
P. A. C. No. 449 

PUBLIC ACCOUNTS COMMITTEE 
( 1 974-75) 

(FIFTH LOK SABHA) 

HUNDRED AND FIFTY THIRD REPORT 

[Action taken by Government on the recommenda- 
tions of the Public Accounts Committee contained 
in their 128t h Report (Fifth Lok Sabh) on Chapter 
I1 of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union 
Government (Civil), Revenue Receipts Vol. II, 
Direct Taxes, relating to Corporation Tax]. 

L O X  S A D H A  S E C R E T 9 R I A T  
N E W  D E L H I  



LIST OF AUTHORISBD AGENTS FOR THB SALE OF LOK SABH.'r 
SECRETARIAT PUBLICATIONS -- ...- 

SI. No. Name of Agent SL No. Name of Agcot 

ANDHRA PRADBSH M AHARASHTRA 

, z G. R L.bhmfpty Qetty and Sour, 'I' 
&nerd Merchant8 and N m  Agents, 
Newpet, Chaudrrgirl, 
chinoor ~irnia. 

3. U a t c m  f)oot Depot, Pan B a r ,  
Gauhrtl. 

BIH AR 

4. AIMX Kltnb Ghu, P a r  Box 78, 
Diagonal Road, Jrahcdpur. 

'Zb New Orda  Book Company, 
EnbBddk 
Ahndaw-6.  

UADHYA PRADBSH 

MP. Sunderdaa Gimchaod, 
601, Gigawn Road, 
New Princar Street, 
Barnby-a. 

The International Book H o w ,  
(Private Limited, 
6, Ash dane, 
Mabatma Gurdhi Road, Bombay-I 

The Intanrtiond Book S e n i n ,  
Dccan Gymkhana, Pwnr-6 

Cbula Lamkn dt Cornpaw, 
1 y Mahatma Gmdhl Rood, 
Oppaitt Clock Towu, 
Fort, Bornby. 

The Curnot Rook Hotme, 
M m t i  LIIK, 
Raghunatb Dad41 Street, 
Bombay-r. 

Decan Boot Sail, 
Fagumon College Rwd, 
Poona-4 

M.& J. S a r i m ,  Pablisbm 
Repraenudra ,  Accounts & IAW 
nook scum, 
B.M R o d ,  Bombay-xj. 

MY SORE 

17. People Book House, 
Opp. J-mmohm Pdaca, 
Mporo. 

RAJASnuW 

18. Infomution Ccntm, 
Gorrrnment of R.jnlh.n, 
Tripoh, Jdpur City. 

UTTAR PKADESH 



CORRIGWDA 'lD HLNDREd ANJ FIFTY 'MIRJ R P O R T  
o F PUBLIC ciCCOUN TS COMM I TTES (FIF LOK s ~ B H A )  
PRSS3NT9j ID LOK S1Lt3Hil ON 28.4.1975. 

26 
15  
1 8  
1 
11 
7 
3 1 
52 
54 

4 

4 

3 from 
bo t t o m  
1 2  
12 
16 
4 
3 

18 
2 fmm 
bo t t o m  
4 
8 
16 
L a s t  l i n a  
4 

c a r y  
app Qar 
l o s o  
f a c t  
grower 
2 .,,*C;. 
3n 3 
wu'r  :! 
m s  t t e r ,  
t h x  z 
r c q u i r :  to 
t h o  

c o m n i  t;;. 2 
now how 
D r O S - '  
inv a lv c 
in co r d i  - 
n s  t r  
ccjn ccn cd 
i n  s t r u  c- 

i ~ n  s 
su i t 3 b l c  
f a l l  
thcm away 
P a 4 c . C .  

c a r r y  
agp ea r s  
l o s s  
f a c t s  
g r o w  

thorough 

C o m i  t t s e  
Know-how 
s rou  S O  
i n v o l v i n g  
i n ~ r d i n 3 t ~  

su i L'IID~Y 
fa31 
than  n kc-p  away 



C O N T E N T S  PAGES 

COMPOS~TION OF THE PUBI.IC ACCOUNTS COMMITTE~ 1974-75 . . (iii; 

INTRODUCTION 

CHAPTER I 

CHAPTER I1 

Report . . . . . . . .  I: 

Recornmendat ionsiObsewat ions that have been accepted . . .  by Government . . .  . 20 

Recornmeridat ions/Obsewat ions which the Committee do 
not desire to pursue in view of the replies from Go- 
vernment . . . 39 

Recommendnrion/Ohsewarion replies to which hnvc heel: 
accepted by the Committee and which require reiteralior 55 

Rccommcndat ions:Observat ions in respect of which Govem- 
rnent have furnished interim replies. 58 



PUBLIC ACCOUNTS COMMITTEE 
(1974-75) 

Shri Jyotirmoy Bosu 

MEMBERS 
2. Shri S. C. Besra 
3. Shri C. D. Gautan 
4. Shri Pnmpan Gowda 
5. Shri Jagannathrao Joshi 
6. Shrimati Parvathi Krishnan 
7. Shri Y. S. Mahajan 
8. Shri Bibhuti Mishra 
9. Shri Paripoornanand Painuli 
10. Shri h'uain Chand Parashax 
11. Shri H. M. Pate1 
12. Shri P. Antony Reddi 
13. Shri Shibban La1 Saksena 
14. Shrj Biswanarayan Shastri 
IS. Shri Sunder La1 
16. Shrimati Pratibha Singh 

17. Shri G. R. Patil 
18. Shri V. B. Raju 
19. Shri Moharnrncd Csman Arif 
20. Shri T. N. Sin& 

2 I .  Shri Susanknsekhar Sunyal 
22. Shri A. K. A. Abdul Samad 

SECRETARIAT 

Shri Y,  Sun'1cr RojnnAcvtior Financial Cornmitree OBicer- 



I, the Chairman of the Public Accounts Committee, having been 
authorised by the Committee, do  present on their behalf this Hundred 
and Fifty Third R e ' p n  of the Public Accounts Committee on Action 
Taken by Government on the, recommendations contained in 128th 
Report (Fifth Lok Sabha) on Chapter I1 of the Report of the Comptroller 
& Audit or General of India for the year 1971-72, Union Government 
(Civil), Revenue Receipts, Vol. 11, Direct Taxes, relating to Corporation 
Tax. 

2. On the 31st May, 1974 an 'Action Taken Sub-Committee' was 
appointed to scrutinise the replies received from Government in pursuance 
of the recommendations made by the Committee in their earlier Reports. 
The Sub-Committee was constituted with the following Members:- 

Shri H. M. Patel-Convener 
MEMBERS 

2. Shri Sasankasekhar S;rnyal 
3. Shri Jagannathrao Joshi 
4. Shri S. C. Besra 
5 .  Shri V. B. Raju 
6. Shri Mohammed Usman Arif 
7. Shri P. Antony Reddi 
8. Shri Narain Chand Parashar 
9. Shri T, h'. Singh 

3. Thc Action Taken Sub-Committcc of the Public Accounts Com- 
mittce ( 1974-75) considcrcd and adoptcd this Report at their sitting held 
on 10th April, 1975. The report was finally adoptcd by the Public 
Accounts Committec on 2 1st April. 1975. 

I. For facility of rcfcrencc the main conclusions 'recommendations of 
tllc Committec haw been printed in thick type in the body of the Report. 
.4 statement shewing thc summary of the main recommendationsloh~crva- 
tlon, crf thc Committee is appendcd to the Report. 

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

-- 'JYOTIRMOY BOSU) 
New DELHI; Chairman, 

21 \I April, 1975. Plrblic Accotcrttr Contr?tittee. 
b - .------ ----- 

1 yt Vaisakha, 1897 (Saka I 



CHAPTER I 

REPORT 

1.1. This Report of the Committee, deals with the action taken by 
Government on the recommendations contained in their 128th Report 
(Fifth Lok Sabha) on Chapter I1 of the Report of the Comptroller and 
Auditor General of India for the year 1971-72, Union Government 
(Civil) Revenue Receipts, Volume IT, Direct Taxes relating to Corpora- 
tion Tax. which was prescnted to Lok Sabha on the 29th April, 1974. 

1.2. Action Taken Notes have been received from Government in 
respect of all the 56 recommendations contained in the Report. 

1.3. Action Taken Notes IStrlternents on the recommendations of the 
Committee contained in the rcport have been catcgorised under the 
following heads: 

( i) Recornt~~mdationslObsm~ations that have been accepted by 
Government. 

Serial Nos. 1 .  2. 3, 4, 8-9. 14, 15-16, 17, 18, 22, 23; 
28, 31, 35, 40, 48, 49, 50, 52 and 54. 

(ii) Recommendations/Ohservations which the Committee do not 
desire to pursue in ~lrc light of the replies receiwi from 
Governmenr . 
Serial Nos. 5, 21 and 51. 

(iii ) Re(-omn~enduliot~.slOh.~t~rr.arions rc'plirs to ~vliich h m ' p  nor 
been accepicd by the Cornrnittee and which require reiterfi 
tion. 

Serial No. 20. 

(iv) Rcc~on~rrrmda~ion.r/Oh.wrt*a~i~ns in resptDcr of ~Aiclt G o ~ m r -  
ment have f~rrnisltrd inrerint replies. 

.Serial Nos. 6. 7, 10-12, 13. 19. 24-25. 26-27. 29-30, 32. 
33, 34, 36-37. 38-39, 41-47. 53, 55 and 56. 

1.4. The Committee desire that final replies in rgard to those recorn- 
wadations to which only interim replies have so far been furnished. should 
be submitted to them expeditiously after getting them vetted by Audit. 
The reaeon tor the delay should be explsined to the Committee. 



1.5. The Committee will now deal with the action taken by Govern- 
ment on some of the recommendations. 

Incorrect cornputmion of Corporation T~--Commission ro include 
capital gsdm while calculating the average rate oj tar on totd in- 
cornc~(Pmagr4phs 1.28 and 1 . 2 9 4 .  NOS. 5-6) .  

1.6. Commenting on the omission to include capital gains while 
calculating the average rate of tax on total income, in a case, the Com- 
mittee in paragraphs 1.28 and 1.29 of the Report observed as under:- 

"Although 'income' as defined under Section 2(24) includes 
capital gains chargeable under Section 45, in this case 
mysteriously enough capital gains were omitted while 
caiculating the average rate of tax on total income. for the 
purpose of allowing rebate on inter-carporate dividents for 
the assessment year 1965-66. It creates suspicion that 
despite clear instructions from the Board that the IT0 should 
personally recheck tax calculations of demands in cases with 
income over Rs. 1 lakh. no check had been carried out in 
this case which involved a total income of as high as Rs. 221 
lakhs. In his explanation for the failure to carry out the 
checking. the IT0 has stated that the IAC had ~ iven  an 
assurance that the ITOs would not be held responsible for 
any mistakes in the calculation of tax. Although the ex- 
planation has not been accepted, the Committee consider it 
desirable to ascertain whether any assurance of this nature 
had been given by the IAC concerned and if so why he had 
done so. The Committee should he informed of the result 
of such an enquiry. 

The Committee find that the CIT has been asked to carry out a 
selective review with a view to finding out if similar mistakes 
have been committed. They stress that this review should 
also bc cxtcnded to seciq whether the ITOs in this charge 
have been rechecking the tax calculations as per the Roard's 
instruction. The review should be conducted by the I A C  
(Audit). The Committee should await the results of thc 
review." 

1.7. In their replies dated 16th October and 19th November 1974. 
the Ministry of Finance (Department of Revenue and Insurance) bave 
stated: 

"l%e relevant assessment order in this case was pawd on 27-2-1970 
by the IT0 concerned who had been there since 3-7-1967. 
During tbb period k,, 3-7-1967 to 27-2-1970. three In- 
soecting Assistant Commissioners sucessively held charge 



of th: r d m n t  R a n p .  There is nothing on record to  show 
that any one of them had given any assurance that ITOs 
would not be held responsible for any mistake in tax calcula- 
tion. 

One of the lACs has since resigned and left the Department. 
Enquiries from the other two lACs reveal that neither of them 
had issued any such instructions or given any assurance, even 
verbally." 

The Ministry further added: 

"The Range IAC had made a selective scrutiny of cases and 11 has 
been reported that he did not come across similar mistakes 
in any-other case. However, the C.I.T. has been asked to 
csrcnd this review to other circles of his charge also and the 
results of this extended review will be intimated in due 
course." 

1.8 The Committee had earlier suggested that the review ordered by 
tbe Board with a view to finding out if similar m,istakes had b e a  committed 
should ako be extended to seeing whether the Income-tax Officers in the 
relevant commisioner's charge had been rechecking the tax calcolot'mas and 
that this review should be conducted by the IAC (Audit). The Committee, 
bowevea very much regret to note that their suggestion bas apparmtlp not 
been acted upon by the Ministry and no valid reasons have been given for 
not accepting this suggestion of the Cornmitt@. The Committee voold, 
therefore, reiterate their earlier recommendation and trust that this would 
be completed expeditiously under advice to the Committee. 

1.9. Commenting on the failurc to carry forward the deductions made 
from the Super-tax rebate in one ctlsc, the Committee. in paragraph 1.48 
of the Rcpon ahscrved as under: 

"Under the Finance Act, 1964 and 1965. cert:lin deduction, hail 
to be made from the super-tax rebate and the deduction was 
limited to the extent of the rebate and the balance was to be 

carried forward. Failure to carry forward the deductinn in 
this caseiresulted in short-levy of tax of Rs. 1.33 lakhs in 
the assessment year 196566. Similar provisions were there 
in the Finance Acts, 1956 t o  1959. The Committee had 
called for a general review as early as 1964-65. in view of 
the fact that the lapses in computing super-tax were on the 
increase. This suggestion was reiterated by them subsequently 
daring 196869 and 1972-73. Finally the Committee are 



informed that as a result of a review of company assessment 
cases completed during the period 1964-65 t o  1967-68, 
under-assessment of tax to the tune of Rs.6.96 lakhs has 
been noticed out of which Rs. 5.86 lakhs are to be treated 
as a loss of revenue as the cases are outside the timc-limits 

for rectificatiory action. The Committee cannot but deplore 
the fact that the review ordered from time to time was not 
camcd out effectively and cxpcdit~ously. The Committee 

desirc that rcsponsibilit! should be fixed for this failure. 
which ha3 rchulted in a substantial loss of rcvcnuc.. Thcg 

would awail the result of the action takcn." 

1.10. In  t hc~r  reply. dated 2 1st Scptemkr. 1974 thc Xllniktr! of  
Finance (Department of Revenuc and Insurance) have stated: 

"As desired by the Committee the. concerned Commissioners of 
Inccmr-tax hnw been directed to fix responsibility for the 
failure to cnrr!. out thc rcvicw effcctivcly and cspcditiously 
and take necessary action against the concerncd oficers." 

1.11. The Committee would like to be apprised of the final outcome of 
tbe hvedgations being conducted by the Commisioaers of Income Tax to 
lix responsibii for the failare to carry out the review suggested by the 
Cornmiltee as early as 1964-65. 

Ck~sificarion of companies-( Paragraph 1 .73 to 1 ,75-S, Nos. 1 6 1  2 ) . 
1.12. Referring to the incorrect classification of a company as one 

in which public were substantially interested and failure to levy additional 
super-tax, the Committee in paragraphs 1.73 to 1.15 of the Rcpon. 
observed as under:- 

"1.73 Under the provisions of the Income-tax Act, if a company 
in which the public are not substantially interested faih to  
distribute the prescribed pcrccntagc of its distributable Income 

as dlvidcnd5 wch a company 15 liable to patf arl.iltion, l 
super-tax For the assessment yean prior to 1965-66, thares 
of a company held by another company in which puhlic are 
substantially interested are not to be treated a$ hcld by 
public. In t h ~ s  caw additional supcr-tax of Rs 8 79 lakhs 
was not levied for the assessment year 1959-60 as the 
company was incorrcctlv classified as one in which the public 
were substantidly interested. Mistake4 of thic Wpc have 
k e n  brought to the notice of the Committee earlier also. 
The Committee, would therefore, call for a rcvicw of all 
the completed assessments relating to  the asqessmcnt years 
prior to 1965-66 for appropriate action. The t t s u h  cf 
tbe =view should be intimated to the Committee. 



1.74: The Committee note that the Chief Auditor of the Internal 
Audit is expected personally t o  audit certain important 
types of cases and one such category of cases related to  
cascs involving 'liability to additional tax by companies io 
which the public are not substantially interested'. The 
Committee desire that the criteria for determining whether 
the public have or have not substantial interest in a company 
shouId bc clearly laid down in the LA. Manual. In this 
connection thc Committee suggest that the question how far 
a foreign company could be treated as one in which public 
iirc substantially interested may also be examined in con- 
sultation with the Ministry of Law. 

1.75: Thc CL~rnnlitt~c had, in p;tragraph 2.74 of their 5 1 st Repot t 
(Fifth Lok Sabha) suggcstcd an  cxr~mination of the fmsibiBty 
and econon~ics of dispensing with the subtle distinction 
bctwcen a public company and a closely held public company 
for thc purposc of taxation of profits. According to the 
Chairman, Ccntral Board of Direct Taxes, the distinction is 
ncccwry bccausc it is not difricult for private companies 
to bc rcgistercd as or to change themselves into public com- 
panics if they want to escape the rigours of taxation. The 

Comnlitt~e undr.rstirnd that thcrc is :in attempt to meet this 
4itu;ltion 1..1 the ncw Company I.aw ( Amcndn~ent ) Rill. They 
; tc i .orJ~ngi \  ~ i \ h  t o  reiterate t h t  the question of doing aaa)  
wth  thc distinction hetween public compnl;  and n closely 
hcld public company should bc considered expeditiously as 
a step towards simplification." 

1.13. In their reply dated 18th December. 1974 the Ministry of 
Finance (Revrnuc & Insurance) have stated: 

"1.73: A rcvicw of all assessments for the assessment year 
1065-66 and cnrlier asscsmcnt yetlrs is  hcing undertaken. 
A further report will follow. 

1.74: Thc m ~ t t e r  is undcr consideration in consultation with ths 
Ministry of Law.  

1.11. The Committee desire Umt the proposed review of all the com- 
pleted assessments for the awsment year 1965-66 and eartier assessment 
yews sbould be undertaken and completed cxpeditiousfy so that nppropriate 
action for thc rwavery of additbmi tax, wherever due, may be taken 
witbout low of time. 



1.15. Tbe Committee find that (be question bow far a foreign cornpimy 
am be trcrtal 8s one ha which pbl& are subskntEally interested is still 
nmkr coasj&mtion of the lW&q Jn coasulQtion with the Ministry ot 
LOW. Tbe Cornasiftee would mge the Government to come to an early 
decision in this rgud. Tbc Committee furLher stress tbat the criteria for 
~ w k t b e r t h c ~ J J n v e s P b s E s d i e l i a ~ i n a c o m p s a y o r  
not &odd also be cleariy laid down in the LA. Maauld so as to avoid any 
ambirruitJr* 

1.16. Tbe Cmmitke have also been informed that the question of 
d o i i  away witfi the wbtk disktion between a pubtic company and a 
c k s l y  held public company is still under consideration of tbe Covemm~at. 

1.17. Thc Committee cannot but deplore L e  inordinate delay in 
mi* at a decisiea in respect of a relatively simple issue. The Com- 
mittee bPsf tbnt Government will come to a decision without further loss 
sf time. 
Inrorrecf inclusion dj capitol expenditure under "misc. Expendirrwen 

(Paragraphs 2.13 and 2.14--Serial Nos. 13-14) 
1.18. Commenting on the failure on the part of an Income-tax Officer 

to notice that a capital expenditure of Rs. 3.98 lakhs was included under 
'miscellaneous expenditure' in an assessee's claim of deductions. which rc- 
sulted in short-levy of tax to the extent of Rs. 2.19 lakhs, the Committee 
i n  paragraphs 2.13 and 2.14 of the Report observed as under :- 

"The Cornrnitte? are distressed to note thc sheer carclessncss if 
not something else on the part of the IT0 rcsultcd in short- 
levy of tax to the extent of Rs. 2.19 lakhs in this case. The 
I T 0  failed to notice that a capital eqxnditure of Rc. 3.98 
lakhs was included under 'miscellaneous expenditure' in  thc 
asscssec's claim of deductions. He did not make LI proper 
study of the company's halancc sheet. H'hat is worse ~ 3 s  
that even after the receipt of Audit Objxtion he did not care 
to rectify the mistake fru 13 long month\. The Committee 
have been informed that as thc officer war, rcsponsihlc for a 
few more lapses a thorough enquiry has been ordered. The 
Committee stress that the cases should bc thoroughly investi- 
g a t 4  and the result of investigation and action taken apins t  
official found to be at fault intimated to them within six 
months. 

Another distressing feature of this case is the failure of 
the Internal Audit to highlight the mistakc. The Cornmittcc 
understand that an Upper Division Clerk has been warned in 
this connection. They wonder how the case involving a total 
income of Rs. 1.87 crores could be entrusted to a 11DC only 
for cheek. It is clear that bigher officers should a h  share 



the blame and their responsibility should be fixed. TZlis. 
arrangement for Internal Audit seems to be wholly unsatis- 
factory. This reveals serious weakness and unsuitability of 
the present system. The Central Board of Direct Taxes 
should look into this aspect immediately and ensure that high 
income cases are invariably checked tharoughly at appropriate 
level." 

1.19. In their replies dated 23rd September and 16th December, 1974, 
the Ministry of Finance (Revenue and Expenditure) have stated : 

"The review of other cases completed by this IT0 is still in pro- 
gress. Results of review and action taken will be intimated 
to the Committee after the report of the C.B.I. is received. 
According to the existing instructions of the Board this case 
was to o.: checked personally by the Chief Auditor but as 
the Chief Auditor was busy in connection with other i m p -  
tant work, hc could not check all the cases personally. As 
regards unsuitability of the present system of Internal Audit 
Partics, thcir reorganisation is under consideration of the 
Board on thc basis of the work study conducted by the Direc- 
torate of 0 8: M Services in compliance with PACs recom- 
mcndation in Para 1.18 of their 1 18th Report." 

