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INTRODUCTION 

I, the Chairman of the Public Accounts Committee as authorised 
by the Committee do present on their behalf this Fifty-First Report 
of the Public Accounts Committee (Fifth Lok Sabha) on Chapter 
IV of Audit Report (Civil), Revenue Receipts, 1970 and Report of 
the Comptroller and Auditor General of India for the year 1969-70, 
Central Government (Civil), Revenue Receipts relating to Income 
Tax. 

2. The Audit Report (Civil), Revenue Receipts, 1970 was laid on 
the Table of the Ho~isc  on thc 19th May. 1970 and the Report of the 
Comptroller and Auditor General of India for 1969-70. Central Gov- 
ernment (Civil), Rcvcnuc fieceipts was laid on the Table of the  
House on 21st July, 1971. The Public Accounts Committee (1971-72) 
examined the paraqrnphs relating to Income Tax a t  their sittings 
held on the 8th. I l th ,  12th, 13th and 14th October. 1971. This Re- 
port was considered and finalised by the Public Accounts Cqmmittee 
(1972-73) a t  their sitting held on the 24th August, 1972 (AN). 
Minutes of the sittings form part 11* of the Report. 

3. A statement showing the summary of the main conclusions' 
recommendations of tho Committee is anpendcd to the Report 
(Appendix). For facility of reference. these have been printed in 
thick type in the body of the Report. 

4. The Comrnittec place on record their appreciation of the assis- 
tancc? rendcred to them in thc examination ef thcse naragraphs hy 
t l i c  Comptrctller and Auditor General of India. 

5. The Committee would also like to express their thanks to the  
Officers of (he Ministry of Finance for the coo~~erat ion extended by 
them in giving information to thc Committee. 

30th August. 1972. ERA SEZHIYAN, 
8 t h  ~ h a d G :  1894- (S) . Chairman. 

Pu btic Accotm ts Committee. 



CHAPTER I 
TAX COLLECTIONS 

Corporation Tax and Taxes on income other than Corporation Tax 
Audit Paragraph 

1.1. The total proceeds from both Corporation Tax and Taxes on 
Income other than Corporation Tax (excluding the portion of 
Income-tax which was assigned to the State Governments) for the 
year 1W9-71) amounted to Rs. 508.G crores. The figures for the three 
years 1967-68, 1968-69 and 1969-70 are as follows:- 

-- -. -. .- - -. (In crores of rupees) .,- ...................... .. .. -- . . .  

--s---.p--.--.p-.--.- .- - 
Taxes on Income other than Corporation Tax 

(Gcoss proxeds) . , . , , 325.89 378'47 448.45 

Dcciuct share of nct procccrls assigned t c ~  Sta- 
l e ~  . . , . , . , .  174.52 194.51 293, 18 - -- - 

N E T ,  . . . . . .  1 5 1 . 3 7  183.96 15:.27 

A+l  C xpomtiun Tas  . . . . .  310,gl 299.77 353'39 --- 
.+6r.RR 483.73 5 d l . M  

. . . . .  ... - . . . . . . -  . - -  - - .- -- - -- .- - . .  .- . .-. - ... - - 
1.2. The gross receipts under Taxes on Income other than Cor- 

poration T:IX during 1969-70 went up by Rs. 69.98 crores when com- 
pared with the receipts during 1968-69. The collcctions of Corpora- 
tion Tax during the same period registered an increase of Rs. 53.62 
crores. 

( i i )  The total number of assessees in the books of the depart- 
ment as on 31st March. 1970 was 29,10,341. As compared to the pre- 
vious year ending 31st March, 1969 there was a rise-of 2,36.880 cases. 
The figures status-wise are: - 

. .... -- .... . . . . - . . . . . .  -. . . . . . . .  - . .- ....... 
A s o n  3191 As on 31St 

March, March. 
1 969 1970 ..-..... . ..... . .... - - -.-.- _ _  - _  _ 

Individuals . . .  , . 21,46,330 23,65,765 



(iii) Category-wise number of assessccs is indicated in the fol- 
lowing table- -- . -. . - - - . - - -- . - . . - . .- -. .- - . . . . - .- - . . .- ..- . . - .. . . - ---. - . . - -, . -- 

Asc11131st A s o n j r v t  
March. March, 

1969 I970 --.-------.- -- - . -.-- 
H.liin-ss caics having incumc over Rs. 25,000 . , . 1,37,32J 1~61,485 

Business cases having incmnc iwer Rs. 15,000 but ntlt esceed- 
ing Rs. 25,000 , . . . , , . , 1-37.265 1,60,009 

usiness cases having it~ctunc over Rs. 7,500 hut not exccctl- 
ing Rs. 15,000 . , . . . . . . 3a5.392 367,233 

,411 othcr cases except rhose mentioned in category helov 
an.i refund cases . , , , , , . , I r .4.(,254 12,22,767 

Government salary cascs and non-Government saiaty L ~ S C S  
helow Rs. 18,000 . . . , . . 9,2X,266* g,gX,t;q;(ir - .. - - - -- - - - - 

26.7?,461 29,10 2.1 I -- - " - -- - - - - - - - -- - - - - 
[Paragraph 33-of the Report of the Comptroller and Auditor 

General-1969-70-Central Government (Civil)-Revenue Receipts] 
1.3. The Committee drew attention of the witness to the fact that 

from 1965-66 to 1968-69, there was a shortfall in the collection of 
corporation Lix as compared with the budget estimates as indicated 
below vide 4-111 of CAG's Report for the year 1969-70:- 

mates as follows: 



1.5. The Committee wanted to know the reasons lor tlic pcrsis- 
tent over-esti~natio~n in the case of c v r p o r a t  tax and under-esiima- 
tion in regard to tax on income. The Ministry, in a note submitted 
to the Committee, stated: "Ever since the Chinese aggression in  
1962 Indian economy has been in a state of f l ~ : i .  The recession 
generated af'tcr that has provcd to bc an unsctt.li~lg factor. Another 
facto,r which affccted the stability of the eci>nori1y was the Jndo- 
Pak conflict in 1965." In addition to the 3,bovc factors which made 
the question of correct tstimation of budgetary recei_nts a somewhat 
diff~cult task, ot.her important factors which contributed to the same 
were the changes cffccted under Firlance Acts, 1965, 1063 and 1968 
in r.cspcct of co.rpor,ate income and the exact impact of' thmc changes 
could not be foresr.cn with any amount of precision at the time of 
framing the estimates. It may, however, bc puinteti out that the 
variations in the actual collections as compared to the  revjsect bud- 
get e s t i m ~ t e s  were much less excepting ior the year 1968-69, Tnc 
figures for the relevant years are given below: - 

1.6. During evidence, the  Finance Secretary explained as 
lollows: - 

"Thc reasons for sudden varlatlon particularly in respect of 
corporate tax are not so much any changes in rates etc. 
as thc. total chaljic in thc econnm;c co~~di t lons  prrvaillng 
In the country dunng  those particular years. These 
were the years when ~ndustrlal  recession was bcjng noti- 
ced: these were the years of severe drought w l ~ e n  the 
corporate sector had suffered at various points. For 
instance, there was a very big slump In the ~nginccr ing  
and jute ~ndustrles. There was n recession which offected 
both the current and arrear collection in the industries 
which were in considerable difficulties in making pay- 
ments a t  that time. Thcrr u.crc incrrnses in thc wagc 
bills and expenses on account of raw materials of the 



various companies, which again reduced their profitabi- 
lity. If. you would recollect, these were the years when 
there was a very sharp rise in prices over a few months. 
The wages were also escalating at that particular 
moment. This resulted in a total reduction in corporate 
tax. This situation continued for. two or three years. 
011 the other hand, 3,s far as individual income-tax is 
concerned, becausc of larger deductions at source in the  
case of the employees, the wage-bills increasing meant 
also a large dcductiot~ of income-tax. So, the receipts 
under that head increased considerably." 

1 . 7 .  The witness added: "You will notice that w e n  the estimates 
made of corporation taxcs continued in the years also to decline. 
Even at the budget stage. it was cstimated that therc would be 3 
fall. In 1966-67, it was Rs. 372 crores while in 1967-68, it was Rs. 350 
I'rores and in 1968-69, i t  was Rs. 320 crores. So, it was forcscr.n that 
there was going to be a fall. The question was the extent of the 
i all. 

On the other hand, as far as income-tax was concerned fall was 
~ i o t  anticipated In one year, the cst~rnatc was R3 290 croica, then 
It was raisc3d to Rs. 319 crores and then lo Rs. 362 crortls." 

1.8. When asked to state the total amount of tax realiscd during 
1967-68 and 1968-69 from individuals, Hindu undivided iarnilics. 
firms, companies and othcrs, t.he Ministry, in a written note stated: 
"The Department is not maintaining any separate statistics regard- 
ing the rcalisation of tax from the five categories mentioned above. 
The statistics are maintainell only regarding the collection:; made 
under the following heads: 

(i) Corporation Tax. 
(ii) Taxes on Income other than Corporation Tax. 

It is, therefore, regretted that the information asked for cannot be 
furnished in the required form since the compilation of statistics 
categorywise would necessitate the scrutiny of individual Ales of 
each and evcry tax-payer. " 

1.9. The Comrnittcc cnquired whether there was any machinery 
either in the Ministry or in the circler of the Income-tax Depart- 
ment to assess amount of tax on income collected category-wise (i.e. 
businesss cases involving over Rs. 25,000; cascs having income over 
Rs. 15,000 but not exceeding Rs. 25,000; cases having income over 



Hs. 7,500 but not exceeding Rs. 15,000; all other caws except those 
Government and non-Government salary and refund cases; and 
Government salary and non-Government salary cases below 
Rs. 18,000, so that projections could be easily made whenever any 
change was effected in the tax structure. The Chairman, Central 
Board 09 Direct Taxes stated: "I am sorry but we do no: keep it 
in that form. The form in which it is normally maintained IS what 
is known as the 'Demand Collection Register' which gives the 
number of cases disposed of by the lncomc-tax Officer, the amount 
of demand raised in each case etc. The Register includes all types 
of cases disposed of." 

1.10. The witness r~ddcd: "The information regarding what 
we call Category I cases-that is, where the business income is more 
than Rs. 25,000-is available with each Ward of the Incometax 
Officer concerned. That makes the basis of the estimates for the 
budget. The Director of Research also collects information regard- 
ing company cases and he tries to collect their current balance 
sheets so that when the projections from below come up ro the 
Board, the Board takes into account the economic trends and consi. 
ders whether the budget is based largely on the figures of the past- 
because what is available with the Income-tax Officers is informa- 
tion regarding categories of cases and the approximate amount 
which was collected in past years. So, considering the economic 
trends, which would be reflected in the current year, an adiustment 
is made at the Board's level. The Director of Inspection (RSP), that 
is, Research, Statistics and Publications obtains the balance sheets of 
bigger companies also so as to know the trend. The budget largely 
depends upon the advance tax collections and. therefore. the law 
imposes on the tax payer the duty to file a revised advance tax 
estimate, if the income is likely to exceed the amount on the basis 
of which the original advance tax was demanded. It is only about 
December or so that a more or less reasonable picture can be had." 

1.11. The Committee pointed out that whenever the Finance 
Bill was introduced in Parliament and when an? change was 
contemplated in the tax structure, the rate of tax on income slabs 
was being revised i.e, upto 7500. 7500 to 15000, 15000 to 25000 and 
above. The Committee enquired whether it was not nt3cessary that 
the Department should have statistics with regard to the number 
of assessments that fell under each category alongwit h the amount 
of tax collected therefrom so that the impact of the tax variation 
could be easily known. The witness stated: "I appreciate the 
necessity that  we should be in a position to budget as precisely as 
powible but the point is that in these cases, which reflect the 



Now, wiwn the assesssrient is made. I quite agrcc t h a t  there  may 
be a slight variation. But  i n  this figure which has been bui l t  u p  
from thcb charges of the Income-tax Ofiicers, w e  do, generally, 
take into account as against advance tax,  what  would b e  t h e  appro- 
x mate cuntribution that the depart.ment would be making  on the 
hasis of thc asscssmc3nts wlicr~ finally mad('. This is coupled wjt.h 
the fact, the, question I think beooines sim}~lcr on this ground t h a t  
now thr  assesscc is required t o  re\.isc his estimate of ~ . d v a n c t >  taxes. 
Previously the position was that  the asscssce was not bound to 
revise the t a s  payable upwards. he could only revise it dowr!wards." 

1 . 12 .  The witness addcd: "We have got our annual  statistics. 
Unfortunately, thosc statistics have not been co#mpiled up-to-date. 
1 am told that for thc ycar 1967-(<8, i t  is d ~ ~ e  10 be published in a 
fortnight's timc and for the year 1968-69. i t  is half-w3y through.  
Far the year 1970, unfortunately, it will take qui lc  some t ime  a n d  
I must, admit that thc department does suffcr from certain difficul- 
ties which I would very much wisll you to  reckon with." The 
Finance Secretary addod: "The p s i t i o n  is the sanw t h a t  ? h e  annua l  
statistics arc  avail,?ble, but thry have not hetw compiled. However .  
we can build up that and that is cluite obvious indeed." 

1.13. Pointing out t.hiit framing the  budget and effecting changes 
i n  the tax structure was an annual feature. the  Committee enquired 
how the Department cvuld get a precise estimate kvithout the basis of 
the demand made and tax collerted categorywistl. The witncss stat- 
ed: "The point was that broad points a r e  available under  these  
and thcn base those figures for working out  the derr.~and made  a n d  
the amount collected catej;orywise. But  this complicatinn was out 
of dat,e for a few years. Again this can be done and with the  classi- 
fication and distribution among the different income groups a n d  
different ranges, if a n  extrapollation is made. I think. a fair accu- 
racy one could get." 

1.14 The Committecl pointed out tha t  avcording to t h e  Report  of 
1 

thc Working Croup on the  Central Dlrcct Taxes Administration of 
the Admin~straUve Reiorms Commission, there were a t  present  
three agencles collecting information and conducting research an 
various problems of taxation namely t h e  T a x  Research Unit attach 
ed 10 the Economic Affairs Department, the Tax  Planning Section, 



functioning under the Central Board of Direct Taxes and the Direc- 
torate of Statistics, Ke,earch and Publications functioning as an 
attached ofice under the Board. The Committee desired to know 
their functions and thc effort made to bring about coordination 
among them. The Finance Secretary statcd: "The functions of 
these three units are cornplemcntary to each other. The Unit in 
the Department of Economic Affairs takes the total picture with 
regard to tax receipts more based on the economic trend in the  
country as to how the tax receipts may grow in different categories 
and different items; whether under incometax: corporation tax or 
excise tax and customs and various other sources of revenue. The 
Department of Economic Affairs is a different unit altogether. The 
Tax Planning Unit which is directly under. the Board of Rcvenue 
which looks into this matter in greater detail the affairs of direct 
taxes." 

1.15. The Conimittec drew attention to the observation of the 
Working Group that there was nc) coordination among these agcn- 
lies and that these sho11lc1 he amalgamatcd and brought under the 
iirect control of the senior member. The witness stated: "Thc 
co-ordin-tion bctwern the twc l  is absnlutclv essential. Ru t  there is 
no doubt that they should not pull in different directions and not 
'nak use of statistics. But t h r  othcr one rclntnie to Tax Planninz 
and th r  director at^ nf Statistics which arc> both under the Central 
Board of Direct T a w s .  thry can crrtainly tx hrought together a! 
:nore coherent group. There is no rnntradictinn ns far as statistic? 
;ire concerned. The Unit undrr the ?kpi~!.tment n i  Economic Affairs 
is slightly different in the sense that i t  doi,s not deal with incornt: 
,tax and XI on. hut i t  a l w  dtwli: with custonw and (>wise duty as also 
nther taues. R u t  thv t ~ v o  U:lits. i.c.. Tax P1nnr;nq and the Statis- 
!irs Unit under thc Ikpnrtrnent lnf Direct T a w s  can certainly he 
brought together." 

1.16. The witness nddrd: "We h n \ ~  not bcen alile to build up  as 
qood a Statistical 0rg:tnisntion as U.P otrcht to T!ie organisatinn 
is not upto-date. Thrv arc not using t ! le  1 w c !  ~n:ichincs and rnode1.n 
aid. We should go ahead in such n cornples .c\-stcm. Wr should 
hr ahlc to makc iisc of  the machines and comp\lters. I ~ c a u s e  ny ' th  
wch  a larcr number of data tn be prncesscd, it is n o  lonee:. ! ~ n s ~ i b l c  
to (lo mechnnicnlly: i t  m w t  take usr c:f rnschines and rnodwn -id." 

3.17. Whcn enciuirc-d ;\.hc~tlic~. thc  I)r~m!.trrlc~nt had thought of 
introducing computers in thc Y V S ~ P ~ I  of ~ o l I ( ~ t i ( ~  and  com!dation 
of slntjstics, th r  Chairman. Crntrnl Rnnrrl r ~ f  l3ir.rct Tn\:cs stated: 
"We used to cnmpilc nllr sntistir!: on f h r  T-Tollr+th machine and UT 



even now do it. Our 1967-68 annual review was prepared on com- 
puters if 1 remember correctly. We got n ~ ~ s t  of our cards punched 
outside, because we d ~ d  not have enough facilities for punching, we 
got it compiled in the computer centre. As far  as my recollection 
i;oes, we got it compiled there. The delay was primarily in  the 
punching of cards. What we find is that in view of the workload 
that has increased enormously, we would have gone in for compu- 
ters. We have already got arrangements with the Computer Centre 
at  Ramakrishna Puram. The Government have got their own com- 
puter centre which would process these things. We have already 
had discussions on this ground. But the delay occurs because the  
mformation which is fed. . . .is compiled on the basis of the form 
prepared by the clerks on the completion of the assessments. These 
have to be translated into the punching cards and that  is delaying 
the whole process. But we have arrangements with the Computer 
Centre." 

1.18. The Finance Secretary added: "We must use computers 
now. The volume of work has increased so much, the number of 
assessees is so large and the amount of information needed is so 
varied with regard to the classes and classification of income groups 
that this processing cannot be done other than by computers. The 
more quickly we go to the computers for this purpose-may be this 
will need a change in the type of information which has to be fed 
back to us and that will have to be examined-the better it will be. 
But there will always be a delay of about a year because i t  wfll 
have to be after the completion. . .What is completed in March, 1971 
would be available more or less six months later. But even that 
will he much better than the present delay. We are  trying to go 
in for computers as quickly as possible. We should try and see 
whether we cannot espedite this proposal." 

1.19. The Committee drew attention of the witness to the  letter 
dated the 7th September. 1971 from the Ministrv, in reply to a query 
of the Committee. wherein it was stated that "no statistics regard- 
ing the classification of companies into manufacturing concerns. 
trading companies and investment companies were maintained and 
hence it would not be possible to easily compile the total tax de- 

l i  manded and the tax collected from these different types of compa- 
nies!' and pointed out that the Department did not have the  statis- 
lh category-wise classification with the result that  they were un- 
able to studv the impact nf any change in the tax structure which 
led to variation between estimates and actuals to the extent of 25 
per cent. The witness staled: "While I accept the deflcjeney in the  
qtat,istical return, my submission is that when there is situation of 



serious fluctuation in the Wtal economy, when there is no stability 
either with regard to the rate of growth or industrial production, 
it becomes extremely difficult to forecast as to what the trends are 
likely to be." 

1.20. When pointed out that in U.K., though they were also sub- 
jected to very many stresses and strains due to depression and so 
on, yet the extent of variation between budget estimates and actuals 
was less than two to three per cent plus or minus, the Finance Sec- 
retary stated: "While I agree that we must take every possible 
measure to improve our statistical base and the whole statistical 
system and there is need for verv considerable improvement and 
strengthening the department, the units and also the whole proce- 
dure, a t  this stage I cannot esnfidently say that we should be able 
to bring the variation to as low as 5 per cent. My own personal 
feeling is that there are so many fluctuations and changes taking 
place that it is not possible to envisage with that much of accuracy. 
But their svstem to be far more accurate than ours. Apart from 
deputing some people, we can certainly take up a detailed study of 
this subject." 

1.21. The Committee drew attention of the witness to the recom- 
mendations of the Committee in their 27th Report wherein it was 
stressed that variation exceeding three to four per cent should be 
regarded as a matter of concern requiring remedial measures and 
pointed out that the steps taken by the Ministry. pursuant to the 
above recommendation, to fill up the deficiency in the collection of 
statistics. showed no improvement. When asked for the reasons. 
the witness stated: "We have tried to move forward. but unfortu- 
nately what was thought of could not be implemented for one reason 
or the other; Questions like 'how could this be done' and 'it is not 
possible' and so forth arose. But I agree that this needs conside- 
rable improvement and a fresh studv and a fresh analvsis of ths 
whole system. All these measures that have been taken have 
obviously not met the situation and therefore still more measures 
are needed. Those were certain measures which were taken and 
which have not met the situation. This needs a fresh examinatinn 
and study which will show where we are and how we are going 
wrong." 

