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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, ae authorieed by 
the Committee, do present on their behalf this Fifty-Fh Report on the 
action taken by Govanrnent on the recommclrdatiom of the Public A* 
counts Committee contained in their Onc Hundred and Eighty-Seventh 
Rcpon (Fifth Lok Sabha) on parngraphs relating to Corporation Tax in- 
dud& in Chapter I1 of the Rcpon of the Comptroller and Auditor G t n d  
of India for the year 1972-73, Union Govexmnent (Civil). 

2, On 10 August, 1977, an 'Action Taken SubCornminee' consirtirrg 
of the following members was appointed to scrutini8e the rcpliea received 
from Government in pursuance of the recommendations made by the Com- 
mittee in tbeir earlier Reports: 

I ,  Shri C. M. Stephen-Chzimm 
2. Shri h o k e  Krishna Dun-Comcntr 
3, Shri Gauri Shankar Rai 
4. Shri TulsidPs Dasappa 1 
5 .  Shri Kanwar La1 Gupta Monbcts.. 
6. Shri Zawar Hussain 
7. Shri Vasant Sathe 

3. The Action Taken Sub-&mmittee of the Public'Acco~nts Commit- 
tee (1977-78) considered and adopted the Repon at their sitting held on 
29 November, 1977. The Report was finally adopted by tbe Public Ac- 
counts Committee (1977-78) on 20 D m b e t ,  1977. - 

4. For facility ot reference, the conclus1ons~recomm~1datioas of the 
Committee have been printed in thick t] in the body of the Report. For 
the sake of convenience, the conclusims~ommendations of the Commit- 
tee have also been appended to the Report m a consolidated form. 

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

C, hi. STEPHEN, 
Chainnun, 



CHAPTER-I 

1 . r .  This Repon of [he Commirtee deals with the action taken by 
Government on the C.~mm~ttee's recommendations~observations contained 
in their 187th Keport 'Fifth Lok Sahha) on pdragrdphs relating to Corpora- 
tion Tax included in Chdptcr I I of' the Repxt  of the Cqmptroller and Audi- 
tor General of India for the yea! 1972-73, Union Government (Civil), Re- 
venue Keceipts, Volume 11, Direct Taxes. 

I .2 ,  'The 187th Report was presenrcd to the Lok Sabha on 29th January 
1976 and contdineci 72. iccomm-snddtions'observations. Action Taken 
Nets on all these recommendntil~ns,obscrvations have been received from 
Qavernment and t h x  I l ~ v c  bcz 1 broadly categarised ;is follow;: 

ji) RecomtttenJarionsiOSso~ationt chat h m e  hem uczeptsd by Gwern- 
nieut : 
SI. NOS. I -3 ,6 ,  8. 1 1-14, 16, 23-2 j, 3 1-35, 38-46,!@-56, 5 8 ,  63-62 
and 67-72. 

Recnmmetr.i~rtons'Obso~-,:~~ions whkh rhe Ccvntnirtet! do rzor desire 
l o  prrrsue i ~ t  rhe liqltt of (he replies r e x i v e d  f rom Go;~-,l.t~nm,rtc : 
Sl. Nos. y, 30, 57, 59 and 63. 

Reconttnztr,i.~trom 0bscworroti.z in resps:: o f  zcdrirlt Gcwtrtmenr hma 
furnished urteritn replies: 
S1. XOS. 5 ,  17, 1 8 ,  26, 27, 29, 36, 3 ;  J I I ~  65. 

1.3. According to the time schedule prescribed in the Cornmi- 
ttee's 5th Report (Fourth Lok Sabha' for the submission of Action 
Taken Notea on the Committee's recommendationsiobservationq 
the Notes indicating the action taken by Government on the re- 
commendations:observations contained in the 187th Report (Fifth 
Lok Sabha) were required to be furnished to the Committee by 
28th July 1976. The Committee are happy that the Department of 
Revenue & Banking have furnished all the Action Taken Notes 
relevant to this Report by the stipulated date and have dso accepted 
most of the Committee's recommendations. This is a welcome 
trend which, the Committee trust, would be maintained in future. 



XJ. The Committee expect that find replies to thwc recommen- 
dations/observations in respect of which only interim replies have 
so far been furnished will,be sv%mittcd soon, after gcttin&thesm 
vetted by Audit. 

1.3. The Committee will mtv deal with the action taken by Govern- 
ment on some of their recommendaticns/t bservictic 1,s. 

Prc-ckeck of draft assessment mdms @ Internal Audir (Paragraphs I .  17 
ard 2.21-$1. NOS. 4 0 ld  15). 

I .6. Dealing with mistakes in the computation of the business income 
of Britannia Biscuit Co. Ltd., resulting in the under-assessment of income 
Ibr the assessment year 1968-69 by Rs. 2 lakhs, the Committee, in paragraph 
1 .17 of the Report, had recommended, inter alia, as follows: 

*'The .Committee find that this ease was not checked by the Internal 
Audit and the familiar plea of preoccupation with other cases 
has again been put forth by the Department. The Committee 
are unhappy that effective steps are yet to be taken by the De- 
partment tc ensure that the computation of income and the 
assessment orders themselves are pre-checked preferably by 
Internal Audit, particularly in large income cases of fore ip  
companies and Indian monopoly houses, though an earlier 
recommendation of' the Committee in this regard contained 
in paragraph 2.66 of their 87th Report (Fifth I x k  Sabha) had 
been accepted, in principle, by Government as early as Decem 
ber 1973. In view of the large number of mistakes in the corn- 
putatlon of assessable income which have been brought to their 
notice year after year, the Committee strongly reiterate their 
earlier recommendation and would urge Government to act 
upon it without turther loss of time." 

1.7. Again, in paragraph 2.21 of' the Report, commenting on the failure 
of Internal Audit in not detecting the omission to levy/incorrect levy of addi- 
tional tax on dividends declared or distributed in excess of a specificd per- 
centage of the paid-up equity capital by Dunlop India Ltd. and United 
Commercial Bank Ltd., the Committee had reiterated their earlier recom- 
mendation and had, inrer alia, obsenred. 

"The Committee are also concerned to note that the relevant assess- 
ments relating to Dunlop India Ltd. had not heen checked by 
Internal Audit, while in the case of United Commercial Bank 
Ltd., though the assessment fc r the year I 7-68 had been 
checked in Internal Audit, the patent short- s" e w  of additional 
tax was not detected. What is more distressing is that this assess- 
ment relating to a banking concern, in the high income bracket, 
had been scrutinised only at the level of an Upper Division Clerk 
who has been warned for his failure to detect the mistake. In  
respect of the other three assessments, the explanation offered is 
one which has been too often placed before the Committee, 
namely, that the manpower resources of Internal Audit are ha -  
dequate. The Committee desire that the existing arrangements 
for Internal Audit should be reviewed and remedial steps taken 
fcrthwith. The Committee would also reiterate that all large 



income cases should invariably k checked at the level of thc 
Inspecting Assistant Cornmissioner (Audit). The Committee 
are cf the view that a procheck of drafr assessment orders by 
Internal Audit, recommended in paragraph 2.66 of their 87th. 
Report (Fifth Lok Sabha) and reiterated in paragraph x .17 of 
this Report would largely eliminate such unpardonable mistakes 
in assessment ." 

1.8. In their Action Taken Note dated 21 Aptil 1976, funrished in 
r ly to the recommendation conlained in paragraph I .  17, the Department 
o 'P Revenue & Banking (Revenue Wing) have stated : 

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

(a) Such a course is likely to dilute the responsibility of the assessing 
cfficer; 

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

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

The question of strengthening the Internal Audit Organisation has 
already been taken up in consultation with the Associate Finance 
in order to make the post-audit checks more effective. T h e  
measures spelt out in reply to paras I .14 and I . I S  (reproduced 
in Chapter 11) and the proposed strengthening of Internal Audit 
will go a long way in improving the quality of assessment work, 
and preventing leakage of revenue." 

Reiterating this view in their Action Taken Note dated g June 1976, 
furnished in response to the recommendation contained in paragraph 2.21.  
the Department have stated : 

"It has alrcady been elucidated in reply to para I .17 cf this Report 
that it is not feasible to prescribe pre-check of draft assessment 
orders. However, regarding the post-checking of assessment 
orders involving large incomes. necessary steps are being taken 
for strengthening the Internal Audit Organisation, both quali- 
tatively and quantitatively. Rut it may not be possible for the 
I.A.C. (Audit) to check all large income cases as the number of 
IACs (Audit) in inadequate and they have to attend to a very 
large number of Receipt Audit objections and draft audit paras 
proposed by the C 6r A.G., apart from other administrative 
mi~tters." 

1.9. It is not clear to the Committee how the pre-check by Inter- 
nal Audit of the computation of income, suggested by them with a 
view to eliminating repetitive mistakes which have been coming 
to their notice year after year, is likely to dilute the assessing om- 
cer's responsibility or give rise to complaints that his jadidal dis- 
cretion is being hindered. The delays in the finalisation of .s~ss- 
rnents and iasue of demand notices apprehended by the Depart- 
ment by prescribing such a counterchcck before the urtsrmcnts 



.are findised can also be overcome by prescribing a suitablo time 
iimit for the completion of the prc-check. The Committee regret 
that the Department have hardly given careful thought to a sug- 

dertion which could have been helpful. Government will do well 
to have the matter properly re-examined. 

1.10. The Department's reply to another important recommcn- 
dation of the Committee that all large income cases should invari- 
ably be checked at the level of the Inspecting Assistant Commis- 
sioner (Audit) is entirely unconvincing. The scrutiny of large 
income cases, often involving complex points of law is found too 
often to have been left to Upper Division Clekrs, as in the case re- 
lating to the United Commercial Bank Ltd., with results that are 
detrimental to revenue and not particularly complimentary to 
the Department. The argument that it may not be possible for 
the Inspecting Assistant Commissioners (Audit) to check all largi: 
income cases on account of pre-occupation with numerous Receipt 
Audit objections and also the draft Audit paragraphs proposed by 
the Comptroller& Auditor General of India docs not appear valid or 
even particularly happy. The Department should, on the contrary, 
know that by ensuring careful scrutiny of large-income cases the 
possibility of mistakes remaining undetected would be minimised 
and would, in turn, lead to fewer Receipt Audit objections and 
draft Audit paragraphs. The C~mrnit tee are, therefore, unable to 
accept the Department's contention in this regard and would 
reiterate their earlier recommendation. 

1.1 I .  Reviewing the ileJucti,lns allowed hy the  Inmnc-tax 0:iici.r 
under Section 3$1)(i) of the Income-tax Act, ncimittcJl!. without ~ Jc~u , I ; . -  
scrutiny. on xccwl t  of  cxpcniliture c!:limcJ to  h;tvc hzcn incurrs,t by HrL 
rannia Biscuit C 1. I,!..i., t:wdrdc s~icntifi: r e s e ~ r c ! ~ ,  th! (: rmmirce, in p.ir  I -  

graph I .31 of the Keplrt ,  !I? i r c c . ~ m m c n ~ l d  : 

('The ~ o m n i n e e  are d ~ s ~ , e s m !  to find t h ~ i  cxp:n.iirurc nt Re o 0 1  
I&  on scientific research hdd been ~lloweif tw the 1nc)rn:-t,iu 
Otficer in this case with )ut making precr5c enquiries as to w h ~ t  
resmrch was actually carried out and 1 ~ 1 t h  but ensuring u k t h e r  
it was a penulne c u p d i t u r e  on r ew~rch  2nd devcl >pm:rir 
related to the bushes 0 1  Itrits mia  B~scuit C; I 1,yil. T h c  C-mml- 
rtee hjve bwn  infirmed in t h ~  c.rnncctiw t h u  apart f'r,~m thc 
amount of I i s  o 99 hkh :dIoweJ on this dcc )unt t ' t r  the , \s~cs\ -  
m??r ymr rgh8-6% fdrthtr wrn 01' 11s. I 66 l a k h  ,mi I < + ,  o 04 
ILikll 3 live 'lam allllweJ in respect nf the 'is?e;qmc l r  y; i t . ,  r g p - 7  I 
and ~v72-73  rccpe:tivclv. 'I'he asses$,nt.nti 1c)r t11: yc.trs 1961- 
70 and 1971-72 :IV qtdtr'ci to hc pmJin; dAld in rcspcct of  *hew 
tw ,isicpsment yews, Rs. I 28 Iakh5 a d  R,. I 29 hkhb rccrvl- 
tivc!? have hei-.l cl limed hy the ;iu.;ccsc: alrnpmy row tr l.; 
scicn0ific rescsrch Tllc Comm~trec ilrcirc thar thew c l imr 
shnuld he arefully sc-utiniucd hv renpcaing the c m s  where 
necessary, in orikr tn ensure thw the permiwihle ci:.lucrions 
from the taxable incnme are fully justified. I? c re i t  IF found 
&at here had been misrepresentation of fan5 and thdt the 



deductions were incorrectly allowed, immediate action should 
be taken to subiect the amounts to tax. The  Committee would 
await a further report in this regard." 

1.12. In their Action Taken Notc dated 2 1  .April, 1976furnished in this 
regard, the Department of Revenue & Banking (Revenue Wring) have 
ytated : 

"The Income-tax Officer concerned has been directed to scrutinise 
the claims made in the different years carefully and submit 
detailed reports for considering action u/s 147(n) and/or 263. 
However, in view of limitation for the assessment year 1967-68 
the Income-tax Officers has been directed to take immediate 
action u/s  147(a) as a precautionary measure. T h e  outcome 
of the scrutiny of the claims will be available only after some 
time. T h e  Committee will he informed of the results in 
due course." 

1 . 1 3 ,  Dealing further with the general issue of deductions frrm 
taxable income, allowed under Section 35(1)(ii) of tkc Act. of the 
amounts paid to :i scientific research association approved by the pres- 
cribed authority, the Committee, in paragraph 1.33, had recommended as 
follows : 

"'She Committee agree with the view of Audit that in Section 
3 ~ ( r ) ( i i )  of the Income-tax Act, under which any sum paid 
to a scientific research association, having as its obiect scientific 
research, is allowed as a deduction provided the association 
is recogniscd by the CSIR, there is a lacuna which needs to be 
removed. I t  is not unlikely that ambiguity in the legal pro- 
vision in this regard has led to a tendency on the part of some 
big industrial houses to spmsor so-called scientific resenrch 
associ:\tions with :I view to claiming dcducticms from taxable 
income. T h e  Committcc, therefote. desire that the existing 
provicions should he reviewed and the loophole in the Act 
plugged forthwith. This  tendency could, perhaps, also be 
countcrcd by prescribing ceiling on the sums payable to 
rcscurch associations for the purpose, of computation of . 
inc*~rn~-tax."  

1.14. The  Action 'Taken Sore  dated 16 Jul!. 1s-6 furnished in this 
connection by the Department is reproduced below: 

"With a view to ensuring nwidnncc of misuse o i  thc provisions of 
Scction 3~(1)( i i j  of the Income-tns Act, 1961. the prescribed 
authorities have taken thc following measures: 

(i) '4 Commit!~*c. consisting of cxpens in the field p i  n.?cnrch 
for which al\provnl i s  askcd for is to satisfy itself ..bout the 
genuineness of thc resenrch a:soci?ticn and ~ese:~rch yro- 
gramme they intend to carry out before recommending 
approval ; 

(ii) I n  most of the cases, npprovals are being given by &e 
prescribed authorities for n limited period, acnerally, 
three years to be reviewed thereafter; and 



(iii) The rescribed authorities insist on the furnishing of 
annua I' reports and returns by the institutions regarding 
scientific research activities for enabling the prescribed 
authorities to have an annual review and to see that the 
funds received under the approval are utilised exclusively 
for research purposes. 

The Audit have already been informed regarding the system evolved 
in consultation with the prescribed authorities for ensuring the 
proper use of the concessions vide Board's letter F.No. 2031 
163/7s-IT A. I1 dated the 22nd March, 1976. 

The Indian Council of Medical Research i.e. prescribed authority, 
have already reviewed the performance of certain institutions 
and have recommended withdrawal of approval in eight cases 
so far. 

The Central Board of Direct Taxes have, on its own, issued Ins- 
truction No. 896 (F. 203/8/75-ITA, 11) dated the 4th November 
1975, to all the Commissioners of Income-tax enclosing a 
list of institutions so far approved for making proper enquiries 
with a view to ensuring that the utilisation of funds is made 
for research purposes and with a view to referring the matter 
to the prescribed authority for withdrawal of approval if any 
deviation is noticed. 

The suggestion of the Committee regarding fixation of ceiling on 
the sums payable to research associations has been carefully 
considered. The amount required for carrying out a pani- 
cular scientific research programme would substantially vary 
from one programme to another depending upon the nature 
and type of research proposed to be undenaken which cannot 
be foreseen with any substantial accuracy. In view of this, 
it would not be feasible to fix a ceiling on such expenditure. 

It is expected that the steps taken by the prescribed authorities 
as well as those by the Central Board of Direct Taxes for stric- 
ter control over the utilisation of such funds will ensure hetter 
discipline among the institutions and, in case of failure, the 
approval granted will be withdrawn." 

1.15. The Committee note that in  pursuance of their recom- 
mendation contained in paragraph 1.31 of the 187th Report (Fifth 
tok Sabha), the Income-tax Officer has been directed to carefully 
scrutinise the deductions claimed in the different years by Britannia 
Bisccdt Co. Ltd, under Section 35(1)(i) of the Income-tax Act, 
and to submit detailed reports for considerin rectificatory i action under Sections rq7(a) and/or 263 of the Act. he Committee 
would urge Government to complete the examination -on and 
adopt all conrcquentkl actim under the Law. 

1.16. The Committee welcome the measures rtated to have been 
t- to ensure that the provisions of Section 35(1Xii) of the Incomc- 
tu Act relating to payments made to rcitntific research asro- 
4i.d-r are not abased as they appear to have been by big indur- 
trk] h o o ~ s .  It ir  felt, however, tlut a cdling on a- payments, 



as recommended by them, would have a sdatary effect, The 
fact that i t  has been found necessary, on a review by the Indian 
Crmncil of Medical Research of the performance of certain inrti- 
tations, to withdraw the approval accorded in as many as d+t  
cases reiaforces the Committee's impression that checks and 
controls, if hitherto exercised in this matter, bas been perfnrrctory. 
The Committee, therefore, would like Government to re-examlne 
this question and take necessary steps to amend the law in this 
regmd. In the meantime, the prescribed authorities under the 
Act and the Central Board of Direct Taxes should ensure that the 
tcgulatory apparatus functions effectively and that the various 
measures enumerated are strictly enforced. 

Production of biscuits in excess of licenscd capacity by Britannia Biscuit 
Co. Ltd. (Paragraph 1.43-S1. No. 10) 

I .  17. Commenting on the abnormal production of biscuits by Britannia 
Biscuits Co. Ltd. over its licensed capacity, the Committee, in paragraph 
r .43 of the Report had recommended, inter dia,  as follows : 

"What is more distressing is the fact that even though this q u e s t h  
of the company producing biscuits far in excess of the licensed 
capacity had been raised in the Lok Sabha in 1971, no con- 
crete action has so far been taken against the company. The 
Committee can not understand why the Ministry of Industrial 
development merely remained content with calling for the 
explanation of the company and referring the case to the Mi- 
nistry of Law. Besides though this case had been taken up 
with the Ministry of Law as early as August 1974 according 
to the information furnished to the Cornmince it remains 
still under examination. The Committee deprecate such m- 
conscionable delay in cases especially relating to monopoly 
concerns and big foreign business houses. The Committee 
desire that the reasons for delay should be explained and ns- 
~onsibility fixed for appropriate action. The Committee would 
like to know the final decision since taken in this case." 

1.18. In their Action Taken Note dated 1976, the Department of 
Industrial tkvelopment have informed the Committee in this connection 
as follows: 

"Mk. Britannia Biscuits Comany operate three units manufacturbg 
biscuits, one each in Calcutta, Bombay and Madras. The 
units in Calcutta and Madras are operated under Registration 
Certificates issued under Section 10 of the Industries (Dev. 
& Reg.) Act, 1951. These Registration Certificates, as per the 
then procedure, did not specify a particular figures as approved 
capacity. The unit at Madrss is run under an hdusaiPl 
Iicence issued under the Industries (Dev. & Reg.) Act, ~ g j r  
for an annual capacity of 1200 tomes for the manufactult 
of biscuits, but without specifying the number of shifts inthe 
day to which this figure relates. 

In July 1972, the Company had applied by way of substantial u- 
pansion licence, for recognitbn of its reassessed capacity of 



33.536 tonncs per annum of all the three units put together 
including the unit a t  Madras. In consultation w ~ t h  the Li- 
censing Committee, the application of the company was 
rejected in February 1974. T h e  company made a represen- 
tation against the above decision of the Government claiming, 
tntm &a, that its increased production was artributable to 
normal circumstances and thnt there had hecn no increase in 
rhe means of production and ccmsequently no violation of 
the provisions of the I (D&R) .4ct, r95r .  This representation 
of the companv was also reircteci in August 1974. ?'he ques- 
tion of the action that could be taken in regard to excess pro- 
duction and violation of the licensing provision? that this 
implied was taken up and the case referred for advice to the 
Law Ministry immediately thereafter. The  1.w Ministry 
raised certain points for clarifications to establish whether 
the expansion was in vinli~tinn of the provisions of' the Act. 

About this time, there were s i n ~ i l ~ r  other cases engupin~: the atten- 
tion of the Departtnent which were also being gone into by 
the Law Ministry. That  Ministry was of the view that the 
penal provisions of the Act punish only contravention of the 
provisions of the Act and not of' the conditions, such as level of 
authorised production, that might have been stipulated in 
the Industrial Licence. 

I n  this connection it is also relevant to point out thnt cr rr:lin C:~.C, \  
of p~.oduction in excess of the licensed h a \ r  I-tcn 
referred for enquiry by the Commission on Large Industrial 
Houses (Sarkar Commission). The  Commission h a ~ c  !-ct 
to submit its report to the Government. Government have 
been awaiting the findings and recommendations ot the C'cm- 
mission to decide on the course of action to be taken in ;uch 
caqes of excess production, as n matter of general rolicy. 

Government fulls share the concern expressed by the ('onimtttec 
about the delay that has occurred in finalisinp the course of' 
action to be adopted in such cases. In the circumstances 
exolained above, the Committee \vould, however, :ipprecia:c. 
the procedural and legal constraints in the way of expeditious 

action. Suitable amcndmcnts to the Act to enahle Govem- 
ment to &dl w ~ t h  # u ~ h  ca\c\ ,li.rnl! ~ r t  IloH being prr\,c$Wd. 

Onc other consideration that has had to be kept in mind in this case 
has been that the Government of Tamil Nadu has been stropl) 
nrquing against anv decision or action that would limit pro- 
duction of' the X4adras unit ot ;he company b e h ~  levels 
dready reached. T h c  State Government have been frequent11 
writing to the  Central Government for recoganising and regu- 
larising the enhanced production and the capwity that has 
heen actually installed at this unit, on the ground that  it offen 
s i~eablc  employment opportunities in the Statc. 

The Committee may be assured that the matter will be gcrc into 
4 

, . in all its aspects-legal, administrative and technologi~;~l ard 



a policy decision arrived nr as urgently as possible, in the Ijghr 
of the weighty ohservations contained in its 187th Report." 

1.19. The Committee are  concerned to observe that the question 
of Britannia Biscuit Co. Ltd. producing biscuits f a r  In excess 
of the licensed capacity has been hanging fire for over four f e a r s  
now and conclusive action is yet to be taken, in a principled man- 
ner, against a big foreign business house for contravention of 
the condition stipulated in the industrial licence. The elaborate 
explanation offered by the Department of Industrial Development 
for the delay is also by no means convincing. The Committee 
find from the sequence of events relating to this case that though 
the company had, as early as in July 1972, applied for recognition 
ofits reassessed capacity of 33,536 tonner per annum of its three units 
located at Calcutta, Bomhay and Madras, Government took nearly 
19 months to reject the application. A farther period of six months 
had elapsed before the advice of the Law Ministry Was sought, in 
August 1974, on the action that could be taken against the company 
for the excess production and the violation of the lice sing pro- 
vision that this implied. Some two years have elapsed since then 
and Government appear still to have preferred to await the 
findings and recommendations of the Commission on large In -  
dustrial Houses (Sarkar Commission'r to whom certain other cases 
of production in excess of the licensed capacity had been referred 
for enquiry, so a s  td decide, as a matter of general policy, on the 
course of action to be taken in such cases of excess production. 
The Committee a re  far  from satisfied with this state of and 
must insist on this long-pending issue being finallsed without 
delay. 

1.20. The Committee note the Law Winistryis view that the 
penal provisions of the Industrial iDevelopment & Regulation) Act, 
1951 punish onlv contravention of the provisions of the Act and 
not of the conditions, such as  the level c; autborised production, 
that might have been stipulated in the Industrial Licence, and tha t  
sgiteble amendment to the .Act to enable Government to deal 
Crmly with such cases are  now being processed. The Committee 
would urge Government to complete this exercise early and re- 
medy an unfortunate situation without further loss of time. 

Remirtances ort account of trechm'cal know-hcul fets by L)rcnlop India Lrd. 
(Furagraphs 2.23 crtld 2.24-S/. St .i. I 7  mi 16). 

1-21 .  Dealing with '3 casc, relating to Dunlop India Ltd., of non-obser- 
vance of the provisions of the Finance Acts relating to the levy of addi- 
tional .fax on dividends declsred or distributed in exnss of a specified 
percentage of the paid-up equity capital, the Committee, in paragra~hs 
2:a3 and 2.24 of the Report, had recommended, inter alia. as follow: 

''2.23 Another feature which has come to the notice of the Corn- 
mittee in respect of Dunlop India Ltd. is that the company hay 
heen rcmining large sums abroad every year on the plea of 
reimbursement of technical knowbhow fees. During the scven- 
vear period from 1965-66 to IWr-71, the mnittances made on 
this account totalled E 1.46 rnililons. Tn addition, the company 



Zlas also claimed to have remitted, in 1972, a sum of Rs. 2.21 t 
lakhs alleged to represent reimbursement of technical expenses 
incurred by the U.K. company during the year ended 31st De- 

cember 1969 and this claim, according to the information fur- 
nished to the Committee by the Department of Revenue & In- 
surance, is to be considered by the Income-tax Officers in the 
pending assessments of the two companies, namely, Dunlop 
India Ltd. and Dunlop Holdings Ltd.3 U.K., for the p a r  1973-74 
I t  would appear that the Indian subsidiary company has been 
allowed to remit large sums as payment of technical know- 
'how fees to the foreign holding company. While the payments 
for technical know-how could, perhaps, be justified during the 
initial period of establishment of a company, the Committee 
are doubtful how far the technical know-how would be relevant 
in the case of a welltstablished compa?ylike Dunlop India Ltd. 
in an advanced stage of development. 