1.20. The Committee regret the dehy in iniiiating suitable aetioa 
against the officer concerned even tbough tbe Committee had desired 
the results of the investigation and the action taken against the officer shoold 
be intimated within six months. The Committee would l i e  to impnss 
upon the Govenunent the need to caanpkte the review expeditioufly so 
that whatever dderrent action is subaeqwatly taken is m l l y  effective. 
Tbr Committee would await a further report in this regard 

1.21. Tbt Committee also desk that the Government should arrive at 
an d y  decision in respect of the reorganisation of the htenral Audit 
Parties, essentially in consaltation with the Revenue Audit. Tbe C c d t l a  
would lilrt to be informed of tbe concrete steps proposed to be taken to 
stmngtben the Interns1 Audit Orlpllisatbn within 3 months. 

Irrtwrrect Cnmyufation of incomc* fmn~ business-.4 tnertdmettt to rhc Act. 
(Paragraph 2.30-Serial No. 18) 

1.22. Refcning to a writ petition filed by an assessee challenging the 
proceedings initiated under Section 154 to rectify the mistake, the Com- 
mittee. in paragraph 2.30 of the Rcpart, observed as under :- 

"Ihe Committee learn that the assessee has filed a writ petition 
challenging the proceedings initiated undcr Section 154 to 



rectify the mistake, inter alia on the ground that "the alleged 
mistake, if any, is not a mistake apparent from the records". 
The Committee would await the outcome of the writ. LP the 
meanwhile, they would like the Ministry to examhe whether 
any mendment to the Act is necessary to ensure that rectifi- 
cation of patent mistakcs is not frustrated by assessees scek- 
h g  legal remedies on mere technical grounds." 

1.23. In their reply dated 3rd December, 1974 the Ministry ot 
Finance (Revenue and Insurance) haw stated: 

"The writ petition has since been dismissed by the High Court. 
But the assessee has Ned appeals before the Division Bench. 

2. The power of High C~xurts to issue writs emanates from Article 
226 of thc Constitution. The constitutional rights of a rax- 
payer to move the High Court to issue directions, orders or 
wits against the purported exercise of the .power of rcctifica- 
tion of mistakes by any Income-tax autharity under Section 
154 of the Income-tax Act, 1961 cannot, therefore, be taken 
away except by an amendment of the Constitution. I t  will 
bc releiant in this connection to mention that the Direct 
'Taxes Enquiry Committee (Wanchoo Committee) in para- 
-?+ 4.49 d their Final Report, had recommended that re- 
venue matters. in respect of which adequate remedies are 
provided in respective statutes themselves, should be excluded 
from the purview of article 225 of the Constitution. This red 
commendation is being examined and the decision taken by 
Government in this regard would be intimated to the Com- 
mittee in due course." 

1.24. Tk Committee note tbat !be Direct Tares Enquiry Committee 
(Wnncboo Committee) bave recommended lhal revenue matters In lrsprct 
of w e b  okquak remedies nre provided h the respective statutes tbtrn- 
selves s b d  be excloded from the pmiew of Alllrle 226 ol the Constito- 
tion and fhPlt this recormSH.dPtjOll is b e i i  examined ia the hlinlstry. Con- 
sideriag the fact that the Report of the Direcl Tares Enquiry Committee 
hPd beea presented a$ early as 1971, the Committee wodd uw the 
Government to come to ma e d y  t k c i s i  in this regard. 
Fai lwe 10 ~~114t in i .w  proper!\. 111e Jucome-fax returns. 

(Paragraphs 2.41 and 2.42-krid NOS. 19-23) 

1.25. Comrncnting on a deduction dillwed twice by an Income Tax 
in a c ax  with a resultant tax eflect of Rr. 2.9 lakhs, the Corn- 

mitree in paragraphs 2.41 and 2.42 of the Report observed as under:- 
"In computing taxable income from the business of manufacture 

of sugar, the market value" of sugar-cam raised by the fat- 



tory on its farm and used in the manufacture of sugar is 
deductible under the Rules as it relates to agricultural opera- 
tions. Consequent on the retrospective increase of market 
price of sugarcane in the working seasons of 1958-59 and 
1959-60 by an order dated 24th December, 1964, the assessee 
filcd revised returns for the relevant assessment years viz., 
1960-61 and 1961-62, in which additional amount of 
Rs. 5,12,290/- was claimed as deduction. This was allowed 
in the revised assessments completed on 14th March, 1968. 
In thc meanwhile, the assessce filed the return for the assess- 
mcnt year 1966-67 on 8th August. 1966 wherein the same 
amount of Rs. 5.12.290 was deducted from total income 
which was also allowed by thc ITO. The deduction allowed 
twice had n tax effect of Rs. 2.9 lakhs. The ITO. who 
coniplcted the assessment for the year 1966-67, appear to 
have hecn gossly negligent in that he failed to do something 
which was clearly his duty to do, namely to scrutinise pro- 
perly the 10s: of Rs. 6.72 lakh returned by the assessee. As 
the assessee must have given the reasons for the deduction it 
should have been possible for the IT0 to have linked it up 
with the revised assessments for the year 1960-61 and 
1961-62. The Committcc require that appropriate inquiry 
and action should be initiated. They further suggest that other 
assessments completed by this IT0 should be audited. 

According the Ministry, the correct legal position appars  to 
& that the liability for the additional price arose on 22nd 
December, 1964 whcn the order of the Sugarcane (Addi- 
tional) pricc Fixation Authority wa2 passed. Tt urould. there- 
fore. seem to be not conect to haw reopened the assessments 
for the assessment yearc 1960-61 and 1961-62, in this case. 

'fhe C'nnimittce would likc to know how the cnhanced price 
stated to haw k e n  paid by thc assessce in rcprd to purchases 
froni opcn sources was dc;~lt with i n  ths rclevnnt :tssessncnts. 
The Comniittcc further dcsirc that the correct pnsitic>n in Inw 
s: ould hc cl;~rificd for the puidancc of the oficcrs conserned." 

1 26. In their rcplj dilled 16th Octobzr, 1974 the Minis&y of 
h m c e ,  (Department of Revcnuc nnd Insurance) h;ivc s tatd :- 

"The IAC conccrncd has been dirsctcil to cnyuirc into the matter 
and inspect other cascs complctcd by this ITO. 

No reviaed returns were filed hv the awsscc far the asswsment 
years 1960-61 and 1961-62 its observed hy the Committee. 
On 14th March, 1968 the IT0 only gave effect to fhc order 
of the AAC who had allowed the additional price to the 



assessee for the sugar-cane grown on his own farm on the 
ground that it was an ascertained liability and hence deduc- 
tion was ~dmissible. 

Necessary instructions clarifying the correct position in 
law, have bsen issued vide Instruction No. 745 [F. No. 
228 /28/74-IA (A-11) 1, dated the 30th August, 1974." 

1.27. As intimated by Audit. the fact of the case are as under : 

1. The orders raising the price of Sugarcane retrospectively, were 
issued in December. 1974. 

2. The assessee had already filed the returns for 1960-61 aud 1961-62. 

3. On the issue of these orders the assessee filed revised returns on 
14th January 1965 (1960-61) and 12th March 1965 (1961-62) and 
claimed higher deduction. This was disallowed by the I.T.C. 

4. The assessee went in appeal. 

5. The A.A.C. decided that : 

( i )  enhanced &duction may be allowed in these years' assess- 
ments in respect of the cane grower by the assessee himself. 

( i i )  enhanced amount payable to other growers is to be allowed 
as deduction in the year in which thc order was issued in the 
year in which December, 1964 falls. 

6. The appellate order is dated 5th  February, 1968 and cficct was 
given to it on 14th March, 1968. 

1 . 2 .  In  t hw  i~i ter  d a ~ A  thc 9th  April, 1975, thc Ministr) have 
stated : 

"Your kind attention is invited to the Ministry's reply to item No. 
2.42 of the 128th Repon of the P.A.C. forwarded under 
F. No. 236/16!72-A&PAC. 11. dated 16th 0ctotk.r. 1974. 
The Ministry's reply that no revised r.:turn was filcd by the 
assessee for the assessment years 1960-61 and 1961 -62 has 
not been found to be incorrect. As already stated in the 
Ministry's earlier reply forwarded under F. No. 236,'16/72- 
MPAC'. 11, dated 18th January. 1974 revised returns were 
filed for the assessment years 1960-61 and 1961-62 by the 
asressee claiming the additional price of sugarcane, This 
claim was disallowed by the I.T.O. in the original ssserisments 
nlade on 2Gth February, 1965 and 4th March, 1966. Tht 
arsesisce's claim was. bowevcr, allowed by the A.A.C. on 
-1. 14th March 1968 the I.T.O. only gave effect 
to the or&r of the AAC.". 



1.29. The Committee have been informed that the fact brought out by 
Au& qardbg filing of revtred returns for Assessment Years 1960-61 and 
1961-62 are correct and that the Income-tax Officer disallowed the claim 
but allowed it only for giving effect to the appellate orders passed by the 
Appellate Assistant Commissioner. If so, the Committee would like to be 
informed wbether the Government have gone in appeal against the orders 
of the P.A.C. 

1.30. The Committee would further like to know whether any follow up 
procedure bas been devised, by Gover,~rnent with a view to ensure proper . 
implementation of their instructions No. 745, dated 30th August, 1974. 

 mistake.^ in Computing Depreciation and Drvrlnpnicnt rchatr-h'on-frrlfil- 
mcnt of Conditions lrrid down in 1ncornc~-tux Act .  

(Paragraphs 3.32 and 3.33-Serial Nos. 26-27) 

1.31. Referring to thc Devclopmcnt Rebate sllnwcd in the case of a 
company without fulfilling thc conditions laid down for such rebates in the 
Income-tax Act, thc Cornmittcc in paragraphs 3.32 and 3.33 of the Report 
observed as under :- 

'3.32. M/s. Oil India L A ~ . ,  a joint vcnturc of Government of 
India and Burmah Oil Companv incorporated on lXth Fcb- 
ruary. 1959, took over the assets of Asrum Oil Company Ltd.. 
a subsidiary of Burmah Oil Company. The Company are 
not happy ovcr the manncr in which tax concessions have 
becn granted purported to be in accordnncc with an agree- 
msnt dated 27th July, 1961. to M/s. Oil India Z.td.. the 
bcncfit of which pnrtlv went to a foreign n~ultinatinnnl Cor- 
por:~tion which is against national intcrcst. It ic evident that 
the im4ications of the various provisions of this agrecnlcnt 
in relation to taxation had not becn carofullv , m i  propcrly 
scrutinised before they wcrc finaiiscti. Thc following points 
arise out of the Committee's cnaniination of the n1ntti.r. 

(i) Thc apreemcnt provided that in rcspcct of the exycndi- 
turc of Rs. 916.56 lakhs on ccrtain nrsctq taken over by 
M 's. Oil India Ltd.. a m o r h t i o n  over a p c r i d  of I 5  
years at thc rate of R \  61 lakhs pcr annum would k 
allowed from thc aswssnlcnt year 1963-64 onwnrds. 
This was purported to hc donc undcr Section 42 of the 
Inconic-tax Act. 1961. Undcr thiq Scction n provirion 
for amortisation of expenditure on drilling or explora- 
tion activities could be madc hy agrccmcnt onlv if such 
expenditure were "expenditure incurrcd by the aszesw" 
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It  was, however, not the case here and therefore the 
allowance would constitute an extra legal oonnssion re- 
sulting in huge loss of revenue. 

(ii) In terms of the agreement, in respect of the expendi- 
ture (Rs. 161.04 lakhs) on building, plant and machi- 
nery "usual depreciation/devclopment rebate" should 
be allowed each year as per the Income-tax Act. Under 
this provision the company was allowed development 
rebate on the pre-incorporation expenditure on building 
and machinery to the extent of Rs. 33.04 lakhs for the 
assessment year 1960-61 by the I.T.C. under instruc- 
tions from the Commissioner. Under the Income-tax 
Act, however, the grant of development rebate is sub- 
ject to the condition that the plant and machinery should 
be new and that it is admissible only in respect of the 
year of installation. The Committee were informed that 
there was no intention of giving any development rebate 
in relaxation of the basic provision of the Law. The 
plant and machinery taken over from the Assam Oil Co., 
were not new and were also not installed in the relevant 
previous year 1959-60. It seems that substantial por- 
tion thereof must have been installed even prior to 1954 
when the provision for development rebate became effec- 
tive in the Income-tax Act. Further, it remains to be 
confirmed whether in respect of assets installed between 
1954-58, the Assam Oil Co.. itself was allowed dcvclop- 
ment rebate in its assessment. Although the Board was 
associated with the drafting of the relevant clauses of thc 
agreement, relating to taxation. it was not pointed out 
that this conciksion was outside the scope of the Act 
which, as felt by the Finance Secretary, should have been 
done. Further, it is unfortunate that even when thc 
Commissioner made a reference to the Board, the Board 
did not examine the matter properly and find out whether 
development rebate on these assets were admissible to 
M!s. Oil India Ltd. Only now it is proposcd to consult 
the Ministry of Law in the matter, there does not nppcar 
to have been any justification for allowing such extra- 
ordinary and extra legal concessions. 

(iii) In addition to the development rebate on plant and 
machinery, a sum of Rs. 26.80 lakhc was also allowed 
as development rebate on "casing and tubing", costing 
Rs. 107.20 lakhs in the assessment year 1960-61. This 
cost was, however, included in the expenditure of 
Rs. 916.56 lakhs which was allowed to bc amortisad 



over a period of 15 years. Although a view was initially 
held that "casing and tubing" was not plant and machi- 
nery and hence no development rebate would, in any case, 
be admissible thereon, it was allowed under the instruc- 
tions of the Board without making any reduction in the 
amortisation allowance. Even if it is regarded as plant 
and machinery it is doubtful whether development rebate 
would be admissible in view of what is stated in item 
(ii) above. The Ministry of Finance have promised to 
take up the mattcr again with the Ministry of Law. 

(iv) An indirect consideration was passed on to Assam Oil 
Co., for a period of 20 years by Oil India Ltd.. by way 
of supply of oil and associated natural gas at a conws- 
sional rate ranging betwcen 50 per cent to 60 per cent 
of the normal sale price. The Committee understand 
that the benefit of this concession is estimated at Rs. 9 
crores. It i~ not clear whether the cntire assets of Assam 
Oil Company had been takcn ovcr on the basis of the 
market value. It should, therefore, be cxamined from 
the angle of capital gains tax, in consultation with the 
Ministry of Pctroleum and Chemicals and Ministry of 
Law, whether in view of the substantial concession there 
was under-valuation of the assets. 

3.33. In vicw of the 'fact that the quantum of concessions is very large 
and it is not free from doubt to what cxtcnt they were given by Government 
as a mattcr of policy or to what cxtcnt they are in accordance with the 
Law. the Committec consider it essential that there should be a thorough 
enquiry into the m:ltter immediately for appropriate action including revi- 
%ion of the relevant asscsvnents of the conlpany to the extent that is legally 
permissible. Responsibility for the failurc/lape of the C.B.D.T. as brought 
out in items ( i i )  and (iii) should also be fixed for such action as may be 
called for.' 

1.32. In their regly dated 18th December. 1974 the Ministry of Fin- 
ance (Revcnuc and Insurance) have stated: 

"The matter is under consideration in consultation with the Ministry 
of Law. lnspite of our best efforts it has not been possible 

so far to arrmpe a tripartite meeting with the representatives 
of the C. & A. G. 2nd the Law Ministry to exirmine the various 
issues raised by tllc P. A. C. The Audit and the Law Minis- 
try are ngain being approached to indicatc suitahle dates for 
a tripartite meeting and the final outcome of such meeting will 
be intimSW to the Committec." 



1.34. Tbe Committee would urge the Government to come to an imme- 
diate kcisioa in tbLr regard so that appropriate action including the revision 
of the r d C ~ ~ l l t  rrsseanwnts of the company, to the extent it is legally permis- 
bible. are not unduly delayed and result in further loss to the excbeguer. 
The Committee Qsire that this should be finalised immediately and io 
any case ad later tb.s three months. 
c .I* 

1.35. Tbe Committee would reiterafr that rcsponsibiliiy for the fsJ11& 
or hpse on the part of the Board should be fixed and appropriate action 
taken. The reply of the Ministry is snrprisiig silent on this recommend& 
tion d tbe Coanmitfcc. Tbe Committee require to the Ministry to explain 
this rlnmediately. 

Mi.~take.~ irt  Computing Deprcviarion und Dcwloprno~t R ~ ~ h u t ~ - n , ~ n - ~ ~ ~ h s c r -  
,'once (r! prosisions of rile Iwnmt* fax ,4ct. 

(Paragraphs 3.48 & 3.49. Sr, Nos. 29-39) 

1.36. Commenting on the lapse on the part of Income Tax Officers in 
n.?. taking any notice of the fact that the development rcbatc r c w v c  had 
k e n  utiliscd for declaration of dividend and the failure to take necessary 
action open to them. the Committee. i n  paragraphs 3.48 and 3.49 of the 
Report had observed as under:- 

"Under the Income-tax Act. an asscsscc who avails hinl\clf of the 
concession of development rcbatc should kccp 75 'pcr ccnt of 
the development rebate in a separate rcscrvc ;~ccount and 
should not utilisc the same for distribution 2s dividcnds or for 
remittance outside India as profits for a pcriod of 8 v c m .  If 
this direction is not followed thc dcvclopmcnt rcbntc already 
granted. is liable to be withdrawn. The Committee nor? with 
concern that m the case of a nurnbcr of iiswsmcnts relating to 
two companies the IT0 did not, takc any notice of thc fact that 

the devcbpment rcb;itc reserve had bccn utiliscd fcr dcrl:~r?tion 
of dividend o r  having noticed thc h c ~ .  failed tn takc ncccssary 
action open to him. This failure resulted in 3 short ICW of tax 
to thc cxtcnt of Rs. 8.81 lakhs, and excess comnutation of husi- 
ncss low nf Rs. 6.31 lakhs. The Cmnnlittcr find th;bt in thew 
companics the nnn-rcsidcnt sharc-holding is substantial. Thev 

f*.rthf.r find with cnnrcm that R rwoverv of u~dcr-ch; \ r~c  
PC,. 5 0.4 Inkhq from o w  of the commnics hn4 hecwr- time- 
h;lrr:.d. They canncrt but takr a serious view of the suhrt:mti31 

IOFS to Go~crnrnent~ Surprisingly. no action wcms tn hnvc 



k e n  taken against the lTOs concerned cxcepting that they were 
informed that their explanations were found to be not 
wceptable. 

As no extemunting circumstances appear to exist, thc Committee 
oonsider that appropriate disciplinary action should be taken 
against them and the Committee informed." 

1.37. In thcir rcply dated the 1st Novemhcr, 1974 the Ministry of 
Finance (Kcvcnuc and Insurance) have stated: 

"The C.I.T. has bcen asked to carry out a general rcvicw of the 
work of three Income-tax OtTicers to a w s s  thcir overall pcr- 
formance and initiate disciplinary proccsd~ngs." 

LI - 
1.38. The Committee would like that the review by the Commissioner 

of Income tax in these eases should be completed expeditiously and the 
results thereof communicattd to the Committee. 

(Paragraphs 3.73 & 3.74, Sr. Nos. 36-37) 
1.39. Referring to the incorrect computation of the extra-shift allowancc 

for douhlc and triple shift working of plant and machinery in thc cases of 
two companies, the Committee in paragraphs 3.73 and 3.74 of the Report 
observcd as under:- 

"Thc Audit paragraph brings out incorrect computation of the extra 
shift allowance for double and triple shift working of plant and 
machinery i n  thc cases of two companies. Under the Kules 
50 pcr cent of thc riornial depreciation is alkwcd for each 
of the doublc and triplc shifts. V c r ~  strmgcly, hvwcver in thr 
caw of onc conipilny extra shift allowance at 100 per ccnt of 
thc normal dcprcciation was allowcri for the triple shift work- 
ing of thc machinery in addition to cxtra shift allowance @. 50 
per cent for thc double shift. In the. case of another company. 
cxtra shift allowilncc for the double shift working was allowed 
at 100 per cent of the nornli~l depreciation instcad of at 50 per 
cent. The% serious lapses accounted for an under-charge of 
tax of Rs. 1.71 lakhs. Thc Committee are unable to understand 
how, when the Incomc-tax Rulcs :ire abundantly clear. the 
uswssce company could claim extra shift allowance of morc 
than 1100 per ccnt of normal allowmce and how the ITOs could 
allow such claims. The facts arc such as to indicate that the 
mistaka are not bonu tidc. The matter requires through inves- 
t i g a t i ~  by the Board and the Committec trust that strict dis- 
ciplinary action will be taken thereafter. 



The Committee find that review conducted by the Department re- 
vealed similar lapses in as many as 4 other assessments relating 
to m e  of the companies. A review of all company assessments 
made by the ITOs concerned is called for. , And if it shows that 
similar mistakes have been committed in other cases also, the 
matter should be referred to the CBI for fukher investigation." 

1 .a. In their reply dated 18th December, 1974, the Ministry of Finance 
(Department of Revenue and Insurance) have stated: 

"Necessary review of the other cases completed by these ITOs is in 
progress. Results thereof with action taken will be intimated 
on completion of t h  review." 

