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INTRODUCTION 

I, tbe Chairman of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf this Swenty-Eighth 
Report of the Public Accounts Committee (Sixlh Lok Sabha) on 
Paragraph 49 of the Report of the Comptroller & Auditor General 
of India for the year 1975-76, Union Government (Civil), Revenue 
Receints, Volume 11, Direct Taxes, relating to Working of Salary 
Circles. I , .  i 

2. The Report of the Comptroller and Auditor General of India 
for the year 1975-76, Unim Government (Civil), Revenue Receipts, 
Volume II, Direct Taxes, was laid on the Table of the House on 
13 June, 1977. The Public Accounts Committee (1977-78) examined 
the paragraph relating to Working of Salary Circles at their sittings 
held on 2 and 3 February, 1978. The Public Acrounts Committee 
(1977-78) cmsidered and finalised this Report at  their sitting held 
on 20 April, 1978. 

3. A statement containing conclusions/re~ommendations of the 
Committee is appended to this Re?crt (Appendix 11). For facility 
of reference these have been printed in thick type in the body of 
the Report. 

4. The Committee place on rccord their ap~reciation of the assis- 
tance rendered to them in the examination of these paragraph by 
the Comptroller and Auditor General of India. 

5. The Cornmiltee would also like to express their thanks t:, the 
efficers of the Ministry of Finance (Department of Rwenue)  ft?r the 
cooperation extended by them in giving information to the C3m- 
mitke. 

C. M. STEPHEN, 
Chairman, 

Public Accounts Conamittea 



BEPOBT 
WORKING OF SALARY CIRCLFIS 

Under the Income-tax Act, 1961, one of the heads of income is 
"salaries". The term salary has been defined by the Act to include 
gratuity, perquisites and any profit in lieu of or in addition to salary. 
Perquisite is comprehensively deflned to include not only  allowance^ 
but value of certain benefits and concessions allowed to the em- 
ployee. The Act provides for recwery of tax by deduction at 
source. The amounts so recovered for the years 1975-76, 197475 
.and 1 m 7 4  are as follows: 
-- - - -- .- -- -- -. -- -- 

Year Total Deduc- 
deduction tion at 
at source puree on 

income 
chugabk 
under the 
bead 
Saluia 

(In uorca of rupees) 

2. Separate salary circles haw been set up in bigger charges. me 
number of such circles working in the country as on 31-3-1976 wru 

' 20. Salary cases constituted about 18 per cent of the total n& 
of cases. 

3. The total number of salaried employees assessed in salary cb 
cles during the assessment year 197576 is estimated at over 7 lakhr 
The progress in the completion of assessments in salary c a m  fr 
indicated by the following Bgures: 

( i )  Yumber of auevmentr pending on 1-4-1975 %97,578 
(ii) Nwnher of current a9usmenta . 5~96403  
riii) Total n\rnkr oP arewrnr.nts for disposal . r73531981 
fiv) Vlrrn5-r of Rueumcnts completed 

(a) 0 1 t  of arrears . ~ 5 , 6 n 6  
(hl 0 l t  of current . . . . 9,92,&5 
(c) Total . . 5,98~*51 

(v) Vurnber of a w m e n h  pmdlng on g 1-3- I &  , . 1 155,7Po 



4 The Act and the Rules place a statutory responsibility on alp 
)ersons responsible for paying 'Salary' to deduct tax, a t  the time of 
payment of 'salary income', a t  the average rate of tax computed 
on the basis of the rates in force l o r  the financial year in which. 
the payment is made and to pay the sums so deducted to the credit 
of the Central Government within one week from the date of 
deduction. In special cases, if so permjtted by the Income-tax 
m c e r  i t  could be paid quarterly on June 15th, September 15th, 
December 15th and March 15th. In  the event of failure to s:, deduct 
h income-tax or, after deduction, to pay the sums deducted as. 
prescribed to the credit of the Central Government, the employer 
would have to pay simple interest a t  the rate of 12 per cent per 
m u m  on the amount outstanding from the date on which it was 
deductible to the date on which it is actually paid. The employer 
would also be treated as an  assessee in default and thereby become 
liable to  the penalties and prsecution proceedings prescribed in 
the Act. 

5. A person deducting tax at source, as aforesaid, is required t o  
furnish to the person from whose salary thz deduction is made, a 
tax deduction certificate showing the amount of income chargeable 
under the head 'salaries', and the amount of tax deducted. This 
certificate forms the basis for the credit to be given to the employee 
in his income-tax assessment for the relsvmt y e v .  Every em- 
ployer is required to file with the Income-tax OZc.r, wit,hin 30 
days f:om th? 31st March in each year, am annual return of snlarv 
giving details of. all amounts cI~arg~a31e u n d x  the h?nd 'Salaries' 
p3i3 to the employee, and t h ~  amount of tax deducted and credited 
to the Central Go;rernment. This stltomfnt providx spocific 
columns not only for various items of income assssablc under 
'salaries' suc9 r.s wages, mnu : ty ,  ponyion, g-atuity, conmiss'on, 
bonus, f e ~ s  or profits in lieu of or in addition to  snlqrv hut also 
perquisites such as residel?tial a..commodation provided free of 
~ e n t  or at  concessional rent, house-hold furniture provide3 hy !he 
employer, remuneration p3id by the employer for personal set- 
viczs provided tc~ t?13 employee, free or concessional passag2s on 
home jou:neys or other touring providsd by the em~loycr .  contri- 
bution to reccgliced provident fund in exczss of 10 per cent of 
the employee's salary of interest on the provident fun3 balances 
credited at r a k s  higher than those fixed by the Government or 
any othet amenity prov ded by the emnloyx frez of cost or a t  
concessional rate. In addition, the non-Government employers a r e  
also required to file with the Incometax Ofncer a monthly return 



giving detailq of the amounts of 'salaries' paid to each employee, 
the amount of tax deducted and the date of payment thereof to 
the credit of Government. The Commissioners of Income-tax are 
empowered to waive this requirement and allow the submiss on, 
instead of a monthly certifkate of the tax deducted f~'om sdaries 
and paid to the credit of Government. 

6. A general review of the working of salary circles in some of 
the charges revealed the following: 

(i) Certificates a d  Returns 

7. I t  would be apparent from the statutory provisions described 
above that the tax deduction certificate, the employers' monthly 
return 1 certificate and the employers' annual return constitute the 
important tools in the hands of the Income-tax authoritizs to en- 
sure that the statutory'obl gations are not avoided. I t  is neces- 
sary to see that the credit claimed $or tax delucted at smrce is 
supported by a tax deduction certificate, that tha monthly return1 
certificate is received and the amount of tax collect~d an3 paid 
to the credit of Government tallies with the collection accounted 
for in the Tr~asury.  The annual return should also be tallied 
with the details of monthly returnlcertificate on the one hand 
and the ncomes returned and the claims filed in individual assess- 
ments of the employees on the other. 

8. Tcst check conducted in some of the Commissjon?rs' cha~ges  
rev~aled that neither the timely receipt of the-e irnpo:ta:~t certi- 
ficstc?slreturns nor the checks and c o u n t ~ ~ c h e c k i  for which these 
are designed were re2iving adequate attentim. Cases wsre ncti2cd 
in Bihar, Dclhi, Kerala, Orissa, Rajasthan and Utt ir Pradcsh 
charges where cred ts for tax deducted at source were allowed 
wltiiotit proJuction of tsx dcduction cert:ficates. In Rajasthm, in 
one case such credit was allowed on the bnsi; of a cz-tificato, 
thou:;h the name of the assssee did not appxir eit5cr in the 
mwthly or the annual return. In Bombay in th? csso of a Msna- 
ging D1re:tor of a multinatisnal corporation, lump sum ammnts 
of Ks. 5'17,419 for the financial year 1969-70 and Rs. 231,737 for the 
financial year 1973-74 shown in the tax deduction certificates, were 
acce?ted for asxssment without calling f.3r anv details, though 
the annual returns did not give any break-up of the sslaries, per- 
quisite or other amenities comprising the lump sum amounts. In 
Kerala. credits for tax deducted at sources were allowed w thout 
the tax deduction certificate on the plea that the assessees were 



highly placed gazetted ofilcers and their statements regarding 
deduction of tax a t  source could be accepted. In Tamil Nadu, 
monthlylannual *turns are centralised in one ward for compu- 

.teFisation and the assessing ofacers have to rely on the tax MUIS. 
tion certificates for affording credit without any means of comela- 
t;ng the same with the monthly annual returns. 

9. As for the monthly returnslcertificates, it was noticed in 7 
Commissioners' charges that these returns l certificat es had not been 
received and no action had been taken in the matter. In 10 Cbm- 
missioners' charges, the prescribed register for wakhing the re- 

bceipt of these monthly returnlcertificates was not kept or where 
maintahed, it was not in the prescribed form and manner. In all 
these cases, it was not clear how it was ensured by the wordslcircles 
that the tax deductible at source had actually been deducted in 
all cases and that the amounts deducted had been credited to Gov- 
ernment account within the prescribed time. 

10. The+e was a similar omission in regard to watching the 
receipt of the annual returns. In 5,871 cases, in 11 Commissionem' 
charges, these returns had not been received. The percentage of 
cases in which returns were not so received in these charges 
varied from 33 to 100. In 638 other cases in 5 Commissioners' 

.charges, returns were received late by periods ranging from 1 
month to 6 months upto December 1975. Under the Act, the 
defaulters could be ~rosecuted and would be liable [before amend- 
ment by the Taxation Laws (Amendment) Act. 1975, from 1c;t 

'October, 19751 to a fine of upto Rs. 10 f x wery day of default. No 
action had, however, been init:ated in any of these cases. In res- 
pect of 410 cases of delayed returns in the Commissioner's charges 
in Tamil Nadu, Calcutta and Andhra Pradesh alone, the fine levia- 
ble under the aforesaid provisions of the Act, would amount to 
Rs. 22,56,800 upto the end of December, 1975. A test check o? the 
annual returns received revealed the following position in some 

'cases: 

(a) In 120 cases, in one c'rcle in Calcutta, the total amount 
of. tax paid as per challans fell short of the total amount 
shown in the annual returns by as much as Rs 1 .I8 61 ?TB. 
No action had been taken to reconcile the discrepancy. 

(b) In Andhra Pradesh, similar discrepancies between the 
amounts given in the returns and the amounts dbwn 
by the monthly returns and the chaUenr were notlced 
in 11 crsea Of these, in 9 cases the amounts as per 



challans fell ~ h o r t  of the amounts shown in the anntul 
returns by Rs. 3,20,931; in the other two cmeg the 
amounts shown in the annual. return were more than 
those posted in the Register of employees from the 
monthly returns 1 certificates by Rs. 3,72308. 

(c) In Karnataka, in +e case of 8 employers, the total tax 
deduction as per the annual returns was Rs. 1,98,923 but 
the amounts credited as per the challans totalled only 
Rs. 1,55,937. 

(d) Similarly, in one case in Poona, the annual return 
showed a total tax deduction of Rs. 1,86,384 while the 
corresponding monthly returns and the challans totalled 
only Rs. 1,47,978. 

(ii) Deduction of tw 

11. The test check also revealed 4 cases in Tamil Nadu and 2 
cases in Calcutta where tax deductable at source had not been 
deductedjdeposited. In 89 cases, in Calcutta, Haryana, Madhya 
Radesh, Tamil Nadu and Uttar Pradash, there had been short 
deductions of tax at source were made to the credit of Govern- 
ment account after delays of 14 days to 3 yeara The interest 
leviable in t h e e  cases under the law, amounting to Rs. 5.06.246, 
was not levied. Them were similar cases of delay also in Gujsrat, 
Karnataka and Raj asthan. 

12. In the case of three assessees in Karnataka who were part- 
ners in a registered firm, tax deducted at source was adjusted 
twice, once in the assessments of the Hindu undivided families of 
which the assessees were Kartcu and again in their "Individual" 
assessments, witb a resultant short collection of Rs. 10,086. 

13. The Income-tax Rules allow a discretion as stated earlier, 
to the Income-tax authorities to permit certain employers to pay 
the tax deducted at  soullce to the credit of Government quarterly 
on the 15 July, 15th October, 15th January and 15th April. The 
Board issued executive instructions in November 1975 to the effect 
that such permission should be granted only to small business 
houses. The Board also desired in these instructions that the per- 
missions already granted in any cases to large business houses 
should be withdrawn. In Bombay, such permission given tn 17 
cases where average monthly deduction of tax was of the order of 
Rs. 14,22,000, was not withdrawn. Interest forgone in these cases 
work;) out to Ib. 1,70,600 per year. In Kerala and Tamil Nadu 



certain ctrses were noticed where permission granted earlier to big 
houses had not been withdrawn. 

(iii) Valuation and assessment of perquisites 

14, Many cases of incorrect computation[~sessment of the per- 
quisite value of various amenides provided by the employers were 
noticed in audit. The fpllowing are some of the instances:- 

(a) Under the Rules, rent-free accommodation is evaluated 
a t  10 per cent of the salary if unfurnished, and 12.5 per 
cent. if furnished (from 2nd April, 1074, however, the 
rent of furniture is separately added). The Rules also 
provide for increase in the aforesaid value if the fair 
rental value of the accommodation is far in excess of the 
above percentages and also for reduction thereof if the 
Income-tax Oflher is satisfied that the fair rental value 
is less t h m  :he prescribed percentages. 

In  53 cases, pda in ing  to different assessment y c x s  between 
1969-70 and 1974-75, it was noticed in the Commissioners' 
charges in Assam, Calcutta and Ut:ar Praderh that mis- 
takzs in valuing the perquisites involved in reni-free ac- 
commodation resulted in a total short levy of tax of 
Rs. 70,752. In s e v n  cases pertaining to the assessment 
yeax, 1970-71 to 1973-74, it  was noticed i~ Cslcutta ,ihat 
thc perquisite value of ren4-free furnished nccommoda- 
tion w ~ s  accepted at Rs. 85,131 as returned, though the 
amount computed at 12.5 per cent of the salary wo-~kcd 
out io Rs. 1,31,'52 and there was no-hing on remrd to 
show hat th? Income-tnx Officer was satisfied th?l thc fair 
rental value was less than the. prescribed percentage. In 
Tamil Nadu in t h c  case of 3 foreign employees of a com- 
pany, derivinz salary income of Rs. 1,10,000 lo Rs. 1.80,903 
per annurn, thc value of rent-free accornmoclltion was 
calcul~led for the assessmmt year 1971-72 bmed on the 
munic:pal valuation of fair ren:al valm adopt?d in the 
rsscssment y e x s  196;-67 and 1967-68. The value so com- 
puted workcd out to a mere two to five per cent of salary 
income. If 12.5 pcr cent of salary income were talcen as 
the value of the perquisiLc, there would be a further 
charge of tax of Rz. 90,480 in these cnsers. Similarly, in 
one case jn Keralz, the perquisite value of rent-free a+ 
cornmodation fixed by the Tribunal sometime in 1954 war 



still being accepted for narwmml without any mgard to 
the general rise in the fair rental values during thfr 
period. In Tamil Nadu also, in the case of a special direc- 
tor of a company belonging 40  a group, who was in re- 
aeipt of salaries of Rs. 54,OX and Rs. 36,000 from two 
companies of the group, ';he value of rent-free accomrno- 
dation for the assessment years, 1971-72 and 1972-73 was 
calculated at  12.5 per cent of Rs. 54,000 and no: of the 
total salary income. 

(b) Under the A&, "perquisite" includes any sum paid by 
the employer in respect of any obligltion, which but for 
such payment, would have been payable by the employee. 
Thus, the provision of house building or other loans to 
the employees free of interest or on con:eqsional interest 
would involve a perquisite in respect of the interest for- 
gone. It was noticed, however, that t\e various banking t 

and oiher finsncial jnstitu'ions were advzncing ,uch loans 
to their emphyees either free of interest or at  nominal 
interest which is far less than the concessional inter& 
bui, the perquisite value in such cases was not computed 
and broilght to tax. Such cases were noticed in Andhra 
Pradesh and Tamil Nadu. There is no specific rule or 
ins'ructim from the Board on the vs'ustion of this per- 
quisite, though Rule 3(g) of ';he Incorn?-tax Rules, 1962 
does make a general provision to the effect that the 
value of any other benefit or ameni'.y should be deter- 
mined on such basis and in such amoun; as the Inaxno  
tax Officer considers fair and ressonable. 

(c) Under Rule 86 of the Income-tax Rules, 1963 a director 
of a company can be admitted to the benefi's of an a p  
proved sup?rannuation fund maintained by the company 
only if he is a whole-iime bona-fiale employee of the 
company and does not beneficially own shares in the 
company carrying more than five per am! of the total 
voting power. 

Tn Andhra Pradcsh a director of a company was admitted to 
a superannuation fund though he was not a whole-time 
bona fide employee of the company. This resulted in 
shor: demand of tax of Rs. 28,152 in the assessment years 
1972-73 and 1973-74. The nssssee was also a Joint 
Managing Director of another company and red* 



ed remuneration of Ra. 36,000 per y%ar d&g the 
preiwus years relevant to the assessment years 1972-73 
and 1973-74. In two more cases 04 another company the 
Managing Director and the Joint Managing Mrecbr were 
admitted to the benefits of the superannuation fund though 
they were not wholectime employees of the company and 
were also beneficially owning shares of the company 
carrying more than five per cent of the total voting power. 
Xr! Tamil Nadu, a direc'tor of a group of four companies 
was drawing salary from all of them. He was admitted 
b the benefits of the superannuation fund maintained by 
two companies. As he cannot be considered 8,s a bone fide 
whole-time employee of any of 'the companies he was not 
entitled to relief on his contributions to the fund and the 
company's contributions were to be 'treated as income in 
the hands of the individual. 