1.22. The Ministrv in a note, further stated: "It is admitted t h ~ t  
the Ministry have sometimes not been able to furnish certain sta- 
tistics in the form required by the Committee. The main reason for 
this is that such statistics are not maintained by the Department. 
However, the Ministrv intend to take stem to maintain in future 
statistics in the form required by the Committee. F,rw this pur- 



1.24. At  present, there are  threi! ~ g c n r i c s  collpc.tinq i n f o r p n t i w  
and conducting research an tax problenis viz. ( i )  Tax 13~*ierrrch 
Unit attached lo thc  Department of F h n o m i c  Allairs, ( i i )  Tax 
Planning Section, functioning m d u r  thl. Central Board of Dircct 
Texcs and (iii) Directorate of Statistics, Reiearrh rind Pl~hlicailot~s 
functionin,g as a n  attached office under  the  Central Board of 
Direct Taxes. The Working group of Administrativr Refornls 
Commission observed that them was no coordination amon?; thesc 
three agonries and that these should he arnalgan~ntcd and  h r o i t ~ h t  
under the direct rontrol of thc senior member of the Hoard in- '! &awe of Tax Planning and Assersment. Ample l ime has 
for Government to have ronsidwed the .Administrntire rteb,rms 
Commi~sLn's  recommendations i s  this respect in a romprEhmsive 
manner. The Committee feel that on grounds of efiricnry and 
economy this suggestion is of sufficient impnrtancc (0 meri t  eilrly 
action. As a first ~ b p  in  this direction ihC Units under the Central 
h ~ r d  of Direct Taxes could hc amalgam at^ forthwith: 



1.25. It is significant that at present the Central Board of Direct 
Taxes do not'have up-to-date statistics which in the opinim of the 
Committee a& an essential prerequisite for making reasonably 
accurate fore;+ of tax receipts. For instance, the Board do not 
have latest f ibres  of income-tax collected in respect of various 
income brackets. The Board do not also maintain separate statis- 
tics of taxes realised from individuals, Hindu undivided families, 
firms, companies and others and of number of and taxes realised 
from various companies such as manufacturing concerns, trading 
companies and investment companies. The Committee desirc that 
the Board should mnintain up-to-date statistics pertaining to all the 
categories in order to assess the impact of taxation measures at the 
time of preparing the budget estimates. 

1.26. The Committee alw desire that the Ministry should studg 
the methods adopted for estimation of revenue receipts in U.K. 
and other countries where the variation between budget estimates 
and actuals is not significant in spite of fluctuations in eco~rornic 
conditions and growth. It is needless to pdnt  out that incorrect 
estimation may result sometimes in avoidable revisioniimposition 
of tax levies. 

1.27. The number of assessees on record at the end of the years 
1964-65 to 1969-70 are as under:- 

1.28. The Cornmitt* pointed out that the number of assessees 
which was keeping an upward trend upto the year 1967-68, had 
come down during 1968-69 by 35,003 when compared with the year 
1967-68 and enquired about the reasons for the decline. The Fin- 
ance Secretary stated: "Except in 1969, when it had gone down by 
a few thoitsands, in every year it has gone up by some lakhs." He 
added: "As a result of the survw undertaken in 1964-66. there was 
a very big addition to the number. As n result of this survey, we 
2132 LS-2. 
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added subsequently something like 10 lahhs people. Three lakhs 

of people had to be removed. But subsequently they found that 
they were not income tax liable." 

1.29. In reply to a question, thc Chairman, Central Board of 
Direct Taxes stated: "There is a reduction. Now if YOU see OW 
statistics as on 31-3-68, we had onc undor Category I,  1,29,989 cases 
and in March, 1971, this has increastd l o  1,77,553. AS 1 said that 
the emphasis has changed dur3ing this year and we tried to bring 
in  more and more bigger cases. So, we started our usual double 
process, because those cases which a r c  petty cases and which do 
not involve unnecessary surchargrb ct.c. In 1968, there is a conti- 
nuous increase in category I casc." Thc numlber of business cases 
with income serf Rs. 25,003 was 1.29.989' as on 31st March, 1968 
1,37,324 as on 31st March 1969. 1.61.485 as on 31st March, 
1970 and 1,77553 as on 31-3-1971. Tlic witness added: "You will 
see the same trend so far as r.at,ccory I1 cases arc concerned. So 
far  as category I11 cases are conccrncd. you will find the same trend 
but there is not much ol' an increaw. while rategory IV shows a 
small increase only, hccausc our c~fforls in those ycars were con- 
centrated more on bigger cascs." 

1.30. Thr Finance Secretary added: "If you see the grand total. 
you will see that in fact there has been an addition in the numbers. 
The grand total of 27 lakhs which r : m e  t L , \ \ v  i r )  2fi.7:3.000 went up 
in 1970 to about 29 lakhe and i n  1971 to :,bout 31) lnlrlis. That indi- 
cates that thcre has been a n  arltiit.i;m of '  n t~c l { i t  3 Iakhs people. who 
arc completely nent." 

1.31, Drawjng attention to the fact that about TO lakhs assessees 
were added and that 3 lakhs of thcm had to I w  removed subse- 
quently as they wwr not  lialde to  pav inctomtl-tar;, the Committee 
wanted to know the yiws in which thest: wer(: removed indicatinq 
the category-wise brcak-up. The Ministry. in n note, stated: "In 
the course of the general survey cwductc l t i  i n  1965. a lferv large 
number of infructu~us cases a l ~ o  wew uddc!cl to  the number nf 
a.sscsseas on thc Department's registers. This was clut? to the fact 
that the survey oftlcials had been m8r~kinf: a rough and ready esti- 
mate of the income earned by the small asscssces and later, on 
scrutiny, many of them wcrct found to  havc income below the 
taxable limit. When this fact camt! t.0 the noticc. of thct Central 
Board of Direct Taxes, they issued instructions under their F.No 
81jl14168~-IT(B) dated 25-11-1968 to  rc?mcn*cl the infructuous case< 

.. . . . -. *Accw i ing  l o  A d i l  1 1 1 . '  iir:~rrc i r  1~7 ,r lh 'g .  



from the General Index Register. This led to the removal of nearly 
4 lakhs cases in three years as per the details given below:- 

No. of No. of cases Net reduc- 
cases re- added as tion in the 

Y c w  moved from n result of number of 
the GIR cxternai sur- cases 

vey 

The cases could obviously relate to only category 5." 

1.32. The Committee pointed out that in many professions, peo- 
ple may try to evade the tax, especially the professional lawyers, 
doctors, Engineers, contractors etc. The Committee enquired 
whether any concerted efforts had been made in this regard by the 
Department. The Chairman, Central Board of Direct Taxes, stated: 
"Our survey operations do have a look to see whether certain doc- 
lors or other persons are submitting their returns or not. This is a 
job we do, but I would not say. case by case." 

1.33. The witness added: "Our SIB Branches which are attached 
to the Commissioners collect a lot of information from the variou? 
Departments. We also consult the telephone directory and so on 
and so forth." 

1.34. The Committee desired to be furnished with the statistical 
information collected by the Special Investigation Branches, with 
regard to four categories vi-.. lawyers, doctors, contractors and 
engineers in the cities of Delhi, Madras. Bombay and Calcutta in- 
dicating against each categorv the total number and the number 
of those who were submitting their returns. The witness stated: 
"I stand open to correction. I had said that we collect information 
from various organisations and departments. It is left to the initia- 
tive of the Commissioner. Whether he does collect the information 
or not, he has got a branch for this work. This year he may be col- 
lecting information regarding a certain class of people: next year 
he mav be collecting information regarding contractors; the third 
year he may be collecting information with regard to certain bud- 
nessmen.". The Finence Stcretarv added: "We will try to get the 
informatdon an the different classes of people we have already gnt 



and also collect information with regard to the total number of doc- 
tors in three or four big selected centres, because we cannot take it  
up for the whole country." 

1.35. The Committee enquired about the special steps taken by 
the Department to make survey work more efficient and more useful 
to the Department. The Chairman, Central Board of Direct Taxes 
stated: "I may agree that the work of the Internal Survey leaves 
much to be desired, one of the reasons being that the officers have 
had too much of a workload which does result in neglect of certain 
functions.. . . . . . . . .In spite of the fact that the SIB Branches are 
allotted specific work, as observed very rightly, in practice the com- 
missioners used to make use of these Branches for other work also." 

1.36. The witness added: "What happens is that we have now 
got an Assistant Director in charge of Intelligence, whose job is to 
collect information which could not be collected by the SIB Branch 
which collects more or less mechanically certain types of informa- 
tion. Gradually the functions of the Intelligency Units have been 
expanded and those of the SIB have become more or less routine." 
L. 

1.37. The witness further stated: "I must be very frank and say 
that we were aware of this problem. We have from time to time, 
though not in a systematic manner, conducted surveys. But the 
whole problem is, while I will have to be rather frank as to my feel- 
ings, that we are suffering from a certain unplanned and chronic 
shortage of staff. For example, we have this year to complete very 
large number of assessments because the time limit for completion 
of assessments was reduced from four years to two years. What 
happened was that we had to divert some of our staff in order to 
see that this work is attended to and naturally some other work 
does suffer. For example, when WP go on surveys we do not have 
any fluid staff available only for the purpose of surveys and some- 
times we have to draw field officers, inspectors and so on and divrrt 
them towards the survevs. So, what has happened is that the De- 
partment has not grown in a planned manner anticipating its future 
requirements. It is living on the basis of its requirements from 
time to time as and when a problem comes up. So. we have carried 
on surveys; it is not that we have not. Today also we carry on sur- 
veys but it is on selective basin. There are two systems. Onct js the 
internal survey and the other door-to-door survey. which was Inst 
conducted, if I remember correctlv, in 1965." 

1.38, b reply to a cluestion the witness stated that the s ~ ~ r v e v  
was conducted all over India. When asked to state about the scope, 
the nature of information collected and the results of the survey, the 
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Finance Secretary stated: "I am not sure whether any particular 
proforma was advised to indicate the whole points but since there 
was a general complaint that people were escaping assessment, our 
people were asked to make a sort of door-to-door, lane to lane sur- 
vey to see whether the people are submitting income-tax returns or 
not..  . . . . . . . . . . . . . . . We have got information as to the end result 
the end result we have got as to what was the total number of the 
categories assessed. But the point. . .raised was what was the ex- 
perience, how it was conducted, what was the result and so on and 
now we have still to see the report from the different Commissioners; 
we will analyse, coordinate and correlate and. if it is available in a 
document form, we will send that to you. If it is not available, we 
will make a study of it and prepare a document and then make it 
available to you." 

1.39. The Committee find that the number of assessees has in- 
creased from 21,26,398 in 1964-65 to 29,10,341 in 1969-70. There was 
on increase of 36 per cent in 1965-65, 14 per cent in 1965-66, 11 per 
cent in 1966-67, 0.2 per cent in 1967-68 and 8.9 per cent in 1969-70, 
while there was a decrease of 1.3 per cent in 1968-69. The Commit- 
tee were informed that the decrea~e in 1968-69 was due to removal 
of some 4 lakh assessees found no. liable to income-tax out of 10 
lakh new assessees added as a result of a special survey undertaken 
in 1964-65. The Committee were further informed that although 
there was overall reduction in 1968-69, there was continuous in 
crease in the higher income cases. The number of buginess cases 
with income over Rs. 25,000 increased from 1,23,989 as on 31.3.1W 
to 1,37,324 as on 31-3-1969, 1,61, 485 as on 13-3-1970 and 
1,77353 as on 31-3-1971. The Committee welcon~e the change in 
emphasis in enrolment of new assessees and hope that the surveys 
will concentrate on cases with revenue potential so that time and 
labour are not spent on cases which are subsequently to be removed 
from the registers. 

1.40. The Committee are concerned to be informed that the "work 
of the internal survey leaves much to be desired!' The Committee 
deske the Central Board of Direct Taxes to look into the matter 
with a view to ensuring proper deployment and utilisation of staff 
with clear directions and objectives. 

1.41. The Committee need harly point out that in evaluating tba 
work of survey done by oilicers in the field, the tax potential of the 
cases detected should receive more importance than the total nnm- 
ber of new assessees added. 

1.42. Pointing out that under the Income-tax Amendment Act. 
1070, the assessees were required to make their own assessment of 



income and tax payable, the Committee enquired whether it was 
applicable to small Income cases. The Chairman, Central Board of 
Direct Taxes, stated: . "Not exactly so, I may clarify-when the 
assessees submit the return and if the net tax payable by the asses- 
see is more than Rs. 500 on the basis of his return within one month 
he should make the self-assessment and then pay the tax, i t  is not 
along with the return." 

1.43. When asked whether. in such cases the Income-tax Officer6 
accepted the assessments without callillg for the assessees, the wit- 
ness replied: "I would not say that this is absolutely correct. I may 
explain the changes brought about by the Taxation Laws (Amend- 
ment) Act, 1970. What happens is that on analysis it was found 
that about 80 per cent of the cases are small income cases. This is 
on a rough calculation." The Committee pointed out that in 1970-71 
number of cases under small assessment scheme was 21 lakhs and 
odd and the number of cases where assessees had to be called WRS 
5 lakhs which was 25 per cent. The witness stated: "This report 
would not reflect the present position which is prevalent after the 
1970 Amendment Act came into force. Previously on an ad hoe 
basis and with the approval of the CAG we had introduced what 
we called a summary assessment scheme whereby the income-tax 
officers were directed to complete the assessments in small cases 
after making such adjustments as were apparent on the face of the 
return without calling for the assessee. That was the position. I n  
some cases he would have to call for the assessees particularly, if a 
notice had been issued already for submission of return, he would 
not be in a position to close the case. The initial hurdles-I should 
put it. 

This scheme which was called the small assessment scheme harl 
certain restrictions-restrictions from this point of view that if there 
was any defect in a case or it was new case even though it was small. 
the assessee would have to be called for likewise there were certain 
restrictions built in the scheme with a view to safeguard the interests 
of revenue. So, even though apparently the case fell under the 
slnall Income Scheme, the Income-tax Officer, in view of the instruc- 
tions issued would have to call the assessee for the purpose." 

1.44. When further pointed out that according to the report of Working Group of Central Direct Taxes Administration of the Ad- 
ministrative Reforms Commission the amount of revenue in the small 
income cases which constituted 80 per cent of the total assessees. 
would not exceed 4 per cent of the total assessed in a year, the wit- 
ness stated: "To take care of this major reforms have been ma& bv 
the Department. You will he pleased to know that we have made 



sufficient advance in this direction. Previously, under the small In- 
come scheme, the ITOs were directed to complete the assessment on 
the basis of the returns without calling the assessee. This has been 
embodied in the Act vide Income Tax Amendment Act, 1970 whicn 
became effective from 1.4.1971." 

1.45. The witness added: "I may also be permitted to point out 
that sometimes an assessee may have to be called for by the Income- 
tax Offlcer even when this scheme is in operation." 

1.46. The Committee desired to know how far the procedure haci 
been simplified to avoid harassment to parties. The Finance Secre- 
tary stated: "As far as individuals are concerned, there have been 
considerable simplifications, but as far as companies are concerned, 
the simplifications might not have reached the same stage, but I 
think, as an individual person filing a return, I find the form now 
much simpler." 

1.47. Tho Chairman, Central Board of Direct Taxes added: "We 
have introduced straight line deductions to treat a certain percentage 
of out going as admissible expenditure with the result that the com- 
putation of income as well as tas  calculations have become pretty 
simple. The problem is not so much for the small assessees, for 
whom the return is simple. For thc  bigger assessees and companies, 
the form has to be complicated." 

1.48. The Comniittcc desire that the working of small .income 
scheme should be kept under watch. The objective of the scheme is 
that the Department should not wastc its time and energy in disposal 
of cases which have no revenue potential. The Committee trust that 
the procedures evolved by Government help to achieve this objec- 
tive. In particular, it should he ensured that on the one hand the 
scheme is not exploited by some linsrrupulous high income assessees 
masquerading themselves as small income assessees and on the other 
hand genuine small income assessees are not subjected to harassment 
by being asked to appear before the Income Tax authorities. The 
Committee trust that Audit would conduct a review of the scheme 
and include their findings in their future Report. 

1.49. The Cmmit tee  were informed that there has been consider- 
able simplification in procedure as far as individuals arc concerned 
hut the simplification might not have reached the same stage as  far 
as  other categories are coacerncd. The Cuniniittce desire that the 
question of simplification in procedures should be kept under con- 
stant study so that maxin~um possible simplification can be achieved 
as early as possible keeping in view the basic objective of avoidinp 
haraosmeat to parties without detriment to the interests of revenue. 



1.50. When asked to statc whether the Functional Scheme of 
distribution of work had been fully extended to all the income-tax 
charges and whether any appraisal of the scheme had been made 
by the Department, the Ministry, in a note, stated: "The Func- 
tional Scheme has been introduced in 104 ranges comprising almost 
all income-tax offices with six or more Income-tax Officers. It 
covers about 50 per cent of the strength of the officers in the  coun- 
try. The extension of the scheme to income tax circles with five 
17'0s has been left to the discretion of the Commissioners of In- 
come-tax and they have been asked to examine the feasibility of 
separating the collection function alone, if extension of the fuil 
functional scheme is not possible in such circles. The extension of 
the scheme to circle with lesser number of Income-tax Offlcers is 
not considered feasibk. 

"The working of the income-tax offices under the Functional 
Scheme is kept under constant supervision by the Commissioners 
of Income-tax. Besldcs, the 0. & P., Division of the Central Board 
of Direct Taxes reviews its working every month. Its officers also 
visit the field units and carry out on the spot review of their work- 
ing. These appraisals show that the scheme is working well. Ex- 
perience has shown that the system has resulted in not only incrcas- 
ed disposal of assessment and collection of taxes but also adequatc 
and timely attention to other important aspects of work like rectifi- 
cation of mistakes, giving effect to appeal orders, Audit objections 
etc. 

"A few difficulties too have heen noticed e.g., the non-availability 
of files due to their excessive movement through various functional 
cells, delay in issue of demand notices and failure to give proper 
credit for prepaid taxes in a number of cases. Some procedural 
changes are considered necessary for removing these defects. Some 
changes will also be called for because of the revised assessment pro- 
cedure introduced by the Taxation Laws (Amendment) Act, 1970 
(No. 42 of 1970) in the framework of the functional scheme. 

"The necessary changes have been formulated and the Com- 
missioners of Income-tax asked to send their comments on these 
proposals. They are likely to be finalised soon." 

1.51. The Committee note that the functional scheme of distri- 
bution of work which has been introduced in 104 ranges has re- 
sulted in not only increasing the disposal of assessments and cd- 
lection of taxes but also paging adequate and timely attention to 
other important aspects of wohk like rectification of mistakes, dib 
posal of audit objections, giving effect to appeal order etc. But there 
are also certain dimculties regarding non-availability of papers, de- 
ley in issue of demand notices and failure to give credit for areoaid 



taxes. The Committee desire that the procedural changes coacii- 
dered necessary for removing these deffects should be made with- 
out delay. 

Cost of Collections 

1.52. Pointing out that the total expenditure on collections dur- 
ing 1968-69 was Rs. 10.72 crores, the Committee desired to know 
how much of this related to (i) assessment of small income cases 
and (ii) assessment of cases other than small income cases. The 
Ministry, in a note, stated: "The small income case would normally 
fall under categories 111, IV and V. Since no separate statistics have 
been maintained regarding the expenditure on collection relating 
to each category, it is not possible for the Ministry to furnish the in- 
formation asked for and to bifurcate the total expenditure of 
Rs. 10.72 crores on collections during 1968-69 into expenditure relat- 
ing to assessment of small income cases and of cases other than 
small income cases." 

1.53. In paragraph 1.10 of their 110th Report (Fourth Lok Sabha). 
the Committee desired that a pilot "time and motions study should 
be conducted in selected ranges to determine the cost of collection 
in respect of various incom brackets vis-a-vis revenue realised. In 
a written reply, the Ministry stated: "A survey was conducted on 
the lines suggested by the Audit in two representative Rangesi 
Circles in West Bengal, Bombay City, Gujarat, Delhi and Madras 
Charges, one of which should be having mostly important Category 
I and I1 cases and other having mostly the remaining moderate 
category cases. The two sets of cases are termed as "Big income 
cases' and 'Small income cases'; this was a practicable line to be 
drawn for the purpoes of a broad categorisation for such a pilot 
study. The data collected in this pilot study for the year 1968-69 
and 1969-70 is given below: 

Year No. of Amount of Cost of Cost per Percentage 
cases demand Collection case to demand 

raised raised - ---- 
(In ooo rupees) Rs. 