1.41. Tbe Committee note tbat a review of other cases completed by the 
Income Tax Oj6cers is in progress. Tbe Committee would reiterate their 
earlier ncormwndation tbat if tbe review reveals tbat s i m i  mistakes h v e  
been committed in otber cases also, tbese cases should be referred to the 
CBI fa further inved&aha 

Irregular exemptions or excess reliefs given-Treatment of Companies as 
Priority Industries 

(Paragraph 4.9, Sr. NO. 39) 

1.42. Referring to the delay in ascertaining the correct position in re- 
gard to treatment of two companies who derived income from the manu- 
facture of (a)  resins and fabrication af w a t u  treatment equipment and (b)  
radio receivers respectively as priority industries, even though the relevant 
schedule in the Act did not mention them, the Committee in paragraph 
4.9 of the Report observed as under:- 

"The Committee regret the delay in ascertaining the correct position 
in regard to these cases. They desire that such question should 
be examined very expeditiously with a view to the officers in 
the field being apprised of the. correct position at the earliest 
possible date. This was emphasised earlier in paragraph 2.1 71 
of the 87th Re'port (Fifth Lok Sabha), which, it seems, has 
not been given enough attention to. After ascertaining the 
correct position in the cases in question, it is also necessary to 
undertake a general review to see whether assesssments involv- 
ing such industries were properly made." 

1.43. In their reply dated 18th December, 1974, the Ministry of 
Finance (Department of Revenue and Insurance) have stated: 

'The matter is under consideration of the Board and a further com- 
munication win follow." 



1.44. lEe Committee are not at all satisfied with the undue delay id 
ascertaining the correct p s i t i o m  in these cases and in issuiug necessrvy 
~tructions to the field officers in this regard. This should be done imroe- 
diately and necessary irrstncctiom issued without any further loss of iimq 
tor the pidance of the field ot8cers. 

1.45. Tbe Committee would reiterate that after ascertaining the correct 
position, a general review, as already recommended should be undertaken 
to see whether assessments invohkg such industries have been properly 
made. This should be corpfirmed at the earliest. 

Llefinitiotr of know-how fees 

(Paragraph 5.68, Sr. No. 46) 

1.46. Referring tot he payment of royalties and know-how fees by 
lndian companicb having collaboration agreements with foreign companies 
and their assessments to tax, the Committee in paragraph 5.68 of the Re- 
port observed as under:- 

"The total amount of royalty payment assessed to tax upto the 
assessment year 1971-72 in regpect of Indian companies having 
collaboration agreements with foreign companies was Rs. 19.23 
crores whereas the total amount of know-how fees was only 
Rs. 3.14 crores. As know-how fees attract a higher rate of tax 

(65 per cent) it is necessary to lay down clear guidelines as to 
how the payments should be identified as relating to royalties or 
now-how. In this connection the committee find that the 
word know-how has nut been defined as such in the Incornetax 

laws or rules. The Committee, therefore, stress that the opinion 
of the Attorney General should be obtained and suitable instruc- 
tions issued to thc assessing officers forthwith for guidance.' 

1.47. In their reply dated 16th December, 1974 the Ministry of Fin- 
ance (Department of Revenue and Insurance) have stated: 

"The matter is under consideration in consultation with the Minis- 
try of Law. The Law Ministry had earlier indicated that it 
would be desirable to associate the representative of the 
C. & A. G. also during the course of discussions so @at the Audit 
views are also taken into consideration while formulating their 
h a 1  conclusions. In spite of our best efforts, we could not 
fix suitable dates convenient to Audit and the Law Ministry for 
such a tripartite discussion. The Audit and the Ministry of 
Law are again being approached to indicate a mutually con- 
venient date for a tripartite meeting, and the final outcome will 
be intimated to the Committee as early as possible." 



1.48. Tbe Committee urge that Government should come to an early 
decision as to how the payments to foreign companies by Indian compPaicsl 
wder collsboration agreements should be idenlified separately as to royally 
and as to know-how. The final outcome in this regard should be reported 
to the Committee as early as possible. 

Collaboration agrements involving tux matters-Considtation with the 
C'enrrul Borrrd of Direct Taxes. 

(Paragraph 5.69-Sr. No. 47) 

1.49. Commenting on the fact that the Central Board of Direct Taxes 
were not consulted at the stage when collaboration agreements involving 
tax matters were approved, the Committee in paragraph 5.69 of the Report 
observed as under:- 

"The Committee regret to fiad that ht present it is not being ensured 
that the Central Board of Direct Taxes arc consulted at the 
s tag  when collaboration agreements involving tax matters are 
approved. The Government should explain and examine how 
such a serious lacuna has been allowed to continue for so long. 
The Committee are not at all satisfied with the extcnt of scru- 
tmy conducted by the Ministry of Finance in regard to the agree- 
ments entered into under the advice and with the approval of 
the various administrative Ministries particularly by the public 
sector undertakings. They accordingly emphasise that the 
Ministry should work out a fool-proof arrangement so that our 
limited resources are not frittered away in the way, it appears, 
has happened in the above mentioned cases." 

1.50. In their reply dated 16th December, 1974 the Ministry 04 Fin- 
ance (Department of Revenue and Insurance) have stated: 

"The matter is still under consideration of the Ministry and a fur- 
ther reply will follow." 

1.51. 'I%e Cornmiltee would like to await the decision taken i tht 
regard whkb needs to be expedited. 

treat men^ of dividend accrued in respect of vacant chits subscribctl by 
the company engaged in chit fund business, as income for income-tax 
purposes. 

(Paragraph 5.97-Sr. No. 53)  

1.52. Referring to the treatment of dividend accrued in respect .of 
v m t  chits subscribed to by a company engaged in chit fund business, as 



real income for the purpose of income-tax, the Committee in paragraph 
5.97 of the Report observed as under:- 

"In Audit's vie.w the dividend accrued in res'pect of vacant chit- 
subscribed to by the, company engaged in chit fund business 
are to be treated as income for the purpose of income-tax 
assessment of chit funds as it is not notional but real income. 
The Committee have been informed by the Ministry that the 
point raised by Audit would bc studied in greater detail and 

suitable instructions issued, if necessary, in consultation with the 
Ministor of Law. it is well-known that in the past few years 
many chit funds companies have sprung up in almost all the 
States in the country. The number of such entities in the Union 
Territory of Delhi alone was 121 at the end of 1972. It is, 
therefore, neccssary that the Central Board of Direct Taxes 
should complete their study of the accounting of these chit 
funds very expeditiously and issue instructions for proper com- 
putation of income of the funds so thiit the Irvy of income- 
tax is made uniformly and in the best interest of Government. 
The working af the chit funds should also bc studied in depth 

because there is good season to suspcct that not all of them 
keep away from malpractices which go against the intercsts 

of those who invest their funds in them." 

1.53. In their reply dated 16th Dccernhcr. 1974 the Ministry of Fin- 
ance (Department of Revenue and Insurance) have stated: 

"The matter is under active consideration of the Board nnd a further 
report will follow." 

1.54. The Committee &sire that the Government should complete the 
study quickly, on the lines suggested, and issue suitable inshuctions to tbe 
assessing dficers for a proper and uniform computation of tax under advice 
to Ibe C o d t t t e *  



RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN 
ACCEPTED BY GOVERNMENT 

The omission to levy additional tax at the rate of 7.5 per cent on 
equity dividend declared or distributed by the companies for the assessment 
year 1968-69 in the two cases mentioned in the Audit paragraph resulted 
in short-levy of tax amounting to Rs. 1.85 lakhs. This looks to be a 'tip 
of an iceberg'. Year after year a number of such cases have been brought 
to the notice of the Committee through Audit Reports. The Audit Report, 
1970-71, mentioned eight such cases iniobbg under-assessment to the 
extent of Rs. 10.17 lakhs. The Committee take a very serious view of 
repetitive failures of this kind in the Company Circles particularly as they 
are manned by senior and experienced officers. The Committee are of 
the view that disciplinary action is called for against officers including the 
supervisory ofhcers who are found to have been negligent in the discharge 
of their duties. I L .r. I 

The Committee learn that the Ministry have ordered a review of the 
assessment of the companies for the assessment years 1964-65 to 1968-69 
aod that the results so far available indicate omissions to levy additional 
tax in 15 cases. It would have been more satisfactory had this review 
been conducted by the IAC (Audit). The Committee await the final 
outcome of the review which they trust would be dollowed up immediately 
by action to recover additional tax due to in respect of under-assessments 
that are detected. 

[Sl. Nos. 1-2 (Paras 1.7 and 1.8) of Appendix to 128th Report of the 
Public Accounts Committee (1973-74) (Fifth Lok Sabha) 1. 

1.7. Two Income-tax Officers are responsible for the mistakes as 
observed by the Committee. Explanation of one of them has been obtained. 
The mistake was found to be born fide. However, keeping in view the 
other mistakes committed by this Income-tax Officer in the past, a Character 
Roll warning has been issued to him. 

The case was not checked by the Internal Audit Party due to rush of 
work. They have been warned to be more careful in future in ensuring 
that important cases are checked in time. 



As regards the other Income-tax Officer, matter is under consideration 
of the Board and a further report will be sent. 

1.8. Final results of the review have been received. It has been 
reported that mistakes in four more cases have been detected in addition 
to the fifteen cases reported earlier. Necessary follow-up action for collecting 
the additional demand raised is being taken. 

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/9/72- 
A&PAC 11, datcd 14/1610-74.1 

Recommendation 
In this case, rebate of wpw-tax was allowed at the rate of 30 

per cent instead of 20 per cent admissible under the Finance Act, 1964, 
in the original assessment made on 9th &tober, 1968. Strangely enough 
the mistake was repeated while giving effect to an appellate order on 18th 
January, 1971. When a mistake of this kind is repeated in a case which 
was specifically assigned to the Central Circle owing suspected tax evasion 
it cannot but cause concern and arose suspicion in the mind of the Com- 
mittee. A proper inquiry should, therefore, be carried out and appropriate 
action taken against officers found to be responsible. 

The internal Audit had pointed out the mistake in this case on 
17th December, 1970 and had there h e n  the intention it could have 
been easily rectified while @ving effect to the appellate order on 18th 
January, 1971. Kegrcttably no action w;a taken to rectify rhe mistake 
till 27th November, 1971 when the case was taken up by the Revenue 
Audit. The Committee had taken note of the very unsatisfactory position 
in regard to rectification of mistakes pointcd out by Internal Audit Parties 
in paragraph 2.27 of their 51st Report (Fifth Lok Sabha). The explana- 
tion given by the Ministry for the delay in taking action to rectify the 
mistake pointed out by the internal Audit in this case brings out another 
unsatisfactory feature of the working of the Department. There have 
been as many as five changes of lTOs in relation to this case during a 
period of less than 8 months (1-4-1971 to 27-11-1971 1. Such frequent 
changes are obviously undesirable; as they cannot but result in inefficiency, 
they should be avoided in future. In this connection the Committee would 
recall their observation contained in para 2.331 of their 51st Repon. 

[Sl. Nos. 3-4 (Paras 1 .15 and 1.16) of Appendix to 128th Rcport d 
thc PAC (1973-74) (Fifth Lok Sabha)]. 

The mistake had occurred at the time of original order passed 
under Section 143(1) of the I.T. Act on 9-10-1968. The 1.T.O. resc 
ponsible for the mistake is at present on deputation with the Indian Air 



h e s .  His explanation has been obtained. The mistake is in calculation 
of tax for which the I.T.O. is technically responsible. The mistake was 
bonafide, and the I.T.O. has been warned for this lapse. 

As regards non detection of this mistake at the time of giving effect 
to the AAC's order, the jurisdiction over this case was with another I.T.O. 
The reasons for not detecting the mistake at this stage are that the IAP's 
objection was received on 17-12-1970 and immediately after that on 
22-12-1970 he received the AAC's order deleting ceriain additions made 
in the total income of the asscssee'compa~lj.-Znd he was busy in recom- 
mending a Second appeal to the Tribunal against the order of the AAC. 
By thc time the scrutiny of this case was ovcr, the file was transferred 
to  the I T 0  Company Circle-III(7). The mistdke is bonafide as the 
assessment records remained in constant movement in connection with 
more urgent appeal matters, from the date on which the audit objection 
in this case was received, and the date from which the jurisdiction over 
the case was transfened to I T 0  Company Circle. However, the I T 0  has 
been warned to be more careful in future. 

1.16. A drive was launchcd during the year 1973-74 to liquidate 
the pendency of audit objections and results were communicated to the 
PAC in reply to Item No. 39 of the LSS O.M. No. 2/7/11112/73/YAC dated 
11-1-1974 which shows satisfactory progress of rectification of mistakes 
pointed out by the Internal Audit Parties. However, further efforts are 
being made to bring down the pendency. 

Necessary instructions on the subject already exist. However, these 
have been re-iterated vide Board's letter F. NO. 1511 1172-Ad. VI dated 
4-1-1 973 (copy annexed). 

[Ministry of Finance (Rev. and Insurance) O.M. No. 236/6/72-AkPAC 
I1 dated 14-10-741 

CENTRAL BOARD O F  DIRECT TAXES 

New Delhi, the 4th January, 1973 
To 

Ail Commissioners of Income-tax. 

SUB.JECT :-Frequent transfers of Income-tar Offfcers-PA C ( 1972-73 ) - 
51st Report (Fifth Lok Subha). 

Sir, 
I am directed to forward herewith an extract of para 2.331 of P.A.C. 

(1972-73)-51st Report (Fifth Lok Sabha) and to say that the Board 



desire that frequent transfers of Income-tax officers within the chargc may 
be avoided and transfers of officers earlier than the normal tenure may be 
resorted to only for special reasons. 

Yours faithfully, 

Sd.1- P. S. MEHRA, 
Under Secretary. 

Recommendation 

1.49. In view of what has happened, the Committee stress that every 
company assessment should be checked immediately by the Intcmal Audit 
aftex the ITO's assessment so that mistake can be rectified within the 
limitation period. 

1.50. The Committec have been informed that in the present case, the 
IT0 did not have before him the foldcr for the preceding year where the 
carry forward of the rebate which was to be withdrawn had been recorded. 
There was also no note on this point. The Committee stress that suitable 
instructions should be issued to the assessing officers so as to ensure that 
mistake of this kind do not recur in future. 

[Sr. Nos. 8-9 & Paras 1.49 to 1 .SO of Appcndix to 128th Report of the 
Public Accounts Committec (1 973-74) (Fifth Lok Sabha)]. 

Action Taken 

1.49. Necessary instructions werc issued vid- No. M-6/7 '73-DIT 
dated 26th June, 1972 wherein all company cases were brought under 
'Immediak Audit' with the directions to submit these cases for checking 
to the Intcrnal Audit within one month of the completion of the 
assessment. 

1 .SO. All the Cs 1.T. were asked vide circular letter F. No. 14 ' 4 / 6 6  
O&M datcd 14th March, 1966 to direct the Incornc-tax officers to leave 
notes in all cases which could not hc dismcd of bv an Officer before 
transfer. Tn this connection Ministry's reolv tn Item No. 31 of the Lok 
Sabha Scctt. O.M. 2/7/111/2/73/PAC datcd 1st January, 1974 may . .  - 
kindly be referred. I 

ministry of Financc (Revenue and Insurance) 0.M. No. 236/101/77- 
A&PAC I 1  datctl 2lst Septemhr. 197.11. 



2.14. Anothcr distressing feature of this case is the failure of the In- 
ternal Audit to highlight the mistake. The Committee understand that an 
Upper Division Clerk has been warned in this connection. They wonder 
how the case involve a total income of Rs. 1.87 crores could be en- 
tmstcd to a UDC only for check. It is clear that higher officers should 
also share the blame and their responsibility should be fixed. This 
arrangement for Internal Audit seems to be wholly unsatisfactory. This 
reveals serious weakness and unsuitability of the prescnt systcm. The 
Central Board of Direct Taxes should look into this aspect immediately 
hnd ensure that high income cases are invariably checked thoroughly at 
appropriate level. 

[Sl, So .  14 (Para No. 2.14) of Appcndix to 128th Report of the P.A.C. 
(1973-74) (Fifth Lok Sabha)]. 

Action Taken 
According to the existing instructions of the Board this case was to be 

checked personally by thc Chief Auditor but as the Chief Auditor war 
busy in connection with other important work, he could not check all the 
cases personally. As regards unsuitability of the present system of Internal 
Audit Partics, their rcorganisation is under consideration of the Board 
on the basis of the work study conducted h) the Directorate of 0 & M 
Services in compliance with PAC's recommendation in Para 1.18 of their 
118th Report. 

[Ministry of Finance (Revrnue and Insurance) O.M. No. 236/88 !72- 
A&PAC-I1 23rd September, 19741. 

Recommendation 
2.19. The Committee are concerned to note that the IT0 failed to 

add back to the net profits disclosed in Profit and Loss Accounts of the 
company the losses relating to certain contracts which were not accepted 
by him. This failure resulted in undcr-nsscssment of tax to the extent of 
Rs. 6.32 lakhs and short Iwy of penal interest u/s. 215 to the extent of 
Rs. 1.21 lakhs. The committue desire that the officer should bc suitably 
taken to task for this costly lapse. They would await a report regarding 
recovery of the additional tax. They would further suggest that other 
assessments com,pleted by this IT0 should he audited. 

2.20. Although the assessment was checked by the lnternal Audit 
Party. the mistake was not pointed out by them. The failure to detect 
even this simple mistake i s  indeed deplorable. This is indicative of lack 
of thoroughness on the part of the Internal Audit in exercising check. T h e  
Committee have time and again pointed out instances of this type which 
ou@ to be taken serious notc of by the Ministry. Besides bringing to 
book the official found negligent, the Ministry should undertake a corn- 



prehensive review of the entire working of the Internal Audit in consulta- 
tion with Revenue Audit to bring about qualitative improvement. In this 
connection, they would refer to their observations contained in paragraph 
2.30 of their 51st Report (Fifth Lok Sabha). In view of the urgency of 
the matter, the Committee emphasise that necessary action should be taken 
with utmost  peed and reported to them. 

[SI. Nos. 15 and 16 (Paras 2.19 and 2.20) of Appendix to 128th Report 
( 1973-74) (Fifth Lok Sabha] 

Actlon Taken 

The mistake had occurred through oversight. The work of the IT0 
has been reported to be very satisfactory in the past, and no ma& fide in- 
tentions can be attributed to the Income-tax Officer in this particular case. 
He has been warned to be careful in future. The Range I.A.C. has been 
directed to inspect all other cases dealt with by this IT0 and the Inspec- 
tion Report is awaited. Regarding the recovery of additional demand 
raised, it is re.ported that the company has been ordered to be wound up 
by the Bombay High Court and the Official Liquidator has been appointed 
as the Liquidator of the company. The De,partment's claim has been 
filed before the OfXcial Liquidator. 

2.20. Necessary study has been conducted by the Directorate of O&M 
Semces to improve the quality and calibre of the personnel of the Tnternal 
Audit organisation. This report is under examination. This Ministry's 
reply to para 1 . l8  of 118th Report of the P.A.C. (1973-74) refers. The 
official of the Internal Audit Party responsible for not detecting the mis- 
take has been warned. 

[Mihistry of Finance (Revenue and Insurance) O.M. NO. 2361229 /72- 
A&PAC-11 dated 23rd September, 19741. 

Recommendation 
2.29. The Committee regret that in this case thc assesseds computa- 

tion of income claiming relief for priority indust9 without deduction of 
the development rebate was accepted for three assessment years which 
resulted in a short-levy of tax of Rs. 3.01 lakhs. The non-inclusion of 
development rebate was not noticed by two ITOs who dealt with the 
assessments. The Committee desire that apart from taking suitable action 
against the lTOs, a test check should be conducted to see if similar mis- 
takes were committed. Thc Committee consider a test check is very 
necessary because they have come across mistake of this type carlicr also 
vide p a  2.193 of the 51st Report (Fifth Lok Sabha). 

[Sl. No 17 (Para 2.29) of Appendix to 128th Report of the PAC 
( 1  973-74) (Fifth Lok Sahha)l. 



Action Taken 

2.29. A selective review of some cases made by the Range IAC did 
not reveal any such mistake in the computation of profits from priority 
industry without deduction of development rebate, for the purposes of 
allowing relief under section 80EJ80-I 

The Committee's recommendation regarding taking suitable action 
against the Officers is being considered separately. 

wnistry of Finance (Revcnuc and Insurance) O.M. NO. 236/237/72- 
A&PAC-I1 dated the 13th December, 19743. 

Recommendation 

2.30. The Committee learn that the asscssee has filed a writ petition 
challenging the proceedings initiated under Section 154 to rectify the mis- 
take. inter a h ,  on the ground that "the alleged mistake. if any. is not a 
mistake apparent from the records". The Committee would await the 
outcome of the writ. In the meanwhile. they would like the Ministry to 
examine whether any amendment to the Act is necessary to ensure that 
rectification of patent mistakes is not frustrated by assessees seeking legal 
remedies on mere technical grounds. 

[Sr. No. 18 (Para 2.30) of Appendix to 128th Report of the PAC 
(1973-74) (Fifth Lok Sahha)]. 

Action Taken 

The writ petition ha< since been dismissed by the High Court. But 
the assessec has filed appcals before the Division Bench. 