Ifd) In Calcutta, it was noticed from the statements furnish- 
ed by a company for the assessment vear 1973-71 that the 
company had spent a sum of Rs. 86,411 on a m i l n t  of 
ckoration and flower arrangements in the  gardens of 
the directors and high executives as well ag for supply 
ol other articles such as mattresses but the annual re- 
h u n s  furnished by the company did not include any of 
this amount. A test check of the individual assessments 
of the employees indicated that the amounts were not 
added as perquisites. 

(e) In Andhra Pradesh, a director of a company was allow- 
ed standard deduction in the assessment y e x  1972-73 on 
account of conveyance. It was pointed ou: in audit that 
the director might have been provided with cnr hy the 
company. On enquiry, the Department found tha' the 
value of perquisites in t h e  shape of rent-free accomtnoda- 
tion, car, for the assessment years 196'7-68 to 1973-73, 
amounting :o Rs. 39.603 with a tax effect of Rs. 31.979 
had not been brought 'to tax. 

( f )  In Andhra Pradesh also, a company sold 11 jeeps, vans 
and cars of the total book value of Rs. 2,36,260 to cs ta in  
employees for a t o t 1  sum d R,s. 93,558 during the assess- 
ment years 1973-74 and 1974.75. In the hands of the em- 
pbyees the perquisite representing the dj ff erence bet- 
ween market price and sale price was not ?axed. 



dg) h &mun in five cam x d  allowance was amemti at a 
d o r m  rate of Rs. 720 per annum though the allowance 
actully received by the employees varied from Rs. 720 
to Rs. 4560. This resulted in a short levy of tax of 
F&. 33,629 in :he assessment years 1969-70 to 197475. 

(h) The Act [Section 40A(5)] also provides for the disallow- 
ance, in the essessment of the employer, of payments on 
account of salary and perquisites in excess of the Hmik 
laid down in the Act (salary 'to an employee jn excess of 
Rs. 5000 a month and perquisites in exces; of 115th of 
salary or Rs. 1 0 9  p.m., whichever is less). In the case of 
343 employees of four companies in West Rlngal, salary 
and the value of perquisites exceeded thle prescribed limits 
by Rs. 1,71,,5M but the excess was no: diwllowed in the 
assessment of the companies resulting in under-assess 
ment of tax of Rs. 98,004. Similarly, in the case of two 
foreign technicians of a company in Wes: Bengal, the ex- 
cess amounting to Rs. 1,09.370 of salary over the ceiling 
limit prescribed, was not disallowed in the avwssment year 
1972-73. Tn thn case of 9 elnplovees of four companies, 
there wm-e discrepancies betwem the fiqire:; of salary 
shown in the annual returns and those shown in the 
statements under Section 40A (5) amounting to excess 
allowance to the extent of Rs, 78,179 during the assess- 
ment years 1072-73, 19'73-74 and 1974-75. 

(iv) Reliefs and deductions 

15. (a) The Act allows n qtandard deduction in respect of certain 
obligatory expenses such as those on maintenance of conveyances, 
purchase of p-ofess:<nnl books etc. This de3uction has to be limited 
to Rs. 1 . O M  in t h e  c?sc of an emdovee who is in receipt of a convey- 
ance allowance or wh? is civen the use of a conveyance by his 
employe- Pri- r to 1-4-1975 the Act ~11owed a separate deduction 
in respect of maintenmw of conveyance bv snlaried employees on 
the condition that the deduction would not be admissible to  an em- 
ployee in receipt of a c nvpancP allowance. Tt was noticed in 34 
cases in Assam, Karnatnka. Rajnsthan and Tamil Nadu that the 
atandard deduction n t  the fu'l rate without beine: lim$ted to Rs. 1,000 
was allowed even tbugh  the emploveec; were either in receipt of 
cmveymce nllow?nce or were givm the use of mnvevnnce or free 
petrol by the emdover. The under-charge of tax in these cases 
mounted to Rs. 41,363. 



It was also noticed tbat many employers particulafly in the Public 
Sector, who were paying conveyance or car allowances to their em- 
ployees, had adopted the practice c4 calling this al!owance by v a r t  
ous other names such as 'local travelling expenses', 'personal allow- 
ance', 'vehicle/car allowance', 'reimbursement of motor vehicle ex- 
penses' etc. I t  is open to question if this dces not amount to an 
attempt to circumvent the provisions of the law to enable the em.. 
ployees to claim the standard deduction upto the maximum amount 
of Rs. 3,500 without being limited to Rs. 1,000. 

(b) The Act also contains a provision to the effect that any 
special allowance or benefit specifically granted to meet expenditure 
wholly, neessarily and exclusively incurred in the performance of 
duties of office cer employment of profits is exempt from tax. In 
Ochber, 1991, the Income-tax Tribunal a t  Bombay held that city 
compensatory allowance was exempt from tax under this provision 
This decision of the Tribuna! was confirmed by the Bcmbay High 
Court in August, 1974. Since this was not the intention, an expla- 
nation was added under the aforesaid provision in the Act by the 
Finance Act, 1975 retrospectively from 1-4-1962 to make it clear that 
city compmsat:ry allowance was not exempt under this provision 
The Bombay Wibunal held in June. 1975, that city compensatory 
allowance would still be admissible as a deduction in the computa- 
tion of salary income under Section 16 (v), which allowed a deduc- 
tion in respect : f any amount required to be spent bv the assessee 
wholly, necessarily and exclusively in the performance of duties. Thf 3 
clrlu.;~ in Seztion 16 of the Act was deleted on the introduction of 
the standard deduction with effect from the 1st April, 1975. The 
Madhva Pradesh High C o u ~ t  have held in Octoher, 1975 that city 
c:mpmsston? all~wancc is  exempt a h  initio. as i +  is not 'salsrv' at 
all. The position, therefore, continues to be unertain and large 
groups of salaried employees in different areas continue to get the 
concession of tax being not paid on city compmsatory allowance. 

(v) Other points 

16. (a) Although tax is deductible at source from income under 
She head 'salaries', there is nothing in the Act to exempt salaried 
employeff from the provisions regarding the submission of returns of 
income (but for the limited provision in this regard made from 
141975, in ~2spect of persons with salaries not exceeding Rs. 18,000 
pzr annum) or from those relating t., the payment of tax in advance, 
because cf the reason that salaried "employees mav, as well, have 
hcorne, under other heads. I t  was, hwever ,  noticed that in a verlr 
lsree n u r n b r  c f  c-lses, even fluring the periods upto 197475, salartsd 
employees failed tc, submit their returns of income and & ~ c p h  



:ment did not take any steps to issue notices calling for returns in. 
such cases. .In Bombay and Gujarat, 55 per cent and 30 k, 40 per 
cent  respectively of all the effective tax payers in  this category were 
found b have defaulted in this regard. Similarly, i t  was noticed 
in the Commissioners' charges in Assam, Andhra Pradesh, Bombay, 
Calcutta and Uttar Pradesh that advance tax notices were also not 
issued in many cases. 

(b) The Board had issued instructions in 1972 about the a l l o t  
ment of permanent account numbers to all salaried employees. 
They had also info~med the Public Accounts Committee vide para 
4.57 of the Committee's 51st Report (1972-73), that they had started 
giving permanent account number to all assessees. The Income- 
tax Act, 1961 has since been amended from 141976 to include a 
provision in this regard. It was noticed during the test check, 
however, that there were still many omissions in the allotment of 
permanent account numbers. Thus in Karnataka, in 5 wards, per- 
manent account numbers had not been allotted till 31st March, 1976, 
In  Rajasthan, Uttar Pradesh and West Bengal, the numbers had yet 
(31st March, 1976) to be allotted in 4.617, 6,381 and 5,000 cases 
respectively, seen in test check. 

17. The paragraph was sent to the Department of Revenue and 
Banking in November. 1976; they have stated in February, 1977 
that the audit objection is under active consideration. 

[Paragraph 49 of the Report of the Comptroller and Auditor 
General of lndia for the year 1975-76. Union Government (Civfl), 
Revenue Receipts, Volume 11. Direct Taxes.] 

18. In place where there arc a large number of salaried emplo- 
yees, the Board in exercise of its pwers under section 121 of the 
I. T. Act, 1961 cmfers jurisdiction over salary cases, in multi-Corn- 
missioners charges with one Commissioner of Income-tax. The 
cases of the sa!aried employees are nomally assi-gned to a Circle 
which is called 'a Salary Circle'. Depending upon the number of 
private stzctor and Government employees, a Salary Circle is bifur- 
cated into two seprirate Circles--one dealing exclusively with 
Private Sector employees and other with Government employees. 
In addition to this, for purposes of administrative convenience, 
under section 126 of the I.T. Act. 1961 the Board by Notification fa 
the Omcial Gazette empowers the Commissioners, AACs, IACs or 
the ITOs to perform such functions in respect of such areas or such 

-classes or such persons or of such classes of income as may be spedped 
Aed in the Notification. An instance of this is the case of the m y  
P e r s ~ n n e l  whn are assessed with an I T 0  at Poana. 



19. The main duties of a 'Circle' are stakd to be: 
(i) To ensure that the tax is deducted at source by the em- 

ployer. 
(ii) To ensure that tax deducted is paid to the credit of the 

Central Government. 

(iii) To ensure that proper assessments are made. This would 
include proper valuation of perquisites. 

(iv) Collect the taxes demanded. 

20. Department of Revenue have, in a note, clarified that linking 
of deductions allowed in the assessment of the employers with the 
incomes returned by the employees is not one of the duties of the 
Salary Circle ITO. The IT0 assessing the employer is however, 
expected to examine at the time of the assessment whether tax is 
deducted in respect of all employees who are chargeable to tcur, 
Generally he does this by asking whether Sec. 206 returns are sub- 
mitted and by having a broad reconciliation of the deduction claimed 
with the amount shown in Sec. 206 returns. 

21. There are at present 20 Salary Circles. Six Inspecting Assist 
ant Commissioners (IACs) are managing these Circles exclusively 
and 84 IACs are managing with other Circles. 

22. In a note dated 7-1-1978, Department have intimsted that 
the latest position about assessment, pendency and collection in 
Salary Circles is as under: 

Expe-ted a~sasment for disposal fo. the cur:ent year , Nos. 55101 9 

Asswmenu disposed of upto 31-8-77 . . Xm. 14602 

Balance of assessments to be disposed of 0 7  I-yIg77 . Nos. w 5 4 1  7 

Taxes outstanding for collection as on 1-4-1977 . . Rs. XJ,~O.~Q,OOO 

Demand raised upto 31-8-1977 . . . Rs. 3,81,80,00 o 

Collection made upto 31-8-1977 . . Rs. 3,36,62,000 

Outstanding as on 1-9-77 . . . . Rs. 20,86,11,ooo 

(Information is awaited from 4 charges) 

23. Audit paragraph has revealed that collection from the tax 
deducted at source c n  salaries has gone down by Rs. 6.38 mores 
during 1975-70 as compared to the collections during 197475. De;part * 

ment of Revenue have intimated that this fall in collection was 
due to the following main reasons: 

"(a) By the Finance Act, 1975, the exemption limit in the 
case elf individual etc. was raised from Rs. 0,000 tdw 



Rs, 8,000. The deduction from the salaries was required 
to be made on the basis of the exemption limit so raised. 

(b) Payment of Bonus '(Amendment) Ordinance, 1975, was 
promulgated on 25 September, 1975.. Under this Ordi- 
nance, the minimum bonus payable was reduced from 
8-1/2 per cent to1 4 per cent of the sa l aq  or wage earned 
by the employee and that also if there was an allocable 
surplus in the accounting year. As the amount of bonus 
forms part of the salary, the collections of tax deducted 
at source were adversely affected. 

(c) Under the Additional Emoluments (Compulsory Deposit) 
Act, 1974, from and after 6th July, 1974, additional wages 
were to be deposited in the Additional Wages Deposit 
Account and no tax was to be payable on such wages for 
one year till they remainled in the said Deposit Account. 
Likewise, under the said Act, one-half of the AdcUtionaI 
Dearness Allowance was to be credited in the Additional 
Dearness Allowance Deposit Account to remain in that 
Account for a period of 2 years. No tax was payable on 
this amount during the previous year in which it was 
credited. During the financial year 1974-75, this Act was 
applicable for a period of about 9 months only i.e., from 
6th July. 1974 to 31st March, 1975. However, during the 
year 1975-76, the Act was applicable for the whole year 
and as such there was some shortfall in the collection of 
tas  deducted at source on this score also." 

24. The number of salaried persons in the czuntry assessed to 
tax. under the Central and State Governments, local authorities, 
public sector etc, is as under: 

- -  - 
As per Sec. 206 hs per rrgktcn ofthe 

Returns Dcpatmcnt 

l?76.7? 1971-78 1?76-i? 1977-78 
F~nanc~al Current F;nanclal Current 
Year Year Year Year -- - 

Under Central Covrrnmcnt . . . 80195 56568 65772 64684 
Under State Governments . . . 89744 80429 97845 95740 
Under Local Authoritin . . , 43243 29934 12267 71967 
PublicScctori . , . . . 332947 27912$ 250887 245068 
Cooperative Sector . . . 13512 11735 7300 7853 

Private Srctor , . . . 535703 4~5986  241392 297796 - -  
1095344 953776 675463 CQ1@* -- 



25. Though the percentage of Central Government employees 
was 11.63, the amount of income tax 'collected by way of deduction 
at source end as a result of assesarnent of the salaries of the Cen- 
tral Government employees was 15.49 per cent of the total collec- 
on of tax on sdary of Rs. 163.13 crores during 1975-76. 

26. The number of Employers on Income Tax Registers was as 
under: 

No. of Employers on 
Income Tax Registen 

27. Accordinq to the Department of Revenue there are 683 cases 
exceedfng Rs. 1 lakh (total income) assessed in Salary as well as 
Company Circles. In July. 1973, the Central Board c,f Direct Taxes 
issued instructions that the Directors and Senior Executives of im- 
portant companies may be assigned to the ITOs having jurisdic- 
tion over the cases of ccmpanies. Asked if under this arrangement 
a Salarv Circle would know whether a particular case, which should 
normally be asessed in the Salary Circle. had been assigned to the 
Company Circle, the Department have, in a note, replied in the 
affirmative but h3ve added that the Salary Circle "will not know 
any assessment details". 

28. A test check by Audit has brought to light a number of 
shortcoxings in the working of Salary Circles. These shortcomings 
fall under the following categories: 

(i) Non-rezelpt or delayed receipt of returns and certificates 
including tax credit certificates; 

(ii) Nm-deduction of tqx at source or delays in depositing 
the tax deducted; 

(iii) Incorrect computation/assessment of perquisite value of 
various amenities provided by the Employers; 

(iv) Irregularities in Reliefs and Deductions. 

(v) Ot,her shortcomings. 



A, Salaries and perquisites of top executives 

29. A statement showing the salaries and perquisites cf  TO^; 
Executives of 20 big business houses in the private sector furnished 
by the Depprtment of Revenue is enclosed (Appkndix I). 

30. Under Section 198 of the Companies Act, the overall maxi- 
mum managerial remuneration payable to Directors, Managing 
Agents, Secretaries, treasurers and Managers has been fixed a t  
11 per cent of the net profits, inclusive of any monthly payments 
made by way of remuneration but exclusive of fees payable to 
Directors for attending Board meetings. If a company earns no 
profit or the profits are inadequate, it may pav to any Director, 
including a Managing or wholetime Director, its Managing Agents 
or Secretaries and Treasurers, if any, or if there are two of them 
holding office in the company, to all of them together a minimum 
remuneration not exceeding Rs, 50,000 per annum. This is subject 
to the approval of tk:  Central Govewment. 

31. According to Section 309 of the Companies Act, the remune- 
ration to a Director is to be determined in accordance with Section 
198. Where there is more than one full time Managing Director, 
the percentage of net profits payable to all of them can be raised 
to 10 taking into consideration the overall limit of 11 per cent 
imposed by Section 198. Tkc proT:'sions are applicable to public 
companies and a private company which is subsidiary of the public 
company. 

32. According to the guidelines issued by the Department of Com- 
pany M a i r s  the maximum amount allowed as salary/remuneration 
of a Director/Manager is Rs. 7500/- p.m. In addition he may get 
commission at 1 per cent. of net profit but such commission shall not 
exceed 50 per cent. of salary remuneration. He is also entitled to 
perquisites such as rent-free accommodation, free use of motor-car, 
holiday travel, supercannuation, providentfund and gratuity facilities 
as available to any other employee, not exceeding 4 months' salary/ 
remuneration. He is further entitled to Medical Expenses not ex- 
ceeding Rs. 15000/- per annum. 

33. The main differences between the provisions in the Companies 
Act, 1956 and the Income-tax Act, 1961, a r e -  

(i) The provisions of Section 40A(5) of the 1.T. Act, 1961 a p  
plies to any assessee, while the provisions of Sections 198 
and 309 apply only to a public company and a private 
company only if it is a subsidiary of a public company. 