24 The Committee would therefore, like to be satisfied that the 
remittances made on account of technical know-how fees by 
Dunlop India Ltd. were, in fact, fully justified and genuine and 
have not served as an instrument of tax-avoidance. The Com- 
mittee desire that the technical know-how agreement entered 
into by the company should be thoroughly examined by the 
depl~rtment of Revenue & Insurance with a view to determining 
its klevance to the Indian business of Dunlop India Ltd. and 
ensuring that it is not a mere cloak for tax-avoidance. In,case 
it is found that the remittances on this account have been clauned 
and allowed wrongly, appropriate action should be taken." 

1.22. In their Action Taken Note dated I July 1976, relevant to these 
recoarn:ndations, the Department of Revenue & Banking (Revenue Wing) 
have replied: ' , 

"The Commissioner of Income-tax concerned as well as the f,k- 
panment of Industrial Development were reqyested to examrne 
the points raised in these two recommendations for necessary 
action. The Commissioner of Income-tax has reported that the 
remittances have been made by the Indian concern as conside- 
ration for the rendering by the foreign company of current 
technical services. 

The Department of Industrial Development have informed that the 
matter is under consideration." 

1.23. it is not very clear from the Department's reply whether 
the report stated to have becn received from the Commlrrioner of 
Income-tax in regard to the nmittancer made by Dunlop India Ltd. 
on account of technical know-how fees' technical expenses claimed 
so have beea incurred by the company'r counterpart in the Uaited 
Kingdom, pertaim only to the claim of Rs. 2.21 lmkhs remitted in 
r ) p  which was to have been conridered in the pending curcsrment. 
of tbc two companies for the year 1 ~ 3 - 7 6  or to the nmittanm 
of orcr two crorcr ail rupccr tmde d d n  the wven-year w e d  f from I*-(6 to 2971-72. IT tk latter be t c cue, the Cornmi% te 



are surprised over the extraordinary expedition with which the 
assessments spanning several years had been reviewed and a report 
also furnished to the Board, In any case, since technical know-how 
a reements, particularly between inter-related foreign companies 
o fi en serve as instruments of tax-avoidance, the Committee wish 
that, as desired by them earlier the Department of Revenue& Bank- 
ing had taken the initiative of re-examining this case and re-assured 
themselves of the corrections and genuineness of the claims made 
by the company. Such an examination should be undertaken 
forthwith. The examination of the case by the Department of 
Industrial Development also needs to be completed quickly. 

The feasibility of reopening the relevant assessments of the Com- 
pany with a view to safeguarding the interests of revenue, pending 
final determination of the relevancy of the technical know-how 
agreement in the changed circumstances that may be prevailing 
should be decided upon. 

Rccinc of technical cd/aboratinn agreemetits enrered into by foreign enter- 
priser operating Z?I I U ~ Z ' L Z  ( P a r ~ ~ g m p h  2 .25-S1, A'o. 19). 

I 24. In paragraph 2 25 of the Report, the Committee had gone on to 
recommend further as f'ollows: 

&<The Ccmmittee are also of the view that it would be worthwhile 
1iv Government to undertake a detailed review of all such tech- 
nical collabnratic~n agreements entered into prior to 1965 by 
foreign enterprises operating in India and still in force, with a 
view to determining hn\v fhr such agreements could be considered 
relevant to the Indian business of such enterprises concerned 
in the light of the developments and changes that they might 
have undergone since the agreements were first entered into. 
In  case the review discloses that some of the collaboration agree- 
ments have outlived thcir purpose and serve only as instruments 
of' tax-avoidance, immediate action to treat the payments of 
technical know-hctv fees in these cases as inadmissible wend i tu re  
and subject them to tax: should be initiated, in addition to ter- 
minating tbe agreements. by invoking, if necessary, the power of 
eminent domain that a sovereign country enjoys. In  all future 
technical collaboration agreements approved by the Government 
it should also be ensured that a clause fbr a periodical review of 
the agreements from the point of view of their relevance in the 
changed circumstances that may prevail is invariably corporated. 
The  Committee attach considerable importance to these recom- 
mendnticins and desire chat they should be implemented expedi- 
tiously." 

I .25. In an interim reply ddted I July, I 976 to the above recommenda- 
rion, the Department of Revenue &. Banking (Revenue \Ving)informed the 
Committee as follows : 

"Department of Economic Affairs were requested to take necessary 
action and intimate the results to this Department so that reme- 
dial action from the income-tax angle could be taken in suitable 
cases. It  appears that the Department of Economic Affairs 



are compiling a list of such collaboration agreements in consulta- 
tion with the Reserve Bank of India. Technical collaboration 
agreements now approved are valid for a period of 5 years from. 
the date cf commercial production and extensions of the agree- 
ments are approved by the Foreign Investment Board in excep- 
tional cases. In view of this position, the Department of Econo- 
mic Affairs have called for the comments of the Department of 
Industrial Development about the need for the inclusion of a 
clause for a periodical review of the agreements. Their final: 
reply in the matter is awaited." 

I .26. Subsequently, in ancther Note dated 7th September, 19768 
furnished in this regard, the Department stated: 

ccAttention is invited to this Department's reply of even number 
dated the 1st July, 1976. 

The Department of Economic Affairs have offered the following 
ccmments on the recommendations of the Public Accounts 
Committee : 

' W e  have consulted the Department of Industrial Development 
and the Reserve Bank of India, Bombay in this matter. As 
regards the PAC's suggestion that Government should under- 
take a detailed review of all technical collabcration agreements 
entered into prior to 1965 and still in force. we feel that it 
may not be necessary to appoint a group of officers to carry 
nut the review of such cases for the following reasons.- 

(a) Prior to 1965, the policy of the Government was to approve 
technical collaboration agreements normally for a pericd of 
10 years. It should, therefore, be presumed that m i x  of the 
collaboration agreements approved pricr to 1965 would have 
espired b!. now. 

(b) In October 1969, this Ministry asked the RBI to advise Indian 
parties to terminate their collabnration agreements which had 
a run of ro years and in case the Indian parties considered it 
necessary to have another agreement to replace t h e  existing 
one, they should make a fresh application for the purpose 
of consideration by the Foreign Investment Board. (.A copy 
of the letter dated 6th October 1969 from the Department of 
Economic Affairs to the Reserve Bank of India on the subject 
was also furnished to the Committee which is reproduced 
in Chapter IV). 

(c) The RBI have instructed their offices to insist upon specific 
G o v m e n t ' s  approval before allowing remittances beyoned 
the period for which an agreement has been approved by 
Government or which had a run of ten years whichever is less. 

As regards the PAC's suggestion for incorporating a clause in the 
future technical collaboration a eements approved by Govern- 
ment for a periodical review o r the agreements from the point 
of view of the relevance in the chan d circumstances, the Depan- 
ment of Industrial Development f= ave rightly pointed out that 



such a provision will scare away the prospective collaborator, 
because it will create an element of uncertainty regarding the 
compensation which they are likely to get for technology pro- 
vided to the Indian company. That Department have added 
that such a provision will not only inhibit the flow of technology 
to the Indian company but also may create legal complications, 
because an agreement entered into between an Indian company 
and the collaborator is a legal document. Moreover the dura- 
tion of the agreements now approved is for 5 years from the 
commencement of production and when an Indian company 
comes up for extension of the agreement, a review of the agree- 
ment automatically takes place and this may be considered as an 
in-built provision fcr review. We agree with the Department 
of Industrial Develcpment.' 

It  is, therefcre, submitted that the concerned Government depart- 
ments and the Reserve Renk cf India have alreadv evolved P 
prr cedure f i , r  review of agreements which 11.:~ i. h d  :. -1 ' ' ! 
ten ytars. Scu r;grrements are ;.;ym \ILL .. . , . . . . --:. i 
of five years with 3:- ir-hciit pi visi: r ! s :r:.!<n' 7::~. i l  :. ..-drs. 

7 he Depar~n:e~.t c I Econc mic Affalrs have been reauested to ccm- 
municate to this Department cases where the foreign collabora- 
ticn agreements are terminated on the ground that these have 
cutlived their purpcses sc that consequential remedial action, 
if anv, frcm the inccme tax angle is taken." 

I .  27. Government's reluctance to undertake a review of 
all technical collaboration agreements entered into before r965 by 
foreign enterprises operating in India with a view to determining 
their relevancy in the changed circumstances that may prevail 
is difficult to appreciate. It is clear that the main thrust of the 
Committee's recommendation has not been properly understood 
by  the Department of Economic Affairs. What the Committee 
had in view was only a review of technical collaboration agreement 
entered into by foreign enterprises operating in India and it was 
not their intention that the review extend also to the agreements 
entered into by purely Indian enterprises. Since the agreements of 
the former category are not likely to be very large in number, 
it should not be difficult for Government to meet the Committee's 
desire in this regard. In the absence of such a review and the rele- 
vant statistical data, the mere presumption that since Government 
policy prior to 1965 provided for the approval of technical colla- 
boration agreements normally for s period of ten years, such 
agreements approved prior to 1964 nould have expired by now 
is not enough to set at rest the Committee's genuine apprehensions 
arising from the facts made available to them in regard to the 
collaboration between Dunlop India Ltd. and Dunlop Holdings 
Ltd., U. K. as well as the technical service agreement entered 
into between National & Grindlays Bank Ltd. and the First National 
City Bank [which the Committee had examined in their 176th 
and 19rnd Reports (Fifth Lok Sabha)]. Besides, it would also appear 
from the Department's letter dated 6 October, 1969 thatp ending 
a decision on the question whether the existing agreement should 
be allowed to continue with or without amendments, which admit- 
tedly takes 'a long time' to reach, further payments continue to 



accrue to the foreign collaborator. These payments would become 
payable even in the event to Government deciding not to approve 
of the continuance of the collaboration on account of the obligation 
to  give due notice for the termination of the agreement. The extent 
of benefits that would have accrued in these circumstances to the 
foreign collaborator by way of know-how fees and to the Indian 
unit of the foreign enterprise in the form of tax concessions during 
the period when the agreement is in suspended animation, is any- 
body's guess. The Committee would, therefore, reiterate their 
earlier recommendation in this regard and desire that the review 
suggested by them should be set in motion without further delay. 

1.28. As regards the incorporation of a clause in all future 
technical collaboration agreements to provide for a periodical 
review from the point of view of their relevance in the changed 
circumstances that may prevail, it has been contended by the 
Department of Industrial Development that such a provision 
will scare away prospective collaborators and inhibit the flow of 
technology to the Indian company. The Department have also 
added that such a provision may also create legal complications. 
While these 'legal complications' have not been spelt out clearly 
and should not in any case impede execution of our national policies, 
the Department's somewhat meticulous concern for foreign- 
collaborators appears to be an anachronism, when viewed against 
Government's own declarations, in the recent past, for the pro- 
motion of indigenous technologies and planned phasing out of 
fereign collaborations. In the Committee's opinion, Government's 
fears in this regard are unfounded. They would, therefore, urge 
Government to have this issue re-examined carefully. The imple- 
mentation of this important recommendation should not be 
difficult, particularly in the context of Government's avowed policy 
in this regard. 

1.29. Examining a case of mcxrecr c mputdtlnn of th-. busmess Income 
of IB,M World TmJe Cxpordtidn, a pant  multmdtlon.;ll c l rp  mtiim 
c 1' >:lqo ?1nx: a virtual m m ~ p  dy In computers and other data pr )cc.ising 
rqddt~ .U2i l i ,  thj Cammittee, in paragraph 3 32 of thc 187th Rep,~rt, had 
recommended, tnrer alra, as fidlnws . 

"It would appear t h x  the claims preferred by the company have 
been readily accepted by the Inc me-tax 0:ficcrs without any 
genuine scrutiny, and often the books nf  account of such multi- 
national csrp.)rations ere nl,t even called far and examined 
properly. The representative of the Department of Kevenue 
and Insurance s t ~ t e d  during evidexe t h ~ t  ' ~ n  m x t  of the casm 
or a large number of cases' it would n )t be p jssihle for the 
Department to obtain the foreign accsunts frcm the head oi'ices 
of the companies for scrutiny. This is an impermissible siturltion, 
since our Income-tax Officers are driven tn rely on the accounts 
certified by the company's own auditors or chartered nccount- 
ants This is a situation which needs to be rectified." 



1.30. In  their Action Taken Note dated 15th July, 1976 furnished in 
pursuance of the above reccmmendation, the Department of Revenue & 
Banking (Revenue Wing) have replied : 

"This has been considered in cmsultation with the Ministry c,f Law 
and they have advised that the Income-tax Ofhcer has the power 
to call fcr the bnc-ks of accvunt of head ofice and in case of 
nnn-productinn of such books, it is open to the Income-tax 
Officer tc. ciraw an adversc inference, and further any requisition 
for such nccwnts has to be in precise terms and not be too 
gcnerai or vague." 

1.31. The Law Ministry's view tha t  the Income Tax Officer has  
the  power to  call for  the books of account of the  head office of  
foreign companies operat ing in  India and  tha t  a n  adverse inference 
could be drawn in  the event of non-production of such books 
reinforces the Committee's impression tha t  the impor t an t  question 
of admissibility, f r o m  the  tax  angle, of the  head office expenses 
claimed by such companies as  IBM World Trade  Corporation, 
National & Grindlays Bank etc., still remains  to  be  examined with 
a n y  seriousness. It  is surpris ing indeed tha t  the Depar tment  o f  
Revenue 8r Banking had  formed the peculiar impression tha t  'in 
most  of the cases o r  a large n u m b e r  of cases' i t  would not  be possible 
t o  obtain the foreign accounts f r o m  the head offices of the compa- 
nies for  scrutiny. Now tha t  the position has  been clarified, the  
Commit tee  t rus t  tha t  suitable instructions would be issued early 
s o  tha t  a genuine scrutiny of the claims made by foreign companies 
can  be effected. 

1.32. T h e  Committee, during their examination cf the Tnccme-tax 
assessments r-f IB.\I D'orld Trade Ccrporati~n, had found that large 
amounts h d  been cl::imcd by tht. Cr mpw~y,  year nftrr year, on account 
of head oftice espenses attributable tr the cc-mpany's Indian cperations 
and that these claims had bccn a l i i w d  in full by the Income-tax Otficers 
wirhcut any &sailowance and Pn the basis c.f inndequate scrutiny. Dealing 
with this questicm, the C<.mmittee. in paragraphs 3 3; tc. 3 .35  of the Report 
had recommended irt~o oils, a s ' f t ~ l l ~ v s  : 

''3 33 Thdt the Income-tax Officers, however. had failed to make 
a proper assessment of amounts claimed by the cilmpany as 
hcrld otficc rxpenscs is also borne our by the company itself 
coming forward, in Kcwember r g ~ j .  with a voluntary disclosure 
under Section 271 (4A)lii) c f  the Incomr-T:IX .4ct, I g 6 r ,  admitting 
an exccss claim on accrunt of head &ice expenses for the years 
1566 to 1970 to  the extent c.f CS ddlars 450 thousands and 
submitting amended tax returns. l 'his is, indeed, a sad cornmen- 
taly on the functioning cf our Inccme-tax Department." 

"3.34 In view of the far-reaching implications of the disclosure 
now made by IRhi World Trade Gwpnration that 'certain 
errors in the principle of allocating Headquarters Expense to 
India had heen detected by its head office in New York' and 



that 'the erroneous calculations had resulted in excess claim on 
acccunt of Headquarter Expense' for the years 1966 to 1970, 
the Committee desire that all claims made by the company on 
this acccunt relating to periods prior to 1966 and after 1970 
s h d d  be subjected to a thxough scrutiny by the Investigation 
Cell set up by the Central Board of Direct Taxes to look into 
leading cases of tax evasion and malpractices. Besides, all the 
assessments of the company from 1960 to 1974 should also be 
strictly reviewed, with reference to the baoks cf accounts of the 
company sc as to establish the accuracy of the statements of 
receipts and expenditure and the genuineness of the allocaticn 
of expenditure between the Head Office of the cc-rnpan\r and 
the Indian unit and to ensure thot no inadmissible expenditure 
is allowed to escape taxation and be repatriated abroad in foreign 
exchange. In case the review reveals that there has heen a deli- 
berate attempt by the cfimpany to evade taxes, stringent penal 
action under the law s h x ~ l d  be token forthwith against the 
company. besides levying u ld  ccllecting the tax on the income 
that has escaped assessment. The  c~mectness of reccpnising this 
multinational giant as a wmpany under the Income-tas Act 
should also be looked into in detail. The Committee would 
await a detailed r epx t  in regard to the action taken by Govern- 
ment on these recommendat inns ." 

- 3 . 3 5  The Committee also consider it rather significant thot the 
application under Section 271(4A), admitting excess claims 
on account of head office expenses, had been made by the conlp- 
any after the Audit paragrdph had appeared In the Rep,rt of 
the Comptroller and .4uditor Generdl of India and after the 
Committee had probed into some of the I n l l ~ m  operatic-ns 
of IB5I World Trade C o p x i t i o n  in their 12-th Report (Fifth 
Lok Sabha) on the installation of INhl ccmputers on Indian 
Railways, which was presented to the Lnk Sabh&i in April 1974. 
&sides, h e  affairs of the Company have also been taken up for 
scrutiny by an inter-a!linisterial Working Group cc-nstituted by 
the Department of Electronics. Under these circumstances, 
the Committee have grave dnubrs whcther the discl.xure made 
by the company only in Kovember 1974 could be treated as 
voluntary and not as one prompted by the fear c.f euposure. 
The  Ccmmittee would, therefore, recommend that pending the 
completion of the comprehensive review sugeested in paragraph 
3 34 dbove, the application made under Section 271(4A) of 

Inwme-tax Act should be kept pending so that the assessee 
company does not excape the consequences of penalty and 
prosecution proceedings for claiming excess expendituse In a 
manner which, prima facie, appears to be dubious and even 
deliberate." 

1.33. With reference to their observations ccwained in paragraph 3 33, 
the Committee have been informed by the Department of Revenue & Blank- 
ing (Revenue W i q ) ?  in their Action Taken Nnte dated 15th July, 1976 
thzr these 'have been n~ ted ' .  As regards the recommendatinns contained 
in paragraph 3.34, the Department, in an interim reply dated 28th June, 
1976, have stated : 

'The Special Cell has been directed to have investigations in this case 
completed in consultation with the Commissioner of Income-tax 



on a priority basis. The  correctness of recognising this multi- 
national corporation as a company under the Income-tax Act 
is also being examined." 

1.34. The Action Taken Note dated 28th June, 1976 furnished by the 
Department in response to the recommendation contained in paragraph 
3.35 is reproduced below : 

"The Department of Electronics have been requested to send us a 
copy of the report of the Inter-Ministerial Working Group set 
up to look into the affairs of IBM. World Trade Corporation. 
Meanwhile, the application u ' s  271 (4h) of the Income-tax 
Act, 1961 is being kept pending." 

1.35. The Committee note that the Special Cell set up in the 
Central Board of Direct Taxes has been entrusted with the task of 
'investigating, on a priority basis, the claims made by IBM World 
Trade Corporation on account of head office expenses and that the 
correctness of recognising this multinational Corporation as  a 
company under the Income-tax Act is also being examined. They 
would like these investigations to be completed quickly. As regards 
the question of recognising the corporation as a company under 
the  Act, the Committee would invite attention to their observation 
contained in paragraphs 6.1.72 and 6.1.73 of their 221st Report 
(Fifth Lok Sabha). The stage a t  which the application made by the 
company under Section 271(4A)(ii) of the Income Tax Act stands 
a t  present should be intimated to the Committee forthwith. 

1.36. In p l r ag ra~h  3.36 of the Report, the Committee had further 
recommended as follo\vs : 

"Now thlr an inter-Jlinisterial X'orking Group has also been 
appointed to evamine in detail the policies and procedures under 
which 1B.M \Krorld Trddc Corporation operates in India, the 
Committee desire that the entire issue of head office expenses 
claimed bv the somp3nc :lnJ the remittances made by it should 
be q,me into hv thc Torking Group with a view to quantify- 
ing. in concrete and specific terms, the extent to which the 
coi t~trv 's  s<.lrcc. foreign cxchmpe resources have been frittered 
aw'l!. an.1 evposinc a11 the devious methnds employed by this 
ml l t in .~ t ion~l  corporation tir the detriment of the countr).'~ 
wider national interest." 

I . 3 7 .  In their .4ction Taken Sote  Jnted 14th July, 19-6, the Depart- 
ment of lievenue 8: Ranking (Revenue King) have replied : 

".4s has already been stated in reply to para 3.35  of this Report, the 
Depnrtment of Electronics have been requested to send a copy of , 
the report of the Inter-A1inisteri:d Working Group." 

I.@. The Committee find that the reply furnished by the De- 
partment of Revenue& Banking to their recommendation contain- 
ed in paragraph 3.36 of the 187th Report (Fifth Lok Sabha'l that  
t he  entire issue of head office expenses claimed by IBM World 
Trade  Corporation should be gone into by the inter-Ministerial 



Working Group appointed to examine the policies and proce- 
dures under which company operates in India is not quite rele- 
vant. What the Committee had wanted was that this aspect should 
be included as one of thp. specific terms of reference of the Working 
Group. Action in this regard should be initiated forthwith so 
that all the devious methods adopted by the company to the detri- 
ment of the country's wider national interest are adequately ex- 
posed and appropriately dealt with. 

Iwcpuldr cxr.wsiot? of brncfirs udrni~sitrlc to pricrrr?, wdr s o  l r  r o  rhc 
manufacture ?f inrt-rntetiiarc p r ~ d u c t s  (Partrgraphs q 22 and j.23-SI ,Y-)s. 
32 '3 33).  

1.39. Dealing with a case of irregular extension of the benafitq ad- 
missible to priority industries, mde r  Section S Q  E ' I  of the In~c.me-tax 
Act, and of higher development rebate a \ - ~ i l h l e  tn the petro-chem~cal In- 
dustry, to J .K .  Swthet ics  L,td.. the Committee. in par:leraph 3 22 and 
4 23 of the Report, had observed, in[(-r nlia,  as t'olIo\vs 

"4.22 T h e  Committee view with concern the irrcculnr extension of 
the benefits admissible to priorit! industries. under Sectior. 
8 0 W 1  of the Income-rnu Act. 2nd of higher de~cloymenr rebate 
permissible to the pctrochemir,~l indust!, to a comrany ( J .  R. 
Svntherics Ltcl.', controlled hy  a monopol! house, manutictur- 
in5 nvlon vnrn. which is (mi!. LI ~r~>i!uct  c ! r r i ~ ~ c t i  from the petro- 
chemical base, c;~pr:dactum. T h i ~  has re<ulted in a short- 
levy gf t:is am:.l:inting to Fir.  - 3 . i -  i a k h ~  for I ~ C  three ;lqsess- 
ment seclrc 1067-68 :o rohg--'3. 1 1 3  :~d~iirion, ;In intcrct  nf 
only Rs. r ofi I.ikhs had h r ~ r ?  l e ~ , i ~ ~ ? ,  ~ i x k r  S ~ a i o n  r3c. of'thc 
Incorn--1.1s .Act, f .~:  the b-lotccl filing of thc  return of incomc 
for the aLsessment year 1968-69, a,, against Iis. r . c s  l a k h ~  
actually leviable." 

"4.23 The Committee find that a strange procedure itppeers to 
h x e  been adopted in this case h!. rhc Income-tax Officer who 
m33e thc :>riqin;~l nwcscrncnt for the \.e.lr.s 196--68 tr! lyhq-"3 
by 3skinr rhe Indian 111stirurc of pctrc~lcum. Dehr;~dun. for a 
technical opinion on the subiect whcn it u ~ ~ u l d  h:~vc been more 
appropriate to refer :he caw, if there tvas a n y  doubt, to [he Chief 
Chemist, Central k v e n u c s  (:ontrnl L:lhnr,~tor~. Xe\v Pclhi.  
In fact, when the Chief (:hemist was cnnsultcif subst.quently, 
in Deccmher 1973, he ha3 c,~r.goric;ill\. opincd that X!,lon-6 
munufactured from cap rd :~ i t um,  bein< ;I tini\hcd article, was 
not covered hv the term 'pctrn-,:hcmic:d' scfcrred tn in item 18 
of the Sixth Schcdule to the Incnme-tas Act Expert w i n i n n  
apart, i t  is e ~ k k n t ,  from the purel!. cnmmon sense point of 
view, that the manufacture of intermediate of' finished products 
from a h-rqic petro-chemical, especially when thc raw meterial 
haqe iticl:' is manufactured elsewhere or i q  imporred, cannot be 
deemed to hc :I petro-chemical, industry qualif'yinp t'or the 
benefits of pririty industries. If nnc were to apply lopically 
the standard adopted in this case by the Income-tax Officer 
initiirllv then almost every a n k l e  or product manufncturcd 
out of pctro-chemicals should be ~ub jec t  to cnnccssicmsl rates 
of tax, which would he clearly against the letter and spirit of the 
concession given by the Parliament." 



I The  Action Taken Note dated 28th June, 1976, furnished in this 
regard by the Department of Revenue & Banking (Revenue Wing) is 
reproduced below : 

"The observations of the Committee have been noted. However 
on an appeal filed by the company against the CIT's order 
under ~ec t inn  263 for the assessment year 1968-69, the Appel- 
late Tribunal has held by its order dated 31-1o-1g7~ that there 
w7s no iustification in taking action u!s 263 withdrawing the 
relief allowed under vection 80-1 and the higher development 
rebate ellowed u k  331 r ) (h ) (H) .  It h:cs further held that even 
on merits, Nylon-ti is a pmn-zhemic,~l and is covered by item 
18 oi'the Fifth and Sivth SchcJules ~ f '  +he Income-tax Act. A 
rcferrncc app1ii.a t io~  I fi lc,? h!. the Income-tax Department u/s 
2 5 6 ;  I )  rcqucstinp rhc 'rribunn! t o  refer the case to the High 
Court has , 1 I i 0  been reiectcd. 'I'hc queqtion of filing a reference 
111s 256/2j hi'fore the His11 C o m  is under consideration." 

1.41. T h e  Commi t t ee  note t ba t  the  Income-tax Appellate Tri- 
bunal  has  held, by  i t s  o rde r  dated 31se October, 1975, t h a t  t he re  was 
no justification in taking acton, under Section 263 f o r  t he  assess- 
m e n t  year  1968-69, withdawing the  relief allowed to  J. K. Synthe t ics  
Ltd. under Section 80-1 a s  well a s  the higher development reba te  
allowed unde r  Section 331 r i b  B . Ecsides, i t  h a d  also held t h a t  
even on meri ts .  Nylon-6, manufactured f rom caprolactum, i s  a 
petro-chemical and  is covered bg i tem 18 of the  Fifth and  Sixth 
Schcdules of the Income-tax Act. A reference application (filed by  
thc  Ccpar tment .  under  Section 256: I ) ,  having been rejected by the 
Tribunal ,  t he  question of filing a reference under Section 256 (2 )  
before the  Hieh Court  was under consideration. Considerable t i m e  
bas  elapsed sincc then. The Commit tee  t rus t  that  a n  early decision 
will be taken by the  Depar tment  in  this  mat te r .  