2. The power of High Courtc to issue writs emanates from Article 
226 of the Constitution Thc constitutional richts of a taxpaver to move 
the High Court 10 icsuc dircctionq. order? or writs against the purported 
exercise of the p w c r  of rectification of mistakes bv any Tncomc-tax autho- 
rity under Section 154 of the Tncome-tax Act. 1961 cannot. therefore, be 
taken awav except hv an amendment oF the Constitution. It will be re- 
levant in this connection to mention that the Direct Taxes Enquiry Com- 
mittee (Wanchoo Committee) in paragraph 4.49 of their Final Report, 
had rccornmcnded that revenue matters, in respect of which adequate re- 
rncdiec are provided in respective statutes themselves. should be excluded 
from thc purview of article 226 of the Constitution. This recommenda- 
tion is being examined and the decision taken by Cfivernment in this 
regard would bc intimated to the Committee in due course. 
ministry of Finance (Revenue and Tnsurance) 0 . M  No 2361237172- 

A&PAC-IT dated 3rd Deccmbcr, 19741. , 



Recommt ndation 
lncidcntally the C'ommittcc find that in thi,s c sc the assessment for the 

Year 1966-67 was completed 011 23-3-1 97 1 when it was abo,. t to become 
time-barred. The rush of asscssnlcnt at the end of the Ilmit;~tion period 
may often kad  to nlistakcs of a costly n:,turc ;u i.n this case being curn- 
mitted. It is regcmblc  that frcquent changes in the 1'rOs continue to 
take !place. The Committee have earlier in this Kepirt expressed their 
dissatisfaction over such frequent changes which must >cress..rily affect thc 
work of the Departnient adversdy. 
[S. No. 22 (Para 2.44) of Appcndix to 128th Report of th: PAC i1973-74) 

(Fifth Lok Sabha)] 
Action Taken 

2.44. The observations of the Committee have been noted. 

[Ministry of Fininice ( Kcvcnuc and Insurance) O.M No. 236/ l6/72- 
A&PAC' I 1  J .tcd l6-lO-74] 

Recommendation 

2.58. In this case the assesace subnlitted a revised return in December, 
1963 rcducing the income by taking into account the debit of Rs. 1.43 
Iakhs rcprcsenting the cost of bonus shares received from another company, 
purporting to follow High Court Judgcnlcnt. This judgcn~rnt was &liver- 
cd by thc High Coun on 28th November, 1960. The decision of the 
Board in not accepting the High Court judgement was contiiincd in the 
bulletin for the quarter ending 30th S ~ p t ~ r n b c r ,  1961, which HL, circulated 
to all the officers. Thc 17'0 must have, thercforc, k e n  anar: of the psi-  
lion. Yet he did not ascertain as to what happcncd to thc further appeal 
prefcrrctl against thc High Court judgment nor did hc kcep a 'iloti: to 
f cilitatc revision of thc rclcvant assessnlent. In the mcan~imt', the High 
Court judgment was rcverscd by the Supreme C o l ~ t  in March. 1964. 
Unfortunately by the time Suprenle Court judgement was communicated. 
the IT0 had left on deputation and his successor w;is not aware that he 
had completed thc assessment in question following thC judgement of the 
tiigh Court. To skiy the Iei~st, all this indicates a vcr!: unsatisfactW 
systc~n of working. 'The Committee desire that the lLtpscs on the part of 
the I.T.O. should be carefully gone into for api:royri:~tc action und:r 
advice to than and instructions should bc issucd promptly to 
the rlssessing officers with a view to preventing lapses of this kind. 
[SI. No. 23 (P,,ra 2 .58 )  of Appendix to 128th Report of the PAC ( 1973-74) 

(Firti7 Lok Sobha ) ]  

2.58. The assessment in this case w:is completed on 28th March, 1964, 
and the Supreme Court's judgement kited 13th March. 1964 was not 
within thc knowledge 1)f the I.T.O. at that time. The action of the I.T.O. 
572 L , S 4  



in following the decision of the High Court in hat  very casc: (Ml/s. Da1,mia 
Investnlent Co. having been subsequently changed to MIS. Hishnv Invest- 
ment Co.) appears to be in order. However, the Committee's recommen- 
dations have been noted and issue of suitablt. instruction, is under con- 
sideration of the h a r d .  

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/70/72- 
AWAC 11 dated 1 8-1 2-1 9743. 

Recommendation 
The Board should also have an effective machinery for proper scrutiny 

of the taxation aspects of such agreement5 before they are finally entered 
into by the Government of India. - 

[SI. No. 28 (Para 3.34) of Appendix of 128th Report of the PAC 
( 1973-74) (Fifth Lok Sahha)]. 

Action taken 
The taxation clauses in such agreements are gencrally referred to 

the Board for examination. However. in view of the specitic uhscrvations 
of the Public Accounts Conmiittee. an Office Meni~ritndurn hi!\ bccn issued 
to the Ministry of Petroleum and Chemicals to ensure that thc taxation 
clauses in such agreements are referred to the B a n d  for cxa~nination/ 
comments before they are finally entered into by the Govcrnmcnt. A 
copy of this Ministry's Office Memorandum No. 50(!/3/74-FTD I I  d:~trd 
the 5th August. 1974 is enclosed. 

[Ministry of Finance (Revenue and Insurance) O.M. No. 236,'70/72- 
A&PAC I1 dated 18-1 2-19741. 

COPY 
F. No. 500/3/74-FTD. I I  

GOVERNMEST 01: ~ N D I A  

MINISTRY OF FINANCE 
DEPTT. OF REVENUE & INSURANCE 

FOREIGN TAX DIVISION 
NEW DeLHr, I\;,. 5th  Auwsl ,  1974. 

OFFICE MEMORANDUM 
SUBJECT:--1 28th Report of tha Public Accounts Coron~irrc c- - Ft rrrt~nv oj 

the taxation aspects of the agreements heforp tttr, trrr f indly 
entered into by the Government of It~diu. 

The undersigned is directed to invite attention t t )  pira  3 . W  (Sic) at 
58 (printed copy) of thc 128th Report of thc Public Accounts 

Committee where the following obsewaticms occur.-- 
"The Board should also have an effective m;tchincl.y for proper 

scrutiny of the taxation as'pects of such agreemenri bcforc they 
are finally entered into by the Government of India." 



2. These observations have b x n  made while dealing with an Audit 
objection in the case of Oil India Ltd. which had bccn granted tax con- 
cessions under section lO(2AA) of the Income Tax Act. 1922 corres- 
ponding to Scction 42 of the lncomc Tax Act. 1961. 

3. I t  is this Dep;~rtmcnt's uni1;rslancling that tirxiilion cl;)usc, in agree- 
ments granting such tax concessions arc pcLicrally rc;crrc.:l tc! this Depart- 
ment ,by tho Ministry of Pctroleunl and Chemicals before ti,: agreements 
are finalised. In vicw of the observations of the Pub l i~  Accounts Com- 
mittee, Ministry of Petroleum and Chemicals may [~leasc ensurc that the 
taxation clauses of every agreement proposed to hc entered into by the 
Central Government, containing special provisions f o r  tax concessions in 
the case of any business consisting of the prospecting f o r  or extraction or 
production of nlineral oils in relation to which thc Ccntrnl Government 
proposes to enter into an agreement with any person for thc association 
or  participation in such business, are referred to this Department for our 
eaamination/comments, before such agreements are finnliscJ a ~ l d  arc cnter- 
ed into by the Government. 

Sd/- 
S. CHAUDHURI. 

limier Swy.  to I ~ C  Government of India. 

Ministry of Petroleum and Chemicals. New Delhi 

Recommendation 

It is most distressing that the assessments for 8 years in the case 
of one company and for two years in the case of another company were 
not checked by lnternal Audit despite instructionc icsucil by the Board 
i n  1965 that all company assessnlmts should be checkcd cent-per-cent. 
The check of the only assessment carried out by them did not briny to 
light the mistake. This is yet another instancc of the inef1icic.n~~ ;~ncl in- 
adequacy of the lntcrrnal Audit. The Committee :ire un:iblc to accept 
the plea that the strength of the 1ntern;ll Audit Partkx was not adequate 
to complete the volume of work within a reasonable tiiilc. What is ncces- 
sary is the manning of Internal Audit Parties with ccmpetent and trnined 
personnel at a fairly high level. The Conllnittcc would like this aspect to  
be examincd urgently ;,nd suitable actim taken thcrcii!'tcr without loss of 
time. Meantime. the Committee note that recentlv the Rnnrd have laid 
down priorities for the ~ r k  of the lntcrnal Audit so th: 1 cases with 
considerable revenue get forenlost attention i~nd trust that the Board 
will ensurc that at least these instructions are strictly adhered to hy the 
Internal Audit. 

[Sl. No. 31 (Para 3.50) of Appcndix to 128th Report of the PAC 
( 1973-74) ( F i t h  Lok Sabha)]. 



Action taken 

In compliance to thc recon~mendations of the Public Accounts Committee 
in Para 1.18 of their 118th Report, necessary studv on the organisation 
and working of the Internal Audit Parties has been cdnductcd by the Direc- 
torate of 0. & M. Services. The repon on the, study is under examination 
of the Board. The Committee's observations for checking of important 
cases by the Internal Audit Parties on priority basis have been noted. 

[Ministry of Finance (Revenue and Insurance) O.M. No. 2361217172- 
APAC If d.1tr.d 24-9-1974] 

Recommendation 

The Committee have received an impression that the cases of 
depreciation and development rebate allowed by the iTOs are not being 
checked properly despite the instructions issued by thc Hoard from time 
to time. In this connection. they would refer t o  thcir observntiou con- 
tained in paragraph 2.148 of their 5 1 st Rcport regarding carrying out a 
check of such cases by the IACs. Funher althoilph the instructions to 
the I n t d  Audit Pany were in cases of deprechtim and developnlent 
rebate of over Rs. 25.000, calculations would be checked by an IT0 
posted as OBicer On Special Duty, the caws mmcntioncd in  the Audit 
Paragraph had not been checkcd by him. The plea of hc;~vy workload 
is totally unacceptable as it was upto the Govemme.i~t to see that propcr 
arrangements are made so as to ensure effective compli:~ncc of thcir instruc- 
tions. The Government should carefullv assess the wt)rklo;~d keeping in 
mind the quality aspect of the workload. and take ste.ps to have adcquatc 
stafl: The C o m m i e  expect Government to see t o  it  that thcir instruc- 
tions are enforced efficiently and expeditiously. 

[Sl. No. 35 (Para 3.63 ) of Appendix to 128th Report of the PAC 
( 1973-74) (Fifth Lok Sabhii)]. 

Action taken 

The Commissioners of Income-tax are required to submit half- 
yearly progress report regarding the number of cases planned for checking 
and the cases checkcd by the Inspecting Assistant C'omnrissicners of In- 
come-tax. Whenever there is deficiency in disposal, thc concerned C~rn- 
missioner of Income-tax is asked to make good the deficiency during the 
ensuing half year. Steps armlso being taken to strengthen the Internal 
Audit both qudltatively and quantitatively with ;I view to ensure that 
similar mistakes d o  not escape detection. 

ministry of finance (Revenue and Insurance) O.M. No. 236121 7 /72- 
A&PAC. I1 dl .  25-1 1-19741 



Arising out of this case is the general question how the Income-t;u 
Department can find out the quantum of cash assistance and duty draw- 
backs paid to the exporters with a view to ensuring that the payments 
received did not escape taxation. The scheme of cash assistance as an 
export incentive was introduced from 6th June, 1966. The grant of duty 
drawback was in vogue even earlier. It is surprising that it was only 
after three years that the Board issued instructions on 13th June. 1969 
indicating how thc information relating to cash assistance should be 
obtained for utilisation in the income-tax assessments and what is worse 
is no procedure has so far been laid down in regard to duty drawbacks. 
The Committee would like to have an explanation why ,this question was 
not taken up by the Board earlier and what action was taken against the 
officers concerned for thc lapse. The procedure for getting information 
in regard to the duty drawbacks must be laid down without further delay. 
I f  this instance were typical. it is  obvious that thc tax co!lcction machinery 
is in no way geared to function efficiently. 

[SI. No. 40 (Para 4.20) of Appendix to 128th Report of the PAC (1973-74) 
(Fifth Lok Sabha)]. 

Action taken 

Necessary instructions for collection of information regarding Central 
Excise and Customs Duty drawback and rebate orf Central Excise duty 
on exports have been issued vide Instructions No. 794 [F. No. 414173174- 
1T (Inv.)] dated 20th November, 1974 (copy annexed). 

Regarding the delay in issuz of instructions relating to cash assistance, 
it is stated that the fact of Cash Assistance a$ an export incentive was 
brought to the notice of Board on 31st October, 1968 by the Deputy 
Chief Controller of Exports and Imports. In consultation with the Ministry 
of Commerce, the Board was considering how thc existing departmental 
machinery could be utilised to collect the information regarding cash 
assistance on exports, from the Regional Ofices of the Joint Chief Con- 
troller of Imports and Exports. After considering various suggestions and 
assessing the work-load involved instructions were finally issued on 13tb 
June, 1969 for extrection and utilisntion of information regarding casb 
assistance right from the beginning of the introduction of the Scheme 
i.c. 6th June. 1966. 

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/116/72.- 
A & PAC-11. dt. 13-12-1974]. 



lnst~uction No. 794 
F. No. 414/73/74-IT(1nv.) 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 20th November, 1974. 
From 

Secretary, 

Central Board of Direct Taxes. 

To 
All Commissioners of Income-tax. 

S L J ~ ~ ~ c r : - C o o r d n a f i o n  with sister enfmcernent a g e n c i t e n t r d  
~ n d  Cirsrottls Dirry Drcwhucks and rchtrrc~ of Central Ex.c.i,yc> 

Duty on rxpwrs-Urilisutior of  infornlation m u i l d l ~ ~  ~ i t h  the 
Central Excise nnd Crrstorrrs Depmments. 

Sir, 

Under the Customs Act. 1962 and the Central Excise and Salt Act, 
1944, exporters are entitlcd to get drawback of excise/customs duties and 
rebate of excise duties in  respect of goods exported. In this connection, 
the Customs and Central Excise Duties Drawback Rules. 1971 and Rules 
12 and 12A of the Central Excise Rules, 1944 are relevant. 

2. Whereas drawback is the repayment of duty charpble  on any 
imported materials or exciseable materials uscd in the manufacture of 
goods exported. a rebate of excise duty is the rcpaymcnt of the excisc 
duty initially charged (if  charged) on thc manufactured product. 

3. The Central Excise and Customs authorities already have instruc- 
tions to furnish to the Income-tax Department particulars of (i) adjudica- 
tion cases involving imposition of fine and/or penalty aggregating over 
Rs. 10,000/-; ( i i )  refunds exceeding Rs. 1 lakh granted to the Central 
Excise assessees; and (iii) refunds of customs duty of over Rs. 10,000/-. 
The Board are advised that items ( i i )  and (iii) cover only refunds arising 
out of erroneous assessments or unauthorised rcalisations, etc. and do not 
cover drawbacks/rebate. As thc latter are admissible in respect of a 
large number of goods exported. forwarding of information in respect 
thereof to the Income-tax Officers on the lines on which information 
regardiog refunds is forwarded, would entail enormous work for the 
Custom Houses and Central Excise Collectorates and, as such, it would 
not be feasible to do so. . 

4. While dealing with the income-tax case of an exporter it is necessary 
to find out the amount of excise and customs duty drawbacks/excire duty 



rebate allowed to him in order to vcrify that these are duly accounted 
for. All the Income-tax Officers assessing exporters may, therefore, be 
advised to call from thc arscrscc\ full particulars thcreof. 

Where considered necessary, the particulars thus obtained may be 
test-checked by collecting information directly from the conccrncd ofbcers 
under the Collectors of Central Excisc and Customs. 

The Special Investigation Branches should also be instructed to cover 
this source of information. Evcry year, in a few selected cases of cxport- 
ers, thc Special Investigation Branches should on their own collect complete 
information regarding duty drawbackk etc. received during a specified 
period and pass it on to the lncome tax Officers concerned for verification; 
a record being kept in the Special Investigation Branches of the items of 
information extracted. transmitted and results of verifications. 

5. The Collectors oi Ccntral Excise and Customs are being advised 
to render the necessary co-operation and assistance to the Income-tax 
Department in this regard. 

Yours faithfully. 
Sd./- (H. K. SONDHI) 

Secretary. 
Ccvrtrcrl Romd of D i r i ~ t  T m , s  . 

Copy forwarded to:- 

I .  Thc Directors of Inspection ( IT)  . lnv.  RS & P/O & M/P & PR. 

2 .  All Directors. Sccrctaries arid Sections of the Central Board of 
Direct Taxes. 

3. The Comptroller and Auditor General of India (2.5 copies). 

4. Bullctin Section ( 3 copick 1 .  

5. Ministry of Law (Adv. F. Scction) (1 copies). 
Sd.1- T. S. KRISHNA MURTHY, 

Clnder Src-retq to t h p  Govrrnmnt  of India. 

Recommendation 

A ruling given by the Ministry in May 1973 in regard to the tax 
liability of a foreign company undcr a collaboration agreement with an 
Indian' company in which the Ciovcrnment of India have 5 1  per cent of 
shares lrnd L.I.C. 23 per cent of shares came to the notice of the Com 
mittee. The facts narrated by the Committee in the foregoing paragraphs 



would indicate how the Ministry wcnt out of the way on the suggestion 
of the Ministry of Law and sought modification in the terms of the agree- 
ment if certain payments to be nladc to thc foreign company for socalled 
know-how were to bc excmptcd from tax. The Finance Secretary clearly 
agreed with the view that the advice should not be in a specific instance. 
According to him if the basic premise is accepted that the tax determina- 
tion in a particular case has to bc madc by IT0 in ii quasi-judicial pro- 
ceeding, then only would the Board express a view in general terms. The 
matter therefore, requires thorough inquiry in depth so as to set out 
clearly the scope of advict? which may be given by thc Ministry of Finance 
(Foreign Tax Division) in such matters. 

5.89. The question of the Board's giving advance ruling had heen 
raised before the various Committees and Commissions which inquired 
into direct tax administration. In this connection thc Committee would 
refer to paragraph 6.179 of Direct Taxec Enquiry Cornruittce'~ final 
report (December. 1971). It appears that unless the Board is authoriscd 
by law to give advance rulines the Board should not give advance ruling. 
The Committee, therefore. desire that in order to place the matter on a 
legal footing necessary amendment to the law should be considered early. 

5.91. The advice (not ruling) should PP not for avoidance or for 
finding loopholes but it should he in the nature of a ceneral analysis d 
law as it stands and no more. The Board should not have powers t to  
render regular consultancy service. 

[SI. Nos. 48. 50 and 52 (Paras 5.87. 5.89 and 5.91) of Appendix to 
128th Report of the PAC (1973-74) (Fifth Lok Sabhn)]. 

Action Taken 

5.87. The matter has been considcred in detail and. in the lieht of 
clause ( a )  of the proviso to Section 1 19( 1 ) of thc Income-tax Act, 1961. it 
has been decided that the Board will not issue ;my advance rulings/direc- 
tions/instructions in individual cases. 

The advice to be given to the taxpayers will be in thc nature of a 
general analysis of law as it stands. 

5.89. In view of the decision th;rt thc Ro;~rd will not issuc any 
advance rulings, it is not considered necessary to amend the law for taking 
a power enabling the Board to issue advance rulings. 

5.91. The Public Accounts Conin~ittcc'\ observations in this p x n  have 
been noted for guidance. 

[Ministry of Finance (Revenuc and Insurance) O.M. No. 236/248/72- 
A&PAC-I1 dated 10-1 2-19741 



Recommendation 

Incidentally, the Committee find that [the collaboration agrecmcnt 
had already been finalised in November, 1972 incorporating thc relcvant 
terms as originally propased by the undertaking. The determination of 
tax liability is stated to be pending. The Committee would like to know 
the final decision, if any, takcn in the matter kecping in view the above 
observations as wcli as in the earlier case concerning collaboration agree- 
ment of Hindustan Steel with a foreign company. 

[SI. No. 49 (Para 5.88) of Appendix to 128th Report of the P.A.C. 
(1973-74) (Fifth Lok Sabha)] . 

Action Taken 

In tcrnls of the collaboration agrccmcnt. three t y p s  of payments 
were payable to thc foroign coIliiborator:- 

( i )  A sum of $600.000 payable as consideration for transfer to 
Jessops, know-how, dcsigna. technical information etc. 

( i i l  A tcchnical assistance fee payable at 24 per cent of the net 
sales pricc of all licensed paper machinery manufactured or 
sold by Jessops. 

(iii) Royalty at the raw of 21 ,per cent calculated on the net ex- 
factory selling pricc of all licensed paper machinery manu- 
factured or sold by Jcssops. 

2. As rcgards the payment referred to in para I ( i )  above, a suitable 
part of this payment would be taxable in India as relating to the obligation 
of thc foreign collaborator of milking thc tcchnical personnel available in 
Indi;~ :I? this would imiount t o  carryin: on an iictivity servicc in India. 
A further qucstion whether the wholc of this an~ount can bc regarded as 
accruing or arising in India is still under conaidcration in consultatim 
with the Ministry of Law. 

3.  It has k e n  decided that the tcchnicnl assistance fee referred to 
in parii 1 (ii) ahovc is t:~x:iblc in India. 7'hc p:lvnient by way of royalty 
referred tv in para l(iii) above is taxable in India and this position has 
becn accepted by thc company. 

[Ministry of Finmcc (Rcvcnuc and Inwrnncc) O.M. No. 236,248172- 
A R: PAC-11. dt. 20-12-741. 



Recommendation 

6.7. In this case neither the assessee fils voluntarily a sur-tax return 
nor the Income-tax Officer called for it and no action was taken to assess 
the company for two years till Audit pointed it out. The explanation :for 
this lapse on the part of the IT0 is admittedly unsatisfactory. The Com- 
mittee had already pointed out in paragraph 6.7 of their 88th Report 
(Fifth Lok Sabha) that the ITOs had tended to give sur-tax assessments 
a low priority. They had also stressed that sur-tax assessments should be 
taken up alongwith the connected assessments of Income-tax of the com- 
panies. Government should ensure that this recommendation is imple- 
mented in letter and spirit. 

[Sl. No. 54 (Para 6.7) of Appendix of 128th Report of the PAC (1973- 
74) (Fifth Lok Sabha)]. 

Action Taken 
6.7. Necessary instructions have been issued vide Instruction No. 773 

'(F. No. 229 '10A174-1T (A-11) datcd 22nd October. 1974 (copy 
annexed ) . 

[Ministry of Rnance (Revenue and Insurance) O.M. NO, 236/33 '72- 
A&PAC-TI datcd 20th November. 1974). 

COPY 

Instruction No. 773 

F. No. 229 ;10A/74-IT (A.11) 
GOVERNMENT OF INDlA 

CENTRAL BOARD OF DIRECT TAXES 
Ncw Delhi, thp 22nd October, 1974. 

All Commissioners of Income-tax. 