1968-69 
(i) Big Income 

cases: , . 17,231 38,46,62 33tO3 191.63 0.86 
( i i )  Small Income 

cases . . 196,521 4,62.32 25977 13' 11 5' 57 

1969-70 
(i) Bin Incmc 



The results are that while the cost of collection of a 'Big income 
case' was Rs. 191.63 during the year 1968-69 it came down to Rs. 172.4'1 
in the year 1969-70 whereas in 'Small income case, it had nominal- 
ly gone up from Rs. 13.11 in 1968-69 to Rs. 13.51 in 1969-70. The 
per centage of cost of collection in relation to demand raised dur- 
ing the period in the two groups of cases is 0.86 in 1968-69 and 0.78 
in 1969-70 for the 'Big income cases' and 5.57 and 5.41 respectively 
for the 'Small income cases'. It may be observed that the cost of 
collection per case in 'Small income cases' is also reasonably low, 
considering the nature of these cases. 

The cost of collection for the two income brackets put together 
works out to Rs. 27.50 and Rs. 28.23 per case respectively for the  
years 1968-69 and 1969-70; the percentage of cost in relation to re- 
venue being 1.36 and 1.24. As against these results disclosed by 
pilot study comprising equal number of circles of Big and Small in- 
come cases, the percentage of cost of collection to revenue as on 
All India basis works out to 1.73 and 1.97 on the basis of statistics 
available in the Audit Report. 1970 and the ChAG's Report for the 
year 1969-70. 

The above statistics relating to pilot study have been arrived at, 
without taking into account expenditure incurred on office accom- 
modation, maintenance of building, furniture, proportionate super- 
vision charges. etc., which could m t  be determined due to practical 
difficulties. 

In the end it may be mentioned that due to introduction of 'Sum- 
mary assessnlent scheme' the results of above study may not be a 
pointer for the cost of collection at present stage. The exact im- 
pact of 'Summary assessment Scheme' as to the cost of collection 
can, however, be known only after a couple of years or so. The ex- 
pectation o,bviously is that the cost of collection on 'Small income 
cases' will register decline." 

1.54. The Committee find that the pilot study carried out by the 
Central Board of Direct Taxes has reveaied that in big income cases 
the percentage of cost of collection to demand raised worked out to 
0.86 per cent and 0.78 per cent in 1968-69 and 1969-70 respectively 
while in small income cases the perctantages were 5.57 and 5.41. 
The obvious conclusion is that cost of collection as pacmt.ys  of 
the demand is mulch more in respect of small income cases as =om- 
pared with big income cases. The Ministry Rave pointed m t  that 



with the introduction of 'Summary Assessment Scheme' the results 
of the earlier study may no longer hold good. The expectation ob- 
viously is that the cost of collection on 'Small income Cases' will 
register decline. The Commiitce desire that impact of the 'Sum- 
mary Assessment Scheme' on the cost of collection may be watched 
through further stundies with a view to taking additional measures 
towards reduction of cost of collection in small income cases. 



CHAPTER I1 
RESULTS OF TEST-AUDIT IN GENERAL 

Audit Paragraph 

2.1. The test-audit during the period from 1st September, 1968 
to Slst August, 1969 revealed under-assessment of tax of Rs. 687.19 
lakhs in 12,418 cases and over-assessment of tax of Rs. 100.92 lakhs 
in 3,496 cases. Besides these various defects in following prescribed 
procedure, also came to the notice of audit. 

2.2. Of the total 12,418 cases -of under-assessment, short-levy ,of 
tax of Rs. 537.46 lakhs was noticed in 840 cases. The remaining 
11,578 cases accounted for under-assessment of lax of Rs. 149.73 lakhs. 

(ii) The under-assessment of tax of Rs. 687.19 lakhs is due to 
thc mistakes categorised broadly as below : 

No. of Amount in 
cases lakhs nf 

nlpecs. 

I Mistakes due to carelessness or negligence and mistakes 
committed in tax compatation , , . . 2,518 76.59 

2 Incorrect computation of income from 'salary' , , 166 4'04 

3 Inwrect  csmp!ltation of income from 'business" r ,+R 129.79 

4 Mistakes in comp!lting depreciation and dcvelopmenr 
rehate . . . . . . .  807 132.03 

5 Irregxlar exemptions and excess reliefs given . , 499 32'02 
6 Incorrect relief f r m  tax on newly established indus- 

trial !~ndcrtakings , . . . , . gK 24'64 
7 Frilure to rectify partners' assessments on complction 

of firms' osaessments , . , . . . Hz 6.86 
8 Incorrect computation of tax payable by companies 

56 19.59 9 Non-levy of additional tax on section 23Alroq com- 
panies 67 49-64 

lo Income escaping assessment , , , 

804 26-70 
I r 0 nission to levy or Incorrect levy of penal interwt 

a 2,501 63.06 
12 Other lapses . , . , , . , , 

3,512 142.13 -- 
12.418 687.19 - -- 

[Paragraph 46 of t h e  Audit Report 1970) 



2.3. In the course of test audit carried out during the period from 
1st September, 1969 to 31st August, 1970, under-assessment of tax 
of Rs. 858.92 lakhs in 6,997 cases and over-assessment of tax of 
Rs. 191.41 lakhs in 6004 cases were noticed. Besides these, several 
defects in following the prescribed procedure also came to the notice 
of Audit. 

2.4. Of the total of 16,997 cases of under-assessment there was 
short levy of tax of Rs. 644.80 lakhs in 1096 cases alone. The re- 
maining 15901 cases accounted for under-assessment of tax of 
Rs. 214.12 lakhs. 

(ii) The under-assessment of tax of Rs. 858.92 lakhs is due to 
mistakes categorised broadly under the following heads: 

Amount 
(In J A h s  of Rs.) 

I Avoictablc mistakes involving considerahlc revenucs , . . 7 6  16 

2 Incorrect application of lower rate of tax on uncarned income . . 15.46 

3 Incorrect determination of income unticr hwse property . . 15'35 

4 Incorrect determination of income from brlsiness end proftssic n , I : ~ : Y  

5 Mistakes in computing depreciation and development rebate . , 79' 77 

6 Incorrect levy of tax on companies , . . . . . 20:. 66 

7 No;\-levy of a4ditional tax for nan-distribution of dividend6 , , a, 60 

X Incorrect relief from tax to newly cstahlishcd industriul undtttckirph. 17,:s 

y Income escaping assessment . , , , . . 49'03 

10 Irregular grant of rel'unds . . . . . , . . 12'47 

t r Nm-levy or incorrect levy of pend interest md pcnalty . . . 100.88 

12 Other lapses . . . . . . . . . 116.02 

858.29 

[Paragraph 34 of the Report of the Comptroller and Auditor 
General 1969-70-Central Government (Civil)-Revenue Receipts.] 

2.5. The Committee pointed out that the Revenue Audit who had 
test checked the assessments during 1969-70 found defects in about 
23,000 cases (including 6004 cases of over-assessments mentioned in 
paragraph 48 of the Report of the C&AG for the year 196970). 
The representative of the Board stated: "As a result of a study 
made of test check audit, we find that out of 74.000 and odd cases 
with incomes above Rs. 50,000, the audit test check was done in a 



little over 46,OW cases. So the test check made by audit is not 
10 per cent of the main revenue yielding cases, but much more. 
Also the revenue that was supposed to be under charged in these 
cases was Rs. 3.09 crores and Rs. 1.48 crores was the revenue over- 
charged. What was accepted by the Department in these cases 
was quite different. It was Rs. 1.78 crores as against Rs. 3.09 crores 
and Rs. 0.77 crore as against Rs. 1.48 crores Audit have shown 
the figures But do these represent the first figures? They do not 
represent the final outcome because the department very often 
differ from audit and do not accept audit objections. Conse- 
quently, taken as they are compared to the gross total, it does not 
represent 10 per cent." 

2.6. The Committee wanted to know the number of cases where- 
in rectification could not be carried out because of time-bar together 
with the amount of tax involved therein out of the under-assess- 
ment of tax of Rs 687.19 lakhs and Rs. 858.92 lakhs pointed out 
in the Audit Report, 1970 and in the Report of C&AG for 1969-70 
respectively. The information furnished by the Ministry is as 
under: 

"NO. of caws in .4mcwnt No, of caws in Amrx~nt in- 
which rcctitication i t~volvcd f i ~ i  which rrctificntwn v(11vd [in- 

got timc horrcd bc- thu!isand i got timc-harrcd after t h r v i s ~ n ~ ~ ' ,  
f'm the rcceipr ol' thc Ihc rccclpt of the 

a:l,lit objection a!tdit ohjccticm 

*Thc position relating to two Commissioners' charges in 011:sa and C P I C I J ~ ~ P  (Central) is yet to he verified. 

2.7. The Committee desired to know about the  improvement^ 
made in the working of the Internal Audit Department. The Mem- 
ber of the Board stated: "The number of internal audit parties 
was increased slightly during the year 1969-70 but they are slill in- 
sufficient to conduct mxx or less a concurrent audit of all cases. 
The internal audit parties are organired under Aslisbnt Cornis -  



sioners for audit in the cities of Bombay, Calcutta, Madras and 
Uelhi and from this year Additional Commissioners too have been 
looking after the internal audit. They are headed by a Chief 
Auditor who is an I T 0  Class I, while the rest of the audit parties 
consist of UDCs, Head Clerks or Inspectors supervising the indivi- 
dual parties." 

2.8. Asked if any period was prescribed for disp~sal  of audit ob- 
jections, the witness stated. "There is actually no period prescrib- 
ed for the disposal of audit objections, because they vary from range 
to range and the number of cases handled by a particular officer." 
When pointed out by the Committee that instructions were issued 
In October. 1966 and September, 1969 prescribing a time-limit of 
3 months, the witness stated: "We have prescribed a time-limit of 
3 months for audit objections to be disposed of by the Income-tax 
officer and that has been reiterated relatively recently." 

2.9. Asked about the level at which objections raised by the In- 
Iernal Audit were dealt with, the Member of the Board stated: 
"The Audit objections are disposed of at the Income-tax Officer's 
level because he is the person who is responsible for the rectification 
of the assessmcnt that has been made by him irrespective of whe- 
ther the mistake has been pointed otrt by the revenue audit or in- 
ternal audit." 

2.10. When enquired by the Committee whether i t  was abliga- 
tory on the part of the Incmne-tax Officer to carry out the correc- 
tion or suggestion made by the Internal Audit, the witness stated: 
"As far as internal audit is concerned it is mainly one of arithme- 
tical calculation; it is not a question of discretion. When it is a 
question of misapplication of the law or something like that, he 
would agree with it, but i f  he does not agree, we take up the case 
wit4 the Assistant Commissioner." 

2.11. The CBDT in their circular dated 31st August. 1968. while 
pointing out that the delav in taking up a~rdit sometimes made it im- 
rwssible to rectify the mistakes that were detected due to expiry of 
thc limitation period and that such dclavq defeated the verv pur- 
 me of setting up  the Internal Audit Parties. desired that the 
rtiternatkmal Audit Parties should take up the chckinrf of assess- 
ments, particularly thosc involving large revenue. soon after the 
nssessments had been rnmnlcted For ens~~rinrf  timelv action re- 
'Trdine the mistakes poin+crl nrrt h~ tho Rmmuc Audit Parties. the 
h a r d  havp alreadv prescribed n reqkter under their letter Nn. F. 
No. 83171'65-TT(B) dated thr  19th Fchrunry. 1966. A similar reds-  



ter should be used by the Chief Auditors for a follow-up action of 
the Internal Audit cases as well. 

2.12. In their circular dated 15th September, 1869, the Board de- 
sired "the programme of work of the Internal Audit Parties be 
drawn up, with the approval of the respective Commissioners of 
Income-tax, in such a manner that the cases which are most likely 
to be scrutinised by the Revenue Audit may be looked into as 
promptly as possible. Past experience shows that the assessments 
completed during the months of February and March are  most 
prone to error. I t  will be an ideal target to check all category I 
assessments completed iln these two months by the 30th June follow- 
ing. Assessments on a total income of Rs. 1,00,000 or more madc in 
any other months may also be got checked within three months of 
the date of the assessments." 

2.13. Drawing attention of the witness to the above circulars, the  
Committee asked whether any review was conducted regarding the  
actual implementation. Thc Finance Secretary stated: "We will 
call for a complete report." The Ministry, in a note, stated: "NO 
special review regarding the actual implementation of the  instruc- 
tions was conducted since the Director of Inspection (IT and Audit)  
undertakes a monthly review of the performance of the Internal 
Audit Parties." 

2.14. When enquired whether the rep3rts of the Internal Audit 
were made available to statutorv audit. the Member. Central Board 
of Dircct Taxes, replied: "Thcy are not madc a\.ailable as such, 
but the statutory audit sees a number of c a m  audited by internal 
audit. Actually they audit those cases as well as other cases. . . . . . 
The monthly report has details of number of cases. I t  does not 
give a sort of analysis which would bc helpful to the Revenue Audit 

2.15. In reply to a question, the witness stated that the report 
was made available to the Revenue Audit whenever they had 
asked for it and that the Department had no complaints from 
Revenue Audit that they had not been given the reports of the 
Internal Audit. 

2.16. I t  was pointed out that in the customs side every single 
case that had been scrutinised by internal audit was known to  have 
been so scrutinised when the Statutory Audit went through files. 
Whereas in the case of income-tax the Revenue Audit found i t  very 
difficult tn know whethcr a particular case was scrutinised by Tn- 
ternal Audit or not. As per existin2 instructions, every case that 
had heen scrutinised by in t~rnnl  audi t  should hp stnmped as such 



but in practice this was not being done. The Finance Secretary 
stated: "That can be introduced. That can be reiterated." 

2.17. It  was further pointed out that on the customs side they 
had produced a report based on Internal Audit. On the income- 
tax side, this was not being done. On being suggested that if the 
monthly reports were compmhensiw and more elaborate these 
could be more helpful to the statutory audit in verifying some of 
the cases, the Member, Central Board of Direct Taxes, stated: "It 
is a very good idea. We will do it. Uptil now it has not been 
done." 

2.18. The Committee desired to know the total number of cases 
checked by the Internal Audit category-wise, the number of cases 
and amount of under-assessments detected during the years 1968-69, 
1969-70 and 1970-71. The Ministry, in a note, stated: "The Ministry 
do not have category-wise details of the total number of cases 
checked by the Internal Audit. However. the following data may 
pee t  the requirements: 

Asscssmcnt Total No. No. of cascs Am.mnt No. of cases Amount 
Ycur of asseslrments in which involvcd in which involved 

checked under-assess- (Rs. in over-assess- (Rs. In 
ment was lakhs) ment detec- lakhs) 
detected ted 

I 968-69 2,38,988 26,159 353'08 7,972 134.13 

2.19. The Committee wanted to know the number of cases report- 
ed by the Internal Audit which were found acceptable and cases 
where rectification had been effected and tax recovered. The Min- 
istry, in a note, furnished the information as follows: 
- "- ---- ,>-- 

No, of cases in which Internal Audit ob- No. of cases out of Col. I in which 
jections were accepted rectification has been effected and tax 

recovered!refunded 



2-20, When the Committee called for the position of mistakes 
detected in Internal Audit but in respect of which rectificatory 
action was not initiated as on 31st March, 1970, the Ministry had 
stated that the tax involved in the pending objections as on 31st 
March, 1970 was 'Rs. 352.74 lakhs. The Committee learnt from 
Audit that in 28 Commissioners' charges, mistakes pointed out in 
44,237 cases were outstanding as on 31st August, 1970. The approxi- 
mate tax involved in the outstanding objections was Rs. 7.81 crores 
(under-assessment) and Rs. 2.54 crores (over-assessment). When 
asked to confirm the figures and to state whether the outstanding 
objections of the Internal Audit were less than three months old, 
the Ministry, in a note, stated: "The Directorate of Income tax 
Audit has reviewed the position regarding the rectification of errors 
pointed out by the Internal Audit Parties. It shows that cases in- 
volving only 20 per cent of the aggregate tax realisable on rectifica- 
tion were rectified during 1970-71, whik the corresponding per- 
centage for 1971-72 was a little less than 30 per cent. The aggre- 
gate tax involved is not less than what the Audit had reported. 
The Ministry noticed that rectification have in most of the cases not 
been done within three months of the raising of objections by the 
Internal Audit. They are alarmed at the inadequacy of the rectifi- 
cation of errors pointed out by the Internal Audit and propose to 
take some effective measures early." 

2.21. When enquired by the Committee whether the department 
was as prompt in initiating rectificatory action on the over-assess- 
ment cases as it was done in cases of under-assessmentq the wit- 
ness stated: "The Board would like the officers to be quick on both 
sides. As a matter of fact, we undertake drives for giving refunds. 
We put registers in our officers wherein, if in any cases refund is 
due, the assessee can record so, so that the Commissioner can take 
action in this respect. Our attempt is to give refunds as quickly 
as possible. In spite of that if some individual officer fails to do 
that, that is a different matter.'' 

2.22. Under Section 285(A) of the Income-tax Act, 1961, a con- 
tractor is required to furnish to the Income-tax Officer particulars 
of any contract awarded to him if its value exceeds Rs. 50,000. In 
a written reply, the Ministry of Finance stated that the number of 
cases during the year 1969-70 in which information has been fur- 
nished by the contractors in pursuance of the provisions of Section 
285A of the Income-tax Act, 1961, is 1068. The Committee asked 
whether there was any obligation on the part of the permns who 
gave contracts to furnish information to the Income-tax Depart- 



ment so as to enable the Bpar tment  to check whether the provi- 
sions and Section 285A were being properly followed by the con- 
tractors. The Ministry replied in the negative. During evidence, 
the Chairman, Central Board of Direct Taxes, stated: "It is true 
there is no correlation at the moment of giving the contract and 
accounting of the information by the contractor hut whenever the 
various Government organisations make payments to the contrac- 
tor, we receive intimations from them so that indirectly we would 
know that such and such a contractor received so much payment." 

2.23. When suggested that the obligation should also be imposed 
on the authorities and asking the contractor to give the necessary 
information to the Income-tax Department so that things could be 
tied up in regard to income and award in thc case of contracts, the 
witness stated: "I think it is a good suggestion. I must admit and 
I think it would be better to tic it up." 

2.24. In reply to a question, the witness stated: "Scction 285A 
in operation has created some problems which I would like to place 
before you because the genera1 impression about this Section is that 
it requires information for all contracts to bc givcn. That is the 
general feeling but the Section as it is wordcd is a very restricted 
one. Thc contractor has to furnish information only in respect of 
a contract for the construction of a building or the supply of goods 
or services in connection therewith. The Section as it is worded 
has been interpreted to mean literally the construction of buildings 
and buildings alone." 

2.25. The Comrnittec enquired whether thcre was any proposal 
to amend either the Scction 285A or to introduce a new Section to 
rover not only the persons who took the contract but also who 
awarded it. Thc witness stated: "Thc Scction has existed for the 
last six years. I do not know how it got to be so. This has been 
rloted and we shall examine it." 

2.26. The Committee feel concerned over thc increase in the 
number of cases of under-assessment and over-assessment detected 
by Revenue Audit during the period 1st September, 1969 to 31st 
Aumst, 1970. There were 16,997 cases of under-assessment of tax 
amounting to Rs. 858.92 lakhs and 6,004 cases involving an over- 
assessment of tax of Rs. 191.41 lakhs during the period 1st Septem- 
her, 1969 to 31st August, 1970, as against 12,418 cases of under- 
assessment involving tax of Rs. 68739 lakhs and 3,496 cases of over- 
assessment involving tax of Bs 100.92 lakhs detected dudng the 
period from 1st September, 1968 to 31st August, 1969. Of the total 



of 16,997 cases of under-assessn~ent of tax detected during the 
period lst September, 1969 to 3lst August, 1970, there was short 
levy of tax of RS. (i44.80 laklis in 1096 cases alone, while there were 
840 such cases involving short levy of Rs. 537.46 lakhs during the 
period 1st Scptr.mber, 1968 to 31st Allgustt 1969. 