I 42. Diwing their examination of p:~rapr:lph 34 cf the Report of the 
C,ornl~troilcr :tnd Auditor Gencrd 01' Indin Sor the year 19-2-73. Cnion 
Govcnxmcnt i(:ivili. Kevcnuc Receipts. \'cllurnz I .  1ndirec-t Taxes, the 
Ccm~nittcc h;lil 1c:trnr t h ~  :I large rcfund (>f'Cenrr:iI Esc.ise duty amcunting 
to R!. I 3- crnres half been ~ranteii ,  on rcvisic-m, t i )  1 .K.  S!nthetics Ltd. 
Dr;n\ ing thc nttcntion of the Central RcarJ of Dirccr 'T'i~see to this refund, 
the C,jmmittct.. in paragraph 4 01' their I 87th Repon, had observed : 

 the Committee had a l w  had occ,lsion to examme separately the 
grant of a large refund of Central E w s e  duty mounting tn 
Rs I 77 crores, on rev~sic~n, to J K S!nthetia Ltd.. T h e  
Committee have hwn inSorn1ed h!. the Centrd Board of Dirm 
Tuxes that the Commissioner n i  Income-tax hnd been instructed, 
on 7th MHV. 1974, to look into this matter and verify that the 
refund hnd heen fully iwounteci for in the bonks and the 
returns of income. A long time hrts passed since then, and the 
Committee w u l d  like to be apprised immediately of the rrsults 
of the verifiation." 



J .43. In their Action Taken Note dated 28th June, 1976, the Department 
of Revenue & Banking (Revenue Wing) have informed the Committee as 
.follo\is : 

"The assessee company had received a sum of Rs. 1,36,78,459 as 
refund of Central Excise Duty during September/ December 
1972. A further sum of Rs. 68,84365 became due to the 
company but was not paid by the Central Excise Department. 
These amounts were neither shown in the P & L aic nor in the 
returns of income. The entire question of assessing these 
refunds to Inccme-tax is under examination in detail during 
the course of pending assessment proceedings for the assessment 
year 1973-74." 

1.44. The Committee are surprised that a large sum of Rs. 
r .37 crores received by J. K. Synthetics Ltd. as refund of Central 
Excir~e duty during September-December 1972 as well as a further 
sum of Rs. 68.84 lakhs which became due to the company on this 
.accormt had not been disclosed either in their Profit& Loss Account 
or ilk the returns of income. The Committee expect that while 
examining in detail the question of assessinng these refunds to 
Income Tax during the course of pending assessment proceedings 
for the assessment year 1973-74, the question whether there has 
,beer deliberate concealment of Income will also be gone into. 

3.45.  In paragraph 4.84 of the Report, the Committee had further 
,&ser red as fidloivs : 

+<Another unhappy feature of the case under scrutiny is that the 
collection of the additional tax due from Calcutta Electric Supply 
Coporation should have been kept in abcymcc hy the C~mmis- 
sioner of Income Tax till the disposal of the first appeal filed 
by the company before the Inccme-tax Appellate Tribunal. 
The Committee are distressed that an extra-legal concession, 
and that too without obtaining any security f i v  the additional 
demand, should have been extended to a de fd t inp  but powver- 
ful and long entrenched foreign cornpan!. on the hdsis of what 
has been described as 'the usud departmental prac-tice.' The 
(.;hairman ot' the Central Board of Direct 'r'axcz as well as the 
Commissioner of Income-t-ax, West hngdl-1, have admitted, 
before the Committee that if the Department wanted to and did 
take 'a very stern and rigid view of' the matter', the recovery 
could be pressed and enforced. The Cnmmittee desire that, 
principled action. even on occasion, 'very stem and rigid' 
should he taken, which, it is feared, did not happen in this c'w. 
It would he of interest to know in how many cases a similar 
concession had been extended, if only us a matter of convention, 
by the Incometax Department to the multitude of small 
i3Sscssees .*' 



I .46. In their Action Taken Note dated 26 July 1976, the Department 
*.of Revenue & Banking (Revenue Wing) have replied : 

"In this case the very basis of the jurisdiction of the Income-tax 
Officer to make fresh assessments stood challenged in appeal 
befcre the Income-tax Appellate Tribunal. As the assessee 
company had substantial assets and had not defaulted in the 
past, the Department did not expect any risk to revenue in 
granting the stay for payment of additional demands raised 
in fresh assessment proceedings. In granting such stays the 
furnishing of security is insisted upon only if there is any 
chance of loss of revenue. It my, however, be mentioned that 
granting stay of demand without any security is a fairly common 
practice." 

I .  47. Though the Committee, in paragrap& 4 .84  of their 187th 
Report (Fifth Lok Sabha) had specifically enquired into the number 
of cases relating to small assessees in which a stay of demand 
had been granted by the Department's if only as a matter of conven- 
tion, they find the Department's reply in this regard to be vague. 
The Committee apprehend that this extra-legal concession is liable 
to be exploited more in the interests of large income assessees. 
The Department should examine the legality and wisdom of 
persisting with what has been described as 'the usual departmental 
practice'. 

Failure on the part of ssupovisory officials ro r e r iw  a large imotne case. 
(Paragraphs 6 3 I and 6.33-SI. Sos. 64 urd 66j. 

I ,48. Examining a case relating to Gwalior Rayon Silk Aianufacturing 
(Wvg.) Company Limited, the Committee, in paragraph 6 . 3  I of the 
Report had recommended, intcr alia, as follows : 

(<It is also surprising that neither the Inspecting Assistant Commis- 
sioner nor the C(.mmissioner had looked into this case, even 
thcugh the charge in mvhich the case had been assessed does not 
appear to have more than a few large income cases of this type. 
The Committee u70uld like Government to find out whether 
the supervisor?. officials had inspected the w.wd in which the 
case w:ls :~ssesscJ at any time c~fter the assessment had been 
made nnd, if so, hoiv this particular case had escaped their 
nntice. In case there has been any remimess on their part in 
this repird. appropriate action should be initiated." 

I . 3 9  In  their Action Takcn Note dated zS July 19-6, the Department 
of Revenue & Ranking (Rcvcnue Wing) have replied : 

(<There is no doubt that this was t e \rifi&?cst revenue yielding case 
in that Charge. The  case of this company has always been 
handled by a senior Income-tax Officer and was k i n g  subjected 
to checking by the Internal Audit annually. Urifortunatelp, 
there has been u failure on the part of the supervisory officials 
to inspect thic casc during the said period. Moreover, there 
had been a difference of opinion on the correct inter~retation of 
Rule 3  of the Second Schedule to the Companies (Profits) 



Surtax Act, which was set at rest in April 1974. In the circum- 
stances, no action is considered necessary against any official. 
Of late, a number of steps have been taken to avoid such mistakes. 
In this connection the Department's reply to para I . 8  of 192nd 
Repon may be referred to." 

I. 50. Sinceit has been conceded by the Department of Revenue 
& Banking (Revenue Wing' that there has been a , fnilure on the 
part of the supervisory officials to inspect the case relating to 
Gwalior Rayon Silk Manufacturing (Wvg) Company Limited, 
even though this was the biggest revenue yielding case in that 
Charge. The Committee are unable to accept the plea that no 
action is considered necessary against any official for this failure. 
In view of t he  fact t h a t  responsible supervisory officers have 
been remiss in the discharge of the responsibilities cast on them, 
the Committee would reiterate that appropriate action should 
be taken. 

r . 5  I .  Dealing further with this case. the Committee, in paragraph 
6 . 3 3  of the Report, had pone on to recommend as follows : 

"The Committee f ind th:it G~valicv K a y c ~ r  Silk A/i:~r~~f':lc turing 
(Wvg.) C,o. Ltd., is heing assewed : ~ t  Indcrc even though most 
of the assessments seloting to the Risii! C ! c ~ r  of cc.rryanits are 
centraliseil in Cent~al  Ciriiec 01- S';yeci;l! ( i ~ - c . ~ t . s  iv I;ornF\:\ :lr,d 
Calcutta and a specit!\ crll i.;ls also t.rcr! set up in Drlhi to deal 
with the income t:!s c:!ses ni' this grntlp. 7'hc responw (lf the 
.Vinistr\. nf  F inanie  to E n  cnquisy tl-,c ( ' :nmmittte into the 
reasons f i ) r  t h k  arrnngcmcnt is :i surprising slit Pte. T h e  
Committee are of' tile vicu that the I n c o m c  tax. case'. of this 
companv s l ~ c ~ u l d  also be transferred rn the special cc i l  31 Delhi 
so that 311 rrlmifiiatinnc wkii-11 thi5 yarticulas  nit of  the nirla 
Group may h:rw with the other units of' the grrrur could be 
unravelled and properly looked into." 

1 5 2 .  T h e  hctwn Taken h'nte dared 28 Julv 1976 furniched in 
response tn this recnmmencirttirm hv the Department of Revenue 8i Banking 
(Revmile Wing, is reproduced heiow : 

"The investigations in Crualic,r Kuyc.n Silk hlanut;\cturinp (W'vg .1  
Company Limited as alsoother cases of the Hirla Group. n.here1.e~ 
assessed, are presently being suveniced hv the Special Cell 
under the Directorate of Insnecrinn (Invcstig:!~ion'\. Dclhi." 

1 53. The Committee note that the investigations relating 
to Gwalior Rayon Silk Manufacturing (Wvg.') Company Limited 
are  presently being supervised by the Special Cell uadt r  the 
Directorate of Inspection (Investigation). They, however, find 
that the reasons for not centralising the asrewments relating t o  
this company in a Central o r  Special Circle, as has been done 
in tbe case of oth-r arsessmcnts relating to the Birla Group of 
compaaiea, specifically enquired into by them, are  yet to  be Intima- 
ted. The position requires to be fully clarified without delay. 



CHAPTER 11 

RECOMMENDATIONS /OBSERVATIONS T H A T  HAVE BEEN 
ACCEPTED BY G O V E R N M E N T  

Recommendations 

T h e  Committee note that in computing the business income of 
Britania Biscuit Co. Ltd.  for the assessment year 1968-69. the Inccme- 
tax Officer had added back to the net profit a sum of Rs. 20,93,532 instead 
of Rs. 22,93,532 a ~ t u d l y  debited to the Profit and Loss Account in respect 
of 'depreciation' resulting in under-assessment of income by Rs ,  2 lakhs 
and [hat the mistake h : ~ s  been attributed to inadvertence on the p a n  of 
Income-tas Oi f i~cr .  T h e  Committee arc disturbed to find that serious 
mistakes on account of negligence continue to recur every year. T h a t  
this sllould be so despite repeated comments made in this regard in the  
earlier reports of ' the Public Accounts Committee and the assurances given 
b y  thc  ,\!inistry of 1:inance that steps wcwld be taken to  avoid the recurrence 
of' such mistakes, is repl-exable. Such l-epetiti\,e misrakes indicate that 
the  instsucticms even of gra1.e imp:)rt, issued by the Central Board of Direct 
T, i?te~ ase not taken seriously enough by the assessing officers. 

Tlle Cnmmittcc ase concerned that no re\.ic\c having heen undertaken 
hy the Central Hoard of' Direct Taxes recarding the etf'ect of the Board's 
Instruction No. 9 8 .  dared t1:e 25th August. 1973. T h e  Board's res- 
ponsihility docs not end \vith merely issuing instructions based on the 
recommendations o!' the (:ommitree. 'There should he r e ~ u l a r  review 
of such instructions to encul-c rhar they n w e  being implemented in the  
field. T h e  C:ornrni~rcc dcsire rh:!t tht. Central Roard of Direct Taxes 
should un,ienakc such n review and take all necessary remedial measures. 

.4ction taken 

T h e  ohser\xtinns of the  Committee in p i ; !  I .  1 4  h a \ r  keen noted. 
Necezsnry in~truct ions  for pre\ tnt ing the reiurrccce of such mistakes 
have already hecn issued as srnrci! in r:!ra I ,  I 5 .  T1:e Director of' Insrec- 
tion (Income-tax & :'iudit\l has beer  directec! to cnrr!. out a review of the  
impact o f t h e  110:11d's instsuctitws. ?'he rc\.icn h::s not yet been crmpleted. 
In  the  meantime. LI qurtcrI!- bulletin ii1coryor:ttin~ important nudit 
objections rarisccl by 1 ~ 1 t h  Inrerr::!! as u ~ l l  a!: I<ec.eipr Audit is being isstled 
for the  guidance of i tsscss in~ oficcrs so rh:~t they ma!. gunrd against m i s r ~ k e s  
of the nature pointeci out therein. Th is  is espectcd t o  scrve ns n cnnstpnt 
reminder to he vigililnt in c,\mplc.ting thc messment .  



Recommendation 

In the instant case, the Committee have been informed that the return 
had been filed by Britania Biscuit Co. Ltd. on 26th September, 1968 
and the assessment was completed only on 25th February, 1972. I t  
would, therefore, appear that after having kept the assessment pending 
for more than three years it was completed in haste without adequate 
scrutiny and only when the assessment was to become time-barred. This 
indicates a kind of a chaos in the system of work and a failure to realise 
the importance of accuracy and expedition in completing cases, especially 
those with large revenue implication. The  Committee desire that the 
existing meth3ldo;y adopted by Income-tax officers for disposal of cases 
should be carefully examined and adequate measures taken to specify 
priorities of work allocation and disposul. The  Committee's earlier re- 
commendation contained in paragraph I 72 of their I 19th Report (Fifth 
Lok Sabha) is relevant in this regard. 

[S. No. 3 (Para 1.16) of Appendix I\' to 187th Report of the Pubii c 
Acs~un t s  Committee (1975-76) (Fifth Lok Sabha)] 

Action taken 

Kind ~t ten t ion  of the Committee is invited to the Department's reply 
to S. Na. 8 (Para 10.5)  of the Appendix to 186th Report of the P..-Z.C.. 
wherein the v~r ious  steps taken by the Department are Get out. 

2 .  With the introduction of Section 144.4 and 144R in the Income- 
tax Act, 1961, it would now be possible for the Income-tax Officer to seek 
the guidance of his Inspecting Assistant Commissioner at the pre-assess- 
ment stage itself which will ensure quicker disposal of cases after proper 
scrutiny. 

3. Instructions have also been issued to the Con~missioners of 
Inmme-tax asking them to ensure com~lerion of time-barring assewnents 
of the firms by 33th September, 1976 so that a rcascm~ble time is 3 v ~ 1 l ~ b l e  
for completing acsessments of the pArtners ~ f t e r  complyinr with the 
provisions of <;e:tioq 144R of the Acr. .-I cop\. ()I' Iostrucrion So. 948 
dated the 26th April, 1976 is attb~:3ed for Cornnitwe's pcrucnl 

[Department of Iievenae and Bankinc Kt). 236 9c'7?-.i & HC-I1 
dxed 16-7-1976] 

F. No. 236'99'73-X & PAC-I1 (F. 22q 7 76-IT.l-11) dated the 16th 
July, 1976. 



MOST IMMEDIATE 

INSTRUCTION No. 948 

F. NO. 201/21/76-IT (MI )  
GOVERNMENT OF INDIA 

Central Board of Direct Taxes 

Sew Delhi, the 26rh April, 1976 

Ail Commissioners of Income-tax. 
SURJFCT :- Forwarding of Draft Assessment orders in the case of 

partners under section 144B of thc  Ic~ome- tax  Act, 1961- 
ar lnr- c1'1rificaticm reg d '  

Sir, 
Reference is invited t o  Board's Instruction S o .  gc7 dated rhe 24th 

December, 1975 :F. So, 201 1 2 - 7 5 - I T  ,.LtII) outlining the ne\t assess- 
ment procedure as introduced h!. section 144.4 and 144B of the Inccme-tas 
Act, 1961. X copy of Boar~l's order of even number dated the 23rd 
December, 19-5 tising the v'ir~atinn limit d t  Rs, r lakh for purposes of 
sraion 144B WAS also forwarded ,dong with rhis Instruction. 

2 .  A question has been raised where in completing the assessment 
of a tirnl under sec~ion 1433' .  the Income-tas Officer proyoses to make 
an ,lildition t o  the rc.rurncLi inconic s x c d i n g  Rs. I lakh and as a result 
of the proposeci :~Jdition in the firm's assessmcnr. the share of incrme 
of any partner or partners is enhanced b y  an amount exceeding Rs. r lakh, 
whether the draft :issessnlent order in the case or  such a partner will be 
required to be forwardeii under the provisicns cf Section 134R d t h e  Act. 
T h e  Board is of the vietv that the provisions of section 1 4 B  or' the Act 
would be :~pplic:ible tcl the c~lse i.f partners ns well, i f t h c  share of' inccme 
stand enhanced hy Rs. I lakh on the h s i s  of the deterrninecl share of 
income in the case of'the firm. 

3 .  In view of thiq legal position. the Board hnve decided that t ime 
barring assessments ot'thc firms must be completed the 30th Septemt-er 
1976 so that reasonable time is available for completing assessments of 
the partners after complying with the provisions of section 144B of the 
Act. You may kindly issue necessary instructions to the Income-tax 
Officers to adhere to this time limit scrupulously. T h e  Inspecting 
Assistant Commissioners may he directed to ensure that the Inccme-tax 
Officers take immediate steps for completing the assessments of the firms 
for the assessment year 1974-75 by 30th September 1976 and to keep a 
constant watch over the progress of such assessments. 



4. If for any unavoidable reasons, i t  is not possible to complete the 
assessments of the firm early enough to give the Income-tax officer the 
t i m ~  necessary for complying with the requirements of the section 144B 
in  the  case of the partners, the partners assessments may be completed 
on the basis of the returned income in respect of their share in the firm 
fubiect to rectification under section 155(r )  when the firm's assessment 
IS findised. This  procedure should be resorted to on41 in  exceptional 
cases and nor as a marcer of course. 

5. You are also requested to  furnish details of the cases of the partners 
completed before 1-4-1976 where provisions of saction r44H u7erc. appli- 
cable bxause the determined share of income from the registered firm 
was more than Rs. I lakh in comparison to the disclosed share of income, 
but  the proct.iure laid down in the said section was not followed. You 
mlv kindlv indicate the number of such cases along with the tax etiect 
inv~!vzd on a x o i l a t  of \.>riation in t h c  disclosed share of income and/or 
loss in com;73rism t o  the  determined share of income/cv loss. This  
information may kinj ly  be furnished by 1st June, 1976. 

Copy forwardeJ to :- 

2. B~l l e t i n  Section :3 coyies ' .  

3 .  .%!I OfficerslSecticms of Cent r ,~]  RoarJ of  D i x c t  'Taxcs. 
. Direcro: of Inspection (Income-tas h. AuJit~ '1nvest i~at ioni  

Research l3 S:dtist~cs 'Publ~catinn & I'uhlic Relaticms, Xeu Delhi. 

5 .  Director of 0 & A! Ser\.ices ( I n ~ l m c - t a x , .  1 s t  I:IOCY, Aivan-c- 
Ghalib, Alata Sundri Lane, S e w  Delhi. 

ti Sh:i .\I B. 1213, J\>int Sccrctary & II,cgal Adviser .l!inistr!* of Law 
8 Justice, New Delhi. 

Recommendation 

I t  is surprising that the Central Board of Direct Taxes have not 
coasidered i r  neces-jary to issue guidelines on what constitutes expendi- 
tSl-e  01 s:ienrifii. research for the guidance of the assessing officers. 
'The Co:nnittee desire that this should be examined in depth and specific 



instructions issued immediately so &at ambiguities codd be avoided and 
uniformity in assessment ensured. 

[S. No. 6 (Para 1.32) of A pendix IV to the ~Efith Report 
of the Pub1 P c Accounts Committee ( 1 ~ 5 7 6 )  
(Fifth Lok Sabha)] 

Scientific research has been specifically defined in Section 43(4) of 
the Income-tax Act, rg61 and the decision of the prescribed authority as 
to whether, and if so, to what extent, any activity constitutes or consti- 
tuted, or any asset is or was being used for scientific research, is final vide 
sub-section (3) of Section 35 of the Act ibid. However, the Board have 
issued a confidential letter in March 1975 laying down broad guidelines 
and instructing the assessing officers to review such cases. The results 
of review indicate that mistake was noticed in 3 cases involving a tax 
e h c t  of Rs. 7.68 lakhs for which remedial action has been initiated. 

[Department of Revenue & Banking No. 236/90/73/A & PAC-I1 
dated 23-4-1976] 

Recommendation 

The Committee also note that the Department of Science and Techno- 
logy propose to set up a group to oversee the functioning of research 
institutions approved by them, so as to ensure that such institutioru 
actually utilise the contribution received by them for the purpose for 
which they are given. The Committee would like to know the action 
so far taken in pursuance of this objective. 

[Sr. No. 8 (Para 1.34) of Appendix IV to 187th~ Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)] 

Action taken 

For overseeing the functioning of the scientific rtsearch associations/ 
institutions approved by CSIR/Secretary, DST the following action has 
been commenced : 

(a) A group has been set up in the Department of Science & 
Technology for reviewing the annual returns received from the 
approved institutions/associations. 

(b) After the scrutiny of these returns action will be initiated for the 
withdrawal of the approval where considered appropriate. 

(c) Approvals granted to the scientific research associationsjinsti- 
tutions set up by the business houses are usually being restricted 
to a limited period of 3 years at a time, so as to enable this 
Department to review the progress of the scientific research 
programmes of such institutions thoroughly before grant of 
renewals. 

mpartment  of Science & Technology No. qhl.16-R.A.]. 
3132 LS-3. 



Recommendation 

The Committee would further urge that Department of Revenue & 
Insurance investigate immediately whether t h m  has been any leakage of 
excise and customs revenues in respect of this company. The Committee 
would await a further report in this regard. 

[Sr. No. 11 (Para 1.44) of Appendix IV to 187th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action taken 

Central Board of Excise & Customs have ascertained from the Central 
Excise Department that no evasion of Central Excise duty by this Com- 
pany has come to their notice. 

2. All the Collectors of Customs, except the Collector of Customs, 
Calcutta have also reported that no case of evasion of Customs Duty by 
this Company has come to their notice. However, in this connection this 
Department's reply to para 1.42 may please be referred to. 

[Department of Revenue and Banking F. No. 241/13,76-A & 
PAC I1 dated ~g-7-19761. 

The Committee view with serious concern the two cases of failure 
to levy/incorrect levy of additional tax on dividends declared or distributed 
on equity shares in excess of the specified percentage of the paid-up equity 
share capital as on the first day of the relevant previous year, resulting in 
short levy of tax amounting to Rs. 10.23 lakhs. In the first case relating to 
a company under foreign control (Dunlop India Ltd.), the Committee 
find that instead of levying the additional tax with reference to the paid-up 
equity capital of Rs. 8 mores as on the first day of the previous year rele- 
vant to the assessment year 1967-68, the tax had been computed after in- 
correctly taking into account the bonus shares valued at Rs. 2 crores issued 
towards the end of the previous year, thus resulting in a short levy of tax 
by Rs. 1.5 la& for the assessment year 1967-68. Again, in respect of 
the same company, no additional tax, which works out to Rs. 5.63 lakhs, 
had been levied on the equity dividends of Rs. 1-75 crores dcclared/dis- 
tributed by the company during the previous year relevant to the assess- 
ment year 1967-68. 

In the second case pointed out by Audit, which related to an Indian 

3 concern (United Commercial Bank Ltd.), the Committee find that 
itional tax had not been levied on the dividends of Rs. 24.56 lakhs 

dadaredidistributed during the previous year relevant to the awssment 
year 1964-65 and had been incorrectly levied on the dividends declaredl 
distributed during the previous year relevant to the assessment r 1967-68. 
Thge mistakes had resulted in a shon levy of Rs. 3.10 l a c  

The Cornminee are infonned that the lapses pointed out by Audit 
have been accepted by the Department and necessary rectifications carried 
out. While the Committee note that the Central Board of Direct Taxes 
took prompt action to rectify mistakes pointed out by the Central Receipt 
Audit, they cannot ignore the basic issues involved in such recurrent cases 



of under-assessment pointed out in test audit year after year. The Com- 
mittee have been informed that both these cases were assessed in Company 
Circles which admittedly, have fewer cases fcr disposal and are manned by 
experienced senior officers. Such an arrangement is apparently designed 
to ensure that large income cases of the type commented upon by the Audit 
are thoroughly and properly scrutinised before the assessments are finalised. 
That mistakes of the nature pointed out by Audit should ccntinue to recur, 
despite such an arrangement, would lead the Committee to infer that either 
the requisite competence is lacking in the officers posted to Company 
Circles or that such mistakes are deliberate and mala fide. The Com- 
mittee, therefore, desire that the circumstances leading to the under- 
assessments in these two cases should be thoroughly investigated. The 
Committee are of the view that appropriate action is also called for against 
the officers, including those at the supervisory ievel, who have apparently 
been negligent in the discharge of their duties. 

[ S .  Nos. 12-14 (Paras 2.18 & 2.20) of Appendix IV to the 187th 
Keport of the Public Accounts Committee (1~5-76)] 

Action taken 
The Department share the concern expressed by the Committee re- 

garding the failure of the assessing officers to correctly apply the provisions 
of law. However, in view of the fact that the levy of additional tax has 
been discontinued with effect from assessment year 1969-70, no further 
action is called for in this respect. 

The officers concerned have admitted their mistakes without reser- 
vations and they have been warned to be careful in future. As the mistakes 
were reported to be bona fide, no further acticn has been taken against the 
officers. 

[Department of Revenue & Banking No. 236'7i73-A & PAC IT dated 
9-6- 19761. 

Recommendation 

The Committee have been informed that Dunlop India Limited 
had gone in appeal in respea of computation of the company's income for 
the assessment year 1967-68, as a result of which the total taxable income 
had been reduced. It appears that one of the grounds of appeal related 
to the additions made on account of exchange fluctuations. The Com- 
minee understand that the question of assessability or non-assessability of 
profits accruing out of exchange transactions is not a simple issue and that 
in many cases, courts of law have upheld assessments cf gains on exchange 
transactions. The Committee would, therefore, like to know whether 
Government have contested the order of the Appellate Assistant Commis- 
sioner in the present case. 

[Sr. No. 16 (Para 2.22) of Appendix IV of 18* Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)] 

Action taken 

The Income-tax Appellate Tribunal have allowed the Departmental 
appeal agninst the order of the Appellate Assistant Commissioner of Income- 



tax. The assessee- company has moved the I.T.A.T. for making a refer- 
ence to the High Court which has been opposed by the Incomutax Depan- 
ment. 

