
.(SEVENTH tOK SABI;IA) 

(MINISTRY OF l:"INANCE) 
(DF.P'rf <lF PIZVENUE) 

[Action l'akt"n on 85th Report (7th Lok Sabha)} 

' ' I • ;. ~. 
:Ji<! " 

Ptf!''-~~~1/t'tl U'l Ltf'k Sabk~ o.n ........ N •••••• 

• !.aid in ~lJ.}ya Sahha on ............... , .. . 

LOX $ ~~- ... Jl CR ET All AT 
N.BW DELHI 



Cor:rioPnda to_ tJ1e .. ,l1unti_r._g£l __ ags! .. ,N~ntv I.hJ.F..SL .. 
Repor,t of ·pu bl,ic Ag:op~;t~~.9Ifl!!l~~J-.~{1983-~4 l • 

.P~£1e_ Para Line For Read - . -.. -
2 1.5 11 Finance Finance 
5 ·.'•"' 1.f 7 Cbmmittee Committee 
6 1.10 3 is in 
8 1.12 20 suggc_~tiow suggestion 
10 1.17 11 457351 4,57,357 
10 1.17 24 457357 4, 57,357 
14 1.24 30 19.1.12 84 12.1.1984 
1~5 i:~~ 54 1 ;~~:i~?f 1~~~~1%~8 
15 1.25 16 put it is 
15 1.26 23 a gains aoainst 
17 5 Gut a Gupta 
75 1.8 35 uet yet 
79 1.14 9 consideredy considered 
79 1.15 11 Minist Ministry 
81 1.19 4 4,57,353 4,57,357 
82 1.22 8 aboue above 
83 1.25 7 1,33,158 1 '33,157 



CONTENTS 

PAGE 

COMPOSITION OF THE PUBLIC ACCOUNTS COMMITTEE (iii) 

INTRODUCTION 

CHAPTER J 

CHAPTER II 

CHAPTER Ill 

CHAYTER IV 

CHAPTER V 

{PPENDIX 

Report 

Recommendations and observations that have 
been accepted by Government 

Recommendations and observations which the 
Committee do not desire to pursue in the light of 

(v) 

I 

17 

the replies received from Govl:rnmcnt. 43 

Recommendations and observations replies to 
which have not bocn accepted by the Committee 
and which require reiteration 

Recommendations and observations in respect of 
which Government have furnished interim 
replies 

Conclusions and Recommendations 

PART II 

Minutes of the sitting of the Public Accounts 

50 

58 

74 

Committee held on 20.3.1984. gs 



PUBLIC ACCOUNTS COMMITTEE 
(1983-84) 

CHAIRMAN 

Shri Sunil Maitra 

MEMBERS 

Lok Sabha 
2. Shri Chitta Basu 
3. Shrimati Vidyavati Chaturvedi 
4. Shri C. T. Dhandapani 
5. Shri G.L. Dogra 
6. Shri Bhi ku Ram Jain 
7. Shri Satyanarayan Jatiya 
8. Shri K. Lakkappa 
9. Shri Mahavir Prasad 

10. Shri Dhani k Lal Mandai 
Il. Shri Jamilur Rahman 
12. Shri Uttam Rathod 
13. Shri Harish Rawat 
14. Shri G. Narsimha Raddy 
15. Shri Ram Singh Yadav 

Rajya Sabha 
16. Dr. Sankata Prasad 
17. Shri Syed Rahmat Ali 
18. Shrimati Pratibha Singh 
19. Dr. (Shrimati) Sathiavani Muthu 
20. Dr. Harekrushna Mallick 
21 Shri Nirma) Chatterjee 
22. Shri Kalyan Roy 

SECRETARIAT 

1 . Shri T .R. Krishnamachari -Joint Secretary 
2. Shri H.S. Kohli -Chief Financial Committee Officer 
3. Shri Krishnapal Singh-Senior Financial Commmee Officer 

( iii ) 



INTRODUCTION 

I. the Chairman of the Public Accounts Committee, as authorised by 
the Committee, do present on their behalf this One Hundred and Ninety-
Third Report on action taken by Government on the recommendations of the 
Committee contained in their Eighty-Fifth Report (7th Lok Sabha) on para-
graphs 2.10 (iv), 2.21, 2.2R, 3.9 (i), 3.11, 3.17. 4.12 and 4.17 (ii) ofthe Report 
of Comptroller & Auditor General of 1 ndia for the year 1979-80, Union 
Government (Civil), Revenue Recl'ipts, Volume IJ, Direct Taxes. 

2. 1 n December, I 968, the Ministry of Finance had informed the Com-
mittee that on the question of allowance of depreciation on assets acqllired on 
hire purchase basis, the ratio of the decision of the Supreme Court in K.L. 
Johar's case given in 1965 wa.s equally applicable to lncomc-tax and. thus, in 
accordance with the law, no depreciation allowa:1ce could be given to the 
lessee in respect of assds acquired on hire-purchas\.! basis. In their 85th 
Report, the Public Accounts Committee ( 1981-X2) cxpr~ssed their displeasure 
on the fact that even after ! 4 years. the concession continued to be given 
under executive instructions and the law on the point bad not been suitably 
amended. The Committee strongly recommended that the necessary amend-
ment may be made without any delay. ln pursua.nce of this recommendation, 
the Ministry have now stated that the amt.:ndmL:nt of the rekvant provisions 
of the Act. vi:::. Sections 32-33 would depend upon the prior amendment 
being contemplated by the Ministry of Law to the provisions of the Hire 
Purcha-.e Act, )972, whid1 had. however. not yet come into force!. The ex-
planation, given by the Mini~:try for not enforcing the Hire Purchase Act is 
that the Banking Law Committee in its report on Personal Property Security 
Law ( 1977) had proposed certain far-reaching amendments to the Act. Expres-
sing surprise over the above explanation, the Committee have pointed out 
that more than six years have clapsL:d since the Banking Law Committee had 
submitted its report and it should have been possible for Government by now 
to examine and take decision" lm the recommendations of the Banking Law 
Committee, The Committee have desired that the matter should be expedited 
and necessary action taken to bring the Hire Purchase Act in force without 

( v ) 



(vi) 

any further delay so that executive instructions are provided statutory support 
at the earliest. 

3. The Surtax Act provides for the companies voluntarily filing 
returns of chargeable profits as well as for the Income-tax Officers caJUng for 
such returns by notice. The Act docs not provide for any time-limit for the 
completion of Surtax assessments. In their successive Reports, the: Public 
Accounts Committee have taken adverse note of cases where neither the 
assessees had themselves ftlcd Surtax returns voluntarily nor had the Income-
tax Officers called for such returns, with the result that Surtax assessments 
remained to be completed long aftrr the corresponding income-tax assess-
ments had been made. Pursuance to a recommendation of the Committee, 
the Central Board of Direct Taxes issued instructions in October, 1974, laying 
down that proceedings for completion of regular Surtax assessments should be 
taken up along with i ncomc-tax proceedings so that the Surtax assessments 
are finalised immediately after the income-tax assessments are completed. 
However, even after issue of these instructions, a large number of cases came 
to notice where income-tax assessments were completed/revised, but no 
action was taken to complete the corresponding Surtax assessments. The 
Public Accounts Com mittcc (1 981-82), which examined these cases, strongly 
recommended that the suggestion about the inclusion of a time-limit for 
completion of assessments under the Surtax Act should be seriously consi-
dered and given effect to. Noting that Government had taken no action in 
this regard, the Committ~c have desired that the Ministry of Finance should 
take immediat~o: action for the amendment of the Surtax Act so as to provide 
for a time-limit for the completion of Surtax assessments. 

4. The Public Accounts Committee considered and adopted this 
Report at their sitting held on 20 March, 1984. Minutes of the sitting form 
Part I I of the Report. 

5. For facility of reference and convenience, the recommendations 
and observations of the Committee have been printed in thick type in the 
body of the Report and have abo been reproduced in a consolidated form in 
the Appendix to the Report. 

6. The Committee phl.cc on record their appreciation of the assis-
tance rendered to them in the matter by the Office of the Comptroller and 
Auditor General of India. 

NEw DEHLI 
March 23, 1984 
chaiii-a-3; 1906-(Saka) 

SUNIL MAITRA 
Chairman, 

Public Accounts Committee 



CHAPTER I 

REPORT 

This Report of the Committee deals with action taken by Government 
on the Committee's recommendations/observations contained in their 85th 
Report (Seventh Lok Sabha) on paragraphs 2.10(iv), 2.21, 2.28, 3.9(i), 3.11, 
3.17, 4.12 and 4.17(ii) of the Report of the C9mptrollcr & Auditor General 
of India for the year 1979-80, Union Government (Civil), Revenue Receipts, 
Volume-IJ, Director Taxes, respectively relating to Incorrect Allowance of 
depreciation, Non-completion of re-opened or cancelled assessments, 
Omission/delay in revising surtax assessment, loss of Revenue, mistakes in 
assessments of firms and partners clubbing of income, loss of revenue due 
to loss of return filed by an assessee, application of incorrect rates and 
failures to issue demand notices. 

1.2 The Eighty-fifth Report was presented to the Lok Sabha on I April, 
1982 and contained 40 recommendations. The Action taken Notes in respect 
of all the recommendations/Observations have been received from Govern-
ment and have boen categorised as follows : 

(i) Recommendations, observations that have been accepted by Govern-
ment: 

Sl. Nos. 1, 3, o4 to 8, 11 to 13, 18, 20, 24 to 31 and 38 to 40. 

(ii) Recommendations/observations whiclz the Committee do not desire to 
pursue in the light of the replies received from Government : 

Sl. Nos. 9,10 and 37. 

(iii) Recommendations/observations replies to which have not been 
accepted by the Committee and which require reiteration : 

Sl. Nos. 2, 14-17,21-23. 

(iv) Recommendations/observations in respect of which Gov8rnment have 
furnished interim replies : 

Sl. Nos. 32 to 36. 

1 



1.3. The Committee desire that final replies to the recommen-
dations in respect of which only interim replies have so far been 
furnished shoutd be submitted to them expeditiously after getting the 
same duly vetted by Audit. 

1.4. The Committee will now deal with the action taken by Govern-
ment on some of their rccommrndations/observations. 

Incorrect Allowance of Depreciation 

(Sf. Nos. 2 and 3 (Paras 1.7 and 1.8) 

1.5. Commenting on the question of allowance of depreciation on 
assets acquired on hire-purchase basis and concc~sion given under executive 
instructions, the Committee in Paragraph I. 7 and 1 X had made the following 
recommendations : 

"On the question of allowance of depreciation on assets acquired on 
hire-purchase basis the decision of the Supreme Court in K.L. Johar's 
case [STC Vol XV 1'1965 (213 )] was giwn in 1965. The Ministry of 
Finance had also informed th(.· Committee in Dcccmb~.:r J96X, after 
consulting the Ministry of Law, that the ratio of this decision of the 
Suprcmr Court was equally applicable to I nco me-tax. Jt would follow 
that the Ministries of Finance and Law accepted the position that in 
accordance with the Law, as it stood, no depreciation allowance could 
be given to the lessee in resp.:ct of assets acquired on hire-purchase 
basis. The Committee arc unhappy to note that even after 14 years 
the concession continues to be given under executive instructions and 
the law on the point has not been suitably amended. The Committee 
would strongly recommend that necessary amendment should be 
suggested without any further delay. 

The Committee note that the Hire-purchase Act passed in 
1972 has not yet come into force. The Committee would like to know 
the precise reasons for this". 

1.6. In their Action Taken Notes, the Ministry of Finance have 
stated as follows :-

"For granting depreciation and development rebate on assets acquired 
on hire-purchase agreement amending the provisions of Section 32 & 
33 of Income-tax Act has been recommended by the Hon'ble Com-



mittee, However, such an amendment would depend upon the prior 
amendment being contemplated by the Ministry of Law to the provi-
sions of Hire-Purchase Act, 1972. The Ministry of Law has confirmed 
that Birr-Purchase Act, 1972 (26 of 1977) has not yet come into force. 
Till such time instr..tction No. 1097 dated 19th September, 1977 would 
continue to operate. 

A notification was issued on 30.4.1973 to bring Hire-Purchase 
Act into force on 1.6.1973, Later, another notification was issued on 
31.5.73 superseding the notification of 30th April, 1973 and proposing 
to bring the Act into force on I .9.JQ73. Since several represen-
tations were received from the public against the bringing of the Act 
into force, it was decided not to enforce the Act and accordingly a 
notification rescinding the notification dated 31.5.1973 was issued on 
23.8.1973. In its Report on Personal Property Security Law (1977), 
the Banking Law Committee has proposed certain far reaching 
amendments to the Act. It is proposed to bring the Act into force 
only after the recommendations made by the Committee arc examined 
and decisions taken to amend the Act suitably". 

1.7. The Committee observe that the Ministry of Finance, 
after consultiatg the Ministry of Law, bad informed the Committee 
in December, 1968 that on the question of allowance of depreciation 
on assets acquired on hire-purchase basis, the ratio of the decision of 
the Supreme Court in K.L. Johar's case given in 1965 was equally 
applicable to Income-tax and thus, in accordance with the law, as it 
stood, no depreciation allowance could be given to the lessee in 
resp..-ct of assets acquired on hire-purchase basis. The PAC ( 1981-82) 
were unhappy to note that even after 14 years the concession conti-
nued to be given under executive instructions and the law on the 
point had not till then suitably amended. The Con1mittee strongly 

:1 recommend that the necessary amendment may be made without 
any delay. 

1.8. In their action taken reply, the Ministry have stated that 
the amendment of the relevant provisions of the Act, viz. Sections 
32-33, would depend upon the prior amendment being contemplated 
by the Ministry of Law to the provisions of the Hire Purchase Act, 
1972. The Ministry of Law have confirmed that the Hire Purchase 
Act has not yet come into force. Till such time, the executive instruc-
tions dated 19.9.1977 would continue to operate. The Committee are 
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amazed that ~ven though 12 years have elapsed since the Hire Pur-
chase Act was enacted by Parliament, it is yet to come into force. 
Even though two notifications to bring the Act into force were issued 
in 1973, these were subsequently superseded/rescinded. The reason 
given by the Ministry of Law for not enforcing the Hire Purchase Act 
is that the Banking Law Committee in its report on Personal property 
Security Law (1977) has proposed certain far-reaching amendments 
to the Act. The Committee are surprised at this explanation. More 
than six years have elapsed since the Banking Law Committee sub-
nlitted its report to Government and it should have been possible by 
now for them to examine and take decisions on the recommendations 
of the Banking Law Committee. The Com.mJttee desire that the 
matter should be expedited and necessary action to bring the Hire 
Purchase Aet into force should be taken without any further delay se 
that executive instructions dated 19.9.1977 are provided statutory 
support at the earliest. The Committee need hardly emphasise the 
imperative need for immediate action as power to grant a concession 
in taxation is a substantive power which must :Bow from. statute 
whether by express grant or by express authorisation. 

Non-Completion of Cancelled or Set Aside Assessment 

(Sf. Nos. 6-8, Paras 2.6-2.8) 

1.9. Commenting upon drlay in completion of cancelled or set aside 
.assessments pertaining to the assessment years upto 1970-71, the Committee 
in paras 2.6 to 2.8 of their 85th Report (1981-82) had observed: 

"The Income-tax Act, 1961, did not, prior to the assessment year 
1971-72 contain any time limit for the completion of such cancelled or 
set aside assessments. A time limit of two years for that purpose was 
introduced only from 1.4.1971 through the newly introducc::d section 
153(2) (A) of the Act. The Central Board of Direct Taxes had, 
however, earlier issued a circular No. 10-P (V-68) of 1968 dated 15th 
October, 1968, laying:down an administrative time limit of two years 
for completion of such assessments. 

It is apparent from these cases that the administrative time 
limit fixed by the Board was not really observed by the f1.cld for-
mations and a large number of cancelled or set-aside assessments 
pertaining to the assessments years upto 1970-71 were allowed to 
remain pending for indefinitely lo1.g periods. The <;ase reported in 



para 3.18 of the Audit Report involving a delay of over 28 years is 
p.:rhaps the worst of such cases. According to the information given 
by the Ministry of Finance to the Committee in January, 1981 the 
total number of such cancelled and set-aside assessments of assessment 
years upto 1970-71 outstanding as on 30.11.1960 was 8;569. These 
figures were, however, stated to be not complete. . 

The Cbmmittee cannot but observe that such inordinate 
delay in completion of cancelled and set-aside assessments are neither 
fair to Revenue nor to the taxpayers. Going by the assessments 
originally made in the particular cases commented upon in the Audit 
Report tax demands of about Rs. 70 lakhs have remained pending 
because of non-completion of the cancelled or set-aside assessment in 
these cases. 

In their written reply, the Ministry of Finance have tried to 
belittle the importance of Audit objection on the ground that figure 
of Rs. 61.61 lakhs of unrealised revenue mentioned in para 2.21 of 
the Audit Report is based on original assessments which had been 
made on very high income. The conclusion drawn by the Ministry 
is actually based only on the re-assessments made for the assessments 
years 1963-64 and 1964-65. For these two years demand included in 
the aforesaid figure of Rs. 61.61 lakhs was only of the order of Rs. 
793 lakhs. The Committee would like to know how the Ministry 
could, on its own, and befor~ actual completion of assessments for 
all the other six years involving demands of over Rs. 53 lakhs, come 
to the conclusion that the original assessments were highly inflated, or 
that the original demands were unrealistic.'' 

I.IO. In their Action Taken Note, the Ministry have stated as 
follows:-

"The Board are alive to the problem of the pendency and disposal of 
set aside assessments relating to assessment year 1970-71 and earlier 
years. The pendency of such assessments as on 31.3.1981 was repor-
ted at 7 ,777, after the Board had begun monitoring~ disposal of 
these set aside assesilments through C.A.P. II Statement. The 
pendency as per this statement received for the month of March 1982 
was 2,321 and, as on 31 .3.1983, it was further reduced to 1,840 
only. 
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As observed by the P.A.C .. there is no time limit for comp-
letion of set aside assessments in respect of these assessments. This 
applies even if any assessment is respectofassessment year 1970-71 and 
earlier years is set aside today. In view of this the pendency of such 
assessments can register an increase on account of thoso assessments 
which might be set aside by the Appellate or Revisionary authorities 
from time to time. 