2.28. Thr Committw find that according to the inst~enctir ,~)~ ivsrred 
hg the Board in August, 1968, the Intcrnal Audit Parties are requir- 
ed to takc up rhcckin~; of assewmcnts. particularly those involving 
large revenues soon after the asscwmcntr, had hren completed. Ac- 
rording to the instructions issutd in December, 1M9, the Internal 
Audit Parties are required to take all category I assessments com- 
pleted in thr r~ish period of Fchruarv and March hg tho 30th Junc 
following and the assessmcnts on total income of one lakh or more 
made in any other month are rcquired to he c)ie&rcl \\Ithin three 
months of the datc of the assessment. The Committee have bwn 



informed that no special review regarding the actual implementa- 
tion of the instructions was condlrcted since the Director of Inspec- 
tion undertakings a monthly review of the performance of Internal 
Audit Parties. The Committee suggest that an imlncdiate re- 
view of the working of the Internal Audit should be undertaken by 
the Board to find out how far  they are carrying out the prescribed 
checks and bringing to notice rases of under or over assessment 
requiring rectification. The Board should also ensure that the rec- 
tification of the lapses is done promptly. 

2.29. The Committee learn that the assessments chccked by tho 
Internal Audit Parties are not being stamped. with the n w l t  that 
it is difficult for Revenue Audit to know whether the assessments 
have been checked by the Iuternal Audit Parties. The monthly 
reports of the lnternal Audit Parties arc also not being made avail- 
able to the Revenue Audit as a matter of course. The Committee 
consider that there should bc proper coordination between the ln- 
ternal Audit Parties and Revenue Audit so as to have n~ax imun~  
impact on revenue collecting orgsni.sation. This can be achieved 
by making the checks excrciscd by the internal Audit more cum- 
prehensive and thorough and by  nlalring their &ports available 
contemporaneously to the Ileve~iue Audit. The Committee would 
further suggest that the scope and natluc ol check5 to be exercised 
by Internal Audit should be reviewed at least once in six months 
by the Board of Direct Taxes in consultation with Revenue Audit 
so as to make the checking more rflcctive and pointed. 

2.30. The Committee have in the \arious sections of this Report 
as well as of the 50th Rcport rcferrcd to inadequarie~ and lapses of 
Internal Audit and have also indicated the lines on which the Inter- 
nal Audit check could he strengthened. They hope that Govern- 
ment would take duc* note of these and take appropriate action 
early. 

2.31. According to the provisions of Sectiou 2X5(A) of thc Income- 
tax Act, 1961, a person undertuking a contract for construction of a 
building or for supply of goods or scrviccs i n  connwtion with it for 
more than Rs. 5b800 is rcquired to furnish particulars of the contract 
to the Income-tax Officer conccrncd. Thc Comtnittct* were infor~n- 
ed that during the year 1M9-70. infornrntion was furnihhcd by 1ttiK 
contractors. The Committee suggest that it shooltl be esamined 
whether the authority awarding the contrucnt \horrid also be required 
to send necessary information t n  the Incomc-tnx Department so that 
necessrrry act?on can he taken against the contractors failing to send 
the particulars to the Income-tax Officer. 



2.32. Further the Committee note that at present the provisions of 
this Section is restricted to building contractors only. The Direct 
Taxes Enquiry Committee in paragraph 2.223 of their final report 
have recommended that the scope of this provision should be ex- 
tended to apply to all contractors. The Committee desire that deci- 
sion on this important recomn~endetion should be taken without 
delay. 
(a) Mistakes due to carelessness or negligence and mistakes commit- 

ted in Tax Computation 
Audit Paragraph 

2.33. In the Audit Reports on Revenue Receipts for the years 1966 
and 1967, under assessment caused by mistakes committed in a,rriv- 
ing at  the total income were pointed out. Commenting on this, the 
Public Accounts Committee had remarked:- 

"This Committee regret to note the careless and negligent 
manner in which the assessment of a case in a high income 
group had been made. They suggest that  special steps 
should be taken to avoid such costly mistakes in cases 
relating to high income groups . . ." 
"The Committee arc surprlscd how Rs. 3,46,890 instead of 
Rs. 4,445,894 was taken while computing income from 
business which resulted in under-charging of tax  05 
Rs. 45,002. Such mistakes point to the need for careful 
chocking of all figures in computing income for tax." 

[Paragraph 47(a) of the Audit Report, 19'70.1 
2.34. Under-assessment of tax on account of mistakes due to care- 

lessness or negligence and mistakes in tax computation were com- 
mented upon in the Audit Reports on Revenue Receipts from 1964 
onwards. Figures for the years 1965 to 1970 and for the current Audit 
Report are as follows: 
--- -- ----- c---- - -- 
Yrar of' Audrt Keport No. of' caccs Al~ltrunt of undcr-asvxs- 

mcnf - --- -- - - -- - -- -- - _ _  ( ~ n  lakha of Rs.) - - 
1965 1786 3 X  57 
:966 I059 4 l . M  
1967 1455 35 81 
I 968 2612 

33 99 
1969 2650 

52'21 
1970 2518 

56.69 
1969-70 -- 2719 --I---. -____ ----_ _ 76 16 - - - - - -  - ___ 



2.35. According to Audit, the cases included in this category are 
such that had the assessing officers been little more vigilant, the 
mistakes could have been avoided altogether. 

2.36. In spite of repeated recommendations of the Public Accounts 
Committee to ensure that such mistakes do not recur, it is seen that 
the mistakes due to carelessness or negligence are keeping an upward 
trend. 

2.37. The Committee enquired about the special steps proposed to 
be taken by the Department to prevent such costly mistakes in the 
assessments of big income cases. The Member, Central Board of 
Direct Taxes stated: "The number of mistakes may kindly be con- 
sidered in relation to the assessments that have been completed 
between 1965 and 1969. Nearly double the number of assessments 
are being done now than in 1965. The number of mistakes in 
relation tu the number of assessments done d w s  not show any 
increase due to carelessness on the part of the department. Some 
mistakes seem to be inevitable. Where you have a very large 
amount of work, it is not possible to go t b u g h  in greater details. 
We are trying to bring these down to the minimum, but there may 
be some cases where there may be human errors." 

2.38. The Committee desired to know whether the Central Board 
of Direct Taxes had issued any instructions prescribing counter- 
check on the draft assessment orders before they were finalised and 
issued to assessees. The Committee also enquired without any 
machinery existed in the Board to ensure that such instructions were 
strictly followed. The witness stated: "We have this system of 
calculation being checked by one clerk. We have now issued instruc- 
tions that in cases involving an income of over Rs. 1 lakh the 
Income-tax Officer should himself check the calculation." 

2.39. The instructions issued on the 13th December, 1971 by the 
Central Board of Direct Taxes after the Committee took evidence 
in October, 1971 inter alL contains the following:- 

"Before signing assessment orders, Income-tax Officers must 
satisfy themselves about the arithmetical accuracy of the 
total income determined by them. When the total income 
exceeds Rs. 9,999, they must write in words, as well as 
figures, the amount of total income. Arithmetical mistakes 
in the computation of total income detected later in such 
cases will be treated as instances of gross negligence on 
their part." 



"The clerks concerned with the calculations of tax must ensure 
that they take the correct total income as determined by 
the Income-tax Officers. The Head-Clerks Supervisors, 
who are required to check such calculations, must also 
tally the total income taken for the purpose of calculating 
the tax with that shown in the relevant assessment order. 
If there is any error in transcribing the total income, the 
responsibility will be that of the concerned clerks, H e ~ d -  
Clerks and Supervisors." 

2.40. As regards the strict compliance of the above instructions, 
the Min'istry, in a note stated: "The Inspecting Assistant Commis- 
sioners of Income-tax are required to inspect the work of Income- 
tax Officers. Any failure on the part of the latter to lollow the  
Board's instructions is adversely commented on and possible rectili- 
catory action is taken." 

2.41. The Committee learnt from Audit that the following instruc- 
tions were laid down in the Departmental manual for checking of 
calculations of income-tax demand: 

"All tax calculations of demand or refunds will be made by 
one clerk and checked by another before the issue of 
demand notices or refund orders. In cases of income 
over Rs. 10,000 or refund of over Rs. 1,000 either the Head 
Clerk or the Supervisor should check and initial the asses- 
sment form. The Income-tax Officer's responsibility does 
not cease on that; he must satisfy himself that cdculations 
are being properly made. He is, therefore, advised that 
he should personally recheck demands in cases with in- 
come over Rs. 1 lakh and refunds with Rs. 10.000." 

2.42. During the evidence the Committee enquired whether these 
instructions were followed by the Income-tax Officers. The Mem- 
ber, Central Board of Direct Taxes stated: "The position is that in 
some of the cases, the Income-tax Officers, due to pressure of work 
at the last stages, when he has a large number of case; which he 
must dispose of, have no time to check the calculations. The 
other is that there are some mistakes, but the Department does not 
think that these mistakes are really of a very great magnitude. Out 
of the mistakes, i.e. 969 mistakes that have been pointed out by the 
revenue audit due to carelessness and negligence, we find that only 
30 mistakes were in cases involving a tax effect of over ten thousand 
rupees in the year 1966. Similarly in 1967, out of 1198, mistakes 
only 56 mistakes had tax effect of over ten thousand. In the year 
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1068, out of 1317 there were only 38 cases, where the tax involved 
was more than ten thousand. In 1969, out of 1428 cases, only in 67 
cases the amount of tax was over ten thousand. These figures were 
supplied to us when we wrote to the Audit." 

2.43. Despite the concern expressed by the Committee in their 
successive Reports over the mistakes committed in the computation 
of tax which went undetected, the number of such cases has shown 
a steady rising trend in recent years. The number of cases wMch 
was 1,786 in 1965 went upto 2,719 in 1969-70. From the nature of 
the mistakes examined by the Committee there can be only one 
conclusion that either there was no effective check in the Depart- 
ment of the mistakes were not bona-fide. The Committee note that 
the Department had issued some instructions on the 13th Decem- 
ber, 1971 after the Committee took evidence. The Committee 
would content themselves with the observation that tlw effective- 
ness of performance depends on the implementation of instructions 
of which there was no dearth even earlier. 

A~idi t  Paragraph 

2.44. Whilc assessing the case of an individual on 21st March, 
1967 for the assessment year 1962-63, the total income was worked 
out at Rs. 3,77,030 but tax was calculated on Rs. 2,77,030 only. This 
together with other mistakes in calculation of tax led to a short- 
levy of tax of Rs. 99,467. Report regarding rectification and reco- 
very of thr  tax is awaited. 

[Paragraph 47(a) (iii) of the Audit Report. 19701 

2.45. In this case, though the Income-tas Officer took the total 
income as Rs. 3,77,030, tax was levied only on n sum of Rs. 2,77,030. 
Thus no tax was levied on an incomc of Rs. 1 lakh. 

2.46. The Committee enquired whether the assessment had since 
been rectified and the additional demand pointed out recovered. The 
Ministry in a note stated: "The assessment has been rectified, rais- 
ing an additional demand of Rs. 52,0061-. as against Rs. 99,4671- re- 
ported by the Revenue Audit. The difference is due to the Income 
Tax OfRcer's detection of the two more errors in the course of the 
rectification proceedings; these had not been commented on by 
Audit. As the assessee is contesting the original assessment in 
appeal, time has been granted for deferring the ?ayment of the 
additional demand till the disposal of this appeal." 



2.47. The Committee pointed out that the assessment for the 
assessment year 1962-63 was taken up on 21st March, 1967, when it 
was about to become time-barred and completed in March, 1967. 
The Committee wanted to know the reasons for not taking u p  the 
case for completion much earlier. The Ministry, in a note, stated 
that there was no particular reason for taking up the assessment late 
and that the usual reason of heavy pressure of work was responsible 
for the delay. 

2.48. When asked whether the case was looked into by Internal 
Audit, the Ministry, in a note, replied that thc case could not be 
audited by the Internal Audit Party hcl'ore it was takcm up by Audit. 

2.49. The Committee regret the failure in this case which resul- 
ted in a short levy of Rs. 52,006. They expect that the persons found 
at fault will be suitably dealt with. 

2-50. The rush of assessments in March, 1967 was partly responsi- 
ble for this failure. The Committee wish to reiterale their af ter  
repeated suggestion that assessnlents in high income brackets should 
as fur  as possible be complctrd earlier in the ycar. 

2.51. The Committee would like to be informed of the recovery 
effected in this case. 

2.52. In a number of cases, the Committee have been informed 
that the Internal Audit could not audit them before they were taken 
up by the Statutory Audit. This in the opinion of the Committee is 
quite unsatisfactory. They wish to stress that the programme of 
Internal Audit should be so arranged as to cover all the circles 
without delay so that when Statutory Audit proceeds with their 
Audit they would have a.n aopportunity to review the work of the 
Internal Audit also. 

Audit Paragraph 

2.53. Mistakes committed in tax computation were noticed in a 
large number cases; a few instances are given below: 

(i) For the assessment gear 1963-64 completed on 21st March, 
1968, the super-tax payable by an asscssee was taken as  Rs. 14,069 
against the correct figure of Rs. 1,40,690. This, together with short- 
levy of interest of Rs. 3,165 for delayed submission of the income- 
tax return, accounted for under-assessment of Rs. 1,29,786 by way of 
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tax. The department have since raised additional demand for the 
amount. Report regarding recovery of the demand is awaited. 

[Paragraph 47(b)(i) of the Audit Report, 1970.1 

2.54. In the case reported in the paragraph against the correct 
figure of Rs. 1,40,690 towards super-tax for the assessment year 
1963-64, the amount was taken as Rs. 14,069 only. In other words, 
the unit digit was omitted which had resulted, together with the 
short levy of interest of Rs. 3,165 for belated submission of the 
income-tax return, in under-assessment of tax of Rs. 1,29,786. The 
Ministry had accepted the mistake and an additional demand of 
Rs. 1,29,786 was raised. 

2.55. The Committee enquired whether the additional demand had 
since been recovered. The Ministry in a note submitted to the Com- 
mittee stated: "Against the additional demand of Rs. 1,29,786, the 
assessee had paid an amount of Rs. 10,000 only. Recently, two of the 
firms in which the assessce is a p r t n e r  have been allowed substan- 
tial relief,, as a result of which the additional demand wiil be con- 
siderably reduced. 

2.56. The Committee pointed out that the instructions were laid 
down in the departmental manual that tax calculations made by a 
clerk were checked by another before the issue of demand notice 
and that in respect of demands in cases with income over Rs. 1 lakh 
the calculations should be checked by the Income-tax Officer him- 
self. The Committee desired to know whether those instructions had 
been carried out in the case under reference. The Member, Central 
Board of Direct Taxes, stated: "The position is that in some cases 
the Income-tax Officers, due to pressure of work at the last stages, 
when he has a large number of cases which he must dispose them 
off, have no time to check the calculations." 

2.57. The Chairman, Central Board Direct Taxes, added: "In 
this case the Income-tax Officer did not check the calculations. His 
explanation was asked for. He explained that the super tax was 
correctly assessed but in carrying over this figure, the last digit, zero, 
was omitted. The head clerk was also there, but he also failed to 
check and detect this mistake. The Income-tax Officer found that 
the mistake had occurred when the clerk carried forward the figure." 

2.58. To a further question, the witness added: "We must say 
that it is negligence. We cannot escape this fact." 

2.59. The Member, Central Board of Direct Taxes further stated: 
"When this case came to our notice, we have been repeatedly issuing 
instructions regarding checking and rechecking of these cases." 



260. When pointed out that the mistake was committed in a 
central circle where the number of assessments expected to be com- 
pleted in a year would be comparatively less than in other circles 
and where only experienced officers could be posted, the witness 
stated: "The Department took a very serious view of the mistakes 
of this nature committed in the Central Circle with the result that 
we had an enquiry as to the number of mistakes that might have 
been committed and we found that no other major mistakes had been 
committed." 

2.61. That a mistake of this type leading to underassessment of 
Rs. 1,29,786 in this case, should have occurred in a Central Circle 
causes some uneasiness. As admittedly there has been nefigencc 
in checking, the Committee hope that the Department will take due 
note of it against the persons found remiss in the discharge of their 
responsibilities. They would like to know the completion of the 
recovery in this case. 

Al~dit Paragraph 

2.62. In cases of two Indian companies in which the public were 
not substantially interested, tax for the assessment year:; 1964-65 and 
1965-66 was calculated at the effective rate of 50 per cent instead 
of at 60 per cent as laid down in the Finance Acts for the years. 
This led to under-assessment of tax of Rs. 2,74,305 in the two cases. 
Report regarding rectification and recovery of the tax is awaited. 

[Paragraph 47(b) (i i)  of Audit Report, 19'70.1 

2.63. During evidence the Committee enquired whether the 
mistakes in the two cases had since been rectified and the additional 
demand recovered. The Chairman, Central Board of Direct Taxes, 
stated: "There are two cases. One is that of Walford Transport 
Ltd., and the other is that of Hindustan General Insurance Society 
Ltd." In one case we had raised a demand of Rs. 1,16,0100. Ulti- 
mately the demand payable after all adjustments was Rs. 9916 this 
has been collected by adjustment. In the case of the Hindustan 
General Insurance Society Ltd., there were two assessments involv- 
ed; one was for 1964-65 and the other was for 1965-66. For both 
the assessment years tax was collected at the effective rate of 50 per 
cent instead of 60 per cent. In an order dated 30th April, 1966, 
effect was given to the AAC's order of 27th July, 1965 for the assess- 
ment year 1964-65. The AAC in his order, which has been accept. 
ed by the Department, had given a clear finding that the company 
was one in which the public was substantially interested. As the 



lower ratc of tax was applied in pursuance of an appellate order the 
Income-tax Officer's action cannot be questioned." 

2.64. It  was pointed out that the Ministry in a letter to Audit 
stated that in the case of Hindustan General Insurance Society Ltd., 
rectificatory action for assessment year 1964-65 had become time-bar- 
red even prior to the receipt of the Audit objection and that the 
assessment for the year 1965-66 had been rectified under Section 154 
raising an additional demand of Rs. 2'40,270. 

2.65. I t  is learnt from Audit that the loss of revenue was Rs. 30,943 
due to failure to rectify the assessment for the year 1964-65 before 
it become time-barred. 

2.66. The Committee also learnt from Audit that the Income-tax 
Officer received the query on 6th January, 1969, i . e . ,  two months 
befo,re the expiry of the time limit viz.  March 1969. If so, action 
could have been taken either under Section 154 or 147(b) of Income 
tax Act for rectification and the loss of revenue averted. 

2.67. The Committee desired to know the reasons for not taking 
prompt action on the Audit query. The witness stated: "I should 
say that we are at fault here. When we accepted the Audit objec- 
tion they had said that it had become time-barred and this was ac- 
cepted on the basis of incorrect and incomplete facts reported to the 
Commissioner of Income-tax. Then we started calling for the ex- 
planation of the ITO. The position that he has pointed out now is 
different. So, we certainly feel .pilty and we should have intimated 
these facts to the Auditor General, which we have failed to do. But 
these are the facts which have been brought to our notice later by 
the IT0 when we started pursuing the matter with him and calling 
for his explanation.. . .This was a lapse. In 1964-65, the AAC had 
held this to be a companv in which the public was substantially in- 
terested ." 

2.68. In a note submitted to the Committee, the Ministry further 
stated: "In the case of the Hindustan General Insurance Society Ltd., 
the Audit objection for the assessment year 1964-65 had been origi- 
nally reported to be acceptable: but, on the basis of supplementary 
information received from the Commissioner of Income-tax. the ob- 
jection was found bv the Ministrv to be unacceptable. For this 
year, tax was calculated at the effective rate of 50 per cent instead 
of 60 per cent, in an order dated 30-4-66 which had been made uls 
143(3)251 to give effect to the AAC's order dated 27-7-65. The AAC 
in his order, which was accepted by the Department, had given a 
clear finding that thc company was onc in which the public were 



substantially interested As the lower rate of tax was applied m 
pursuance of an appellate order, the ITO's action could not be 
questioned, nor could the assessment be revised." 

2.69. The Committee wanted to know the means to find out whe- 
ther a particular cmnpany was a company in which public was subs- 
tantially intcrested. The Member, Central Board of Direct Taxes 
stated: "From the tax return you cannot make out whether the 
company is a widely held company or not. You can only do so if 
you have got the average list of share-holders of the company ." 

2.70. When the Committee suggested prescribing a column in 
the return to put the onus on the assessce to indicate the nature of 
the company, thc Chairman, Central Board of Direct Taxes stated: 
"I appreciate the suggestion. There has been unfortunately a lot of 
discussion as to simple return and a small return. But a11 these 
things, really speaking, should be embodied in the return so that the 
Income-tax Officer should know whether the company satis- 
fies the prescribed condition or not. The system of collecting 
the data and then giving a conclusion should be 
dispensed with. I very much welcome the sugges- 
tion which we should follow suit vis-a-vis what is hap- 
pening in other countries also. The return of income today has a 
reduced bulk due to public demand. But it should nut be allowed 
to sacrifice certain minimum requircment of the law. What the 
assessee or company would submit in the return of the income would 
be necessary for the Income-tax Officer at a later date to ascertain 
its correct status? I do feel that this type of mistake would happen 
if wc do not claborate the return calling for such information." 