Department of Revenue and Baaking No. 236/7/7 A & PAC I1 died 28-7-1976]. 
Recommendations 

This is yet another case relating to the assessment of a foreign com- 
pany operating in India (IBM World Trade Corporation), which is a gaint 
multi-national corporation, enjoying almost a virtual monopoly in com- 
puters and other data processing machines. The gist of the audit objec- 
tion in this case is that instead of apportioning the deductions allowed on 
account of the head office expenses attributable to the operations of the 
Indian branch on a time-basis as and when the Indian branch became 
liable to bear the expenditure incurred on its behalf by the head office and 
then applying the exchange rate prevailing during the relevant periods, 
the Income-tax Officer had converted the dollar expenses for the whole of 
the calendar year 1966 at the post-devaluation rate. It has been pointed 
out by Audit that this failure to apportion the expenses to the prc-devalua- 
tion and post-devaluation periods had resulted in an excess allowance of 
expews in the assessment of the Indian branch amountin3 to Rs. 7.46 
lakhs and consequential short-levy of tax on Rs. 5.22 lakhq for the assess- 
ment year 1967-68. 

The Committee note that the Audit objection has n x  been accepted 
by the Department of Revenue & Insurance mainly on tae ground that in 
this case, the liability on account of expenses incurred by the head office of 
the Indian branch of IBM World Trade Corporation crystallised yearly 
at the end of the accounting period and not on differem dates during the 
accounting period and, therefore, the deduction had to be allowed for a 
sum calculated at the exchange rates prevailing at the end of the accounting 
period. In support of this contention, the Department have stated that 
the company had 'atKnned' that the debits on account of head office ex- 
penses docable to the Indian branch had been received only in December 
by a single debit note. 

In thc opinion of the Committee, this affirmation by the foreign 
company can at best be considered an after thought. No independent 
investigation appears to have been conducted in order to find out how often 
such debit notes had been received by the Indian unit of the company. 
Since the expenditure incurred by the head office was ascertainable, the 
lo 'cal and proper course in such a situation would be to value the liability 
o ? the Indian unit towards head office uqcnm at various rares of exchange, 
on a timobasis, with reference to the periods when the liabilities actually 
arose. The Cornminet have also been informed by Audit in this con- 
nection that a similar objection relating to Mk. Harrison & Cross-field 
IP) Ltd., bad been earlier accepted by the Ministry who had then con- 
cedad that the correct procedure would be to allocate the expenses on a 
timobasis and apply the conversion factor by splitting up such expenses 
into relevant periods. Under these cirauntanm, the Committee are 
unable to approve the Ministry taking a different stand in the present case. 
The Committee desire that this case should be re-auamined, in consultation 
with Audit and the outcome reported to them. Pending reexamination 



of the case, the assessment rhauld be rectified as a measure of abundant 
caution, in the light of the Audit objection. 

Apart from this instance of under--% the br0ade.r isow of 
remittance made abroad by IBM World Trade Corporation year after year 
on account of head office expenses causes even greater concem to the 
Committee. The Committee find that in respect of the assessment years 
1967-68, @-69, 1969-70 and 1 9 7 ~ 1 ,  the company had claimed Rs. 
46.92 lakhs, b. 45.95 lakhs, RE. 50.24 lakhs and Rs. 56.76 lakhs respectively 
towardo head office ex enses directly attributable to the Company's Indian 
operations and that t&sc claims had been admitted by the Income-tax 
Officers without any disallowance. Further, the remittance allowed by the 
Reserve Bank of India as head office expenscs relating to the six-year period 
from 1965 to I970 total US dollars 40.06 lakhs and these claims are also 
stated to haw been admitted by the Income-tax authorities. According 
to a study note prepared by the Department of Revenue & Insurance on 
'Head Office Expenses', the deduction claimed by IBM World Trade 
Corporation on account of head office expenses for the assessment year 
1969-70 worked out to 78 per cent of the book profits prior to the charge of 
these payments. If this is any indication of the quantum of remittances 
allowed in respect of this company, then it would fdow that a major 
portion of the surplus earned by the company by its Indian operations has 
been allowed to be repatriated abroad tax-free. Such a situation has also 
been facilitated to a certain extent by the fact that no ceiling has been pres- 
cribed by Government on remittances towards head office expenses and 
whatever amount is admitted by the Income-tax authorities is allowed to 
be rernitted abroad by the Reserve Bank of India. 

It would appear that the claims preferred by the company have been 
readily accepted by the Incometax Otficers without any genuine scrutiny, 
and often the books of account of such multinational corporations are not 
even called for and examined properly. The representative of the Depart- 
ment of Revenue & Insurance stated during evidence that 'in mom of the 
cases or a large number of cases' it would not be possible for the Depart- 
ment to obtain the foreign accounta from the head offices a f  the companies 
for scrutiny. This is an impmmhible situation, since our Income-tax 
Officers art driven to rely on the accounts certified by the ccmpany's oun 
auditors or chartered accountants. Thh is a situation which needs to be 
r d e d .  

That the Incometax Officers, however, had failed to make a proper 
assessment of amounts claimed by the company as head office expenses is 
also borne out by the company itself coming forward, in November, 1 ~ 4 ,  
with a voluntary disclosure under Seaion 271(qA)(ii) of the Income-tax 
Act, 1951, admitting an excess claim on account of head office expenses for 
the years 1966 to 1970 to the extent of US dollars 450 thousand and sub- 
mitting amended tax returns. This is indeed a sad commentary on the 
functioning of our Income-tax Department. 

[S. Nos. zo to 25 (Paras 3.28 to 3.33) of Appendix IV to 187th Re n 
of the Public Accounts Commttee (1975-76) (Fifth Lok Sab go a)] 

Action taken 
The Commissioner ofIncome-tax concerned has reported that on 

receipt of the Local Audit Objection, the nnacnamtnt for 1967-68 was recti- 
fied u/s 154 af the Income-tax Act, 1g61, but the assessee's appeal against 



this order was allowed by the Appellate Assistant Commissioner of Income- 
tax. The Department has preferred an appeal to the Income-tax Appellate 
Tribunal which is pending. The assessment for 1967-68 has been re- 
opened on account of the assessee having filed a petition uls 271(4A) of the 
Incornwax Act, 1961 and nt the time of framing the re-assessment, the 
question of admissibility of Head-Office expenses will be examined. 

As regards the recommendation that the case should be reexamined 
in consultation with Audit, the Committee's recommendation has been 
noted. The representatives of Audit were requested to attend a meeting 
to discuss the matter, but they have suggested that the meeting may be 
arra?::l ~ f t e r  the results of the Department's investigations are available. 

The Incan-.-tax Act, 1951 has since been amended by the Finance 
Act, 1976 to provide a ceiling on the head office expenses which can be 
cl3i:nA by nm-rzsidents in their tax assessments in India, vide Section 44C 
of the Incometax Act, 1961. 

This has been considered in consultation with the Ministry of Law 
an i  thzv have adviseA that the Income-tax Officer has the power to call for 
the bmks of account of head o%ce and in case of non-production of such 
books, it is open to the Incox-tax Officer to draw an adverse inference, 
and further any requisition for such accounts has to be in precise terms 
and not be too general or vague. 

The observations of the Committee have been noted. 

[D:psrtmmt of Revenue and Banking No. 236/274/73-A&PAC I1 
dated 15-7-1976], 

Recommendation 

In view of the fact that there has been a substantial increase in the 
remittances m ~ d e  by foreign companies towards head office expenses during 
the years 1 9 5 ~ 4 9 ,  the Committee feel that it would be worthwhile for 
G~ve inmmt  to review the v~racity of the claims admitted during this 
p:rioJ in r,-s?xt of other ioreign companies and banks as well. Since such 
3 r2vicw is likely to yield rich dividends, the Committee desire that it 
sh33ld b; u ~ i : i t ~ k e n  forthwith, and would await a detailed report in 
this re3mi. I t  i p ,  however, regrettable that the Central Board of Direct 
Taxes h d  not taken up so far a careful study of this problem with a 
view to ascertaining its magnitude and taking adequate steps to ensure 
proper tax compliance. 

[S. No. 3 I (Para 3.39) of Appendix IV to 187th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)] 

Action taken 

.\I 1 th: C,, n nissioners of Income-tax have been asked to review the 
vaiacity of the claims made by foreign companies in the light of the detailed 
instructions contained in Board's letter F. No. 491/8/74-FTD (Instruction 
No. 846) dated 16th June, 1975 vide letter No. ~ w / I I / ~ ~ - F T D  dated ~ 3 r d  
.March, 1976 (copy attached). The  results of the review are expected in 
the month of October, 1976. 

(Department of Revem & Banking No. 236/274/73-A&PAC I1 
dated 147-1976]. 



(COPY) 

F. No. SOO/I 1176-FTD 

Central Board of Mrect Taxes 
New Delhi, dated 23rd March, 1976, 

All Commissioners of Income-tax (By name) 

SUBJECT : P.A.C.-187th Report-Para 3.3-Review by Government 
of claims for head office expenses made by foreign companies 
and banks- 

Thz P ~ 4 l i c  Accaunts C~mrnittee in their 187 th Report have, while 
d:iling with the subject of head office expenses claimed by TBM World 
Trade Cxporation, observed as under :- 

"3.39. In view of the fact that there has been a substantial increase 
in the rznittances m3de by foreign companies towards head oiiice 
expenses during the years 1965-69, the Committee feel that it would 
worthwhile for Government to review the veracity of the claims ad- 
mined during this period in respect of other foreign companies and, 
banks as well. Since such a review is likelv to yield rich dividends 
the Committee desire that it should be undertaken forth with, and 
would await a detailed report in this regard. I t  is, however, regret- 
table that the Central Board of Direct Taxes had not taken up so far 
a careful study of this problem with a view to ascertaining its mag- 
nitude and taking adequate steps to ensure proper tax compliance." 

2. The Board desire that necessary action may be initiated to review 
the veracity of the claims made by foreign companies, including foreign 
banks, on account of head office expenses. This review should be carried 
out to cover the period from 1965 to 1969. Detailed instructions for the 
scrutiny of claiins of head office expenses are contained in Board's lener 
F. No. 491/8/74-FTD (Instruction No. 846) dated 16th June, 1975. 

3.  The receipt of this letter should be acknowledged to the undersigned 
(by name) and the results of the review may please be intimated to the 
Board by 30th September, 1976. 

(M. L. CHOUDHRY) 
Secretary, Central Board of D i m  Taxes. 

Recommendation 

The Committee view with concern the irregular extension of the 
benefiw admissible to priority industries, under seaion &B/I of the 
Income-m.x Act, and of h@u development rebate permissible to the 
parodremid indwtry, to r company (J. K. Synthetics Ltd.) antroIIed by 



a monopoly house, manufacturing nylon yarn, which is only a product 
derived from the petrochemical base, caprolactum. This has resulted in 
a short levy of tax amounting to Rs.73.57 lakhs for the three assessment years 
1967-68 to 1969-70. In addition, an interest of only Rs, I .o5 lakhs had been 
levied, u+er Section 139 of the Income-tax Act, for the belated filin of 
return of Income for the assessment year 1968-69, as against Rs.1.55 akhs 
actually leviable. 

f 
The Committee find that a strange procedure appears to have been 

adopted in this case by the Income-tax Officer who made the original 
assessments for the years 1967-68 to 1969-70 by asking the Indian Institute 
of Petroleum, Dehradun, for a technical opinion on the subject when it 
would have been more appropriate to refer the case, if there was any doubt, 
to the Chief Chemist, Central Revenues Control Laboratory, New Delhi. 
In fact, when the Chief Chemist was consulted, subsequent1 , in Decan- r ber 1973, he had categorically opined that Nylon-6, manu actured from 
caprolacnun, being a finished article, was not covered by the term 'petro- 
chemical' referred to in item 18 of the Sixth Schedule to the Income-tax 
Act. Expert opinion apart, it is evident, from the purely common sense 
point of view, that the manufacture of intermediate or finished products 
from a basic petrochemical, especially when the raw material base itself 
is manufactured elsewhere or is imported cannot be deemed to be a petro- 
chemical industry qualifytng for the benefits of priority industries. If 
one were to apply logically the standard adopted in this case by the Income- 
tax Ol3icer initially, then almost every article or product manufactured out 
of prcuo-chemicals should be subject to concessional rates of tax, which 
would be clearly against the letter and spirit of the concession given by the 
Parliament. 

[S. Nos. 32, 33 (Paras 4.22, 4.23) of Appendix IV to 187th Report 
of the Public Accounts Committee (1975-76)]. 

Action taken 

The observations of the Commirtet have been noted. However, on 
an appeal fled by the Company against the C.I.T.'s order under sec. 263 
for the assessment year 1968-69, the Appellate Tribunal has held by its 
order dated 31-10-75 that there was no justification in 
263 withdrawing the relief' allowed under sec. 80-1 and 

merits, Nylon4 is a 
m a t  rebate allowed uls 33(1)(b)(B). It  has further held that even on 

'cal and is covered by item 18 of the Fifth 
and Sixth Schedules -me-tax Act. A reference application filed 
by the Income-tax Department ujs 256 (I) requesting the Tribunal to refer 
the case to the High Court has also been rejected. The question of filing 
a rdmnce uls 256(2) before the High Court is under consideration. 

[Department of Rcwnue and Bankmg F. No. 236133~/73-A&PAGII 
dated 28-6- r 976). 

What is even more mange about the manner in which this cmc haa 
bem handled is that the Central Board of Direct Taxss shauld haw rbo 
i n i W y  agrad with the tmament of J. K. Spthetics Ltd. as e pioritf 
indttaag. This wm done on a darcna made in tb& rprd & Corn- 
mhioner of Incometax, in Lhxembcr 1972, after another % cametax 
OBicer had c o r r d y  decided to d i o w  the claim of the company for the 



assessment year 1970-71. ThougN the reasons for the unusual enthusiasm 
shown in this case by the Commissioner of Income-tax are not entirely 
clear, haviq reagrd to certain serious allegations against the Commissioner 
of Incomc-tax that have been brought to the notice of the Committee and 
the influence known to be wielded by the monopoly group controllin the 
company, the Committee cannot held feelin that unseen fo rm f h e ,  B perhaps, been at play in shaping the course o the case. The Committee 
would, therefore, like to be satisfied that no 'malafides' are involved and 
desire that a thorough probe should be conducted into the handling of 
the case at various stages and the conduct of the officials responsible for the 
misclassiiication of the company as a priority industry and the consequential 
under-assessment of tax as well as the short-levy of interest for the belated 
filing of the return for the assessment year 1968-69. The results of the 
probe, which needs to be completed expeditiously should also be intimated 
to the Committee early. 

[S. No. 34 (Para 4.24) cf Appendix IV to 187th Report of the 
Public Accounts Committee (1975-76) (Fifth Lok Sabha)] 

Action Taken 

The matter has been looked into as desired by the Committee and 
disciplinary proceedings have since been initiated against the officer 
conccmed. 

[Department of Revenue & Banking No. 236i73 1335-A&PAC-I1 dated 
26-7-1976] 

Recommendation 

One redeeming feature of the case is that the mistake has now 
been set right, though belatedly, and detailed instructions have 
bem issued in October, 1974 that an industry manufacturing 
Nylon-6 from imported caprolactum is not a priority industry. The 
Committee also note that necessary steps have been taken to withdraw 
the relief already allowed and to carry out rectification in similar cases. 
The collection of the additional tax due in this case has, however, been 
thwarted by the assessee approaching the Income-tax Appellate Tribunal 
and Courts of Law. The Committee have been informed that the Appellate 
Tribunal has considered Nylon-6, manufactured out of caprolacnun 
to be a 'petrochemical'. A writ petition filed by the assessee in the AIlaha- 
bad High Court against the remedial action, under Section 262, by the 
Department for the assessment year 1967-68 has been Jlowed on the 
ground that the Income-tax Officer's order, in the circumstances of the 
case, had merged with the order of the Appellate Assistant Commissioner 
which was passed earlier to the order u[s 263. The Committee learn that 
as a result of the High Court's decision, the additional demand has been 
reduced to nil and that Government propose to file an appeal in the Supreme 
Court. The Department also propose to test the decision of the Income- 
tax Apptltrte Tribunal in the High Court. The Committee would urge 
O m m t  to take all possible steps to expedite the appeal proceedings, 

S No. 35 (Para 4. 25)  of Appendix IV to 18 th Report of the 
kbl ic Accounts Committee (1975-76) (F* 4 h Lok Sabha)]. 



Action taken 

The appeal filed before the Supreme Court on 18-7-1975 in the 
case of M/s. J. K. Synthetics is still pending. The Government Advocate 
has been requested to get the hearing and disposal of the appeal expedited. 
.4s r e 5 . d ~  the reference application filed u/s 256(1) against the Tribunal's 
order, the same is also reported to be still pending. The Commissioner 
cmceruell has been asked to get the hearing and disposal of the reference 
application expedited by the Tribunal. 

[Department of Revenue and Banking No. 2361335173-A & PAC-I1 
dated 7-5-1976]. 

Recommendation 

I t  is also extremely distressing that none of the three assessments 
relating to this company had been checked by Internal Audit, despite 
the fact that the assessments related to a large income monopoly group. 
The faniliar but entirely specious excuse that the assessments could not 
be checked bv the Inspector concerned on accountof forgetfulness and by 
the Chief Auditor or on account of 'pressure of work' has once again 
bzen trotted out. The Committee gravely disapprove of such apathy 
on the p m  of the Department in regard to the important aspect of in- 
ternal checking. 

[S. No. 38 (Para 4. 28) of Appendix IV to t h ~  187th Report of 
the Public Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action taken 

The internal audit organisation is being strengthened as has already 
9zen stated in reply to para 1 .17  of this Report of the Committee and 
:oasiderable improvement in their performance is expected after the 
~iditional Audit Parties start functioning. 

[Department of Revenue and Banking No. 236:!335/ 3-A & PAC.-I1 
dated 4-6-1976] 

Recommendation 
The Committee had also occasion to examine separately the grant 

?f a large refund of Central Excise duty amounting to Rs. 1.37 crorcs, 
on revision, to J. K. Synthetics Ltd. The Committee have been informed 
9y the Czntral Board of Direct Taxes that the Commissioner of Income- 
tax had been instructed, on 7th May, 1974, to look into this matter and 
vzrify that the refund had been fully accounted for in the books and the 
returns of income. A long time has passed since then, and the Committee 
wxdd like to be apprised immediately of the results of the verification. 

[S. No. 39 (Para 4. 29) of Appendix IV to 187th Re rt of the 
Public Acmunu Committee (1975-76) (Fifth  LO^ Sabha)]. 

Action taken 

The assessee company had received a sum of Rs. 1'36,78459 as 
refund of Central Excise Duty during Sept./Dec. 1972. A further sum of 
Ks. 68,84,365/- became due to the company but was not paid by the 
h t r a l  B x c k  Deptt. These amounts were neither shown in the P &L 
alc nor in the return of incornc. The entire question of wadng those 



refunds to Income-tax is under examination in detail during the course of 
pending assessment proceedings for the assessment year 1973-74. 

[Department of Revenue and Banking No. 236133973-A & PAC- 
I1 dated 28-6-1976]. 

Recommendations 

Incidentally, the Committee have received a representation alleging 
vdrious corrupt practices on the part of the Commissioner of Income-tax 
concerned. The  Committee have learnt from the Chairman, Central 
Rmrd of Direct Taxes, in this connection that a series of allegations had 
been made against this particular officer and that these complaints were 
being investigated both by the CBI as well as the Department. While 
the Committee, naturally, would not express any opinion at this stage, 
they wodd, in view of the gravity of the charge and the status of the official 
urge Government to complete the investigations without delay and take 
all appropriate action. 

It  has becn alleged that the transfers of the Income-taxofficer who 
h . d  reopened the case of J. K. Synthetics Ltd. and of the Appellate 
Assistant Commissioner, who had upheld the contention of the Income-tax 
Officer were mala tide. The Committee have carefully considered the factual 
position in this regard with the assistance of the Department of Revenue 
Insurance. The  Committee feel that they should, in general terms, impress 
upon Government the imperative need of ensuring that the assessing officers 
of a sensitive area like the Income-tax Department have the confidence that 
conscientious and capable dvork would receive recognition and approbation 
merited by it and that deflection from the path of duty would not be counte- 
nanced. This is a principle of conduct which the top echelons ofthe De- 
pilrrment should keep constantly in mind. 

[S. Nos. 40 & 41 (Paras 4 -  30 & 4 . 3  I) of Appendix I\' to 187th Report 
of the Public Accounts Committee (1975-76:' (Fifth Lok Salha)]. 

Action taken 

Investigations in respect of some of the allegations hnve been completed 
a d  the cieprtrn~ntal proceedings started agalnst the Oficer concerned. 
,rhe other atlegations are still under investigation and the Board are 
keeping n watch over the progress of these investigations. 

Suitable instructions in the matter have been issued to the Cammis- 
yioncrs of Income-tax, Vide Board's letter F. No. A-22012/17/76-Ad. 
V I  dated the 12th March, 1976 (copy enclosed). 

[Department of Revenue & Banking No; 236/335j73-A & PAC-I1 
dated 3 .6  1 ~ 6 1 .  



(COPY) 

DOF No. A-z2012]17/76 -Ad. VIA 
Government of India 
Central Board of Direct Taxes 

New Delhi, the 12th March, 76' 
P. S. MEHRA 
SECRETARY 
Dear Shri 

The Public Accounts Committee has had occasion to examine the 
case of a company where it was alleged inter alia, that the Income-tax 
Officer who had reopened the case of the company and the Appellate 
Assistant Commissioner who had upheld the contention of the Income-tax 
Officer, were transferred from their respective postings for rnalajide reasons. 
The Committee has made the following ohsenrations in this regard : 

". . . . The Committee have carefully considered the factual 
position in this regard with the assistance of the Department of Re- 
venue and Insurance. The Committee feel that they should, in general 
terms, impress upon Government the imperative need of ensuring that 
the assessing officers of a sensitive area like the Income-tax Department 
have the confidence that conscientious and capable work would receive 
recognition and approbation merited by it and that deflection from 
the path of duty would not be countenanced. This is a principle of con- 
duct which the top echelons of the Department shouldkeep constantly 
in mind.'' 

The Board desire that the Commissioners of Income-tax should keep the 
observations of the P. A. C. carefully in mind while ordering transfers within 
their respective charges and while making recommendations to the Board 
for inter-charge-transfers. They should take particular care to see that there 
is no ground for suspicion that any of the transfer was motivated by considera- 
tions other than those of a purely administrative- character. 

Yours sincerely, 

Sd/- 
(P. S. MEHRA) 

Shri 
Commissioner of Income-tex 

Rccommcnduion 
This case is one more instance of a non-resident, foreign company 

(Calcllfta Electric Supply Corporation Ltd.), with a returned income of 
over Rs. 9 mre8 br the three asassmem yean 196768, I 968459 and I g6e-70 
benefiting aubaantially from negligence and oversight, at all IM& 



of the Income tax Department, in the computation of the depreciatior allo- 
wan- admissibk to it. The Committee have been informed that the company 
had all along submitted its depreciation schedules in Pound Sterling along 
with its returns of income. While preparing the schedule for Income-tax 
purposes, the company did not, however, start with the original rupee value 
of its assets for working out their written down value. Surprisingly, the 
different Income-tax Officers who assessed the company to tax did not also 
notice this anomaly and prepare a depreciation schedule showing the cost 
of the assets, their written-down value and the admissible depreciation 
terms of rupees. Instead, in accordance with the past practice in this regard, 
they computed the depreciation with reference to the written down value 
in Pound Sterling, even after the devaluation of the Rupee in June, 1966. 
This resulted in excess depreciation being allowed to the company, for the 
three assessment years, leading to an under-assessment of tax of Rs. I .53 
crores and corresponding excess payment of interest, amounting to Rs. 48.57 
lakhs, on the advance tax paid by the company. This simple but costly mistake 
could have been avoided with a little more v' 'lance and care. The 
Committee find that the assessment for 1967-68 ha f l  been completed only 
on 1st October, 1971, even though the return of income had been filed on 
29th Decembet 1967. Similarly, the assessments for 1968-69 and 1969-70, 
were completed on 21st December, 1971. and 28th February, 1972 respecti- 
vely. It is evident that proper attention had not been paid to the timely 
assessments of a large income company. The Committee take a very 
serious view of this egregious and expensive lapse. 

The Committee find it wen more disturbing that these assessments 
were checked neither by the Inspecting Assistant Commissioner concerned 
nor by Internal Audit. It has been stated by the Depamnent of R a n u e  
:and Insurance that during the relevant period, the Inspecting Assis- 
rant Commissioner was holding additional charge of establishment and 
that due to 'heavy work', it was not possible for him to check the deprccia- 
tion allowed in this case. Further, even though instructions had been 
issued by the Central Board of Direct Taxes, as early as 1965, that dl 
company assessments should be checked cent-per-cent by Internal Audit 
and depreciation was also required to be checked by an Income-tax Ofticer 
s dally entrusted with the task, the assessments for all the three years, 
g u g h  reported to the Internal Audit Pmy, could not be checked. The 
Committee learn from the Department that as it was not possible for the 
Special Income-tax Officer to check all cases, he \\.as picking up some 
files, apparently at random, and checking them. The Committee would 
very much like to know the basis on which cases were selected for scrutiny 
by the offiax, for it is incomprehensible how a case in which the depre- 
ciation allowance amounted to as high a sum as Rs. 2.19 crows could have 
escaped his notice. 

In cases with large revenue implications, such as the one under 
thc Committee cannot countenance what appears to be a 
casual approach on the part of the officials concerned. Neither can the 
Cammime accept the plea of 'pressure of work' or 'over-work'. A 
system which allow for such explanations itsdf stqnds condemned. As 
haa bea pointed out by the Committoe, in paragraph 3.63 of their 128th 
Report (Fifth Lok Sabha), it is up to Govetnma~ to see that pmper 
arrangements are: made to ensure effective mmpliance with their instructions 
and to carefully assem the work-load, keeping in view the quality aspect, 
so as to provide adequate staff CommensLLtatc with the work load involved. 



Having due regard to the revenue involved in the present case, the Commi- 
nee must recommend a close investigation into the circumstances leading 
to the deplorable failure, at all levels of the Department, to detect the 
mistake, pointed out by Audit, and also fixation of responsibility for appro- 
priate disciplinary action. 

The Chairman of the Central Board r f  Direct Taxes has beea good 
enough to admit before the Committee that whatever revenue Government 
would get out of this case is entirely attributable to Revenue Audit. 
However, Government should not merely rest content with acknowledge- 
ment of error and paying a graceful tribute to Audit for having done its 
duty. What is required, when such dereliction is brought to light through 
test check by Audit, is a more positive approach, a determined gearing 
up of the entire machinery for genuine scrutiny of all such cases and 
purposeful investigation with a view not only to rectification of errors but 
also to forestalling them. The Committee are, unhappy that the steps 
SO far taken by the hiinistry of Finance and the Central Board of Direct 
Taxes to ensure effective compliance with their own instructions and 
those issued at the instance of the Committee in the past, particularly 
those relating to the computation of depreciation and development rebate, 
leave much to be desired. 