(ii) The provisions of Section 40A(5) are applicable to the ex- 
penditure incurred in respect of all employees or former 
employees while the provisions under the Company Law 
are applicable to payments made to Directors and Man- 
agers only, 

34. In a note furnished to the Committee the Department of 
Revenue have expressed the view that: 

"The two limits one for the company Law and another for 
Income-tax Law cannot be regarded as contrary. While a 
ceiling on the salary and perquisites of the Director/ 
Manager is considered necessary and this is taken care of 
by the Company Law by fixing a ceiling, the Income-tax 
Act provides that if the employer is desirous of paying the 
maximum salary and perquisites permissible under the 
Company Law, he should pay an additional amount as tax. 
These two limits are, therefore, con~plementary to each 
other." 

35. According to a recent study ma& by the Reserve Bank of the 
distribution of highly paid company employees in the organised 
private sector, in some industries like non-ferrous metals (basic), 
tobacco, dyes and dyestuffs and Tuminium (basic), the highest annual 
remuneration per executive ranges well above Rs. 60.000 per annum. 
Again, according to this study the highest paid executives are in the 
tobacco industry getting over Rs. 60,000 per annum, 24 getting over 
Rs. 80,000 per annum and 19 getting over Rs. 1,00,000 per annum. 
This is followed by aluminium and dyes and dyestuffs in which the 
number of employees getting over Rs. 60,000 per annum is 45 and 36, 
those getting over Rs. 80,000 per annum is 26 and 17 and those get- 
ting over Rs. 1,00,000 per annum is 14 and 13 respectively. In the 
context of this study, the Central Board of Direct Taxes have agreed 
in a note: 

(a) That it would be worthwhile to conduct limited review in 
the case of those industries and in respect of their top 
executives to see if the assessment of salaries and perqui- 
sites in the hands of the employees on the one hand and 
the employers on the other is correctly made. 

(b) To arrange to have a review conducted of these cases in 
respect of the assessments of the employees and the em- 
ployers. 



B. Employers Register 

36. The Committee desired to know whether the work of u p  
dating of Employers Register which had been in progress for more 
than a decade, was now over. In  reply, the representative of the 
.Department of Revenue said in evidence : - 

"We have issued instructions to all the Oommissioners of 
Income-tax that the employers registers should be updated. 
Each Salary Circle has got an employers' register. This 
updating is done by getting information from the various 
sources. For example, we take from our own records a 
list of big companies and we see whether these cases are 
entered in the employers' registers. Then, we take infor- 
mation from the Telephone Directory. We take the names 
of the concerns from there and tally them with our em- 
ployers' register. If any name is found missing, it is en- 
tered in the employers' register. Similarly, we get infor- 
mation from the Provident Fund Commissioner's office 
regarding the employers who pay provident fund." 

37. The aforesaid instructions were stated to have been issued on 
3-2-1975 and 29-5-1976. 

38. During evidence, the representative of the Deptt. of Revenue 
admitted that "in many charges, the employers' registers are not 
updated". 

39. In a note furnished after evidence. Department of Revenue 
have stated: 

"The updating of the Employers' Register is constantly being 
done. This can be seen from the fact that as on 31-12-77 
there are 71,202 employers on the register as against 64,862 
employers on 31-12-76. The information for the earlier 
years i.e. 1966 to 1975 is being collected from the field , 
formations and will be sent in due course." 

C. Certificates and Returns 

40. The Committee pointed out that according to Audit, in 5,871 
cases, in 11 Commissioners Charges, annual returns had not been 
received. In 638 other cases in 5 Commissioners' Charges, returns 
were received late by periods ranging from 1 month to 6 months 
upta December, 1975. Though under the Act, the defaulters could 
be prosecuted and would be liable before amendment by the Taxa- 
tion Laws (Amendment) Act, 1975 from 1-10-1975 to a fine of upto 



Rs. 10 for every day of default, no action was initiated in any of these 
cases. In respect of 410 cases of delayed returns in the Comrnis- 
sioners Charges in Tamil Nadu, Calcutta and Andhra Pradesh alone, 
the fine liable under the aforesaid provisions of the Act would 
amount to Rs. 22.57 lakhs upto the end of December, 1975. The 
Committee desired to know the names of parties 'involved and the 
reason for non-levy of penalty in each case. In reply, Department 
of Revenue replied : 

"The information has been called for from the concerned Com- 
missioners. As it involves verification of 5,871 cases, it 
would take sometime t o  furnish the information." 

41. During evidence, the representative of the Department of 
Revenue deposed : 

"I have got a break-up of these which shows that quite a 
number of these are Government Officers. Probably that 
is one of the reasons why the Department had not been 
that very serious or not taken very serious step." 

42. Asked if public sector undertakings had been submitting the 
returns in time, the witness said : 

"There has been some delay on the part of the public sector 
undertakings also. But, by and large, they do submit the 
returns." 

43. The Committee wanted to know if it would be far wrong to 
infer from such continued failures that amendments of the law to 
make penal provision more stringent were, in fact, rendered nuga- 
tory by the lack of (executive action. In reply, the Department of 
Revenue stated in a note: 

"It is not comect to infer that amendments of the law to make 
penal provisions more stringent are rendered nugatory by 
lack of executive action. However, it is true that there is 
scope for considerable improvement and the Board is tak- 
ing and will continue to take action to see that the penal 
provisions are strictly enforced and the machinery per- 
fected. During the last few years there has been consider 
able improvement in the working of the department in the 

, . . ,  -". matter of tax deduction at source. The penal provisions 
are being more increasingly used." 

44. As stated in the Audit paragraph, in 120 cases, in one Circle 
in Calcutta, the total amount of tax paid as per Challans fell short 
ef the total amount shorn in the annual wturns by as much as 



Rs. 1.19 crores. Department of Revenue have intimated that of 
these 120 cases relating to the years 1970-71 to 197475 (5 years) they 
have been able to reconcile discrepancies in 118 cases. This leaves 
behind only two cases unresolved involving Rs. 1,3841-. This amount, 
i t  has been stated, is to be recovered from R.C.T.C. and Simon 
Carves (I) Ltd. These discrepancies, the Committee have been in- 
formed, arose "mainly due to the non-entry of certain challans in  
the alphabetical registers and omission to place these in the files". 

' 45. The Committee desired to know why in these cases the 
challans were not posted in the Registers. In reply, the Department 
of Revenue have, in a note, explained: 

"They payments were mad by the companies on different 
dates in the respective years. The challans used to be 
received in the Commissioner's Office and then sent to the 
Salaries Circle for posting in the relevant registers. In 
the years 1972 the salary section was in 3 Government 
Place West. In 1973 it was shifted to Poddar Court. In 
1.974 it  was shifted to Bamboo Villa. In the course of 
these shiftings the challans have been misplaced." 

46. Asked that if the challans had been misplaced, on what basis 
was the Department able to reconcile the discrepancies in 118 cases 
and how, if at all, the fact ,c~f payment of tax in each case was 
verified, the Department have intimated: 

"After receipt of the audit objection, the companies were ad- 
dressed individually. In the case of some companies the 
Inspector was sent personally." 

47. As regards similar discrepancies between amounts given in 
the returns and the amounts shown by the monthly/annual returns 
in 11 cases in Andhra Pradesh Vide paragraph 10(b), the Depart- 
ment have stated that "the main reason for the discrepancy was the 
non-availability of challan or arthmetical/typographical error.'' I t  
has been stated that in these cases "there is no shor4 payment by 
the employer." 

48. Referring to the case of 8 Employers in Karnataka where total 
tax deduction as per the annual returns was Rs. 1,98,423 but the 
amounts credited as per the challans totalled only Rs. 1,55, 937, the 
Department of Revenue have intimated: 



"In the alphabetical register, all payments made by Companies 
during the financial year were entered. In some cases, 
employers credited the tax deducted at source for the 
month of March during April. This April payment was 
wrongly entered in the register of the subsequent finan- 
cial year." 

49. The Department of Revenue have opined that for reconcilia- 
"tion of tax deducted at source (in such cases) "It is necessary that 
the payments made during April of the financial year has to be 
added". 

50. According to the reconciliation done by the Department "on 
this basis", there is, it has been reported, "no short remittance of 
tax deducted a t  source" in these 8 cases. 

Commenting on the case in  Poona [International Computers 
(India) Ltd.] where, according to the audit, annual return showed 
a total tax deduction of Rs. 1.86 lakhs while the corresponding mon- 
thly returns and the challans totalled only Rs. 1.48 lakhs, the De- 
partment of Revenue have, on verification, found that "there is no 
difference in the figures of tax deducted at source as per annuay 
monthly return and challans". 

51. In para 1.105 of their 150th Report (Lok Sabha), the Com- 
mittee had stressed the need for a satisfactory system of reconcilia- 
tion between the amount of tax deducted at source and the amount 
credited to Government Account in the Income-tax Department as 
is in vogue in the United Kingdom. 

52. Asked what final action had been t,aken by the Department 
in this regard, the Committee have been informed that: 

"The suggestion for introducing a Central Control/Account 
system as prevalent in the United Kingdom, appears to 
have 'been considered by the Committee appointed by 
the Board on accounting and collection procedures. I t  
would appear that they have not considered the suggestion 
as suitable of introducing in this country, though they 
have not specifically dealt with this in their report. 

I t  is, however, thought that the objects of this system will be 
achieved when the computerisation of tax deductions work 
is introduced all over the country. Under this system, 
each employer will have a separate file. Through the com- 
puter we will be watching the receipt of annual return 



from each employer and will also verify whether the tax 
paid as shown in the Return have actually been paid. If 
this is done in respect of all the employers, the objects of 
the control system will be achieved." 

53. Conceding that these cases of non-entry of challan in the 
Register, lack of watch on receipt of Returns etc. were due to "cleri- 
cal and supervisory inefficiency", the witness said in evidence: 

"But I am not condoning the defects or underestimating the 
importance of these things. . . . . .It is a human failure." 

54. The Committee enquired whether apart from discrepancies 
which had occurred due to challans having misplaced, the system of 
posting of challans was otherwise working satisfactorily. In reply, 
the representative said in evidence: 

"Previously, we used to pass on the challans to the Income- 
tax Officers for doing necessary postings. But we did not 
have control to ensure that the particular challans were 
posted in the daily collection register. There was no feed 
back previously. We have now introduced a system by 
which there is feed back by which we will be able to 
find out whether all the challans which have been received 
in the Income-tax Office have been duly posted in the 
daily collection register. We have streamlined our account- 
ing procedure after we have taken over the receipt 
accounting. Now, under the new accounting procedures 
that we have adapted, we are able to trace the challans 
right upto the last register that is the daily collection 
register that is to be maintained." 

55. The new accounting procedure had been introduced w.e.f. 
1 April, 1977. ' . I  

56. The Committee pointed out that i t  was not enough to intro- 
,duce a new system unless i t  was supervised well. In reply, the 
witness assured the Commitbee: 

'We have been sending out our inspection teams to various 
centres to check up whether this particular procedure is 
being strictly followed. In the initial stages, because of 
certain teething troubles, there were certain problems. 
But now, by and large, these problems have been sorted 
out and we feel that it is running smoothly.. . . . . .The 



rytem is such that automatic checking is there. But tot 
see if automatic checking is properly done, we send out. 
our inspection teams. We have also got the Controller of 
Accounts. They do the supervision." 

57. The witness replied in the alllrmative to the question whe- 
ther under the new system, it would be passible for the Department 
to verify deductions of tax in a particular case from their own records 
instead of looking up to the assessees for reconciliation of discre- 
pancies. 

D. Deduction of tax 

Pencrl Provisions 

58. Section 201 provides for the penal consequences of failure to 
deduct tax at source or for the non-payment or late payment thereof. 
This reads as under: 

"201: (1) If any such person and in the cases referred to in 
section 194, the principal officer and the company of which 
he is the principal officer does not deduct or after deduct- 
ing fails to pay the tax as required by or under this Act, 
he or it shall, without prejudice to any other con- 
sequences which he or it may incur, be deemed to be an 
assessee in default in respect of the tax: 

Provided that no penalty shall be charged under section 221 
from such person, principal officer or company unless the 
Income-tax Officer is 'satisfied that such person or princi- 
pal officer or company, as the case may be, has (without 
good and sufficient reasons) failed to deduct and pay the 
tax. 

(1A) Without prejudice to the provisions of sub-section (1) 
of any such person, principal officer or company as is re- 
ferred to in that sub-section does not deduct ar after 
deducting fails to pay the tax as required by or under 
this Act, he or it shall be liable to pay simple interest at 
twelve per cent per annum on the amount of such tax 
from the date on which such tax was deductible to the 
date on which such tax is actually paid 
Where the tax has not been paid as aforesaid after it L 
deducted the amount of the tax together with the amount 
of simple interest thereon referred to in sub-sedion (1A). 
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shall be a charge upon all the assets of the person, or the 
company, as the case may be, referred to in sub-section 
(1) ." 

59. Section 221 under which penalty is leviable reads as under: 

"221: (1) When an assessee is in dtefault or is deemed to be 
in default in making a payment of tax, he shall, in addition 
to the amount of the arrears and the amount of interest 
payable under sub-section (2) of section 220 be liable, by 
way of penalty, to pay such amount as the Income-tax 
Officer may direct and in the case of a continuing default 
such further amount or amounts as the Income-tax 
Ofiicer may, from time to time, direct, so, however, that 
the total amount of penalty does not exceed the amount of 
tax in arrears: 

Provided they before levying any such penalty, the asses- 
see shall be given a reasonable opportunity of being 
heard: 

Provided furt'ler that where the Income-tax Officer is satis- 
fied that the default was for good and sufficient reasons, 
no penalty s!lall be levied under this section. 

(Explan3tion:-For the removal of d ~ b t ,  it is hereby de- 
clared that an assessee shall not cease to be Liable to  

any penalty under this sub-section merely by reason 
of the fact that before the l e y  of such penalty he has 
paid the tas)  

(2) Where as a result of any final crder the amount of tax, 
with respect to the default in the payment of which the 
penalty was devied, has been wholly reduced, the penalty 
levied shal! bc cancelled and the amount of penalty paid 
shall be refunded." 

60. The failure to deduct tax at smrce or for non-payment there- 
of lends to the prosecution of the persons responsible for paying the 
salary income under section 176B. The prosecution in such cases 
is launched at the instance of the Commissioner. Section 276B reads 
as under: 

"276B: If a person, without reasonable cause or excuse, fails 
to deduct or after deducting fails to pay the tax as re- 
quired by or under the provisions of sub-section (9) of 
seetlon 8OE or  Chapter XXII-B, he shall be punishable- 



(a) in a case where the amount of tax which he has faileb' 
to deduct or pay exceeds one hundred thousand rupees, 
with rigorous imprisonment for a term which shall not 
be less than six months but which may extend to seven 
years and with fine; 

(b) in any other case, with rigorous imprisonment for a 
term which shall not be less than three months but 
which may extend to three years and with fine." 

61. hother shortcoming noticed by Audit in the Working of 
Salary Circles during the course of test check was that either the 
tax was not deducted at source or if deducted was not credited to 
the credit of Government account in time. As stated in  the Audit 
Paragraph: 

(i) There were 4 cases in Tamil Nadu and 2 cases in Calcutta 
where tax deductible at  source had not been deducted! 
deposited. 

(ii) In 59 cases, in Calcutta, Haryana, hladhya Pradesh, Tamil 
Nadu and U.P., there had been short deductions of tax 
at  source to the extent of Rs. 1.11 lakh. X o  penal action 
was taken in these cases; 

(iii) In 85 cases, in Bombay, Calcutta. Kerala, Tamil Nadu and 
U.P. the payments of tax deducted at source were made 
to the credit of Government account after delays 
of 14 days to 3 years. The interest leviable in these cases 
under the law, amounting $0 Rs. 5.02 lakhs was not 
levied. 

(iv) In Bcmbay, permission to deposif tax on quarterly basis 
instead of monthly given already in 17 cases where aver- 
age monthly deduction was of the order of Rs. 14.22 lakhs 
was not withdrawn despite Board's executive instructions 
of November, 1975 to confine the relaxation "only to small 
business houses". Interest foregone in these cdses works 
out to Rs. 1.71 lakhs. 

62. From the details of the aforesaid cases furnished to the Com- 
mittee by the Department of Revenue, it emerges that: 

"(i) Out of 4 cases in Tamil Nadu, one case (Mls. Sowedombike- 
F'inance (P) Ltd.) has since been dropped by Audit in 



July, 1977. The position of remaining 3 cases of Tamil 
Nadu is: 

(1) In the case of Mls. Anamalai Agencies the amount of 
taxable income worked out in the 206 return is not cor- 
rect as deduction uls 16 was not deducted. The actual 
amount of short deduction in this case works out to 
Rs. 552. A sum of Rs. 511 has already been collected 
and the balance of Rs. 411- will be collected. Since the 
amount involved is very small action ujs 276B is not 
considered necessary. 

(2) In the case of A .  B .T.  Parcel Service the actual amount 
of tax that should have been deducted has been worked 
out after hearing the assessee. It is seen that figures 
of taxable inccine si1ovb.n in the return under Section 
206 are not correct as deduction under Section 16 has 
not been taken into account. Hence, the amount of 
Rs. 7891- shown in the audit para as non-deduction in 
the case of scme em~loyees  is not correct as tasable in- 
come in all these cases comes to Xil. 

Similarly, the amount of short deduction of Rs. 4.466 is also 
not correct for the same rensnn. The actual amount of 
s h m  deduction comes to Rs. 2010'-. This has been col- 
lected and interest of Rs.  265'-  under Section 201(1A) 
has been charged. 