2.71. The witness further added: "I would certainly think of this. 
There arc not only paragraphs but there are many more paragraphs 
where the Department will have to see how this mistake could be 
avoided in future. In one case the Income-tax Officer makes an en- 
quiry and probably goes on the basis of its past record and comes 
to the conclusion that it is a private company, when the facts of the 
matter might have changed. The suggestion that you have made is 
really good and it will help us in future to avoid such cases." 

2.72. The Committee enquired whether it was really necessary or 
justified now to have the subtle distinction between public mm- 
panics and closely held public companies, considering the fact that 
the rate of taxation was more or less equal now and there was only at 
difference of about 10 per cent. The witness stated: "We shall exa- 
mine it and see whether it is necessary," 



2.73. The Committee find that at the present the onus lies on the 
Department b determine whether a company is one in which public 
are substantially interested or not. It  takes considerable effort and 
time to do it. The Committee, therefore, suggest that an additional 
column should be provided in the income-tax return to put a onus of 
the assessee to indicate the nature of the company. 

2.74. The Comnlittee feel that whilc a valid distinction could be 
made between a public company and a private company as defined 
in the Companies Act, the basis for differential treatment for taxa- 
tion of prchfits of a closely held public company needs to be clucidat- 
ed. They would like Government to examine the feasibility and 
economics of dispensing with the subtle distinction between a public 
company and a closely held public company for the purpose of taxa- 
tion of profit% as promised during evidence. The outcomt* of the 
examination may be intimated to them. 

Audit Paragraph 

2.75. The income voluntarily disclosed by assessees under section 
24 of the Finance (No. 2) Act 1965, is taxable at the rates laid down 
in the Finance Act 1965. The entire income is deemed to be earned 
income and surcharge is to be levied if the esrned income 
exceeds Rs. 1 lakh. In  the case of a declarmt. an indivi- 
dual, assessed on a disclosed incomc of Rs. 9,62,828 surcharge on 
earned income in excess of Rs. 1 lakh was not levied. This resulted 
in under-charge of tax of R .  74,376. The omission in this case has 
since bcen rectified. It has been suggested to the Ministry that a 
review of all cases sclttlcd undcr the Voluntary disclosure Schemes 
to find out whether tax and surcharges have been correctly 
calculated would bc desirable. 

[Paragraph 47(b) (iii) of the Audit Report (Civil)-Revenue Re- 
Ceipts, 1970.1 

2.76. In this paragraph the omission to lcvy surcharge on earned 
income in excess of Rs. 1 lakh in a case has been pointed out. The 
under-assessment of tax was Rs. 74.376. Though there was a spe- 
cific provision in the Finance (No. 2) Act 1965, that the income 
voluntarily disclosed should be treated as earned income the Income- 
tax Officer overlooked to levy the surcharge leviable under the 
Finance Act. Thc Cvlmmittcc learnt from Audit that the Ministry 
had accepted the mistake and that the additional demand of RS. 
74,736 created on rectification had also been collected. 

2.77. The Committee drew attention of the witness to the Audit 
paragraph wherein i t  was mentiuned that a suggestion had been 



made to the Ministry that a review of all cases settled under the 
voluntary Disclosure Scheme to find out whether tax and surcharge 
had been correctly cnlculated would be desirable. 

2.78. The Chairman, Central Board of Direct Taxes, stated: "A 
review was made and the result was that similar errors were found 
in I3 cascs. On rectification an additional demand of Rs. 38,243 was 
made out of which a sum of Rs. 25,2,5$ has been recovered. An 
amount of Rs. 1,692 could not, be recovered due to time-bar." 

2.79. When enquired by the Committee whether any instructions 
had been issued for the check of assessments completed on income 
voluntarily disclosed by the Internal Audit of the Department, the 
Ministry, in a note. submitted lo the Committw, replied in the ne- 
gative. The Committee wanted t~ know whether the case under 
reference had been checked in Internal Audit. The Ministry in a 
note stated: "The Tnternal Audit parties are neither properly equiPP- 
ed nor have they thc requisite status firr checking the assessments 
done under the Voluntary Disclosure Scheme with the approval of 
the respective Commissioners of brome-tax." 

2.80. The Committee are concerned to  find errors in a number of 
cases of assessments under the voluntary disclosure scheme. These 
assessments are at present not being checked by the Internal Audit 
parties. The Committer. note that Internal Audit parties are neither 
properly equipped, nor have they the requisite status for checking 
these assessments. They would like Government to ensure that as- 
sessment in respect of ~oluntxir~ diwlosure scheme are thoroughly 
checked in internal audit to obviate :my mistakes. 

Audit Paragraph 

2.81. In the assessment of a company for the assessment year 
1967-68 (completed in March 1969) the Income-tax Officer disallow- 
ed expenditure of Rs. 2.00,1100 as it did not relate to the business 
carried on by the assessee. The amount so disallowed was not, how- 
ever, taken into account while computing the taxable income re- 
sulting in short-levy of tax of Rs. 1.10,000. The assessment was 
checked in Tnternal Audit but the omissioh was not noticed. The 
Ministry have stated that the mistake has been accepted and addi- 
tional demand raised. 'Report of recovery is awaited, 
[Paragraph 35 (a) of thc Report of the Comptroller and Auditor Ge. 

neral-1969-70-Central Government (Civil)-Revenue ~eceipts.1 

2.82. Pointing out that as per Audit para, the assessment was 
checked in Intern,ll Audit but thr omission was not noticed, the 



: Committee enquired whether the Ministry had looked into the fai- 
lure of the Internal Audit in this case. The Chairman, Central 
Board of Direct Taxes stated: "The Board has called far the expla- ' nation of the concerned Income-tax MRcer and warned the officer to 
be more careful in future. Regarding the person concerned in the 
Internal Audit, unfortunately, he has retired from service and as 
such his explanation could not be called for." 

2.83. The Committee learnt from Audit that the assessee referr- 
ed to in the Audit paragraph had income exceeding Rs. 4 crores. 
The Committee desired to know whether arrangement existed in the 
Department in regard ta  counter check of assessments of such high 
income group case and whether any such counter check was exer- 
cised in the case under reference. The Ministry in a written reply, 
stated: "There was undoubtedly a failure in checking the computa- 
{inn of the total income. Instructions have alreadv been issued by 
the Board for prevention of mistakes of this nature." 

2.84. As regard the special steps taken by the Department to 
prevent such mistakes in future, the Ministry in a note stated: 
"From the trend of the reports made by both the Revenue Audit and 
the Internal Audit, the Board feel that while the calculation of tax 
IS being checked and rechecked in most cases, the same attention is 
not being paid to the summing up of the total income of assessees. 
What seems to have happened in most of the cases is that without 
checking the computation of total income, the persons concerned 
with the calculation of tax and those entrusted with the rechecking 
n f  such calcula'tions, had proceeded to do their Job. After the last 
PAC meeting, the Board issued instructions for preventing such 
lapses." 

2.85. As to the recovery of the additional amount of Rs. 1.1 lakhs, 
the Ministry, in a note, stated that i t  had been fully recovered. 

2.86. The Committee are glad to learn that after they took evi- 
dence of the Ministry in this case. instructions have been issued for 
preventing lapses in the check of computation of income of asse5sees 
which had not been given in the past the care it deserved. Thex 
lwuld like to watch the improvements through future Audit Reports. 

4 l ldif.  Paragraph 

3.87. The income-tax leviable on a company of its income of Rs. 
%!2,81~) for the assessment vear 196465 ( a s s ~ m e n t  completed in 
March, 1989) was calculated by the department at Rs. 4.05,752 as 
9132 L.s.-~. 



against Rs. 6,05,752 correctly leviable. This resulted in short-levy 
of tax of Rs. 2,00,000, and excess payment of interest of Rs. 35,900 on 
the advance tax paid in excess by the assessee. The Ministry have 
accepted the mistake. Report regarding rectification and recovery 
of Rs. 2,35,900 is awaited 

[Paragraph %(b) of the Report of the Comptroller and Auditor Ge- 
neral-1969-70-Central Government (Civil) -Revenue Re- 

ceipts.] 

2.88. The Ministry in a note submitted to the Committee stated 
that the additional demand of tax of Rs. 235,900 was fully recovered 
during the period 16th October, 1970 to 25th January, 1971. 

2.89. The Committee pointed out that the case belonged to high 
income group and the assessment was completed in the month d 
March, 1969 and enquired whether there was any counter-check on 
the assessment and calculation of tax before the demand for the 
tax was raised. The Ministry, in a note submitted to the Com- 
mittee stated that the tax calculaioh made by the Upper Division 
Clerk was checked by a Head-Clerk, but the later failed to check 
the mistake. 

2.90. The Committee learnt from Audit that according to the 
instructions contained in the office Manual of the Department, all 
cases with income over Rs. 1 lakh should be counter-checked by the 
Income-tax Omcer. The Committee desired to know whether such 
a check was exercised in the case under reference. The Ministry, 
in a note submitted to the Committee stated: "The Income-tax Offi- 
cer did not counter-check the tax calculations. He had, however, 
clearly indicated in the assessment order the rates of tax to- he charg- 
ed and the various rebates to be allowed. His failure to check the 
tax calculation is partly explained by his pre-occupation with limi- 
tation assessments, 8 of which he had to dispose of in March, 1969." 

2.91. During evidence, the Chairman, Central Board of Direct 
Taxes stated: "In this case we are not satisfied with the explanation. 
Since the mistake looks so serious, we asked the Commissioner to 
make complete review. He reviewed 206 assessmenb made by this 
income-tax Officer and noticed that the mistake was only in one 
case aut of a disposal of 206. " 

2.92. The Committee pointed out that this case was done in a gmup circle or a circle in a group charge, and that the m a n  objec- 
tive in creating group charges, was to ensure w a t e r  awuraey in 
tax assessments and for that purpose the I n s p t i n g  A s i s b n t  Com- 



missioner was prwhecking assessment orders before these were 
issued. The Committee wanted to know the Circumstances in which 
the mistake went unnoticed. The witness replied: "He has failed 
very badly." The Ministry in a note submitted to the Committee 
further stated: "The Inspecting Assistant Commissioner in the group 
charges do not have any Inspectors ta assist them. They remain 
fully occupied with- 

(1) solving the legal and accauntancy problems raised by the 
ITOs in their ranges, 

(2) considering the proposals for the levy of additional tax on 
companies u p  104, 

(3) disposing of penalties for concealment of income exceeding 
Ra . 1,003 and 

(4) general supervision and inspection. 

It is not possible for them to re-check tax calculations." 

2.93. The Committee were informed that the case under refer- 
ence was not checked by Internal Audit of the Department. 

2.94. Pointing out that under the general instructions, the Inter- 
nal Audit Parties were expected to exercise hundred percent check 
an all the assessments with income over Rs. 50,000, the Committee 
wanted to know the reasons for not taking up the case under re- 
ference for checking in Internal Audit. The witness replied: "I am 
sorry to say that the explanation of the Internal Audit was not 
called for." The witness further added: "We asked the Commissioner 
the question whether the case was earlier checked by internal audit 
and, if not, the reasons therefor. The Commissioner's reply is 'No'. 
The explanation of the Supervisor for not checking the case has been 
obtained. But, unfortunately he has not forwarded the explana- 
tion." When asked by the Committee about the action taken by the 
Board against Internal Audit fa this lapse, the witness replied: "We 
had asked the Commissioner to get the explanation of the people 
concerned. The Commissioner says "the explanation of the super- 
visor fur not checking this case has been obtained" and the matter 
lies there". 

ZSS. This is yet another case of mistake going unnoticed in the 
assessment belonging to high i n m e  group m d e  in the month af 
March. The Committee are inclined to take a serious view of such 
r n i s t b  especlelly in a gmup charge, the object in creation of 
which was to ensure grerter accuracy in tax aclsessments. They 



hope that the persons responsible for failure will be suitably dealt 
with, 

(b) Incorrect determination of income from business and profession. 

Audit Paragraph 

2.96. Various types of mistakes noticed in computation of income 
under the head 'business' were reported in the earlier Audit Reports 
on Revenue Receipts. A few types of mistakes noticed during the 
period under review are detailed in the succeeding sub-paragraphs: 

(a) Incorrect application of the provisions \of the Income-tax Act 
in assessments of insurance companies: 

The profits and gains of business of insurance including capital 
gains are computed in accordance with the rules contained in the 
First Schedule to the Income-tax Act. The profits and gains are 
taken to be the balance of the profits disclosed by the annual ac- 
counts, copies of which are furnished to the Controller of Insurance 
under the Insurance Act, 1938 subject to  certain adjustments. In 
such cases the provisions in the Income-tax Act relating to the com- 
putation of income under the various heads including capital gains 
are not operative. 

2.97. An insurance company sold certain house properties for 
Rs. 16,Ofl,000 and incurred an expenditure of Rs. 34,500 on brokerage 
and legal charges. The department, while computing the income 
from the sale took the cost price of the properties as on 1st Janu- 
ary, 1954 at Rs. 14,95,968. The amount of Rs. 69,532 being the excess 
of net sale price over the cost price was assessed to tax. As com- 
putation of profits on the b t ~ i s  of the fair market value as cm 1st 
January, 1954 is permissible only in determining income under the 
head "capital gains" and not for determining income of insurance 
companies, the procedure adopted by the department was not cor- 
rect. The book value of the property on the date of sale being only 
Rs. 4,28,160 and the assessee having incurred expenses of Rs. 34,500 
on the sale, the assessable profit would correctly amount to 
Rs. 11.37,340 instead of Rs. 69,532 assessed by the department. Conse- 
quently income was under-assessed by Rs. 10,67,808 and th'e under- 
charge of tax was Rs. 6,72,719 for the assessment year 1963-g4 (as- 
sessment completed in March 1965). The Ministry have accepted 
the mistake. Report regarding rectification and recoveq is awaited. 
[Paragraph 38(a) of the Report of the Comptroller and Auditor 

General-1939-70-Central Government (Civil) -Revenue Re- 
ceipts J 



2.98. Various types of mistakes noticed in computation of income 
under the head "business" were reported in all the earlier Audit Re- 
ports on Revenue Receipts. Inspite of the fact that special attention 
of Government was repeatedly drawn to these types of mistakes 
the number of mistakes and the tax under-assessed therein, are 
keeping an upward trend. The total number of cases and the tax 
under-assessed under this type of mistakes in the Audit Reports 
from 1965 to the latest one are as follows:- 

Amount of tax under 
Year of Audit Report No. of cases assessed 

(in lakh of rupees) 

2.99. In the case of General Insurance Companies the assess- 
ments are made under the prolrisions of the First scheduled to the 
Income-tax Act. The ather provisions in the Income-tax Act relat- 
ing to assessments of various other categories of persons are not 
applicable to the Insurance companies. 

2.100. In the case under examination, while assessing the capital 
gains of a General Insurance Campany, the Department mistakenly 
substituted the value of the asset as on 1st January, 1954 as the cost 
price of the property, to arrive a t  the capital gains instead of the 
actual cost price. This kind of substitution is not admissible to Ge- 
neral Insurance Cumpanies as such a provision does not figure in 
the first schedule to the Income-tax Act. The incorrect application 
of the Law resulted in under assessment of income of Rs. 10,67,808 
with consequent short-levy of tax of Rs. 6.72.719 for the assessment 
year 1963-64. The mistake was accepted by the Ministry. 

2.101. During evidence, the Committee enquired whether the 
asseesment had been mdSad and the additional demand pointed out 
recwered. The Member, Central Board of Dlpct Taxes stated: "It 
i8 not rectidcabion but it L reopening from the point only 'for which 



rectification is to be carried out. The assessment has been reopened 
under Section 147(a) and the re-assessment is still pending." 

2.102. The Committee desired to know whether any instructions 
were issued by the Central Board of Direct Taxes clarifying the 
provisions of the Law applicable to General Insurance Companies. 
The Ministry in a note submitted to the Committee stated that ins- 
tructions were issued by the Board in August, 1967. 

2.103. The Committee were informed by Audit that the assess- 
ment was checked by the Internal Audit but the mistake was not 
noticed by them. The Committee wanted to know whether the 
Board had laid down any instructions regarding the assessment of 
Insurance Companies for the guidance of the Internal Audit. The 
Ministry, in a note, stated: "The assessment was made on 24-3-1965. 
Till the end of May, 1969 the Internal Audit parties were not check- 
ing the legal points. Hence the mistake was not noticed by the In- 
ternal Audit Party which looked into this case. Even now the In- 
ternal Audit Parties are not equipped for scrutinising the assess- 
ments of the Insurance companies which are of a fiighly complex 
nature. " 

2.104. When asked by the Committee whether the Ministry had 
ordered for a general review of all the assessments of the Insurance 
Companies with a view to find out similar case, if any, as they are 
under examination, to enable timely rectification of the assessments 
and recovery of the demands, if any, under-assessed the Ministry in 
a written reply stated that no snch general review had been ordered 
yet. .. .. 

2.105. It is disquieting that the number af cams in whkb nli- 
takes were noticed by Audit in computation of income un&r the 
head "business" has increased three-fold during the laat seven 
pears. The under-assessment ndked  in such cases during tbe pear 
1989.70 aloee amounted to Rs. 129.31 lakhs. I h e  deterioration of 
the position, despite the special attention having been drawn re- 
peatedly to these types of mhtakes does not speak well d tbe 
Department. The Committee lrccOrdiugly trust that Govemmdllt 
would analyse the nature of repetitives mistakes and take qpmpri- 
ate action to avdd recurrence. 

2.188. The incorrect assessmeat of income .aidng otat of 6Le sale 
of buse property by an Insurance Company which m d t d  h short- 
levy of tax to the Mac d R a  0,72,719 lakhs, nn& i-ce of 
the Provisions d Income-tax Act applicable to Gemma1 kstwYlee 
Companies. The Committee note that instructions were issued by 



the Board in August, 1967 clarifying the podtion in hw. They how- 
ever, desire that general review of all as-nte of the b a n n c o  
Companies with a view to hdhg ollt wbthm there were similar 
mistakes, should be undertaken. The mults of such a review and 
reassessment of the case referred to above may be reported to the 
Committee. 

2.10'7. The Committee, note that Internal Audit Parties are not 
equipped for scrutinising the assessments of the Insurance Com- 
panies, which are stated to be complex nature. As the need for 
the check is all the more in complicated assessments, the Committee 
would urge Government to ensure that Internal Audit Parties are 
adequately equipped soon to take all types of assessments. 

Audit Paragraph 

2.108. (i) Cost of production of a film was Rs. 30,25,579 and amorti- 
sation thereof was decided to be allowed in three assessment years 
1966-67, 1967-68 and 1968-69 in the case of a Ann on the basis of re- 
ceipts from the film during the relevant previous years. According- 
ly, the amartisation was worked out as Rs. 24,20,463 for the assess- 
ment year 1968-67, Rs. 3,32,814 for the assessment year 1967-68 and 
Rs. 2,72,302 for the assessment year 1968-69. Though for the assess- 
ment year 1966-67, the amortisation allowance was correctly allowed, 
for the assessment year 1967-68, a sum of Rs. 6,09,209 was allowed 
as amortisaticm allowance instead of Rs. 3,32,814. The grant of ex- 
cess amortisation allowance resulted in short-levy of tax of 
Rs. 1,63,650 in the hands of the firm and its partners. The Ministry 
have accepted the mistake. Report regarding rectification and re- 
covery of the tax is awaited. 

[Paragraph 38(c) (i) of the Report of the Comptroller and Auditor 
General of India for the year 1969-7#)--Central Government 

(Civil)-Revenue Receipts.] 

2.109. The Committee asked how the normal practice of taking 3 
years as the life of a film was not followed in this case. The Chair- 
man, Central Board of Direct Taxes stated: "There was a circular 
which says that the film producers have urged that no longer is the 
effective life of film for three years as was presumed by the Income- 
tax Department. Last year the Board decided on the representation 
of the various film producers that amortisation should be given the 
cost of it in one year. Earlier the practice was 3 years." 