In  this context, the Committee recall their oft-repeated concern 
over the large number of cases of under-assessment of tax on account of 
incorrect allowance of depreciation, commented upon in successive 
Audit Reports and Reports of the Committee year after year. It is disturb- 
ing that despite the Committee having made a number of suggestions 
in this regard, many of which had also been accepted by Government 
for inplementation, there appears to be no perceptible improvement 
in the situation. The Cornmittee have attempted a review, in some detail, 
the implementation by Government of reccrnmendations made by the 
Committee during the past decade relating among other things, to 
depreciation and development rebate in their 186th Report (Fifth Lok 
Sabha). The Committee are confident that if the measures suggested by 
them in this Report are implemented by Government, they would bring 
about significant improvement in the work of the Income-tax Depart- 
ment. 

Besides, though the Commissioner of Income-tax had agreed, 
during evidence, to consider revocation of the stay and enforcement of 
recovery of the arrears, it is required some positive intervention by the 
Committee to ensure that a considerable demand was realised, partly by 
cash and partly by adjustment of refunds due forthe assessment years 
1970-71 and 1971-72. It appears, h~rwever, that an amount of Rs. 70 
lakhs was still to be recovered from the company as on 15th March, 1975. 
Now that the appeals of Calcutta Electric Supply Corporation against 
the orders of the Additional Commissioner of Income-tax, under Section 
263 of the Income-tax Act have bem dismissed by the Appelate Tribunal, 
the Committee desire that the balana of tax due should also be recovmd 
forthwith, in case this has not already been done. 

(Sr. Nos. q to 46 and 48 (Paras 4 . 7 9  to 4.83  and 4.85) o f  Appendi, 
I V  t c t  187th Hepon of the Public Accounts Committee (1975-76) 



Action taken 

The rate of exchange of Sterling was fixed at IS 6d per r u p  
before devaluation of the Indian Rupee on 6-6-1964. In view of this, 
probably the necessity of keeping the depreciation schedule in terms of 
rupees was not felt. Unfortunately, the effect of the devaluation of rupee 
and 6 in June 1966 and November 1967 respectively, was lost sight of 
while framing the assessments of 1967-68 onwards. 

As regards delay in completing the assessments, it may be stated 
that a majority of the companies assessed in the Company Distt. I are 
very important and big companies involving varicus complex issues and 
because of such preoccupation, timely attention could not be given 
to this company's assessments. 

An Officer-on-Special Duty was entrusted in July, 1970 with 
10-point checking of assessments made in the wards of Company Dis- 
tricts I & 111. He had drawn a list of all the assessments made upto 1st 
July, 1970. He had picked up some cases on the basis of their importance 
from the revenue point of view or if they had some interesting features 
but it was not possible to conduct cent percent check. The assessments 
in this case were made much later and he could not draw a second list 
of similar cases before the case was taken up by the Receipt Audit. It is, 
hawever, unfortunate that in spite of instructions depreciation allowed 
in this case could not be checked either by the Range Inspecting .4ssistant 
Cornmissoner of Income-tax or by the Officer-on-Special Duty of the 
Internal Audit. The explanations given by the concerned officials have 
been considered satisfactory. It may, h ?wever, be mentioned, that 
some more posts have been sanctioned recently for qualitative and quanti- 
tative improvement of the performance of Internal Audit Organisation 
and the additional staff will be in position shmly. The strenghthened 
staff is likely to meet the deficiency in this respect. 

In this connection attention is invited to this Department's reply 
to para 6.14 of 186 Report of the Committee elucidating the steps taken 
in minimising the mistakes in calculating depreciation and development 
rebate. 

[Department of Revenue and Banking No. 2361330'73-A & PAC 111, 
dated 26-7-1976.] 

Recornmcndation 

The unduly long time taken by the Income-tax Applate Tribunal 
in pissing final orders also causes concern to the &mmittee. Even 
thaagh thc hearing in this case had concluded on 17th February, 1975, 
th: Tribunsl took over two months to pass orders. Here again, the 
Committee had to enter into protracted correspondence with Govern- 
ment to ensure that the orders were announced expeditiously. The 
facts of the case had also to be brought to the notice of the Finance 
Minister himself before the orders were finally announced on 30th April, 
1975. It is strange that the Tribund should have taken so much time 
after the conclusion of the hearings to give its verdict even in important 
c a m  invdving large revenues, when the very obiective of setting up 
SJ:'I 'rribd.ids wns t,) reduce the time spent in litigation in courts of 



law and to expedite decisions in revenue matters. The Committee would 
I!ke Government to consider the feasibility of prescribing a suitable 
tune limit for the Appellate Tribunal to pass final orders after the con- 
clusion of the hearing. 

[S. No. 49 (para 4.86) of Appendix IV to the 187th Report of 
the Public Accounts Committee (1975-76) (Fifth Lok Sabha)] 

Action taken 

The Ministry of Law, Justice and Company Main who art concerned 
in the matter were =quested to process the above recommendation. 
They have stated that the President of the Income Tax Appellate Tribunal 
has since advised the Members of the Tribunal that it is necessary 
that every effort is made by them to dispose of appeals as early as possible 
and that it is desirable that they should adhere to the administratively 
prescribed time limit of one month within which orders should be passed 
after the conclusion of the hearing of an appeal. The  Members have 
also been advised that where orders are pending for more than one month, 
the Member concerned should inform the President of the Tribunal as 
to the reasons for the delay. 

[Department of Revenue and Banking No. 236!330/73-A & PAC I1 
dated 17-5-197q 

Recommendation 

Yet another important issue arising out of the examination by the 
Committee is the appropriation by the company of the deposits made by 
the consumers towards the profits of the company and their transfer to 
its general reserves. Since this is tantamount to tax avoidance, as the 
Coanissioner of Income-tax himself conceded, the Committee take a 
very serious view of this default. The Committee learn that the trans- 
ferred deposits have been taxed for the assessment year 1972-73 and 
pznllty proceedings initiated. The assessments for the earlier years are 
also being reopened simultaneously with penalty proceedin The 
Depanmznt has taken the stand that in this case concealment & bcm 
c Tectively established. Since what rightly belongs to the consumers 
and was held in trust by the company has been utilised by it for its uwn 
gains without any corresponding benefit to the consumers, the Committee 
insist that this should be looked into from the tax angle on a top priority 
basis, under the direct supervision of the Commissioner and the Central 
Board of Direct Taxes, and stringent action, under the law, taken. 
In the present climate when concerted drive ie always under way to combat 
tax evasion, this should not be too difficult a task. 

[S. No. 50 (Para 4.87) of Appendix IV to 187th Report of the 
Public Accounts Committee (1975-76)] (Fifth Lok Sabha)]. 

Action taken 

In the light of the above obstrvation of the Committee, Directorate 
of Inspection (Investigation) has b asked to associate itself with the 
Commissioner of Income-tax for carrying out investigations. Action 
as called for under the law will be taken in due course. 

[Department of Revenue and Banking No. 2361330173 A & PAC I1 
dated 29-6-1 9-76.') 



The practice of receiving deposits from consumers is also ptevsleM 
in other public utility organisations. Since it is likely that such deposits 
*t bave 't&m bew? a propriated by such organisations towards their P own profits and tram erred to their general reserves, the Committee 
desire that a review of all such cases should also be undertaken from the 
tax angle and necasary rectificatory action taken. The Central Board of 
Direct Taxes h u l d i s s u e  general instructions in this regard for the guidance 
of r he  assessing oRicers in the light of the facts disclosed in the present 
me. 

[SI. No. 5 1  (Para 4.88) of Appendix IV to 187th Report of the 
Public Accounts Committee (1975-76) (Fifth Lok Sabha).] 

Action taken 

.411 the Commissioners of Income-tax have been requested to under- 
take a review of all the completed assessments for the assessment year 
1972-73 anJ onwards and take action to wrieve the loss of revenue if 
any. h capy of Instruction No. 971 (F. 228/12/76-IT A. 11) dated the 
8th July, 1976, issued in the matter is attached. 

[Department of Revenue and Banking No. 2361330173- A &  PAC - TI 
dated 7-7-I@]. ---- 

MOST IMMEDIATE 

GOVERNMEST OF INDIA 
Central Board of D i r m  Taxes 

New Delhi, the 8th July, 1976. 
From : 

Director, Central Board of Direct Taxes. 

To, 
.\I 1 C ).n nlcsioners of Income-tax. 

SUBJECT : Stcurity deposits from consumers-hppropriatim tozqrd 
profit-whether revenue income-Taxabilitv thereof- 
para 4.88 of the 187th Report of the public Accounts 
Commimc--regarding- 

Sb 
I t  hts been brought to the notice of the Board that certain public 

4 l i t y  organisations a* receiving deposits from the consumers as a security 
t 132-LS-4. 



to be refunded on demand but these deposits are appropriated 
towards their own profits by transferring the same to the general 
reserve. 

2. The question of taxability of these deposits have been examined 
by the Board. Board are of the view that if the deposits received by 
a concern in substance partakes of the nature of a trading receipt 
than of a security deposit, such deposits would be taxable aa 
revenue income in the year of receipt. In this context. reference 
is invited to the decision of the Supreme Court in the case of Punjab 
Distilling Industries Ltd. Vs C.I.T. (1959) 35 ITR 519. Even where 
the deposit is not a trading receipt at the time of its receipt, its 
appropriation by transferring it to general reserve would make it 
taxable as revenue receipt in the year of such transfer. 

3. The Board desire that a review of all the completed assessments 
for assessment year 1972-73 and onwards may be undertaken in this 
regard and immediate action taken to retrieve the loss of revenue. 
The result of the review may be sent by 30th September, 1976 
indicating the number of cases reviewed and the number in which 
mistakes have been noticed with the approximate tax effect 
involved. 

Yours faithfully. 

DIRECTOR, CESTRAL BOAKD OF DIIIECT 
TAXES 

Recommendations 

The Ccmmittee dcrlcre the inordinate delay of abt ut ft ur )cars 
that had occurred in the finalisation of assessments of a company (Indian 
Iron & Steel Co. Ltd. j in the large income bracket, as a result of which 
Government had ti\ pay a large sum cf Rs. 40 30 lakhs ss i~terest to the 
assessee under Sectlcn 21 J of the Inccme-tax Act. 'I he Ccmnlittce 
fined that even thcugh the assessee company hod filed its returns of incc me 
for the assessment years 1967-68 and 1968-69 cn 15th h'ovember, 1967 
and 26th September, 1968 respectively disclcsing inccmcs of Ks. I 74 
crores and Ks, o q2 crores the assessments were completed by the Income- 
tax Officer only in February, 1972 , and that even the first hearing fc r 
the asessment year 1967-68 was taken up as late as 24th January, 1972 
and that fcr the assessment ear 1968-69 on 2nd February 1972. As 
the amounts of advance tax o ?' Rs. 2.12 crom paid f i r  the assessment 
year 1967-68 and Rs. 0.80 crores for the assessment year I 968-69 far exceed- 
ed the tax payable on the basis of the respective returns of income, the 
Committee are of the view that the Inwme-tax Officer should have sofeguar- 
ded the financial in te rns  cf  Govcmment by ccmpleting the regular 
~ s r m r c o t s  as won as possible after the receipt of the returns so that the 
advance tax paid in excess could have been rcfundcd ta the a m ,  



in t e r n  of the Board's instructions dated 16th April, 1966. That the 
Income-tax Officer did not do so would indicate that the officer concerned 
had been negligent in the discharge of his duties. 

The Committee learn that disciplinary proceedings have been 
initiated against the officer responsible for the delay in the present case. 
The Committee desire thst these p r o d i g s  should be completed quickly 
and the final action taken against the officer intimated to them. 

The Committee note the view taken by the Department of Revenue 
and Insurance that there had been no lapse in this case in so far as the question 
of making provisional assessments under Section I ~ I A  was concerned. 
The Committee, have been informed in this connection that provisional 
assessment under this Section could be made in law only in a case where 
the assessee had made a claim that the advance tax paid by him or the 
tax deducted at source in his case exceeded the tax payable on the basis 
of return of income filed by him and the statement of accounts, docu- 
ments, etc. accompanying it, and that since no such claim had been made 
by the assessee in the present case, it would not be covered by the provisions 
of Section 141.4. However, with a view to ensuring that adequate steps 
are taken to prevent avoidable payment of interest by Government in 
such cases, the Committee would suggest that Government should examine 
the feasibility of making provisional assessments by Income-tax Officers 
obligatory in cases in which the advance tax paid exceeds the income 
returned substantially. 

[ S. Ncs. 52-54 (Paras 5 .15  to 5.17) of Appendix IC' to 187t.b 
Report of the Public Accounts Committee (1975-76) (Fifth Lok Sabha)] 

Action taken 

This Department agree with the observation of the Committee in 
para 5 . 1 5  that the perft~rmance of the Income-tax Officer was not satis- 
fnctory ir i  this caw. Because of the ineffectiveness of the officer ctmcem- 
ed, he was prematurely retired from service with effect from 31st December, 
1975 under F.R. 56 ( j). 

Sccrion 14rA of the Income-tax Act has been mended with effect 
from I st April, I 976 prnvidin for making of regular and or provisional 
assessment within six months f rom the date of filing of the return in such 
cases. Administrative instructions have also been issued to the officers 
of the Income-tax Department SO that unnecessaq payment of interest 
under section 214 of the Income-tax Act is avoided. A copy of Ins 
truction No. 755 [ 236!31tn-.4 & PAC] dated the 5th September, 1974 
is attached . 

[Department of Revenue and Banking No. 23612u.73-A&PA C I1 
dated 25'5-1976.) 



INSTRUCTION NO. 755 

F. No. 236134173-A & PAC 

New Delhi, the 5th Sept., 1974. 

F-, 
Shri K. C. Mahadevan, Director, C.B.D.T. 

All Cc.mmissionets of Income-tax 

SUB. : Section ~ ~ ~ A - p r o v i s i o n a l  assessment for refund-Instruc- 
tians regarding - 

Sir, 
Refeffnce is invited to Board's Circular letter No. 1zlg1/65-IT (B) 

dated the 16th April, I*, Para 89 of Circular h'o. 6P (LXXVI-66) 
of 1968 issued from F. No. 1(234)'68-TPL on the 6th July, 1968, Instruc- 
tion Xo. 27; issued from F. No. 236'243170- IT (Audit) on 17th March 
1971, Para 10 of Circular No. 56 issued from F.No. 156 ( 2 7 ) p T P L  
on 19th hiarch, 1971 and Instruction No. 438 issued from F.No. 2461 
48171-A & PAC on 14th July, 1972. 

2. Instances have come to the notice of the Board that in spite of the 
above instructions regular assessments are unduly delayed and provisional 
assessments u 's  141-A of I.T. Act, 1g61 are not being made in appropriate 
cstses resulting in payment of avoidable interest under section 2 14 amoun- 
ting to several lakhs. The Board desire that provisional assessments 
u ls  141-A of I.T. Act should be invariably made promptly in all appm- 
priate cases, where regular assessments arc iikely to be delayed so that 
unnecessary payment of interest u s 214 is avoided. 

3 .  With a view to ensure strict compliance with the above instruc- 
tions, it is suggested that in all catergory I cases, the returns should be 
minised immediatdy on receipt, with a view to see whether action 
under section 141-A is attracted, All cases where the provisions of section 
y r - A  a= attracted should be entered in a separate register to be kept in 
the personal custody of the ITO. The IT0 should give priority to the 
ampletion of these csees and whenva, it is found that the re ar aseess- 
m e ~ t  in such casscs cannot be completed within a period o 1" six months 
&om the date of filing the mum provisional asstssment u/s 141-A rhould 
be made forthwith and any refund due anted immediately. They 
b u l d  rlso leave a note in rhe file giving $ e reasons as to why regular 
orressorent could not be complacd, within 6 months. 

4. Hereafter any payment. of avoidable interest u h  214 will be 
seriously viewed. Cs. I. T. and LACS. may call for half-yearly statements 



of intercrt paid by the Government cxceedhq Rs. 1,000 in each case to 
saWy themselvts that the payment of sach mmm was umvoideble. 

5 .  I b e  instructions may be brought to the notice of all officers 
working in your charge. 

Yours faithfully, 

Sdl- 
(K. C. MAHADEVAN) 

Director (PAC) CBDT 

Copy forwarded to : (as usual ) 

Recommendation 

The delay in finalising the assessments in this case had also not been 
noticed by the concerned Inspecting Assistant Commissioner or the Commis- 
sioner as thc m e  never came into their orbit. All large income cases, 
however, are expected to be reviewed by the supervisory officials. The only 
inference the Committee can thus draw from the failure of the Inspecting 
Officers is that the middle management in the Income-tax Departemnt is 
somewhat lax. The Committee fear that if this continues, the maladies 
of the Department would persist. It is, therefo.e, urged that the Central 
B o d  of' Direct Taxes shnuld review seriously the duties and responsilities 
at present entrusted in the Inspecting Assistant Cnmmissioners and the 
effectiveness of the supervision exercised by them with a view to evclvinp 
suitable remedial measures. 

The Central Roard of Direct Taxes should also devise immediately a 
fool-proof system fcv a regular and more efficient monitoring of the progress 
of assessments relating to large income cases and tighten the inspection 
machinery. The Directorate of Inspection and the Board hme ar, inescap- 
able obligation in this regard. In this context, the Committee reiterate their 
earlier recommendations in regard to the persistent tendency on the pan of 
Income-tax Officers to cc.mplete assessments only towards the close of the 
limitation period. Apart from the loss that may arise on payment of interest 
in cases like the one discussed in the preceedin paragraphs, the C )mmittee 
fear that by scl rushing throu h assessments, t ere is the greater risk of the f R 
returns not being scrutinise properly and consequential loss of revenue 
thrwgh inadequate exomination. 

[Sr. Nos. 5 5  Clt 56 (Paras 5 . I $  61 5.19) of Appendis IV t , ~  187th Repr r  
of the Public Accounts Gmmittee (1975-76) (Fifth L P ~  Sabha)]. 

Action taken 
The following measures hme recently been tAen to improve the position 

regarding cnmpletion of assessments in large income cases e.upe3itiausly 
after proper scrutiny and to strenghen the middle-level munagement of the 
Incrome-tax Deperunent : 

( i )  This Depnrtment's reply tn pilra 5 21 of their 186th Report may 
please be refmred to. Directorate of (0. Sr A I )  Services is moni- 
toring the prcigrcss on behalf of the Rourd ; 

(ii) An Inspection Manual for the Inspecting Assistant G~mmisicmers 
is being prepared bv the Directorate of Inspeaion (Incame-tax). 



From : 

T o  

Sir, 

(hi] Instructions have been issued to ensun completion of time- 
barring assessments by 1st October nnd to ensurc completion of 
important revenue cases by 31st i t ember. A copy of the 
instructions is attached. 

(iv) A beginning has been made by assigning assessment functions 
in important cases involving tax evasion, fraud, etc. to the Inspect- 
ing Assistant Commissioners. In this connection a reference is 
invited to this Department's replies to para I .8 of their 192 Report 
and para I 2.7 of I 86th Report : and 

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

[Department of Revenue and Banking No. 236j222 ' 7 3 4  & PAC-11, 
dated 20-7-19761, 

INSTRUCTIOE; Xo.975 

F. KO. 220'12176-ITA. I1 

GOVERXMEST OF ISDIA 

Central Board of Direct Taxes 

New Deliti, the 8th july, 1976. 

Director, Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

SL'BJECT :--Completion of important revenue cases a d  rime barring 
ossessmencs-Para 75 of the Minuus of the Comntiss- 
ioners Conference, 1976--Insmcctions reg. 

Inspite of repeated instructions of the Board to avoid postponement of 
amcamam in imporrant revenue cases to the last quarter of the year, It has 
been notiad that the practice continues unabated. The Board would Idce to 
reivrate these iamructions and desire the Conmissionera of Incometax to 
eprurr that the Incame-tax Officer so plan their work that all impurtunt 
raxnus uuac are d u p e d  of in any case not later than 31st December, qf thr 
Foonciol YW. 

2. Fmdency of a 1 number tlmabarring aassmmtll ~ l y  yu 
b a h  bccn a mum T o coacan to the Board Board c&sin that whde 



taking up the time-barring assessments in a particular case, in- 
variably the succeeding year's assessment should also be taken up 
and completed so as to reduce the burden of carry forward of 
time-barring assessments to the next year. It is further dirpcted 
that  all time barring assessments should be completed b y  1st 
October, 1976. 

3. As planning of assessments fcr the year is very importan* the Commis- 
sioners should personally oversee, the same and ensure that these instructions 
are strictly observed by the Income-tax Officers working under them. 

Yours faithfully, 
. Sd. 

(K. R. RAGHAVAN) 
Director, Central Board:of Direct Taxes 

Recommendation 
The Committee understand that remedial action, under Section 13, Pas 

been taken in respect of the assessments relating to the years 1970-71, 
1971-72 and 1972-73 and necessar). additional demands raised. For the 
assessment year 1966-67, while no remedial action under section 13 was 
possible, on account of the assessment having become time-barred, action 
under Section 8(a) of the Act has, however, been taken in time and an addi- 
tional demand of Rs. 78,071 raised. 

'fie Comminee also view seriously the lapse on the part of the Internal 
Audit in ncv checking the assessment. Even thcrugh the Chief Auditors 
themselves were re uired to personally check these assessments, they had 
not done so and the ? ailure on their part has been, as usual, attributed tn'pres- 
sure the work'. The Committee regret to ohseme th?t the same familiar 
excuse is offered by the Department time and again, which is only indicative 
of a definite weakness in the existing machinery for internal audit. The 
Committee need hardly emphasise the importance of a sound and efficient 
internal audit organisation and desire that the adequacy of the existing 

arrT ments for internal audit shauld be reviewed i~ detail and necessary 
reme ial steps taken. 

In this connection the Committee, find that in all such cases where serious 
lapses have been found, Government merely rest content with obtaining 
an explanation from the cnncerned officials and issuing a warning. This 
ritual, in the opinion of the Cornminee will neither help the Administration 
nor the exchequer. The Comminee are of the view that a more positive 
and dynamic procedure has to be evolved in this regard so that punishments 
arc granted according to the magnitude and seriousness of the lapse mm- 
mitted by th: officials and positive action taken evep in two or three cases 
acts as a deterrent to others. The Committee are also of the view that where 
there has been a failure or lapse in the discharge of responsibility by an 
offictr at any level, he should be procceeded against rather than some 
petty officials working under him. 

[Sl. No. 58, 60-61 (Pans 6 .  r 3 6 .  r 5 to 6.16) of Appendix IV to 
187th Report of the Public Accounts Committee (1975-76) 

(Fifth Lcrk Sabha)]. 



The facts stated in this para are correct. 
It has becp the a m s ~ ~ t  endeavour of this Department to improve the 

performance of the internal audit organisation. As has already been stated 
in reply to para I .17 of this Report, necessary measures to strengthen thie 
organisation are being taken on the basis of a study report of the Directorate 
of 0 & M Services 

The observations of the Committee are noted. In accordance with the 
provisions cf relevant Ccnduct Rules the disciplinary authorities do take 
into account all the circumstances with duc regard to the seriousness of the 
mistakes of omissinn'commission by the officer concerned while awarding 
any punishment. This Department assure the Committee that no dis- 
crimination will be made on the basis cf the status of the officer concerned. 

[Department of Revenue and Banking KO. 236"185 '73-A dr PAC. I1 
'dated 1-6-1 9761 

Recommclldation 

The Ccmnlittee would also like to be infcrmed of the final decision of 
tbe Income-tax Appeallate Tribunal cn the assessee's appeal against the 
additional demandcfRs. 13.10 lakhs relating to the assessment year 1972-73. 

[Sr. No. 62 (Para 6.17) of Appendix IV to 18;rth Repon of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action taken 

The Income-tax Appellate Tribunal have decided the appeal in favour 
of the assessee upholding the plea that rule 4 of the Second Schedule to 
Sw-tax Act is not applicable in relation to deduairns under Chapter VIA 
of the Inccme-tax Act. As a result of this decision the demand Has 
reduced tc. Rs. 2,34665 which has since been collected by adjustment. 

[Department cf Revenue and Banking No. 236j185;72-A & PAC-I1 
dated 26-7- 19763. 

Recommendation 

Ancther i:,triguing print emerging out cf this case relates to the extension 
of the capital plus reserve base for the purpose c\f lowering the sur-tax 
liability. ?he Committee have come a m s s  a number c.f instance29 in the 
earlier Audit Repons where the profits of a particular year are first credited 
to the General Reserve and appropriations made thereafter filr declaring 
dividends. Since such a transfer of the profits to the General Reserve 
may only be 3 ruse to lower the sur-tax liability, by claiming higher exemp- 
ticns nn an artiticidly enhanced capital basc, thc Gmmittee would like to 
knnw whether Crc vernment have contemplated or cvnducted any study of 
the sur-tax assessments of crmpanies which might haw adopted such a 
method of tax avoidance. 1n case such a study has not so far heen under- 
taken, the Glmmittee wcluld recummend that this ahauld be initiated forth- 
with and the outcome clf the study intimated as a r l y  as pnssibk. Gnvern- 
ment shnuld also examine whether any amendment to the existing Act and 
Rules is necessary to prevent such an abuse. 

[Sr. No. 67 (Para 6.34) of Appendix I V  to r8ph Repon of the 
Pub1 ic Accounts Chmminec (I 975-76) (Fifth Lot Sabhe)]. 



A new, Rule 'IA' has been inserted in the Second Schedule to Companies 
(Profits) Surtax Act, 1964 effective from 1-4-1975 vide clause 2g(ii) of the 
Finance Act, 1976, which enables the income-tax Oacer to reduce the capital 
base by the a m o w  of  demciency in crediting proposed dividends and 
provision for taxation The Board have issued Instructions No. gp(F .  2281 
125176-ITAII) dated the 8th July, 1976 to all the Commissioners of Income- 
tax for conducting a review of the assessments completed for assessment 
year 1975-76 in the light of the above amendment. A c ~ p y  of the Instruc- 
tions is attached. 

(Department of Revenue and Banking No. 236123173-A & PAC-I1 
dated 21-7-1976), 

COPY 
INSTRUCTION No. 972 

F. No. 22855 '76-ITA. I1 

Central Board of Direct Taxes 

From : 
Director. Centrd Board cf Direa Taxes. 

To : 
Xli Cornmissioners of Incvme-tax. 