(3) In the case of Ccimbatose Distt. Cextra! Cc-operative 
Supply 8: Marketing Society L!d. the Appellate hsssis- 
tant commissioner, Coimbatore Range, Coimbatore vide 
his order dated 27-11-76 has cancelled the levy of in- 
terest uls 201 (1A) ." 

63. While in one case of Calcutta (Jute Technological Research 
Laboratories) interest of Rs. 143 has been charged, in t!le other case 
(of Calcutta Clinical Research Association Ltd.) IAC has issued a 
show cause notice to consider the matter in detail. This Association 
registered under Small Scale Industries of Government of West 
Bengal, has intimated that it is facing "precarious financial diffi- 
culties" and that as the salaries were paid to employees "in instal- 
ments ranging from Rs. SO/- to Rs. 2001- it was not possible to deduct 
tax a t  source in time but as soon as the salaries were cleared, the 
employees taxes in respect of that were paid.'' 

64, Department of Revenue have intimated that of the @ cases of 
short deduction of tax a t  source, 39 were in Calcutta, 20 in Haryana, 



.I in Madhya Pradesh, 5 in Tamil Nadu, 24 in UP. The position of 
..these cases in as under: 

" (a) The 39 cases of Calcutta consist of two groups, 12 em- 
ployees (15 entries) of Incheck Tyres and 10 employees 
(24 entries) of National Rubber Mfg. Co. The fleasons for 
shortfall in both groups were "Mistakes in calculation of 
perquisites and/or wrong al1,owance of relief in excess". 
The later company had declared a lock out which was still 
continuing. The company has already been taken over 
by State Government. Commissioner has been advised 
to consider the question of prosecution of its principal 
officer. 

(b) In 20 cases of Haryana, the total short deduction reported 
by Audit is Rs. 945/-. On actual checking of the returns 
under section 206 and verification of tax calculations it 
has been found that the actual short deduction amounts to 
only Rs. MI-. The Commissioner has reported that Re- 
venue Audit in number of cases did not exclude HRA 
exempted under section lO(13A) which !ed to calculation 
of tax payable on the salary at a highcr figure. Certain 
allowances were included twice over in determining the 
taxable salary. In some cases amounts deductible from 
gross salary receipts by way of L.I.P. and cumulative 
Time Deposits were not shown in the appropriate columns 
in the returns under sectian 206 by the employer though 
in arriving a t  taxable salary, the amount appears to have 
been taken into consideration in certain cases. The 
amount of Rs. 9041- lout of Rs. 995/-) has been collected 
in respect of 17 ccses. In the remaining 3 cases the 
amounts involved are Rs. 461-, 411- and 41-. These 
amounts being n~minal ,  no remedial action is considered 
necessary. 

(c) One case of M.P. is assessed in Gwalior and pertains 
to the case of Shri V. L, Joshi. He was paid a salary 
of Rs. 39905.04 for the period from April, 73 to Oct.!Nov., 
73 on which tax aggregating to Rs. 5590:- was deducted 
at source by Mls Central India Machinerv Mfg. Co. Ltd., 
(Employer). After deducting professional tax of Rs. 151- 
and items under section 80C. the Revenue Audit has cal- 
culated the  net salary at Rs. 34,2841- (Excluding the net 
adjusted gratuity actually paid next year) on which tax 
payable worked out Rs. 9263'-. As against this the em- 
ployer had deducted Rs. 51001-. Thus, there was a short 
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deduction of( Rs. 4263 in the financial year 73-74 as has 
been pointed out by C&AG and employer Company could 
be treated to be as assetssee in default to that extent only 
within the meaning of Section 201 of Income-tax Act. No 
penal action has been taken by the IT0 for the default. 
However, the annual return under section 206 for the 
financial year 73-74 was due in April, 74 and entire 
balance tax of Rs. 13284 including the earlier short deduc- 
tion of Rs. 4263 and tax payable on the gratuity amount 
actually paid next year was deducted on 3-5-74 and paid 
on 11-5-1974. . . . . . interest of Rs. 2521- has since been 
charged under section 201 (1A) on Rs. 42631-. 

(d) The position in respect of 5 cases of Tamil Nadu has been 
verified and the Audit Objection has not been found ac- 
ceptable. 

(e) So far as 24 cases of U.P. are concerned, one pertains to 
Kanpur and the remaining 23 to Meerut Charge. In the 
case of Kanpur charge interest of Rs. 583 under section 
201 (IA) of the I.T. Act has been charged and penalty of 
Rs. 2501- under section 221 has been imposed. In 23 cases 
of Meerut charge regular asessment have since been 
completed and extra tax wherever necessary has been 
charged. I.T.O. has been directed to levy interest with 
regard to short deduction of tax in appropriate cases. In 
certain cases action uls 276(B) is also being considered." 

65. As regards 85 cases ot delays in crediting of tax deducted at  
source to Government Account, Department of Revenue have inti- 
mated that 3 cases were in Poona, 22 in Calcutta, 8 in Karnataka, 3 
in Tamil Nadu and 22 in UP. The position of these cases is stated 
-to be as follows: 

"Poonu: Of the three cases of Poona, in one case the factory 
was under lock out for 75 days and as no salarylwages 
were paid to the employees, no tax was deductible by 
the company and the question of charging interest did not 
arise. In one case the interest has been charged and col- 
lected. In the remaining case, the I.T.O. considering the 
explanation that only in one month the payment was 
delayed was satided and waived the interest However, 
since no discretion has been given in the matter of. charg- 
ing the interest, the I.T.O. has been directed to levy 
itnerest and collect the same. 
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Calcutta: 22 cases of Calcutta in whicki there was delay in 
crediting the tax deducted at source to Government ac- 
count. 

* * * * 
(b) Precise reasons for the delay as reported by Commissioner 

of Income-tax generally are:- 
(i) The employees included a large number of field staff 

who are paid advances. Later on the salaries were 
actually calculated and the deductions were made and 
credited to the Government. The month of payment 
refers only to the ad hoc paymfents. 

(ii) In some cases the employees included staff and flying 
staff whose salary deduction would depend upon the 
number of days worked. In some of these cases the em- 
ployees had to work outside India for short periods. 
They were paid advances which had to be regularised 
later. On actual calculations the month of payment 
given in the audit report related to these ad hoe pay- 
ments and later on when the actual salary was calcu- 
lated the amount of tax was deducted and paid to the 
Government. 

(iii) In some cases the emp!oycm are scattered throughout 
India and pay roll shects did not arrive in the Head 
Office in  time. Meanwhile the employees were made 
advance payments of salaries. When the regular sala- 
ries w e e  calculated tax was deducted a t  source and 
paid to the Government. 

(iv) In some cases the company was facing trouble like 
strike or amalgamation etc. The accounts could not be 
regularised ana settled then and there. Some payments 
were made as advances to be regularised later. The 
month of payment in the audit report relates to these 
advances and not to the regular salaries which were 
calculated later on and tax deducted and paid to the 
Government account. As can be seen from the list* 
enclosed in some cases interest has been levied and col- 
lected. I n  some cases interest has been levied and 
demand notices issued. In some other cases, show-cause 
notices have been issued and companies have taken 
adjournments. In some cases the month of payment is 
disputed. In some cases like the Capparation 05 Cal- 
cutta, there is no compliance with the show-cause -- - - 

*Not printed. 



notices. In some of the cases the companies had pro- 
tested against the charge of tax and these are under 
scruitiny. In a few other cases interest which was 
cliarged had been deleted in appeal. Show cause 
notices for launching prosecutions have been issued in  
several cases. 

Kerala: In  the 8 Kerala cases the interest under section 
201 (1A) has been charged. The interest charged in these 
cases amounting to Rs. 12751- has been cancelled by the 
AAC. In the remaining 5 cases interest has been char- 
ged Rs. 31491-. 

Tamil Nadu: Out of three cases of Tamil Nadu (which now 
pwtain to Coimbatore Charge) interest under section 
201 (1A) has bleen charged in respect of two cases. In 
the third case delay in paying of tax deducted at source 
has been due to delay in clearance of the cheque and 
hence interest under section 201 (1A) has not been charged. 

Lrttar Pradesh: Out of 49 cases, 15 cases pertain to Kanpur 
charge. 27 cases to Meerut and 7 to  Lucknow. The posi- 
tion is as under:- 

"15 cases:-No interest has been charged in 5 cases as the 
delay in payment of TDS was for less than a month 
or the amount of interest leviable was small. The 
remaining 10 cases pertain to 3 employees and interest 
has been charged. 

27 cases:-Show cause Notices have been issued in all the 
27 cases but default in only 14 cases has been noticed. 
Interest under section 201 (1A) amounting to Rs. 
2,2251- has been levied in these 14 cases. 

7 cases:-Interest in all these cases has since been char- 
ged." 

66. The Committee wanted to know why prosecution was not 
launched in cases where tax was deducted but not credited to 
Government Account. The representative of the Department said 
in evidence: - 

"We have no information about prosecution, obviously. the 
prosecution has not been launched." 

67. Referring to  17 cases in Bombay of non-withdrawal of per- 
mission to deposit tax realised from salaried employees on quar- 
terly basis, the Department of Revenue have stated: 



"It has once again been verilled from Commissioner of In- 
come Tax at  Bombay and he has confirmed that con- 
cessions granted in 17 cases stand withdrawn." 

68. The Committee enquired whether the Central Board of 
Direct Taxes was aware of the practice being followed by certain 
employers in the public sector and even the Railways of not depo- 
sitinglcrediting part of the taxes deducted from salaries till the 
end 05 the year and themselves allowing refunds to the employees 
before depositingjcrediting the balance. In reply, the Department 
of Revenue have intimated: 

"The position has been checked up from the Commissioners 
of Income-tax. Reports so far rece;ved from #em show 
that there is no such practice being followed. The re- 
ports from 10 charges are awaited. Final position will 
be intimated in due course." 

69. The Committee wanted to know whether prosecutions were 
being launched in cases of failure to deduct the tax or for Its non- 
payments to Government. In reply the representative of the 
Department said in evidence that the actual number of prosecu- 
tions launched during the last 3 years (given below) showed an 
upward trend: 

Year No, of Prosecutiom 
launched 

E. Valuation and Assembly of Perquisites 

(i) Rent-free Accommodation 

70. Many cases of incorrect computation/assessment of the perqui- 
site value of rent-free accomrnodatio,n provided by the employers 
have been noticed by Audit in the test check. Audit paragraph 
gives some instances. 

71. Of the 53 cases pertaining to different assessment years bet- 
ween 19643-70 and 1974-75, it was noticed in the Commissioners' 
Charges in Assam (5), Calcutta (42) and Uttar Pradesh (6) that 
mistakes in valuing the perquisites involved in "rent-free accommo- 



dation" had resulted in a total short levy of tax of Rs. 70,752. btl- 
mating the action taken on these cases, Department of Rwenue have, 
in a note, stated that: 

"Out of the 6 cases of Uttar Pradesh, in 4 cases the assessment 
has been revised by including the value of perquisite in 
the total income. In the remaining two cases no revision 
has been found necessary and the audit objection has not 
been found acceptable. As regards (4 cases of) Calcutta, 
considering the nature of mistakes, instructions are being 
issued by the Board." 

72. In Tamil Nadu in the case of 3 foreign employees of a Com- 
pany, deriving salary income of Rs. 1,10,000 to Rs. 1,80,000 per 
annum, the value of rent-free accommodation was calculated for 
the assessment year 1971-72 based on the municipal valuation of fair 
rental value adopted in the assessment years 1966-67 and L967-68. The 
value so computed worked out to 2 to 5 per cent of salary income. If 
12.5 per cent of salary income were taken as the value of the perqui- 
site, there would be a further charge of tax of Rs 90,480 in these 
cases. In a note furnished to the Committee, Department of Revenue 
have contended: 

"In the three cases of Tamil Nadu, the observation of the Audit 
is that considering the status and salaries drawn by the 
officers and the increase in the value of urban properties 
year by year there is a case for revision of the vaIue of 
perquisites. Under proviso to rule 3(a) (iii) (A) of the 
I.T. Rules, 1962 where the IT0 is satisfied that the sum 
arrived at on the basis provided in the Rules exceeds the 
fair rental value of the accommodation the value of per- 
quisite to the assessee shall be limited to such fair rental 
value. In all the three cases the IT0 did consider the ques- 
tion of fair rental value and arrived at the figure after 
taking into consideration the relevant factors to arrive at 
the value he has taken. Therefore, there is no loss of re- 
venue and consequently no remedial measures are 
necessary." 

73. Similarly, Audit have pointed out that in one case in Kerde. 
the perquisite value of rent free accommodation fixed by the Tribu 
nal sometime in 1954 was still being accepted for assessment without 
any regard to the general rise in the fair rental values during this 
period. Explaining the position about this case, the Department of 
Revenue have, in a note, stated: 

U ~ s  the one case of Kerala it is seen that the decision 
of the Tribunal was in respect of asses~ment Years 1959- 



60 and 1960-61. The matter of the valuation of rent free 
accommodation pertains to the accommodation of Mana- 
gers and Assistant Managers of various Tea Estates 
and had come up for consideration before the In- 
come-tax Appellate , Tribunal. Taking into consi- 
deration all the particulars relating to rent-free 
quarters, the Tribunal fixed the value of the quarters a t  
Rs. 1,960 in the case of Managers and Rs. 1,092 in the case 
of Assistant Managers. When attempts were made by the 
Department for revising the value for subsequent years, 
the matter again came up before the Tribunal and the 
Tribunal in their order dated 9.12-65 had, inter-alia, stated 
"although the rent of buildings have been generally on 
the increase. still, this general increase does not affect 
the quarters which are provided f x  the employees of the 
company". The value of these bungalows were fixed by 
the Panchayats and continued to be the same as that a t  
the time of fixing the value by the Tribunal. In  these 
circumstances the assessment of these employees upto 
1973-74 have been completed on the above basis. I t  is 
reported by the Commissioner that the replies given to 
the Accountant General had satisfied the AG and in his 
letter RA(HQ) ITiG-921'75-76 dated 22-11-76 he had stated 
that the objection in this   articular case was not being 
pursued." 

(ii) Super-annuation Fund 

74. Audit paragraph has reported a case where a Director of a 
Company in Andhra Pradesh was admitted to a superannuation fund 
though he was not a whole time born fi.de employees of the com- 
pany. This in short demand of tax of Rs. 28,152 in the assess- 
ment years 1972-73 and 1973-74. The assessee was also a Joint 
Managing Director of another company and deceived remuneration 
of Rs. 36,000 per year during the previous years relevant to the 
assessment years 1972-73 and 1973-74. The Committee have been 
informed, in a note, that in this case: 

"remedial action under Section 147(b) of the I.T. Act, 1961 has 
been taken. The re-assessments have also been completed. 
Recovery action is being pursued." 



!(iii) Expenditure on Decoration and Flower Arrangements. 

75. According to Audit Paragraph, in Calcutta, it was noticed 
from the statements furnished by a company for the assessment year 
1973-74 that the company had spent a sum of Rs. 86,411 on account 
of decoration and Flower arrangements in  the gardens of the 
directors and high executives as well as for supply of other articles 
such as mattresses but the annual returns furnished by thle company 
did not include any of this amount. The test check of the individual 
assessments of the employees indicated that the amounts were not 
added as perquisites. 

76. Answering the objection on this case, the Department of Re- 
venue have stated: 

"The perquisite value of rent free accommodation assessable 
in the hands of. the company has to be determined under 
Rule 3A of the Income-tax Rules. Expenses incurred by 
the employer company on repairs and maintenance, pro- 
viding furniture and mattresses, interior panelling (deco- 
ration) of room etc. which are to  be taken into considera- 
tion for arriving at the amount disallowable under second 
part of Section 40A(5) (a) (ii) cannot be taken as per- 
quisites in the assessments of the employees." 

77. Asked if it was a fact that the company itself had mentioned 
this amount of. Rs. 86,411 as expenditure on decoration and flower 
arrangement and if so how it could be treated as expenditure on 
repair and maintenance, the Department of Revenue have stated: 

"In the statements filed by the GEC for the assessment year 
1973-74, the company has included this item of Rs. 86,411 
in the repairs and maintenance expenses in a total of 
Rs. 1,02,001." 

78. In reply to a question as to how the IT0 assessing the com- 
pany had viewed this item of espenditure, the Department of Re- 
venue have intimated: 

"The IT0 assessing the company had proposed the disallow- 
ance of this amount under section 40A (5). I t  was in the 
draft order dated the 19th March, 1976 that the Income- 
tax Officer had mentioned that the balance of Rs. 86,411 
represents expenses on quarters of the Directors and High 
Executives in the form of decoration and flowering and 
supplying curtains and mattresses etc. and that these were 



clearly perquisites given to the Directors and High Exe- 
cutives and as such should have been included in the 
40A (5) statements." 