It was also made clear to the Commissioners by a D.O. letter 
issued by the Chairman that action would be taken against those 
officers, who failed to complete all such assessments by 31.3.1982. It 
may be noticed that the pendency of such assessments has consi-
derably gone down and all out efforts are being made to liquidate 
their pendency or, atleast, to bring it down to the minimum. The 
Commissioners were requested to intimate the reasons in respect of 
each case pending assessment as on 31 .3.1982. On the basis of the 
reports received, it was noticed that the pendency is mainly on 
account of the following reasons : 

(a) Cases stayed by Courts on assessees' writ petitions. 

(b) Assessees' applications are pending before the Settlement Com-
mission. 

(c) Certain points are involved in the assessments in which for 
earlier years, the department had preferred reference appli-
cations. 

(d) Non co-operation on the part of the assessees. 

(e) The cases require deeper scrutiny and verification of certain 
evidences furnished by the assessees. 

(f) Books of accounts seized by other departments, e.g. sale-ta~ 

department, S.P.E., C.B.I. have to be scrutinised. 

Recently, a D.O. letter has been issued by Member (Income-
tax) urging the Commissioners to personally watch the disposal of 
such cases and call for weekly reports". 

1.11 Though the observations of the Committee have been 
accepted, the Ministry :ttave not replied to the specific point raised by 
the Committee as to how the Ministry could, on its own, and before 
actual completion of assessment& for all the other sis years -1965-66 



to 197.0-71 involving demands of over Rs. 53lakhs, come to the· 
conclusion, that the original demands were unrealistic. The Com-
mittee would await to bear from the Ministry in this regard. 

Omission/ Delay in Revising Surtax Asst'ssments 

(S/. No. 14.17 and 20.21 Paras 3.3 to 3.6, 3.9, 3.10) 

, 1.12. Commenting on thr. omission/delay in Rtvising Surtax Assess-
ments, the Committee in pa1as 3.3 to 3.6 and para" 3.9 to 3.10 of their 
/keport made the following recommendations : 

''Surtax is levied under the Companies (Proftts) Surtax Act, 1964 on 
the chargeable profits of a company in as far as these profits exceed 
statutory deduction. Chargeable profits arc computed in the 
manner laid down in the First Schedule to the Act by making certain 
adjmtments on the income computed for purposes of income tax. 
Th.; Surtax Act provides for the companies voluntarily filing returns 
of chargeable profits as well as for the Income-tax Officers calling for 
such returns by notice. The Act doc& not provid;; for any time limit 
for the completion of surtax assessments. 

The Public Accounts Committee have, in the past, taken 
adv~rse note of cases where the asscssecs failed to file surtax returns 
voluntarily and the Income-tax Ofll.cers did not also call for such 
returns with the result tha(surtax assessments remained tq be comp-
leted long after the corresponding income-tax assessments had been 
made. In para 6.7 of their Eighty Eighth R.::port (Fifth Lok Sabha) 
and again in Para 6.7 of their One Hundrt;d Twenty Eighth Report 
{Fifth Lok Sabha) tht~ Committee emphasized that surtax assessments 
should be taken up along with the connected income-tax assessment 
of the companies. 

In pursuance of the aforesaid recommendations of the Com-
mittee, the Central Board of Direct Taxes issued instructions on 22 
October, 1974. These instructions laid down that proceedings for 
completion of regular surtax assessm~,.;nts should be taken up along 
with income-tax proceedings so that the surtax assessments are also 
finalised immediately after the income-tax assessment are completed. 
The instructions also pointtd out that the fact that additions made in 
tho income-tax assessments wcr~ being disputed in appeal should not 
be a ground for not"finalising the surtax a.ss~ssmcnts. It was further 



laid down that the time lag between the date of completion of income~ 
tax assessments and surtax assessments should ordinarily not excred 
a month unless there are special reasons justifying the delay. ·' 

The present Audit para again points out a large number of 
cases where income-tax assessments were completed/revised during 
the years 1976, 1977 or 1978 but no action had brcn taken to 
complete thr. corresponding surtax assessment with the result that 
considerable amounts of surtax remained to be assessed and collected. 

The Committee are particularly pained to know that in their 
written replies the Ministry of Finance have themselves tended to 
belittle the importance ofthe Board's instructions by saying that these 
arc "merely administrative,. instructions. Even while accepting the 
audit objection the Ministry of Finance seem to find solace in the 
argument that there is no loss of revenue as ''there is no time-barring 
provision in the Surtax Act." ln fact there is no indication in 
any of the written replies of the Ministry of Finance as to whether 
the precise reasons for this persistent in action on the part of the 
Income-tax Officer-s have been ascertained or whether any positive 
steps have been thought of to improve matters. 

The Committee would strongly recommend that the suggestiou 
about the inclusion of a time limit for completion of assessments 
under the Surtax Act should be seriously considered and given effect 
to. In the meanwhile the Board's instruction of 1974 should be given 
its dW! importance and its observation should be insisted upon ... 

1.13 In their action taken no.es, the Ministry of Finance have stated 
as follow:-

"Reasons for non-completion of Surtax assessments have been ascer-
tained from the Commissioners of Income-tax. It has been observed 
that the Surtax assessments were delayed for reasons like the Income-
tax Officer not being aware of the Board's instructions, oversight, 
change in the jurisdiction of the case, the assessing officer being busy 
in the time barring assessments, pendency of Income-tax appeals, 
collection of relevant information, etc. In one case, no Sur-tax was 
leviable. 

As regards the recommendation in respect of Sl. No. 2l(Para 
3.10), the Hon'ble Com·mittee was informed that need for issue of 
fresh instruction was under consideration of the Ministry." 



1.14. The Committee note that the Surtax Act provides for the 
companies voluntarily filing returns of chargeable profits as weD as 
for the Income-tax Officers calling for such return by notice. The 
Act does not provide for any time-limit for the completion of Surtas 
assessments. In their successive Reports, the Public Accounts 
Committee have taken adverse note of cases where neither the asses-
sees had themselves filed Surtax voluntarily nor had the Income-tas 
Officers called for such returns, with the result that Surtax assess-
ments remained to be completed long after the corresponding 
i~ome-tax assessments had been made. Pursuant to a recommen-
6tion of the Committee, the Central Board of Direct Taxes issued 
instructions in October 1974, laying down that proceedings for comp-
letion of regular Surtax assessments should be taken up along with 
income-tax proceedings so that the Surtax assessments are finalised 
immediately after the Income-tax assessments are completed. The 
instructions further laid down that the time-lag between the date of 
completion of income-tax assessments and Surtax assessDlents 
should ordinarily not exceed a month unless there are special 
reasons justifying the delay. However, even after the issue of the 
aforesaid instructions, a large number of cases came to notice where 
Income-tax assessments "'ere completed,'reviHd, but 110 action bad 
been taken to coDlplete the corresponding Surtax assessments, with 
the result that considerable amounts of Surtax remained to be 
assessed and collected. The PAC (1981-82). which examined these 
cases, strongly recommended that the suggestion about the inclusion 
of a time-limit for completion of asHs~sre11ts vnrler t:lle Surtax At't 
should be seriously considered :iJJid given effect to. 

1.15. In their action taken reply, the Ministry have stated that 
"Surtax assessments wert" delayed for reasons like the Income-tax 
Officer not being aware of the Board's instructions, oversight, change 
in the jurisdiction of the case, the assessing officer being busy in the 
time-barring assessments, pendency of income-tax appeP Is. collection 
of relevant inforDlation etc." The Ministry have also stated that the 
need for issue of fresh instructions was under consideration of the 
Ministry. The Committee are unhappy to note the reasons given 
by the Ministry for the inordinate delay on the part of the Income-
tax Officers in completing Surtax assessments. In the opinion of the 
Conunittee, these reasons are totally unconvincing. They only 
indicate that the Board's instructions ~n the matter have ren1ained 
unheeded by the lower formations. As the Committee have repea-
tedly pointed out, instructions have value if they are followed by the 
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lower formations in letter and spirit. The ·Committee trust that the 
Board will take effective action to en&ure that this is done. 

1.16. The Co1nmittee note that in their reply, the Ministry 
have said nothing regarding the amendment of the Surtax Act to 
provide for a time-limit for the completion of Su1·tax assessments. 
The Committee desire that the Ministry should take immediate actioD 
for the amendment of the Surtax Act so as to provide for a time-
limit for the completion of Sut·tax assessments. 

Loss l~l Revenue (Sf. No. 22-Para 4.4) 

1.17. Commenting upon the loss of revenue to the tune of Rs. 
457357 due to delay first in initiating action after the receipt of the audit ob-
jection and then completing ~uch action after the issue of notices, the Com-
mittee in para 4.4 of the 85th Report (1981-82) had recommended as 
follows:-

"The assessments for the years 1971-72 and 1972-73 were completed 
in January, 1974. The audit objection was raised in May1June, 1975. 
Notices under Sl.!ction 148 were issued in March, 1977. If, as stated 
by the 1viini:;try of Fi:la.nce. rem:!dial action for these two assessments 
years got barred by limitation, it would only mean that after the 
issue of notices in m:.trch. 1977, no action was taken for one whole 
year [Section l5JLn (b)]. Apparently, there was delay both in initia-
ting remedial action after the rcc..::ipt of the audit objection, as well 
as in completing such action after the issue of notices. As a result, 
revenue or Rs. 457357 was lost. The Committee would like the 
Ministry of Finance to giv<.: the reasons for these inexcusable delays, 
surpri~iugly not indicated in the written reply furnished to the Com-
mitt(..e. The Committe·.: would also like the Ministry of Finance to 
take appropriate action to fix responsibility m the matter and inform 
the Committee accordingly". 

1.18. Jn their action taken note, the Ministry of Finance have stated 
as follows :-

"As pointed out by the Committee, the Income-tax Officer had initiated 
action under Section I48 read with St.·ction 147(b) in March, 1977 for 
the assessment year 197 I -7:~ and 1972-73. However, the assessment was 
not completed within the statutory time-limits i.e. within one year 
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from the end of the financial year in which notice U/S 147(b) was 
issued. The officer concerned has since retired. Action for fixing 
responsibility on officer responsible for allowing the matte-r to get 
time-barrrd is under process. It may be mentioned that the taxability 
of interest on actual basis has been examined by the IT AT in this 
case for the assessment year 1974-75 in its order dated 30.3.81. The 
IT AT held that the assessee was en ti tied to receive interest only on 
encashment after maturity and not on accrual basis and even then no 
intrrcst is receivable on securities held over the permissible limit of 
Rs. f lakhs. This decision has been accepted by the CIT as 
correct." 

1.19. In their earlier Report, the Committee had desired the 
Ministry of Finance to fix responsibility for the loss of revenue to the 
tune of Rs. 4,57,357 caused by delay first in initiating action after the 
receipt of the Audit objection and then in completing the action after 
the issue of notices, which resulted in the assessments getting barred 
by limitation. The Committ£e regret to observe that although nearly 
two years have elapsed since the Committee made the above recoDl-
mendation, responsibility in the matter is yet to be fixed, and in the 
meanwhile the concerned officer has retired from service. In the 
opinion of the Committee. the present case underscores the need for 
quick action in such matters, for any-undue delay in holding an 
enquiry defeats its very purpose. In a recent Report, the Committee 
have stressed that in cases of the pre3ent type resulting in undue 
delays/losses the Ministries/Departments, in the interest of effcient 
administration, should, on their own. investigate the delays/losses, 
without waiting for a directive from the Public Accounts Committee. 
The C()mmittee trust that the Ministry of Finance would bear this in 
mind. In the meanwhile, the Committee desire . that th\! action 
already initiated to fix responsibility in the matter should be 
spt>eded up. 

Loss of Revenue (Sl. No. 23 Para 4.5) 

1 .20. While commenting on the loss of revenue due to inaction on 
the part of the departmental officrrs, the Committee in para 4.5 of their 
earlier Report had obsaved as follows :-

"Whrn the audit obj..:ction was raised in May'Junc. 1975, there was 
ample time to take remedial action in respect of all the assessment 
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years. The inaction on the part of the departmental officers conti-
nued till 1978, when thQ remedial action for two assessment years got 
time-barred. The Ministry of Finance had stated before the Com-
mittee last year that the Central Board of Direct Taxes had, in March 
1977, reiterated their earlier instructions to the effect that the Com-
missioners of Income-tax are personally responsible for careful 
examination and issue of instructions to the Income-tax officers on 
the most appropriate nmcdial action to be taken within a month of 
the local audit report in regard to audit objections involving revenue 
of over Rs. 25,000 or more in income-tax/corporation tax cases and 
R s. 5,000 or n:ore in other direct taxes cases. Apparently, even after 
the reiteration of these instructions in March, 1977, the supervisory 
officers have not been giving required attention to the audit objections 
resulting in avoidable losses of revenue as in ~his case. The Committee 
would like to know whether the Ministry of Finance have enquired 
into the role played by the Inspecting Assistant Commissioner and 
the Commissioner of Income-tax in the present case. 

1.21. In their action taken reply, the Ministry of Finance have 
stated:-

"The role of 1 nspccting Assistant Commissioner and the Commis-
sioner of Income-tax in the present case was to ensure that remedial 
actions were initiated once the audit objection was received as per 
Instruction no. 1046 of 15.3.77. In the present case, since the 
remedial action was initiated u/ sec. 148 it was for the Income-tax 
Officer to complete assessment within the statutory time-limit". 

1.22. The Comntittee are not convinced by the above reply 
of the Minlstry. In their opinion, the responsibility of the Inspec-
ting Assistant Commissioner and the Commissioner of Income-tax 
in such matters should not cease just with ensuring that the 
remedial action is initiated. They feel that it should also be the 
responsibility of the Inspecting Assistant Commissioner and the 
Commissioner of Income-tax to see that the remedial action initia-
ted is completed well in time. The Committee would like the 
Central Board of Direct Taxes to issue suitable instructions to the 
lower formations in this regard, 



Loss of Revenue Due to Loss of Return Filed by an Assessee 

(S/. Nos. 32, 34-Paras 7.3, 7.5) 

t .23. Commenting on the loss of revenue due to loss of return filed 
by an assessee, the Committee in paras 7.3 to 7.5 of their Report had 
recommended/observed as follows : 

I 

"The Committee understand from Audit that in response to the 
notice issued under section 148 of the I nco me-tax Act, 1961 the 
assessee had made a statement that she had already filed a return on 

/ 6.1.1968 and also paid a tax of Rs. I ,33,157 under section 1 40A on 
2.2.1968. Nevertheless, the Income-tax Officer proceeded to make 
an assessment undf"r section 143(3)/147 and in his assessment order 
dated 18.1.1977 he did not even discuss these points raised by the 
assessee. The assessee was thus forced to seek redress from tho 
appellate authority. 

In this case, in response to the notice issued by the Income-
tax Officer the assess,..e claimed that a return of income had already 
been filed and payment of tax on self-assessment basis had also been 
made by her 6 years earlier. Nevertheless, the Income-tax Officer 
proceeded to complete the assessment without verifying the veracity 
of the assessees claims which, as it turned out later, were true and 
duly authenticated by departmental receipts. 

The Committee cannot but observe that this is a case of sheer 
callousness and harassment and the Income-tax Officer seen,s to have 
become a law unto himself rather than acting in a quasi-judicial 
capacity. What pains the Committee all the more is the fact that the 
Ministry of Finance have merely stated that the objection has been 
accepted ; they have nothing to say about the high handed action of 
the Income-tax Officer or about their own reaction to it. 

Elsewhere in this report the Committee have made a mention 
of the public image of the Income-tax Department. This is not the 
only case where a return duly filed by an assessee was misplaced or 
where a payment of tax already made by the assessee was not linked 
and given credit for. These are matters of common occun ence which 
put the tax payers to considerable harassment. In fact, para l.08(i) 
(a) of the Audit Report 1979-80, mentions an amount of as much as 
Rs. 8.84 crores, which is claimed to have been paid by the tax payers 
but is pending verification/adjustment. The Committee would 
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strongly recommend that the Ministry of Finance should take exem-
plary action in such glaring cases and also bring about improvements 
in systems and procedures to ensure proper linking of the returns 
filed by the tax payers and th(;' taxes paid by them. The Committee 
would like to be informed of the disciplinary action taken against 
the I.T.O. who made the assessment in thr case under discussion. 

1.24. The Ministry in their reply have stated as follows :-

"The recommendations of the Hon'ble Committee are under consi-
deration of the Ministry. Thr final reply will be furnished as soon 
as the same is ready". 

In a further reply regarding para 7.5 (S. No. 34). the Ministry have 
added:-

"Kind attention ts Invited to this Ministry's O.M. of even number 
dated the 14th October 1982 in respect of para 7.5 of the 85th Report 
of the P.A.C. (1981-82) (7th Lok Sabha). The Hon'ble Committee 
was informed that the recommendations are under consideration 
of the Ministry and final reply will be furnished as soon as the same 
is ready. 

Instructions have been issued from time to time to minimise 
such instances. With this vic;:w in mind, the Dak Receipt system in 
the Department has been streamlined. As per the new system, the 
No. of papers/documents/statements filed with the returns of income 
are mentioned in the receipt itself alongwith the description of each 
enclosure. Further more, a reconciliation of the returns received 
daily is required to be prepared. 