SUBJECT :-Delay in finalisation of Surtax a,ssessmnt-pmticlrlarly 
in those caws where corresponding income-tax assess- 
ments have been cornplete&Jn.structions rrgardin~. 

I am directed to say that despite Board's repeated instNctions to com- 
plete the Sunax Assessments immediately after the completion of the 
corresponding Income-tax assessments, the pendency of such assessments 
has not shown any appreciable reduction, so much so that such pendency 
was taken notc of by the Public Accrrc~nts Committee and it has very 



37 
adve,rsely commented upon this aspect of the wotking of the hcome-tax 
Department. Para 6.7 of the 128th Report of the Public Accounts Com- 
mittee dealing with the incordinate delay in the disposal of Surtax assess- 
ments is given below :- 

"In this case neither the assessee filed voluntarily a Surtax return 
nor the Income-tax Officer called for it and no action was 
taken to assessee the company far two years till Audit pointed 
out. The explanations for this lapse on the part of the IT0 
is admittedly unsatisfactory. The Committee had already 
pointed out in  paragraph 6.7 of their 88th Report (Fifth Lok 
Sabha) that the lTOs had tended to give sur-tax assessments 
a low priority. They had also stressed that sw-tax assess- 
mcnts should bc taken up along with the connected assess- 
ments of income-tax of the companies. Government should 
ensure that this recommendation is implemented in letter and 
spirit." 

2. With a view to implementing the recomnlendation of the PAC in 
letter and spirit as desired by it, it would be necessary for the Commis- 
sioners of Income-tax to take steps to curb the wide spread tendency 
amongst the Incomc-tax Ofiiccrs to give low priority to initiation and com- 
pletion of Surtax procccdinps. As on 1st April, 1974, 3283 Surtax 
assessments wcrc pcnding and the disposal during the period April to 
June ha5 becn only 114 thereby leaving iI balance of 3169 cases as on 
1st July. 1974. Out of the pendency of 3169 cases. in 449 cases the 
corresponding incomc-tax asscssnlcnts had already been completed. Com- 
missioners of Income-tax must pcrson;rlly discuss the reasons for the 
overall pndcncy of Surtax assessments with particular emphasis to the 
cases where corresponding income-tax asmsments have been completed 
with the Inspcting Assistant Commissioners of Income-tax who in turn 
should have discussions with the concerned Income-tax Officers for chalk- 
ing out a pmgritmnie for speedy dispasitl of such pcndcncies. 

3. While forn~ulating thc programme for reduction of pendency and 
avoidance of laxity in this regard on thc part of the TTOs, following direc- 
tions may kindly bc given :- 

( i )  As n matter of practice thc Income-tax Wkers  incharge of 
company circles must examine the applicability of the provi- 
sions of Surtax Act as soon ;IS the returns of Income are re- 
ceived. Wherever found necessary notices under section S(2) 
of the Surtax Act must hc issued within one month of the re- 
ceipt of the returns of income. 

(ii) Applicability of povisions of Surtax Act should be once again 
examined in those cases where notices under section S(2) of 
the. Surtax Act had not heen issued at thc time of receipt of 



the returns of income but in which substantial additions are 
made to income disclosed in the return of income. Notices 
under section 5 ( 2 )  should be issued immediately if the pro- 
visions arc found applicable on the basis of the assessed income. 

(iii) Proceedings for completion of regular Surtax assessments 
should be taken up along with the income-tax proceedings so 
that the Surtax assessments arc also finalised immediately 
after the Income-tax assessments are completed. The fact 
that additions made in the income-tax assessments are being 
disputed in  appeal should not be a ground for not finalising 
the Surtax assessments. The time lap between the date of 
completion of Surtax assessments should ordinarily not exceed 
a month unless there are special reasons justifying the delay. 

(iv) Applicability of the provis;ons relating to the imposition of 
penalty under the Surtax Act should bc examined carefully 
while finalising the Surtax assessments. If any defaults are 
noticed in the course of assessment proceedings. the penalty 
notices must be issued along with the assessment order. 

Yours faithfully. 
Sd /- 

T. P. JHUNJHUNWAL.4. 
Swrrtary, CRDT 

Instruction No. 773. 

I. The Comptroller and Auditor Gcneral of India (25 copies). 

2. Bulletin Section ( 3  copies) 

3. All Officers,'Sections in Technical Wing of Central Board of Direct 
Taxes. 

4. Director of Inspection (Income-tax and Audit) Ilnvedigation/Rc- 
§?arch and Statistics/Publication and Public Relations, New Delhi. 

5. Director (O&M).  

a/- 
T. P. JHUNJHUNWALA, 

Secretary, CBDT 



CHAPTER 111 

RECOMMEN DATIONS/OBSERVATIONS WHICH T H E  COMMITTEE 
DO NOT DESIRE T O  PURSUE IN VIEW OF THE REPLIES FROM 

GOVERNMENT 

Recommendation 

1.28. Although 'income' as defined under Section 2 (24)  includes capital 
gains chargeable under Section 45, in this case mystcriously enough capital 
gains werc omitted while calculating the average rat: of tax on total income, 
for the purpose of allowing rebate on intcr-corporate dividends for the 
assessment year 1965-66. It creates suspicion that despite clear instructions 
from the Board that the IT0 should personally recheck tax calculations of 
demands in cases with income over RI. 1 Iahh, no check had been carried 
out in this case which involvcd a total income of as high as Rs. 221 lakhs. 
in his explanation for the failure to carry out thc checking, the I T 0  has 
stated that the IAC h:d given an assurance that the ITOs would not be held 
responsible for any mistakes in the calculation of tax. Although the explana- 
tion has not been accepted, thc Comnlittee consider it desirable to ascertain 
whether any assurance of this naturc had bccn given by the 1AC concened 
and if so why he had done so. The Comrnittec should be informed of the 
result of such an enquiry. 

[SI. No. 5 (Para 1.38) of Appendix to 128th Report of the PAC 
( 1973-74) (Fifth Lok Sabha) .] 

Action Taken 

The relevant assessment ordcr in this case was passed on 27-2-1970 by 
the I T 0  concerned who had been thcrc: since 3-7-1967. During this period 
i.e., 3-7-1967 to 27-2-1970. three Inspecting Assistant Commissioners 
successively held charge of the relevant Range. There is nothing on record 
to show that any one of them had given any assurance that ITOs would not 
be held responsible for any mistake in tax calculation. 

One of the IACs has since resigned and left the Department. Enquiries 
from the other two IACs revcal that neither of them had issucd any such 
instrucions or  given any assurance, even verbally. 

[Ministry of Finance (Rcvcnuc and Insurance) O.M. No. 236,'95/72- 
ABPAC-IT, dated 19-1 1-1 974.1 



2.43. The Committee find it somewhat difficult tb understand the 
circumstances which could have led Government to come to the conclusion 
that it was necessary to revix the price of sugarcane retrospectively after 
a period of nearly 6 years and how such a revision could possibly haw 
subserved the interests of the producers of sugarcane and the general 
public. 

[ S .  No. 21 (Para 2.43) of Appndix to 128th Report of the PAC 
( 1  973-74) (Fifth Lok Sabha) .I 

Action Taken 

2.43. A copy of letter No. SV-101(5) 54, dated the 2nd December, 
1964, issued by the Ministry of Food and Agriculture, Ncw Dclhi to all the 
Sugar Producing States. detailing the formula for linking cane price with 
the price of sugar is also enclosed. 

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/16/72- 
A&PACIl, dated 1 6 - 1  0-1 974.1 

Copy of lettw KO. SV-101(5) 5.4 datcd the 2nd December. I964 
from Shri P. L. Gupta. Cjndcr Secretary to the Government of India, 
Ministry of Food and .4griculture, New Delhi. to all the Sugar Producing 
States. 

I am direcred to say that during the period of control sugar prices 
used to be fixed with reference to the minimum prices fixed for sugarcane. 
The minimum sugarcane prices are now fixed a season in advance. The 
bulk of the production is released to factories for free sale and factories 
are allowed to sell such sugar at the best obtainable prices. The market 
price of sugar in 1963-64 season ruled such higher than the level warranted 
by the minimum cane price fixed for that season. The cane growers in 
U.P. and Bihar therefore launched an aptation for a minimum price for 
cane. A strike of cane growers was threatened and was averted only by 
the timely announcement made by the Government, that they would 
introduce a scheme for passing on legitimate share of the extra prices 
realised by the factories to the growers of cane. Since then, the question 
of introducing a pofit sharing formula on an All India basis has been 
engaging thc attention of the Central Government. 

2. At the instance d this Govwnment, the South lndian Sugar Mills 
Association has evolved a formula in 1952-53 called SISMA formula 
with the consent of the cane growers for sharing the extra price charged 
by the factories for their sugar particularly in view of thc freight advantage 



enjoycd by then] over factorics in North Ind~a.  ?he SISMA formula has 
bcen found to be wanting in certain respects. In the first instance, it made 
no allowance for the duration of mushing season. Secondary a uniform 
sliding percentage share of the net price of sugar allowed to cane growers 
under the SISMA formula cannot bc applied to all regions as the structure 
of the cost of production of sugar varies from region to region. A x w  
formula was thcreforc cv~lvcd free tron~ thew defects. The new formula 
details of which arc contained on thc enclosed notc, was discussed at a 
confercncc convcned by this Ministry on the 29th October, 1954 which 
was attended by representatives of the sugar lndustry Cane Growers, Stata 
Governments and olhcr interests from all over India. The formuld was 
generally approvcd at the Conference and has since becn accepted by the 
Ciovcrnnmt of India. 

3. The new formula is intended for application in the first instance for 
1953-54 season. The formula, as has becn explained in the encloscJ note, 
is based on the principle that the cane growers should get the s.lme percen- 
tage of the net price of sugar as in the percentape of t tw cost of cane to 
the coht of production of sugar excluding taxes. In working out the cost 
of production of sugar the SRIVASTAVA formula has been used but 
certain itcms of additional expenditure such as increased cost of replace- 
ment of plant and machinery, have bcen taken into account. 

4. The formula is capable of application to all factorich in tllc country 
hut thc C;ovcrnmcnt of India would have no objcction if the South Indian 
Sugar Mills and the cane growcrs of that area decide n~utually to adhere 
10 thC SISMA fornl~lit. 

5. Thc pcrcrntagc share of canc powers in rcgions other than these 
mentioned in the cnclosed notc will hc communicated shortly. The f:)ctory 
( d )  used in the formula i~ alho being worLcd out for v a r i c ) ~ ~ ~  f:~ciories tq  
differint regions and will be intimated ils soon as possible. 

6. 1 am to request that the contents of the new formula may kindly be 
made known to sugarcrtne growc'rs and sugar factories in your State. As 
sugar produced in 1953-54 se;wn h:rs ;ilre;rdy heen .;old and dcspntshed 
by a l~i~ost  all firctorics and i t  i s  cxpccted that here should be no undue 
Jclay on the part of the factorics to make paymcw of the cxtra pricc for 
calle crushed by them, in that wason which may bccome due to cane 
growers under the ncw formula. 

Recommendation 

5.90. At present the advance ruling in tcgard to foreign collaboration 
agreement seems to be given by the Foreign Tax Division of the Ministry 
of Finance. As this Division i s  not a part of the Rourd. it would appear 



that it may not be competent to give advance rulings even if the Board is 
autharised by law. This aspect also requires examination. 

[Sl. No. 51 (Para 5.90) of A,ppendix to 128th Report of the PAC 
( 1973-74) (F'ifth Lok Sabhn) .] 

Action Talcen 
5.90. The Foreign Tax Division is a part of the Central Board of 

Direct Taxes. as is clear from Ol5ce Order No. 362 of 1971 drttcd thc 
17th December. 1971 as amended from time to time. The functions 
allotted to the Foreign Tax Division are piked under the charge of the 
Chairman of the Board (Copies of Ofice Orders No. 362 of 1971 dated 
the 17-12-1971 and No. 269 of 1973 dated 3-7-1974 arc enclosed). 

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/248/72- 
A&PACII dated 10-1 2-1 974.1 

(RAJASWA AUR BTMA VIBHAG) 

New Delhi, the 171h Dcccmhrr, 1971 

OFFICE ORDER NO. 362 OF 1971 

In exercise of the powers conferred by Rule 4 of the Central Board of 
Direct Tixes (Regulation of Transactim of Business) Rules IVM and in 
supersession of the Office Order No. 181 of 1971 dated 29-6-1971. as 
amended from time to time, the Chairman of the Central Board of Direct 
Taxes with the previous approval of thc Central Governmcnt. hercb~ 
orders the following distribution of work in the said Board:- 

I .  C ~ r d i n a t i o n  of thc work of the Board as a whole. 

2. All matters relating to Budget, Finance Bills and other legislation 
relating to direct taxes (including subordinate legislation) and issue of 
instructions thereon. 

3. Interpretation and issue of instructions on the provisions of the 
Anuuity Dtpodit Schemes/Cornpulnory &posit Scheme and any other new 
schemes; interpretation and iswe of instructions on the Taxation Laws 



(Extension to Union Tcnitoires) Regulation, 1963, and the Taxatiou 
Concessions Orders in respect of Dadra Nagas Haveli, Goa, Daman and 
Diu and Pondicherry; and interpretation and issue of inytructions on the 
various Tax Credit &tificate Schemes under Chapter JUUJB of tho 
Incometax Act, 1961, including issue of orders under section 119 relating 
to these subjects. 

4. All matters relating to the Direct Taxes Advisory Committees (both 
Central and Regional) and Consultative Committee. 

5. All matters relating to the policy on all taxes and tax administration 
through the Mcnlbers conccrncd. 

6. Administr;:tion-VI and VI-A Sections-All Gazetted establkhmcnt 
administration, othcr than vigilance. disciplinary proceedings and com- 
plaints. 

7. Unions and Associations of Income-tax Department employees. 
8. Administration W Section-The following items: 

( i )  All organisational matters of the Income-tax Department 
including creation and extension of the posts and conversion 
of temporary posts into permaaent ones (both gazetted and 
non-gazetted), re-scheming and re-organisation d the IncOmt. 
tax Department, including the Directorate of Inspection. 

(ii) Expenditure Budget of tbt Income-tax Department, including 
that of thc Directorate of Inspection--Control of expenditure 

statement. 

9. Functional Distribution Scheme. 

10. Administrative Planning of the Income-tax Department. including 
India Revenue Service (Direct Taxes) St& Collese. 

11. Control over the work of the Foreign Tax Division, Tax Planning 
and Legislation Section and Organisation and Planning Unit. 

12. Other matters specified in the Schedule to this Order. 

(a) Parliament work and Pnrlinment question. 

(b) Settlement cases. 

(c)  Orders undcr Section 119 of the Income-tax Act. 1961. 

(d)  lncomc-tax (Budget) Section-Revenue Budget-Promecc d 
collections. 

( e )  .4dniinistrntinn-1.Y Scction-Appintmcnt of Standing Counsels. 
572 LS-4 



11-Member ( Wealth-Tax and Audit) 

1. AU matters (other than legislation and negotiation of agreemenu 
with other countries for avoidance of doubie taxation) relating to  wealth- 
fsx, Gift-tax, EstataDuty, .Expenditure-tax, Excess Profits Tax. Businw 
P d t s  Tax Super Profits Tax and Surtax. 

2. Public Accounts Committee and all matters relating thereto. 

3. AlJ matters relating to provisions of Chapter XIV of the Income-tax 
Act. 1961, othet thao Sections 147 to 153. 

4. Control over the work of the Directorate of Inspection (Income-tax) 
relating to Revenue Audit and Examinations. 

5. Internal Audit. 

6. Over-all responsibility for the following Commissioners' charges 
including the charges of Tax Recovery Commissioners and Additional 
Commissioners' functioning in respect of these Cmnmissioncrs' ch;wgcs:- 

(a) Bombay City I, XI, LII, IV and V. 

(b) Poona 
( c )  Bangalore 

(d) Madras I and I1 
(e) Kerala 

in respect of all direct taxes, on matters relating to. 

( i )  disposal of assessments, including planning programmes 
watching perfonnanccs, etc. 

(3) reduction of arrears of taxes and matters connected therewith; 
and wri te4  and scaling down of arrears; 

(iii) inspection of the 0 5 ~ s  of the Commissioners of Incometax, 
Tax R*very Commissioners and Additional Commissionen 

of Income-tax and sample inspection of subordinate offices in 
these charges. 

7. Control over the work of Audit and PAC Section and Estate Duty, 
Gift-tax, Wealth-tax and Expenditure Sections. 

8. AU parliament questions relating to the above subjects. 

9. Orders under oectim 119 of the IncomGtax Act, 1961, relating to 
tho above subjects. 



1. Control over the work of the Directorate of Inspaction (RersanL, 
Statirtics and Publications). I 

2. Nongazetted administration of the Income-tax Department-Adm;.ir. 
tratim IX Section. t I 

3. All matters relating to provisions dealt with in Chapter I, 11, III, 
N, V, VIA, MI W1, X, XI, XU Section 127 of Chapter XU-B, 
C%apters XV, XVI, XVIII, XIX and the first, Fourth, Sixth ,and Seveatb 
Schedules to the Incometax Act, 1961, except those dealt with-in the 
erovision of that Act specified in the Schedule to this Order. 

4. Over-all responsibility for the following Commissioners' chargu 
including the charges of Tax Recovery Commissioners' and Additional 
Commissioners functioning in respect of these Commissioners' charges: 

(a) West Benpl, I, 11, 111, 1V and V. 
(b) Bihar 
(c) Assam 

(d) Orissa 
(e) Andhra Pradesh I and IT 
( f )  Gujarat I, TI and ITI 

in respect of all direct taxes, on matters relating to:- 

(i) Disposal of assessments, including planning programmrs, 
watching performances, etc.. 

(ii) Reduction of arrears of taxes and matters connected there- 
with; and write-off and scaling down of arrears. 

(iii) Inspection of the offices of Commissioners and Additional 
Cornmissioncrs of Income-tax and Tau Recovery Commis- 
s i o n ~ ~ ~  and sample inspection of subordinate oflices in those 
charges. 

Jurisdiction of Commisdonen of Income-tax under section 121 of the 
Incometax Act, 1961, and opening of new Income-tax 089ces. 

6. Control of work of Wome-tax (Assessment I) and Income-tax 
(Assessment 11) Sections. 

7. All Parliament Questions relating to the above subjects. 
8. Orders un&r sstion 119 of the Income-tax, Act, 1961. relating 

to thb above subjects. I 



I. M e t a l  policy instructions for clearance ot maan of assessments 
and arrears of taxes. I 

2. AU matters relating to the provisions of Chapter XIII-A (excluding 
section 119). Section 122, Chapter XU-D, Chapter XVII (excluding 
sections 195 and 230) Chapter XX and Chapter XXIII (cxcluding 
sections 294-A, 295, 296 and 298) and the Second and Third Schedules 
to the Income-tax Act, 1961. 

3. Control over the work of Income-tax (Budget), Income-tax 
(Coordination) and Income-tax (Judicial1 Sections. 

4. Contrsl over the work of Administration-VII Section (exclud~ng 
vigilance matters) and Administration VIII Section (Accommodation for 
Income-tax Department only). 

5. Over-all responsibility for the following Commissioners' charges 
including the charges of Tax Recovery Commissioners and Additional 
Commissimas functioning in respect of these Commissioners' charLm:-- 

(a) Delhi 1, 11, I11 and IV 

(b) Lucknow and Kanpur 

(d) Punjab, Jammu and Kashmir, and Chandigarh 

(e) Madhya PraQsh, Bhopal ' 

( f )  Vidarbha and Marathwada, Nagpur. 

in  respect of all direct taxes, on matters relating to:- 

( i )  disposal of assessments including planning programmes watch- 
ing performances, etc. 

( i i )  reduction of arrears of taxes and matters connccicd thcrcuith; 
and write-off and scaling down of arrears; 

(iii) inspection of the offices of the Commissioners and Additional 
Commissioncrs of Income-tax on Tax Recovery Commissioners 
and sample inspection of subordinate offices in these charges. 

6. All Parliament Questions relating to  the a b e  subjects, 

7. Orders under section I19 of the Income-tax Act, relating to the 
above subjects. 



V. Member (investigation) 

1. All investigation work, including control over the work of Direc- 
t m t e  of Inspection (Investigation) and all Commissioners of Income-tax 
(Central). 

2. All matters relating to the provisions in Chapter XIU-B (excluding 
sections 147 to 153) Chapter XXI and Chapter XXII of the Income-tax 
Act, 1961. 

3. Settlement cases under section 34(IB) of the Indian Income-tax 
Act, 1922. 

4. Searches, seizures and reward cases including appeals under section 
132. 

5. Vigilance disciplinary proceedings and complaints (gazetted) and 
vigilance work of Administration VII Section (Non-gazetted). 

6. Survey. 

7. Over all responsibility for the following Commissionerf charges 
including the charges of Tax Recovery Commissioners and Additional 
Commissioners functioning in respect of these Commissioners' charges:- 

(a) Commissioner of Incornetax (Central), Bombay. 

(b) Commissioner of Incometax (Central), Delhi. 
(c) Commissioner of I n a w s t a x  (Central), Calcutta. 

(d)  Commissioner of Income-tax (Central), Madras. 

in respect of all direct taxes, on matters relating to:- 
(i) Disposal of 888e85ments, including planning programmes 

watching performances etc. 

(ii) Reduction of arrears of taxes and matters connected therewith, 
and write off and scaling down of arrears. 

(2) InepeUion of the d c e s  of the Commissioner and Additional 
Commissioners of Income-tax and Tax Recovery Commis- 
sioners and sample inspection of subrdinate offices in these 
charges. 

8. Control over the work of Income-tax (Investigation) Section. 

9. AU Parliament Questions relating to the above subjects. 

10. Orders under section 119 of the Income-tax Act, 1961 relating to 
the above subjects. 



VI-Cmes of the following type shall be considered jointly by the Board:- 

1. Write-off of duty or tax or abandonment of a claim exceeding Rs. 5 
lakhs. 

2. Scaling down of tax arrears of Rs. 5 l a b s  or more. 
.li 

3. Matters con- recruitment, promotion and training policy as 
such and any amendment of existing orders relating thereto. 