79. The Assistant Commissioner while dealing with the draft 
order under Section 144B directed the IT0  to verify such expenditure 
and make proper dis-allowance. The IT0 in the final assessment 
order has given the following findings: 

"These flats were kept by the company only for providing rent 
free residential accommodation to its employees. These 
flats were also maintained in proper and good condition 
for providing amenity to the employees who may be occu- 
pying them. Hence the expenditure incurred by the 
company as maintenance of the flats and other assets used 
by the employees will also be within the purview of the 
limit over the deductible amount of expenditure in pro- 
viding perquisite benefits of amenities to the employees. 
The expenditure for repairs, maintenance of the flats and 
also replacement of furniture and fittings etc. will, there- 
fore, be included in the computation of perquisites for 
the purpose of section 40A (5). Keeping these guidelines 
in view I find that out of Rs. 1,02,001 spent on account of 
repairs and maintenance to employees' quarters only 
Rs. 1700 relating to darwan's quarters is to be excluded 
and the balance is included in the 40A(5) statement. The 
assessee had submitted that a sum of Rs. 39,761 out of 
the above is already included in the 40A (5) statement 
filed by it. I have verified the details filed in this respect 
and I am satisfied that this sum has been included in 
column 5 of the 40A(5) statement. Therefore, addition 
of this amount is restricted to Rs. 60,540 in place of the 
proposed addition of Rs. 86,411." 

80. The Department of Revenue have intimated that main objec- 
tion of the assessee was that "there is a personal benefit to him 
but it is something which the company provides in order to keep up 
the maintenance and good appearance and prestige of the company." 

81. The Commissioner of Income-tax feels that on facts it was 
not possible to treat these benefits as penonal perquisites of the 
employees. I t  has k e n  further stated by him that the employees 
are eligible for transfer and the benefits, if at all, are enjoyed by 
them only Tor a short duraYon and that was why they could not be 
taken as a perquisite. 

(iv) Standard Deduc6ion fot conveyme 
82, The Department of Revenue have informed the Committee 

that as far as the Andhra Pradesh case relating to the allowance 



of standard deduction on account of conveyance was concerned, t h e  
Audit have in their communication dated 5 May, 1977 had agreed 
with Department's view and had decided not to pursue their ob- 
jection. In view of this, no remedial action is called for. 

(v) Sale of JeeplCars 

83. In Andhra Pradesh, a company (Vizir Sultan Tobbacco Co.) 
sold 11 Jeeps, Vans and cars of the total book value of Rs. 2,36,260 
to certain employees for a total sum of Rs. 93,558 during the assess- 
ment years 1973-74 and 1974-75. According to Audit, in the hands of 
the employees the perquisite representing the difference between 
market price and sale price was not taxed. Particulars of these 
cases, as furnished by the Department of Revenue, are: 

In  whom sold S1. Description Date of Original Book I.T. Value Date of 
No Acqui- value W. D. W.D. r ea l id  sale 

sition value ~ a l u e  

Mrs. Shameem Afsar I .  willys Feb 67 20,212 lor I ,6,623 8,550 July  72 
(Hyderabad) JET 

(AI'U 944 1 ) 

Mr. R. Anwar 2. Willys Jeep Oct. 64 17,456 973 3,662 5,500 Aug. 72 
(Secunderabad) (XPU-3 122)  

Mr. Khushroo Hasan 3. Standard Nov. 68 30,751 11,532 7,865 6, j99 Sept. 72 
(Hydcrabad) (fix-2435) 

Mr. K. Bahl 4. Standard Sept. G7 19,814 991 6,493 6,500 Oct. 71 
(Hyderabad) Hmald Car 

(ADX-3325) 

Mr. J. N. Ratra 5. Ambassador Feb. 69 20,034 7,513 10.257 I I!CCO May . 3 
(Bangalore) (ADY-242) 

Mr. P. Shankar Rao 6. Standard May 68 28,294 1,415 4,756 8,026 Oct.72 
Van 
(M4---2436) 

Mr. Lakshminasaikh 7. Willys Jeep March 18,792 940 31943 9,100 Jk. 72 
(Hydwabad) (ADY-qrm) 66 

u 
Mr. A. R. Prasad R. Ambmador Feb. 67 20,256 1,013 531  I 13.151 Jan. 73 
(Hyderabad) (ADX-5109) 

Mr. Ahrnad Bin la. Willys Jup  May 67 2o,21 2 1 0 1  1 5 , 3 ~  8,8m July 7s 
AMullah (APU.9774) 
Hyderabad) 

Mr. A. K. Mukerji . I I .  Ambarrador Jan. 68 20.1 ng I ,006 6.596 ' 6.Coo April7~ 
(Decesrhl) (ADX-4764) 



84. Out of the 11 vehicles only one is reported to have been sold 
t o  an employee (Mr. M. Bahl). In the remaining cases, the persons 
concerned were outsiders. Their Personal Account Numbers, it 
has been stated, are not known. 

85. The perquisite in the case of Mr. K. Bahl was not assessed 
to tax in the assessment year 1972-73 by the I.T.O. Pointing out that 
what constitutes a perquisite is the difference between market value 
and sale price, the Department of Revenue have informed the Com- 
mittee that in this case "sanction for re-opening the assessment has 
since been granted." 

86. Durig evidence, the Committee were informed by audit that 
the Commissioner of- Income-tax had addressed a letter to the Board 
for re-opening these cases and that he had seen a copy of that letter 
in  the Commissioner's office. The Committee wanted to know if 
it was a fact that the then Member in the Central Board of Direct 
Taxes had agreed with the Commissioner that income tax' ;n these 
cases was leviable, but the then Chairman of the Board had dlrectcd 
that no action be taken. The Committee desircd that t he  correct 
position be ascertained from all the possible soumcs and  records. 
In reply, the Depar:ment of Re~,cr,ue have intimated, in a note dated 
18 March, 1978, that: 

"As far as sale of. the 11 Jeeps in Andhra Pradcsh Charge is 
concerned, we have not been able to locate a n y  correspon- 
dence notings of orders in this rcgard..  . The issue had 
been examined and w e  have not been able to locate any 
letter addressed by the Commlssioncr to the Board about 
the sale of the 11 Jeeps, nor 1s :here a n y  file available in 
the Board's office in which the then Chairman of the 
Board had directed that no action need he taken on this 
case relating to the sale of 11 Jecps. In  v>cw of the above, 
it has not been found possjble to furnish a note and 3 

copy of the Commis~ioner's letter which was claimed to 
have been seen by a rcpresentativc of the Audit in the 
Commissioner's Office." 

87. As regards incidence of such transactions in other charges, 
Department of Revenue have intimated: 

"Reports were called for from all the Commissioners to And 
out the incidence of such transaction and the Commis- 
sioners have reported that only very few cases of this 
type have come to their notice. I t  was thought that i t  is 
not necessary to issue any general instructions but consi- 
dering the fact that the Ca. T.T. might not have come 



across more such cases, because the ITOs have not been 
looking out for them, we have issued general instructions 
to the effect that the ITOs assessing employers should 
specifically enquire at  the time of their assessment, 
whether any assets have been sold to their directors or 
employees. If so, to examine whether the sale was effec- 
ted at  less than the market price and if so, to tax the 
difference as a perquisite." 

(vi) Mali Allowance 

88. Audit paragraph s t a t e  that in Assam in 5 cases, mali allow- 
ance was assessed at a uniform rate of Rs. 720 per annum though 
the allowance actually rece.ved by the employees varied from 
Rs. 720 to Rs. 4,560. This resulted in a short levy of tax of Rs. 33,029 
in the assessment years 1969-70 to 1974-75. De?artment 05 Revenue 
have reported that in these cases "what was paid was not cash allow- 
ance to the employees". The employees had made payments to 
Malis and were in turn re-imbursed by the employer. The house 
belonged to the emp!oyer. According to the Department "Nothing 
was taxable as perquisite as per the Bonrd's Circular Xo. 122 dated 
19-10-73." 

(vii) Disallouwtce of palrn1erlt.s on account of salary and perquisites. 

89. Sect on 40A(5) of the Income Tas Act provides for the dis- 
allowance. in the nssessment of the employer of payments on account 
of salary and pwquisitrs in cscess of the limits laid down in the Act 
i.e, salary to an  emp!nyec in cscess of Rs. 5.000 a month and perquisi- 
tes to an employee in excess of 115th of salary of Rs. 1,000 p.m., 
whichever is less. 

90. Audit have reported that in the case of 36 cmpioyccs of four 
cornpanics ;n West Bengal, Salary and the value of perquisites ex- 
ceeded thc. prescribed limits by Rs. 1,71,507 but the escess was not 
disallowed in the assessments of the companies resulting in under- 
nssrssrncnt of tax of* Rs. 98.001. Similarly, in the case of two foreign 
technicians of a company in West Bengnl. the escess amounting to 
Rs. 1,09,570 of salary aver the ceiling limit prescribed was not dis- 
allowed in the ussessment year 1972-73. The Department of Revenue 
have intimated in a note that: 

"the issue whether these two technicians (of Indian Aluminium 
Co. Ltd) come under clause b(ii) of Section 40A(5) so 
that no disallownnce is called for, is under consideration." 



91. As regards 36 cases of employees of four companies the De- 
partment of. Revenue have, in a Note*, pointed out that:- 

"(i) In the case of the Calcutta Electric Suplly Corporation, 
the accounting year of the company is different from the 
accounting year of the employee. In the case of the com- 
pany it  is the calendar year whereas in the case of the 
employees it is the financial year. Whether this differ- 
ence has any impact from the revenue angle is being 
considered. 

(ii) In the case Mls Shaw Wallace also, the accounting periods 
05 the company and the employees differ. In the case of 
the employees the financial year is the accounting year 
whereas in the case of the company it is the calendar year. 
As in the case of the Calcutta Electric Supply Corpora- 
tion whether this will make any difference is under exa- 
mination. 

(iii) In the case of the Burmah Shell, it was pointed out by 
the Revenue Audit that there are certain discrepancies in 
the computation of disallowance under Section 40A (5), 
in the case of one Shri P. K. Bose relating to the assess- 
ment years 1972-73 and 1973-74, the dkcrepancies pointed 
out by Audit was Rs. 1230 and Rs. 7501-. The company 
was then asked to reconcile the figure given by the Audit 
and as per their record it was stated by the company that 
i t  maintained books of! account on calendar year basis and 
the return under section 206 was filed on financial year 
basis. The company has, however, asked for some time to 
furnish further details in the matter." 

F. Reliefs and deductions 

:(i) Conveyance Atlowance 
02. Section 16(1) provides for allowance or standard deduction 

on the following basis: 

(a) Whne ulvy dcrivrd h m  such ern- 20% of auch salary. 
ployment dom n ( ~ l  cnrcecd m. ro,mo 

- 
0% Note rccrivrd f r c n  &.e Department of Rtrrriw did rot irdirn~r tt r rif'cr 'n 

wf dthe founb Ccmpany a'+., M/I. India L r d ' J i b c c c  C'o. Ltd. 



93. Explaining the legal provisions in this regard, the Department 
.lof Revenue have, in a note, stated that before 1-4-1968, Section 16(1) 

(iv) enabled an assessee not in receipt of conveyance allowance and 
awning conveyance for his use fhr purposes of his employment to 
a deduction of such sum as the IT0 would estimate in respect of 
such use as representing the expenditure incurred by him in its 
maintenance and normal wear and tear. 

94. By the Finance Act, 1968, this clause was changed and an 
assessee not in receipt of a conveyance allowance was given a deduc- 
tion as per a system of gradation if he owned a vehicle or did not 
own a vehicle. With effect from 1-4-1970 the clause was further 
amended making a change in the amount of deduction available. 

95. By Finance Act, 1970 w.e.f. 1-4-1971 the clause was further 
amended and again an assessee who was in receipt of conveyance 
allowance for the purposes of travelling for his employment was 
given certain amounts as deductions. This clause was further amen- 
ded by fhe Finance Act, 1971 and again the change was only in res- 
pect of the quantum of deductions. Thus even before the introduc- 
tion of the standard deduction the deductions envisaged in Section 
16(1) (iv) as it then stood was in respect of. an assessee who was not 
in receipt of conveyance allowance. The present provision was 
substituted by the Finance Act, 1974. The main reason for the change 
was more of administrative convenience and instead of separate de- 
ductions in respect of expend:ture incurred for the purposes of em- 
ployment one deduction to take care of all expenses incidental to 
employment was provided 

96. In case of employees who are supplied with the conveyance 
by the employer or given a conveyance allowance, the standard de- 
duction is restricted to Rs. 1,000. 

97. In reply to a question the Department of Revenue have ex- 
pressed the view that pro\lsion of a conveyance by an employer 
wholly and exclusively in the performance of his duties will not dis- 
entitle an employee from higher deduction. 

98. The Committee have been informed that the Central Board of 
Direct Taxes is aware of the fact that some employers who were 
w3ying conveyance or car allowance to their employees adopted the 
prac t i~e  of calling conveyance allowance by various other names. 
Inquiries made by the Board show that in the case of Life Insurance 
Corporation of India, conveyance alIowance has been renamed. AS 
in the cases of many other public secto~ undertakings the payment 
is shown as re-imbursement of actual expknses. In  all these cases, 
the standard deduction had been restricted to Rs. 1,000/-. 



99. On the distinction between an  'allowance' and 're-imbursement" 
of actual expenses, the Department is of the view {that: 

"A distinction has to be made between an allowance and re- 
imbursement of actual expenses. An allowance is in the 
nature of a fixed amount paid a t  a periodical interval of say 
a month. Reimbursement on the other hand refers only 
to the actual expenses incurred by an employee in the 
perfomance of his duties. It may also be stated that 
journeys from the residence to the office are not considered 
as official journeys and instl"uctions to this effect have been 
issued every year after the pTesentation of the budget for 
facility of calculating the tax deducted at source." 

100. The Commitke pointed out th2t change of nomenclature of 
conveyance allowance amounted to an attempt to circumvent the 
provisions of the law to enable the employees ro claim the standard 
deduction upto the masimum amcunt of Rs. 3,500 without being 
limited to Rs. 1.000,'-. The Committee w.-nted to know whst steps 
had been taken by the Depnrt:nent to put En end to such a practice. 
In reply, the Dep'artrnent of Revenue have. in a note furnished aftef 
evidence. intimated: 

"Instru:tions have since bem issued on 27-1-78 wherein it has 
been clarified ;hat i f  the employee is in receipt of an allow- 
ance which partakes the character of a conveyance 
al!owance. Position about reimbursement of expenses has 
Rs. 1000/- whztcver be the nomenclature given to the 
allowance. Position about reimbursement of expenses has 
also been clarified in this circular." 

(ii) City Compensatory Allowance 

101. In the case of Shri D. R. Pathak (99 ITR 14) Bombay High 
Court held that the City Compensa:ory Allowance could not be 
considered as the additional salary or perquisite u/s 17 (1) or 17@) 
of the Income-tax Act. 1961. 

102. In  the case of Shri Bishamber Dayal the assessee had claimed 
exemption of tax on the amount received by him as city compensa- 
tuxy allowance u/s lO(14) of the Income-tax Act 1961 alternativelv as 
a deduction u/s 16(v) c8f the Act. The IT0 upholding the assessee's 
contention held that the compensatory allowance was nat liable to 
b included in the taxable income. However, the A. CIT on a perusal 
of the assessment records of the case, was of the view that the order 
passed by the IT0 accepting the return filed by the assessee, was 
erroneous in so far as it was prejudicial to the interests of the Reve- 
nue as, in his view the amount received by the assessee as campen- 



satory allowance was lirtble to tax. He held that the assessee was not  
entitled to the exemption of any part of the compensatory allowance 
received by him, while computing his total income. In the result he 
set aside the order of assessment passed by the IT0 and directed 
him to make a fresh assessment in accordance with law. On appeal, 
the Tribunal has dismissed the reference. On a reference u/s 256(1) 
at  the insltance of the assessee, the Appellate Tribunal referred three 
question for the opinion of the M.P. High Court out of which two 
were not answered and the remaining question answered by the High 
Court is as under: .... 

"Whether on the facts and in the circumstances of the case, 
the ITAT was right in holding that the compensatory 
allowance, received by the asscssee under the provisions of 
Ar't. 222(2) of the Constitution of India was liable to be 
included in his Ma1 i x o m e  under the head 'sslaries' for 
the purpose of Income-tas assessment.?'! 

103. Madhya Pradesh High Court (1C3 ITR 813) answered the 
above question in fawur  of the asscssee. 

104. Applicatinn of the Central Bonrd cf Direct Tases for leave 
to appeal to Supreme Court against the Judgement of Madhya Pra- 
desh High Court has been dismissed. The filing of SLP under Art. 
136 of the Constitution was  not considced necessary in view of the 
then learned ASG'Cs opinion. The ASG's opinion is reproduced 
below: 

"The main question whether a sum of Rs. 4.567/75 received as 
compensatory allnwance under a Presidential order under 
Article 222(2) of the C:nstitution, by a retired Chief 
Justice of the Macihya Prndesh High Court ought to have 
been included in his total income, has bee nanswered by 
the Madhya Pradesh High Court arfainst the Revenue. The 
High Court has also refused certificate of fitness for leave 
to appeal to the Supreme Court. Consequential questions 
depending on the answer to the main question aforesaid 
also therefore been had ~ q a i n s t  the Revenue. Though 
there is a question of law involved. I do not think it either 
substantial enaugh or of sufficient general importance to 
justify an application for smcial leave to the Supreme 
Court. Cases of payment of compensatory allowance to 
High Court Judqes on transfer arise only in vem few cases. 
Moreoer the revenue implicfttion is also The 
High Court has written a well reasoned order in coming 
to its conclusion. I do not advise an appeal." 