2.110. The Committee were informed by Audit that there was a 
case in the Madras High Court wherein it was decided that normally 



the life of a film should be taken as 3 years unless there was a proof 
that the film would not last for more than three years and that the 
decision of the Madras High Court was brought to the notice of the 
Central Board of Direct Taxes in May, 1970. The Committee wanted 
to know the action taken in this regard. The Ministry in a note 
submitted to the Committee stated: "In their letter dated 7th May, 
1970 the Revenue Audit had brought to the notice of the Board the 
Madras High Court decision in the case of MIS. Gemini Picture Cir- 
cuit Ltd. (33 ITR 547) observing that the normal life of a picture was 
three years. This they did in connection with the Board's instruc- 
tions dated 4th October, 1969 issued from F. NO. 9j80j69-IT(AI) stat- 
ing that because 'of the changed situation regarding the minimum 
guarantee system operating in the film industry a t  present, it is 
perhaps irappropriate to resort to the inflexible rule in every case 
of amortisation of the cost of film ovrr a period of 3 years'. The 
Board accepted the position that the effective and earning life of a 
large majority of the present day films seldom exceeded one year. 
Accordingly, in partial modification of the Board's Circular No. 4 
(XI3)D of 1959 dated 9th April, 1969, it was directed that if a pro- 
ducer did not wish to write off the cost of the film in his books over 
a period of 3 years, he might be permitted to write off the entire 
cost in the year in which the film was released. On his doing so the 
entire cost of the film was to be allowed as an admissible deduction 
in the year in which the picture was released and cost of the film 
written off. 

Before issuing the modified instruction in October, 1969, the mat- 
ter had been considered at length by the entire Board. The modi- 
fication of the earlier instructions was mainly due to the change of 
circumstances, in particular, relating to the average life of a film. 
The judgment of the Madras High Court referred to by the Revenue 
Audit was delivered on December 6, 1057. The position has chang- 
ed radically since then. For example, in the past, hardly any pro- 
ducer took out m r e  than 3 to 4 copies of a print for exhibition in 
different parts of the country. On account of the smaller number 
of prints the films did continue to be run and have an effective earn- 
ing life of 3 years or so. However, the present practice followed by 
the producers is to make 50 to 100 prints and release them simultan* 
cously in a larger number of cinema houses all over the country 
This evidently results in the effective and earning life of a fllm being 
drastically cut down to something less than a year. 

However, on receipt of the Audit's letter the matter is being con- 
sidered 'de novo' on merits. A preliminary study on the basis of 
p~~rticulars collected in respect of a number of the films showed that 



in the vast majority of cases 80 to 90 per cent of the receipts from 
exhibition of films are netted in the very first year. Further there 
was no positive evidence to show that by allowing cent per cent 
amortisation of the cost of production in the first year itself, there 
is any serious danger of loss of revenue. 

The Boitrd recently gathered further information in respect of 
some more films (which may not be top class films) and a final deci- 
sion is likely to be taken early in the matter. As soon as that is 
done the Committee will be informed of the outcome." 

2.111. When asked whethcr the assessments of the firm and all its 
partners had since been revised and additional demand raised. The 
Ministry, in a note, stated: "The assessments of the firm and both 
its partners have been revised. The additional demand raised as a 
result of the Audit objection in the case of the firm, and one of the 
partners stands fully realised. In the case of the other partner 
Rs. 7,623 remains to be collected after adjustment of advance tas  
and refund due to the assessee." 

2.112. Pointing out that the aggregate amortisation allowance; 
granted in the two years 1966-67, and 1967-68 had exceeded the cost 
of production, the Committee enquired whether the Ministry had 
issued any instructions regarding maintenance of a continuous re- 
cord, like the depreciation chart to enable the Income-tax Officer to 
keep a watch that the total amortisation allowance granted did not 
exceed the cost of production of film. The Ministry, in a written 
note, stated: "The Ministry have not issued any instructions regard- 
ing the maintenance of a continuous record like the depreciation 
chart to enable the Income-tax Oficers to keep a watch that the total 
amortisation allowance does not exceed the cost of production. The 
Board are considering the question of issuing instructions to this res- 
pect." 

2.113. When enquired whethcr esecutiw instructions issued ac- 
cord with the judicial view on this subject and whether any safe- 
guards had been taken that profits earned by producers and distribu- 
tors were not kept away from taxation thtt Ministry stated: "The 
executive instruction of the Board issued in October, 1969 may ap- 
pear to be contrary to the views of the Madras High Court in the 
case of the Gemini Pictures Circuit Ltd. (30 ITR 547). But the ap- 
parent conflict would perhaps be resolved on considering the chang- 
ed circumstances." 

2.114. When asked whether the assessment was looked into by the 
Internal Audit, the Ministry, in a note, stated the case was checked 



by the Internal Audit but they failed to detect the  error and that 
the concerned official had explained that checking of 'amortisation' 
was not covered in the check sheet then in vogue. 

2.115. The Committee find that on accaunt of incorrect grant of 
amortisation allowance taking the life of a film to be 2 years result- 
ed in a short levy of Rs. 1,63,650 in the hands of the firm and its part- 
ners. The additional demand raised as a result of Audit objections 
in the case of the firm and one of the partners stands fully realised. 
The Committee would like to know the settlement in the case of the 
other partner. 

2.116. The instructions issued by the Board in October, 1469, al- 
lowed write-off of the entire cost of a film in the year in which it was 
released. Though this was not in accordance with the judicial view 
on the subject given in 1957, the Department have expressed that 
the position has radically changed since then. However on Audit ob- 
jection raised in May, 1970, the matter is stated to be taken for con- 
sideration 'de novo' on merits. The Committee would like to know 
the final derision taken in this regard early. 

2.117. In this case the aggregate amortisation allowance granted 
in the two years 1966-67 and 1M7-68 had exceeded the cost of pro- 
duction of the film. The Committee are unhappy t s  note that the 
Ministry have not issued any instructions so far regarding the main- 
tenance of the continuous record, like the depreciation chart to en- 
able the assessing officer to keep a watch that the total amortisation 
allowance does not exceed the cost of production. The Committee 
wish that this should be done early. 

2.118. Although this case was checked by the Internal Audit, they 
failed to detect the errors for the reason that checking of amortiso- 
tion was not covered in their check sheet then in vogue. The Com- 
mittee hope that this lacuna has since been removed. 

Audit Paragraph 

2.119. (iii) The Income-tax Rules provide for allowance of actual 
cost of replacement of certain depreciable assets on which no depre- 
ciation is allowable. Consumable stores, however, are allowed as 
revenue expenditure to the extent they are consumed in manufactur- 
ing process. 

2.120. In a case certain items of depreciable assets, actual cost for 
replacement of which was allowable under the Rules were treated 
by the assessee as expenditure on stores and accordingly the cost of 



actual consumption af these store items was debited to the Profit and 
Loss Account. From the assessment yew i960-61,. however, the de- 
partment considered that the items were not in the nature of con- 
sumable stores and allowed a deduction in respect .of the cost of 
replacement of such assets. However, the amount debited to the 
Profit and Loss Account as cost of consumption was not added back 
resulting ii under-assessment of income of Rs. 7,02,141 with conse- 
quent under-charge of tax of Rs. 3,42,715 for the assessment years 
1960-61 and 1967-68. The Ministry have accepted the mistake. Re- 
port regarding rectification and recovery of the tax is awaited. 

[Paragraph 38(c) (iii) of the Report of the Comptroller and h d i t o r  
General of India for the year 1969-7QCentral Government 

(Civil)-Revenue Rece;pts.] 

2.121. The Committee enquired whether the assessments for the 
year 1960-61 and 1967-68 were rectified and additional demand re- 
covered. In a note the Ministry stated: "The assessment for 1967-68 
was rectified on 20th February, 1971 and an additional demand of 
Rs. 1,07,009 was recovered by adjustment on 14th July, 1971. The 
assessment for 1960-61 could have been rectified latest by 31st 
March, 1965, but the Audit objection was received by the Depart- 
ment only on 30th March, 1970. Hence, no rectification for this year 
was possible." 

2.122. As for the position in regard to assessments from 1961-62 
to 1966-67, the Ministry, in a note, stated that the Revenue Audit 
looked into the assessments for these years as well and had not re- 
ported any mistakes. 

2.123. This is a sad case where altbough the income-tax officer 
rightly treated the cost of replacenlent of certain items of deprecia- 
ble assets as allowable deduction, he failed to add back the cost 
debited to the Profit and Lose Acewnt while completing the assess. 
m a t s  for the years 1969-61 a d  1867-68. The e m  d this failure 
was an under-charge of tax of Rs. 3,42,715. The mistake was not 
noticed before Audit pointed it out in March, 1970 with the result 
that assessment for 1960-61 could not be rectified RS it became time- 
barred. The Committee desire to be infermed whether the case was 
looked into by I n t e n d  Audit and if se, how the mistake was not 
detected by them. Tbe Committee wouM dsa like Government to 
= m i n e  whether similar mistakes were made in the assessments tor 
the years 1861-62 to 1986-67 and take emitable action. 

Audit Paragraph 
2.124. A flnn carried on the profession of solicitors and the ac- 

counts of the firm were maintained on cash basis. On deatb at 



retirement of a partner or partners, the firm was reconstituted mak- 
ing provision in the revised partnership deeds for payment to the 
retired partners or legal heirs of deceased partners as the case may 
be, appropriate shares of profits attributable to the work done by the 
old firm when the retired deceased persons were partners. Payments 
made to retired deceased partners were allowed as deduction in com- 
puting the total income of the firm for the assessment years 1958-59 
to 1967-68 as per orders of the Commissioner of bcome-tax of Sep- 
tember, 1965 based on equity, even though the provisions of law did 
not permit such deduction. The incorrect deduction allowed to the 
firm resulted in under assessment of tax of Rs. 51,711. 

[Paragraph 38 (c) (iv) of the Report of the Comptroller and Audi- 
tor General of India for the year 1969-70 Central Government (Civil) 
Revenue Receipts.] 

2.125. Pointing out that as per Audit paragraph, the Commissioner's 
instructions of September, 1965, based on equity derived no authority 
from the Income-tax Act, the Committee enquired whether the legal 
implications of the Commissioner's orders in the case had been exami- 
ned. In a written reply, the Ministry stated: "The objection has 
not been accepted by the Ministry because of the following reasons: 

( i )  

(ii) 

(iii ) 

The payments madr to the retired deceased partners repre- 
sented the share of profits which were attributatjle to the 
work done by the firm prior to the retirementldeath of 
the concerned partners. The firm is assessed on cash 
basis. Hence normally not the entire profits attribu- 
table to the work dune by the firm in any particular year 
would be assessed to tax. A part would be assessed in 
later years on the basis of actual receipt. 

The payments were made on the basis of partnership deed 
executed at the time of reconstitution of the firm follow- 
ing the retireinentideath of a partner. 

The payments to the erstwhile partners constitute aver- 
riding charges which have to be allowed following the 
decision's in the cases of I.C.I. (India) Pvt. Ltd. Vs. C.I.T. 
(58 IT 649) and C.I.T. Vs. Bansidhar (67 ITR 374) ." 

2.126. In reply to a question, the Ministry, in their written r$ly 
stated that the assessments for the years 1958-59 to 1967-68 were 
made on various dates between 21st February, 1959 and 13th Octo. 
ber, 1967, following the instructions of the commissioner and that 
t k o  wrmrnts in the hands of the recipients were subjected to tax. 



2.127. The Committee l e a ~ n t  from Audit that the Audit wrote 
a letter in March, 1971 to the Ministry pointing out certain authori- 
ties applicable in the case. When asked whether those points had 
been examined the Ministry, in a written note, stated: "The Audit 
referred to the decision in an English case [McCash & Hunter V. 
Commissioner of Inland Revenue (36 TC 170)], the facts in which 
are, in the opinion of the Ministry, clearly distinguishable. However, 
it is proposed to seek the opinion of the Ministry of Law on the point 
raised by the Audit." 

2.128. When enquired by the Committee whether the procedure 
laid down in t,he Commissioner's in-tructions were being uniformly 
applied to all similar cases arising in the various charges, the Minis- 
try in a note replied that it would be difficult to furnish the informa- 
tion without reviewing the cases of the firms of professional persons 
in the different Commissioner's charges and that such a review 
would be undertaken after settling the Audit objection in consulta- 
tion with the Ministry of Law. 

2.129. The Committee note that although the accounts of the solici- 
tors firm were maintained on cash basis, payments representing the 
share of profits made to retired partners or legal heirs of the deceas- 
ed partners were allowed as deduction in computing the total income 
of the firm for assessment years 1958-59 to 1967-68. The Committee 
understand that assessing officer had acted as per the orders of the 
Commiss:oner of Income-tax issued in September, 1965. They would 
like to be informed whether the orders were being uniformly appli- 
ed to all similar cases arising in the various charges in this circle 
and what was the positian in this regard in other circles. They 
also desire that the opinion of the Ministry of Law regardine the 
validity of these orders should he obtained without delay and com- 
niuniciated to them. 

2.130. The action taken on the basis of the opinion of the Ministry 
of Law, as may be nesessary. may also be reported to the Committee. 

(r) Mistakes in coniputing depreciation and development rebate 

2.131. The various types of mistakes that frequently occurred in 
the allowance of depreciation and development rebate were reported 
in the previous years' Audit Reports. During the period under review 
incorrect grant of depreciation and development rebate was found 
in 807 cases involving under-assessment of tax of Rs. 132.03 lakhs. 

(Para 50 of the Audit Report, 1970). 



2.132. The Public Accounts Committee had repeatedly drawn the 
attention of the Ministry to the need to avoid mistakes in computa- 
tion of depreciation and development rebate. The mistakes have 
continued to occur involving considerable revenue and during the 
year under report 1119 cases of under-assessment of tax due to in- 
correct allowance of depreciation and development rebate involving 
Rs. '79.77 lakhs were noticed in test-check. 
[Paragraph 39 of the Report of the Comptroller and Auditor Gene- 

rd-1969-7GCentral Government (Civil)--Revenue Receipts.] 

2.133. The table below shows the number of cases in which mis- 
takes in computing depreciation and development rebate admissible 
were pointed out in Audit and the ,under-assessmeqts of tax resulting 
therefrom:- 

Year 
Amount of under-asscss- 

No. of cascs mcnt of tax 
(in Lakhs of Rs.) 

2.134. When asked about the measures proposed to be taken to 
prevent such mistakes in future, the Ministry of Finance (Depart- 
ment of Revenue and Insurance), in a written note submitted to the 
Committee stated inter alia. 

"The increase in the number of mistakes reported by the Audit 
may have been due to only a larger coverage by them rather than 
increasing incident of the mistakes." 

2.135. In their 21st Report (1963-64) the Public Accounts Commit- 
tee suggested that besides strengthening the internal Audit checks, 
the staff dealing with calculation of depreciation allowances should 
be adequately trained. The Committee enquired about the nature 
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and period of training prescribed for the staff in regard to the check- 
ing of depreciation and development rebate allowances. The Minis- 
try, in a note, submitted to the Committee in March, 1972 stated that 
the training of the Internal Audit Party was organised by the con- 
cerned Additional Commissioners of Income-tax. The manner and 
the period of training had not been prescribed by the Board and the 
Director of Inspection (I.T. and Audit) was being asked to do so. 

2.136. In paragraph 1.69 of their 46th Report, the Public Accounts 
Committee recommended that suitable instructions containing com- 
prehensive details should be issued to all the Income-tax Officers for 
calculation of development rebate and depreciation allowance. From 
the Ministry's reply of November, 1966, it is learnt that such com- 
pendium of various instructions, issued from time to time on deve- 
lopment rebate, was issued by the Board in October, 1965. Regard- 
ing depreciation, the Board stated that a compendium of instructions 
would be prepared and would be issued to the Income-tax Officers. 

2.137. In a note submitted to the Committee in March, 1972, the 
Ministry stated: "The depreciation rates have been simplified with 
effect from 1-4-1970. It  should not be difficult for the field officers to 
apply these rates. Regarding Devchpment Rebate, items for check- 
ing have been exhaustively indicated in the Internal Audit Manual 
and this has been followed up by the issue of elaborate check-sheets." 

2.138. In paragraph 1.195 of their 117th Report (Fourth Lok Sabha) 
the Committee observed as under:- 

. . . . In paragraph 3.66 of their 73rd Report (Fourth Lok 
Sabha) the Committee had stt.cssed the need for the ra- 
tionalisation of the provisions of the Act bearing on de- 
preciation and development rebate. Pursuant to this re- 
commendation. Government have framed and published 
draft rules to replace the existing rates of depreciation by 
consolidated rates on Industry-wise basis and invited 
public opinion thereon. The Committee trust that in the 
light of suggestions received from the trade and industrv. 
Government will be able to work out a simple and rational 
rate schedule." 

2.139. In paragraph 1.175 of the said Report. the Committee fur- 
ther observed that the important industries like scooters and auto- 
mobiles. electronic equi~ments  etc.. industry-wise rates of deprecia- 
tion had not been prescribed in the draft rules referred to above. 
The Committee? desired that Governmrnt should consider the aues- 
tion of laying down suitable rates of depreciation in respect of those 



industries also a t  an early date. In their action taken note submit- 
led to the Committee in December, 1970, the Ministry stated that 
the above recommendation of the Committee was under active con- 
sideration of the Government. 

2.140. It is learnt from Audit that the draft rules have been 
firialised by Government and have been brought into effect with 
effect from 1st April, 1970 and that the new rules also do not provide 
for industry-wise rates of depreciation in respect of large number 
of industries. When asked about the action taken or proposed to 
be taken by the Ministry in laying down industry-wise rates of de- 
preciation, the Ministry in a note submitted to the Committee stated: 
"Regarding the Committee's recommendations that for important in- 
dustries like scooters and automobiles, electric equipment etc., in- 
dustryiwise rate of depreciation map be prescribed, it may be stated 
that the question is still ~ ~ n d e r  the consideration of the Government. 
It may, however, not be possible to fix industry-wise rates, because 
the percentage of machinery entitled to different rates of deprecia- 
tion may not be the same in the case of all the concerns running a 
particular type of industry." 

2.141. In paragraph 1.109 of their 3rd Report on Audit Report 
1966, the Committee observed that the Central Board of Direct Taxes 
had issued orders that a special review should be conducted i n  all the  
charges (other than Bombav) with a view to check correctness of 
thr calculations of the development rebate and depreciation allow- 
ances. The Committee desired to know the results of the review. 
The Ministry, in a note, submitted to the Committee, stated that it 
had not been possible to follow up the reviews because of the in- 
adequacy of man-power (particularly of trained hands) which had 
bccn kept fully occupied with the disposal of current and arrear 
work. 

2.142 Tn paragraph 1.126 of their 3rd Report, the Committee re- 
commended that having r ~ g a r d  to the large number of assessments 
in which the mistakes in grant of depreciation allowance and deve- 
lopment rebate were noticed. each Inspecting Assistant Commis- 
sioner qhould check n c~r ta in  number of cases of each Income-tax 
Officer under his charge a t  regular intervals. The Board in their 
letter dated 18th Mav, 1968 brought the recommendation nf the Com- 
mittee tn the notice of the Commissioners The Committee wanted 
to know whether Tnspectinp Asqistant Commissioners carried out the 
srruting as recommended bv the Committee. The Ministrv, in a 
note submitted to the Comvittee stated: "The Committep had  mad^ 



..a similar recommendation a t  para 1.197 of their 117th Report, in pur- 
suance of which instructions have been issued requiring the Inspect- 
ing Assistant Commissioners of Income-tax to check a percentage 
of the cases involving substantial amount of depreciation and deve- 
lopment rebate. I t  is not yet known to what extent they were able 
to pay attention to this additional aspect of their work." 

2.143. The Committee pointed out that the mistakes in computing 
depreciation and development rebate had accounted for under-as- 
sessment of tax of Rs. 79.77 lakhs in 1,119 cases. The Committee de- 
sired to know the number of cases where rectifications had been so 
far  carried out and the additional demand raised. The Committee 
also wanted to know the number of cases where rectifications could 
not be carried out due to time bar and the revenue involved therein. 
The Ministry, in a written note, stated: "Out of 1,119 cases 137 were 
the cases involving a tax effect of Rs. 10.000 or more in each case. 
The aggregate amount of under-charge reported in these cases is 
Rs. 61.68 lakhs. The Ministry have called for information about the 
137 cases and this will be furnished to the Committee as soon as 
they are compiled in the MinistrlT. The Committee might perhaps 
like to leave the question of verification of the latest position in the 
remaining 982 cases to the lower formations of the Audit." 

2.144. In a further communication to the Committee, the Ministry 
informed the latest position of the 137 cases referred to above as 
under:- 

"(j) In 58 cases the mistake have been rectified and an addi- 
tional demand of Rs, 11.36,677 raised, of which Rs. 6.36.303 
pertaining to 30 cases has been collected. In 28 cases, 
collection is pending. 

(ii) In 48 cases, involving an aggregate tax of Rs. 17,17,844, as 
reported by the Audit, the objection has not been accept- 
ed. 