Vide Board's Instruction No. 1540 dated 30.11.1983 (F. No. 
225/73!82-ITA-II), it was reiterated that such types of cases should 
be avoided and utmost care should be taken to ensure that such 
lapses do not recur in future. Vide Board's Instruction No. 1548 
dated 19.1.1284, (F.No. 228/49/83 JTA. II), it has been required 
that in the month of April every year, a special drive should be 
launched for the verification/adjustment of taxes paid by the asses-
sees and placing of papers on the files. The Officers have been 
required to give a certificate that all the pending papers have been 
restored to the files and all pending adjustments of taxes have 
been done. The Cs. IT and I.A.Cs. have also been asked to keep a 
vigil on this work." 
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1.25. In their earlier Report, the Public Accounts Committee 
had considered a case where in response to the notice issued 
under Section 148 of the lncdm.e-tax Act, 1961, the assessee had m.ade 
a statement that she had already filed a return on 6.1.1961 and had 
also paid a tax of Rs. 1,33,158 under Section 140-A on 2.2.1968. 
However, the Income-tax Officer in January, 1977 proceeded to 
complete the assessment without verifying the veracity of the asses-
see's claims which, as it turned out later, were true and duly authen-
ticated by Departmental receipts. Commenting upon the above 
case, the PAC (1981-82) observed that this was a case of sheer cal-
lousness and harassment and the Income-tax Officer seemed to have 

I 
become a law unto himself rather than acting in a quasi-judicial 
capacity. In their action taken reply, the Ministry of Finance have 
stated that the recomtnendation of the Cotnmitee is under considera-
tion. The Committee are astonished at this casual reply. They 
need hardly point out that put lapses such as th ~se which tarnish 
the image of the Department in the public eye. The Com:mittee 
would like the Ministry to take a serious view of the lapse so that 
such responsible officers as ITOs who are supposed to act in a quasi-
judicial capacity do not act callously, causing unnecssary harass-
ment to asses sees. 

1.26 In their reply, the Ministry have not said anything about 
the disciplinary action agains the Income tax officer concerned in 
the case. The Committee would like to know the action taken in 
the matter. 

Failurs to Issue Demand Notices 

(Sf. No. 39.40-Paras 9.7 and 9 .8) 

1.27. Commenting on a case of failure to issue demand notice in 
time, the Committee in para 9. 7 and 9.8 of their earlier Report had recom-
mended as follows :-

"The Demand and Collection Register is required to be filled up by 
the Wealth-tax Officer as soon as any assessment is completed and the 
assessment order is passed. It should be possible for the Wealth-tax 
Officer to ensure while making these entries that the notice of demac.d 
has also been simultaneously prepared and despatched to the assessee. 
A periodical review of the Demand and Collection register should 
also be insisted upon so that cases where notices of demand have not 
been issued can be promptly located and action taken at the earliest 
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possible tih1e. The Ministry of Finance should ensure that the 
assessing officers issue demand notice almost simultaneously with the 
passing of assessment orders in all ca\es and let the Committee know 
what system of review exists by which omissions of this type do not 
go unnoticed over a period of years and failures are taken serious 
note of". 

"The Committee would also recommend that instead of the 
Board resting content With the issue of instructions it should take 
serious notice of failures coming to notice to ensure compliance with 
the instructions". 

1.28. In their action taken replies, the Ministry of Finance have 
stated as follows :-

·'The instructions issued by the Directorate of Organisation & 
Management Services also prescribe that the Inspecting Assistant 
Commissioner shall inspect the Demand and Collection Register on 
the 7th of the following month and test check that all the relevant 
entries have been made in the register. In token of having made 
this inspection, the lAC is required to sign the Demand and Collec-
tion Register. 

The existing instructions are clear and comprehensive and 
prescribe a clear system of review to ensure that the omissions 
of the type noticed by the Hon'ble Committee do not recur." 

1.29. The Committee feel that mere issue of instructions is 
not enough. There should be a system to ensure that follow up 
action on the instructions by the concerned officers is prompt and 
proper. 



CHAPTER II 

CONCLUSIONS OR RECOMMENDATIONS THAT HAVE 
BEEN ACCEPTED BY GOVERNMENT 

/ The Allahabad High Court case [Banarsi Dass Guta v/s. CIT (81 
ITR 170)] on which the Audit objection to the allowance of depreciation 
on a fractional share in the ownership of an asset is based, was decided in 
September, t 970. It is amazing that even after more than 11 years, in 
December, 1981, the Ministry of Finance should not only be unable to give 
their own considered view on thr point but also be unaware as to whether 
the decision of the High Court was accepted or appealed against. The 
Ministry havr stated in their written reply that remedial action has been 
taken "as a measure of a bun dent caution". The audit objection was raised 
in February, 1979. Surely, there was enough time to examine the point in 
the context of the Allahabad High Court decision and in consultation, if 
necessary, with Audit and the Ministry of Law, to take a firm view in the 
matter rather than keep the issue pending and then rush in to reopen the 
assessment as a precautionary measure. There is no provisions in law to 
reopen an assessment u(s 147 of the Income-tax Act, as a precautionary 
measure and, therefore, such act of the I TO i" palpably illegal and without 
jurisdiction. 

The Committee have no doubt that the cloak of precautionary or 
protective assessments has been used to hide departmental inefficiency. This 
reflects adversely on the functioning of CBDT in the clarifying legal issues 
for the guidance of field formations. The Commiitee would like the Income 
Tax Department to reopen as~ essmcnts strictly in accordance with the law. 

[Sl. No. 1 (Para 1.6)] 

Action Taken 

The observations of the Public Accounts Committee have been 
noted for strict compliance in future. 

(Ministry of Finance (Department of Revenues) 
F. No. 241/4/82-A & PAC-li 
f. No. 228/16/83-ITA-11] 
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Recommendation 

The Committee note that the Hire Purchase Act passed in 1972 has 
not yet come into force. The Committee would like to know the precise 
reasons for this. 

[Sl. No. 3 (Para 1.8) 

Action Taken 

A notification was is sued on 30.4.73 to bring this Act into force on 
1.6.73. Later, another notification was issued on 31.5.73 superseding the 
notification of 30th April. 1973 and proposing to bring the act into force on 
I .9.1973. Since scvaal representations were received from the public 
against the bringing of the Act into force, it was decided not to enforce the 
Act and accordingly a notification rescinding the notification dated 31.5.1973 
was issued on 23.8.73. In its Report on Personal Property Security Law 
(1977), the Banking Law Committee has proposed certain far-reaching 
amcndmrnts to the Act. 1t is proposed to bring the Act into force only 
after the rcco!11mendations made by the Committee arc examined and 
decisions taken to amend the Act suitably. 

[Ministry of Finance (Department of Revenue) dated 24th Jan., 
1983] 

Recom.mendations 

According to the Ministry's written reply sent to the Commirtee in 
December, 1981 re-:1.sscssmcnts had been made only for the assessment year 
1963-64 and I 964-(,) ; frr~h assessments for all the other assessment years 
were still pending. For the :tssc~.smcnt years 19(,]-64 and 1964-65 the total 
incomes determined on rcas::;cssrncnt were Rs. 33,218 and Rs. 20,100 against 
the total incomes of Rs. 13,21,01(, and Rs. 50,000 determined in the original 
assessments on thl.: basis of best judgement assessment. 

Of the two assessments which have since been completed, the assess-
ment for the :2ssessmcnt year 1963-64 is clearly indicative of vexatious and/ 
or unrealistic auditions in the original best judgement assessment. The 
income returned for that year was Rs. II, 585. The bestjudgement assess-
ment was made on an income of Rs. 13, 21,016. The income determined 
on reassessment is Rs. 33, 21H only. The Ministry of Finance have not 
given any details of the additions made by the income-tax officer in the 
original assessment, his reasons for doing so, and the reasons for the steep 
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reduction of the total income in the reassessment. The Committee would 
like to have these details. 

[Sl. Nos. 4 and ll (Paras 2.4 and and 2.11)] 

Action Taken 

The observations and recommendations of the Hon'ble Commttcc 
are noted in so far as they arc reflected in para 2.4. As regards the 
recomflendationsfobservations made in para 2.11, additions as per Annexure 
No. t/were made to the assessee's income in the original assessment. It will 
be observed that out of total additions of Rs. 13, 04,446/-, and addition of 
Rs. I 2, 94, 560/- was made on account of unproved cash credits and interest 
thereon, as on test check, it was observed that either the alleged creditors 
denied having made the credits or could not prove source of the same. In 
some other cases, incomplete addresses were given in respect of the 
depositors. Hence the alleged oredits could not be verified and additions 
to the above extent were made. However, after reopening the assessments, 
the assessee placed on record confirmations in respect of all the depositors. 
After examining some dep('Sitors the Income-tax officer accepted the 
credits as geniune, except in two cases where the amounts wore Rs. 10,000/-
and Rs. 5,000/- respectively. Afther making minor adjustment assessment 
was completed at total income of Rs. 32, 280/-. 

2. The assessment for the assessment year 1965-66 has since been made 
on 26.4.82 on total income of Rs. 97, 410/-. The position regarding addi-
tions in the original assessment and reduction in the subsequent assessment 
is more or less similar to that of the case for assessment year 1963-64. 

The concerned Income-tax officer has been directed to complete the 
assessments for the remaining assessment years after making necessary 
enquiries by the end of December, 1982. 

(Approved by the Addl. Secretary to the Govt. of India.) 
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ANNEXURE 

(i) Goodwill written off 
(i i) Preliminary expenses written off 

(iii) Charity 
(iv) Renovation expenses for the reasons given in para 

4 (a) 
( v) I /3rd Insurance commission as discussed in para 

650/-
893/-
48/-

1015/-

4 (b) 310/-
(vi) l/3rd Motor Vehicles Repairs and Maintenance 

expenses considered para 4 (c) 687 /· 

(vii) Mahoorat expenses for the reasons given in para 
4 (d) 752/-

(viii) Out of miscellaneous expenses for the detailed 
reasons mentioned in para 4 (e) 331/-

(ix) lj3rd Rent, Rates and Taxes for the reasons given 
in para 4 (f) 

(x) 1/3rd of Petrol Bills debited in Travelling and 
Conveyance Account as discussed in para 4 (g) 

(xi) Managing Director's Commission 
(xii) Out of entertainment considered for personal 

purposes 
(xiii) Income from undisclosed sources cash credit as 

discussed in para 5 
(xiv) Interest payments for the reasons given in para 6. 

56/-

576;'-
4068/-

500/-

12,07,110/-
87,450/-

Total 13,04,446/-

[Ministry of Finance (Department of Revenue) F No. 241/4/82-A & 
PAC-11 D. 0. No. lAC/A l/82-83/1739 dated 25.9.82 from Com-

missioner of Income Tax, Delhi-I Delhi.] 

Recommendation 

In another case pointed out in para 3.18 of the Audit Report 1979-
80, the original assessments of a firm for the four assessment years, 1943-44 
to 1946-47, completed during the years 1948 and 1949 and set aside by the 
Income-tax Appellate Tribunal in march, 1953, were made afresh only in 
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1976 i.e. after a lapse of 23 years. The fresh assessments had to be 
concelled again for procedural reasons, and these have yet to be finalised. 

[Sl. No. 5 (Para 2.5) of the Appendix V to the 85th Report of the 
Public Accounts Committee (1981-82) (7th Lok Sabha)] 

Action Taken 

The assessments for all the four years (1943-44 to 1946-47) have 
been completed on 26.12.81. The position of demands raised and outstan-
ding is/as under :-

I 

Assessment 
Year 

1943-44 
1944-45 

1945-46 
1946-47 
1943-44 
ujs. 23 (5) (a) 
2nd Proviso. 

1943-44 
u/s. 23 (5) (a) 
2nd Proviso. 
1943-44 
u/s. 23 (5) (a) 
2nd Proviso. 

Demand raised/ 
outstanding 

184735/-
320462/-

134027/-
166352/-
79983/-

35485/-

69266/-

In the case of Hukumchand Group 
Mills Tent Factory, Indore. 

In the case of M/s. Hukumchand Mills 
Ltd, through Sir Hukumchand Group 
Mills Tent Factory, Indore. 

In the case of Shri Mohindcrsingh 
through Hukumchand Group Mills Tent 
Factory, Indore. 

In the case of Rajkumar Mills Ltd. 
. through Ml s Hukumchand Group Mills 
lent Factory, Indore. 

[Ministry of Finance (Department of Revenue) F. No. 241 /4/82-A & 
PAC. II F.No. Audit/l-15 (7)/79-80 (Bhopal)] 

Recommendations 

2.6. The Income-tax Act, 1961. did not prior to the assessment 
year 1971-72 contain any time limit for the completion of such cancelled or 
set aside assessements. A time limit of two years for that purpose was 
introduced only from 1-4-197 I through the newly introduced section 153(2) 
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(A) of the Act. The Central Board of Direct Taxes had~ however, earlier 
issued a circular No. 10-P(V-68) of 1968 dated 15th October, 1968, laying 
down an administrative time limit of two years for completion of such 
assessments. 

2.7. It is apparent from these cases that the administraiive time 
limit fixed by the Board was not really observed by the field formations and 
a large number of cancelled or set-aside assessments pertaining to the assess-
ments years upto 1970-71 were allowed to remain pending for indefinitely 
long periods. The case reported in para 3. I 8 of the Audit Report involving 
a delay of over 28 years is perhaps the worst of such cases. According to 
the information given by the Ministry of Finance to the Committee in 
January, 1981 the total numb~ of such concelled and set-aside assessments 
of assessment )'ears upto 1970-71 outstanding as on 30- I 1-1960 was 8,569. 
These figures were, hewever, stated to be not complete. 

2.8. The Committee cannot but observe that such inordinate delay 
in completion of cancelled and set-aside assessments are neither fair to 
Revenue nor to the taxpayers. Going by the assessments criginally made 
in the particular cases commented upon in the Audit Report tax demands of 
about Rs. 70 lakhs have remained pending because of non-completion of 
the cancelled or set-aside assessments in these cases. 

In their written reply, the Ministry of Finance have tried to belittle 
the importance of audit objection on the ground that figure of Rs. 61.61 
lakhs of unrealised revenue mentioned in para 2.21 of the Audit Report is 
based on original assessments which had been made on very high income. 
The conclusion drawn by the Ministry is actually based only on the 
reassessments made for the assessments years 1963-64 and 1964-65. For 
these two years the demand included in the aforesaid figure of Rs. 61.61 
lakhs was only of the order of Rs. 793 lakhs. The Committee would like 
to know how the Ministry could, on its own, and before actual completion 
of assessments for all the other six years involving demands of over Rs. 53 
lakhs, come to the conclusion that the original assessments were highly 
inflated, or that the original demands were unrealistic. 

[St. Nos. 6, 7 and 8 (Paras 2.6, 2. 7 and 2.8)] 

Action Taken 

The Board are alive to the problem of the pendency and disposal 
of set aside assessments relating to assessment year 1970-71 and 
earlier years. The pendency of such assessments as 011 31-3-1981 was 
reported at 7,777, after the Board had begun monitoring the disposal of 



these set aside assessments through C .A .P. 1I Statement. The pendency 
as per this statrment received for the month of March 1982 was 2,321 and 
as on 31-3-1983, it was further reduced to 1,840 only. 

2. As observed by the P.A.C., there is no time limit for completion 
of set aside assessments in respect of these assessments. This applies even if 
any assessment in rc spect of assessment year 19 70-7 I and earlier years is set 
aside today. In view of this the pendency of such assessments can register 
an increase on account of those assessments which might be set aside by the 
App~late or Revisionary authorities from time to time. 

3. 1t was also made clear to the Commissioners by a D.O. letter 
issued by the Chairman that action would be taken against these officers, 
who failed to complete all such assessm~nts by 31-3-1982. It may be 
noticed that the pendency of such assessments has considerably gone down 
and all out efforts are being made to liquiJ.atc ~heir pendency or, atleast, 
to brmg it down tu the minimum. The Commissioners were requested 
to intimate the reasons in rl.!spect of each case pending assessment as on 
31-3-19X2. On thl' basis of the reports n.:ceivcd, it was noticed that the 
pendency is mainly on account of the following r~asons. 

(a) Cases stayed by Courts on asse~sccs' writ p!.!ttions. 

(b) Asscssccs' applications ar~ pending before the Settlement Com-
mission. 

(c) Certain points arc involved in the assessments in which for 
earlier years, the dcp.utment had preferred rderence appli-
cations. 

(d) Non ~.:o-opcr..1tion on the part of the assessccs. 

(c) The cases require deeper scrutiny and verification of certain 
cvidc nccs f urnishcd by the asscssccs. 

(f) Books of accounts seized by other departments, e.g. sale-tax 
department, S.P.E., C.B.I. have to be scrutinised. 

Recently, a D.O. letter has been issued by Member (Income-tax) 
urging the Commissioners to personally WJ.tch the disposal of such cases and 
call for weekly n.:ports (copy cnd\.hcd). 

[Ministry of Finance ~Department of Revenue) 
F. No. 241;4/82-A & PAC Il 

F. No. 228/38/83-ITA-II] 



K.G. Nair 
Member (IT) 

My dear 
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D.O.F.NO. 201/70/82-ITA. II 
Government of India 

Central Board of Direct Taxes 
New Delhi, the 23rd November, 82, 

SUBJECT :-Progress of set-aside asse::,sments- Rl:view of .................. . 

Please refer to Chairman's D.O. letter F. No. 201/151/80-ITA. II 
dated the 3rd March, 1982 wherein it was clearly mentioned that since the 
Board stands committed to the P.A .C. to ensure that all set-aside and re-
opened assessments relating to assessment year 1970-71 and earlier years are 
disposed of by 31st March, 1982, the Cs.l. T. should so plan their work that 
the pendency of such assessments is not allowed to be carried forward beyond 
the assured date. The Chairman had also indicated that the indifference 
shown to the instructions and the follow-up action to be taken in this 
committed area can be secured through appropriate resort to the Central 
Services Conduct Rules. 

2. Despite this, I fmd that ......... such assessments arc still pending 
to be disposed of as on 31-8-1982. The P.A.C. have desired that they 
should be informed of the detailed reasons if any case is carried beyond the 
the assured date i.e. 31-3-1982. 

3. The pendency and the task of follow-up shows that no worth-
while supervison or control has been exercised by you. Please look into the 
matter personally and sec that the p . .mdency is now wiped of expeditiously. 
In this connection, you are also advised to keep a special watch over the 
progress made and review the progress on a weekly basis so that the bottle-
necks are cleared . 