105. The Committee desired to know if it was a fact that in the 
,meanwhile exemptions were being allowed in respect of City Com- 
penseatory Allowance in some places either in initial assessments or 
a t  the appeal stage. In reply, the Department of Revenue have 

.stated: 

'The Board have come to know of the decision by the Appella* 
Tribunal at Bombay, Delhi and Hyderabad which allowed 
the assessee's claim under Section 16(v) or after placing 
reliance on the decision in Bishamber Dayal's case. In 
some cases where deduction was allowed under sec. 16(v) 
the orders of the ITAT have been accepted mainIy on the 
consideration of low revenue effect and higher cost of 

litigation." 

106. Asked whether in view of the uncertainty of the position due 
to which large groups of salaried employees in different areas conti- 
nued to get the tax concession on City Cornpenseatory Allowance, 
should not the law be sui'tably amended, the Depan'ment of Revenue 
have intimated: 

"The Board have issued instructions to the Commissioners 
to keep' the issue alive by filing reference where such 
deduction was allowed on the ground that CCA did not 
form par: of the sealary a t  all . .  . . Further, suitable 
amendment of law to get over the difficulty caused by the 
judgement of M.P. High Court is under consideration of the 
Board." 

107. The Committee enquired if the Board had examined the 
queittion of taxing the perquisite involved in loans given by em- 
ployers free of interest or on concessional rates of interest. In reply, 
;the Committee have been informed that: 

"The Board has considered the question of the perquisites in- 
volved in loans given by ernfloyers free of interest or on 
nominal r&%s of intereslt. The Board is of the opinion that 
interest element in such interest free loan or an nominal 
rates of interest is not a perquisite. No general instruction 
have been issued on this pofnt. However, on a reference 
from an individual employer we have intimated that the 
interest element is not a perquisite." . . 



108. The Committee have been informed by Audit that followin# 
.the Judgement of the Madras High Court (100 ITR 629) that when 
a company had given an inerestfree loan to a debtor who is also 
an employee such a benefit is to be included in the salary income the 
Department had, on the advice of the Ministry of Law, called for  
the views of the Commissioners of the question whether We'renQ1 
between standard interest and the interest leviable on loans g i v a  
should be treated as perquisite. 

109. The view of the Commissioners is stated to have been f!or- 
.warded to the Ministry of Law on 7 Mafch, 1978 for advice. 

G. Remedial Msolmrm 

'110. The representative of the Department of Revenue stated Ln 
evidence that the existing system of rnalntenance of Employers Re= 
gister, receipt and enhy of Annual and monthly ret- of tax d e  

<ducted a t  source was "out-dated" as it was entirely dependent m 
the manual checking. He disclosed that it had been decided to 
introduce computerisation in 8 Salary Circles (Calcutta, Bombay, 
Madras, Delhi, Ahmedabad, Hyderabad, Kanpur and Bangalore) w.e.f. 
1 April 1978. Giving justification for this decision, the witness said: 

"This existing system was introduced long back. When i t  was 
introduced it was quite alright. At that time the number 
of employers and employees was very few but with tbr 
expansion of our economy and the number of employera 
and the employees going up we And the system-while it 
was alright when it was introduced-is how outdated aa 
this system is entirely dependent on the manual checking. 
For instance, in Bombay alone we have got 10,000 a- 
ployers and probably 3,00,000 employees. As regards the 
three lakh employees every month we have to enter in the 
register the name of the employees. It is a very m o ? k  
task." 

111. Disclosing that while administratively the present system 
-sometimes laid stress on unimportant items, the witness said: 

"We found Ghe monthly *turns n r e  not so impwtant as th. 
annual redder  but the staff has been putting emphasis on 
monthly returns, that is. certain nonessential ikms d 
wolk are given imporhnet." 

760 M 



112. In a note fuxhkbed after evidence the Department of' I b v e  
nru have intimated that: . 

''The procedures regardfng the  grape^ deduction of tax at 
source and its timely payment to the Central Government 
account were examined by a Committee of Experts on 
Accounting & Collection Procedures in the Income-tax 
Department which was set up by the Board in Awl, 1973. 
Its report was received in May, 1975. It, inter-aZia, recom- 
mended the appointment of sey'arate ITOs to be known as 
ITOs (TDS) to look afl!er, ex-lusively the work relating 
to the deduction of tax at source from salaries and other 
types of income. 27' posts of ITOs with complementarg 
staff were allocated to various Commissioner's' charges in 
June, 1975. These officers were to be designated as ITOs, 
Salary Circle, and all matters I elating to tax deduction a t  
source from salaries were equ .ed to be handled by those 
ofRcers. I t  was also felt by the Board that the number of 
entries in the annual returns of salaries furnished by the 
employem under section 206 of the Incometax Act having 
gone up significantly, there was need to get these returns 
checked with the help of the computers on a systematic 
basis. On the basis of a study made by the DOMS, it was 
decided to cornputarise the verification of the annual re- 
buns prwribed under section 206 of the Income-tax Act 
and the payment of TDS from salaries at 8 metropolitan 
centres to begin with. A directoty of employers has been 
prepared and TDS Numbers allotted to them at each of the 
8 centres. The revised profonnae of the challan and the 
cash book have been devised and printed copies supplied to 
the Aeld oiRce?.s at  these centres. The writing of the prog- 
rammes, etc. by the computer consultants are being Analis- 
ed. The work of preparing the masterfile of employers 
and processing the TDS challans of salaries through the 
computer is being undertaken. 

Pending computerisation, instruction were issued to the 
Commisdoners of Income-tax in May, 1976 requiring them 
to e n s m  that the performance of the Department in this 
area of work improves further and that the enforcement 
work such as the charging of interest, levy of penalty for 
non-payment/short payment/delay in pay men t of tax de- 
ducted a t  source, launching of prosecutions should be 
attended to continuously pcWWwly a i t h  the appoint- 
ment of ITC3s (''IDS) exclusivdy for this wor t "  



113, Tbe Committee nre diskeased to flnd that despite variofu 
measures taken by Government from time to time the working at 
'Salary Circles', an important limb in the Income-tax administration, 
has not shown any perceptible improvement in the tax c d e c t b n  
over salary incomes. In fact, if the test check by Audit of the re- 
cords relating to assessment of persons other than companies is any 
indication, salary circles continue to be plagued by serious short- 
comings and unless Government undertakes a complete overhaul of 
the working of these circles, the situation may deteriorate still fur- 
ther. The existing network consists of as many as 20 salary circles 
looked after by 6 Inspecting Assistant Commissioners exclusively 
and by 84 Inspecting Assistant Commissioners along with other cir- 
cles. The main duties of a salary circle are to ensure that (i) tax 
is deducted at source by the employer; (ii) tax deducted is paid to 
the credit of the Central Government; (iii) proper assessment in- 
cluding valuntion of 'perquisites'; and (iv) taxes demanded are col- 
lected. The examination by the Committee of the working of salary 
circles has revealed that these circles have, by and large, been woe- 
fully remiss in the discharge of these duties. In this context it may 
be nofed that the number of assessments pending with the salary 
circles has gone up from 1.55 lakhs as on 31-3-1976 to over 4 lakhs in 
1977. 

114. It is no secret that private sector has larger number of em- 
ployees than employees under the Central Government. Not only 
that, it is common knowledge that the salaries and perquisites in 
the case of private sector are far higher than those under Central 
Government. According to a recent study made by the Reserve 
Bank of the distribution of highly paid company employees in the 
organised private sector, in some industries like non-ferrous metals 
(basis), tobacco, dyes and dye-s?uEs and aluminium the highest, 
annual remuneration per executive ranges well above Rs. 60,000 per 
annum. Agdn, according to this study the highest paid executives 
are in the tobacco industry getting over Rs. 60,000, 21 getting over 
k 80,000 and 19 getting over Rs. 1,00,000 per annum. This is follow- 
ed by aluminium and dye & dyestuffs in which the number of em- 
ployees getting over & 60,000 per annum is 45 and 36, those getting 
over Rs. 80,000 per nnnum b 26 and 17 and those getting over 
b. 1,60,000 is 14 and 13 respectively. The Committee recommend 
t b t  in the context of RBI study, the Central Board of Direct T a x a  
lbould undertake r review at  least in the case of selected industria 
and in rmpect of their top executives to sue if the assessment of 
*e~ md purqaidtas in the hands of the amployecs and the em- 



ployem is being made with the care and attention that It dsserva, 
Tbe Committw would like to be amwed that there b no evasion d 
tax whatsoever kr them cams 

115. The Committee tlnd that though the Employem' Begistor, 
Tax Deduction CertMcate, and the annud/monthly returns hvnth- 
ed by the Employers constitute important tools in the hands of tho 
Income-tax authorities, these are not receiving adequate attention. 
Though the work of updating of Employers' Registers had been f. 
progress for more than a decade and the number of employem had 
hersued from 64,862 on 31-12-1976 to 7l,202 on 31-l2-1977, the Em- 
ployers' aegisters are still far from complete and admittedly "not 
updated". The Committee deplore the inaction in regard to updating 
the Emloyer's aegister, an important regulatory mechinism, during 
the last 10 years. They recommend that updating of these Registen 
should be accorded priority and the work should be completed ac- 
cording to a time-bound programme. 

116. The Committee are perturbed to note that not only the Em- 
ployers' Registers are incomplete, but the timely receipt of re- 
Ennn the Fbployen are also not being closely watched. lu  as many 
as 5,871 cases, in 11 Commissioners' charges, annual retrvns had not 
been received at all. In 6.38 othor cases in 5 Commissioners' 
wcs, returns were received late by periods ranging from 1 month 
b 6 months upto December, 1965. It is surprising that though under 
the Act, the defaulters could be prosecuted and were liable to a fine 
of upto Rs. 10 for every day of default, no action was initiated in 
m y  of tbese cases. As pointed out by Audit, in respect of 410 c a m  
of delayed returns in the Commissioners' charges in Tamil Nadu, 
Calcutta and Andhra Pradesh alone, the b e  liable nndcr the Act 
worka out to Bs. 2257 lakhs upto tbe end of December 1975. Tho 
Committee wanted to know the names of the parties involved and 
reason for non-levy of penalty in each case but have been informed 
that as it involves verification of 5,871 cases, it w d d  take some 
time to famish that information. The desired inforrna^.ion has not 
been made available to the Committee. The Committee feel that had 
monitoring of the cases by the salary circles and the superhion by 
the CBDT over the work of these e i r c l ~  been effective, nuch vitd 
tnfonnation should have been readily available with the C e n t 4  
Board of Direct Taxes, particularly when it had a close btarlng on 
a point included in the Audit Report. The Committee would like 
ths Board to obtain thiq information from the lower formations at 
the earliest. Meanwhile, the Committee would like the CBDT to 
8pply thsmselvu to the question of bow best to ensure that the 



monthly/quarterly/annual returns are received from 911 the cmp10- 
yers who are required to send them under the Income-tax Act and 
that in the case of defaulters penalty as provided for in the Act is 
actually levied. 

117. Another glaring shortcoming noticed by the Committee in 
the working of salary circles is that challans pertaining to amounts 
of tax deducted at source are not being posted in the relevant Regis- 
ters. In 120 cases, in one circle in Calcutta, the total amount of tax 
paid as per challans fell short of the total amount shown in the An- 
nual Return by as much as Rs. 1.19 crores. The Committee have 
been informed that this discrepancy had arisen due to misplacement 
of challans during shifting of the sdary section from one premises 
to another. The discrepancies are stated to have since been recon- 
ciled in 118 cases leaving behind only 2 cases involving a discrepancy 
of Rs. 1,384. The Committee are unable to accept the explanation 
#st frequent shifting of off'ce had led to these discrepancies for 
they find that these discrepancies have occurred even in Charges 
where shifting of ofices was not involved. For example, in 11 cases, 
i n  Andhra Pradesh it has been noticed that the main reason wlur 
non-availability of challan or arithmetical/typogrophical errors. 
Again, in the case of 8 Employers in Karnataka total deduction m 
per annual returns was Rs. 1,98,423 but the amounts credited as per 
ehallms totalled Rs. 1,55,937. This discrepancy is stated to have 
arisen due to the fact that tax deducted at source for the month of 
March was credited to Government account in April and was wrong- 
1y entered in the Alphabe'.icd Register of the subsequent financial 
gear. 

118. In the context of these lapses, the representative of the 
Department admitted during evidence that they "did not have 
control to ensure that the particular challans were posted in the 
daily collection register" but assured the Committee that the new 
accounting system introduced w.e.f. 1-4-1977 provides a "feed-bacv 
by which .it would be possible for the Department to find out wha 
ther all the chollans have been posted. The Committee -h to 
point out in this connection that mic3placement of challans or noa- 
posting of challans in the Employers Register would also result in 
harrasment of assessees on whom demand notices are issued and 
recovery proceedings are pursued without giving credit to the t a r  
already paid. In thiq connection attention is invited to paragraph 
15.5 of tho Audit Repart, Revent~e Receipts-Direct Taxes for 
1974-75 wherein it is pointed out that on a test check of 10 Tax 
Recovery ofFirials in West BengnI, it was noticed that in 251 c a w  
fnvolvfng Rs. 3.52 cronr, the certiflcats debtors d e n i d  d b  



the ground that the demands had either been paid or subsequently 
reduced or set aside in appeal, The C4mmittee recommend that 
the new system should be ~ ~ p e r ~ i s e d  well and its effectiveness 
should be kept under constant watch so that such discrepancies do 
not recur. 

119. The Committee view with grave concern the cases brought 
b light by Audit in which either the tax was not deducted at source 
by employers or if deducted a t  source was not credited to Govern- 
ment account in time. There were 4 cases in Tamil Nadu and 2 
cases in Calcutta where tax deductible at source had not been 
deducted/deposited. In 89 cases in Calcutta, Madhya Pradesh, 
Tamil Nadu and U.P., short deductions of tax at source to the ex- 
tent of Rs. 1.11 lakhs have been noticed. No penal action war 
taken in these cases. In 85 cases in Bombay, Calcutta, Kerala, 
Tamil Nadu and U.P., the payments deducted a t  source were credit- 
ed to Government account after delays of 14 days to 3 years. The 
interest leviable in these cases under the law, amounting to Rs. 5.06 
lakhs was not levied. Section 276B stipulates that "if a person, 
without reasonable cause or excuse, fails to deduct or after deduct- 
ing fails to pay the tax, he shall be punishable in a case where the 
amount of tax which he has failed to deduct or pay exceeds Rs. 1 
lakh, with rigorous imprisonment for a term which shall not be 
1-s than six months but which may extend to 7 gears and with 
fine and, in any other case, with rigorous imprisonment for a term 
which shall not be less than 3 months but which may extend to 
3 years and with fine." During evidence, the representative of the 
Department said "we have no information about prosecution; 
obviously the proseeu tion has not been launchcd." The Commit tea 
cannot view with equanamit~ such a lamentable lack of conccra 
displayed by the CBDT in this matter. Laws passed by Parliament 
providing for prosecution in such cases of dcfault were meant to be 
implemented and if they have not been, the Central Board of 
Direct Taxes must accept its share of responsibility for lack of 
supervision and direction. The Committee would like the ~ a a r d  
b enjoin upon the Commissioners that the Incomo-tax O f k e n  
rhould not hesitate in invoking the punitive provisions of the law 
in cases of non-compliance by employers of their statutory respond- 
bility for deducting tax due from their salaried employees and 
depositing tbem in tima 

120. The Committee are perturbed to note that there have b~ 
many ea* of incorrect compu ta tion/asrtssment of the perquisite 
~11014 of mriotls amenities provided by the employen. Of the 
cssm pertaining to different rssernaent years between 1.96870 .ad 
187475, i t h r r b  noticed thJh tbCommirdonsnaurOe~L 



Awrun, Calcutta and Ut& Pradesh, mis tah  involved in valuing 
the perquisites involved in "rent-free acc~mmodation'~ had reaultbd 

&I a total short levy of tax of Rs. 70,752. The Committee understand 
that considering the nature of mistakes in 42 Calcutta cases suitable 
instructions are being issued by the Board, In  the oase of 3 foreign 
employees of a company in Tamil Nadu, drawing salary income of 
Rs. 1.10 lakhs to Rs. 1.80 lakhs per annum, the value of rent free ac= 
commodation was calculated for the assessment year 1971-72 based on 
the municipal valuation of fair rental value adopted in the assessment 
years 196&67 and 1W7-68. As pointed out by Audit, the value so com- 
.puted worked out to hardly 2 to 5 per cent. If 12.5 per cent of salary 
income was taken as the value of the perquisite, there would have 
been a further charge of tax of Rs. 90,480 in these cases. The Com- 
mittee feel that the rules in this regard should be enforced strictly 
and instructions should be issued for effective and proper valuation 
of the perquisite of rent-free accommodation. 

121. The Committee are surprised to note that in the statement 
furnished by a company in Calcutta for the assessment year 1973-74 
a sum of Rs. 86,411 was shown as having been spent on "decoration 
and flower arrangements in the gardens of the Directors and high 
exerutivcs as well as for supply offother articles, such as mattresses 
but the annual rcturns by the company did not include any of thig 
amount. The test check of the individtial asses~ments af the emp 
loyccs have indicated that the amounts were not added as perqui- 
sites. The main objection of thc nssessee was that though this was 
a "personal benefit" to him but it was something which "the com- 
pany provided in order to keep up the maintenance and @od a p  
pearance and prestige of the company." The Commissioner, it is 
stated, "feels that on facts it was not possible to treat these ben* 
fits as personal perquisites of the employees" and that as "the emp 
logees are eligible for transfer. . . , the benefits, if at all, were enjoy- 
ed by them only for a short duration.'' The Committee are of the 
view that perquisite is a perquisite irreqpective of the period fW 
which it is enjoyed by an employee. The Committee, therefoH, 
teal that this matter should be reexamined. 