4. Awards and Appreciation Certificates. 

5. Service Rules and Policy regarding staff matters. 
6. Any other matter which, either the Chairman or with his approval, 

the Members, may suggest for joint discussion/decision. 

VI1-Tk following Members in the Central B w d  of Direct. Taxes luwe 
been designated as indicated against their numes:- 

1. Shri K. E. Johnson-Member (Wealth-tax and Audit). 
2. Shri M. B. Palekar-Member (Income-tax). 

4. Shri R. N. Limaya-Member (Investigation). 
In the almscc of a Member or when a Member is not available by 

reasons of his being on leave or on tour, the, functions of such Member 
shall be pwformed and the duties discharged by such other Member a t  
Members or the Cbairman as the Chairman may direct in writing on such 
occasions. 

Sd.! 
(R. D. SHAH), 

i Cl~aint~on, Central Board of Mrecf Taxes. 
b Copy to:- 

1. AU Officers and W o a s  in the Central Board of Direct Taxes. 

2. P.S. to F.M./MRE/Fmce Secretary/Chairman (E&C). 

3. All heads of department under the CBDT. 

4. GAD (I to IV) ~SO(P)Ad.VDl~Coord.IO&MiAd.I-AITech. 
Coord.iAd.1-B'R&I (R&D) . 

5. OKice order collection/Spare copies.. . .25. 
sd.1- 
(SARASWATHI R. RAO) * 

Deputy Secretant to the Government of  India. 
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GOVERNMENT OF INDIA/BHARAT SARKAR 
MINISTRY OF FINANCEJVITI'A MANTRALAYA 

(DEPTT. OF REVENUE & INSURANCE/RAJASWA AUR BlMA 
VIBHAG ) 

New Delhi, the 3rd July, 1974. 

OFFICE ORDER NO. 269 OF 1974 

SUBJECT:-Redistribution of work in the Central Board of Direct Taxes. 

In exercise of the powers conferred by Rule 4 of the Central Board of 
Direct Taxes (Regulation of nansaction of Business) Rules, 1964 and in 
supersession of the Office Order No. 239 of 1974 dated the 14th June, 
1974, the Chairman of the Central Board of Direct Taxes with the preuous 
approval of the Central Government hereby orders the following distribu- 
tion of work in the said Board:- 
I .  Matters to be considered by the Board as a whole 

(1) Policy regarding discharge of statutory functions of the Board 
and of the Central Government under the various direct taxes laws. 

(2)  General policy relating to- 

(a )  Organisation and re-organisation of the Departmental set up 
and structure. 

(b) Methods and procedures of work. 

(c)  Measures for disposal of assessments, collection of t.ixcs, yre- 
vention and direction of tax evasion'avoidance, etc. 

i d )  Recruitment, training, promotion. placements and other con- 
ditions of service of personnel. 

( 3 )  Matters concerning tax policy and le@slation except secret matters 
which will bc dealt with dircctly by Chairman, C.B.D.T. and Finsnx 
Secretary. 

(4) Laying down of targets and fixing priorities for disposal of 
assessment and collection of taxes and othcr related matters, both long range 
as well as short range. 

(5) Write off of tax demands of Rs. 25 lakhs or above in each caw. 

(6) Settlement of tax liability under section 34(1B) of Inconic-tax 
Act, 1922 in cases involving tax liability of Rs. 25 lakhs and above. 



(7) Policy regarding grant of awards and appreciation certificates etc. 
(8) Any other matter which the Chairman or any Member of the 

Board, with Chairman's approval, may refer for joint consideration of the 
Board. i I I 

11. Distntnbununon rrf  work between t k  Chairman and the Mentbers 
inrlividudly. 

m e y  will dispose, of the work within the framework of the gcncral 
policy decision taken by the Board as a whole]. 

A. Chairman 

(1) Tax policy and legislation (including Finance Bills, Budget 
matters and subordinate legislation). 

(2) Resear& in the field of direct taxes. 
(3) Issue of instruction on Finance Acts and othcr legislativc 

measw. 
(4) Administrative Planning and Programming (including organisa- 

tion) and matters concerning gazetted establishment. 

(5) Matters dealt with in the Foreign Tax Division and other matten, 
specified in the Schedule. 

(6) All maaers relating to Dirtct Taxes Advisory Committees 
(Central as well as Regional) and Consultative Committee. 

(7) Matters relating to the Indian Revenue Service (Direct Taxes) 
Staff College and the Regional Training Institutes. 

(8) Coordination and overall supervision of the work of the Board. 

(9) Control over the work of the Directorate of 0 & M Services. 
B. Member (Income-tax) 

(1) AU technical (including judciat and administrative matters 
relating to Income-tax Excess Profits Tax, Business Prcdts Tax, Super 
Profits Tax and Surtax. other than those specificaIlv andted to the Chair- 
man and other Members. 

(2) AH technical matten (including interpretation and issue of 
instructions) relating to the Compulsory Deposit SchernelAnmrity Deposit 
Scheme and aav other new Scheme, Taxation Laftrs (Extension to Union 
Territories ) Rcgul;,ticni. 1963, Taxatim Concession orders in respect of 
Dadra & Nagar Havcli. Goa. Daman & Diu and Poodicherry, and 
various Tax Credit Certificate Schemes under Chapter XXII-B of the 
Income-tax Act, 1961. (These matters will continue to be handled in the 
TPL Brand& 



(3) Inspection and supervision of the Commissioners' charges in the 
States of Maharashtra (excluding Vidarbha and Marathwada areas), 
Tamil Nadu, Kerala, Karnataka, Andhra Pradesh and in the Union 
Territories of Pondicherry, Goa, Daman and Diu, ,Dadra and Nagar Haveli. 

C. Member (Wealth Tax) 

( 1 ) AU technical (including judicial) and administrat& *hatters con- 
cerning the Wealth Tax (including such tax on agricultural wealth), Gift- 
tax, Expenditure Tax and Estate Duty Acts, excluding those relating to 
collection and recovery of taxes and relating to prevention and detection 
of tax evasionlavoidance. , I 

(2) All technical (including judicial) and administrative matters under 
Chapter XXA of the Incometax Act, 1961 relating to acquisition of 
immovable !properties. I 

(3) Inspection of and supervision over the Commissioners' charges 
in the States of Gujarat, Uttar Pradesh, Rajasthan, Punjab, Haryana, 
Jammu and Kashrnir, Himachal Pradesh, and the Union Territory of Delhi. 

(1) Technical end administrative matters relating to preventim and 
detection of tax evasionlavoidance, particularly those falling under 
Chapter XIIT-B, in so far as these are relevant to the functioning of 
Directorate of Inspection (Investigation) and the charges of Commissions 
(Centraf), Chapter X1II-C (excluding those specifically allotted to Joint 
Secretary (Inv.), Chapter XIII-D, Section 147 to 153 (both included) of 
Chapter XTV, Chapter XXI, and XXII, Section 281A. 285 to 287, 291 
and 292 of Cbapter XXIIT of Xncmwtax Act, 1961 and comspondig 
provisions of other Direct Taxes Acts. 

(2) Processing of complaints regarding evasion of tax received from 
Ivbnbm of Parliament and Mesnbers of State Legislatures and also com- 
plaints received from others where bhe duspected tax evasion excads Rs. 5 
lacs. 

(3) Residuary work comected with the late Income-tax Investigation 
Commission and Directorate of Inspection (Special Investigation). 

(4) Voluntary Disclosures. 

(6) Settlement cases under section 34(1B) of the Income-tax Act. 
1922 where the suspcctcd tax evasion is below Rs. 25 lakhs. 

(7) Vigilance, disciplinary proceedings and complaints against officers 
and staff (both gazetted and non-gazetted). 



(8) Inspection, Control and supervision over the work of the Direct* 
rate of Investigation including its special cell and all charges of Commis- 
damn (Central). . . 
E. Member (Budget and A&) 

(1) All tachnical and admin'itrative matters relating to collection 
and rc~wery of taxes, spsifically those covefed by Chapter XVII and 
XIX and the Second and Third Schedules of the Inconletax Act, 1961 
ard corresponding provisions of othn D i m  Taxes Acts. 

(2) Write off of tax demands between Rs. 10 lakhs and Rs. 25 1akh 
in each case. 

(3) All matters relating to Revenue and Espenditure Budget. 

(4) AU mattas concerning mon-gazetted establishment, Office q u i p  
meal, acoommmon etc. I ' m  

(5) Matters relating to compilation and publication of all statistics. 

(6) Matters relating to publication and issue of all departmadal pub- 
lications, and Public Relatioas. 

(7) General coordination in the disposal of Board's work. 

(8) Control ova the work of the Directorate of Inspactioa (Rtseafcb, 
Statistics & Publications). 

(9) All matters relating to Audit-Internal Audit as well as Rcvsnue 
Audit and all P.A.C. matters. 

(10) Control over the work of the Directorate of Inspection (Income- 
tax & Audit). 

(1 1) Iaspcctim and supervision of the Commissioners' charges io the 
Sates of West Bengal, Bihar, Orissa, Madhya Pradesh, Vidarbha & Mara- - 
thwada areas f Maharashtra, Assam and other States and Union Territories 
in the North Eastern region. 

m. The following Memben in the Central Board of Direct Taxes have 
been designated as indicalcd against their names:- 

Shri C. C. Ganapathy . . Mcrnhtr (Income-tux) 
qhri B. K. Bagchi . . Member (Wealth tax? 

Shri S. Narayan . . Member (Tnvestignion) 
Shri R. S. CW4a . . Member (Budget & Audit) 

In tbe absence of a Membtr or when Member is not available b'J 
reuon of his being on leave or on tour, the f d o n s  of such Manbsr abal 



be performed and the, duties discharged by such other Member or 
Memkrs or the Ch-. irman as the Chairman may direct in writ~ng on such 
occasions. 

(S. R. MEHTA) 
Chuirmun, 

Ccntrd Board of Direct Taxes & 
Ex-Oficio Additional Secretary. 

Copy t0:- 

1. All Officers and Sections in the C.B.D.T 

2. P.S. to F.M./MRE/F.Secy./Chaiman WC). 

3. All Heads of Department under C.B.D.T 
4. GAD.1-IV/SO(P) IA~.I-A~A~.I-B~A~.VII~~COO~~'O&M Tech. Conrd' 

R&I R&DIParl. Unit. 

5. 0. 0. Collection/Spare copies. . . .25. 

SCHEDULE [Vide IIA(5) of the Office Order] 

1. All matters and references relating to agreements with other cow- 
tries for the avoidance of doublc taxation in rcspect of Income-bx and 
grant of unilateral relief. 

2. All matters and references relating to agreements with other coun- 
tries for the avoidance of double taxation in respect of estate duty. gift-tax, 
sur-tax and wcalth-tax. and grant of unilatcrnl relief. 

II 
3. All matters and rcfcrcnccs regarding liability to Income-tan on 

Indian income of non-residents or other foreigners or foreig cnterprices 
arising out of any technical, financial or busincss collaboration agreement 
between non-residents, and residents or between non-residents and the 
Government. 

4. All matters and references rcprding assessment problems in tbe 
case ot residents in respcct af technical. financial or business cdlaboratioo 
a~~rcrnentti with non-residents. 



5. All matters relating to the following provisions of the hconibtax 
Act, 1961, namely:- 

W o n  2(17)(iv), 2(30), 5(2h 9, 10(4), 10(4A), 10(6), 10(7), 
10(8), 10(9), 10(15)(iv), 21, 25, 40(a)(i) and (iii), 42. 54A, 
58( l )  (ii) aod (iii), 80F, 8OM( 1 ) ( a ) ,  80N. 80-0, 80R, 90, 91, 
92, 93, 160(l)(i), 163, 172, 173, 174, 182(3), 195, 230, 
rule 6 of the First Schedule to the Income-tar Act, 1961 and 
rule 10 of the Incometax Rules, 1962. 

6. All matters and nferences regarding tax exemption of the U.N.V., 
its affiliated bodies and their employees. 

7. Orders under W i o n  119 of the Income-tax Act, 1961, relating to 
the above subjects. 

8. All Parliament Questions relating the above subjects. 



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

REQUIRE REITERATION 

Recommendation 

According to the Ministry, the correct legal position appears to be that 
the liability for the additional price arose on 22nd December, 1964 whm 
the order of the Sugarcane (Additional) price Fixation Authority was 
sed. It would, therefore, seem to be not correct to have reopened tha 
assessments for the assessment years 1960-61 and 1961-62, in this case. 
Tbe Committee would like to know how the enhanced price shted to have 
been paid by tbe assessee in regard to purchases from oper, sources was 
dealt with in the relevant assessments. The Committee further desire thal 
the c m t  position in law should be clarified for the guidance of the a- 
ceis concerned. 

[S. No. 20 (Para 2.42) of Appendix to 128th Report of the PAC 
(1973-74) Fifth Lok SabhaJ 

Action Taken 

2.41. Tbe IAC cmcerned by been directed to enqutrc into the matter 
aad inspect other cases completed by this ITO. 

2.42. No revised returns were filed by the asxssee for tnc asessment 
Yean 1960-61 and 1961-62 as observed by the, Committee. On 14-3-1968 
the IT0 only gave effect to the order of the AAC who had allowed the 
additional price to the assessee for the sugar-cane grown on his own farm 
on the pound that i t  was an nsccrtltincd liability and hence deduction 
was admissible. 

Necessary instructions clarifying thc ccrrrcct position in law, have bees 
issued vide Instruction No. 745 (F. No. 228/?8/74-IT(A-IJ)')]. dated the 
30tb August, 1974, copy enclosed. 

[Ministry of Finance (Revenue and Insurance) O.M. No. 936/16/72- 
A.1. PAW1 (dated 16-10-73 )I. 



I~truction No, 745 

CENTRAL BOARD OF DIRECT TAXES 
New Delhi, the 30th R u m ,  1974 

Secretary, Central Board of Direct Taxes. 

AU Commissioners of Income-tax. 

t h J s ~ ~ c r : - R d e  7 of Incame-fax Rules, 1962-Rcdsing of sale prrce of 
~ u r c z l  produce with retrmpective effect-Mewantile 

system of accolcnring--date when liability arises-Clarification 
restudin%- 

Sir, . , . . 
Rule 7 of Inaomebx Rules, 1962 provides that in case of income 

which is partially agricultural income as defined in Section 2 of the Indian 
Jnwme-tax Act, 1961, and partially income chargeable to income-tax 
under the head "profits and gains of business", in determining that part 
which is chargeable to income-tax, the market price of any agricultural 
boduce which has been raised by the asscsseee or received by him as rent 
in kind and which has been utilised as a raw material in such busincss 
or sale p c e e d s  of which are included in the accounts of the business, 
dull be deducted and no further deduction shan be made in respect of 
any erpenditure incurred by the assessee as cultivator or receiver of 
mt-h-kiad. The appiication of this provision is made usually in the 
case of sugar factories who have their own agricultural farm. 

2. ~ J I  &e dispute regarding the price to be paid to sugar 
cane powers for the sugarcane is referred to the Ministry of Food and 
AgriculNe (Dejwtment of Food). The Ministty after considering tbe 
facts and circumstances revise the price of tbe sugarcane with retrospective 
cffect thereby cnatZng an additional liability on the buyers of the sugarcane 
for payment of e n b a d  price to the sugarcane growers. 

3. Additional price pay* to the culti~tore is to be allowed as a 
dcddm in b year in which the additional liability arose and not i. 
the year to which it relm as it was ascertained only on thc date d the 
ardrr d the price fixation authority. 



Necessary instructions may please be issued to all the lncome-tax 
OfEcer working in your charge on the above lines for their information 
and guidance. 

Yours faithfully, 
(Sd.) T. P. JHUNJHUNWALA, 

Sccwlary, Central Board of Direct Taxes. 

Copy forward& to :- 

1. Director of Inspection (Income-tax and Audit)-15 copies. 

2. Director of Inspection (Investigation)--2 copics. 

3. Director of Inspcction (Research and Statistics)---:! copies. 

4. Dircctor of lnspcction (P & PI. 

5. Assistant Dirxtor of InSpction (Bulletin 1-3 copich. 

6. Deputy Director of Inspection (Research and Stxtistics!. 

7. Comptroller and Auditor General of India-25 copics. 

8. Dircctor of 0. h M. Services. 1st Floor. Aiwan-o-Ghalib. Mata 
Sundari Lane, New Delhi. 

0. 411 Officers and Scctions in thc Technical Win? nf Cmtral Board 
of Ilirect Taxes. 



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

Recommendation 
The Committee find that thc CIT has bccn askcd to carry out n selec- 

tive review with a view to finding out if similar mistakes have been com- 
mitted. The? strcss that this rcvic,~ shoulJ ;dm b< ~*\;l,:nclc*;l ::, \:<ing 
whether the ITOs in this charge have been rechecking the tax calculations 
as per the Board's instruction. The review shauld bc conducted by the 
IAC (Audit). The Committee would await the results of the review. 

[SL No. 6 (Para 1.29) of Appendix to 128th Report of 
the PAC (1973-74) (Fifth Lok Sabha)] 

Action Taken 

The Range IAC had made a selective scrutiny of cases and it has been 
reported tbat he did not come across simjlar misfalies in any other case. 
Howevcr. the C.I.T. has been asked to extend this review to other circles 
of his charge alw rad the red@ d this extended review will be intimaScd 
in due ca~nra 

L , -  + i t  
[Ministry of Finance (Ke~nlur.  and Insurance) 0.M. No. 23b;05/72- 

A&PACII, dated the 16th Octobcr. 19-41, 

Under tbe Finance Act, 1964 and 1965, certain deductions had to bo 
maJc from the cwpcr-tax rebate and tIlc dcduclion was limited to t h ~  c ~ t m t  
of the rehate and the halance W:I\ to be carrid f(1rw;ird. F.!iIurc t t ~  L.arry 
forward the deduction in this case rsulted in short-levy of tax of Rs. 1.33 
lakhs in the assessment year 1965-66. Similar provisions were there in the 
Finance Acts, 1956 to 1959. The Committee had called for a penad  
review as carly as 1964-65, in vicw of thc fact thiit ~ h c  1;lpscs in computing 
super-tax were on the increase. This suggestion was reiterrttcd by them 
subsquently during 1968-69 and 1972-73. Finally the Committee aro 
informed that as ;I result of 3 review of cornpn! itswwmrn! c:rqz, com- 
pleted during the period 1964-65 to 1967-68, under-assessment of t a x  W 
the tune d Rs. 6.96 lakhs has k n  noticed out of which Rs. 5.86 lam 
are to be treated as a loss of rennue as the cases are outside the tima 
limits for rectificatory action. The Committee cannot but deplore tbt fact 



that the review ordered from time to time was not carried out effectively 
and expeditiously. The Committee desire that responsibility should be fixed 
for this failure, which has resulted in a substantial loss of revenue, They 
would await the result of the action taken. 

[SI. No. Para 1.48 of Appendix to 128th Report of 
the PAC, (1973-74) (Fifth Lok Sabha)] 

A c t h  Taken 
As desired by the Committee the conccrncd Commissioners of Income 

tax havc been directed to fix responsibility for the failure to carry out the 
review effectively and expeditiously and take necessary action against the 
concerned officers. 
[Ministry of Finance (Revenue and Insurance) O.M. No. 236/101/72 

A&PACII. dated 2 1 st kptcmbcr.  19741. 

Recommendation 

Under the provisions of the Inconic-tax Ac t .  if a ccmpnny i n  ~vhich the 
public are not substantially interested fails to distribute the prescribed 
percentage of its distributable income as dividends such a company is liable 
to pay additional supcr-tax. For thc usesmcnt .\-ears prior tn 1965-66, 
sham d a company held by another company in which public are substan- 
tially interested are not to be treated as held by public. In this case addi- 
tiond supcr-tan of 8 79 lakhs W:IS not levid for thc asszshmtnt !car 
1959-60 as the company was incorrectly classified as one in which the 
public were substantially interested. Mistakes of this type have been 
brought to the notice of the Committee carlier also. The Committee, would 
thcreforz, call for ii revicw of 811 thc complctcd asscamcnt r:iating to th: 
assessment years prior to 1965-66 for appropriate action. Thc results of 
the review should be intimated to the Committee. 

The Cornmittec note that the Chief Auditor of the Internal Audit is 
cxpcctcd personally to audit ccrtain important types of cases and one such 
category of cases related to ciises involvin~ 'liability to additional tax by 
canpanits in which thc public are not substantially interested'. The Com 
mittee desire that the criteria for determining whether the public havc or 
have not suhtant~al interest in a cornpan! \hould hc. c1c;irl~ laid d o ~ n  in  
the I.A. Manual. In this connection the committee suEpest that the ques- 
tion how far a foreign company could be treated ny one in which public 
are substantially interested may also bc exanlined in consultation with the 
Ministry d Law. 

The Committee had, in pntagrnpb 2.74 of their 51sl Report (Fifth Lok 
%.bb.), suggested ul examination of the feasibility and m m i n  of dis. 
pensing t;ith the suhtlc Jininction bctwcen a public comgmy i1.d a clowly 



held public compmy for the purpose of taxation of profits. According to 
the Chairman, Central Board of Direct Taxes, the distinction is necessary 
because it is not difficult for private companies to  be registered as or t o  
change themselves into public companies if they want to escape the rigoun 
of taxation. The Committee understand that there is an attempt to meet: 
this situation in the new company Law (Amendment) Bill. They according- 
ly wish to reiterate that the question of doing away with the distinction 
betwetn a public company and a closely held public company should be 
considered expeditiously as a step towards simplification. 

[Sl. NOS. 1-12 (Paras 1.73 to 1.75\ of Appendix to 128th 
Report of the PAC ( 1973-74) (Fifth 1.ok Sabha)] 

A review of all assessments for thc assessment vear 1965-66 and earlier 
L.sscssmmt years is being undertaken A funhcr rcnnrt will follon. 