Shri 

Yours sincerely, 
Sd/-xx 

(K.G. Nair) 
Commissioner of Income-tax, 

[Ministry of Finance (Department of Revenue)] 
F. No. 241/4/82-A & lAC. II 
---·--F }.fo~-22-8/:fs (8:f= frA.-fi 
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Recommendation 

The Public Accounts Committee have repeatedly pointed out that 
the tendency on the part of the Income-tax officers to make overpitched 
assessments is one of the reasons for poor public relations in the Income-
tax department on the one hand and for unlimited litigation as well as 
heavy arrears of demand on the other. In reply to the Comittee's recomm-
endations contained in para 11.31 of their )86th Report (5th Lok Sabha), 
the Ministry of Finance had drawn the attention of the Committee to the 
newlY,1 introduced section I44B of the Income-tax Act, 196 ',according to 
which additions exceeding Rs, 1 lakh could now be made only with the 
previous approval of the Inspecting Assistant Commissioner. According to 
the Chokshi Committee, this provision has merely resulted in delays in 
completion of assessments and duplication of proceedings without sub-
stantially curbing the highpitched assessments or reducing scope of litiga-
tion. The Chokshi Committee have, in fact, recommended deletion of 
this provision. 

Tt is clear from the written reply of the Ministry of Finance in this 
case that, notwithstanding their earlier replies to the recommendations of 
the Committee quoted above. the Ministry of fmance themselves carry an 
impression that the tendency to make highly inflated assessments persists, 
That is also perhaps, one of the reasons for the high rate of relief obtained 
by the assesses from the appellate authorities. The figures given at page 
17 of the Audit Report 1979-80 would indicat~ that during the years 1977-
78, 1978-79 and 1979-80 while the asscssees succeeded before the tribunal 
in 38 per cent, 52 per cent and 46 per cent of their cases, the department 
succeeded in 20 per cent, 20 per cent and I 8 p~r cent of their cases only. 
The Committee would reiterate that the making of very high additions to 
the returned incomes without proper enquiry, and without any rhyme or 
reason, is a grave malady whch causes harassment to the tax payers, adds 
to arrear demand, leads to extensive and unn•xcssa.ry litigation and glves 
a bad image to the department. The Committee would strongly recomm-
end that this matter should be examined afresh taking into account also 
the aforesaid recommendations of the Chokshi Committee and it should be 
made clear to the assessing authorities that additions should be made only 
after proper scrutiny and that these should be based on a reasoned judge-
ment. The Income-tax authorities must realise that even a best judgement 
assessment is a quasi-judici<;ll ddcision anci it cannot be made whimsically 
or arbitrarily. 

[Sl. No. 12 and 13 (Paras 2.12 and 2.13)] 
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Action Taken 

The Income-tax officer performs the functions of a quasi-judicial 
authority and as such takes decisions while making an assessment or pass 
any other order objectively on the basis of the material available on record. 
A very well thought out prooccdure is provided to achieve this objective. 
In case the I. T. 0. proposes to vary or change the income returned, he has 
to issue notice under section 14::!(1) and'or 143(2)'143(3) requiring the 
assessee to produce hooks of accPunts or other details as required by him. 
It is on the basis of the evidence and material on recNd that the assess-
ments are made. lt is a well settled principle of law now that in case the 
J. T. 0. wants to make usc of any material collected by him, he has to put 
it to the assessee for his objections. if any. 

The provisions of sections I 44A and I 44B of the J. T. Act, 1961 
further ensure the objectivity and rcrr.ov::'l of any per~onal t,ias or prejudice 
while completing the assessments. According to the provisions of section 
J44B, the proposed additions. if they exceed the minimum prescribed, are 
subjected to consideration hy a senior officer. namely the Inspecting 
Assistant Commissioner of Income-tax. before the assessment is actually 
finalised. 

Instruct1ons ha.ve been issued from time to time enjoining upon the 
ITOs to refrain from makin1;: patent high-pitched assessments. 

A copy of the following instructi0ns arc cncl0scd herewith : 

(i) Jnst. No. 246 27 73-;\&PAC'. II. dated 27.7.1973 (lnst. 574) 
(ii) Jnst. N~~.407 244 73 -ITCC. dated 4. 10. 1974 (lnst. No.7<>7). 

(iii) lnst. No.220112'76-ITA. II dated 8. 7. 197(} (lnst. No.973). 

(iv) Jnst. No.2:'.WI I 'Rl-lTA. Jl dated 2R. 9. R! (lnst. l\o.J4!6). 

(Approved by the Additional Secretary to the Government of India) 

[Ministry of Finance IDcpartrnt:nt of Revenue) F. No. 24 /4182-A & 
PAC II and F. No. 228 1 4/82~ IT A-II] 

INSTRUCTION NO. 574 

XIX/ I/ II 0-Unrealistic over-assessment-prevent ion of Instructions 
regarding-

Reference is invited to the Board's lnstrurtion No. 376 F. 277/2/70-
IT(J), dated the I st February. 1972 and the earlier instruction : cited 
therein. 
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2. Iris'tarices :orit .. ue to come to the notice of' the Board about 
unrealistic over-asseSl!.'t . AltS made by assessing officers under various direct 
tax Acts. This causes unnecessary hardship to the assessees and tarnishes 
the image of the Department ; there is avoidable litigation and recovery 
problems arise in respect of the consequential in supportable and exaggera-
ted tax demands. 

l 3. The Board would like therefore to impress once again upon the 
com'missioners that they should atlvise the asses sins officers in tlieir charge 
to eschew unjustified over assessments. The assessments havd to be made 
in a reasonable and fair manner after considring all the relevant circums-
tances of the case. Evert where an assessment has to be made ex-parte, 
the information available should be reasonably weighed and a proper 
estimate made in the exercise of best judgement in the circumstances. 
There should be no tendency to frame assessments even in such cases 
machanically on past basis, if thete is evidence to the countrary e.g., the 
business of the concern has become defunct or is in clearly adverse circums-
tance. 

4. If unjustified over-assessments arc avoid~d. this will inter alia 
curtail the feature of exaggerated demands which unnecessarily inflate our 
arrears figures. 

5. These instructions mlty be brought to the notice of aU officers 
in the charge and very careful watch kept over their compliance. The 
erring officials should be properly advised and where necessary pulled up. 
[(F. No. 246/27/73-A & PAC, dated the 27th July, 1973 from C.B.D.T.) 

[Ministry of Finance (Department of Revenue) F.No. 241/4/82-A & 
PAC II and F. No. 228/4/82-ITA-Il] 

INSTRUCTION NO. 767 

XXII/108-0ver Pitched Assessments without Proper Scrutiny1 

Recently, a case has come to the notice of the Board where 
an addition of Rs. S.64 takhs made by the Income-taX Officer to the 
taxable income which was computed at Rs. 6 lakhs. The Appellate Assis-
tant Commissioner allowed a reduction of Rs. 5.56 lakhs. This is not a 
solitary case of its type. It is illustrative of a wide· spread tendency on the 
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part of the Income-~ax Officers to make unrealistic or over-pi tcbed assess-
ments, quite often ex-parte, especially in Central/Special Circles, without : 

(a) making requisite enquiries : 

(b) bringing on record sufficient evidence in support of the addi-
tions made; 

(c) confronting the assessee with the material collected by them ; 
and 

(d) affording a reasonable opportunty to the assessee to rebut the 
material and explain his case. 

Consequently, the assessments are either slashed in appeal or are set 
aside. The tendency to allow assessments in cases requiring intensive investi-
gation to drag on till the end of the year and complete them when they are 
about to become barred by limitation, by making heavy additions of filmsy 
grounds is equally widespread. It is further noticed that in cases where 
assessments are made ex-parte, applicants under section 146 remain undis-
posed of for a long time. 

2. Such over pitched assessments have been the target of adverse 
criticism by, inter-alia, Parliamentary Committees. The throw up a host 
of problems like inflation of demands and generation of unnecessary & 
unproductive work. 

3. The necessity of curbing the tendency on the part of the Income-
tax Officers to make high-pitched assessments and raise havy uncollectable 
demands has been emphasised by the Board from time to time. Despite 
these instructions, the tendency has not been check mated. The Board, 
therefore, desire that you should once ~gain impress upon the Income-tax 
Officers in your charge to avoid making such type of assessments. You and 
your Inspecting Assistant Commissioners should periodically review the 
statistics regarding the number of ex-parte assessments made and demand 
raised therein as also statistics of application under seetion 146 lying 
undisposed of (CBDT F. No. 404/244/73-ITCC dated the 4th October, 
1974) 



INSTRUCTION NO. 973 CONFIDENT! A L 

MOST IMMEDIATE 

Frbm 

To 

Sir, 

F. No. 220;12/76-ITA. II 
Government of India 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the. 8th July, 76 

Director, Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

Subject: Avoidance of over-pitched assessments-Prior approval of 
I. A. C. for ex parte assessments where additions involved 
is Rs. one lakh or more-Para 77 of the Minutes of the 
Commissioners' Conference, 1976-lnstructions regarding-

One of the main reas0ns for accumulation of tax arrears has been 
completion of exparte assessments under section 144 of the Income-tax 
Act, 1961 which are normally over pitched and unreasonable. 

2. The provisions of section 1448 are applicable only where assessment 
is being made under section 143(3) of the Income-tax Act. To avoid 
framing of unreasonable assessments, it has been decided by the Board 
that where expa.rte assessments, under section 144B are proposed to be made 
and addition to the income involved is rupees one lakh or more, the case 
should be discussed with the Inspecting Assistant Commissioner by the 
Income-tax officer before finalising the assessment. 

3. Necessary instructions in this regard may please be issued to all the 
officers working in your charge on the above lines. 

Yours faithfully, 
sd/-

( K. R. RAGHAVAN) 
Director 

Central Board of Direct Taxes. 



INSTRUCTlON NO. 1416 

To 

Sir, 

F, No. 220/11/81-ITA. II 
Government of ~ndia 

CENTRAL.BOARD OF DIRECT TAXES . . .. 

New Delhi , the 28th Sep., 1981. 

All Commissioners of Income-tax, 

Subject: Avoidance of over-pitched assessments-Prior approval of 
I. A. C. for exparte assessments where addition involved is 
Rs, 1 lakh or more-Para 7.08 of the Minutes of the 
Commissioners' Conference, 1980- Instructions regarding-

Reference is invited to para 7.08 of the minutes of the Conference 
of Commissioners of Income-~ ·held in may, i980 at New Delb,i wherein, . 
while considqing the ways and means .for reduction of tax arrears, it was 
decided as under :-

.. As far as high pitched assessments are concerned instructions 
should iss\le that before making any assessment u/ s 144 dete,rmining 
the total imcome of Rs. 1 lakh or more, the I. T. 0. should consult 
his I. A. C. u/s 144". 

2. The matter has been reconsidered by the Board in the light of existing 
instnwtions No. 973 dated 8. 7. 1976 tn w.hich it had been desired that 
if the addition proposed to be made in ex parte assessment u/s 144 is Rs. 1 
lakh or more the l. T. 0. should discuss it with the I. A. C. before finalis-
ing the assessment. It has been decided that no further instruction need 
be issued in pursuance of the minutes of Commissioners's Conference 
referred to above -and only existing instructions should continue to be 
followed. 

Yours faithfully, 
SIJ/-

( M. K. PANDEY ) 
Secretary 

Central Board of Direct Taxes 

{Ministry of Finance (Department of Revenue) 
F. No.241/4/82/A & PAC II 
--F~-No. 228/4/82-JTA·Il) 



The Committee regret to point out that their earlier recommendations on 
this subject and the instructions issued by the Central Board of Direct Taxes 
in pursuance thereof do not seem to have had any effect and the chronic failure 
~ taking up surtax assessments still continues to occur. In all the cases point-
ed qut in ~he Audit Para the Income-tax Officers failed to take action on 
compl~tion/re,v~sion of the Income-tax assessments eith:er to call for the surtax 
returns Of to complete or revise surtax assessments as the case may be. 
Apparently in all these cases the Board's ins!ruction were not followed. 

[S.P. No. 18 (Para 3.7)) 

Action Taken 

Kind attention is invited to this Ministry's reply of even number dated 
the 24th December, 82. 

Reply for the recommendations at Sl. Nos. 19 & 21 (Paras 3.8 and 3.10) 
furnished vide above mentioned office memorandum may also be treated as 
reply for recommendation at Sl. No. 18 (Para 3.7) 

[Ministry of Finance (Department of Revenue) 
F. No. 241/4/82-A & PAC II 

F. No. 228/19/83-ITA II) 

Recommendation 

Since Audit carried out only a test check, the Committee have a 
reasonable apprehension that the Board's instructions are not bein! followed 
by the field formations at all. The Committee would like to know the number 
of surtax assessments pending on 31.3.1981 and the number of cases in which 
the corresponding income tax assessments stand completed. 

[S. No. 19 (Para 3.8)] 

Kind attention is invited to this Ministry's O.M. of even number dated 
the 14th Qcto}?er, 1982. The Hon'ble Committee was informed in respect of 
Sl. No. 19 (para 3.8) that the information was to be collected from all the 
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Commissioners of Income-tax anct would be furnished shortly. As regards the 
recommendation in respect of Sl. No. 21 (Para 3.10), the Hon'ble Committee 
was informed that need for issue of fresh instruction was under consideration 
of the Ministry. The requisite information has since been received and ex-
plained as under : 

Out of 4489 Sur-tax Assessments pending as on 31.3.1981, in 1541 cases 
corresponding Income-tax Assessments had been completed. The Commission-
ers of Income-tax have been requested to ensure that such assessments are 
disposed of expeditiously. 

A copy of the said letter F. No. 229/1/82-ITA.-II dlted 23rd November, 
1982 is enclosed. 

To 

Sir, 

F. No. 229/1/82-IIA-JI 

Government of India 
Ministry of Finance 

Department of Revenue 
Central Board of Direct Taxes 

New Delhi, the 23 November, 1982 

All the Commissioners of Income-tax, 
including Central/Survey /Investigation Charges. 

Subject : Delay in finalisation of surtax assessments particularly in those 
cases where corresponding income-tax assessments have been 
completed-Instructions regarding-

I am directed to say that despite Board's repeated instructions to complete 
the surtax assessments immediately after the completion of the corresp·onding 
income-tax assessments, the pendency of such assessments has not shown any 
appreciable reduction. This has been adversely commented upon by the P .A.C. 
The P.A.C. in para 3.7 of their 85th Report have observed as under : 

"The Committee regret to point out that their recommendations on this 
subject and the instruction issued by the C.B.D.T. in pursuance thereof 
do not seem to ha~e had any effect and the chronic failure to taking up 
surtax assessments still continue to occr. In all the causes pointed out in 
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the Audit Para, the I .T.Os. failed to take action on completion/revision 
of the income-tax assessments either to call for the surtax returns or to 
complete or revise surtax assessments, as the case may be. Apparently, 
in all these cases, Board's instructions were not followed. 

2. I am, therefore. directed to request you to kindly draw up a pro-
gramme in such a way that all such surtax assessments are disposed of by 
31.3.1983posjtively. If there may be some difficulty in the disposal of certain 
cases, a list)of these cases should be brought to the notice of the Board along-
with the re~sons for the pendency of each case. 

Copy forwarded to : 

Yours faithfully, 
Sd/-

(M.G .C. Goyal) 
Under Secretary Central Board 

of Direct Taxes 

l. All Officers/Sections of Central Board of Direct Taxes. 

2 The Comptroller and Auditor General of 1 ndia (25 copies) 

3. Director of Inspection (IT & Audit)/lnvestigation/Intelligencef 
Survey/Recovery/Research & Statistics/Publication and Public Rela-
tions/Special Investigation, New Delhi. 

4. Directorate of 0 & MS (IT) l st floor, Aiwan-e-Ghalib, Mata Sundri 
Lane, New Delhi (5 copies) 

5. Bulletin Section of Dl (RS & P) New Delhi (~ copies) 

6. Joint Secretary and Legal AdJiser, Ministry of Law, Justice and 
Company Affairs, New Delhi. 

7. Director, IRS (Staff College) P.B. No. 40 Nagpur. 

Sd/-
(M.G.C. Goyal) 

Under Secretary Central Board 
of Direct Taxes 

New Delhi 
[Ministry of Finance (Department of Revenue) 

F. No. 241/4/82-A & PAC-II 
f. No. 229/1/82-ITA-11] 
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Recommenaatfon 

The Committee are particularly pained to know that in their written replies 
the Ministry of Finance have themselves tended' to belittle· the importance of 
the Board's instructions by saying that these are ''merely administrative,. instruc-
tions. Even while accepting the audit objection the Ministry of Finance seem 
to find solace in the argument that there is no loss of revenue as "there is no 
time-barring provision in the Surtax Act.'' In fact there is no indication in 
any of the written replies of the Ministry of Finance as to whether the precise 
_reasons for this persistent in action on the part of the Income-tax officers have 
been ascertained or whether any positive steps have been thought of to improve 
matters. 

[Sl. No. 20 (Para 3.9)] 

Action Taken 

Reasons for non-completion of Surtax assessments have been ascertained 
from the Commissioners of Income-tax. It has been observed that the Surtax 
assessments were delay-ed. for reasons like the Jncome~tax Officer not being 
aware of the Board's instructions, oversight, change in the jurisdiction of the 
case, the assessing officer being busy in the time barring assessments, pendency 
of Income-tax appeals, coJlection of relevant information, etc. In one case, no 
Sur-tax was leviable. • 

[Ministry of Finance (Department of Revenue) 
F. No. 241/4/82-A &i PAC-II 

F. No. 228/19/83-ITA~II] 

Recommendation 

The Committee would also emphasize that in view of the limitations of 
time laid down in the fiscal laws for remedial action, it is essential that audit 
objections, those raised by Internal Audit as well as those raised by Revenue 
Audit, should be given prompt attention at various levels from the Income-tax 
Officer right upto the Commissioners of Income-tax so as to make sure that the 
points involved are properly examined and the most appropriate remedial 
action is taken well in time. 

The Committee are distressed to note that despite their earlier recommen-
dations and the action taken in pursuance thereof the s:tuation bas not improv-
ed. It is clear from the cases pointed,. out in the Audit Para that the prescribed 
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registers are not properly maintained, the cases are not noted therein and the 
time limits prescribed by the Board are not at all observed. 

