  adrnmistrative aspects of the system of assessment 
and collection and the measures adopted to cheek tax evasion and 
by cc>mparisrm Chvernmcnt should examine, keeping the condittona 
of our cuuntrj. in view, t o  what extent it  is necessary to modify and 
amend the present laws and Irr\-ics of taxes to prevent large wale 
conw311r:rn: uf income. 

The Conmittec note that, accordrng to the studies made by the 
Ministry. the rates of taxation on corporate as well as non-csrpcamte 
inwme in India are generdfy higher than in the relevant foreign 
countries. The C~mmit tee  do not think that, in their effort to raise 
adequate resources for developmental purposes, Government are 
justified sn creating a situation where, party as a result of excesstve 
rates of taxatio:) Iarge amounts of unaccounted money are found to 
be floating and the entire economic atmosphere gets vitiated and in 
the  process the growth of the rate of collection of direct taxes is 
ad-verwls affected. The Committee would, therefore, strongly urge 
that the entire tax structure of the country should be critically em- 
mined in the light of the evils that have resulted intm uliu from 
the present excessive rates of taxation and that the practice of ad- 
vaned countries should be folfowed in order to avoid further prova- 




