The matter is under consideration in consultation with the Ministry of 
Law. 

The matter is under conddera t~m in consultation with the Department 
of Company Affairs. 

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/293/72- 
A&PAC. da1r.d 1 Kt11 Dcccmhzr. 1074 1 

The Committee are distressed to note the sheer carelessness if not some- 
thing else on the part of the TTO resulted in short-levy of tax to thc cxtcrlt 
of Rs. 2.19 lakhs in this case. The IT0 failed to notice that a capital 
expenditure of Rs. 3.98 lakhs was included under 'miscellaneous expcndi- 
ture' in thc assesscc's claim of dcductionr. Hc did not nwkc ;I propcr 
study of the company's balance sheet. What is worse was that even after 
the receipt of Audit objection he did not care to rectify the mistake for 15 
long months. The Committee have heen informed that as the officer wag 
responsible for a few more lapses a thorough enquiry has been ordcrcd. 
The Committee stress that the cases should be thoroughly investigated and 
the result of investigation and action takcn npsinlit official found to be at 
fault intimated to  them within six months. 

[SI. No. 13 (Para 2.13) of Appendix to 128th Report of the 
PAC, (1973-74) Fi f th  Lok Sabha)] 



The revicw of othir cubes cmpletcd hy thk I T 0  i \  $ t i l l  in progress. 
Results of rcv'cw and a c h n  takcn will hc intim,~ted to I ~ L *  ( ' o ; r ~ r l l i t t ~ ~  after 
tbe report of the C.B.I. i s  received. 

[Ministry of Finance (Revcnuc and Insurance) O.M. No. 236 /88 /72  
A&PACII, dated 16th December, 19741 

Recommendation 

In computing taxable income from the business of manufacture of sugar, 
the market value of sugarcanc raised by tile factory on its far", and used 
in the ntanufacturc of sugar ia deductiblc under the Rules a, i t  rclatcs to 
agricultural operations. Consqucnt on the retrospectivc increase of market 
price of sugarcane in the working s e a m s  of 1958-59 and 1959-60 by an 
order dated 24tb December, 1964, the assessee filed revised returns for 
the relevant assessment years viz. 1960-61 and 1961.62, in which additional 
amount of Rs. 5.12,290 was claimed as deduction. This was allowed in 
the revised amssments completed on 14th March, 19611. In the mean- 
while, the assessee filed the return for tht. assessment ycar 1966-67 on 
8th August, 1966 wherein thc same amount of Rs. 5.12,290 was deducted 
from total income which was also allowed by thc 1TO. The deduction 
allowed twice had a tax effect of Rs. 7.9 lakhs. The ITO, who completed 
thc asscsnlcnt for thc scar 1966-67. appears to huvr. k c n  groshly negligent 
in that he failcd to d o  something which was clearly his duty to do, namely 
to scrutinisr propcrl? the lo\s of Rs. 6.72  h k h \  rcturncd by the LSK'SSC~'. 
As the asscssec must hnvc yivcn thc rcascw for the deduction it should 
have been possible for the IT0 to havc linked it up with the revised assess- 
m n t s  for the yciirs 1960-61 sn,i 1901-62. Thc Com~nittce rcquire t h ~ t  

. appropriatc inquiry and nctirm should be initiated. They further sugest  
that other asscssmcnts complctcd by this IT0 <l~ould be audited. 

[S. No. 19 (Para No. 2.41) of Appendix to l2Rth Report of 
the PAC. (197?.?4) (Fifth Lok Sabha)'] 

Actbe Taken 

The 1AC concwnad has been directed to cnquirc into the matter and 
inspect otkr caws completed by this ITO. 

[Ministry of Financc (Rrvenuc and Insurance), O.M. No. 236/16/72- 
A&PACII. dated 16th Cktoher. 19741 



Recommendation 
Under the lncometax Act, exemption is admissible to the profits aad 

gains derived from a newly established industrial undertaking to the extent 
of 6 per cent of the capital employed in such undertaking. Where they fall 
short of 6 per cent carry forward of deficiency was admissible only from 
the assessment year 1967-68. However, in this case a deficiency of Rs. 2.58 
laLbs for 1966-67 was allowed to be carried forward which resulted in a 
total undercharge of tax of Rs. 1.42 l a b  for the assessment years 1967-68 
to 1969-70. The Committee learn that the CIT has been asked to direct 
the IAC to carry out an inspection of the concerned lTOs work. The Com- 
mittee would await a report in this regard. 

The Committee incidentally note that during the financial year 1971-72 
in all 337 ncw undertahngs were granted 'tax-holiday' relief under Section 
80J. Unfortunately the Department is not in a position to indicate the 
number of such undertakings which fall in small scale sector. It would be 
of interest and value to know the number of undertakings in the small scde 
Sector, which benefited from this concession and the Committee trust that 
the Ministry will take suitable steps to ensure that this information is readily 
available. In this connection the Committee would recall their suggestion 
contained in paragraph 7.15 of their 87th Report (Fifth h k  Sabha). 

[Sl. Nos. 24-25 (Paras 2.67 and 2.68) of Appendix to 128th 
Report of the PAC, (1973-74) (Fifth Lok Sabha)] , . 

Action Taken 

Review of the work of the concerned IT0 is in progress as stated in 
reply to Para 2.13 of t b  Report. Results thereof and action taken will be 
intimated in due course. 

Necessary instructions have k e n  issued to all thc Commissioners to 
funush this dormation. Results of the review will follow. 

[Ministry of Finance (Revenue & Insurance) O.M. No. 2361148172- 
A&PACII, dated 18th Dcccmber, 19741 

M/s. Oil India Ltd., a joint venture of Government of India and Bur- 
rnah Oil Company incorporated on 18th February, 1959, took ovcr thc 
assets of Assam Oil Company Ltd., a subsidiary of Burmah Oil Company. 
Ibe Company are not happy over the manner in which tax concessions 
have baen granted purported to be in accordance with an agreement dated 
27th July, 1961, to M/s. Oil India Ltd., the benefit of which partly wmit 
to a foreign multinational Corporation which is against national interest. 
It is evident that the implications of the various provisions of this agao- 
ment in relation to taxation had not been carefully and properly scrutiniscd 



before they were finalised. The Eoilowing points arise out of the Com- 
mittee's examination of the matter. 

(i) The agreement provided that in respect of the expenditure of 
Rs. 916.56 lakhs cn certain assets taken over by MIS. Oil 
India Ltd., amortisation over a period of 15 years at the rate 
of Rs. 61 lakhs per annum would be allowed from the assess- 
ment year 1963-64 onwards. This was purported to be done 

under Section 42 of thc Income-tax Act, 1961. Under this 
Section a provision for amortisation of expenditure on drilling 
or exploration activities could he made by apreement only if 
such expenditure were "expenditure incurred by the assessee." 

It was, however, not the cace here and therefore the allowance 
would constitute an cxtrn l e d  concession rrwitine iq h ~ p -  
loss of revenue. 



MIS. Oil lndia Ltd. Only now it is proposed to consult tho 
Ministry of Law in the matter. There does not appear to have 
been any justification for allowing such extraordinary and extra 
legal concessions. 

(iii) In addition to the development rebate on plant and machinery, 
a sun1 of Rs. 26.80 lakhs was also allowed as development 
rebate on "casing and tubing':", costing Rs. 107.20 lakhs in the 
assessment year 1960-61. This cost was, however. included in 
the expenditure of Rs. 916.56 lakhs which was allowed to  be^ 
arnortised over a period of 15 years. Although a view was 
initially held that "casing and tubing" was not plant and machi- 
nery and hence no development rebate would. in any case, be 
admissible thereon. i t  was allowed under thc instructions of 
the Board without making any reduction in thc an10rtis:~tior: 
allowance. Even if it is regarded as plant and machinery it 
is doubtful whether development rebate would be admissible 
in view of what is stated in item ( i i )  above. The Ministry of 
Finance have promiwd to take up the matter again with the 
Ministry of Law. 

(ivl An indirect consideration was passed on to Assam Oil Co. for 
a period of 20 years by Oil India Ltd.. by way of supply d 
oil and associated natural gas at a concesional rate ranging 
between 50 pcr cent to 60 per cent of the normal sale price. 
The Committee understand that the benefit of this concession 
is estimated at Rs. 9 crores. I t  is not clear whether the entire 
assets of Assam Oil Company had been taken over on the 
h a G  of the n1arLc.r \a l tAc. .  I t  \hould. thcretorc. k cx;~nliried 
from the angle of capital gains tax. in consultation with the 
'Uinistry of Petroleum and Chemicals and Ministry of Law. 
whether in view of the substantial conccssim there was under- 
\aluation of the assets. 

In vie* of the fact that the quantum d concessions is very large and 
it is not free from doubt to what extent they were givm by Government 
as a matter of policy or to what extent they are in accordance with the 
Law, the Committee consider i t  essential that there should be a thorough 
enquiry into the matter immediately for appropriate action including revi- 
sion of the relevant assessments of the company to the extent that is 
legally p:rrnirsible. Responsibility for thc failurc/lapse of the C.B.D.T. 
as brought out in items (ii) and (iii) should alm be fixed for such action 
as may be called for. 

[SI. KO\. 26-27 (Para\ 3.32 & 3.33) of Apwndix to 12Uth 
Report of the PAC. (1973-74) (Fifth Luk Sabha)] 



Action Taken 

The rnatlcr is under wnsideri~ii~tn in consultation with the Ministry of 
Law. lnspite of our best eflorts i t  has not been possible so far to arrange 
a tripartitc rnecting with the represcntattvcs of ~ h c  C&AG -and the Law 
Ministry lo exarniue thc various iswes raiscd by the P.A.C. The Audit 
and the 1 . a ~  Ministry arc aptin bring ;tpproached lo indicate suitable 
dates for it tripartitc nlceting and t l r ~  tinal outcome of such meeting will be 
intimatcd to the Comrnittcc. 

[Ministry of Finance (Kaenuc and Insurance) O.M. No. 236/30/72- 
A&PACIJ. dated 18th Dcccn~ber, 197.21. 

t.'nJcr Ihc inmllc-l,rs Act. an  aswssec ~ j l , )  av;liJs himWlf of 
tl1c conccs~ity of devclopmcnt rrbatc should keep 75 per c-nt of [he 
dcvclopmcn! reh:trc. in ;i w p m t c  tcserve acco~mt and should not u t i I i \ c  
the vamc for di.trihutiorl .., dividertds or for rernitt:\ncc. outside India as 
profits for ;r pcrioc) t r f  ,Y !c.;lrs. If this dircction is not followed the 
dcvelopment rch:ifc ;tlre;l& prmtcd, is  liable to be withdr;lwrl. 'rhe 
Committcc notc with concern that in the mse of a nurnhcr of asscssnlcntl; 
rekiting to t \ v ~  mmpanic.\ rhc IT0 did not t;jkc m y  tloticc of t h p  fact 
that the dcrrclopmcnt rt.h:j~c rcwrr,. had been utiliscd for dccl;~r;ttion of 
dividend or having noticed thc fact, failed to tnkc necowry action open 
to him. Thi$ fnilurt. rcsultcd in ,I short levy of t..x to the extent of 
Rs. 8.81 lakh.. ;rnd excess compt:ttion of busine- low of R s .  6.31 lakh. 
Thc Commi!tcr find that in thcsc cornpanic\ the ;)on-r~.sidr.nt share-holding 
is substantial. They further find with conci'rn tt':tt :I r c c o v q  of under- 
charge of RF 5.04 Inklls from one nf the camp lnic\ h;ls become time- 
hatred. Thcr cannot htlt takr ;! heriouz vicw of the substantial loss to 
Gnrcmmcnt Sllrprisinpl~. 110 ; d o n  seems tn haw b ~ e n  takm against 
thr JTOs cc,nccmcd rhat thct were infcvmrd th;~t their ex- 
pl;tnations wcrc found to hc no1 ncccptahlc. 

As no extcnuatlng c~lrumstances a p p a r  to exist. the Committee 
consider that appoprratc diuiplinarg ~ c t i o n  should be taken qrtinst 
thcni and t l i ~  ('ommittcc tnfornwd. 

[Si. Nos. 29-30 (Paras 3 48 and 3.49) of Ap~endtx  lo 128th Repcrrt 
of the PAC ( 1973-'4) (Fifth I.ok S.?bh:l)l 

The C.I.T. has been i14xd to c.trry out n cr.ncr;il rcvicw of the w r k  
nf thc threc Inconic-tiw. Officers to assew their overall pcrformancc and 
initiatc disciplin;rry prwcedklp\. 

[Ministry of Rnrncc (Rev & ins.) O.M. N O ,  ?W217/72-APPACII 
dated 1st November. 19741. 



The Committee would await the outcome of thc dcpitrtnlcntal llppcal 
before the Tribunal in thc case of one of the cornp:inics. 

[Sl. No. 32 (Para 3.51) of Appendix to 128th Report of thc P.A.C. 
(1973-74) (Fifth 1-ok Sahha )]. 

Action Taken 

The appeal was fixed for hearing on 3 r d  July. 1Q74 bm.t tlw ordcr 
of the lncomc-tns 4ppcllatc Tribunal hat; nor bccn rl:ccivcd so f . ~ r .  

Winistry of Finance (Rev. & Ins.) 0. M. No. 236/2171'72-A&PACII 
dated 24th September, 19741. 

SubSection ( 1 )  of Section 43A af the Incornc-tax Act provides that 
where a part of payment towards the cost of assct5 purchased in foreign 
cwntries is yet to be made and the liabilitv on accoun: of such outstanding 
payments goes up due to devaluation of the Indian currcncy, the assessee 
can write up  the cost on such assets in his bookt for ~urposes  of claiming 
depreciation etc. However. svb-section ( 2 )  specifically prohibits dlow- 
ancr of development rebate on the increase in cwt of a w t s  on account 
of devaluation. Nevertheless. in the cases of no Icss thm three comp~ni ts  
excm development rebate tvnc allowed due to non..obscn.:lncc of this 
provision. T h e  Committee remet that mistake, (if they w r c  mistakcr 
at all) of this type should h a w  occurred in 3 Corny, 'nv Circlc where the 
l'l'Os handled asseqsments of a few imoortan? cnmpanirs onlv. The 
Committee l m  that the cases of the twn officcrr viho handled t h r ~  
assessments have been referred to the C.R.T for invcqtiytion. They 
desire that the investigatior! should be carricd nett with dl snced and the 
results as well as the action taken apninst the offictbrc rennrted to them. 

Investigation by the C.B.I. is still in propess. Rcwltq of the investi- 
m i o n  and action t&cn tlmcon will he intmatcd in due c o u m .  

- [Mioistn. of Finance (Rev. & Ins.) O.M. No. 236121 1/72-~&PAC11 
dated 25th November. 19743. 



The Committee further find that the two companies had claimed 
dcvelopmtnt rebate on the increased cost of machinery due to devalua- 
tion and that as the. revision of the assessment was done under Section 154 
no penalty proceedings were initiated. The Conmitree dcsire that the 
question of prosecution should be examined expeditiously and the action 
taken intimated to them. 

[Sl. No. 34 (Para 3.62) of Appendix to 128th Report (1973-74) 
(Fifth Lok Sabha)]. 

Action T8ken 

The relevant assessment records are now with the C.B.I. The 
question of prosecution will be cxamined after receipt of the file and the 
Committee will be informed of the results. 

[Ministry of Finance (Rev. & Ins.) O.M. Yo. 236/211/72-A&PACII 
dated 13th December. 19741. 

The Audit paragr~ph brings out incorrect cornrutation of thc extra 
shift allowance for double and triple shift working of plnnt and machinery 
in the cases of two companies. Under the Rukj  50 per cent of the 
normal depreciation is allowed far each of the double and triple *hilts. 
Vcry strmgely, however, in the case of one company extra shift allowance 
at 100 per cent of the normal depreciation was allowed for the triple 
shift working of the machinery in addition to extra shift allowance 050 
p r  cent for the double shift. In the case of another compitnv, extra 
shift allouance for thc double shift working w a ~  nilowecj at 100 per c n t  
of the normal dcpreciation inntead of at 50 per cent. These serious 
lapses accounted for an under-charge of tax of Rc. 1.71 lakhs. The 
Committee are unable to understand how, whm the Income-tax Rules 
am abundantly clear, the asseasee company wuld claim extra nhih 
allowance of more than 100 per cent of ~ m n a l  sllowancc md how the 
1TOs could allow such claims. Thc facts are such ac to indicate that 
thc miptakes are not bonnfidc. The matter requires thorough invcstir* 
tion by the Board and the Committee trust that Strict disciplinary action 
will he taken thercaftcr. 

The Committee find that review conducted hv the l3ep;wtnlcnt reveal4 
similar lapses in as many as 4 other assessments relatine to one of the 
campnnics. A revier of all company nsscssmcnts made hy the Im 
m c e m ~ d  is called for. And if i t  shows that similnr mistnkrs have been 



con~mitted in other cases slso, the matter should bc rcfmcd to the CIB1 
for further investigation. 

[SI. Nos. 36 and 37 ( P a n s  3.73 and 3.74) of Appcndlx to 128th 
Report of the P.A.C. (1973-74 ) 0;ifth Lok Sabha I ] .  

Sccwnry  rcb1r.N of the other c a e s  ~vmplctcd h\ thc\c ITCh 14 in 
progress. Results thereof with action taken wrll h,, tntrmarcd o n  c.on~- 
pletion of the review. 

[Ministr) of Finance (Rev. lk Ins.) O.M. No. 13bi'h';/71-A&lJAC:ll. 
dated 18th December 19741. 

.4ccording to the Audit paragraph two compmcs  dcrivcd lrlconlr tram 
the manufacture of ( a  1 rcsin5 and fabrlca~ion o i  \\;~tc.r-trc:itnlcnr cquii). 
mcnt and ( b ) radio-reccivm rrqxctj\clj.  1 h s , ~  ui-rc. t ~ 3 1 e d  pri,,. 
rity industries. cven though thc relevant schedule in [Ill ~ c t  LfiJ nut 
mention them. According to Audit such trcatrncnl Ha:, irrcgul;lr :,lrd 
resulted in short-lcv) of tax to the extent of K.. 3.1:1 Inkh\. 'I hc 
Committee. however. find that ;IS r ep rds  ( a )  ,!lthough thc Audil obltz- 
tion was initially accepted on the opinion given hy rhc Ministry of 
~adu&rial Dcvdopment. the issue had bccn rc-cx:unincd. Accordin@) 
it & felt th;it profits derived b~ the company from nianuf:tcturc of thc 
l ~u lha~ lkd l  partion of the water treatment p1;int i h  cntitlcd to tax 
concessions applicable to priority industries but the protits from thc 
manufacture of resin is not cntiticd to such conces\ion and that the matter 
has been referred to Audit. As regards (b) although thc I>cpaflmrnl 
of Eleaoaics had earlier adviwd the Board that radio-receivers are to 
be Jassified as 'telecommunication equipment', they 1i;d 1;11cr nicn~ionc~l - t~ t ron lc  111 thJt communication quiprncnt5 arc bc'cominp incrcasinlllv c j "  
mture. In the meanwhile, the l apcs  pointed ou: b) Audit had 
~ i f i c q j  and hc assessem had gone in tIppea1. The C'Cmmittcc unuld 
await the outcome of the appc:k. 

T h e  Committee rcprct tho dclay in ascerraininp thc corrcct po4t-m In 
regard to thew rases. They desire that such question should hc cx;min- 
ed very cxpditiously with a view to thc officcr~ in t l~c  ficld being appriscd 
of the cnnect position at thc rnrlicst ptasihle date. This w. 5 emphnsistd 
earlier in paragraph 2 . 1  71 of the n7th Report I l;ifth l,c>k Sahhii), which 
it seems. has mt hccn given e n o u ~ h  attention to. After ;~<crtaining thc 
correct position in the case4 in question. it i s  ;ilw ncccssnr! In undcrtnkc 



a general review to see whether : sscsmcnt. in\ dving such industrios 
were properly made. 

[a. Nos. 38-39 (Paras 4.8 and 4.9) of Appcndix to 128th Report 
of the, P.A.C. ( 197.3-74) (Fifth Lok Sahha 11. 

In onc of the two company c a w .  \econd ;ippc,,I ;I, \till pending 
beforc the A ~ l l i i t c  Tribunal. Po\ltlon In r q w 1  ol thc c~thcr rare will 
be intimated shortly. 

The matter is under consideration of the Hoard ;rnd n further commu- 
nication will follow. 

[Ministry of Finance (Rev. (k Ins. 1 O.M. So. 23h;H2/238/72- 
A&PACIT, dated 18th December. 19741. 

The. Audit p w i a p h  brings out ;I c \c wil~.rc uridcr ;In ,igrccnlent 
with a foreign company to purchaw 'know-hovs' con~idcrabis income is 
remitted in foreign currency without suhjectinp ~ h c  incomL. to ;ippropristc 
tax under Income-tax Act. Under thc ngrecmsnt thc fnrcipn cnmpanj '~  
Indian trlx 1i:tbility was to be born:. h!. thr Ir~dinn cclm?;!nj Thc 
agreement provided for payment of a 1(w;l1 of 3 ? nlillic~~ Canadian 
dollars for the supply of know-how Althou~h wvcral pnyrncnts were 
made, no tax had been deducted at \ourcc. A p ymcnt of 5 I ~ k h  d.dlars 
was made in 1961 and another payment o f  X lahh\ d o l l m  H n s  m:.de in 
1963. In the assessment Years 1962-63 :IN 196465. i t  u.t\ clainicd 
that the payments were not subject to income-t:t.c in India n> thcsc were 
received by the foreign company ahrmd. The ; ~ \ s ~ w n r . n t  for 1962-63 
is still pcnding which would involvc undcrcharpr. of rilr/intcrest to the 
extent of Rs. 29.17 li~khs if the claim i z  ; cccpic t .  For the asscsmcn: 
yaar 1964-65, mly 60 per cent of the incomc was treated as taxable and 
it w.s charged to tax @ S O  per cent as royalty instead of as business in- 
come @65 per cent. Further, the inmme Wac not grossed up for 
prpaets of t m .  ~ 1 1  these invol-XI short-lt.v\. I)! tax1intcrc.\t to the 
exmt of Rs. 22.42 lakhs which i3 a ~uhstanrial amount. 