(iii) Rectification is barred by time in two cases involving 
Rs. 33,489. , 

(iv) The objecbcons in BQ c a w  are still under consideration" 
3132 LS-5 



2,145. While vetting the Ministry's reply, the Revenue Audit have 
reported that the position is as under:- ' ' ' '  ' ' 

.----. 
No. of cues Amount 

Rs . - ---- A 
.- 

(a)Accepted . . . . . . . 34 19, 76,342 

(b)Timcbarrcd . . . . . 4 98,714 

(c) Not accepted by Ministry but pursued by thcrn. ' 9 5.20.791 

(d; Reply b r i l l  due from the Ministry . . 67 28,15.740 

(c) Nqt acccptcd and ut~dcr verification by A.g's . 23 7.56,@48 

2.146. The two-fold increase in the number uf cases in which mis- 
takes in ccrmpnting depreciation mid dcwlopn~cnt rebntc noticed by 
Audit clcarly indicates that the slrps ?akc!i by Lhc DC;;nr!mcnt in 
pursllancc of the o!)scrvations niadc by the Cotiimi~tec in the suc- 
cessive reports havc not bccn effective o~otrgh. The Ministry has 
held that "the increasc in thr n ~ ~ i n b c r  of mistakes reported by Audit 
may have been due to ouly a larger coverage by them rather than 
increasing incidence of the rnisteltes". Tlw Committee regret their 
inability to accept this interpretation of the Ministry which displays 
an exce~s ive l~  complacent attitude. In this conuection. they would 
like to refer to the suggcstioli contained in the 2rd Report (Fourth 
Lok Sabha) that a special revicu, should hr c.ontl~rcted ill all the  
charges with a view to checking cor,rr.ctnec* of thr calculations of the  
development rebate end dcprecialinn allowunccs. The Ministry has 
pleaded that it had not been possible to follow up the reviews because 
of the inadequacy of man-power. This is a plea which the Commit- 
tee find it difficult to accept. In the opinion of the Committee only a 
complete review and proper follow up action would reveal the degree 
of efficiency of the department in this regard. They accordingly 
hope that the Ministry will take adequate follow-up action in all 
eases speedily. 

2.147. The Committee note that the new rules brought into effect 
from the 1st April, 1970 do not provide for industry-wise rate of dep- 
reciation in respect of a large number of industries. The Ministry 
has explained in this connection that i t  may not be poseible to 1Bx in- 
dustry-wise rates because the percentage of machinerf aadtled to 
different rates of depreciation may not be the m e  id ' the case of 
all the concerns running a particular type of industry. In a caw 
examined by the Cearmd(tee;4hey-LatTe mol tead 'a t  thereih& beem 

?I ' EPl 



Some contraversy re@WdIng Uetermiilr,tSon of 'rate appikhble . ' to 
mthg machhery. Tbe Carnmittee would, therefare, 'eUggest 'that 
Government k h i l d  examhe' as to how far the rules regding dep- 
reciation allo*ance could be ratianalised further to place matters 
beyond doubt. 

2.148. The Committee have been reiterating that each Inspecting 
Assistant Commissioner should check a certain number of cases of 
each Income-tax Officer under his charge at regular intervals. They 
note that although some instructions have been issued in this regard, 
it is not yet known as to what extent inspecting Assistant Commis- 
sioners were able to pay attention to such a test-check. The present 
position is quite unsatisfactory. The Committee hope that the Min- 
istry will ensure that instructions are followed in letter and spirit. 

2.149. The Income-tax Rules 1922/1962 do n l~ t  pruvidc any speci- 
fic rate of depreciation in respect of prirting r n a c h i n , q  in the ab- 
sence of which the general rate of 7 per cent i s  :o bc ap;;lied. It n.a:s 
noticed in t h r w  cases that depreciation on  p:,it;tin~ rnxhincry u-a; 
allowed for the assessment years 1960-61 to li!!i7-63 ;i: the rdte o i  
$0 per cont as against the correct rate of 7 pcr colt. iTilw11 the ad(.;)- 
tion of t h ~  incorrect rate of depreciation \ . r , i t I i  th , .  rwdr : !n t  unlit:r- 
assessment of t a s  of Rs. 93.225 was po in t i~  i . i t ,  ! i , e v  dc:partnlcrlr 
revised th(1 assessment in two cases resu!! in2  ir. ;':I i:! i ! i t l : l i  de!u:.il:d 
of Rs. 23,2:!5. The report of revision in the rc~m,ii:ii11;,; i::osCt m\-ol?.i!-ig 
additional dcmand of Hs. 70.000 is awaited. 

[Paragraph 50 (a) of the Audit Report ( i i i  ) - 1  Revenue 
Rcceip?~.) 

2.150. When asked by the Committee nhout the circurnstanccs in 
which the mistakes had occurred, the Ministry of Finance (Dcapart- 
ment of Revenue and Insurance) in  a written note submitted to the 
Committee, stated: "The mistakes are due not to either carelessness 
or negligence but to the fact that there was some contra\-ersy about 
the correct rate of depreciation to be applied to printing machinery. 
One view was that rate of printing machinery like litho works, 
colour and off-set printing machinery, etc., should be the same as 
prescribed for electric machinery since the same were operated with 
the aid of electric motors. Another view was that the machinery 
Would be entitled to depreciation prescribed for "newspaper produc- 
tionS&nttU1C1 anwhhmy." 

2.151. ,me Ministry further added: "It will not be correct to say 
where kpeciflc ~ a t e s  of depreciation for an industry as a whole have 



not been laid down only the general rate of depreciation is appli- 
cable. The Ministry feel that if there is no specific rate prescribed 
for the industry as a whole, the rates prescribed for the individual 
items of plant and machinery have to be applied to such individual 
items. If no specific rate has been prescribed for any individual 
item, only then the general rate will have to be applied. The Audit 
have agreed to this interpretation of the depreciation schedule vide 
their letter No. 17145 Rev. 531-69-1 dated 24-6-1971. In the circum- 
stances, the depreciation allowed to thlt assessees in question may 
have to be further revised. 

2.152. The Committee enquired whether the additional demand 
of Rs. 23,225 raised in two cases as a result of revision of assessments 
had since been rrcovered. The Committee also desired to know 
whether the assessment in the third case \lad since been rectified 
and additjonal dcmand recovered. The Ministry of Finance 
(Department of Revenue and 1nsur:incc) in a note submitted to the  
Committee stated: "In the case c j f  M an additional demand 
of Rs. 12.547 was raised. under Section 154. but this order was can- 
celled by the Appellate Assistallt Commissioner holding that there 
have been no mistake apparent. Irom records. The decision has been 
accepted by the Departnient and actlon 11 s 263 cannot be t a k a  
because of limitation. In thc other c ~ ~ s e ,  that of Shri the 
additional demand raised was Hs. 1:3.605: it has been collected." 

In the third case, the additional dcmarid raised is Rs. 51,447 as 
against Rs. 70,000 reported by the  Aildit. The difference is due to 
numerous revisions which have taken LiLicp in the cases of the part. 
ners of t11e firm. The additional dem:cnd htis betln recovered in full 
both in the case of the firm and its pa r tnm.  

2.153. Drawing attention to the fact that in the three cases and 
in a number of assessments thc depreciation was wrongly allowed 
as pointed out in the paragraph, the Committee enquired whether 
the Ministry had issued any instructions to the Commissioners to 
undertake a review of all similar cases sn that mistakes, if any. 
could be rectified before they became time-barred. Tho Ministry, in 
a written note to the Committee stated that as alrea* pointed cut 
the adoption of a different rate of depreciation was due not to any 
mistake but to a difference in the intrrpretation of the depreciation 
schedule. As such, no general review was called for. 

2.154. According to the Ministry mistakes noticed in thbw cases 
are due not to either carelessness or negligence but to the fact that 
there was mme controversy about the correct n t e  of depndat io~  



to be applied to the prinhg machinery. It is unfortunate that the 
controversy m this regard was not considered till June, 1971. As 
per the interpretation now given if there is no specific rate prescrib- 
ed for the indnstry as a whole, the rates prescribed for individual 
items of plant m d  machinery have to be applied to such individual 
items and if no specific rate has been prescribed for any individual 
item, then the general rate will apply to such individual i tem. The. 
Committee trust that suitable instructions in the matter have beem 
issued by the Central 3 4  ef Direct Taxes in consultation with 
Audit. I,.,& 

2155. The Committee are unable to agree with the view of the 
Ministry that no general review was called for. They accordingly 
suggest that it should be undertaken now to find out whether there. 
have been cases of incornact application of rate of depreciation 
in the light of the interpretation referred to above so that. the rele- 
vant assessments which hame not become time-barred may be recti- 
fied. 

Audit Paragraph 

2.156. While reviewing the assessment of a company for the 
assessment years 1962-63 to 1966-67, the following mistakes were 
found in the allowance of development rebate: 

(i) Development rebate of &. 17,96,669 was alIowed for the  
assessment years 1W-63 and 1963-64 on road transport 
vehicles even though it was not admissible on such assets 
under the law. 

(ii) Development rebate of Rs. 24,30.912 was incorrectly allow- 
ed fo r  the assessment years 1963-64 to 1966-67 as the 
machinery for which the rebate was allowed was not put 
to use either in the gear in which it was instaIled or  in 
the immediately succeeding year. 

:2.157. On a review undertaken by the department about the cor- 
redness of the development rebate allowed in the various assess- 
m e d  years, as  suggested in Audit, the department foucd that be- 
sides thf! incorrect grant of development rebate of Rs. 43,27.581 
pointed out above, development rebate of Rs. 6226.780 was found 
to have been wrongly granted as the prescribed conditions in the 
statute was not satisfied by the assessee. The total development 
rebate incorrectly allowed thus amounted to Rs. 1.04,54,361 during 
the assessment years 1962-63 to 1966-67. The carried-forward losses 
would be reduced by this amount and the tax effect would be 



reflected in  the year in which profits are assessed The Ministry 
have accepted the mistakes and re.ctified the assessments. 

[Paragraph 50 (b) of the Audit Report (Civil), Revenue Receipts, 
1970.1 

2.158. Development rebate to the extent of Rs. 1.05 crores was 
incorrectly allowed in the case reported in the paragraph for the 
assessment years 1962-63 to 1966-67. The mistakes have been accept- 
ed and the assessments rectified reducing the carried forward losses 
to the extent of Rs. 1.05 crores. 

2.159. During evidence, the Chairman, Central Board of Direct 
Taxes explained the position as under: "This case is that of a public 
sector undertaking. In the case of public sector undertakings, the 
return or the statement filed by it is and should be accepted by the 
Department at its face value without there being any need to probe 
into it." 

In this case thr figures wcre tallied with by the department 
officer, the ward officer almgwith the company representatives. 
Certain incorrect claims regarding the development rebate were 
made in the statement filed by the com~pany employees in the course 
01 the assessment proceedings. 

2.160. The Committee desired to know the reasons for relaxing 
the standard of scrutiuy in the case of the public sector undertaking. 
The witness replied: "The facts as presented by a public sector 
undertaking will have to be accepted on their face value because 
there is no personal interest for anybody to twist the facts. They 
are acceptable more readily than in the case of any other individual 
or any other company. The law applied is the same.. . . the calcula- 
tion is the same. If the statements of facts which are given on the 
return are found to be incorrect or the claims made or those facts 
are incorrect, they would be equally liable to prosecution." 

2.161. When asked by the Committee whether it was not the duty 
of the department to exercise the same scrutiny in respect of facts 
submitted by the public sector undertakings as in the case of any 
other assessees, the witness stated: "The Department does not check 
all its assessees and in applying the test check every item of each 
company from wery  aspect cannot certainly be undertaken by the 
department. Therefore, while checking the accounts, the Income- 
tax Officer would be influenced-(not that the Department say so) 
by the thought that while applying this check he  need not test check 
them because these are from certified auditorsv. . . . In h case of 



,:, ' I 

.audited accounts our enquiry is much less compared to non-audited 

.accounts.. . . This is the Rrst $me or the second time that the facts 
presented are not in consonance with requirements of the Law." 

2.162. The Committee were informed by audit that the assess- 
ments for all the years were checked in Internal Audit but still the 
mistake was not pointed out by them. 

2.163. The Committee regret that incorrect allowance of develop- 
ment rebate totalling upto Rr. 1.05 crores for the assessment years 
1962-63 to 1966-67 relating to a Public Sector Undertaking was not 
detected altbough d l  the assessments were checked by the Internal 
Audit. The Committee would like to know the action taken for the 
failure in this regard. 

2.164. The Committee do not appreciate any relaxation in the 
standard of scrutiny of tax returns submitted by Public Sector 
Undertakings. They accordingly trust that the Ministry will issue 
suitable instructions to all the assessing authorities. 

(d) Irregular exemptions and excess reliefs given 

Audit Paragraph 

2.165. In the case of a co-operative society engaged in carrying 
on the business of banking or providing credit facilities to its mem- 
bers or a cottage industry or the marketing of the agricultural pro- 
duce of its members or the purchase of agricultural implements, seeds 
iJr other articles intended for agriculture for the purpose of supplying 
them to its members or the 2roceeding without the aid of power 
\ l f  the agricultural produce of its members, the whole of the amount 
nf profits of business attributable to any one or more of such activi- 
ties are exempt from tax. In the case of a society engaged in 
zrtivities other than those specified above so much of its income 
attributable to such activities as does not exceed Rs. 15,000 is esempt 
from tax. 

2.166. Two co-operative societies besides carrying on activities 
the income from which is exempt from tax, were also carrying on the 
hsiness of sale of commodities such as groceries, foodgrains, run- 
ning a rice mill, an oil mill, a petrol pump and the manufacture of 
agricultural implements. The income attributable to the latter acti- 
vities, though chargeable to tax, was incorrectly exempted from tax 
by the assessing offlcer. If the income is brought to tax, an addi- 
tional revenue of Rs. 2,60,967 would accrue for the assessment years 
1980-61 to 1967-68. The Ministry have accepted the mistake in one 
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case involving a tax effect of Rs. 1,19,110 and their repIy in the other . 
case is awaited. 

' [Paragraph 51(a) of the Audit: Report (Civil), Revenue Receipts,, 
! 19701.. 

2.167. The Audit paragraph states that in one case the Ministry 1 
had accepted the mistake and the Ministry's reply in the other case 
was still awaited. In regard to the other case, the Committee were 
given to understand by Audit that though the assessment were recti- 
fied by the Assessing Officers to give effect to the mistake pointed 
out in Audit, the Ministry have not accepted the Audit contention 
on the ground that the sale of groceries etc. on credit was fully cover- 
ed by the term "Providing credit facilities to its Members". I t  was 
also learnt from Audit that the legal position was clarified to the  
Ministry in  September, 1970 and the Ministry's reply thereto was 
still awaited. 

2.168. The Committee enquired whether it  was the intention of 
the Ministry to exempt from tax the profits from sale of goods on 
credit. The Committee also wanted to know the opinion of the 
Ministry of Law as to whether this was covered by the existing 
provisions. The Ministry, in a note, stated: "Under the provisions 
of Sec. 80P (formerly See. 81) of the Income-tax Act, 1961, the busi- 
ness income of a Co-operative Society engaged in banking business 
or providing credit facilities to its members is exempt from tax. In 
the instant case the assessee, which is an apex cooperative society, 
was providing to its constituent members which are all primary 
cooperative societies, money and goods on credit. It was charging 
interest separately, at the close of each year, on the outstanding 
balances due by the member societies in respect of the goods sup- 
plied on credit or cash advances made to them for the purchase of 
goods in the outside market. The interest thus charged was, in the 
view of this Ministry, earned entirely hy offering 'credit facilities' 
to the members of the society. Accordingly, they consider the action 
of the Income-tax Officer in allowing the assessee relief ujs 80(1) 
(a1-t~ be correct. I t  has not been the intention of the Ministry to 
exempt from tax the profits from the sale of goods on credit," 

2.169. During evidence, the Chairman, Central Board of Direct 
Taxes, stated: "A meeting between the representative of the C&AG 
and the Ministry of Law has to be arranged. . . .because any differ- 
ence between Audit and the department will be discussed along 
with the Ministry of Law by both the representatives. But we have 
not held the meeting. . . . . . A  meeting was attempted to be arranged 
m four occasions but somehow, for want of convenience of one 
party or the other, it could not materialise." 



2.170. The Committee further learnt from, &$ift: that anAppe11ate 
Tribunal had held in a case that sale of goods on.credit to its mern- 
bers did not amount to providing credit facilities to the members 
as contemplated under the Act. The Committee also learnt f r o m  
Audit that the Commissioner of Income-tax on a revision petition 
filed by the assessee had also taken the same view that mere supply 
of articles on credit basis did not amount to "providing credit facili- 
ties to the Members" as contemplated under the Act. The Commit- 
tee enquired whether the decision of the Tribunal was accepted by 
the Department. The witness stated: "The Commissioner in the 
present case seems to have agreed with the Audit. But the Board 
will have to issue instructions. The word here is 'credit facilities'; 
it is not money lending or banking. So here also the society provides 
credit facilities. The department accepted the Tribunal's decision 
because it is in favour of the department and therefore it is for the 
assessee to take up the matter in appeal. But in fairness the de2art- 
ment wanted to examine this issue fully before issuing instructions." 

"The present position is that we have not issued instructions; we 
want to get i t  clarified by the Ministry of Law." 

2.171. When asked whether the Board still desired to contend that 
the intention of the Act as it was worded, was to give the concession 
also to the sale of commodities on credit, the w:tness replied: "It 
is not a question of our wishing. Our interpretation was that the 
word 'credit facilities' would include it. Now having come to this 
decision, when there is an honest difference of opinion between re- 
venue and Audit, i t  is better that we clear i t . .  . .We would like to 
be on firmer grounds as to the interpretation because, after all. in 
law there can be difference of opinion and one never could say which 
interpretation is right." 

2.172. To a question, the witness stated: "The department can 
go in appeal after the Tribunal's order if it is against the revenue 
interests of the Department. When the decision is against the asses- 
see, he should go in appeal. The department did not go beyond the 
st,ajie of the Tribunal because the decision is in favour of the Depart- 
ment." 

2.173. The Committee note that an Appellate Tribunal had already 
held in a case that safe of goods on credit to its menlbcrs by a co- 
operative society did not mean pro~id ing  credit facilities, as contern- 
~lated under the Act. I t  is unfortunate that although the matter was 
brought to the notice of the Ministry in September, 1970 by Audit, 
the opinion of the Ministry of Law has not get been taken with the 
'Ps~lt that no  instructions clarifying the position have been issued ta 



the lower formatiom of the Department. The kommittee hope that 
it will be done without further delay. 

(e) Incorrect relief from tax on newly established industrial 
. . . . undertaking 

Audit Paragraph 

2.174. A company set up a new industrial undertaking which 
started producing articles in the previous year relevant to the  assess- 
ment year 1958-59. The assessee was, therefore, entitled to relief 
governing income of new industrial undertaking upto the assessment 
year 1962-63. The departmental, however, allowed relief even for 
the assessment years 1963-64 and 1964-65. As a result of the incor- 
rect allowance of the relief, tax was undercharged to the extent of 
Rs. 9,00,509 for the assessment years 1963-64 and 196465. The mis- 
take also led to consequantial undrr-charge of Super Profits tax of 
Rs. 2.18,085 for t h e  as-c'ssment year 1963-64 and under-charge of 
Sur-tax of Hs. 1.73.377 for the assessment year 1964-65. The case 
was reportcd to the Ministry in August. 1969. Reply is awaited 
(March, 1970). 

[Parzgraph 52 of the Audit Report (Civil) Revenue Receipts, 1970.1 

2.175. The Mmistry of Finance in a written note submitted to the  
Committee stated that t h ~  assessments for the years 1963-64 and 1964- 
65 had since been revised. The assessee companv had made 'ad hoc' 
payments of Rs. 3 lakhs for 1963-64 and Rs. 2 lakhs for 1964-65. The 
collection of the balance had been stayed till the disposal of the first 
appeal. 

2.176. When asked about the action taken on the share-holders 
assessments as the relief might have been given on the dividend in- 
come. the Ministry stated that the Income-tax Officer had been ins- 
tructed to take possible remedial action in the case of the share- 
holder. 