Sir, 
Scujlrm :-Cumpmies (Prt,firs) Sw-fax Act, 1964, C a r p l r ~ a r ~ n  
of Capird-Praisiim /or rawo rim mid proposed di'u~'~d-Clalrsr 
29(ii) of Fmmcc Acr, 1976 -Para 6.34 oj rtke 187th Reporr of rhe 
P.A.C (i97~-76)-lttsrrirccicmr regardmg. : 

Reference is invitcd to Hoard's 1nstructic)n No. 784 (I;. No. 229'7 73-IT.\ 
11) dated I ith November, 1v.1 directing the Inc,lmc tas 0ffic.t~~ to examine 
each item (if reserve carefully befme nllo~\*ing them t o  be included in the 
capital base and not heinp, misled by the nr>mcnclature given by the assessees 
in the Balance Shett. 

2. Finance Act, 1976 (66 of 1976) has inserted a new rule numbered 
rule IA after rule I in the Sect nd Schedule t ~ l  the Compmiets (Profits) Sur- 
tax Act, ry6~. Thc rule has rctrt-spectivc etlkct f r t m  1st April, 1975 ,~nd 
reads as under :- 

"r A. W'herc a company h a  not made any  credit in any aca-unr in its 
bcoks as on the first ddy of thr previous ) t a r  relevnnt r r  the assess- 
ment year which is of the nature of item (i) or item (9) undu tire 
head ''CURRENT LIABILITIES *AND PROVISIONS" 
in the column relating to "LIABILITIES" in 



the "FORM OF BALANCE SHEET", given in Part I of Sche- 
dule V I  to the Companies Act, 1956, or where the Income-tax 
Officer is of opinion that the amount credited in such account 
falls short of the amount which should have reasonably been 
credited by it, the amodnt of its capital as computed under rule I 
shall be reduced by the amount which has not been so credited 
or,, as the case may be, the amount of such shortfall. 

Explanatioti.-For the purposes of this rule, the amount of credit which 
should have reasonably been made by a company in relation to any account 
of the nature of item (9) aforesaid, means the amount of dividend declared 
or paid by the company, on or after the first day of the previous year relevant 
to the assessment year, for the previous year immediately preceding the 
first mentioned previous year. 

3. It would be seen from the absve that the Income-tax Officers have 
now been specifically empowered t r  see whether provision of adequate pro- 
vision have been made in the balance sheet towards provision for taxation 
and proposed dividend and in cases of shorfall reduce the capital base 

accordingly. 

4. Board desires that a review of assessments completed for the assess- 
ment year 1975-76 may be undertaken immediately in the light of the above 
amendment and the result of the revicw indicating the number of cases 
reviewed, number of cases in which such mistakes have been noticed 
and the likely tax effect thereon may be sent positively by 31st July, 1976. 

Yours faithfully, 
Sd. 

(K. R. RAGHAVAN) 
Director, Central Board of Direct Taxes. 

Copy to :- 
I. Comptrcller and Auditor General cf India (25 copies). 
2. Director of Inspection (Incometax & Audit)'investigationlResearch 

& StatisticsrPublication and Public Relations, New Delhi. 
3. Directonte of 0 & JM [Services (Income-tax), 1st Floor, Aiwan- 

Cihalib, Mata Sundri Lane, New Delhi. (7 copies). 
4. All OfFicers!Sections of Central Board of Direct Taxes. 
5 .  Bulletin Section of D.I. (RSBrP), h'ew Delhi. 
6. Joint Secretary & Legal Adviser, Ministry of L a w  & Justice, 

Neat Delhi. 

Sd. (K. R. RAGHAVAN) 
Director, Central Board of Direct Taxes. 

Rccommendationr 

The awes discussed herein reveal certain grew ddiciencies in the func- 
tidning of the Income-tax Department, particularly in the arena of company 
tlucwion. They involve assessmenu whae the returned income often 



runs into cmres of rupses. O ~ l y  a test c h x k  bv Statutwy Auiit of zhc 
assessments in nine cases of foreign and Indian c~mpmies ,  bzlmg to multi- 
national cxpxat ion  or mmopjly groups, has disclosed nm-levylunder- 
assessment of tax an3 exccss p~yrnznt of interest, adiing up t3 thz staggating 
figure of R3. 3.66 crores. Obvimsly t h ~ e  is s2m:thing very wxng with 
tho administrition of c ~ m p m y  tauatim at various levels. T h s  C ~ m p i t t e e  
feel considerable disquiet over the mistakes and omissil~ns discussed at some 
length in this R e p m .  Th::se defaults have b t c ~ m e  a l m m  rep2titive in 
character, in spite of mmy recommendations made by the: C3mnittee in this 
regard in th. past and tho mass of det i led instructions issued f r ~ m  time 
to time by th? C m r a l  B7ard of Direct Taxes. 

T h s  errors and omissions in tho asszssment of large-incjme cases which 
h w e  c,>m: t,) the n>tice of ths C>mnittee are b r~ad ly  attributable to one or 
the other of the fallowing factors :- 

(i) sheer negligence or laxity on the part of assessing officers; 

(ii) inadequste and impropar planning of w x k  by the assessing officers 
and nm-alloci\tion of prapw priarities far the timely completion 
of large-inczme cases, resulting in hxsty assessments and disp~sal  

with ,ut adequate scrutiny towards the end of the limitation period; 

(iii) clmplacency on ths plrt  of th:: Ministry of Finance and the 
Central B,ard of Direzt T ~ x e s  tow~rds  issuing guidelines in res- 
p x t  of assessment of impmant items of expenditure such as 
'Hedl  Offix E u p x s s '  of fxeign o m p ~ n i e ~  qpsrating in India 
and isxpxiAiturz m qcientific ressrch' which ~ f t e n  ssrve a facades 
to facilitate tax-avoidance ; 

(iv) inadequacy of internal control and supervision, particularly at the 
middle management level; and 

(v )  ineffectiveness of internal Audit. 

I n  the preceding chdptcrs, the C.)mrnittee have tried n x  only to trace the 
reasms for such default but als) to suggest remedial measures. The  
C2mmittec trust that at least in th; cmtext of the present N~tional  Emer- 
gency, G w e r n r n m  will take m m  w i w s  nltice of their obsenvdtianf and 
rec~mm:nd~ti.m~ and display d less inhibitel appro~ch in implementing 
them. 

The  Cqmmittec w ~ u l d ,  in particular, like to draw G~wernmcnt's imm2- 
diate attenti>n to th? ~lcficiencies in internal cantrd and supenTision in the 
Incsme-tax Departmznt, espxialls at the middle management level of 
Inspecting Asfistant C>mmissiontrs, which have been brought into sharp 
focus in the cases discussed in this Repwt. It is distressing to observe 
these middle level officers often n ther  remiss in the discharge of the duties 
entrusted to them. The C ~ m n i t t e e  emphasise that these offixm have 
precise and purp~seful rale which thcs are cni.lined t~ pxform but with dis- 
appointing results so far. 

Another r cwm for the recurrent mistakes in a s s t s m m ,  particularly 
in large incorn. cases is thit ,  in the abs: 1:e >f any categxisation of different 
types of cases and dispxals on a selective basis, even assessments with large 



revrcwc implications are ltfi in the hands of Income-mt O&xm witb 
comp~botively less experience. In the circumssanctg 60wcmeot 
should mioutsly conoider the desirability of entrusting the a s s w e n t  of 
such asas directJ to tbc Inspecting AssistantcCornmissioners of IncornMax.. 
The Chsirmen, &trai Bosrd of Direct Taxes bas himself admitted, during 
evidenq that Government is 'very much coasciaus of this deficiency' 
and hea Pssurtd the Committee that he would try to ensure concemtmion 
on large income group aws by experienced ~fficers and to transfer certain 
cases to the Assistant Commissioners alsa The Committee have examined 
the subject of wpedsion and internal control and the question of entrusting 
direct assessment work to the Inspecting Assistant Commissio~ crs at con- 
siderable length in their 186th Report (Fifth Lok Sabha) and have made 
specific suggestions and recommendations which, it is urged, should be 
dealt with on a priority basis and implemented forthwith. 

The Committee have nct been able to examine same of the paragraphs 
relating to Corporation Tax included in Chapter I1 of the Report of the 
Ccmptroller and Auditor General far the year 1972-73, Unicn Government 
(Civil), Revenue Receipts, Volume 11, Direct Taxes on account of paucity 
of time. They expect however, that the Department of Revenue and Insur- 
ance and the Central Bcard of Direct Taxes will take necessary renwdial 
action in these cases, in ccnsultatim with Statutory Audit. 

[S. Nos. 68 to 72 (Paras 7 .  I & 7.5) of Appendix IV to 187th Repr 1 t of 
the F'ublic Acccunts Ccmrnittee (1975-;6?]. 

Action Taken 

The sreps taken in the matter have been elucidated in this Department's 
replies to paragraphs I .  14, I . 15, r 17, 3 38, q .22 ,  4 23 and 4 .25  of this 
Repon of the Ccmmittee as also tc paragraph I .16 which may please be 
referred tc. 

In this ccnnecticn the Ccmmittee's attenticn is invited to this Depart- 
ment's reply to paragraph r . E  of' rgznd Repcrt of the Public Accounts 
Gmmittee. 

Remedial acticn, wherever necessav and pcssible has been tuken in 
dl the cases, under intimaticn to Audit. 

[Department cf Revenue and Ranking S c .  241 ,'r3 '76-A & PAC-I1 
dated I 7-7- r 976.) 



RECOMMENDATIONS/OBSERVATIONS WHICH THE COM- 
MITTEE DO NOT DESIRE TO PURSUE IN THE LIGHT OF 

TfIE REPLTES RECEIVED FROM GOVERNMENT 

Recommendation 

The Committee are surprised to 1earn.that as against tbe licensed capa- 
city of Iaoo tonnes of biscuits per annum, the actual produdon of Britannia 
Biscuit Co. Ltd. has far ex& the licensed capacity in all the years 
since the factory commenced production in 1967. During the period from 
1968 to 1973, the production ranged from 5278 tonnes to 8528 tonnes. 
In 1973, the production had exceeded the licensed capacity by over 700 per 
cent. The Committee find it difficult to accept the explanation that this 
phenomenal increase in production had been achieved by the company by 
improved technology without providing any additional machinery. As the 
increase in production over the licensed capacity, prime fucie, appears to be 
abnormal and remains unexplained, the Committee are of the view that the 
possibility of the company having resorted to manipdation of the invoices 
to import additional machinery cannot be ruled out. The Ccrnrnittee 
desire that the said excess production should be thoroughly investigated 
into without losing further time and appropriate action taken without delay 
against the company if it is found to have violated the provisions of the 
Licensing Act. 

[S. No. 9 (Pan I .qz) of Appendix IV to 18yh Repnrt of the Public 
Accounts Committee ( 1975-76) (Fifth Lok Sabha)]. 

Action Taken 

There are two parts in the above recommendation viz. (i) violation of the 
provisions of the Licensing Act and (ii) under-invoicing in import of machi- 
nery. As the recommenc;iation ding the overproduction was to be T processed by the Ministry of In ustrial Development, the Lok Sabha 
Semtariat was requdsfcd on 9th February, 1976 to obtain the requisite 
reply from that Ministrl).. Regarding the second part, it has been .reported 
by the Ccntral Board of Excise & Customs that only two cases of suepected 
manipulation of invoica by the company had come to their notice during 
am and thereafter. Particulars of these two cases are given below :- 

(a) I t  is reported that Mk. Britannia Biscuit Co. Ltd., Calcutta 
imported two second-hand Gun Idng Machineries in two mn- 
signmcnts in the year 1975 and dedand the value of the  same as 
Rq. 20,434 and Rs. 189,907 respectively in the dative bills of 
entry. Thcrwomachincswerrim~rtedbythcmfromMls. 
Associated Biscuit Ltd., U.K. In view of the fact that tbe value 
declared a p p d  to be low, investigations wue made to ascer- 
tain the correct price as there was clear evidence in the corm- 
pondam that the machineries had bcen given to the importers 



at a concessional price, as they were not being used by the seller in 
England and there was a special relationship between the seller 
in England and the buyer in India. Accordingly, the value 3f the 
machines were mpraised on the basis of detailed examination of 
the machines and the assessable value so appraised of the two 
machines came to Rs. 71,194 and Rs. 68,737 respectively. Since 
there was no evidence that the importer was making extra pay- 
ment to the suppliers by unauthorised means, the declared value 
was accepted ft.r purpose of debit to the licence. 

(b) In two other cases, spare parts of machinery were imported 
by this firm under cover of import licences and the importers 
scught clearance under the category permissible spares but as 
the goods were of small value and the importers were actual 
users, these were allowed clearance with a warning. 

(Department of Revenue and Banking No. 241,'13,'76-A & PAC-I1 
dated 16-7-1976). 

Dated the 16th July, 1976. 

Recommendation 

In s r a c r a ~ h s  9 ,  I? and 9.  rq of their 176th Report (Fifth Lok 
Sabha), the Ccmmittee had, tnrer alia, commented on the :il)sencc of any 
uniform guidelines for the assessing officers on the treatment of head cfficc 
expenses for purposes of Income-tax and had desired that guidelines in 
this regard which were stated to be under finalisation on the basis of certain 
case studies and a study note prepared as early as August 1973. in cnnsulta- 
tion with a few Commissioners of Income-tax, should be finalised without 
funher loss of time and necessary instructions issued to the assessinp otficers. 
The Committee have been informed by the Department of Revenue and 
Insurance, in October, 1975, that necessary guidelines in this regard had 
b m  issued only on 16th June, 1975. The Committee are perturbed over 
such egregious delay in taking a final decision on an issue which is vital both 
from the taxation and foreign exchange angles. The Committee would 
like very much to know the reasons for this delay and would reiterate their 
earlier recomnendation that responsibility for it should be fixed for appro- 
priate action. Now that the guidelines have at long last heen issued, the 
Cornnittee trurt that real scrutiny ofhead office exncnses by assessing officers 
would be facilitated and would produce the deqired results. Thc adequacy 
of these guidelines should be reviewed later, on the basis of the experience 
gained in the field on their implementation and such improvements, as are 
found necessary, effected. The  Committee would keenly watch the effcc t 
of these guiddines on the assessing olficers. 

[S. No. 30 (Para 3 . 3 8 )  of Appendix IV to 187th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabhe) J. 



Action Taken 

As stated in the evidence before the Committee the draft of the guid- 
lines drawn up on the subject of scrutiny of head office expenses claimed 
by foreign cmcerns was sent to some senior Commissioners of Income-us, 
Director of Inspection (Investigation) for their comments/suggestions. 
As desired by the Committee, the draft guidelines together with the com- 
ments, received from the Commissoners/Director of Inspection (Investiga- 
tion) were mlde available with the files of the Ministry to the Committee. 
The fiwlisation of the instructions was kept in abeyance pending the receipt 
of the Report of the Public Accounts Committee because it was considered 
expedient tn t3ke intn consideration the observation of the Committee, if any, 
on this subject. 

2. The 176th Report of the Committee was received on 6-5-1975. In 
the lizht of thc o5iervations of the Public Accounts Committee in this 
Report, the dr.~ft guilAines were suitably modified and issued on 16th 
June, 1975. 

3. As r::rrds th: responsibility for the dcl:!. in issuing guidelines, 
attention of the Cxnnittee is invited to the Department's further reply to 
recommendation contained in para 9.13 of 1976the Report from file No. 
24112/75-.4&PAC. 11441 :'2 '76-FTD dated 19-3-76 intimating that Govern- 
ment are satisfied that in the finalisation of these guidelines there has keen 
no delay calling for any action against any officer. The following note 
was approved by the Finance Minister on 18-10-1975 : 

''This mltter h ~ s  b x n  looked into carefully and the Government 
are satisfied that preparation of guidlines for Income-tax officers 
on the subject of head office expenses had received adequate 
~ r t ~ ~ t i  )rl 310-19 with the other items of work which were being 
handled by the k;oreign Tax Division. The Study Note dated 
18-8-7 j prepared by one of the officer.s of the Foreign Tax 
Division to which a reference has been made in the Report 
of' the P. A.C., w ~ s  not considered adequate and it was felt that 
a lot m ?re work remained to be done before the guidelines could 
b: tin ~lised. The Government are satisfied that in the finailisa- 
tion of these guidelines there has been no Jelav calling for any 
action against any officer." 

J. In so far as the qxsrion of review of guidelines issued is concerned, 
i t  is submitted that it has to w ~ i t  for s,vne time more and will be taken up 
towards the end of this year. 

IL):pirt,n:nt of Heve:l lu & Banking No. 2~1,/13/76-.%.&.-1.'.A.C. I 
daed 17-4-1 976) 

Recommendation 

The Committee are concerned to note that while culrecrly esciuding 
th: 1:fw.i.m admissible under Sections 8oE/I, 80J nnd 8ohiAI of the 
1n:o.n:-tau Act from chargeable profits, the assessing officer hod failed, 
in this case r:la:ing to a foreign corn any (Union Carbide India Ltd.!, to 
reduce proportionately the amount D ff' the capital as required under Ruic 4 
of th: S:cand Schzdule of the Company (Profits) Surtax Act, 196.4, which 



led to an excess statuto deduaion unckr Section 2(8) of the Act and con- 
sequent under charge o ? Surtax of Rs. 26.88 lakhs for the assessment years 
1966-67,1970-71,1971-72 and 1972-73. That such a mistake should occurred 
despite the clear and unambiguous rules framed in this regard would indi- 
cate that the assessing officer had not exercised care in finalising the assess- 
ments. The Committee would like the circumstances leading to this mistake 
to be gone into and appropriate action taken thereafter. 

The Committee find that the Audit Memo in this case had been issued 
on 13th A l ~ c h ,  1973, and remedial action under section 13 of the Act in 
respect of the assessment year 1966-67 was permissible upto 7th September, 
1973. If the Dzpartment had, therefore, taken prompt action on receipt 
of the Audit query, the rectification for the assessment year 1966-67 could 
also have been made under Section 13 before the assessment became time- 
barred. The Committee take a serious view of the delay in initiating action 
on Audit objections, and de~i re  that responsibility for the failur should be 
fixed and the action taken intimated early to the Committee. A suitable 
time-limit for initiating rectificatory action in such cases shonld also be 
prescribed, in consultation with the Comptroller nnd Auditor General of 
India 

IS. No. 57, 59 (Paras 6.12 6.14) of Appendix IV to I 87th Report 
of the Public Accounts Committee (1975-76)(Fifth Lok Sabha]. 

Action Taken 

The point raised in this case, in fact, was a controversial one which 
could ultin~ately be settled with the issue of Board's Instrcctions on 28th 
September, 1973. The assessing officers completed the assessments long 
before the issue of these instructions. The Commissioner of Inctme-tax 
has reported that the mistake committed in interpmlng the lepal issue was 
bonafide. In  the circumstances, it has not been considered necessory to 
take any action against the officers concerned. 

.As regards fixing the responsibility for delay in taking remedial 
action, it has already been stated above that the legal point raised in the 
auli t  objection was a subject matter of controversy and no assessing officer 
can be said to be responsible. In regard to the suggestion of the Commi- 
ttee for prescribing a time-limit for remedial action, it may be stated that a 
time li,nit for initiating action under differtnt sections of the Income-tax 
.4ct nlreadyexists. The mistakes pointed out by the Audit bave, therefore, 
to be rcaitied within the limitation laid down under different sections 
of ~ h t  Act. Instructions also exist that m e d i a l  action should be initiated 
as a precautionary measure even in cases where objections pointed out 
b y  the Audit are disputed by the Income-tax Department. 

' 3: 7 ~itnm of Revenue & Banking No. 236/185'73-A & P.A.C. I1 
dated. 1-6-1976 

(R. S. CHADDA) 
Additionall Secretary to the Government of India. 

Th  2 Zo.nrnitrcc take a scrims view of the mistake that hod occurred in 
chis case rdatiag to a cornpan Gwalior Rayon Silk Manufacturing (Wvg.) 
Company Limited, again l i n k  with a monopoly group, in computing 



the capital of the company, under Rule 3 of the Second ~ c h e d i l e  of the 
Companies (Profits) Sur-tax Act, 1964. T h e  incorrect augmentation of the 
capital proportionally, after taking into account the bonus shares worth 
Rs. 2 . 5 0  crores issued by the company by utilising a part of the accumula- 
tion in its general reserve, had resulted in an excess statutory deduction of 
Ks. 1 5 '  07 lakhs under Section 2(8) of the Act and consequent short-levy of 
tax of Rs. 5.27 lakhs. T h e  circumstances in which a mistake like this had 
h e n  comrliitted by the Income-tax Officer has not been satisfactorily ex- 
plained by the Department. Besides, the attempt at extenuation by re- 
ference to iln unfortunate misreading of the Second schedule can only be 
considered as very special pleading and by no means convincing. T h e  
Committee cannot but take a grave view of lapses involving large losses to 
the revenue. The  circumstances leading to this mistake required to be 
investigate13 with a view at least to ensuring that no malafied intentions 
were involved. 

[Sr. Nt~s. 63 (Para 6 .30 )  Appendix IV to 187th Report of the Public 
.Accounts Committee !I 975-76)] 

Action taken 

The  issue involved was a controversial one. There is no material to 
h Ad that tile asscrsing officer was guilty of any malafide or gross negligence. 

(Department of R e ~ t n u e  and Ranking S o .  236,'23 '73-A & PAC I1 dated 
28th July :97h). 



CHAPTER IV 

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

WHICH REQUIRE REITERATION 

Recommendation 

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

[S. No. 4 (Paras I .  17 of Appendix IV to 187th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha) J 

Action Taken 

I t  has already been intimated to the Committee that it may not 
be practicable to carry out prtcheck of assessments for the following reasons : 

(a) Such a course is likely to dilute the responsibility of the assessing 
officer; 

(b) It is also likely to cause delays in the finalisation of assessments 
and issue of danand notices, and 

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

The question of strengthening the Internal Audit organisation has already 
been taken up in consultation with the Associate Finance in order to make 
the post-audit checks more effective. The measurs spclt out in reply 
to paras I - 1 4  and I .  15  above and the proposed strengthening 'of Internal 
Audit will go a long way in improving the quality of assessment work, and 
preventing leaknge of revenue. 

(Deponmmt of Revenue and Banking No. 236igoi73-A&PAC I1 dated 
21-4-19 76) 
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Recommendation 

The Committee agree with the view of Audit that in Section 35(i)(ii) of 
the Income-tax Act, under which any sum paid to a scientific research 
association, having as its object scientific research, is allowed as a deduction 
provided the association is recognised by the CSIR, there is a lacuna which 
needs to be removed. It is not unlikely that ambiguity in the legal pro- 
vision in this regard has led to a tendency on the part of some big industrial 
houses to sponsor so-called scientific research associations with a view to 
claiming deductions from taxable income. The Committee, therefore, 
desire that the existing provisions should be reviewed and the loophole 
in the Act plugged forthwith. This tendency could, perhaps, also be coun- 
tered by prescribing ceiling on the sums payable to research associations for 
the purposes of computation of income-tax. 

[Sr. No. 7 (Para 1.33)  of Appendix IV to 187th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action Taken 

With :I view to ensuring avoidance of misuse of the provisions of section 
35(1)(ii) of the Income-tax Act, 1961, the prescribed authorities have taken 
the following measures : 

(i) A Committee consisting of experts in the field of research for 
which approval is asked for is to satisfy itself about the genuine- 
ness of the research association and research programme they 
intend to cnrn, out before recommending approval; 

(i i j  111 most of the cases, approvals are being given by the prescribed 
authorities for a limited period, generally, three years to be reviewed 
thereafter ; and 

(ii i)  The prescribed authorities insist on the furnishing of annual 
reports and returns by the institutions rgarding scientific research 
activities f ir  enabling the prescribed authorities to have an 
annual review and to see that the funds received under the approval 
are utilised esclusively for research purposes. 

2. 'The Audit have already been informed regarding the system evolved 
in consultation with the prescribed authorities for ensuring the proper use 
of the concessions vide 23oards' letter I;. No. zo3,'163.!75-IT A. I1 dated 
the zznd Mnrch, 1976 (copy atuched). 

3. The Indian Council of hkdical Research i.r. prescribed authority, 
have already reviewed the performance of certain institutions and have 
recornnlended withdrawal of approval in eight cases so far. 

4.  The Central Board of Direct Taxes have, on its own, issued Instruc- 
tion No. 8~96 (1;. 203,'8/75-I'rAq 11) dated the 4th November, 1975 to all 
the Commissioners of Income-tax enclosing a list of institutions so i'ar 
approved for tnaking proper enquiries with a view to ensuring that the 
utilisation of funds is made for research purposes and with a view to referring 
the nlancr to the prescribed authority for withdrawal of approval 
if any deviation is noticed. 



5 .  The suggestion of the Committee regarding fixation of ceiling on 
the sums payable to research associations has been carefully considered. 
The amount required for carrying out a particular scientific research pro- 
gnmme would substantially vary from one programme to another depend- 
ing upon the nature and type of research proposed to be undertaken which 
cannot be foreseen with any substantial accurancy. In view of this, it 
would not be feasible to fix a ceiling on such expenditure. 

6. It is expected that the steps taken by the prescribed authorities 
as d l  as those by the Central Board of Direct Taxes for stricter control 
over the utilisation of such funds will ensure better discipline among the 
institutions and, in case of failure, the approval granted will be withdrawn. 

[Department of Revenue and Banking No. 236/go/73-A and PAC 11, 
dated 16-7-1976] 

(R. S. Chadda) 

Additional Secretary ro the Government of 
India 

(COPY) 

F. No. 203/r63/75-ITA-11 

Central Broad of Direct Taxes 

Sew Deliti, r h e  a n d  Afdrch, 1976 

Under Secretary, Central Board of Direct Taxes. 

The Comptroller & Auditor General of India, New Delhi. 

Sir, 
 SUB^^ : Expenditure incurred on scientific Deducrions aliowed in ths 

care of income from business of the official under section 3j(x)(ii) 
& (iii) of the Income-tax Act, 1961-Position regarding- 

I am directed to refer to your letter No. 3071-Rec. A. 11/18-74 I dated 
the 19th November, 1975, on the above subject and to furnish below the 
information received from the prescribed authorities in this regard:- 

I .  Indian Coum'l of Medical Research, New Dellti 

With a view to ensuring itself that the institutions approved by the 
C o d  for exemption from Income-tax under section 35(r)(ii) of the 



Income-tax Act, 1961 contiue to be engaged in bio-medical research, dre 
Council calls from the Institutions concerned annually a report on the re- 
searches carried out during a year and a statement of account of the dona- 
tions received and expenditure actually incurred on research. 

A copy of the proforma prescribed by the Council for submission of 
such information by the Institutions is enclosed for information. 
The information furnished by the Institutions is reviewed by the Special 
Committee of the Council constituted for the purpose. It may be men- 
tioned that as a result of such review by the Committee, some of the Insti- 
tions have been recommended by the Council for derecognition from exemp 
tion from income. 