In. their written replies to the Committee, the Ministry of Finance have 
not indicated whether they have made any attempt to find out the reasons for 
this state of affairs. The Committee would suggest that the Boarll should make 
a thorough study of some of these cases to understand the basic reasons for 
this continuing default and the devise effective remedial measures. 

[Sl. Nos. 24, 25 & 26 (Paras) 4.6, 5.7 & 5.8)] 

Action Taken 

lhe Hon'ble Committee's observations and recommendations are noted. 

(Ministry of Finance (Department of Revenue) 
F. No. 241/4/82-A & PAC-II] 

Recommendation 

In their written replies to the Committee, the Ministry of Finance have 
not indicated whether they have made any attempt to find out the reasons for 
this state of affairs. The Committee would suggest that the Board should 
make a thorough study of some of these cases to understand the basic reasom 
for this continuing default and the devise effect remedial measures. 

[Sl. No. 26 (Para) 5.8)] 

Action Taken 

Kind attention is invited to this Ministry's Office Memorandum of even 
number dated the 14th October, 1982. 

2. The Inspection Division of the Board has been asked to ma.ke a tho-
rough study of some of the Charges and to suggest effective measures to avoid 
such types of mistakes. 

[Ministry of Finance (Department of Revenue) 
F. No. 241/4/82-A & PAC-II 

F. No. 228/14/83-ITA-11] 
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Accorcing to the departmental ins,tn.:ctions bo~l\ the m~~ntenance of the 
prescribed registers as well as the com:pljance wHh the administrative time 
limits were to be checked uv by the Range Inspecting Assistant Commissioners 
and the Internal Audit. It is amazing that the Ministry of Finance have not 
indicated in their written r~plies the extent of f~ilure of these two organs. The 
Committee would recommend that the role of these two organs, should be 
particularly examined in relation to some of these cases so as to tone up their 
efficiency. 

[SI. No. 27 (Para 5.9)} 

Action Takea 

Kind attention is invited to this Ministrfs O.M. of even number, dated 
the 14the October, 1982. 

2. Under the Instructions (No. RA-3/73/DIT, dated 28.3.73) issued by 
the D. I. (Audit) the role of the Range lACs and Internal Audit in monitoring 
the procedure has clearly been specified. Internal Audit parties are required 
to check whether the el\try in the provisional register has been made and 
whether administrative time limits have been adhered to. For audit purposes, 
the check-sheets, issued by D.I. (Audit) a~ d currently in use, also prescribe 
various checks. Besides tltis, fresh instructions F.No.Audit-28/81-82/DIT 
dated the 7th April, 1983 (copy enclosed) have also been issued by the 
Directorate of Inspection (Income-tax & Audit) emphasising the need for 
careful che-;king of the provisional share income registers. 

(Ministry of Finance (Department of Revenue) 
F. No. 241/4/82-A&PAC-II, 

-- Audit-28/81-82/DIT] 
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F .No.Audit-28/81-82/DIT 
Directorate of Inspection (Income Tax & Audit) 

4th Floor, Mayur Bhavan, 
New Delhi-110001 

7th ApriL 83 
Ali Commissioners of Income-tax 

Sir, 

SUB : Measures to ensure assessment of correct share of Partners of 
Firms. 

It has been observed tha.t ill a la.rga B'J,nb~r of c Lses, thJ Receipt Audit 
had been raising objection'i pointing out lo3s of r~v.!nue on account of the 
Department's failure to include the correct shue from a pJ.r.tnership in the 
hands of partners of firms. 

The mistakes noticed by the Receipt Audit have arisen on account of 
improper maintenance of the provision'll shar0 income registers. This register 
was prescribed by the Board vide their circular Nos. F.53/(6)/1T/58 dated 
3.2.1959 and No.36/31 :63-IT-Al dated 3.7.1964. 

The Directorate in its Circular No.RA/3/73/DIT dated 28th March, 
1973, had emphasized the need for proper maintenance of such registers. It 
was also pointed out that administratively the Board had fixed up the time 
limit for rectification of the putners' cases at three months from the date of 
receipt of the intimation of th>! share in>J:nJ. While the r~sp .>nsi bility to 
ensure that the registers w~r~ m 1.intain~d prop~rly ani the prescribed time 
limit was adhered to, was fixed on the R~t1ge f ACs, the Internal Audit Parties 
were directed to check up the registers -end point out cases where the adminis-
trative time 1illiit was not followed. 

The check-sheets prepared by tho Directorate for use by the Internal 
Audit Parties, also include directions to the Audit Parties to check up whether 
necessary entries were being made in the registers of provisional shares (See 
Clauses 14, 15 & 16) of Check Sheets for non-company cases. 

The fact that a large number of mistakes have been noticed by the 
Receipt Audit Parties, indicates that the instructions issued by the Board and 
the Directorate are not being followed by the field officers. No watch is being 
kept by the Range r ACs and the Audit Parties do not check scrupulously and 
carefully this aspect during Audit. 



The PAC has been commenting upon the failure of the Deptt. to assess 
the partners' shares correctly. To avoid recurrence of such mistakes, the 
Commissioners are requested to impress upon the Range lACs to keep a. 
regular watch keeping in view the above instructions issued by the Directorate 
so that the partners' asstts. wherever required are revised within the time limit 
fixed by the Board. lACs (Audit) should also ensure that the Audit Parties 
the course of audit fill up the columns 14, 15 & 16 of the check sheet 
prescribed for the purpose. This can be done without much effort i.e. when 
inspecting the work of audit parties, the lAC (Audit) checks if the columns 
14, 15 & 16 of this check sheet have been carefulJy filled in & takes necessary 
steps against any negligence of this work. 

It is hoped that these in.~tructions will be followed strictly and the 
mistakes are avoided. 

Copy to: 

Yours faithfully, 
sd/-

(Mrs. P. Mahajan) 
Director of Inspection (Audit) 

New Delhi 

All lACs (Audit) for information & necessary action. 

sd/-

For Director of Inspection (Audit) 
[Ministry of Finance (Department of Revenue) 

F. No. 241/4/82-P&PAC. II 
--Audit-28/8}:82/DIT] 

Recommendation 

According to the departmental instructions both the maintenance of the 
prescribed registers as well as the compliance with the administrative time 
limits were to be checked up by the Range Inspecting Assistant Commissioners 
and the Internal Audit. It is amazing that the Ministry of Finance have not 
indicated in their written replies the extent of failure of these two organs. 
The Committee would recommend that the role of these two orgons. should 
be particularly examined in relation to some of these cases so as to tone up 
their efficiency. 
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The Committee arJ p1in~d to note the sense of complacency shown by 
the Ministry of Finance in their written replies in taking shelter under the 
plea that ''the period of limitation for completion of assessments under section 
154 had not expired at the time of audit. As such the objection was substain-
able only from the point of view of delay involved". The Committee trust 
that the Ministry of Finance do not mean seriously to sug~est that remedial 
action need be taken only when the statutory limitation period is about to 
lapse. Moreover, thl" fallacy in this argument is apparent from the fact lhat if 
audit had not pointed out these cases before the expiry of the statutory period 
of limita~on the department would not have acted in the absence of any notes 
to that effect in their prescribed registers and revenue would surely have been 
lost. The Committee · would, therefore, suggest that the administrative 
instructions and the time limits laid down by the Board in 1977 are salutancy 
and their observance sh·Juld be in<>isted upon and suitable action taken against 
the recalcitrant officers. 

[Sl. Nos. 27 & 28 (Paras 5.9 & 5.10)] 

Action Taken 

The recommendations of the Hon'ble Committee arc noted. 

[Ministry of Finance (Department of Revenue) 
F. No. 241/4/82. A&PAC-II] 

Recommendation 

The Committee note that the point whether the clubbing provtsions 
of section 64(l)(iii) are or are not attracted in a case where the father is 
a partner in a representative capacity as the Karta of a Hindu undivided 
family is controversial as different High Court have taken different views. 
The Ministry of Fiaance have not accepted the view that the clubbing pro-
visions are not attracted in such a case and the decisions to that effect are 
being contested in appeal. The Central Board of Direct Taxes have, also 
issued a public circular as well as instructions to all the Commissioners 
of Income-tax to the effect that the clubbing ptovisions are attracted in 
such cases. In view of the stand taken by the Ministry and the instructions 
issued by the Board, the Committee fail to understand how the Board 
resisted the audit objection on the ground that there was no mistake or 
inegularity. Surely, the Ministry of Finance does not mean to say that th¥ 
instructions of the Board expressing a view that is being pleaded by the 



Ministry before the Supreme Court of India. need not, necessarily, b1 
oomplied with by the field formations and failures in that regard should 
not be pointed out by Audit as mistakes or irregularities. The stand taken 
by the Board in this case appears to the Committee to be highly inconsis-
tant. 

The Committee are also not happy with the Ministry's reply to the. 
effeet that some of the lli~h Court decisions have disagreed ''with the view 
taken by Audit". The view taken by Audit is the view taken by the 
Central Board of Direct Taxes itself in their public circular, as well as their 
iftsttuctions to their field formatiorts. That is also the view which is being 
pleaded by Government before the Su-preme Court. For the Ministry, 
therefore, to say that ''the view taken by Audit" has not been accepted by· 
some of the High Courts is wholly misleading. The Committee would 
suggest that where an audit objection is based on the Board's own view 
or even where the view taken in an audit objection is accepted by the Board 
it would be more appropriate for the Board to urge and canvass it as their 
own view so as to give effective guidance to the field formations. 

It is apparent that litigation on this point has been going on for 
quite some time in different Hight Courts. The Committee would like to 
reiterate their recomendation contained in para 1.37 of their 28th Report 
(7th Lok Sabha) to the effect that in such cases involving divergence of 
opinion among different High Court the matter should be taken directly 
to the Supreme Court for an expeditious settlement of the point of law 
in'Volved to avoid harassment both to the department and the taxpayers. 

[SJ. Nos, 2 9, 30 & 31 (Paras 6· 5, 6.6 & 6. 7)1 

Action Taken 

The suggestions of the Hon'ble Committee in Paras 6.5, 6.6 and 6· 7 
are noted. 

[Ministry of Finance (Department of RtWenUe) 
F. No. 241/4/82-A & PAC-II] 

Reeommeniation 

g. 6. It is regrettable that omissions to issue demand notices continue 
to be noticed despite the earlier recommendatiolis of the Committee on 
this subject and the action taken thereon by the Ministry of Finance. Such 

"' 
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omissions not only postpone or delay collection of taxes but may also 
have the unhealthy possibilities of notices not being issued for malafidc 
considerations. 

[S. No. 38 (Para 9.6)] 

Action Taken 

The Wealth-tax Officer is required to inspect the Demand and 
Co11ectiqn Register by the 4th of succeeding month with a view to ensure 
that the/ date of service of the demand notices have been noted in the 
Demand and Collection Register and find out the reasons why demand 
Qotices could not be served iD other cases. 

[Ministry of Finance {Departmenc of Revenue) 
f. No. 241/2/82-A & PAC-I 

Dated 4th October, 1982] 

Recommendation 

9· 7· The Demand and Collection Register is required to be filled up 
by the Wealth-tax Officer as soon as any assemeot is completed and the 
assessment order is passed. It should be possible for the Wealth-tax 
Officer to ensure while making these entries that the notice of demand has 
also been simultaneously prepared and despatched to the assessee. A 
periodical review of the Demand and Collection register should also be 
insisted upon so that cases where notices of demand have not been issued 
can be promptly located a,nd action taken at the earliest possible time. 
The Ministty of Finance should ensure that the assissing officers issue 
demand notices almost simultaneously with the passing of assessment orders 
in all cases and Jet the Committee know what system of review exists by 
which omissions of this type do not go unnoticed over a period of years 
and fatlures are taken serious note of. 

[S. No. 39 (Para 9-7)] 

Action Taken 

The instructions issued by the Directorate of Organisation & Manage-
ment Scrviees also prescribe that the Inspecting Assistant Commissioner 
shall inspect the Demand and Collection Register on the 7th of the follow-
ins month and test check that aU the relevant entries have been made in 
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the register. In token of having made this inspection, the lAC is required. 
t~ sign the Demand and Coll~ction Register, 

[Ministry of Finance (Department of Revenue) 
F. No. 241/2/82-A & P AC-1 

Dated 4th October, 1982] 

Recommendation 

9-8. The Committee would also recommend that instead of the· 
Board resting content with the issue of instructions it should take serious 
notice of failures coming to notice to ensure compliance with the instruc-
tions. 

[S. No. 40{Para g. 8] 

Action Taken 

The existing instructions are clear and comprehensive and prescribe 
a clear system of review to ensure that the omissions of the type noticed 
by the Hon'ble Committee do not recur. 

[Ministry of Finance. (Department of Revenue J 
F. No 24112/82-A & P AC-1 

Dated 4th October, 1.98 2] 



CHAPTER III 

CONCLUSIONS OR RECOMMENDATIONS WHICH THE 
COMMITTEE DO NOT DESIRE TO PURSUE IN VIEW 
OF THE REPLIES RECEIVED FROM GOVERNMENT 

' 

/ Recommendation 

As for the harassment of the tax payers involved in such cases the 
Committee would like to recall the observations of the Supreme Court of 
India in I.T.O., 'A' Ward, Calcatta, vs. Ramnarayan Bhojnagarwala (103 
ITR 797), wherein commenting on a case where the Income-tax officer had 
failed to take action on a set-aside order for a period of over 5 years, the 
Supreme Court pointed out, ' 1There is no valid reason why the Income-tax 
officers should have delayed so long and indeed administrative officers and 
tribunals are taking much longer time than is necessary, thereby defeating 
the whole purpose of creating quasi-judicial tribunals calculated to produce 
quick decisions especially in fiscal matters. Five years to dawdle over a 
decision on a small matter directed by an appellate authority amounts to 
indiscipline subversive of the rule of law. We hope that the Administration 
takes serious notice of delays caused by tax officers' lethargy, under some 
pretext or the other, in speeding up inquiries into incomes and finalizing 
assessments. The Law must move quickly not merely in the courts but 
also before tribunals and officers charged with the duty of expeditious 
administration of justice" The Committee are pained to note that even 
thef observations of the Supreme Court have not woken up the Ministry 
of Finance or the Central Board of Direct Taxes. · 

During evidence before the Committee last year the Board had given 
an assurance that most of the pending cases upto the assessment years 
1970-71 would be comp''!ted by 1981-82. The Committee do hope that 
this assurance would be kept up. They would like to be informed of the 
actual progress as on 31-3-1982, together with detailed reasons for cases 
still pending as on that date. 

[St. Nos. 9 & 10 (Paras 2·9 and 2·10)1 

Action Taken 

The Board are alive to the problem of the disposal of set-aside 
assessments relating to the assessments year l9 70-71 and earlier years. , The 
pendency of these assessements as on 31-3-79 was 6106. Before the Board 
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began monitoring the disposal of these assessments, the pendency reported 
as on 31-3-81 was 7888 assessments. But as a result of the watch exer-
cised by the Board, the pendency of such assessments was reduced to 2321 
as on 31-3-82. 

2· The pendency of such assessments continuously varies because 
assessments pertaining to assessment year 1970-71 and earlier years, if set 
aside even today by the concerned authorities, would add to the number 
and consequently, inspite of disposals, the number may not be reduced to 
nil. Although 1040 such set-aside assessments were disp0sed of during the 
period 1-4-8 2 to 2 8-2-8 3, the figure of pendency as on 1- 3-8 3 stood at 
1954· 

J. Through a demi official letter issued by the Chairman, it was 
made clear to all the Commissioners of Income-tax that action would be 
taken against those officers who failed to complete all such pending assess-
ments by 31st March, 1982. Vide Board's letter No. 201/70/82-ITA. II 
dated 18th November, 1982 {copy enclosed), the Commissioners we're 
requested to keep a special watch over the progress made and review the 
progress on the weekly basis so that the bottlenecks in the completion of 
these assessments are cleared. 

4· Member (Income-tax) also apprised the Zonal Members of his 
concern regarding the pendency of such set-aside assessments and requested 
them to take up the matter with the concerned Commissioners for their 
respective zones and to see that the disposal of such assessments is expedi-
ted (copy enclosed for ready reference)· 

5. On the basis of the reports received from the Commissiners of 
Income-tax, it is noticed that the pendency is on account of the following 
reasons:-

(i) Cases stayed by Courts on assessee's writ petitions. 

(ii) Assessee's applications are pending before the Settlement 
Commission. 

{iii) Certain points are involved in the assessments in which for earlier 
years, the Department had preferred reference applications. 

(iv) Non co-operation on the part of the assessees. 

(v) The cases required deeper scrutiny and verification of certain 
eviden~s furnished by the assessees. 
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{vi) Books of accounts seized by other department e.g. Sales-tax 
Department, S.P.E., C.B.I. etc. have to be scrutinised. 

~.G. Nair 
Member (IT) 

My dear 1 

I 

D.Q.F. No. 201/70/82-ITA. II 
Government of India 

Central Board of Direct Taxes. 
New Delhi, the 18th November, 1982. 

SUB : Progress of set-aside assessments-
Review of-

Please refer to Chairman's D.O. letter F. No. 201/ 151/80-ITA. II 
dated the 3rd March, 1982 wherein it was clearly mentioned that since 
the Board stands committed to the P.A.C. to ensure that all set-aside and 
re-opened assessments relating to assessment year 1970-71 and earlier years 
are disposed of by 31st March, 1982, the Cs.I.T. should so plan their work 
that the pendency of such assessments is not allowed to be carried forward 
beyond the assured date· The Chairman had also indicated that the 
indifference shown to the instructions and the follow-up action to be taken 
in this committed area can be secured through appropriate resort to the 
Central •Services' Conduct Rules. 

2· Despite this, I find that---such assessments are still pending 
to be disposed of as on 31-8-1982. The P.A C. have desired that they 
should be informed of the detailed reasons if any case is carried beyond 
the assured date, i.e. 31-3-1982. 