It was held that the delivery of know-how tcwk plnc: pnrtly outddi. 
India and partly in India and & c o r d i n ~ l ~  the income wm apprtioned 
for the pufposc of taxation. The Cornmittcc find that thtrc w m  nn pro- 
vision in the, agrnment cxccuted in 1961 a h n t  thi- pi, cc of delivrry of 
bow-bow. Therc was. however, some discussion ktween the represen- 
1ativt.p of the Indian and foreign cu,nip:~nic\ on 13th Junc. 196.1 rr.g;,rdillc 
the place of delivery. The Comrnittc:: do not cni~sidcr that thc rninutcs 
,lf the &g could be repnrded nq mndificrtinn of the original agreement. 



5.65. The agreement did not describe the amount received by tho 
foreign company as royalty. As the payment is for 'know-how' which is 
the subject matter of business agreement between the two companiy it 
can only be regarded as business income and not royalty. 

5.66. Strangely enough. after protr.icted consultation betwcen the 
Ministry of Finance and Ministry of Law it has been finally held that tho 
payment is for technical know-how, that the technical know-how rcpraen- 
red by 6 seg of processing standards only had been delivered from abroad 
snd that no part of the pqment could bc apportioned as relating to the 
oprntions carried out in India. 11 is inconceiwble that the transfer of 
know-how is limited to the delivery of merely 6 sets of processing stand- 
ards for which the country had to pa! througl~ it% nose. The payment 
received by the foreign company has to be viewed i71 the context of the 
agreement as a whole. Thcrc is admittedly a businc$s connection in 
terns of Section 9 of thc Act and the income. hirs. therefore, to be 
essentially considcrcd as income deemed to nccrur. or arise in  India. 
The Committee find that thc p i n t  h s also ticen examined in a recent 
decision of thc Madras High Court in Commissioner of Income-tdx 
Madras Vs. Carborundum Company (92 ITR 4 1 1 ). The Committee 
were toid that it is proposed to examine the ?latter : p i n  in consultation 
with the Ministn of b w  associating the Audit representative. T h e  
Committee would urge that this should be done irnmcdia!clv. The Com- 
minee further desire that it should also he examined 2s to what dmuld b: 
the -me t113t shouid be brought b tax whvn n n  ngrerment sti~ulatm 
that a certain mount  to be paid net of tax, if that is really Permissible. 

5.67. The Committee would like to know the action taken to revise the 
relevant assessments of the company and collect the appropriate revenue 
in tbc light of the above. They suggest that the Board's instructions d 
17th April, 1969 should also be surtablc modtfied. 

5.68. The total amount of royalty payment asscssed to tax upro the 
assessment year 1971-72 in rcspcct of k d u n  companies having colla- 
boration agreements with foreign cornpanics was Rs. 19.23 crores whereas 
the total amount of LL-OW-how fccs was only Rs. 3.24 crorcs. A5 know- 
bow fees attrxt a higher rate of tax (65 per cent t it i s  necessary to lay 
down clear guidelines as to how the payments should he identified as 
relating to royalties or know-how. In this connection the Committee 
find that the word 'know-how' has not h e n  dcfincd :is such in thc 
Incomc-tax laws or rules. Thc Comn~ittcc. thercforc, stress that thc 
opinion of the Attornc.). Gmeral should be obtaincd anti suitable instruc- 
tions issued to the assessing ofticcrs forthwith for guidance. 

TIE Committcc regret to find that at prcsent it is not king cnruted 
tbrtt tht Central Board of Direct Taxcs arc consulted a! thc s t q c  when 



collaboration agreements involving tax matters arc approved. The 
Government should explain and excimine how such :I serious l a c u n ~  has 
been allowed to continue for so long. The Committee arc not at all 
satisfied with the extent of scrutiny conducted by thc Ministry of Finance 
in regard to the agreements entered Into undsr the advice and with the 
approval of the various i.dministrative Ministrm part~.ulnrly by the 
public sector undertakings. They accordingly ernphasise that the Ministry 
should work out a foul proof arrangement so that our limited resources 
are not frittered away in the way, it appears, has happened in the above 
mentioned cases. 

[SL. Nos. 41 to 47 (Paras 5.63 to 5.69) of Appendix to 128th Report 
of the PAC (1973-74) (Fifth Lok Sahha)]. 

Action Taken 

5.63 to 5 . 6  & 5.67 to 5.08. Thc nlattcr is undcr consideraticm in con- 
suitation with the Ministry of Law. The Law Ministry had mrlicr indicareii 
that it would & cicsir~blc to associate thc representative of the C&AG 
also during the course of discussions so that the Audit view are also taken 
into consideration while formulating their final conclusions. In spite of 
our best efforts. wc could n:st f ix suitable dates con~enient to Au:ti: ;tnd 
the Law Ministry for \uch a trip:rtitc discussion. The Audit and t l ~ c  Minis- 
try of Law are again being appronchrd to indicate ;i mutunll~ crmvenient 
datc for a tripanitc mccting. and thc  fin;^! outcome will hc intimnted to the 
Committee as n r l y  as possible. 

5.66. Advice of the Ministry of Law in respect of the first part of the 
recommendation is still awaited. As regard\ the second part, the legal 
position is well established. Where assessce receivcs 3 certain amount 
which is stipulated to bc paid to him net of t:ix, the incornc charccnhlc 
to tax in the hand5 of the recipient is grossed upto such an amount as 
would after deducting the tax on such gross : mol:nt leave the stipulated 
net amount of income. Reference is invited, in this cc?nnecticm, to thc 
case of Tokyo Shihaura Electric Co I-td.. ( 5 2  ITR 2 8 3  ) .  

From the Income-tax angle, there is no objection if in an agreement 
entered into by an Indian party with ;t foreign collahwtor,  thc Indian 
party agrees to hear the tax burden of thc iorcign col1:~hor:~tor. Thk i> 
es~cntidly a m:~ttcr of fin.tnci:ll urr:~ngcn~cnt hctwscn th: t*o contmcring 
parties. 

Tht  Dcpenrncnt of Economic Affihirs ha5 itdvi~cd that grncrdy ulhilc 
granting the approv~l  of the Forripn Investment Iloard. it is stdtcd that 
the payments of lump sum fees for technical know-how and payments for 



royalties will be made to the foreign collaborator subject to the taxea 
applicablc. In exceptional cases. however, whcr: duc to special circums- 
tances of the case. the foreign collaborator insists that thc Indian party 
sbould bear the tax liability beyond a certain limit, permission is grmted 
for such an arrangement on the merits of each cast. This would happen 
in cascs where thc forcign ccoll;~borator is kern to haw n specilied net 
amount of remittance in respect of lump sum ctc. payments which uqunllv 
are paid abroad and are almost wholly earned thcrc. 

3.69. The matter is still under consideration of thc Ministry nd o f u r -  
ther reply will follow. 

5.97. In Audit's view the dividend accri:c.d in rcspc.ct of \.:lc.;lnl '.hit, 
subscribed to by the cornpan) engaged in chit fund t,u\ine,g are to b 
treated as income for the purpose of incornc-!a\ arwssrncn! ( ~ t  '.hit fund\ 
as it is not notional but real income. The C'~)mn~it!c: hav'. hccn infornr- 
ed by the Ministrv that the p i n t  raised h:, Audit ~ o u l ~ l  be studic,~ in 
greater d e t d  and suitable inslructions issued. if neccLur!. in consultatiol~ 
with the Ministry of Law. I t  is wcll-known that in the past few ye;lr+ 
many chit funds companies havc sprung up in almost all the Statc, in 
the country. The number of such cntitics in the Union Territory of 
Delhi alone was 121 at the end of 1977. I t  k, thereforc. nzoc\sdr! th. t 
the Central Bead of Lhrect Taxes should completo thcir studv of tltc 
accounting of these chit funds very expeditioud\. an:l i\wc instruction$ 
for proper of income of thc funds so that tlic icvy of 
-me-tax is made uniformly in the hc\t mlcrc\t of Iicrccrnm.:n: 
The working of the chit funds should also be studictt i ; ~  depth hec:i~s: 
there is p+ r e m n  to su5pect that not all of thom aNay from nli11- 
practice, go against the interesb of thosc WIIO invest thcir funds 
in them 

[SI. No. 53 (Para 5.97) of Appendix to 12Rth Kcporf of thr: PAC' 
( 1973.74) ( Fifth I . o L  Sahh:~ ) ]  

5.97. The matter is undr: active consideration of tllc o r  I . 
further report will  f&w. 



6.8. Another unsatisfactory feature of this case is that the I T 0  did not 
initiate penalty proceeding againsl the assessee for his failure to file the 
surtax return until as late as 16th March. 1972. Thc C'ommittcc cannot 
but deprecate such laxities. They trust that the Aoard will issue strict io- 
structions to the assessing ollicers in this regard. They would await a rc- 
port regarding thr, nunibcr of cases wherein the assessees had not tiled sur- 
tax returns voluntarily. the numbcr of cajch whcrc penal procccdings were 
not initi;~tcd and the prescnt position o f  each of these cases. 

[SI. No. 5.5 (Para h.K ) ol Appcndix of 
I 28th Report of thc PAC (1973-74') ( Fifth I .ok Cahh.~)]. 

-.. . . 
Acfith 'I'aken 



Schedule itself, the inter-corporate deduction was not intended to be per- 
mitted. Howevcr, as the mitter is not frec from doubt thc Conimittec 
desire that a compctcnt legal opinion should be obtained in view of consi- 
derable tax efEect involved. 

[Sl. No. 56 (Para 7.15) of Appendix to 128th Report 
of Uie PAC (1973-74), (Fifth Lok Satha)]. 

The matter has h e n  referred to the Ministry of Law and their opinion 
is awaited. 

[Ministry of Finance (Rev. 8: Ins.) Copy NO. 
2361277:72-A&PAC 11, dt. 2-1 1-74.] 

21s1 April, 1975 - - .- 
I; -t'aisa~ha, 1897 (StzAa). 
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4 w APPENDIX 

Sommary of Main concla~ions'Recommen&tions 
-- - - - -- - . - - - 

SI. S o .  Para So. of the hiinistry concerned Conclut;ions Kecomnendations 
R w x t  - -- - -- - . 

I 2 3 4 
- - - 

I .  1.4 Ftmncc (Rev. 8c Ins.) The Committee desire that final replies in regard to those recommenda- 
tions to which only interim replles have so far been furnished, should be 
submitted to them expeditioudy after getting them vetted by Audit. The 
reason for the delay should be explained to the Committee. 

-do- The Committee had earlier suaested that the review ordered by the 
Board with a view to finding out if similar mistakes had been committed 
should also be extended to seeing whether the Income-tax Offtcers in the 
relevant commissioner's charge had been rechecking the tax calculations 
and that this review should be conducted by the IAC (Audit). The Com- 
mittee, however. very much regret to note that their suggestion has appar- 
ently not been acted upon by the Ministry and no valid reasons have been 
given for not accepting this suggestion of the Committee. The Committee 
would, therefore. reiterate their earlier recommendation and trust that this 
would be cotnpleted expeditiously under advice to the Committee. 

-do- The Committee would like to be apprised of the final outcome of the 
investigations being conducted by the Commissioners of Income Tax to fix 
responsibility for the failure to carry out the review suggested by the Com- 
mittee as early a~ 1964-65. 



-- -- -.- -- -- -- - -- - -  - - - - - ---- 
4. I .  14 I'inance (Rev. & Ins.) The Committce desire that the proposed review of all the completed 

assessments for the assessment year 1965-66 and earlier assessment years 
should be undertaken and completed expeditiously so that appropriate ac- 
tion for the recovery of additional tax, wherever due, may be taken without 
loss of time. 

The Committce find that the question how far a foreign company can 
be treated as one in which public are substantially interested is still under 
considcratic~ of thc Ministry in consultation with the Ministry of Law 
Thr Committee would urge the Govcrnmcnt to come to an early decision 
in this regard. The Committee furthcr stress that the criteria for deter- 
mining whcther the public have substantial interest in a company or not 
should also be clearly laid down in the I.A. Manual so as to avoid any 
arnbiyity. 

Thc Committce have also been informed that the question of doing 
away with the subtle distinction between a public company and a closely 
held public company is still under consideration of the Government. 

The Comniittee cannot but deplore the inordinate delay in arriving at a 
decision in rcspect of a relatively simple issue. The Committee trust that 
Govcrnmcnt will come to a decision without further loss of time. 

The Committee regret the delay in initiating suitable action against the 
officer concerned even though the Comn~ittee had desired that the results 



of the investigation and the action taken against the officer should be inti- 
mated within six months. The Committee would like to  impress upon the 
Government the need to complete the review expeditiously so that whatever 
deterrent action is subsequently taken is really effective. The Committee 
would await a further report in this regard. 

The Committec also desire that the Government should arrive at an 
early decision in respect of thc re-organisation of the Internal Audit Parties, 
nsentially in consultation with the Revenue Audit. The Committee would 
like to be informed of the concrete steps proposed to be taken to strengthen 
the Internal Audit Organisation within 3 months. 

The Committee note that the Direct Taxes Enquiry Committee (Wan- 
choo Committee) have recommended that revenue matters in respect of 

4 which adequate remedies are provided in the respective statutes themselves -p 

should be cxcludcd from the purview of Article 226 of the Constitution 
and that this recommendation is being examined in the Ministry. Consi- 
dering the fact that the Report of the Direct Taxes Enquiry Committee had 
been presented as early as 1971. the Committee would urge the Govern- 
ment to come to an early decision in this regard. 

The Committee have been informed that the facts brought out by Audit 
regarding filing of revised returns for Assessment Years 1960-61 and 1961- 
62 are correct and that the Income-tax Officer disallowed the claim but 
allowed it only for giving effect to the appellate orders passed by the A p  
pellate Assistant Commissioner. If so. the Committee would like to be in- 
formed whether the Government have gone in appeal against the orders of 
the P.A.C. 

_ _ __ __I_-------- - 



12. I -30  1:in;lni.e (Rev. & Ins.) The Committee would further like to know whether any follow up 
procedure has been devised by Government with a view to ensure proper 
implementation of their instructions No. 745 dated 30th August, 1974. 

13. 1-33 -do- The Committee cannot but express their concern over the undue delay 
in arriving at a decision on issues which are of vital importance to national 
revenue. 

do- 

m e  Committee would urge the Government to come to an immediate 
decision in this regard so that appropriate action including the revision of 
the relevant assessmcnts of the company. to the extent it is legally permis- 2 
siblc, are not unduly delayed and rcsult in further loss to the exchequer. 
The Committee desire that this should be finalised immediately and in any 
case not later than three months. 

Thc Committee would reiterate that rcsponsibility for the failure or 
lapse on the part of thc Board should be fixed and appropriate action taken. 
Tbe rcply of the Ministry is surprisingly silent on this recommendation of 
the Committee. The Committee require to the Ministry to explain this 
immediately. 

The Committee would like thitt the review by the Commissioner ot 
Income-tax in these cases should be completed expeditiously and the results . 
thereof communicated to the Committee. 



a 
N" APPENDIX 

f Sommvy of Main conclarionr'Recommen&tions - - - - - -- - - - - - -- - - -- -- - - -- - - - - - - - -- - - 
SI. No. Para No. of the hiinistry concerned Conclusions Recomn endations 

Report 

I. 1.4 Finance (Rev. & Ins. ) The Committee desire that final replies in regard to those recomrnenda- 
tions to which only interim replics have so far been furnished, should be 
submitted to them expeditiously after getting them vetted by Audit. The 
reason for the delay should be explained to the Committee. 

The Committee had earlier suggested that the review ordered by the 
Board with a view to finding out if similar mistakes had been committed 
should also be extended to seeing whether the Income-tax Officers in the 
relevant commissioner's charge had been rechecking the tax calculations 
and that this review should be conducted by the IAC (Audit). The Com- 
mittee, however, very much regret to note that their suggestion has appar- 
ently not been acted upon by the Ministry and no valid reasons have been 
given for not accepting this suggestion of the committee. The Committee 
would, therefore, reiterate their earlier recommendation and trust that this 
would be completed expeditiously under advice to the Committee. 

The Committee would likc to be apprised of the final outcome of the 
investigations being conducted by the Commissioners of Income Tax to fix 
responsibility for the failure to carry out the review suggsted by the Com- 
mittec as early as 1964-65. 



-- - - -- - - --- . -- A - - - --- 
IJinencc (Rev. & Ins.) The Committee desire that the proposed review of all the completed 

assessments for the assessment year 1965-66 and earlier assessment years 
should be undertaken and completed expeditiously so that appropriate ac- 
tion for the recovery of additional tax, wherever due, may be taken without 
loss of time. 

The Committcc find that the question how far a foreign compaoy can 
be treated as one in which public arc substantially interested is still under 
considcrat i~ of thc Ministry in consultation with the Ministry of Law 
The Committee would urge the Government to come to an early decision 
in this regard. The Committcc further stress that the criteria for deter- 
mining whether the public have substantial interest in a company or not 
should also be clcarly laid down in the I.A. Manual so as to avoid any 
ambiguity. 

T h c  Committec havc also been informed that the question of doing 
away with the subtle distinction between a public company and a closely 
held public company is still under cnnsidcration of the Government. 

The Committee cannot but deplore the inordinate delay in arriving at a 
decision io respect of a relatively simple issue. The Committee trust that 
Govcrnrnent will come to a decision without further loss of time. 

The Committee rcgret the delay in initiating suitable action against the 
oficcr concerned even though the Committee had desired that the results 



of the investigation and the action taken against the officer should be inti- 
mated within six months. The Committee would like to impress upon the 
Government the need to complete the review expeditiously so that whatever 
deterrent action is subsequent1 y taken is really effective. The Committee 
would await a funher report in this regard. 

The Committee also desire that the Government should mive at an 
early decision in respect of the reorganisation of the Internal Audit Partics, 
msentially in consultation with the Revenue Audit. The Committee would 
like to be informed of the concrete steps proposed to be taken to strengthen 
the Internal Audit Organisation within 3 months. 

The Committee note that the Direct Taxes Enquiry Committee (Wan- 
choo Committee) have recommended that revenue matters in respect of 
which adequate remedies are provided in the respective statutes themselves 
should be excluded from the purview of Article 226 of the Constitution 
and that this recommendation is being examined in the Ministry. Comi- 
dcring the fact that the Report of the Direct Taxes Enquiry Committee had 
been presented as early as 1971. the Committee would urge the Govern- 
ment to come to an early decision in this regard. 

The Committee have been infotmed that the facts brought out by Audit 
regarding filing of revised returns for Assessment Years 1960-61 and 1961- 
62 are correct and that the Income-tax Officer disallowed the claim but 
allowed it only for giving effect to the appellate orders pased by the A g  
pellate Assistant Commissioner. If so. the Committee would liJte to be in- 
formed whether the Government have gone in appeal against the orders of 
the P.A.C. 

- - -- - - - - - ---- 



- - - 
I a 3 4 -- - - - - - ..- ---- - - - 

11. I . j o  1:iruncc (Rev. & Ins.) Thc Committee would further like to know l~hethcr any follow up 
procedure has been devised by Government with a view to ensure proper 
implementation of their instructions No. 745 dated 30th August, 1974. 

13- 8-33 -do- The Committee cannot but express their concern over the undue delay 
in arriving at a decision on issues which are of vital importance to national 
revenue. 

14. 1.34 -do- The Committee would urge the Government to come to an immediate 
decision in this regard so that appropriate action including the revision of 
thc relevant assessments of the company, to the extent it is legally permis- 
sible, are not unduly delayed and result in further loss to the exchequer. 
The Committee desire that this should be finalised immediately and in any 
case not later than three months. 

The Committee would reiterate that responsibility far the failure or 
lapse on the pan of the Board should be fixed and appropriate action taken. 
The reply of the Ministry is surprisingly silent on this recommendation ot 
the Committee. The Committee require to the Ministry to explain this 
immediately. 

The Committee would like that the review by the Commissioner ot 
Income-tax in these cases should be completed expeditiously and the results 
thereof communicated to the Committee. 



' n e  Committee note that a review of other cases completed by the 
Jncon~c Tax Officers is in proeress. The Committee would reiterate their 
..:trltcr rc:ommcndation that if the rcvicw reveals that similar mistakes have 1 
k e n  committed in other cases ds0, thew cases should he rcfetred to the 
C'R1 for further investigation. 

Thr Ccxnmittec are not at all satisfied with the undue &iay in ascer- 
fain~ng the correct position in these cases and in issuing necesrary instruc- 
tion.; to the field officers in this regard. This should be done immediately 
: . . ~ d  necessary instructions issued without any further loss of t h e  for the 
cuidnncc of the field officers. 

The Commitfce would reiterate that after ascertaining the k i -  $ 
tion. ;r gcncral review. as already recommended should be undertaken to 
\ r e  whether assessments involving such industries have been properh fiiade.' 
This \hould be confirmed at the earliest. ! 

The Committee urge that Government should come to an early decision 
;n to how the payments to foreign companies by Indian companies under 
collaboration agreements should be identified separately as tp and 
.I\ to know-how. The final outcome in this regard should be reported to . 
the Committee as early as possible. 

The Committee would like to await the decision taken in this ragard 
which nceds to be expedited. 



- - -  - . - 

1 ' 4  ~ . - ~ ~ l ~ , n ~  e I & Ins. ' lhe Committee desire that the Government should c0mpktt the stdl 
112 quickly. on the lines sumsttd, and i w e  suitable inntnrctians to the amcs- 

trip &am for a proper and uniform computation of tax undet Pdvicc to 
the Conunittee. 