2. Indian Council of Social Science Research, New Delhi 

While recommending approval of institutions/organisation under section 
35(1)(iii) of the Income-tax, Act 1961, the Indian Council of Social Science 
research invariably insists on the following three conditions being fulfilled 
by the beneficiary organisations /institutions. 

(i) That the organisations recommended for approval u/s. 35(1)(iii) 
of the Income-tax Act, 1g61, shall maintain separate accounts 
of the funds collected by them under the exemption. 

(ii) That such funds shall be utilised exclusively for promotion of 
research in social sciences. 

(iii) That the organisations shall send an Annual Report to the Indian 
Council of Social Science Research showing the funds collected 
under the exemption and the manner in which they were utilised. 

The Indian Council of Social Science Research takes prompt steps to 
obtain from the beneficiary organisation the documents referred to above 
to satistjr itself that the funds collected under the exemption are utilised for 
the purposes for which exemption under section 35(1((iii) of the Income- 
tax Act, I 961, was recommended by the Council. 

3. Deparrnrenr of Science & Technology, Delhi 

This Department have prescribed an annual return of scientific research 
activities and have requested all the approved Associations, Universities, 
colleges and other Iilstitutions to send them the return by 30th April of 
each year pertaining to the yews mding with 31st March. The contems 
of the Annual Keturns give this Department an idea whether the Ass- 
tion/Institution ctc. ,. are continuing to enagage themselves in s aentific 
research. A copy ot the prescribed proforma is enclosed for information. 

As a general principle, the prescribed authority is approving Assoda- 
tions set up private business houses for a period of three years only. 

4. Indian Council of Agn'dtural Research, New DJhi 

The Council has adopted a set of guidelines for recommending cases 
grant of exemption u/s. 3~(1)(ii) of the Incometax Act,1961 (copy endomi). 
The Council initially recommends cases for exemption fur a period of two 
yeprs, In the c u e  of cases coming up for further extension, the proposed 



exemption is examined on the basis of performance of the Organisation 
during the previous years. In case the Council are satisfied the exemption 
renewed for a period of three years in the first instance. With a view to 
ensure that the Organisation rccognised u/s. 35 ( I )  (ii) of the Income-tax 
Act, 1961 do not deviate from the conducting of Scientific Research the 
Council have specified that such Organisations will have to send their Annual 
Report involving the physical and technical progress made during the year 
along with the audited accounts to the Indian Council of Agricultural Re- 
search every year within three months the close of the year. 

Yours faithfully, 
Sd/- 

(All. K. PANDEY) 
Undersecretary, Central Board of Direct Taxes. 

Copy forwarded to -- 
I. Indian Council of Medical Research, Ansari h'apar, Post Box No. 

4508, New Delhi-110016, with reference to their letter h'o. I E ; / ~ I ; ? ~ - A A .  I1 
dated 4th December. 1975. 

2. Indian Council of Social Science Research, 11 PA Hostel Indra- 
prastha Estate, New Delhi-r~ooor, with reference to their letter I:. Kv. 
6(1)75(A) dated 2nd December, 1975. 

3. The Department of Science 8: Technology, K.C.S.T., Secretariat, 
Technology Bhavan, New Mehrauli R o d ,  Sew I)elhi-rroc2~1, with re- 
f e m c e  to theirletter KO. 3/3 75-R.A. Cell dated 26th Dcccmbe~. 14'75 

4. Indian Council of Agricultural Research, Krishi F;jl-o\: r .  Yc v 
Dclhi-I rooor, with reference to their letter F. No. r6(4; 71-C'DX f7'rc.h ; 
dated 6th March, 1976. 

Sd /- 
(St. K. PANDEW 

Cndn  Secret arv, Ceur ral Boa -J (4 Dr m r  I"ues - 

Recommendation 

What is more distressing is the fact that even though t h ~ s  qucstic n cf 
the company producing biscuits far in excess of the licensed c:~yacit} hed 
been raised in the Lok Sabha in 1974, no concrete actiw has s o  far been 
takcn against the company. The Committee cannot understand wh) the 
Ministry of Industrial Development merely remained content with callinp 
for the explanation of the company and referr~ng the caw to the hlinistry 
of Law. Besides, though this case had been taken up with the Ministry of 
Law as early as August, 1974 according to the information furnished to the 
Committee it remains still under examination. ?'he Crmmittec dcpreco~e 
such unconscionable delay in cases especially relating t o  moncply cone crns 
and big foreign business houses. The Committee desire that the ~t nsonh 
for delay should be explained and responsibility fixed fb~ appropriate 
action. The Committee would like to know the final decision since takcn 
in this ccrse. 
[Sl. No. ro (Para I '43) of Appendix IV to 187th Repon of PAC ( I  975- 

76) (Fifth Lok Sabha)] 



6s 
Action taken 

M/s Britannia Biscuits Company operate three units manufacturing 
biscuits, one each in Calcutta, Bombay and Madras. The units in Calcutta 
and Madras are operated under Registration Certificates issued under Sec- 
tion 10 of the Industries (Dev. & Reg.) Act, 1951. These Registrathn 
Certificatee, as per the then procedure, did not specify a particular figure 
as approved capacity. The unit at Madras is run under an Industrial 
Licence issued under the Industries (Dev. & Reg.) Act, 195 1 for an annual 
capacity of 1200 tonnes for the manufacture of biscuits, but without speci- 
fying the number of shifts in the day to which this figure relates. 

2. In July, 1972, the Company had applied by way of substantial expansion 
licence, for recognition of its reassessed capacity of 33,536 tonnes per annum 
of all the three units put together including the unit at Madras. In con- 
sultation with the Licensing Committee, the application of the Company was 
rejected in February, 1974. The Company made a representation against 
the above decision of the Govemment claiming, inter aka, that its increased 
production was attributable to normal circumstances and that there had 
bzen no increase in the means of production and consequently no violation 
of the provisions of the I (D & R) Act, 195 I .  This representation of the 
company was also rejected in August, 1974. The question of the action 
that could be taken in regard to excess production and violation of the 
licensing provisions that this implied was taken up and the case referred 
far advice to the Law Ministry immediately thereafter. The Law Ministry 
rlised c:rtain points for clarifications to establish whether the expansion 
wds in violation of the provisions of the Act. 

3. About this time, there were similar other cases engaging the attention 
of the Department which were also being gone into by the Law Ministry. 
That Ministry was of the view that the penal provisions of the Act punish 
only contravention of the provisionsof the Act and not of the conditions, 
such as level of authorised production. that might have been stipulate6 
in the Industrial Licence. 

4. In this connection it  is also relevant to point out that certain cases of 
production in excess of the licensed capacity have been referred for enquiry 
by the Commission on Large industrial Houss (Sarkar Cornmisslon;. The 
Commission have yet to submit its report to the Go\.crnrnent. Govemment 
hove been awaiting the findings and recommendations of the Commission 
to decide on the course of action to be taken in such cases of excess produc- 
tion, as a matter of general policy. 

5. Government fully share the concern expressed by the Committee 
about the &fay that has occurred in W i s i n g  the course of actioqto bc adopted 
in such cnses. In the circumstances explained above, the Committee 
would, h o m e r ,  appreciate the roccdural and legal constraints in the way 
of expeditious action. Suitab i' e amendments to the Act to enable Govern- 

mcnt to deal with such casa~ firmly are now being pracessed. 

6. One other consideration that has had to be kept in mind in this case has 
been that the Government of Tamilnadu has been strongly arguing against 
any dedlrion or action that would limit production of the M a c k  unit of the 
Company below levels already reac.~cd. The State Government haw 
been frequently writing to the Ccnval Government for rtcognising and 



regularising the enahanced production and the capacity that has been actually 
installed at this Unit, on the ground that it offers sizeable employment 
opportunities in the State. 

7. The Committee may be assured that the matter will be gone into in 
all its aspects-legal, administrative and technological and a policy decision 
arrived at as urgcnly as posible, in the light of the weighty observ~tions 
contained in its 187th Report. 

The Committee  re also concerned to note t t ~ r  the relc\arit 
assessments relating to Dunlop India Ltd.had not been checked by Internal 
Audit, while in the case of United Commercial Bank Ltd. though the awess- 
rnent for the year 1967-68 had been checked in Internal Audit, the patent 
short levy of additional tax was not detected. What is more distressing 
is that this assessment relating to a banking concern, in the high incomr 
bracket had been scrutinised only at the level of an Upper Division Clerk 
who has been warned for his failure to detect the mistake. In revect of the 
other three assessments, the cxplanatibn offered is one which has been too 
often p laad  before the Committee, namely, that the manpower resources 
of Internal Audit are inadequate. The Committee desire that the existing 
arrangements for Internal Audit shodd be reviewed and remedial s t e p  
taken forthwith. The Committee would also reiterate that all large income 
cases should invariably be checked at the level of the Inspecting Assistant 
Commissioner (Audit). The Committee are of the view that a pre-check 
of draft assessment orders by Internal Audit, recommended in paragrarh 
2.66 of their 187th Report (Fifth Lok Sabha) and reiterated in paragraph 
I -  17 of this Report would largely eliminate such unpardonable mistakes in 
assessment. 

[S. Xo. 15 (Para 2.21) of Appendix I V  to the 187th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action taken 

It has already been elucidated in reply to  para I .  17 of t h ~ s  Ht y i  ~t 
that it is not feasible to prescribe pre-chcck of draft aS!CF!Tr.E111 O I C C I ~ .  
However, regarding the post-checking of assessment orders involving 
large incomes,mxsary meps are being taken for strengthening the Internal 
Audit organisation, both qualimtiwly and quantitatively. But it may not 
be possible for the I AC (Audit)to check all large income cases as the number 
of IACs (Audit) is 'nedequate and they hvr to attend to a very large num- 
ber of Receipt Auditobjections and draft audit paras proposcd by the W G ,  
apart from other administrative matters. 

[Dqmrtmcnt of Revenue and Banking KO. 236,7,73-A & PAC. I1 dtlrc J 
9-6- 19761. 



Recommendation 

The Committee are also of the view that it would be worth- 
while for Government to undertake a detailed review of all such technical 
collaboration agreements entered into' prior to 1965 by foreign enterprises 
operating in India and still in force, with a view to determining how far 
such agreements could be considered relevant to the Indian business of 
such enterprises concerned in the light of the development and changes 
that they might have undergone since the agreements were first entered 
into. In case the review discloses that some of the collaboration agree- 
ments have outlived their purpose and serve only as instruments of tax- 
avoidance, immediate action to treat the payments of technical know-how 
fees in these cases as inadmissible expenditure and subject them to tax 
should be initiated, in addition to terminating the agreements, by invoking, 
if necessary, the power of eminent domain that a sovereign country enjoys. 
In all future technical collaboration agreements approved by the Govern- 
ment, it should also be ensured that a clause for a periodical review of 
the agreements from the point of view of their relevance in the changed 
circumstances that may prevail is invariably incorporated. The Com- 
mittee attach considerable importance to these recommendations and 
desire that they should be implemented expeditiously. 

[S .  No. 19 (Para. 2.25) of Appendix IV to 187th Report of the 
Public Accounts Committee ( I  975-76)]. 

Acdon taken 

2.25. Department of Economic Affairs were requested to take necessary 
action and intimate the results to this Department so that remedial action 
from the income-tax angle could be taken in suitable cases. It appears 
that the Department of Economic Affairs are compiling a list of such 
collaboration agreements in consultation with the Reserve Bank of India. 
Technical collaboration agreements now approved are valid for a period of 
( years from the date of commercial production and extensions of the 
& r m e n t s  are approved by the Foreign Investment Baard in exceptional 
cases. In view of this position, the Depanment of Economic Affairs 
have called for the comments of the Department of Industrial Develop 
mmt about the need for the inclusion of a clause for a periodical review of 
the agreements. Their final reply in the matter is awaited. 

[Department of Revenue and Banking No. 236,'7/77-A & PAC. 11, 
dated 1-7-1976]. 

"Attention is invited to this Department's reply of even number 
dated the 1st July, 1976. 



The Department of Economic Affairs have offered the following 
comments on the recommendations of the Public Accounts Committee: 

"We have consulted the Department of Industrial Development 
and the Reserve Bank of India, Bombay in this matter. As regards 
the PAC's suggestion that Government should undertake a detailed 
review of all technical collaboration agreements entered into prior 
to 1965 and still in force, we feel that it may not be necessary to 
appoint a group of officers to carry out the review of such cases for 
the following reasons : 

(a) Prior to 1965, the policy of the Government was to approve 
technical collaboration agreements normally for a period of ro 
years. It should, therefore, be presumed that most of the 
collaboration agreements approved prior to 1965 would have 
expired by now. 

(b) In October 1969, this Ministry asked the RBI to advise Indian 
parties to terminate their collaboration agreements which had 
a run of 10 years and in case the Indian parties considered it 
necessary to have another agreement to replace the existin 
one, they should make a fresh application fcr the purpose o 'i 
consideration by the Foreign Investment Board. (A copy of 
the letter dated 6th October, 1969 from the Department of 
Fxonomic Affairs to the Reserve Bank of India on the subject 
was also furnished to the Committee which is reproduced in 
Chapter IV).  

(c) The RBI have instructed their offices to insist upon specific 
Government's approval before allowing remittances beyond 
the period for which an agreement has been approved by 
Government or which had a run of 10 years whichever is 
less. 

As regards the PAC's suggestion for incorporating a clause in the 
future technical collaboration agreements approved by Government for a 
periodical review of the agreements from the point of view of the relevance 
in the changed circumstances, the Department of Industrial Development 
have rightly pointed out that such a provision will scare away the prospective 
collaborator because it will create an element of uncertainty regarding the 
compensation which they are likely to get tor technology provided to the 
Indian company. That Department have added that such a provision 
will not only inhibit the flow of technology to the Indian company but also 
may create legal complications, because an agreement entered into between 
an Indian company and the collaborator is a legal document. Morever 
the duration of the agreements now approved is for 5 years from the corn- 
cement of production and when an Indian company comes up for extension 
of the agreement, a review of the agreement automatically takes place and 
this may be considered as an in-built provision for review. W e  agree with 
the Department of' Industrial Development." 

[Deperuncnt of Revmue and Ra+hg No. 23617173-A & PAC. I1 
dated 7 September, 1976). 



Recommendation 
Now that an inter-Ministerial Working Group has also been 

appointed to examine in detail the policies and procedures under which 
IBM World Trade Corporation operates in India, the Committee desire 
that the entire issue of head office expenses claimed by the company and 
the remittances made by it should be gone into by the Working Group 
with a view to quantifying, in concrete and specific terms, the extent to 
which the country's scarce foreign exchange resources have been frittered 
away and exposing all the devious methods employed by this multi-national 
corporation to the detriment of' the country's wider national interest. 

[S. No. 28, (Para 3.36) of Appendix IV to 187th Report of the 
Public Accounts Committee (1975-76)). 

Action taken 
As has already been stated in reply to para 3.35 of this Report, 

the Department of Electronics have been requested to send a copy of the 
report of the Inter-Ministerial Working Group. 

[Department - of Revenue and Raking No. 236/274,/73-A cYr PAC-I1 
dated I 4-7-1976], 

(COPY) 
F. No. 5001 1 1 176-FTD 

GO~ERNAII.:ST 01: ISDIA 
Centra l  Board of  Direct Taxes 

New Delhi, Dated: 23rd March, 1976. 

All Commissioners of' Income-tax (By name) 
SUB.  : l'..\.C.--187th Keport-Para 3.39-Review b! Goverr mtr;t rl! 

claims for head office expcnses made try foreign companies and 
banks- 

'l'hc Public Accounts Committee in their 187th Report have, while 
dealing with the subject of head office expenses claimed by IBM World 
rraf:: Corporation, observed as under:- 

"3.39. In view of the fact that there has been a substantial increare 
in the remittances made by foreign compnnies tcwarc': head 
office expenses during the years 1965-69, the Ccrrmitree feel 
that it would be worthwhile for Government to review the 
veracity of the claims admitted during this period in respect of 
other foreign companies and hanks as well. Since such a re- 
view is likely to yield rich dividends, the Committee desile 
that it should be undertaken fbrthwith, and uould await a de- 
t.1ilec1 report in this regard. It  is, however, regrettable that the 
Central Bonrd of Direct Taxes had not taken up so far a careful 

studv of this problem with a view to ascertaining its magnitude 
and taking adequate steps to ensurc proper tax compliance." 

2. T h e  Bonrd desire thut necessary action may he initiated to review 
rhe vcracity of the claims made by foreign companies, including foreign 
hanks, on ucwunt of head office expcnses. This  review should be carried 
out to cover the period from 1y65 to 1y6g. Detailed instructions for the 
xrutiny of claims of head office expenses an. contained in Bard ' s  letter 
1:. No. dy~/ l i , 74 - -F i73  (Instruction No. 846) dated 16th June, 1975. 



3.  The receipt of this letter should be acknowledged to the undersigrtd 
(by n~m:) and the results of the review may please be intimated to the 
Board by 30th September, 1976. 

Sd/- 
(M. L. CHOUDHKY) 

Secretary, Ontral  Board of Direct Taxes. 

Recommendation 
Another unhappy feature of the case unde~  sclutiny is thiit the 

collection of the additional tax due from Calcutta Electric Supply Cor- 
poration should have been kept in abeyance by the Commissioner of Income- 
tax till the disposal of the first appeal filed by the company before the 
Income-tax Appellate Tribunal. The Committee are distreseed tha t  an 
extra-legal concession, and that too without obtaining any security for 
the additional demand should have been extended to a defaulting but 
powerful and long entrenched foreign company on the basis of what hns 
been described as 'the usual departmental practice'. The Chairman 
of the Centrdl Board of Direct Taxes as well as the Commissioner of Income- 
tax, West Bengal-I, have admitted before the Committee that if the De- 
partment wanted to and did take 'a very stern and rigid view of the matter'. 
the recovery could be pressed and enforced. The Committee desire 
that principled action, even on occasion 'very stern and rigid', should 
be taken, which, it is feared, did not happen in this case. It would be of 
interest to know, in how many cases a similar concession had been ex- 
tended, if only as a matter of convention, by the Income-tax Department 
to the multitude of small assessees. 

[Sr. No. 47 (Para 4-&)of Appendix IV to I 87th Report of the Public 
Accounts Committee (1975-76) (Fifth Lok Sabha)] 

Action taken 

In this case the very basis of the jurisdictic n of the 1nccrr.c-tax 
Officer to mike fresh assessments stood challenged in appeal before ~ h c  
Income-tax Appellate Tribunal.. . As the assessee company had substantial 
assets and had not defaulted in the past, the Department did not expect 
any risk to revenue in granting the stay for payment of additional demands 
raised in fresh assessment proceeding s.1n granting such stays the fur- 
nishing of security is insisted upon onlyif there is any chance of loss of 
revenue It may, however, be mentioned that granting stay of demand 
without any security is a fairly common practice. 

[Department of Revcnue and Banking KO. 236/330/73-A. & P.A.C. I1 
dated 26-7-1 9761 

Sd/- 
(R. S. CHADDA) 

Additional Srcrrtary to the Govt. of India 

It is also surprising that neither the Inspecting Assistant Com- 
missioner nor the Commissioner had looked into this case, even t h o u ~ h  



the charge in which the case had been assessed does not appear to have 
m x e  than a few laree income cases of this type. The  Committee would 
like Government to find out whether the supervisory officials had inspected 
th? ~ 3 r d  in which the case was assessed at any time, after the assessment 
hsA bzcn made and, if so, how this particular case had escaped their notice. 
In crse there has been any remissness on their part in this regard, appro- 
pri,lte action should be initiated. 

[Sr. No. 64 (Para 6.31) of Appendix IV to 187th Report of the 
IJublic Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action taken 

There is no doubt that this was the biggest revenue yielding case 
in that Charge. 'The case of this company has always been handled by a 
uenior Incorn:-tax Officer and was being subjected to checking by the 
Internal Audit annually. Unfortunately, there has k e n  a failure on the 
pwt of the supervisory officials to inspect this case during the said period. 
, f lwxwer,  there had been a difference of opinion nn the correct inter- 
pretation of Rule 3 of the Second Schedule to the Companies (Profits) 
Surtax Act, which was set at  rest in April, 1974. In the circumstances, 
no action is considered necessnrv against any official. Of late, a number 
of steps haw been taken to avoid such mistakes. In this connection the 
Department's reply to Para 1.8 of xgznd Kcport may be referred to. 

[Department of Revenue and Banking No. 236;23'73--A&PAC 11, 
dated 28-7-1976]. 

Recommendation 

The Ctlmmittee find that Gwalinr Rayon Silk hlanufacturing (Wvg.) 
Company Limited is being assessed at InJnrc even though most of the 
assessmcnt relating to the Rirla <ir\:up of  companies are centralised in 
Central Circles o r  Special Circles in Bombay and Calcutta and a special 
cell has also becn set up in Delhi t o  deal with the income-tax cases of 
this group. The response of thc Atinistry (\f Finance to an enquiry by 
the Committee into the reasons f,>r this arriuigcmcnt is 3 surprising silence. 
The  Committee arc of thc vicw that the Income-tax cnscs c f  this company 
should also he transferred to the special cell at Delhi so that all ramifications 
which this particular unit of the Hirla Gmup may have with the other 
units of the group could tx unrilvelled and properly looked into. 

[Sr. No. 66 (Para 6.33) c f  Appendiu IV to 187th Report of the Public 
Accounts Committee :ry'ri;-ttil jI:ifth 1,ok Sabha)]. 

Action taken 
T h e  invtstigiltions in (;wolicv Rayon Silk ,\ianuticturinp (Vi'vp.) Com- 

pany limited as also other c a m  tjf the Hirlu Ciroup, wherever assessed, 
are presently hcing supewiwd by the Special Cell under the Direaonte  
of Inspcc~ion ( Investigaticm), Lklhi. 

[Department of Kevenuc and Bunking No. 236;23:73-.%&. PAC 11. 
dated 28-7-rg761. 



CHAPTER V 
RECOMMENDATlONS/OBSEKVATIONS IN RESPECT OF WHICH 

GOVERNMENT H.4VE FURNISHED INTERIM REPLIES 
Recommendation 

The Committee arc distressed to find that an expenditure of Rs. o .99 
lakh on scientific research had been allowed by the Income-tax Officer in 
this case without making precise enquiries as to what research was actually 
carried out and without ensuring whether it was a genuine expenditure 
on research and development related to the business of Britannia Biscuit 
Co. Ltd. The Committee have been informed in this connection that 
apart from the amount of Rs. 0.99 lakh allowed on this account for the 
assessment year 1968-69, further sum of Rs. I .66 lakhs and Ks. o 04 
lakh have been allowed in mpect of the assessment years 1970-71 and 
1972-73 respectively. The assessments for the years 1969-70 and 197 I -72 
are stated to be pending and in respect nf  these twn assessment years, Ks. 
r .28 lakhs and Ks. T .29 lakhs respectively have been claimed by the as- 
sessee companv towards scientific research. The Committee desire that 
these claims should be carefully scrutinised by reopening the cases where 
necessary, in order to esure that the permissible deductions from the taxable 
income are fully justified. In case it is found that there had been mis- 
representation of facts and that the deductlcms were incorrectly allowed, 
immediate action should be taken to subject the amounts to tax. 'I'he 
Cornminee would await a further repcvt in this regard. 

[S. S o .  5 (Para 1.31) of Appendix I\' tr> 187th Report of thc Puldic 
Accounts Conminee (1975-76) (Fifth 1,ok Sabhnl]. 

Action taken 
The Income-tax officer concerned has been directed to scrutlnihc 

the claims made in the differcwt !.ears carefully and sulmit detailed re- 
pons for considering action u s 1.47 (a) mJ ,o r  263. Howcvrr, in view 
of limitation fbr  the a\wssnic.Ilt yedr 1967-68 the Income Tax oflicer 
has been directed t o  take immed~atc action u/s 1.47 (J) as rr prel~rninary 
rnm.ure. The outcomc* of the scrutiny of the claims will Ix ~nforlucd of 
the results in due course. 

A reference is invited to this Department's reply of' even number dated 
the ~1st April, 1976. I'he assessment fiv the assessment gear 1968-69 
has since been set aside by the Cixnmiss~oner of Income-tax concerned 
with the direction tn the Income-tax Officer t o  make a fresh assmsmcnt. 
The r tsmsment  will be made after making proper enquiries as to the pre- 
cise nature of the scientific research carried out. 

[Department of Kc\~enue & Banking No. 236 yq 73-A 8; I'AC I 1  
dntcd 2 I -4-1 976 and J 3-9-76]. 

Rtcommcndations 
Anrtthvr fcaturc u.htch has wme to  the ntlticc of' the (;c-mniittec in 

respect of D ~ l l t l p  India 1,td. i5  that the company has been remitting 
large sums abroad every year on the plea of' rcimhurscmcnt of technical 
know-how fees During the seven-year period fiom I(&-66 r o  t971-7a 
the remittance made on thi\ account totalled Lr 46 millions. In additic~n, 
the company has also claimed tn have remirtcd, in 1072~ a sum of lis. 2 21, 



lakhs alleged to represent reimbursement of technical expurses incurred 
by the U.K. company during the year ended 31a December, 1969 and this 
claim, according to the information furnished to the Committee by the 
Department of Revenue & Insurance, is to be considered by the Income- 
tax Ofiicers, in the pending assessments of the two companies, namely, 
Dunlop India Ltd. and Dunlop Holdings Ltd., U.K., for the year 1973-74. 
It would appear that the Indian subsidiary company has been allowed 
to remit large sums as payment of technical know-how fees to the fomgn 
holding company. While the payments for technical know-how could, 
perhaps, be justified during the initial period of establishment of a com- 
pany, the Committee are doubtful how far the technical know-how would 
be relevant in the case of a well-established company like Dunlop India 
Ltd. in an advanced stage of development. 

The Committee would, therefore, like to be satisfied that the remittances 
made on acccunt of technical know-how fees by Dunlop India Ltd., were, 
in fact, fully justified and genuine and have not served as an instrument of 
tax-avoidance. The Committee desire that the technical know-how 
agreement entered into by the company should be thoroughly examined 
by the Department of Revenue & Insurance with a view to determining 
its relevance to the Indian business of Dunlop India Ltd. and ensuring that 
it is not a mere cloak for tax-avoidance. In case it is found that the remit- 
tances on this account have been claimed and allowed wrongly, appropriate 
action should bt taken. 

[S. Nos. I 7, I 8 (Paras 2.23 to 2.24) of Appendix IV to 187th Report 
of the Public Accounts Committee j r 975-76)). 

Act ion taken 

The Commissioner of Income-tax concerned as well as the Depamnent 
of Industrial Development were requested to examine the points raised in 
these two recommendations for necessary action. The Commissioner 
of Income-tax has reported that the remittances have been made by the 
Indian concern as consideratim for the rendering by the foreign company 
of current technical services. 