3. The pendency and task of follow-up shows that no worthwhile 
supervision or control has been exercised by you. Please look into the 
matter persomt11y and see that the pendency is now wiped of expeditiously. 
In this connection, you are also advised to keep a special watch over the 
progress made and review the progress on a weekly basis so that the bottle-
necks are cleared. 

Shri 
Commissioner of Income-tax, _____ ,_,_ ___ _ 

Yours sincerely, 
sd/~ 

(K.Q. NAIR) 
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F. No. 201/70/82-ITA· II 

Government of India 
Department of Revenne 

Central Board of Direct Taxes. 

SUB Set-aside and re-opened assessment relating to assessment 
year 1970-71 and earlier years-Pendency of-

You are aware that the Public Accounts Committee in one of its 
earlier reports have adversely commented upon the large pendency set-aside 
and re-opened assessments relating to assessment year 1970-71 and earlier 
years. An assurance was given to the Public Accounts Committee that 
most of such pendang cases would be completed by 31-3-1982· The Public 
Accounts Committee has later on suggested that they be informed of the 
actual progress made in this respect upto 31·3 ·198 2 as also the detailed 
reasons for cases stili pending as on that date. 

2. Enclosed is the CIT-Charge-Wise list of your Zone showing the 
pendency of such assessments as on 31-8-198 2. It has been desired by 
the Chairman that the Zonal Members may see that the disposal in this res-
pect is expedited and the pendency is liquidated very early. 

3. I would be grateful if the matter is taken up with the concerned 
Commissioners in your Zone and the disposal of such assessments expedited. 

sd/-
(K.G. Nair) 

Member (Income-tax) 
12-11·1982 

Ministry of Finance (Departm.ent of Revenue) 
f. No. 241/4/82-A & PAC-II 

f. No. ~28/ 6/82-ITA-II 

RecommeDdatioD 

9.S. The Committee regret to note that the Ministry of Finance have 
found solace in the fact that the collection postponed in this case was only 
Rs. 38,087. They have not bothered to find out the defect in the system 
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which allows such omission to take place and go unnoticed for such long 
periods. 

[S. No. 37 (Para 9.5)] 

Action Taken 

Directorate of Organisation and Management Services' Circular No. 
29 (F. No. 22/16/77-0D-DOMS/dated 8-8-1978) copy of which is enclosed 
as Annexure-' A', contains comprehensive instructions for ensuring timely 
issue pf demand notices and challans by the Wealth-tax Officers. These 
instrqbtions eQ.ioin that tlle assessing officer shall date the assessment orders 
only at the time of making entries in the Demand and Collection Register 
and shall sign the demand notices and challans simultaneously .with the 
signing of the assessment order and making entries in the .Demand and 
Collection Register. These instructions require that th ~ Wealth-tax Officer 
should ensure that the demand notices are served as expeditiously as 
possible and in any case within a fortnight of the date of assessment. 

[Ministry of Finance (Department of Revenue) F. No. 241/2 82-A & 
PACwl Dated 4th October, 1982.[ 



ANNEXURE 

DOMS CIRCULAR NO.Z9 

Directorate of Organisation & 
Management Services (Income 
Tax) Aiwan-E-Ghalib, Mata 
Sundri Lane New Delhi-110002. 

F. No. 22/16/77-0D-DOMS/ dated 8th Aug., 1978· 

To 

Sir, 

All Commissioners of Income-tax 

SUB : Entries relating to Assessment in Demand & Collection Register-
Measures to check delay in service of Demand Notices. 

The delay in service of demand notices has been a subject of repeated 
criticism by the C & AG and the PAC. With a view to avoiding such 
lapses in future, the Board have decided that the following procedure 
should be strictly followed :-

1· The ITO shall do the following jobs simultaneously : 

(a) Sign the assessment order, the assessment form, the demand 
notice and challanjrefund voucher ; and 

(b) make necessary entries in the Demand & Collection R..egister. 

2. The assessment order shall be dated only at the time of making 
entries in the D & CR and not on the date when the order is dictated or 
typed out. 

3· The demand notice shall be served as expeditiously as possible 
and in any case within a fortnight of the date of assessment. 

4. The date of service of demand notice should inveriably be noted 
in the relevant column of the D~mand & Collection Register. 



S. The Income-tax Officer shall iuspect the Demand and CoJJection 
Register by the 4th of the succeeding month with a view to : 

(a) ensuring that the date of service of demand notice has been 
noted against the relevant entry in the demand & Collection 
Register in each case in which the notice has been served ; 

(r) finding reasons why demand notices could not be served in 
other cases ; and 

I 

ic) taking suitable steps to serve the remaining demand notices 
without any further delay. 

6. The lAC shall inspect the Demand and Collection Register on 
the 7th of the following month and test check that statistics furnished in 
the MPR tally with the entries made in the Register. He will also ensure 
that ; 

(a) all the relevant entries have been made in the Register ; and 

(b) the totals of tlle various columns have been struck. 

The lAC will sign the Register in token of having made the inspec-
tion. 

7. The above instructions regarding s1gmng of orders~ assessment 
forms etc., making of entries in D & CR and service of Demand Notices 
shall also apply multatis-mutandis to all other statutory orders. 

The receipt of these instructions may please be acknowledged. 

Hindi version of the Circular will follow. 

Copy for information :--

1· DS(B), C.B.C.T., New Delhi. 
2· All Directors of Inspection ; 

Yours faithfully, 

Sd/· 
(Jagdish Chand) 

Director. 

]Ministry of Finance (Department of Revenue) 241/2/82-A & APC·I 
Dated 4th October, 1 982·] 



CHAPTER IV 

·coNCLUSIONS OR RECOMMENDATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE 

AND WHICH REQUIRE REITERATION 

Recommendation 

On the question of allowance of depreciation on assets acquired on 
hire-purchase basis the decision of the Supreme Court in K.L. Johar's case 
(S'IC Vol. XVI( 1965 (2 I 3) was given in 1965. The Ministry of Finance 
had also informed the Committee in December, 1968, after consulting the 
Ministry of Law, that the ratio of this decision of the Supreme Court was 
equally applicable to Income-tax. It would following that the Ministries of 
Finance and Law accepted the position that in accordance with the Law, 
as it stood, no depreciation allowance could be given to the Jessee in respect 
of assets acquired on hire-purchase basis. The Committee are unhapply to 
more than even after 14 years the concession continues to be given under 
executive instructions and the law on the point has been suitably amended. 
The Committee would strongly recommend that necessary amendment 
should be suggested without any further delay. 

[Sl. No. 2(Para f. 7)] 

Action Taken 

For granting depreciation and development rebate on assets acquired 
on hire-purchase agreement amending the provisions of Section 32 & 33 of 
Income-tax Act has been recommended b:~ the Hon'ble Committee. How-
ever. such an amendm~nt would depend upon the prior amendment being 
contemplated by the Ministry of Law to the provisions of Hire-Purchase Act, 
1972· The Ministry of Law has confirmed that Hire-Purchase Act, 1 972 
(26 of 1977) has not yet come into force. Till such time Instruction 
No. 1097 dated 19th September, 1977 (copy enclosed) would continue to 
operate. 

[Ministry of Finance (Department of Revenue) F. No. 241/4/8 2-A & 
PAC-II f. No. 202/9/79-ITA-II] 
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F. No, 202/6/77-IT~. II 
Government of India 

Instruction No. 1097 ., ' . . ' 

·Central Board of Direct Taxes 
New Delhi, the 19th September, 1977. 

From: 

/ The Secretary, Central Board of Direct Tues. 
To: 

Sir, 

All Commissioners of Income-tax. 

SUB : Depreciation and Development rebate on plant and machinery 
purchased on hire-purchase system-allowability of-

Attention is drawn to the Board's Circular No. 9 of 1943 {P/DI F. 
No. 27(4)/II/43) dated 23 March. 1943. (copy enclosed) clarifying that 
depreciation on plant and machinery purchased ori hire purchase system would 
be admissible at the usual rates if the conditions stated therein were ful-
filled. The Board, vide its letter F. No. 2 7(20}-IT/59 dated 26 June, 1959 
(copy enclosed) further clarified that the same basis should be followed for 
development rebate also. 

2. It has now been brought to the notice of the Board that in view 
of objections raised by Revenue Audit in certain cases some Income-tax 
Officers are .not allowing depreciation and development rebate on machinery 
purchased on hire purchase system even through the conditions laid down 
in the aforesaid circular and letter are fulfilled. 

3· I am directed to say that the lnstr'Qctions contained in the 
circular and letter referred to above have not been withdJ¥Lwn by the Board 
and are still in force and as such, should continue to be followed. This 
m~y please be brought tQ the notice of the officers working in your charge . . 

Yours faithfuly, 
Sdf· 

(J.p. Sharma) 
Secretary, Centr~l Bo~d of Direct Tu~. 
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Copy forwarded to :-

1· The C & A.G. of India. 

2. ·DI(IT & A)/ ( Inv.) /R & S/Publication and Public Relations, 
New Delhi. 

3· D & 0 & M Services (IT), tst Floor, Aiwan-e-Ghalib, Mata 
Sundri Lane, New Delhi. 

4. All officers/Sections of CBDT. 

5· Bulletirl Section of DI (R.S & P), New Delhi. 

6· Joint Secretary & Legal Adviser, Ministry of Law & Justice, New 
Delhi. 

Sdf· 
(J.p. Sharma) 

Secretary, Central Board of Direct Taxes. 

C.B.R. Cir. No. 9 of 1943, R. Dis. No. 27 ( 4) ·IT/43 dated the 23rd 
March 19:48. 

SUB : Allowances in assessing business income-Depreciation allowance-
Plant and machinery acpuired in Hire-Purchhse agreement. 

The fo1Jowing instructions are issued for doaling with cases in which 
an. asset is being acquired under, what is known as, a hire-purchase agree-
ments-~ 

(i) In every case of payment purporting to be for hire-purchase, produc-
tion of the agreement under which the payment is made should be insisted • on. 

(ii) Where the effect of an agreement is that the ownership of the subject 
is at once transferred to the lesset (e.g., where the lessor obtains a right to sue 
for arrear instalments but no right to recovery of the assot), the transaction 
should be regarded as one of purchase by instalments and no dc;duction in 
respect of 'Hire' should be made. Depreciation should be allowed to the 
.essee on the entire purchase price as per the agree~ent. 
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(iii) Where the terms of the agreement provide that .the equipment shall 
eventually become the property of the h.irer or confer on the hirer an 
option to purchase the equipment, the transactfon should be regarded as 
one of hire-purchase. In such cases the periodical payments made by 
the hirer should for tax purposes be regarded as made up of:-

(i) consideration for hire, to be allowed as a deduction in the assess· 
ment, and 

iii) payment on account of purchase, to be treated as capital outlay, 
I depreciation being allowed to the lessee on the initial value (i.e. the 

amount for which the hired subject would hwe been sold for cash at 
the ~te of the agreement). 

The allowance to be made in respect of hire should be the difference 
between the aggregate amount of the periodical payments under the agreement 
3.nd the initial value (as described above), the amount of this allowance being 
spread evenly over the term of the agreement. If, however, the agreement 
were terminated either by the out right purchase of the equipment or its return 
to the owner the deduction should cease as from the date of the termination. 

The assessee claiming this deduction should be asked to flll'llish a certi-
ficate from the vendor or other satisfactory evidence, .of the initial value (as 
described value). Where, no certificate or satisfactory evidence is forthcoming 
the initial value should be arrived at by computing the present value of the 
amount payable under the agreement at an appropriate rate per annum. In 
doubtful the facts should be reported to the Board. 

Cepy of letter F. No. 27(20)-IT/59 elated 26-6-59 of the C.B.R. 

SUB : Allowances in assessing income-Development rebate on the instal-
lation of machinery acquired 10n hire-purchase basis-whether the 
assessee is entitled to. 

In Circular No. 9 of 1943 the Board issued instructions regarding the 
grant of depreciation allowance for machinery acquired under hire-purchase 
agreement to the effect that depreciation should be allowed in the first 
year itself on the estimated full initial value of the asset (the balanced 
being takes as hire charges). The same basis m~y be followed for development 
rebate also, i.e., development rebate may be granted in the first year itself on, 
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the full-Initial value. No difficulty is likely to arise as a resuit of forfeiture ot 1 

tho asset to the ''hirer'' because the existing provisions enable Government 
to recover development rebate where the machinery is sold or otherwise trans-
ferrod by the assessee. 

[Ministry of Finance (Department of Revenue) F. No. 241/4/82-A & 
PAC-II F. No. 202/9/79-ITA-IIJ 

Rec:ommeadatieu 

Surtax is levied under the Companies (Profits) Surtax Act. 1964 on the 
chargeable profits of a company in ~o far so these profits exceed the statutory 
deduction. Chargeable profits are computed iii the manner laid down in the 
First Schedule to the Act by making certain adjilstments on the income com-
puted for purpo.ses of income tax~ The Surtax Act provides for the com-
panies voluntarily filing returns of chargeable profits as well as for the 
Income-tax Officers calling for such returns by notice. The Act does not 
provide for any time limit for the completion of surtax assessments. 

The Public Accounts Committee have, in the past, taken adverse note 
of cases where the assessees failed to file surtax returns voluntarily and the 
Income-tax Officers did not also call for such returns with the result that surtax 
assessments remained to be completed long after the correspondihg income-tax 
assessments had been made. In para 6.7 of .their Eighty Eighth R~port (Fifth 
Lok Sabha) and again in a par 6.7 of their One Hundred Twenty Eighth 
Report(Fifth Lok Sabha) the Committee emphasized that surtax assessments 
should be taken up along with the connected income-tax assessment of the 
companies. 

In pursuance of the aforesaid recommendations of the Committee, the 
Central Board of Direct Taxes issued instructions on.22 October, 1974. These 
instructions laid. down that proceedings for completion of regular surtax 
assessments should be taken up along with income-tax proceedings so that the 
surtax assessments are also finalised immediately after the income-tax assess-
ments are completed. The instructions also pointed out that the fact that 
additions made in the income-t.a.X assessments were being disputed· in 
appeal should not be a ground for not fmalising the surtax assessments. 
It wa.s further laid down that the time lag between the date of completion . 



of lncom_e-t:ax assessments and surtax assessments 'Should ordinarily not excc~d 
a month unless there are special reasons justifying the delay. 

The present Audit para again points out a large number of cases where 
income-tax assessments were completed/revised during the year 1976, 1977 or 
1978 but no action had been taken to complete the corresponding surtax 
assessments with the result that considerable amounts of surtax remained to 
be assessed and collected. 

/ [SJ. Nos. 14 to I7 (Paras 3.3 to 3.6 and 3.9) 

Actiop Taken 

Reasons for non-completion of Surtax assessments have been ascertained 
from the Commissioners of Income-tax. It has been observed that the Surtax 
assessments were delayed for reasons like the lncome-tax Officer not being 
aware of the Board's instructions, oversight, change in the jurisdiction of the 
case, the assessing ofliccr being busy in the time barring assessments, pendency 
of Income-tax appeals, collection of relevant information, etc. ln one. c~se, 
no Sur-tax was leviable. 

[Ministry of Finance (Department of Revenue) F. No. 241/4/82-A & 
PAC-II F. No. 228/19;83-ITA-11] 

Recommendation 

The Committee would strongly recommend that the suggestion about the 
inclusion of a time limit for completion of assessment~ under the Surtax Act 
should be seriously considered and given effect to. In the meanwhile the 
Board's instruction of 1974 should be given its due importance and its obsqr-
vance should be insisted upon. 

[Sl. No. 21 (Para 3.10)] 

Action Taken 

The recommendation for inclusion of a time limit for completion of 
assessments under the Sur-tax Act will be examined in the light of, inter alia, 
the observations/recommendations, if any, on the subject by the Economic 
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. Administration Reforms Commission who are at present consid,~ring the· ,. 
retionalisation and simplification of direct t:J.x.laws. 

As regards the recommendation regarding observance and insistence of 
the importance of Instruction No. 773 dated the 22nd October, 1974, need for 
issue of fresh instruction is under· consideration of the Ministry. · 

[Ministry of Finance (Department of Revenue) F. No. 241/4/82-A &.. 
PAC-II F. No. 143/2/82-TPL F. No. 229/1182-ITA-II] 

.. 
Recommendation 

The assessments for the years 1971-72 and 1972-73 were completed in 
January, 1974. The audit objection was r.tiscd in May/June, 1975. Notices 
under Section 148 were issued in March, 1977. If, as stated by the Ministry 
of Finance remedial action for these two assessments years got barred 
by limitation, it would only mean that after the issue of r~otices in March, 
1977, no action was taken for one whole year [Section 153(2) (b)]. Apparen-
tly, there was delay both in initiating remedial action after the receipt of the 
audit objection, as well as in completing such action after issue of notices. 
As a result, revenue of Rs. 4,57,357 was lost. The Committee would like the 
Ministry of Finance to give the reasons for these inexcusable dela)'s, surpri-
singly not indicated in the written reply furnished to the Committee. The 
Committee would also like the Ministry of Finance to take appropriate action 
to fix responsibility in the matter and inform the Committee accordingly. 

When t)le audit objection was raised in May/June 1975, there was ample 
time to take remedical action in respect of all the assessment years. The 
inaction on the part of the departmental officers continued till I 978, when the 
remediaJ action for two assessment ye1rs got time-barred. The Minisiry of 
Finance had stated before the Committee last year that the Central Board of 
Direct Taxes ltad, in March 1977, reiterated their earlier instruetions to the 
effect that the Commissioners of Income-tax are personally responsible for 
careful examination and issue of instructions to the Income .. tax Officers on 
the most appropriate remedial action to be taken within a month of the local 
audit report in regard to audit objections, involving revenue of over 
Rs. 25,000 or more in incorn H.Hf-;.Jrpo;a.tioil t u c LS;!.i a11J R-; 5.0J) or more 
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in otbt;r direct taxes cases. Apparently, ,even after the reiteration of theac 
instructions in March~ 1977 the supervisory officers have not been giving 
required attention to the audit abjections resulting in avoidable losses of 
revenue as in this case. The Committee would .like to know whether the 
Ministry of Finance have enquired into the role played by the Inspecting 
Assistant Commissioner and the Commissioner of Income-tax in the present 
case. 