122. The Committee find that in Andhm Prad t~h ,  a W p a W  
(Wazir Sultan Tobacco Co.) sold during the period October, 1971. 

to July, 1973, 11 jeeps; vans and cars of the total original value of 
b. 2.36 lakhzi to certain persons for a total sum of N. 0.94 IaIrh. 
A Standard Herald car w a s  sold to one of the sewing employ- 
the Company. Acquired in 1987, the ortgtnrl price of this car 

19,814 whereas it was mld to him in October 1971 for Ra S,m 
2~ the hndr of the smployeo the prqalrite mpns+rrtiry 



once between market price and sab price of the car wes not taxed. 
The Department of Revenue have intimated that t b  aforesaid. 
assessment is being reopened. The Committee do not appreciate. 
the long time taken in reopening the assessment in the case of the 
smployeo. I t  should have been done soon after the case was point- 
ed out in Audit. 

123. Section 40A(5) of the Income-tax Act provides for the d i s  
allowance, in the assessment of the employer of payments OD 
account of salary and perquisites in excess of the levels laid down 
In the Act, i.e. salary to an employee in excess of Rs. 5,000 a montb 
and perquisites to an employee in excess of 1/5th of salary or 
Bs. 1,000 p.m. whichever is less. The Committee find that in the cdse 
of 36 employees of 4 companies in West Bengal salary and per- 
quisites exceeded the prescribed limits by Rs. 1,71,507 but the 
excee  was not disallowed in the assessments of tho companies 
resulting in under-assessment of the tax to the tune of Rs. 98,004. 
The Committee have been informed that in these cases the account- 
ing year of the assessee is different from the accounting year of the 
company. The question whether this difference has any impact 
from the revenue angle "is stated to be under consideration." Simj- 
larly, in the case of two foreign technicians of Indian Aluminiwn 
Company in West Bengal, the excess amounting to Rs. 1.09 lakhs of 
salary over the prescribed limit was not disallowed in the assess 
ment year 1972-73. The Committee have been informed that tho- 
eaees too are under examination of the Department, The Com- 
mittee dtpricate the delay in finally deciding about these matters. 
They would like to be apprised of the final outcome. 

124. The ComnJttee regret to note that same employers both fP 
tbe fivate and public sector, who were paying conveyance allow- 
mce to tbeir employees had adopted the practice of calling that al- 
lowance by various other names, such as 'local travelling expensaJ', 
'personal allowance', 'vehicle/car allowance', 'reimbursement of 
motor vehicle expenses', etc. For example, according to enquiries 
made by the Central Board of Direct Tares, Life Insurance C o w  
ration of India have re-named conveyance allowance, A9 in tbe 
case of many other public sector nndertdcings the payment is 
&own as re-imbursement of actual expenses. It  is to be Scsn 
whether the change of nomenclature of conveyance allow- 
mce is an attempt to circumvent the provi*ions of the 11)w to c l a b  
the standard deduction up to the m a x h u m  amount of I t s  3500 with- 
oat being limited to Rs. 1000. If it is found to be m, this attempt 
C defraud revenue cannot but be deplored. The Committee have 
ksa Monned that the Board b v e  j a c e  bsued htnrc t ia r r r  to tb. 



Commi~sioners on 27-1-U78 just before the sitting of the PAC 
wherein it  has been clarified that if the employee is in receipt of aa 
allowance which pertakes the character of a conveyance allowance, 
the standard deduction should be restricted to Bs. 1000 whatever 
be the nomenclature given to the allowance. The Committee trust 
tbat the Board would keep a watch that no company, whether in 
the public or private sector, indulges in such a practice. They would 
also urge that i f  conveyance allowance, by whatever name it  was 
called pertook the character of conveyance allowance, the cases of 
erroneous deductions should be re-opened. 

125. The Committee note that the Bombay and Madhya Pradesh 
High Courts have held that the City Compensatory Allowance could 
not be considered as an additional salary or perquisite ujs 17(1) or 
17(2) of the Income Tax Act, 1961 and as such is not taxable. The 
Departmcnt of Revenue are legally advised against filing a Petition 
for special leave before the Suyrcme Court. Meanwhile exemptions 
were being allowed in respect of City Compensatory Allowance in 
some places either in initial assessments or at the appeal stage. The 
Committee have been informed that the question of making suitable 
amendment of law to get over the situation is under consideration 
of the Board. The Board have also issued instructions to the Com- 
missioners to keep this issue alive by filing reference where sucb 
deduction is allowed on the ground that CCA does not form part 
of the salary at all. The Committee desire that a final decision OD 

amendment of law should be taken soon. 

126. It is noticed that the various banking and other financial 
institutions were advancing house building or other loans to the cnr- 
pioyees free of interest or on concessional interest but the perquisite 
value in such cases was not computed and brought to tax. 

1.27. The Committee note that following the judgment of the 
Madras High Court (LOO ITR 6 S ) ,  the Department of Revenue had, 
on the advice of the Ministry of Law, called for the views of the 
Commissioners of Incomctax on the question whether difference 
between interest at standard rate and thnt nctuallg charged on lo- 
given by employers for house building, yurchnse of conveyance etc. 
ahould be trentcd as a perquisite. The Con~missioners viewpoints 
are stated to hove hccn forwarded to the Ministry of Law on 7-3-1978 
for advice. The Committee would like to be apprised of the final 
decision taken in this matter. 

128. The Audit Report has rtvedcd some very serious lap- in 
the working of the ralary Circles. It would be remembered that 



tthe mistake/irrepularities that have been pointed out by audit m 
only symptomatic of the maladies that beset the Salary Circleq 
the audit scrutiny being codned to a test check only. The Com- 
mittee are inclined to think that the type of cases of omissions 
that have been pointed out by audit in a few selected Commissioner'8 
charges and for a particular period must have occurred in other 
Commissioner's charges and in years prior to or after the period 
covered by audit. I t  is, therefore, of utmost importance that 
other commissioner's charge should review the cases of the type 
mentioned in audit para for last 5 years. 

129. The Committee have been informed that in recent yenre 
the Department 01 Revenue had taken certain steps to improve 
the working of Sa laq  Circles. These include (i) appointment of 
separate Income-tax Officers for this work in pursuance of recom- 
mendations of the Committee of Experts on Accounting & Collee- 
tion Procedures (1975), (ii) computerisation of annual returns and 
payment of salaries at source at 8 metropolitan cities to begin with, 
(iii) preparation of directory of employers and allotment of IDS 
numbers at  the 8 centres, (iv) revision of thc proformae of the 
Challan and the cash book. The Committee welcome these 
measures but feel that more drastic steps are necessary to effect 
improvement in the functioning of salary circles, which, as the 
present examination has revealed, is far from satisfactory. 

130. The Committee are pained to know that even though the 
audit paragraph was sent by Audit to the Ministry in November 
1976, till 31-3-1977, the Ministry had only stated that the audit 
objections were under consideration. The Ministry sent only partial 
replies to Audit just on the eve of the meeting of the Cornmitt- 
on 30-1-1978 contesting a lot of relatively smaller facts given in the 
Audit paragraph. It would help the work of the Committee if the 
Government take care to see that the facts contained in the Audit 
paragraph are verified well in time before the Audit Report C 
printed. The Committee expect the Ministry of Finance to set an 
example for other Ministries in this regard rather than defaulting 
themselves. 

C. M. STEPHEN, 
Chcritmcm, 

Public Accmntr Committee. 



APPENDIX I 

(Vide para 29) 

Stabmnt showing thc Sdarks andpnquisilrs oj  Top E x a f i u ~  of20 Big B h r  
Hourtr. 

Name hsm- Salary Paquivitev Total 
mcnt 
Year 

-- 
I .  Birla Group 

I .  Sh. D. P. Mnaddlia 1977-78 14417m 1,700 1,97400 

1. Sh. R. P. Poddar 1977-78 rt63~56o 5 W  1 ~68,960 

3. Sh. R. hl. hfchta 197677 11359000 20,W 1,55234“ 

4. Sh. 11. L. Shrimal 1977-78 1,401000 Nil 1,&800 

5 .  Sh. S.  S. Chouradi - 1977-78 I ,3g,C00 1,764 141,564 

11. Tala Croup 

I .  Sh. K. M. Chinnapa . 1977-78 1,35300 17,170 1,52,17* 

n. Sh. B. Srhru , 1977-78 1,1?,076 321437 . ~ r c i  13 $5 I 3 

3. SII. D. S. S ~ t h  . Break-up ha? been called for. 1 So, 1 36 

4. Sh. S. 1-1. Tnta . 1977-78 1 ,35,OW 8,386 143,386 

5. Sh. J.  E. T;lladicar . Brrak-up ha, k n  called for. I ,26499 

111, Mafu~lal  Croup 

I .  Sh. R.  M. hfdadal . Brcak up b be, n called lor. 

9 .  Sh. P. K. Shah 

3. Sh. C. C. hlaniu 

4. Sh. J D. V a u  

5. St]. V. Ramudra 

I .  Sh. Shanti Kumu hfwarji: I 977-78 1,57,3(m b il I ,S~,:C('  

a .  Shrimati Sumrri Moruji 1977.70 1,56,75o Nil lP5h?50 

3. Sh. M. C. Stone . BrrJ-up Iltl,71e 
has bcrn allrd br. - -. 



N.mc Amasmmt S a l u y  Petqukita Total 
Yew -- 

h u  been 
1. Sh. J. S. Aiyu  called for. 

5. Sh. J. S. Gladhi ],I 1,315 

I. Sh. N. M. Wlrgle 1977-78 ~ , ~ + , I o o -  28 Nil P , Q ~ , I O , C C ~  

9. Sh. P. R. Ikshpmde . 1977-78 1~53,935.00 : 1 5 ~ ~ 4 9 '  ~5 I .!! 1 1 4 . p 5  
(~o.oonl 

3. Sh. M. B. BhprLve . 1977-78 g3,qjo*oo [ r7,aEo.co I .: 5 : I < ,  1.0 

( 4 5 . 0 ~  I 
Cornmimion) 

5. Sh. S. S. W p.o00 ! W9gb 30,996 

VI. Banpr Croup 

I. Sh.. C. M. Petason . Inform- ~~01,879 35~237 ~ ~ 3 7 ~ 1  16 
ation I. Sh. G. I. HPrrk . ha* been 238,387 28,641 u,t7.cno 
called 

@ Sh. B. G. Brngur . for. 1,09,000 Nil 

4. S h  R. P. M h )  . 197,668 Nil ' 97 ,CE8 

VII. Shri Raa Owp 

t . S h .  B. Sahay . . , has bema 69,600 f15,191 841798 
called 

$ Sh. D. K. Sen . f .  Not upuately .vrilabk 33,600 

4. Sh. R. K. Jab 53,410 944SS ~ Q I O ~ S  

5. Sh. S. N. R. D ~ ~ I v  . 59~000 17,320 76,320 

VIII. SordAd Cmp 

r .  Sb. G8ut.m %abb.l . 1975-76 ~ ,7G,59  f5199 5~91,751 

a. Smt. Cira Sarabhai . rg;s-fl I , ~ I  ,824 1,6156 t $ 7 , ~  ro  

S. sh. H. T. D ~ S V - ~  . 1977-78 1,36,984 4 ~ 5 6  I.+,:S~ 

+ Sh. 8. V. Bhrtt 1971-78 I , Z I , Z ~ I  1,567 I , P Q , E ~ ~  

S. sb R B. Coantndtor . 1977.78 83,671 I,PM) e 4 , s ~  - .- 



IX. WJchrl Grmp 

I .  Sh. Vinodi Dahi 
n. Sh. A R. Dahi 
3. Sh. B. G. Dahi 1977.78 1 59,700 15,861 

4. Sh. P. N. Venhacon. . 
5. Sh. S. D. Jahi 1977-78 173.460 rj il 

I .  Sh. K. V. R.ghavm . Inform- j 1,35,ooo 1 17@!%* 
Uion 

4 .  Sh. 3. K. Mukhajl . 
5. Sh. P. K. Bhattuhuji . 
I .  Sh. S. L. K i r i a t u  . 1976-77 T 1,85,014 30~77 1 

e. Sh. C. S. Kirlakar . 197677 (1 ,85 ,94  1 174- 

3. Sh. H. M. Mohite 1976.77 (146,950 i ~ 5 ~ ~ 5 0  

4. Sh. R. K. Kirksku . 1977-78 f 1,68,787 K il 

5. Sh. B. M. Lambel a 1977-78 1 1,191955 K il 

XII. A C C ,  Gmp 

I .  Sh. RunJi i t  Singh . Brrak.up hu brtn called fcr. 

2. Sh. 0. K. R r p r t a  . 1977-78 4WfJ no,os? 

3. Sh. P. N. Barn , Rreak-up hu k r n  cdlrd for .  

4. Sh. J. P. MuruiK Do .* 
5. Sh. H. J. Cmtcenwda Do.. 

1. Sh. K.  V. Ramakrirhnan 1977-78 8 5 . 7 ~ ~  cs.c..50 

2. Sh. R. N. Ratnam 1977-78 30,lW no,;CR 

3. Sh. S. 1.f. K. Kange . 1977-78 ' 76,700 9 1,990 

4. Sh. K. Achyathm - 1977-78 76,600 19 .71~  

5 S L  N S Pantburrathy 1977-78 7 ~ , ~ 8 7  1 9 $874 



4. Sh. B. R. Sule , B d - u p  hu been called for. 

5. Sh. Hlvkh Mahidm . 1977-78 97,500 I917e4 I ~ I  1,se4 

XV. Bojqi Croup 

a. Sh. H. K. PLodk 1977-78 901000 22, I 50 11191150 

5. Sh. S. N. DahmuLh 1977-78 75,340 l 7 1 W  92,680 ---- -- --- 
N P ~ C  A$aasment y a r  Salrry P,qubi t .r  Othen Total 



Aummen t 
yerr Saluy Pequirta Othen Total 

XIX. Modi Group 

I .  Shri Y .  X. Modi . 1977-78 2,17,500 Nil Nil ad 7 r P  

a. Shri Sudrarhan Kumu 197677 143,266 Ni. Nil 1 ~ 3 , 2 6 6  
Modi. 

3. Shri Surah K u w  197677 81,181 Nil Nil 143.266 
Modi. 91,275 

( 1 0,094, 
Cammmion) 

4. Shri Gulab K u m u  Modi 1977.78 69,686 5,400 Nil 75,086 

XX. Killicks Group 

I .  Shri R. C. Kapur 1977-78 56,800 +A?& 61 ,C& 

2. Shri D. S. Rurrna 1977-78 55,Roo 5.5f'r1 f t . ~ t t ,  

3. Shri A. T. Korhrvalc . 1977.78 6 I ,200 4 . i :h  66,oAo 

4. Shri P. J .  Ibpadia 1977.78 5i9161 4t5i: 61,739 

5. Shri R. M. Maniar . 1g;7-78 55,800 J B S ~  6 1 .Q& 
- .- - 



S. Para No. Ministry/ 
No. of Report Deptt. 

Statement of Conclusions/R~~ommettdg~ 

1 1.110 Ministry of Finance 
(Deptt. of 
Revenue) 

- -  -- - - - 
The Committee are distressed to find that despite various 

measures taken by Government from time to time the working of 
'Salary Circles', an important limb in the Inco~~lle-tax administra- 
tion, h a  not shown any perceptible improvement in the tax col- 
lection over salary incomes. In fact, if the test check by Audit of 
the records relating to assessment of persons other than companies 
is any indication, salary circles contlnue to be plagued by serious 
shortcomings and unless Government undertakes a complete over- 
haul of t h e  working of these circles, the situation may deteriorate 
still further. The existing network consists of as many as 20 salarg 
circles looked after by 6 Inspnecting Assistant Commissioners exclu- 
sively and by 84 Inspecting Assistant Commissioners along with 
other circles. The main duties of a salary circle are to ensure that 
(i) tax is deducted at source by the employer; (ii) tax deducted is 
paid to the credit of the Central Government; (iii) proper 
ment including valuation of 'perquisites'; and (iv) taxes demanded 
arc collected. The examination by the Committee of the working 
of d a r y  circles has revealed that these circles have, by and large, 
been woefully miss  in the discharge of these duties. In tht con- 
t . x t i t ~ b 1 # ) ~ t h t t h e n \ m r b e r d ~ t r p c a d i n g d t h  



the salary circles ha9 gone up from 1.55 lakhs as on 31-3-1~t6 to 
over 4 lakhs in 1977. 