The Department of Industrial Development have informed that the 
matter is under amsideration. 

(Ikpartment of Revenue & Ranking No. 236/7/73--A & PAC 11, 
dated I -7- I 976) 

Recommendations 

in view of the far-reaching in~plicutions of the disclosure now made 
by IRM World Trade Carporation that wxtain errors in the principle of 
allocating Headquarters Expense to India had been detected by its head 
officr in New York' and that 'the erroneous calculations had resulted in 
excess claim on account of' Hardquarter expense' for the years 1966 to 1970, 
the G~mmittce desire that all clainw made by the Cmmpany on this ac- 
coum rclating to periods prior to dnd after 1970 should be subjected 



to a thorough scrutiny by the Investigation Cell set up by the Central 
Board of Direct Taxes to look into leading cases of tax evasion and mal- 
practices. Besides, all the assessments of the company from 1960 to 1974 
should also be strictly reviewed, with reference to the books of accounts 
of the company so as to establish the accuracy of the statements of receipZs 
and expenditure and the gcnuinencss of the allocation of expenditure 
between the Head Office of the company and the Indian unit and to ensure 
that no inadmissible expenditure is allowed to escape taxation and be 
repatriated abroad in foreign exchange. In case the review reveals that 
there has been a deliberate attempt by the Company to evade taxes, strin- 
gent penal action under the law should be taken forthwith against the 
companj; besides levying and collecting the tax on the income that has 
escaped assessment. The correctness of recognising this multi-national 
giant as a company under the Inccme-tax Act should also be looked into 
in detail. The Committee would await a detailed report in regard to the 
action taken by Gcvernment on these recommend~tions. 

The Committee also consider it rather significant that the application 
under section 271(4A), admitting excess claims on account of head office 
expenses, had been made by the company after the Audit paragraph had 
appeaml in the Report of the Comptroller and Auditor General of India 
and after the Committee had also probed into some of the Indian operations 
cf IBM World Trade Corporation in their 127th Report (Fifth Lok Sabha) 
on the installation of IBM computers on Indian Railways, which was 
presented to the Lok Sabha in April, 1974. Besides, the affairs of the 
company have also been taken up for scrutiny by an inter-Ministerial 
Working Group constituted by the Department of Electronics. Under 
these circumstances, the Committee have grave doubts whether the dis- 
closure made by the company only in November, 1974 could be treated as 
a voluntan and not as one prompted by the fear r f  exposure. The Com- 
mittee would, therefore, recommend that pending the completion of the 
cmprehensive review suggested in paragraph 3.34 above, the application 
made under section 271(qA) of the Income-tax Act should be kept pending 
so that the a.sxsce company does not escape the consequences of penalty 
and prosecution proceedings for claiming exass expenditure in a manner 
which, prima f anc ,  appears to be dubious and even deliberate. 

(S. Kos. 26&27 (Paras 3.34 23r 3.35 ) of Appendix IV of 187th Report 
of the Public Accounts Committee (1975-76) (Fifth Lok Sabha)]. 

Action taken 

The Special Cxll has been directed to have investigations in this case 
completed in consultation with the Cfimmissioner of Income-tax on a 
priority basis. The correctness of recogniuing this multinational Cor- 
poration as a company under the Income-tax iict is also k i n g  examined. 

The Department of Electronics have been rcqumted to send us ii copy 
of the report of the Inter-,+linincrial Working Group sct up to look into 
the affairs of 1.B.hl. World Trade C~rporation. Mr,tnwhile, the appli- 
cation u s 271(qA) of the Income tax Act, 1 g 6 r  is being kept pending. 

(Department of Hevmue and Banking No. 2361274/73-A & PAC-11 
dated 28-6-1976), 



Another distressing feature which has come to the notice of the Ccm- 
mittee during their examination is the virtually passive role played by the 
Reserve Bank of India in the matter of permitting remittances by foreign 
companies from India towards head ofice expenses. The Committee 
have been informed that the Rseserve Bank does not undertake any scrutiny 
of the amounts applied for by foreign companieslbanks towards remittances 
of head office expemes; nor does the bank call for a break-up of the items 
constituting the head office expenses. Prior to 1973, such remitances 
had been allowed by the Reserve Bank on a provisional, on-account basis, 
subject to the acceptance of the expenditure by the Income-tax authorites 
From the year 1973 onwards, the Bank has, however decided not to accept 
the claims on account of Head O5ce Expenses without the production 
of evidence by the foreign company/bank concerned that its claim that 
a part of the surplus is non-taxable-as being head office expenses charge- 
a51e to its In iian o~:rations-has been accepted by the Income-tax autho- 
rities. Con;iierinc the fact that the scrutiny exercised in this regard by 
the Incorn:-tax Officers appears to have been superficial and cursory, the 
Committee are doubtful how far the excessive reliance that is now being 
placed by the Reserve Bank on the Income-tax Department could be consi- 
d m d  satisfactory. As the guardian of the country's scarce foreign ex- 
change resources, the Committee feel that the Reserve Bank of India 
could and should play a more responsible and dynamic role in this regard, 
The Cwn.nittee, therefore, desire that the adequacy of the existing pro- 
cedures should be reviewed immediately and necessary measures taken 
to plug all loopholes in relation to operations by unscrupulous foreign in- 
vestors. 

The Committee would like Government to examine seriously how 
far remittances by foreign companies towards head office expenses should 
if at all, be permitted, and the Reserve Bank should move positively in this 
matter and take appropriate action thereatfter. In this context, the Com- 
mittee consider it pertinent to draw the attention of Government to Article 
2 of the UN Charter of Economic Rights and Duties adopted on 12th 
December, 1974 by the United Nations General Assembly, according to 
which each State has the right to regulate and exercise over foreign invest- 
ment within its national jurisdiction in accordance with its laws and re- 
gulations and in conformity with its national objectives and priorities and 
to regulate and supervise the activities of transnational corporations within 
rts national jurisdiction and take measures to ensure that such activities 
comply with its laws, rules and regulations and conform with its economic 
and social policies. 

[S. No. 29 (Paras 3.37) of Appendix IV to I 8 p h  Report 
of the Public Accounts Committee (1975-76)]. 

Action taken 

The recommendations of the Committee have been brought to the 
notice of the Department of Economic Affairs and the Banking Wing of 
this Department and are rtsently under their consideration in consultation 
with the Reserve Bank o i' India. 

(Department of Revenue & Banking No. 236!274,'73-A & PAC-11, 
dated 14-7-1 g*). 

3132 LS-6 



As regards the short levy of interest for the belated filing of the 
return of income for the assessment year 1968-69, the Committee have 
been informed that additional demands totalling Rs. 50,318 have now b m  
raised and that bulk of the additional demand has also bcen collected. The 
Committee desire that early steps should be taken to recover the balance 
also. 

The Committee had also occasion to examine separatety the grant 
of a large refund of Central Excise duty amounting to Rs. 1'37 c row 
on revision to J.K. Synthetics Ltd. The Committee have been informed 
by the Gntral Board of Direct Taxes that the Commissioner of Income-tax 
had been instructed, on 7th May, 1974, to look into this matter and verify 
that the refund had bcen fully accounted for in the books and the returns 
of income. A long time has passed since then, and the Committee would 
like to be apprised immediately of the results of the verification. 

[S. No. 37 (Para 4.27) of Appendix IV to 187th Report of the Public 
Accounts Committee ( I 975-76)]. 

The ITO's order ujs 154 dated 3-12-73 creating an additional 
demand of Rs. 50,380 for the assessment year 1968-69 on account of short 
charge of interest u/s 139 has been set aside by the Appellate Tribunal 
ride its order dated 29- 10-75. The Tribunal held that there was no 
mistake apparent from the records and therefore the provisions of sec. 154 
are not applicable. A reference application u p  256(1) filed before the 
Tribunal was rejected. The question of filing a reference application uls 
256(2) before the High Court is now under consideration. In the circurns- 
tanca, the entire demand of Rs, 50,3801- stands wiped out and the question 
of collection of balance demand does not arise. 

Recommendation 

In this context, the C~mmittce would once again drakv the attention 
of Government to an earlier recommendation of theirs contained in para- 
p p h  2-30 of their 128th Repon (Fifth Lok Sabhaj, wherein the Com- 
mittee, commenting on the pan of some assessees to t'rustrate the rectifica- 
tion of even patent mk&a by seeking legal remedies on mere technical 
grounds, had suggested that Government should examine whether any 
amendment to the Act was necessarj to ensure that the rectification of 

atent mistakes was not frustrated by assessees on such technical grounds. he Committee had thm ban infmmed by the Department of Revenue and 
Insurance that a simi!ar recommendation of the Direct Taxes Enquiry 
Committee (W'anchoo Committee), that revenue matters, in respect of 
which adequate remcdia are provided in the rapcctive statutes thcmsclves, 
should be cxcluded from the pwview of Article 226 of the Constitution, 
was being exmined by Gwernmmt. The Committee would like to be 
informed of the final decision, if any, in this regard. In case a decision 
is yet to be taken on this recommendation, the Committee M i r e  that this 
should be proceared on a priority basis and the necessary uneadment made, 
as this would greatly facilitate the collection of rcvenue. 



The Committee note that the rectilicatory proceedings under section 
13 of the Act has been stayed by the Madhya Pradesh High Court on a 
writ petition filed by the assessee, challenging the issue of notice under 
section 13. This is one more instance where the rectification of even patent 
mistake has been frustrated by the assessee seeking a legal remedy. In 
this connection, the Committee would invite the attention of Government 
to an earlier recommendation of theirs contained in para 2.30 of their 128th 
Report (Fifth Lok Sabha) and reiterated in para 4.26 of this Report on the 
question of amending Article 226 of the Constitution in so far as it relates 
to revenue matters, in respect of which adequate remedies are provided 
in the respective statutes themselves. 

[S. Nos. 36 & 65 (Paras 4.26 & 6.32) of Appendix IV to 187th Report 
of the Public Accounts Committee (1975-76 (Fifih Lok Sabha)l 

Action taken 

The question of barring the writ jurisdiction of courts in revenue matters 
is under consideration of the Ministry of Law and a decision thereon will 
be taken along with the decisions on orher proposals for general amendment 
to the Constitution. 

(Department of Revenue 61 Banking No. 241'13,q6,A&PAC-I, 
dated 14-4-1 976). 

L)ccember 20, 1977 
. - - . - - - -- . 

Agrahayana 29, 1899 (S).  

C, hi. STEPHEN, 
Chtnnnan, 

Public Accounrs Cornmitree. 



SI. Para No. Miniatry/Dcptt. Cnncerned 
No. ofRcport 

1 r . 3  Ministry of Finance (Depart- According to the time schedule prescribed in the Committee's 5th Report 
ment cf Revenue) (Fourth Lok Sabha) for the submissinn cf Acticn Taken Notes on the 

C*mmittee's recommmdationslobservations, the Notes indicating 
the action taken by Gvemment on the reccmmendations/observafi@ns 
contained in the 1 8 ~ h  Report (Fifih Lok Sabha) were required to 
he furnished to the Camminee by 28 July, 1976. The Committee 
are happy that ihe Department of Rewnue & Ranking have furnished 
all the Action Taken Notes relevant to this Report by the stipulated 
date and have also accepted most of the Committee's recommenda- 
tions. This is a welcome trend which, the Committee trust, wculd 
he maintained in future. 

Do.. . . The Ccmmittee expect that final replies to those reccmmendaticnsr 
~bservations in respect of which only interim replies have so far been 
furnished will he submitted soon, after getting them vetted by Audit. 

Do.. . . It is not clear to the Committee how the pre-check by Internal Audit 
of the cnmputation of income, suggested by them with a vim to eli- 
minating rtpetitive mistake which have been ccming to their notice 
year after year, is likely to dilute the assessing officer's responsibility 



Do. . 

Do. . 

r.r give rise to complaints that his judicial discretion is being hindad. 
The delays in the finalisaticn cf assessments and issue of demand 
notices apprehended by the Department by prescribing such a ccuntcr- 
check before the assessments are finalised can also be ovemme by 
prescribing a suitable time limit for the completion of the pre-check. 
T h e  Committee regret that the Department have hardly given careful 
thcught to a suggestion which cculd have been helpful. Government 
will do well to have the matter properly re-examined. 

. The Department's reply to anc-ther important recommendation of the 
Ckmmittte that all large income cases should invariably be checked at the 
level of the Inspecting Assistant Commissioner (Audit) is entirely 
unconvincing. The scrutiny of large income cases, often involving 
complex points of law is found too often to have been left to Upper 
Division Clerks, as in the case relating to the United Commercial 
Bank Ltd., with results that are detrimental to revenue and not parti- 
cularly complimentary to the Department. The argument that it $ 
may not be possible for the Inspecting Assistant Commissioner (Audit) 
to check all large income cases on account of preoccupation with nu- 
merous Receipt Audit objections and also the draft Audit paragraphs 
proposed by the Cmmproller & Auditor General of India does not 
appear valid or even particularly happy. The Department should, 
on the contrary, know that by ensuring careful scrutiny of large-inccme 
cases the psibil i ty of mistakes remaining undetected would be mini- 
m i d  and would, in turn, lead to fewer Receipt Audit objections and 
draft Audit paragraphs. The Committee are, therefore, unable to 
accept the Department's ccntenticln in this regard and wcdd reiterate 
their earlier recommendation. 

. The Committee note that in pursuance of their recommendation con- 
tained in paragraph 1.31 vf the 187th Kepnrt (Fifth Lok Sabha), thc 
Inmrnctsx Officer has been directed to carefully scrutinisc the deduc- 



tions claimed in the different years by Britannia Biscuit Ch. Ltd., 
under Sectinn 35(1)(i) of the Income-tax Act, and to submit detailed 
reports for considering rectificatory action under Sections 147(a) 
and/or 263 r f  the Act. The Cnmmittee would urge Gcvemment to 
c-crmplctc the examination soon and adopt all consequential acticn under 
the Law. 

Ministrv of Finance (Deptt. The <>munittee welcome the measures stated to have been taken tc en- 
of Hevenr~e) sure that the prnvisions of Seaion 35(r)(ii) of the 1ncc:me-tax Act 

relatin to payments made to scientific research asscciations are not 
abuse d as they appear to have been by big industrial hcuses. It is 
felt, however, that a ceiling on such payments, as recc.mmended by 
them, would have n salutary effect. The fact that it has been found 
necessary, on a review by the Indian Council cf Medical 
Research r f  the performance cf certain hstitutions, 
to withdraw the approval accc-rdrd in as many as eight 
cases reinforcrs the Cnmmittee's impressicn that checks and ccntrols, 
if hitherto exercised in this matter, had been perfunctory. The Ccm- 
mittee, therefore, would like Government to re-examine this question 
and take necessary steps to amend the law in this regard. In the 
~neantime, the prescribed authorities under the Act and the Central 
h a r d  of Direct Taxes should ensure that the regulatory apparatus 
functions effectively and that the various measures enumerated are 
strictly enforced. 

130.. . . -1 he Cmmmittee arc concerned to observe that the question of Britannia 
Biscuit Cn. Ltd., producing biscuits far in excess of the lice& cap- 
city has been hanging fire for over four years now and conclusive action 
is yet to be taken, in a principled manner, against a big foreign business 



house for contravention of the conditions stipulated in the industrial 
licence. The elaborate explanation offered by the Department of 
Industrial Development for the delay is also by no means convincing, 
The Committee find from the sequence cf events relating to this case 
that though the company had, as early as in July I-, applied for e 
cognition uf its reassessed capacity of 33,536 tomes per annurn of its 
three units located at Calcutta, Bombay and Madras. Government 
took nearly 19 months to reject the application. A further period of 
six months had elapsed before the advice of the Law Ministry nas 
sought, in August 1974, on the action that could be taken q a h s t  the 
company f,w the excess produaicn and the violation of the licensing 
provisilm that this implied. Some two years have elapsed since then 
and Government appear still to have preferred to admit the findings and 
recommendations of the Commission on large Industrial Houses 
(Sarkar Gmmission), to whom certain other cases of pduction in 
excess of the licensed capacity had been referred for enquiry, so aq 
to decide, as a matter of general policy, cn the o u r s  of action to be 
taken itl such cases of excess production. The Committee are far from 
satisfied with this state u f  affairs and must insist on this long-pending 
issue being finalised without delay. 

' f i e  Cnmmittee note the Law Ministry's view that the penal provisions 
t:f the Industrial (Development & Regulation) Act, 1951 punish only 
contravention of the prcwisions of the Act and not of the conditions, 
such as thr level of authorised pnductinn, that might have bwn sti- 
pulated in the Industrial Licmce, and that suitable amendment to the 
Act to enable Government to deal firmly with such cases are now being 
processed. The Ccmminee would urge Government to complete 
this exercise early and remedy an unfortunate situation without further 
loss of rime. 

It is not very clear from the Department's reply whether the report stated 
to have been receivcxl from the Commissioner of Income-tax in regard 



to the remittances made by Dunlop India Ltd. on account of technical 
know-how fees, technical expenses claimed to have been incurred by the 
company's counterpart in the United Kingdom, pertains only to the 
claim of Rs. 2-21 lakhs remitted in 1972 which was to have been consi- 
dered in the pending assessments of the two companies for the year 
1973-74, or to the remittances of over two crores of rupees made during 
the seven-year period from 1965-66 to 1971-72. If the latter be the 
case, the Committee are surprised over the extraordinary expedition 
with which the assessments spanning several years had been reviewed 
and a report also furnished to the Board. In any case, since tcch- 
nical know-how agreements, particularly between inter-related foreign 
companies, often serve as instruments of tax-avoidance, the Committee 
wish that, as desired by them earlier, the Department of Revenue & 
Banking had taken the initiative of re-examining this case and re-assured 
themselves of the correctness and genuineness of the claims made by the 
company. Such an examination should be undertaken forthwith. 
The examination of the case by the Department of Industrial Develop- 
ment also needs to be completed quickly. 

The feasibily of reopening the relevant assessments of the company with 
a view to safeguarding the interests of revenue, pending final determi- 
nation of the relevancy of the technical know-how agreement in the 
changed circumstances that may be prevailing, should be decided upon. 

10 I -27  Ministry of I;in;lncc (DI-ptt. Government's reluctance to undertake a review of all technical collabora- 
of Hevenue: tion agreements entered into before 1965 by foreign enterprises operat- 

ing in India with a view to determining their relevancy in the changed 
circumstances that may prevail is difficult to appreciate. I t  is clear that 
the main thrust of the Committee's recommendation has not been pro- 



perly understood by the Department of Economic Affairs. What the 
Committee had in view was only a review of technical collaboration 
agreements entered into by foreign enterprises operating in India wd it 
was not their intention that the review extend also to the agreements 
entered into by purely Indian entr rprises. Since the agreements of the 
former category are not likely to be very large in number, it should not 
be difficult for Government to meet the Committee's desire in this re- 
gard. In the absence 01 such a review and the relevant statistical data, 
the mere presumption r11.1t since Government policy prior to 1965 pro- 
vided for the approval of technical collaboration agreements normally 
for a period of ten years, such agreements approved prior to 1965 would 
have expired by now is not enough to set at rest the Committee's ge- 
nuine apprehensions arising from the f m s  made available to them in 
regard to the collaboration between Dunlop India Ltd. and Dunlop 
Holdings Ltd., U.K. as well as the technical services agreement en- 
tered into between National & Grindlays Bank Ltd. and the First Na- 
tional City Bank [which the Committee had examined in their 176th oo 
and 19and Reports (Fifth Lok Sabha)). Besides, it would also appear 
from the Department's letter dated G October 1969 that pending a de- 
cision on the question whether the existing agreement should be allowed 
to continue with or without amendments, which admittedly takes 'a long 
time' to reach, further payments continue to accrue to the foreign ml- 
laborator. These payments would become payable even in the event 
of <;overnment deciding not to approve of the continuance of the col- 
laboration on account of the obligation to give due notice for the 
termination of the agreement. The extent of benefits that would have 
accrued in these circumstances to the foreign collaborator by way of 
know-how fees and to the Indian unit of the foreign, enterprise in the 
f o m  of tax concessions during the period when the agreement is in 
suspended animation, is anybody's guess. The Committee would, 
therefore, reiterate their earlier recommendation in this regard and 
desire that the review suggested by them should be set in motion without 
further delay. 

- -- - --- - - -- - - 
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of Ravenm) agreements to provide for a pcriodical review from the point of view of 

their relevance in the changed circumstances that may prevail, it has 
heen contended by the Department of Industrial Development that 
such a provision will scare away prospective collaborators and inhibit 
thc flow of technology to the Indian company. The  Department have 
also added that such a provision may also create legal complications. 
Whilc these 'legal complications' have not been spelt out clearly and 
should not in any case impede execution of our national policies, the 
Department's somewhat meticulous concern for foreign wllaborators 
appears to be an anachronism, when viewed against Government's 
own declarations, in the recent past, for the promotion of indigenous 
technologics and planned phasing out of foreign collaborations. I n  2 
the Committee's opinion, Government's fears in this regard are un- 
founded. They would, therefore, urge Government to have this issue 
re-examined carefully. T h e  implementation of this important re- 
coninlendation should not be difficult, particularly in the context of 
Government's avowed policy in this regard. 

The  1-aw h.Iinistry's view that the Income Tax Officer has the power to 
call for the hooks of account of the head office of foreign companies 
operating in India and that an adverse inference could be drawn in the 
evcnt of non-production of such books reinforces the Committee's im- 
pression that the important question of admissibility, from the tax 
nnple, of the head olfice expenses claimed bylsuch companies as IBM 
World Trade Corporation, National & Grindlays Bank, etc. still re- 
mains to be examined with any seriousness. I t  is surprising indeed 
that the Department of Revenue & Banking had formed the peculiar 
impression that 'in most of the cases or a large number of cases' it would 
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not be possible to obtain the foreign accounts from the head offices of 
the companies for scrutiny. Now that the position has been clarified, 
the (hmmittee trust that suitable instructions would be issued early 
so that a genuine scrutiny of the claims made by foreign companies 
can be etfected. 

The Committee note that the Special Cell set up in the Central Board 
of' Direct 'I'axes has been entrusted nith the task of investigating, on 
n priority basis, the claims made by IBhi World Trade Corporation 
on account ot' head office expenses and that the correctness of recog- 
nising this multinational Corporation as a company under the Income- 
tax Act is also being examined. They would like these investigations 
to be completed quickly. AS regards the question of recognising the 
corporation as a company under the Act, the Committee would invite 
actention to their observations contained in pagragraphs 6.1.72 and 
6-1-73 of their 22 I st Keport (Fifth Lok Sabha). The stage at which 
the application made by the company under Section 271(4A)(ii) of the oo 
Income 'l'a ACT stands at present should be intimated to the Corn- CA 

mittee forthwith. 

'I'he Committee find that the reply furnished by the Department of Re- 
venue & Banking to their recommendation contained in paragraph 
3.36 of the 187th Keport (Fifth Lok Sabha) that the entire issue of 
head c~tficc expenses claimed by IBM World Trade Corporation should 
he gone into by the inter-hlinisterial Working Group appointed to 
examine the policies and procedures under which company operates 
in India is not quite relevant. What the Committee had wanted was 
that this aspect should be included as one of the specific terms of 
r~fcrence 01 the VT'orking Group. Action in this regard should be ini- 
tiatcd firth\\ith so that all the devious methods adopted by the company 
r t ,  the detriment of the country's wider national interest are adequately 
exposed and appropriately dealt with. 



J 5 I .qr Ministry of Finance (Dcptt. The Committce note that thc Income-tax Appellate Tribunal has held, 
of Revenue) by its order dated 31 October 1975, that there was no justification in 

taking action. under Section 263 for the assessment year 1968-69, with- 
drawing the relief allowed 10 J.K. Synthetics Ltd. under Section 80-1 
as well 11s thc higher de~elc~~rn&t rebate allowed under Sec- 
tion 33(r)(b)(B). Besides, it has also held that seven on merits, 
Nylon-6, manufacturcci frcqm caprolactum, is a petrochemical and 
is covcred by item 18  of  the IXth and Sixth Schedules of the 
Income-tax Act. A reference application filed by the Depart- 
ment, under Section 256(1), having been rejected by the Tri- 
bunal, the qucstion of filing a reference under Section 256(2) 
betiwe the High Court was under ccmsidcraticn. Considerable time 
has elapsd since thcn. 'I'hc ( h ~ m i t t e e  trust that an early decision 
will hc taken by thc L)cpnitmcnt in this matter. 

Do. The (hnniitlce :trc surprisccl th.rt a large sum I f I&. I .37 crores 
received by J .K. Synthetics LtJ. as refund t f Central Excise duty 
during Septcmbcr-IJecernher 1572 as wcll as a further sum of Rs. 
68 . X q  lakhs which hecame due to the olmpany c.n this account had not 
been disclosed ci~hcr in their Ih f i t  & L . c w  Acccunt or in the returns 
of income. '1 he C~mmittee cxpcct that while examining in detail the 
question cbf assessing these refunds to Inccrne Tax during the course 
(5 pending ::ssessnlcnt prc ceedings ft r the assessment year 1973-74, 
the question whcther there has bccn deliberate cc~nccalmcnt of Inco-me 
will also be p i e  into. 

Though rhc Committee, in paragraph 4.84 of their 187th Repsrr (Fifih 
Lr>k Sahha) had specifically enquired into the number of cases relating 
to small asscssccs in tvhich a stay of demand had been granted by the 
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Department, if only aa a matter of convention, they find the Departwot's 
q l y  in this regard to be vague. The Committee apprehend that t&s 
extra-legal CO-O~ is liable to be exploited more in the interests of 
1- income asatsaces. The Departme4t b u l d  examine the legality 
and wisdom of persisting with what has been described as 'the usual 
departmental practice'. 

Since it has been conceded by the Dqmmem of Revenue & Banking 
(Revenue Wing) that there has been a failure on the part of the super- 
visory officials to inspect the case relating to Gwalior Ray09 Silk Ma- 
nufacturing (Wvg) Company Limited, even though this was the big- 
gest revenue yiel case in that Charge. The Committee are unable 
to accept the plea t no action is considered necessary against m y  
official for this failure. In view of the fact that responsibk s ~ p e r v i s ~ ~  ,O 
officers have been remiss in the discharge of the responsibilides cast 
on them, the Committee would reiterate that appropriate action should 
be taken. 

The Committee note that the investigations relating to Gwalior Rayon 
Silk Manufaauring (Wvg.) Company Limited arc pxwdy behg 
supervised by the Special Cell wder the Directorate of Inspection 
(Investigation). Thcy, however, find that the reasons for not cmtralising 
the assessments relating to this company in a Central or Special 
circle, as  has been done in the case of other assessments relating to 
the Birla Group of companies, specifically enquired into by them, 
are yet to be intimated. The position requires to be fully clarified 
without delay. 
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