• 
[Sl. Nos. 22 & 23 (Pam 4.4 & 4.S)] 

Action Taken 

As pointed out by the Committee the Income-tax Officer had initiated 
action under Section 148 read with Section 147 (b) in March, 1977 for the 
assessment year 1971-72 and 1972-73. However, the assessment was not com-
pleted within the statutory time-limits i.e. within one year from the end of 
the financial year in which notice U /s 147 (b) was issued. The officer con-
cerned has since retired. , Action for fixing responsibil.ty on officer responsible 
for allowing the matter to get time-barred is under process. It may ·be men-
tioned that the taxability of interest on accrual basis has been examined by 
the IT AT in this case for the assessment year 1974-75 in its order dated 
30.3.81. The IT AT held that th~ assessee was entitled to receive interest only 
on encashment after maturity and not on accrual basis and even then no 
interest is receivable on securities held over the permissible limit of Rs. 1 Jakh. 
This decision has been accepted bp the CIT as correct. 

The role of Inspecting Assisstant Commissioner and the Commissioner 
of Income-tax in the present case was to ensure ·that remedial actions were 
initiated once the audit objection was received es per Instruction No. 1046 
of 15.3.77. In the present case, since the remedial action [was initiated U/sec. 
148 it ·was for the Income-tax Officer to complete assessment within the 
statutorp time-limits.· 

[Ministry of Finance (Department of Revenue) F. No. 741/4/82-A & 
PAC-II] 



CHAPTER V 

CONCLUSIONS OR RECOMMENDATIONS IN RESPECT OF 
WHICH GOVERNMENT HAVE FURNISHED INTERIM 

REPLIES 

Recommendation 

The Committee understand from Audit that in response to the notice 
issned under sertion 148 of the Income-tax Act, 1961 the assessee bad made 
a statement that she had already filed a return on 6.1.1968 and also paid a 
tax of Rs. 1,33,157 under section 140A on 2.2.1968. Nevertheless, the Income-
ta'X Officer proceeded to make an assessment under section 143(3)/147 and in 
his assessment order dated 18.1.1977 he did not even discuss these points 
raised by the assessee. The asses<;ee was thus forced to seck redress from the 
appellate authority. 

In this case, in response to the notice issued by the lncome·tax Officer 
the assessee claimed that a return of inc.omc had already been filed and 
payment of tax on self-assessment bas1s had also been made by her 6 years 
earlier. Nevertheless, the lr.comc-t,Lx Officer proceeded to complete the assess· 
ment without verifyin!l the veracity of the asscssces claims which, as it turned 
out later, were true and duly authenticated by departmental receipts. 

The Committee cannot but ob<>crvc that this is a case of sheer caJlou-;nes~ 
and harassment and the Income-tax Oflicer seems to have become a la~ 
upto himself rather than act;ng in a qua~i-judicial capacity. What pains th( 
Committee all the more i!-. the fact that the Ministry of Finance have merel) 
stated that the objection has been accepted ; they have nothing to say a bou1 
the high handed action of the Income-tax Officer or about their own reactior 
to it. 

Elsewhere in this report the Committee have made a mention of the 
Public image of the Income-tax department. This is not the only case where ~ 

return duly filed by a assessee was misplaced or where a payment of ta' 
already made by the assessee was not linked and given credit for. These arc 
matters of common occurrence which put the tax payers to considerable harass • ment, In fact, para 1 .08 (i)(a) of the Audit Report 1979-80, mentions ar 
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amount of as much as Rs. 8.84 crores, which is claimed to have been paid by 
the tax p:.tycrs but is pending verification/adjustment. The Committee would 
strongly recommend that the Ministry of Finance should take exemplary 
action in such glaring cases and also bring about improvements in systems and 
procedures to ensure proper linking of the returns filed by the tax payers and 
the taxes paid by them. The Committee would like to be informed of the 
disciplinary action taken against the I.T.O. who made the assessment in the 
case under discussion. 

[SI. Nos. 32, 33 & 34 (Paras 7.3, 7.4 and 7.5)] 

Action Taken 

The recommendations of lhc Hon'blo Committee are under consideration 
of the Min ·stry. The final reply will be furnished as soon as the same is ready. 

[Ministry of Finance (Department of Revenue) F. No. 241.'4/82-A & 
PAC-II) 

Recommendation 

El ;cwhere in this report the Committee have made a mention of the 
public image of the Income tax department. This i:; not the only case where 
a Nturn duly fiLd by a asscssel: was misplaced or where a payment of tax 
already made by the assessee was not linked and given credit for. These are 
matters of common occurcnce which put the tax payer:; considerable harass-
ment. In the fact, par:.~. 1.08 (i) (a) of the Audit Report 1979-80, mention:. an 
amount of as much as Rs. R.84 crorcs, which is claimed to have been paid by 
the tax payers hut is pending verification/adjustment. The Committee would 
str.mgly recommend that the Ministry of Finance :should take exemplary action 
in such glaring cases and al'io bring ahout improvements in systems and pro-
cedures to ensure proper linking of the returns filed by the tax pay.~rs and the 
taxes paid by them. The Committee would like to be informed of the disci-
plinary action taken against the I. T.O. who made the assessment in the case 
under discussion. 

[(Sl. No. 34 (Para 7.5)} 

ActJon Taken 

Kind attention is invited to this Ministry's O.M. of even number dated 
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the 14th October 1982 in respect of para 7.S of the 85th Report of the P.A.C. 
(1981~82) (7th Lok Sebha). The Hon'ble Committee was informed that the 
recommendations are under consideration of the Ministry and final reply will 
be furnished as soon as the same is ready. · 

2. Instructions have been issued from time to time to minimise such 
' instances. With this view in mind, the Dak Receipt system in the Department 

bas been streamlined. As per the new system, the No. of papers/documents/ 
statements filed with the returns of income are mentioned in the receipt itself 
alongwith the description of each enclosure. Further more, a reconciliation of 
the returns received daily is required to be prepared. 

3. Vide Board's Instruction No. 1540 dated 30.11.1983 (F. No. 225/73/ 
82-IIA-IT), it was reiterated that such types of cases should be avoided and 
utmost care should be taken to ensure that such lapses do not recur in future. 
Vide Board's Instruction No. 1548 dated 12.1.1984, (F. No. 228/49/83 ITA.II), 
it has been required that in the month of April every year, a special drive 
should be launched for the verification/adjustment of taxes paid by the 
assessees and placing of papers on the files. The Officers have been required 
to give a certificate that all the pending papers have been restored to the files 
and all pending adjustments of taxes have been done. The Cs. IT and I.A.Cs. 
have also been asked to keep a vigiJ on this work. 

To 

Sir, 

Copies of Instruction No. 1540 and 1~48 are enclosed. 

INSTRUCTION NO. 1540 

F. No. 225/73/82~ITA-II 
Government of India 

Central Board of Direct Taxes 

New Delhi, the 30th Nov. 198 3· 

All Commissioners of Income-tax 
including Central/Survey /investigations etc. 

Rea : Framing of double income-tax assessments 
Adverse comments by P.A.c. 

In one of the reports of the Public Accounts Committee the P.A.C. 



&i 
has given an instance of· harassment and collousness, where an tneome-tax: 
Officer, in spite of being assured by an assessee that she had filed her return 
and paid the tax six years earlier, proceeded with the assessment (for the 
second time). without caring to verify the assessee's assertions for which 
documentary proof was available. The Committee had, therefore, observed 
that the Income-tax Officer in this case had become a law unto himself, 
instead of acting in a quasi-judicial capacity. 

2. The Board have taken a very serious view of the matter arid desire 
that such types of cases should be avoided and utmost care should be taken 
to ensure that such lapses do not occur in future. 

3. These instructions may be brought to the notice of the field officeiS 
working in your charge. 

Copy to : 

Yours faithfulJy, 
Sd/-

(M.G.C. Goyal) 
Under Secretary, Central Board of Direct Taxes 

1· P.s. to Chairman, Member (WT&J), Member (L), Member (R&A) 
Member (lnv.) and Member (S&T). 

2· Directors of Inspection (IT)/(R & S)/P & PR (Inv.)/Survey) New 
Delhi. 

3. Directors of 0 & M Services (IT), Ist Floor, Aiwan-e-Ghalib, Mata 
Sundri Lane, New Delhi ( S copies). 

4- All Officers and Tech. Sections of CBDT. 

s. Comptroller & Auditor General of India, New Delhi (20 copies). 

6· B&~lletin Section of Dte. of Ins. (RS & P), New Delhi ( S copies). 

7. Directorate of Training, IRS (Direct Taxe$ ), Staff College, Nagpur 
(5 copies)· 

g. Shri P.K. Kartha, Joint Sccy. Ministry of Law, Justice & Company 
Aftairs (Deptt. of Legal Affairs). New Delhi. 

Sdf-
(M.Q.C. Goyal) 

Under Secretary. Central Board of Direcwt Taxe& 



\ To 

Sir, 

INSTRUCTION NO. 1548 

F. No. 225/40/83-IIA. li 
Government of India 
Ministry of Finance 

Central Board of Direct Taxes 

Ne,v Delhi, the 12·1·1984 

All Commissioners of Income tax 

Subject: Para 7·5 of the 85th Report of PAC (1981-82)-
Processing of 

The Public Account Committee in Para 7. 5 of their 85th Report have 
adversely commented upon the working of the department. It has been obser· 
ved by them that this is not the only case where a return duly filed by an 
assassee with mis-placed or where the payment of tax already made by the 
assessee was not linked and not given credit for and that these are matters of 
common occurrence which put the tax payers to considerable harasment. It 
has further been observed by them in p,ara 1.08(i) (a) of the Audit Report 
1979-80 that an amount of ai much as Rs. 8·84 crores claimed to have been 
paid by the tax papers is pending verification/adjustment by the department. 

2· The above observations of the P.AC. cast a bad aspersion on the 
working of the department. The Board therefore, desire that in the month 
April every year, a special drive should be launched for the verification' 
adjustment of taxes paid by the assessees and placing other papers on the 
files. The Officers should be asked to give a certificate that all the pending 
papers have been restored to the files and all pending adjustments of taxes 
paid have been done. The Commissioners and the Assistant Commissioners 
should also keep a special vigil on this work. 

3. The above instructions may please be brought to the notice of the 
officers working under you. Hindi versiona will follow. 

Yours faithfully 
Sd'-

(M.Q.C. Goyal) 

Under Secretary, Central Board of Direct Taxes 
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C ~y forwarded to : 

1· P.S. to Chairman. P.s. to Member (II), Member (L), Member 
(Inv.) Memder (S & T), Member ( R & A) & Member {WT & T)· 

2· All Directors of Inspection. 

3· All Registrars of Income-tax Appellate Tribunals· 

4· Comptroller and Auditor General of India (40 copies)· 

s. Statistician (Income tax) (6 copies). 

6· Bulletin Sect!on, Directorate of Inspection (RS & PR), 6th Floor, 
Mayur Bhavan, New Delhi ( lO Copies). 

7· Director of Inspection (0 & MS), Aiwan-c-Ghalib, Mata Sundri 
Lane, New Delhi- (i copies. 

g. Director. of Inspection (RS & PR), Mayur Bhavan, New Delhi, 6 
copies. 

9· Chief Engineer (Val.), 11th Floor, Rohit House, No. 3, Tolstoy 
Marg, New Delhi ( 6 copies) 

to. Chief Engineer tVa\.), 4th Fioor, Chordia Bhavan, No. 123-D» 
Mount Road, Madras, (6 copies)· 

11· Inspecting Assistant Commissioners of Income tax. Inspection 
Division. Central Board of Direct Taxes, Vikas Bhavan, D-Biock, 
Ground Floor, Room No. 13 New Delhi, 3 copies. 

12· The Directorate of Inspection (Printing & Publications) 2nd Floor 
Hans Bhavan, B.S. Zafar Marg, Near Tilak Bridge, New Delhi-5, 
5 copies. 

J3. All officers and Tech. Sections of the Board. 

SdJ-
(M.G.C. Go)al) 

Under Secretary, Central Board of Direct Taxes 
[Ministry of Finance (Department of Revenue) 

F. No. 24/4/82-A & PAC-II 
--F. No. 228/49/83-ITA-II] 



Recommendation 

8. 7 The higher rates of income-tax and weath-tax in respect of Hindu 
undivided families have one or more members with independent income or 
wealth exceeding the exemption limit were introduced with effect from the 
assessment year 1974-75. Despite the issue of repeated instructions by the 
Central Board of Direct Taxes on the subject, ommissions to apply these 
higher rates have continued to be noticed in audit year after year. In conse-
quence of the repeated failure in this regard the Board have had to order a 
review of all completed assessments of Hindu undivided families for th~.. assess-
ment years 1974-75 and onwards. The review carried out in some of the 
charges alone has again revealed substantial under-assessments resulting from 
omissigns to apply higher rates. The omissions noticed during this partial 
review are apparently in addition to those already pointed out in the Audited 
Reports. The review is yet to be completed in a number of charges. The 
Committee would like to be apprised of the results thereof. 

[S. No. 35 (Para 8. 7)] 

Action Taken 

Kind attention of the Hon'ble Committee is invited to this Ministry's 
Action Taken Note sent under Office Memorandum F. No. 241/2/82-A&PAC-I 
dated 5-10-1982. 

2. Commissioners of Income-tax are continuing the review of the cases 
to ascertain whether the prescribed rates of tax had been charged while com-
pleting the assessments to Income-tax and Wealth-tax in the case of Hindu 
undivided families with more than one member having taxable/income 
wealth. Reports received upto 30.9.1982 show as follows : 

Total Number of cases reviewed 

No. of cases where remedial action 
was found necessary 

No. of cases where remedial action 
has been completed. 

Additional demand raised 
(Rs. 000) 

Income-tax 

1,33.231 

5,327 

4,844 

L683 

Wealth-ta.x 

33,344 

1,242 

1,212 

1,132 
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The matter is being further pursued with Commissioners of Income-tax. 

[(Ministry of Finance (Department of Revenue) 
F. No. 241/2/82-A & PAC-I 

F. No. Audit.-28/82-82/DIT/1 1417 
D~ted 15th October~ 1982) 

Recommendation 

8.8 Apart from the question of substantial under-assessments of tax 
this case is indicative of certain basic wcakn~sses in the systems of organi-
zation in the department. In the normal circumstances whenever rates of taxes 
are revised througe the annual Finance Act the revised rates should automati-
cally be applied by the Income-tax Officer in the assessments for the respective 
assessment years. In this case, not only this has not happened, but even 
repeated instructions of the Central Board of Direct Taxes have failed to 
secure total compliance. The review ordered by the Board is a device of despe-
ration; it could be done only at the cost of currt!nt work and it cannot, in any 
case, ensure that the omissions would not continue in the <.ubsequent assess-
ment years. What is required is a thorough study of the prescribed systems 
and procedures, such as the duties and responsibilities :.1ssigned to the Income-
tax Officers themselves and to the different levels of st:1.ff under them in the 
matter of completion of assessments, the records designed to ensure that such 
obvious mistakes do not occur, the part played by the organisational controls 
like the Inspecting Assistant Commissioners and the Internal Audit, etc. to 
find out the precise reasons for such simple, obvious but costly and repeated 
mistakes and to effectively put a stop to them. The Committee would strongly 
recommend that such a study should be carried out and the duties and respon-
sibilities of different levels in the assessing units as well as in the inspecting 
organs like the Inspecting Assistant Commissioners and the Internal Audit 
should he clearly defined. 

[S. No. 36 (Para 8.8)] 

Action Taken 

Paragraph 2l(xvii) of Chapter XII of the Office Manual Volume-H. Sec-
tion II published in 1954 prescribes a system of internal checks for different 
levels of functionaries for ensuring correct calculations of income-tax. The 
limits prescribed for internal check in the Manual were reviewed from time to 
time and instructions were issued time and again for strict compliance of the 
instructions on the subject. 
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2. With a view to avoiding the recurrence of the mistakes in calculation 
of tax and to strengthen the in-huiit systems of internal check in the organi-
sation involved in calculation of tax, the duti~s of different functionaries res-
ponsible for tax calculation were defined with precision. The present position 
of the action taken for clearly defining the duties of various functionaries is 
given in Annexure-!. 

3. As pointed out in the Annexure-I, the UDCs and Tax Assistants are 
priliminarily responsible for original calculations and preliminary check ovor 
arithmetical accuracy of tax c:tlculations. Their duty lists have already been 
compiled by the DOMS and are presently under the consideration of the C.B. 
D.T. The supervisory staff comprising supervisors/Head Clerks exercise pri-
mary check over tax calculations in specified cases- Their duty list has already 
been finalised and cciru1ated amongst the field officers. So far as the ITOs are 
concerned, they must satisfy themselves about the accuracy of tax calculations. 
Their duties were origim.lly laid down in the Office Manual (Volume-II) 
(Section- II). They are required tc personally check demands in cases of income 
over Rs. 1,00,000/- and refund over Rs. 10,000/-. The necessity of personal 
check has been reiterated by the Board from time to time. While the existing 
instructions laying down the duties of the JTOs with regard to the accuracy of 
tax calculations are sufficient, the DOMS is compiling a complete list of duties 
of the ITOs in view of various amendments in the Tax Laws. The duty list of 
the Inspecting Assistant Commissioners has already been compiled by the 
DOMS and is presently under the consideration of the C.B.D.T. The lACs are 
not directly responsible for the accuracy of the tax calculations but are required 
to ensure implementation of Board's Instructions and to inspect the work of the 
ITOs and give suitable gui.!ance to the ITOs in handling of important cases. It 
is thus evident that the cxist.ing instructions for the internal check of tax calcu-
lations are adequate for the avoidance of the recurrence of such mistakes . 

• 4. This issues with the approval of the Chairman (DT). 



Designation of 
the functionaries 

1 

1· u.oc 

ANNEXURE-I 

Whether study of duties 
and responsibilities carried 
out 

2 

Duties laid down in office Manual 
(Vol. II Sec. II) were reviewed by 
the DOMS. Detailed duty list of 
UDCs was sent to the Board on 
J 9-4-82 for approval. 