It is no secret that private sector has larger number of employees 
than employees under the Central Government. Not only that, it 
is common knowledge that the salaria and gerquisites in the rmae 
of private sector are far higher than those under Central Govern- 
ment. kcording to a recent study made by the Reserve Banla. of 
the distribution of highly paid company employeeg- in the organised 
private sector, in some industries like non-ferrous met.& (basic), 
tobacco, dyes and dye-stufIs and alluminium the higheset annual 
remuneration per executive ranges well above Rs. 60,000 per 
annum. Again, according to this study the highest paid executivm 
are in the tobacco industry getting over Rs. 60,000, 24, getting over 
Rs. 80,000 and 19 getting over Rs. 1,00,000 per annurn. This 
followed by aluminium and dye & d y k t u f i  in which the number 
of  employee^ getting over Rs. 60,000 per annurn is 45 and 36, those 
getting over Rs. 80,000 per annwn is 26 and 17 and those getting 
over Rs. 1,00,000 is 14 and 13 respectively. The Committee mom- 
mend that in the context of RBI study, the Central Board of Direct 
Tax- should undertake a review at least in the case of selected 
industries and in respect of their top executives to see if the 
assensmmt of sala- and perquisite, in the hands of the employees 
and the employers is being made with the care and attention that 
it descltes. The C m m i t h  wouh like to be amred  that there is 
no evaslon of tax whatsacver in these cases 





charges in Tamil Nadu, Calcutta and Andha Pradesh alone, the 
fine liable under the Act works out to Rs. 22-57 lakhs upto the end 
of December 1975. The Committee wanted to know the' names 
of the parties involved and reason for non-levy of penalty 
in each case hut have been Informed that as it involves verification 
of 5.871 cases, i t  would take some time to furnish that informSon. 
The desired information has not becn made available to the Com- 
mittee. The Commit tee feel that had monitoring of the cases 6y 
the salary circles and the supervision by the CBDT over the wmk 
of these circles been &dive ,  such vital information ::hould have 
been readily atailable with the Central Board of Direct 'fax=, pakti- 
cular4y w'nen it had n close bearmg on a point included in the Aucfit 
Report. The Committee would like the Board to obtain this infor- 
mation from the lower formations at the earliest. Meanwhile, the F. 

Committee would like the CRDT to apply themselves to the westion 
of how best to ensure that the monthly/quarterly/annuel reti&w 
are received from all the employers who are required to send them 
under the Income-tax Act and that in the case of defaulters  penal^ 
as provided for in the Act is actually levied. 

Another glaring shortcoming noticed by the Committee in lthe 
working of salary circles is that challans pertaining to amaunfs c%f 
tax deducted at  murce are not being posted in the relevant R@s- 
ters. In 120 cases, in one circle in Calcutta, the total amount of tax 
paid as per challans fell short of the total amount shown in the 
Annual Return by as much as Rs. 1.19 crores. The Committee have 
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been informed that this discrepancy had arisen due to misplacement 
of challans during shifting of the salary section from one premisss 
to ariaa&. The discrepancies are stated to have since been recon- 
ciled in 118 c e s  leaving behind only 2 cases involving a discrepancy 
of Rs. 1,384. The Committee are unable to accept the 2xplanatim 
that frequent shifting of oftke had led to these discrepancies for 
they flnd that these discrepancies have occur& even in Charges 
where shifting of afilces was not involved For example, in 11 cases, 
in Andhra Pradesh it has been noticed that the main reasop was 
non-availabil~ty of challan or ari thmetical./typographical errors. 
Again, in the case of 8 Employers in Karnataka tdal deduction as 8 
per annual returns was Rs. 198,423 but the amounts credited as per 
challans totalled Rs. 1,55,837. This di-cy is stated to have 
arisen due to the fact that tax deducted a t  source for the month of 
March was credited to Government account in April and was . 
wrongly entered in the Alphabetical Register of the subsequent 
financial year. / 

6 I 18 Ministry of Finance In the context of these lapses, the representative of the Depart 
(Department of Revenue) ment admitted during evidence that they "did not have control to 

enmre that the particular chaUans were posted in the daily collec- 
tion register" but assured the Committee that the new accounting 
system introduced w.e.f. 1st April, 1977 provides a "fed-back" by 
which it would be pocrsible for the Department to find out whether 
all the challans have been posted. The Committee wish to pin: out 



in this connection that misplacement of challans or non-posting d 
challans in the Employees' Registers would also result in harassment 
of assessees on whom demand notices are isued an drecovery pro- 
ceedings are pursued without giving credit to the tax already peid 
In this connection attention is invited to paragraph 15.5 of the Audit 
Report, Revenue Receipts-Direct Taxes for 1W4-75 whereh it is 
pointed out that on a test check of 10 Tax Recovery &cials, in 
Wwt Bengal, i t  was noticed that In 251 cases involving Rs. 3.52 
crores, the certificate debtors denied claims on the ground that the 
demands had either been paid or subsequently reduced or  set aside 
in appeal. The Committee recommend that the new system should 
be supervised well and its effectiveness should be kept under cons- 
tant watch so that such discrepancies do not recur. a 

-do- The Committee view with grave concern the cases brought ti, 
light by Audit in which either the tax was not deducted a t  source 
by employers or if deducted at source was not credited to Govern- 
ment account in time. There were 4 cases in Tamil Nadu and 2 
cases in Calcutta where tax deductible it: sor~rce had not'bcen 
deducted/depcjsited. In 89 cases in Calctltta, Madhya hdesh ,  
Tamil Nadu and U.P., short deductions of tax at spurce to the extent 
of Rs. 1.11 lakhs have been noticed: No panel action was taken 
in these cases. In 85 cases in Bombay. Calcutta, Kerala, Tamil 
Nadu and U.P., the payments deducted at source were credited to 
Government account after delays of 14 days to 3 years. T h  interest 
leviable in these cases under the law, amounting to Rs. 5.06 lakhs 
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was not levled. !3x#an 276B stipulates that "if a person, without 
reasonable cause or excuse, fails to deduct or after deducting fails 
to pay the tax, he &all be punishable in a case where the amount 
of tax which he has failed to deduct or pay excceds Rs. 1 lakh, 
with rigorous imprisonment for a term which shall not be lcss than 
six mamths but whkh may extend to 7 yedlrs and with W e  and, in 
atry other case, with rigorous imprisonment for a term which shall 
not bc ltss than 3 months but which may extend to 3 years at4 with 
fine." During evidence, the representative of the Depattment said 
"we have no information about prosecution; obviously the prd)ecud 
lion has not been launched" The Committee cannot view with 
equanamity such a lamentable lack of concern displayed by the 
CBDT in this matter. Laws passed by Parliament provflling for 
prosecution in such cases of default were meant to be implemented 
and if they have not been the Central Board of Direct Taxes must 
accept its share of responsibility for !ack of supervision and direc- 
tion. The Committee would like the Board to enjoin upon the 
Commissioners that the Income-tax OfBcers should not hesitate in 
invoking the punitive provisions of the law in cases of noncompli- 
ance by employers of their statutory responsibility for Jeduetirtg 
tax due from their salaried employees and depositing them in h e .  

- 

8 120 Ministry of Financc The Committee are perturbed to note that there have been maup 
(~tpan~m of ~ ~ ~ n u e )  case* of incom'ct computation/assessment of the perquisite value of 

various amenities provided by the employers. Of the 53 cases per- 



taining :o different assessment years between 196970 m d  1974-75, 
it has been noticed that in the Commissioners Charges in Assam, 
Calm'ta and Uttar Pradesh. mistakes involved in valuing the per- 
quisites invo!ved in 'rent-free accommodationw had resulted in a 
total short levy of tax of Rs. 70,752. The Committee understand 
tha: eonsidering the nature of -istakes in 42 Calcutta cases suitable 
instructions are being issued by the Board. In the case of 3 foreign 
employees of a company in Tamil Narlu. drawinq e m p l o ~ e e ~  of a 
company in Tamil Nadu. drawing salary income of Rs. 1-10 lakhs t0 
Rs. 1 80 lakhs per nnnum, the value of rent-& accommodation mas 
calculated for the assessment year 1971-72 bawd on Lhe municipal 
valuation of fair rental value adopted in the assessment years 1%6,67 
and 1967-68. As pointed out by Audit, the value so computed work- 
ed out to hardly 2 to 5 per cent. If 12.5 per cent of salary income f3 
was taken as the value of the perquisite, there would have been 9 a: 

further charge of tax of Rs 90.480 in these cases. The Committee 
feel that the rules in tths regard should be enforced strictl:$ and 
instructions should be issued for effective and proper valuation of 
the pet quisite of rent-!bee accommodation. 

-do - The Committee are surprised to note that in the statement fur- 
nished by a company in Calcutta for the assessment gear 1m-71 a 
sum of Rs. 86,411 was shown as having been spent on "decoration 
and flower arrangements" in the gardens of the Directors and high 
executives ar, well as for supply of other articles. such as mattresses ' 

but the annual returns by the company did not inalude m y  of this 
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amount. The test check of the individual assessments d the em- 
ployees have indicated that the amounts were not added as per- 
quisites. The main objection of the assessee was that though this 
was a "personal benefit" to him but it was something which "the 
company provided in wder to keep up the maintenance and good 
appearance and prestige of the company." The Commissioner, it is 
stated, "feels that on facts it was not possible to treat these benefits 
as pemnal perquisites of the employees" and that as the "the em- 
ployees are eligible for transfer. . . . . . . the benefits, if a t  all, were 
enjoyed by them only for a short duration." The Committee are of 
the view that perquisite is a perquisite irrespective of the period a 
for which it is enjoyed by an The Committee, therefore, . 
feel that this matter should be re-examined. 

10 tz2 hiinisfry of Finance The Committee find that in Andhra Pradesh, a company CINazir 
(Dcpatmmt of Revenue) Sultan Tobacco Co.) sold during the period October. 1971 to .hlg, 

1973, 11 jeeps, vans and cars of the total original value of Rs. 2.38 
lakhs to certain persr ns for a total sum of Rs. 0.94 lakb. A 
Standard Herald car was so!d to one of the serving employees of 
the Company. Acquired in 1967, the original price of this car was 
Rs. 19.814 whereas it was sold to him in October 1Sn for Rs. 6300. 
In the hands of the employee the perquisite representing tfie 
differrnce between market price and sale price of the car was not 
taxed. The Department of Revenue have intimated that the atore- 

A 

said assessment is being reopened. The Committee do not s~preciate 



the long tme taken in reopening the assessment in the case d the 
employee. It  s h d d  have been done soon after the case was pointed 
out 111 Audit. 

-do- .Section 411A (5) of the Incomr-tax Act provides for tile clis- 
,?I lr~:vatlre, in the :tsscBssrnen t c:f the tmployer of payments on account 
o f  .salary and pelquil;itt.-; in excess of the levels laid d o m  in the 
Act. i.e. salary ;In emplo~c.e in excess of Rs. 5.000 a month md 
~wtquisites to an cn~pIo?ce in excess of 115th of salary or -a. 
1.000 p . 1 1 r .  \vhichrver is l t b s s .  The Committee find that in the case! 
of  36 enlpltlytvs of 4 companies in \Vest Bengal salary awl per- 
cluisites rxr.ccdcd t he prescri txd litnits bv Rs. 1.71.507 but 'he excess 
was not disallowed in the assessments of the Companies r e u l t i n g  in 1 
under-assww~ent of the tax t o  the tk~ne of Rs. 98.004. The Committee 4 
have h e e ~ ~  informed that in these cases the  accounting year of the ; 
assessee is different frcrrn the accounting year of the company. The 1 
qucdion whether this difference has any impact from the revenue 
anglra "is stntcd in he ~ ~ n t i e r  onsideraticm". Similarlv, in the case of 
two forcigp tc~c.hnic.i:~ns of  India11 Aluminium Company in West 
Bengal. the excess amotinting to Rs. 1.09 lakhs .of salary over t6e 
prcsmihcd limit WIS not disallowed in the assessment year 1972-73. 
The C'nmmittec I I ~ W  t ~ e m  inf( rniril :hat these cases too are  I l n d ~  
cxan~inu!ion o f  ttw Ihpartnwnt.  The Committee depricate the delay 
in finallv deciding ;il)out these mntters. Thev would Eke to 6e 
;+ppr isd  of the final outcomp 

-,to . The Conlmtt tev regret to n ~tt. that some employers both in the 
))I-ivrttc ; I ~ I  p b l l c  sectoi. who were paving convevance allowance 

A .  - -. - -  - - -  - - - - 



* -- _-- -- - - - . - . - .--- ----- --- ----- - 
I 2 3 4 

----- - - - -  - -- - - - - -- - - - -- - -. - - - - - 
to their employees had adopted the practice of calling that allowance 
by various other names, such as 'local travelling expenses', 'personal 
allowance', 'vehicle'car allowance', 'reimbursement of motor vehicle 
expenses', etc. For example, according to enquiries made by the 
Central Board c.f Direct Taxes, Life Insurance Corporation of India 
have renamed conveyance allowance. As in the case cf many 
other public sector undertakings the payment is shown as  re- 
imbursement (,f actual expenses. It  is to be seen whether the 
change of nomenclature of conveyance allowance an attempt to 
circumvent the provisions of the law to claim the standard deduc- 
tlon upto the maximum amount of Rs. 3500 without being limited $ 
to Rs. 1000. If it is found to be so. this attempt to defraud revenue - 

cannot but be deplored. The Committee have been informed t h t  
the Board have since issued instructions to  the Commissioners 
27-1-1978 (just hefore the sitting of the PAC) wherein i t  has been 
clarified that if the employee is in receipt of an allowance which 
pertakes the character of a conw -:lnce allowance, the standard 
deductinn should be restricted to RS 1 0 0  whatever be the nomen- 
clature given to the allowance. The Committee trust that the Board 
would keep a watch that no company. whether in the pubIic o r  
private sector. indulges in such a practice. They would also urge 
that if convevance allowance. hv whatever name it was called per- 
took t he character of conveyance allowance, the cases of erroneous 
deductions shoiild he re-opened. 



-do - The Committee note that the Bombay and Madhya Pradegh 
High Courts have held that the City Compensatory Allowmce 
could not he considered as an-additional salary or perquisite uls 
17(1) or 17(2) of the Income Tax Act. 1961 and as such is ndt 
taxable. Thc Departmtnt of Revenue arc legally adviseci against 
filing a Petition for special leave befsre the Supreme Court. Mean- 
while exemptions were being allo\ved in respect of Ci@ 
Compensatory Allow~nce in some places either in initial assessments 
or at the appeal stage. The Committee have been informed that 
the question of making suitable amendment of law to get over the - 
situation is under consideration of the Boa~d. The Board have also 
issued insiructions to the Commissioners t1t keep this issue alive by 
filing reference where such deduction is allowed on the ground that 
CCA does not form part of the salary at all. The Committee desire a 
that a final decisit n on amendment of law should be taken soon. 

-do- It is noticed that the various banking and other financial 
institutions wele 'advancing house building or other loans to the 
emp!oyees free of interest or on concessional interest but the per- 
quisite value in such cases was not computed and brought to tax. 

-do- The Committee note that follow in^ the jud-pent  of the Madras 
High Court (100 ITR 629). tho Department of Revenue had, on the 
advice of the Ministrv nf Law, cnllrd for the views of the Com- 
missioners of Incornc-tax on the whether difference between 
interest at standard late and that actually charged on loans given 
by employers for house building. purchase of conveyance etc, should 
be treated as a perquisite. The C(mmissioner's viewpoints a* 

. - - - ------ _ _ _ _ .______ I _ - - _ _ -.--- -- - --- 
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stated to have been forwarded to the Ministry of Law on 7-8-ID78 
for advice. The Cc~mmittee would like to be apprised of the h a 1  
decision taken in this matter. 

.\\inistry of Fiounce The Audit Report has levealed some very serious lapses in tne 
{l)eyattment of Revenu+.j working of the Salary Circles. It would be remembered that the 

mistakes/irregularities that have been pointed out by audit are only 
symptomatic of the maladips that beset the Salary Circles, the a d i t  
scrutiny bemR confined to a test check mly.  The Committee are 
inclined to think that the type of cases of ommissions that have 
been pointed out hy audit in n f ~ w  selected Commissioner's charges 
and f a  a p:irticular period must have occurred in other Com- 
missioner's charges and in years prior to or after the period covered 
l ~ y  audit. I t  is thcretorc. of utmost impatance that other co?n- 
11lissione1's charges should review the cases d the type mentioned 
in audit para far last 5 years. 

-do - The Committee have heen infnrmed that in recent years tke 
Department of R ~ \ . e ~ l u e  had t:tken certain steps to improve the 
working of Salary Circles. These include ( i )  appointment of 
separate Inc(11nc-tax Officers for this wnlk in pursuance of recom- 
mendatinns of  the Committee of Experts on Accounting & Conec- 
tion Prc~.cclurc.s ( 197.5). (ii) compu terisa tim of annual returns and 
llsyment of salaries a t  sourrr. at 8 metropolitan cities to begin with, 
( i i i )  preparati,ln of dirtrtorv of employers and allotment of IDS 



numbers a t  the 8 centres. (iv) revision of the profurmae of the 
Challan and the cash book. The Committee welcome these measures 
but feel that more drastic steps are necessary to effect improvement 
in the functioning of sala~ y circles, which, as the present exttmina- 
tion has revealed, is far from satisfactory. 

The Committee are pained to know that even though the audit 
paragraph was sent by Audit to the Ministry in N o v e m k  1976, till 
31-3-1977, the Ministry hnd only stated that the audit objecd~ns 
were under consideration. The Ministry sent only partial re$= 
to Audit just on the eve of the meeting of the Cornmi- on 
30-1-1978 contesting a lot of relatively smalleu facts given in the 
Audit paragraph. It would h 4 p  the work of the Committee if the 
Government take care to see that the facts cmtained in the Audit 
paragraph are verified wd l  in time before the Audit Repod is 
printed. The Committee expwt the Ministry of Finance b set an 
example for other Ministries in this regard rather than defadtfng 
themselves. 
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