Duties prescribed with view to 
avoid mistakes in calculation 
of tax 

3 

1· Calculation· of tax/refunds/i"nterest 
on the total lncomefweath/gtft/ 
principal value of Estate. 

2· Calculatioa of tax/refunds/interest 
due to : 

(a) rectification; 

(b) revision of shares; 

Actiou taken 

4 

Approval of the 
CBDT the propo· 
sed duty list awai-
ted 

(c) giving effect to appellate orders/ 
revision orders. etc. 

(d) any alteration in the assessed 
figure due to any other reasons. 

J. Checking of taxlrefund computed by 
another UDC. • 

(Duties as provided in S. Nos. 21, 22 
& 23 under the head "Assessment & 
Collection")-

~ 
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2· Tax Assistant 

2 

The posts of Tax Assistants were 
created only in May, 1978· Duty list 
has been drawn and sent to the 
Board on 19·4·1982 for approval. 

3 4 

l· Calculation of tax/refunds/interest Awaiting Board's 
on the total income/wealth/gift approval. 
determined by the ITO/lAC 
(Asstt.) 

2. Calculation of tax/refund/interest 
due to : 

(a) rectification; 

(b) revision of shares; 

(c) giving effect to appellate 
orders/revision orders etc. 

(d) any alteration in the assessed 
figures due to any other reason. 

3. Checking of tax/refund made by 
U.D.C./TA 

(Duties as provided in s. No. 12, 13 
& 14 under the head 'Assessment & 
Collection')· 

~ 



3· Supervisory Duties and responsibilities of Super-
Staff visor and Head Clerks as provided 
(Supervisors & in the Office Manual (Vol. II Sec. II) 
Head Clerks) were received in October, 1981-

·-
l· Checking of tax calculations in 

cases where income over Rs. 
20,000/-, wealth over Rs. 3 lakhs, 
taxable gifts over Rs. 10,000, all 
estate duty cases and refunds ex-
ceeding Rs. 500/-· 

2· Checking of all tax calculations 
due to : 

(a) rectifications; 

(b) revision of shares; 

(c) giving effect to appellate 
orders/revision orders etc. 

(Duties as provided in s. No. 1, 2 & 
3 under the head 'when posted in 
field offices'). 

This has already 
been circulated to 
the field officer~ in 
Oct. '81· ... 

-
~ 
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4. Income-tax 
officer 

2 

Office Manual (Vol. II) (Sec. II) 
provides the duties to be performed 
by the ITO's. This is being updated 
in view of the amendments in law. 
Various instructions, however, have 
been issued from time to time regar-
ding checking of tax calculations. 
Under the r.T· Act and other direct 
taxes Chapter XII para 21 (xvii) of Vol. 
II Sec. II provides that the Income-
tax Officer's 1 esponsibility does not 
cease with determination of income; 
net wealth etc. but he must satisfy 
himself that calcuiations are being 
properly made. ITOs are required to 
personally check demands in cases of 
incomes over Rs. 1 lakh and refunds 
Rs. 1 0,/00Q-. The necessity of check-
ing tax . calculation was reiterated by 
the Board vide F. No. 36/40/67-IT 

.3 

For effective check on the accuracy of 
calculations of demand and refund 
comprehensive instructions have al-
ready been issued fixing responsibili-
ties at different levels for ensuring the 
correctness of the tax calculations. 

4 

..... 
c 



Audit dt· 13-12-68 and f.No. 9;'37/ 
68-IT (Audit~ dt. 23-10·1970· The 
ITOs are also required to check the 
tax calculations of wealth-tax, Gift-tax 
and Estate Duty as provided in DI 
(IT & Audit)'s instruction No. 52 
(F. No. 5(4/69-IT(Audit) dt. 26·5·69) 
The limits for checking calculation 
of tax by the ITOs as under : 

(i) W.T. (ii) G.T. (iii) E.D. 

Wealth over Taxable gift of Principal value of 
Rs. 10 lakhs 1 lakh or over estate is Rs. 2 lakhs 
and refund and refund ex·- or over or Refund 
exceeding ceeding Rs. exceeds Rs. 5000/-
Rs. 5000/- 5,000/-

--.}1 ....... 



1 

$. I.A.C. 

• 

2 

Updated list of duties of lAC was 
drawn by this Directorate on March, 
81· This was subsequently recast on 
March, 82, and was sent to the · 
Board on 3·4·1982 for approval . 

3 

t. To ensure implementation of 
Board•s instructions, {duties as 
provided in s. No. 2 under the 
head Organisational functions). 

2. Annual inspection of the work 
of at least six lTOs in his range· 
Besides undertaking a compre-
hensive appraisal of performance 
of the ITO in all areas of tax 
administration, the lAC is re-
quired to inspect Approx. 8 
assessments in detail including 
3 assessments selected by the 
ITO himscif as his best perfor-
mance. The idea behind the ins-
pection by the I AC is to provide 

4 

·-· .... 
to> 



NEW DELHI; 
March 23, 1984 
Chaitra 3, 1906 (Saka) 

, .. 

to the n::o guidance on handling 
of important cases. 

(Duties as provided in s. No. 12 
under the head (Technical con-
trol). 

[Ministry of Finance (Department of Revenue) 
[F. No. 241/2/82-A & PAC I Dated 14th October, 1982)] 

SUNIL MAITRA, 
Chairman, 

Public Accounts Committee 

-.I w 



APPENDIX 

Conclusions I Recommendations 

S. No. Para No. Ministry/Department Concerned . Conclusion Recommendations Observations 

1 2 3 4 
~ .c:.. 

1 1·3 Finance (Department The Committee desire that final replies to 
of Revenue) the recommendation in respect of which only 

interim replies have so far been furnished 
should be submitted to them expeditiously 
after getting the same duly vetted by Audit. 

2· 1·7 -do- The Committee observe that the Ministry 
of Finance, after consulting the Ministry of 
Law, had informed the Committee in Decem-
ber, 1968 that on the question of allowance 
of depreciation on assets acquired on hire-
purchase basis, the ratio of the decision of 

--



.3· J ·8 -do-

the Supreme Court in k.L. Johar's case given 
in 1965 was equally applicable to Income-
tax and thus~ in accordance with the law, as 
it stood, no depreciation allowance could be 
given to the lessee in respect of assets acquir-
ed on hire-purchase basis. The PAC (1981-
82) were unhappy to note that even after 14 
years the concession continued to be given 
under executive instructions and law on the 
point had not till then suitably amended. 
the Committee strongly recommend that the • 
necessary amendment may be made without 
any·delay. 

In their action taken reply, the Ministry 
have stated that the amendment of the rele-
vant provisions of the Act, viz. Section 32-
33, would depend upon the prior amendment 
being contemplated by the Mmistry of law 
to the provisions of the Hire Pur~hase Act, 
1972. The Ministry of Law ha-ve confirmed 
that the Hire Purchase Act has not vet 
come into force. Till such time, the execu-
tive instructions dated 19·9·1977 would con-
tinue to operate. The Committee are amazed 
that even though 12 years have elapsed since 
the Hire Purchased Act was enacted by Par~ 

-..l 
(,A 
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liament, it is yet to come into force. Even 
tliough two notifications to bring the Act 
into force were issued in 1973, these 
were subsequently superseded/rescinded the 
reason gtven by the Ministry of Law for not 
enforcing the Hire Purchase Act is that tbe 
Banking Law Committee in its report on 
Personal Property Security Law (1977) has 
proposed certain far-reaching amendments to 
the Act. The Committee are surprised at 
this explanation. More than six years have 
elapsed since the Banking Law Committee 
submitted its report to Government and it 
should have been possible by now for them · 
to examine and take decision on the recom-
mendations of the Banking Law Committee. 
The Committee desire that the matter should 
be expedited and necessary action to bring 
the Hire Purchase Act in force should be 
taken without any further del2y so that exe-
cutive instructions dated 19-9·1977 are 
provided statutory support at the earliest. 
The Committee need hardly emphasise the 

"""' 0\ 



3· 1·11 -do-

... 1·14 -do· 

imperative need for immediate action as 
power to grant a concession in taxation is a 
substantive power which must flow from 

~ statute whether by ·express grant or by ex-
press authorisation. 

Though the observations of the Commit-
tee have been accepted, the Ministry have not 
replied to the specific point raised by the 
Committee as to how the Ministry could, on 
its own, and before actual completion of 
assessments for all the other six years-
1965-66 to 1971-72 involving demands of 
over Rs. 53 lakhs, come to the conclusion, 
that the original demands were unrealistic. 
The Committee would await to hear from the 
Ministry in this regard. 

The Commiitee note that Surtax Act pro-
vides for the companies voluntarily filing 
returns of chargeable profits as well as for 
tbe income-tax Officers calling for such 
returns by notice. The Act does not provide 
for any time-limit for the completion of Sur-
tax assessments. In their successive Reports. 
the Public Accounts Committee have taken 
adverse note of cases where neither the asses-

....;, 
~ 
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sees had themselves filed Surtax voluntarily 
nor had the Income-tax Officers caJled for 
such returns, with the result that Surtax 
assessments remained to be. completed long 
after the corresponding income-tax assessments 
had been made. Pursuant to a recommendation 
of the Committee, the Central Board of Direct 
Taxes issued instructions in October 1974, 
laying down that proceedings for completion of 
regular Surtax assessments should be taken up 
along with income-tax proceedings so that the 
Surtax assessments arc finalised immediately 
after the Income-tax assessments arc complet-
ed. The instructions further laid down that 
the time-lag between the date of completion 
of income-tax assessments and Surtax assess-
ments should ordinarily not exceed a month 
unless there are special reasons justifying the 
d~Jay. However, :ven after the issue of the 
aforesaid instructions, a large number of cases. 
came to notice where Income-tax asSessments. 

...... 
C)'J: 
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.. 

were completed/revised, but no action had·, 
been taken to complete the corresponding Sur-· 
tax assessments, with the result that consider-
able amounts of Surtax remained to be assessed. 
and collected. The PAC (1981-82), which 
examined these cases, strongly recommended 
that the suggestion about the inclusion of a 
time-limit for completion of assessments under 
the Surtax Act should be seriously consicferedy 
and given effect to. 

In their action taken reply, the Ministl 
have stated that "Surtax assessments were de-
layed for reasons like the Income-tax Officer 
not being aware of the Board's instructions, 
oversight, change in the jurisdiction of the-
case .the assessing officer being busy in the 
time-barring asse sErncr:tf, t=er:C:rny of income 
tax appeals, collection of relevant information 
etc."· The Ministry have also statt>d that the 
need for issue of fresh instructions was under 
consideration of the Ministry. The Committee 
are unhappy tc note the reason.s given by the 
Ministry for the inordinate delay on the part 

....,, 
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of the Income-tax Officers in completing Sur-
tax assessments. In the opinion of the Com-
mittee, these reasons are totally unconvincing. 
They only indicate that the Board's instructions 
in the matter have remained unheeded by the 
lower formations. As the Committee have 
repeatedly pointed out, instructions have value 
if they are followed by the lower formations 
in letter and spirit. The Committee trust that 
the Board will take effective action to ensure 
that this is done. 

The Committee note that in their reply, 
the Ministry have said nothing regarding the 
amendment of the Surtax Act to provide for a 
time-limit for the completion of Surtax asseess-
mems. The Committee desire that the Ministry 
should take immediate action for the amend-
ment of the Surtax Act so as to provide for a 
time-limit for the completion of Surtax assess-

ments. 

oCr· o· 
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In there earlier Report, the Committee 
had desired the Ministry of Finance to fix 
responsibility for the loss of revenue to the 
tune of Rs. 4,57,353 caused by delay first in 
initiating action after the receipt of the Audit 
objection and then in completing the action 
after the issue of notices, which resulted in 
the assessments getting barred by limitation. 
The Committee regret to observl! that 
although nearly two years have elapsed since 
the Committee made the above recommen· 
dation, responsibility in the matter is yet to 
be fixed, and in the meanwhile the concerned 
officer has retired from service. In the opin-
ion of the Committee, the present case under-
scores the need for quick action in such 
matters, for any undue delay in holding an 
enquiry defeats its very purpose. In a recent 
Report, the Committee have stressed that iQ 
cases of the present type resultir.g in undue 
delays/losses, the Ministries/Departments. iq_ 
the interest of efficient administeration, 
should, on their own, investigate the delays/ 
losses, without waiting for a directive from 
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the Public Accounts Committee. The Com-
mittee trust that the Ministry of Finance 
would bear this in mind. In the meanwhilo, 
the Committee desire that the action already 
initiated to fix responsibility in the matter 
should be speeded up. 

The Committee are not convinced by the 
aboue reply of the Ministry. In their opinion, 
the responsibility of the Inspecting Assistant 
Commissioner and the Commissioner of 
Income-tax in such matters should not cease 
just with ensuring that the remedial action is 
initiated. They feel that it should al~o be the 
responsibility of the Inspecting Assistant 
Commissioner and the Commissioner of 
Income-tax to see that the remedial action 
initiated is completed well in time. The Com-
mittee would like the Central Board of Direct 

Taxes to issue suitable instructions to the lower 
formations in this regard. 
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In their earlier Report, the c Public 
Accounts Committee had considered a case 
where in response to the notice issued under 
SectlOD,)48 of the Income-tax Act, 1961, the 
assessee .had. made a.state~ntrthat she~ 
alr~4Y Jil~ a retp.rn on,.6.J ~J 268 anq haq als.v. 
p<J.i9. ~.tax o.f Rs .. l.33.L58.under .Section.lAQ-;A 
on 2.2.}968. However, the Incom,e:w Officer 
in January, 1977 proceeded to complete the 
assessm~nt without , v~rifying the veracity of 
the a~sessee.'~ ~laims whK:b.., ,as.jt, t\H"nedrout 
later, _were true. ap.d .duly aQ.thenticatc.;cj. ,by 
Departmental r-eceipts. Commenting -\lpoU the 
above case, the .PAC (1981-~&2) ,o~erv~~ttha.t 
this was a case of sheer callousness and haras-
sment. and .. the Income-tax Officer seemed to 

have -beco.~e ~law unto himself. rathen than-
acting quasi.judicial capacity .. •nrtheir,action 
t#lkan, r~_ply, _th~ Ministry. of F~nallcC :..have 
s~t~9 thaf the .t:eco.m~datiQn 1of W.e. CjiWr-
miJtc;c; »r u.ndec consi~rat~. The . .Cominitte.e . . . . - . . 
~~~~she4r at \.Qisl~li\161 (eplfl. I:herY,~'l 
hardly point out that it is lapses such as these 
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which tarnish the image of the I>epartment in 
the public eye. The Committee would like the 
Ministry to take a serious view of the lapse so 
that such responsible. officers as ITOs who are 
supposed to act in a quasi-judicial capacity do 
not act callously, causing unnecessary harass-
mcnt to assessees. 

~ 

In their reply, the Ministry have not said 
anything about the di~ciplinary action taken 
against the Income-tax officer concerned in 
the case. The Committee would like to know 
the action taken 1;1 the matter. 

The Committee feel that mere issue of 
instructions is not enough. There should be a 
system to ensure that follow up action on the 
instructions by the concerned officers is·prompt 
and proper . 

00 
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PART II 

MINUTES OF THE SIXTY-SIXTH SITTING OF THE 
PUBLIC ACCOUNTS COMMITTEE HELD ON 

20 MARCH, 1984 (AN) 

The Public Accounts Committee sat from 1500 hrs. to 1720 hrs. 

Shri Bhiku Ram Jain 

2. Shri Chitta Basu 

PRESENT 

LokSabha 

-In the Chair 

3. Smt. Vidyavati Chaturvedi 

4. Shri G.L. Dogra 

5.' Shri Jamilur Rahman 

Rajya Sabha 

6. Shti Syed Rahmat· Ali 

7. Smt. Pratibha Singh 

SECRETARIAT 

L Shri H.S. Kohli -Chief Financial Committee "Officer 

2. Shri K.K. Sharma -Senior Fina~zcial Committee O.ffic~r 

3. Shri Krishnapal Singh -Senior FiTUJIIcial Committee Officer 

4. Shri R.C. Anand -Senior Financial Committee Officer 

5 .. Shri K. Sahai -Senior Financial Cominittee Officer 

REPRESENTATIVES OF THE OFFICE OF THE C & AG 

1. Shri R.K. Chandrasekharan -Add/. Dy. C ~ .4.G of India (Report.r 

2. Shri S.R. Mukherjee -Add/. Dy. C ~ AG of l11dia 
' (Railways) 

3. Shri K. N. Row · -DirecttJr ttf Audit, Defence Services 

4. Shri A.N. Biswas -Director of Audit P ct- T 
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5 . Shri V. Sundaresan -Director of Receipt Audit-! 
.-., 

6. Shri N. Sivasubramanian -Dil'ector of Receipt Audit-/1 

7. Shri._A.N. Mukhopadhyay -Jt. Dir~ctor (Rcpor~~Central) 
' . ' 

8. Shri K.H; Cha.ya;. -Jt. Director .(RaUwajt). · 

9. Shri S.K. Gupta -.ft. Director (Receipt Audit) 

tQ; Shri N .R. Rayalu ·· · -Jt. Direl'/O'r (Deft!nc~) 

11. Shri T.G. Srinivasan -Jt. Director Audit, P £to T 

12. Shri N. Balasubramaniam -Jr. Director (Receipt Audit) 

13. Shri R.S. Gupta · -Jr. Director of A.l1dlt,. 
Defence Services 

2. In the absence of the Chairman, PAC, Shri Bhiku Ram Jain, was 
chosen to- act as Chairman for the sitting . 

•• •• ** 

4. The Committee also considered and adopted the following draft Re-
ports without any amendments/modifications;' 

1.. Action Taken on 85th Report of PAC t 7th Lok Sabba) on Cor .. 
~ potation-Tax, Income-tax and Wealth .. tax. • 

** •• ** 
The (Zotnmittee also ·authorised the Chairman to fiaaLise. the Reports in 

the tight of modifications(amendments suggested by Audit as a result of factual 
verification and present the M.me to the House. 

The Committee tlze11 adjourned. 