2.177. The Cornmitee was informed by Audit that in another case 
assessed in Calcutta a similar mistake was committed with resultant 
under-assessments of tax of Rs. 2,12,292. The Committee wanted to 
know whether the Ministry had thought of ordering a review of all 
assessments from 1960 onwards wherein industrial holiday benefit 
was given to ensure that the benefit was not extended for a period of 
more than five years. The Ministry, in a note submitted to the  Com- 
mittee stated: "The Ministry have been experiencing difficulty in 
some marginal cases as to what exactly constitutes a new industrial 



undertaking" which is entitled to the relevant relief. In one of the 
cases relating to the Madras charge, the Ministry have referred the 
question. b the Ministry of Law whose dwision is awaited.. In an- 
othec.rase relating to the West BengaL chacge, an aswssee set up a 
salt ,manufactLlring unit and subsequently it set up a caustic soda 
and soda ash manufacturing unit. Since the entire salt production 
of the assessee was utilised in the manufacture of caustic soda ana 
soda ash, the Revenue Audit are of the view that the two units are 
part and parcel of a single "new industrial undertakings". The 
Ministry are, however, of the view that the two units are to be treat- 
ed as two separate "new industrial undertakings" and accordingly 
relief for a period of five years has to be allowed separately to each 
one of them from the date of commencement of production. This 
matter may also have to be referred to the Ministry of Law for their 
opinion. A review of similar cases can only be thought of after the 
doubt facing the Ministry are cleared by the Ministry of Law." 

2.178. The Committee are unable to uadmstand how the Income- 
tax Officer over-looked the fact that the tau relief on newly estab- 
lished industrial undertakings is admissible only for a perisd of five 
rears from the year in which production started and allowed the 
relief beyond the stipulated period far the assessment years 1963-04 
and 1964-435 which resulted.in under-assessment of tax to the tune of 
Rs. 13,53,971. They, however, wish to be informed of the outcome of 
the appeel preferted by the a s s e m  in this case. 

2.179. The Committee were inform4 by the Ministry that the 
I~rcome-tax ORcer had been instructed to take remedial action in the 
case of share holders' assessments. The action taken in this regard 
nluy be reported to the Committee. 

2.180. The Committee note that the Ministry have been experienc- 
ing difficulty in some marginal cases as to what exactly constitutes 
a 'new industrial undertaking' and that the matter has been referred 
to the Miistry of Law whose opinion is still awaited. The Com- 
mittee desire that the matter should be got clarified without further 
loss of time and suitable instructions issued for the g-uidence of 
assessing officers. 

2.181. The Committee also trust that on the basis of tlte opinioa 
obtaipcd from tbe klinistry of Law, tbe past cases of assessments will 
be reviewed Q ensure &at the bendit of industrial holiday was cth- 
rectls e d d e d .  Further or regards c a m  other than m d n a l  ones, 
a rev& *yld,be immediately conducted witb a v i m  to mtifyimg 
m d e ~ a u m m b ,  Sf 



Audit Paragraph 

2.182. No tax is payable by an assessee on that portion of proflts 
and gains derived by i t  from a newly established industrial under- 
taking which do not exceed six per cent of the capital employed in 
such undertaking. To get this concession the following conditions, 
besides others, have to be fulfilled: 

(i) The relief is admissible for the assersment year relevant 
to the previous year in which the wldertaking begins C 
manufacture and for assessment years immediately s u e  
ceeding. 

(ii) Allowances like depreciation, development rebate etc. a r e  
to be deducted from income before relief is appiied. 

(iii) Relief is not admissible on expension/extension to the 
industrial undertaking already existing. 

2.183. In the following paragraphs illustrative cases where in the, 
aforesaid requirements were not fulfilled are given:- 

(a) A new industrial undertaking commenced production in 
the previous year relevant to the assessment year 1958-59 
and hence the exemption from tax was admissible for the 
five assessment years from 1958-59 to 1962-63. However, 
the relief was incorrectly allowed in the assessment years 
1963-64 and 1964-65, resulting in under-charge of tax of 
Rs. 14,31.,687. The paragraph was forwarded to the 
Ministry in October, 1970 and their reply is awaited. 

[Paragraph 42 (a) of the Report of Comptroller & Auditor General 
of India-1969-70-Central Government (Civil)-Revenue Receipts.] 

2.184. The Committee were informed by Audit that the Ministry 
have not furnished a reply to the paragraph sent to them in October, 
1970. The Committee wanted to know whether the mistake pointed 
out in the paragraph had been accepted, and if so, the additional 
demand pointed out therein had been recovered. The Ministry of 
Finance, in a note submitted to the Committee, stated: "The objec- 
tion is acceptable only to the extent that the capital employed in the 
assessee company's salt manufacturing unit has incorrectly enjoyed 
the benefits of the relief u/s 84 for the assessment years 1962-63 to 
1964-65. In the Ministry's view, the two units set up, one for the 
manufacture of salt and the other for manufacturing soda ash and 
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caustic soda are independent of each other and self-contained ones. 
The reasons are stated below:- 

(i) The licence granted by the Ministry of Commerce and 
Industry was 'for the establishment of a new industrial 
undertaking for the manufacture of soda ash and caustic 
soda' and not for the manufacture of salt for which no 
licence was required. 

(ii) The salt unit commenced production in the period re le  
vant to the assessment years 1957-58 and the salt produc- 
ed was sold in the open market as a part of it being carired 
as closing stock, as well. 

(iii) The two units were located at a distance of 1 Km. from 
each other. 

(iv) The new industrial undertaking for the manufacture of 
soda ash and caustic soda went into production only in 
the period relevant to the assessment year 1960-61. 

(v) For the year in which soda ash and caustic soda were 
produced for the first time (assessment year 1960-61) the 
assessee had filed separate profit and loss accounts for the 
two units. Subsequently, however, a single account was 
filed presumably because the entire production of salt 
was utilised by the assessee itself in the manufacture of 
soda ash and caustic soda. 

(vi) The investment in the salt unit is Rs. 28 lakhs, only as 
compared to an investment of Rs. 3 crores in the other 
unit. 

The Audit's doubt will have been induced by an incorrect action 
by the Income-tax mcer himself viz., the inclusion of the capital 
relating to the salt manufacturing unit in the capital base with refer- 
.ence to which the relief u/s 84 was allowed for the assessment years 
1963-64 and 1964-65. The proper course for him would have been 
to separately allow relief to the salt manufacturing unit for the 
assessment years 1957-58 to 1961-62 and to the unit manufacturing 
caustic soda and soda ash for the assessment years 1960-61 to 1964- 
(s5." ' r Pr=l 

2.185. The Ministry regretted the delay in replying to the Audit 
They would, however, like to point out that the facts of the case 
were so involved that a good deal of time was taken in sifting them. 

' 2.186. It is learnt from Audit that the mistake pointed out in 
the paragraph has been accepted by the Income-tax W c e r  and 
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remedial action taken. The Committee enquired whether COTmqrient 
excess relief credit to share-holders of the company was withdwwn. 
If i t  was so, the Committee wanted to know the additional tax that 
accrued to the Government. In a written note, the Ministhy stated: 
''The asjessments for M3-64 and 196465 will have to be revised for 
reasons altogether different from that raised by the Audit. For the 
assessmcnt years 1960-61 to 1962-63, the unit manufacturing soda ash 
and caustic soda was eligible for large amounts of depreciation, 
which, in the absence of available profits from the same unit, were 
set-off against the other profits of the assessee. Following the deci- 
sion 1n the cases of Asoke Motors Ltd. [41 ITR 3973 and Rajapsla- 
yam Mills Ltd. V CIT [78 II'R 6771, the depreciation relating to the 
same unit which remains unabsorboci will have to be adjusted 
aC;~it~st t h r  profits for thc assessmc?~t ?.cars 1963-64 and 1964-65. 
This would rrcan considerably less relief us ' s  84 to the company for 
these t,wo years. As appeals arc pcnding before the Appellate As- 
sistant Commissiont~r 2;;2::1;! I h: :~-~.ri%!nt~t~i for these 2 years, i t  is 
proposed t.o request him to set wide  the assessmt?nts so that appro- 
priate relief u/s 84, if any ,  could be computed. 

So fzr. no action has hrcn taken fo r  the withdrawal of rolief 
given to the share-holdcrs of the  r o x m ~ y . "  

2.187. The Com~nittce h n - ~  in I I v  y1wc4iry: rt*coni*~tt~ntf~tiun 
wfrrred to thr controversy as to what constitulru 'a newly eftah- 
lkhcd undertaking' on which an opinion of the Ministry uf X,RW has 
h w l  sought. Theg trust that suit:~blc action will be taken in this 
case on receipt of the opinion of the Ministry of Law. 

Audit Pa~agraph 

2.185. In the assessments of a company for the years 1962-63. 
1965-66 and 1967-68, development rebate of Rs. 23,17,314 was not 
deducted from the profits and gains and the relief was allowed on 
the profits and gains arrived at before deduction of the development 
rebate. This resulted in excess relief of Rs. 10,?2,447 with cons* 
quent undercharge of tax of Rs. 5,72,569 and Rs. 90,997 by way of 
interest allowed on excess payment of advance tax. The deprrt- 
ment have since raised a demand of Rs. 6,03,566 after rectifying the 
mistake. Report of recovery is awaited. 

[Paragraph 42(b) of the Report of the Comptraller and Auditor 
General of5 India for the year 4Q69-70-Cmkl Garemme~t (Qjvil) - 



2.189. Under Section 85(5) of Incometax Act, 1961, to allow tax 
holiday reilef, the profits and gains of an industrial underbing 
should be computed in accordance with the provisions contained 
in Chapter IV D thereof. In other words the reilef is to be celcu- 
lated on the net profits and gains arrived at after deducting the 
development rebate and other allowances. 

2.190. In the case reported in the paragraph the relief was allow- 
ed on profits and gains arrived at before deduction of the develop- 
ment rebate. This accounted for excess relief of Rs. 10,42,447 to 
the company for the assessment years 1962-63, 1965-66 and 1967-68 
and the short levy of tax was Rc. 6,03,566. The mistake was acce2t- 
ed by the Ministry. 

2.193. The tns holiday rtbilcf i~irctrrcctly allowcd bcfurc deducting 
dcvelopnwnt rebate from the profits and gains of a Govrrnlnc~lt 
owned company rcwltrd in  a short levy of over Rs. 6 lakhs. The 
Committee note that the additional demand has already been raised, 
but the assessce has gone in appeal. The Committee may tw in- 
formed of the outcome. 

2.194. The Committee would also like to know the results of an 
independent review of the Departmeut as to whether the tax relief 
was properly calculated for the assessment years 1963-64, 1964-65 and 
1966-67 in respect of this company. . . 
Audit Paragraph 

2.195. A company set up a new industrial unit which started pro- 
ductibn in the previous year relevant to the assessment year 1959- 
80 &d 'relief in mpect of the income of the unit was,allowed upto 
the icnd of the aWsanent y e k  11Q63-64. The department allow* 

' . r  .. 



'%he relief in respect of the income of the unit for a further period of 
.four years from 1964-65 to 1967-68 on the ground that there was 
substantial expansion in the industrial unit. 

2.196. The Act provides for allowance of relief only to  a newly 
started industrial undertaking for a period of five years and not to 
any expansion/extension to the existing undertaking which already 
enjoyed such benefit. Further allowance of relief beyond the 
period of five years on the expanded activities of the unit resulted 
in under-assessment of tax of Rs, 4,88,000 for the assessment years 
1964-65 to 1967-68. The paragraph was forwarded to the  Ministry 
in October, 1970 to which a reply is awaited (March, 1971). 

[Paragraph 42 (c) of the Rcport of the Comptroller and Auditor 
'General of India for the pea? 1.969-70-Central Government (Civil) 

-Revenue Receipts]. 

2.197. The C o m r n ~ t f ~ e  want(  d tn k ~ l n u .  whether the Ministry had 
since accepted the  mistakt. r~rj~i-:cti ou t  in the Audit paragraph. The 
Ministry, In a note. d a t e d  " 7 ' 1 ~  o l ~ ~ ~ ~ ~ i l o n  h3d bccn accepted in prin- 
ciple, but the Audit werc rtv7icsted no! to press the objection 
becausc of the follo\vmg re:lsnr:s 

(i) On a strict interprcta!ion of :he provisions of Section 15-C 
of the Incomc-lax Act. 1822. and i h ~  corrcsponding provj- 
sions of Section 83 c:f t?:o Inmrne-tar: Act, 1961 (which 
were later substitutedj w:ith effect from 1st April, 1968 
by Scction 80J, it seems that the examption can be allowed- 
ed only in rcspcct (I!' t,he income from a new industrial 
undertaking, or a new :IT additional unit of the same, and 
not on the income fmm arlv extension of the existing units. 
even though substaritinl. This leads to the  anomalous 
position that while a substantial increase in production 
(com,parable to that of an economically viable industrial 
unit) of the same commodities achieved through a sepa- 
rate unit of production entit,les an asser-.--2 to exemption 
uls 80J, he will be dcnied the benefit in respect of the 
increase in production to the same extent effected through 
a substantial expansion of the existing unit. 

'(ii) In the instant case, the expansion of the existing unit was 
very substantial (the value of the plant and machinery 
incrriased by 15.5 per cent and this led to the increase or 
in production by nearly 300 per cent. The following data 



would indicate the extent of increase in the accounting 
period relevant to the assessment year 196465: 

Item Value before ex- Value after expan- Increase 
pansion aion 

Rs. Rs. 

It  might well be argued that such substantial expansion 
can be construed as an addition. In fact, the Ministry 
wished to have this view examined by the Ministry of 
Law in consultation with the Audit and a joint discussion 
was arranged on 26th August, 1971, but at the Audit's 
suggestion, a consideration of the matter was put off till 
after the PAC meeting scheduled to be held in October, 
1971. 

(iii) Though the utilisation of the existing unit of production, 
even after substantial expansion. seems to disqualify an 
assessee from claiming relief u/s 80J, the utilisation in a 
new unit of buildings, machinery and plant, which had 
been used in an old industrial unit, is permissible under 
Explanation to Section 80J(6) previously Explanation tc 
Section 84(3). the only restriction put is that the value of 
the old buildings machinery and plant should not exceed 
20 per cent of the value of such assets in the new unit. In 
the instant case, the value of the old buildings utilised for 
the enlarged production works out to 20.6 ?er cent of the 
total value of such buildings and the corresponding per- 
centage of the value of old plant and machinery works out 
to 26.2 per cent of the total value of such assets. 

(iv) After the completion of the assessment for 1367-68, the 
Income-tax Officer had some second thoughts about the 
admissibility of the relief under Section 84 for the assess- 
ment years 1964-65 to 1967-68 and he referred the matter 
for the instruction of the Commissioner of Income-tax. 
The latter held that the relief was admissible for all tE .. 
three assessment years in question in view of the Boar< 
instructions contained in their circular C.B.R. No. C.68(: : 



50 dated 1st April, 1950. The CIT's view was based on 
the following observations made in the Board's circular: 
(1) The concession was intended to be given to undertak- 

ings which were calculated to make addition to the 
existing output; and 

(2) The additional unit should be capable of being regard- 
ed as truly representing "an economicallv industrial 
unit and should compare favourably in size and im- 
portance with an average unit in the same c i ~ s s  of 
industry in the country." 

The Commissioner of Income-tax felt since the Board's circular 
nowh2re specified that eligibility to relief under Section 84 1,vtruld 
depend on setting up an entirely new unit, such relief should b e  
given for substantial expansions resulting in an increase of industrial 
output to an extent comparable with that of an a v e r a y  unit in the 
same class of industry in the country." 

2.198. The Committee learnt from Audit that Central Eoard of 
Direct Taxes in their reference dated 9th July, 1970 expressed the 
following opinion in regard to granting of relief on expansionlexten- 
sion. 

"Even substantial expansion which does not change the idel:- 
tity of the business or its continuity will not entitle :he 
business to fresh lease of tax holiday Any decision to the 
contrary will be disastrous for revenue and would comer 
absolutely unintended reliefs. All that the assesspe woald 
need to do would be to extend the business every five 
years (which normally hc: wnuld do f 1 w n  ntherwise) arid 
claim perpetual tax holiday. The Board, therefore, d s  not 
think that there is any need to change the law." 

2.199. The Committee desired to know whether the casc fell with- 
in the criterion laid down by the Board for not qualifying for relief. 
The Ministry, in a note, stated: "The facts of the instant case were 
rather peculiar. The expansion of the unit was substantial, resulting 
in the increase in production by nearly 300 per cent. Had a sepa- 
rate unit been set up and the increase in production was about one- 
sixth of what it actually was, the assessee would have been nligihle 
for relief under Section 84." 

2.200. The Committee wanted to know whether the Board at any 
time had issued instructions that substantial expansion/cxtension to  
the existing Industrial Undertaking would entitle the assessee to tax 



holiday relief under the Law and whether the instructions derived 
authority from the Law. The Ministry in a note stated that the 
erstwhile C.B.R. had issued instructions vide circular No. C.68(1)- 
IT150 dated 1st April, 1950 and added: "These instructions could be 
construed to afford relief for substantial expansions resulting in sub- 
stantial increase in industrial output. Strictly speaking, however, 
such an interpretation would not be in conformity with the law." 

2.201. When enquired by the Committee whether the Department 
allowed uniformly in all cases the tax holiday relief wherever suh- 
stantial expansionlextension had taken place, the Ministry, in a 
written reply stated: "As already stated, the particular case had 
some striking features, which are not normally noticed in the case 
of expandingjextending industrial units. The Ministry are not in 
a position to state whether a similar treatment was meted out to any 
other industrial unit.'' 

2.202. The Committee note that in this case tax holiday reliol was 
allowed for a further period of 5 years consequent on the expansion 
of the new industrial unit. It  is unfortunate that this was based on 
the erstwhile Central Board of Revenue's circular issued in April, 
1950, which according to the Ministry, could be interpreted in a n a y  
that may not be in the conformity with the law. Although the Audit 
objection has been accepted in principle, the Ministry have stated 
that 'it might well be argued that such substantial expan~ian can be 
construed r s  addition' and that they wished to have this view exa- 
mined by the Ministry of Law in consultation with Audit. The Com- 
mittee accordingly desire that the matter should be considered and 
clear instructions in conformity with law issued expeditiousl~, in 
consultation with Audit. The Committee consider that it is most 
undesirable to allow the pr~longation~virtual perpetuation of tax 
holiday in this indirect manner. 

( f )  Failure to rectify partners' assessments on completion of firms' 
assessments 

Audit Paragraph. 

2.203. Under the provisions of the Income-tax Act, the assessments 
of partners of a firm could be completed by taking their share income 
from the Arm provisionally subject to rectification later if the final 
share i n c o ~ w  is not known at the time of assessment. However, the 
assessments of the partners taking the correct share income should 
be completed within four years from the date of the final order 
Passed in the case of firm. With a view to watching that timely 
action is taken to revise i:lc partners' assessments, the erstwhile 



Central Board of Revenue had prescribed a register called 'register 
of cases of provisional share incomes' to be maintained IJI each 
income-tax ofiice. 

2.204. In paragraph 35 of the Audit Report (Civil) on R.evenue 
Receipts, 1963 and para 66 of the Audit Report (Civil) on Revenue 
Receipts, 1964 a large number of cases of failure to ascertain and 
adopt the correct share income of partners on complctiau of firms' 
assessments were reported. Similar lapses, some involving loss of 
revenue to Government, continued to occur and a few such cases are 
narrated below: 

(a) The income of an assessee for the assessment year 195960 was 
computed on 21st May, 1963 adopting the share of income from a 
firm of which the assessee was a partner as Rs. 1,00,825. The 
assessment of the firm in a different Commissioner's charge was 
completed on 27th February, 1964 and the share of the partner 
amounting to Rs. 2,28,231 was intimated to the Income-tax Officer 
assessing the partner on 31st August, 1966. However, no timely ac- 
tion was taken t~ revise the assessment of the partner resulting in 
non-assessment of income of Rs. 1,27,406 and non-levy of tax of Rs. 
93,643. As the rectification had become time-barred the Govern- 
ment suffered a loss of revenue of Rs. 93,643. 

(b) The assessment of a partner for the assessment year 1962-63 
was completed *on 28th February, 1967. The firm's assessment was 
completed in the same ward on 31st July, 1964 and the final share in- 
come was determined as Rs. 56,069. Failure to revise the partner's 
assessment resulted in loss of revenue of Rs. 28,034. The rectifica- 
tion had become time-barred on 31st July, 1968. 

(c) The assessment of a partner in a firm for the assessment year 
1963-64 was campleted in April, 1964 taking the share income provi- 
sionally as Rs. 14,473. In August, 1965. the correct share income Was 
intimated by the Income-tax Officer assessing the firm as Rs. 
3,26.516. In February, 1968, i .e.,  after a lapse of two and a half 
years, a notice was issued to the assessee calling for the objection, if 
any, for the revision. On a representatilm made by the assessee 
that an appeal against the assessments of the firm was pending, the 
matter was taken up with the Income-tax Officer asse-sing the firm. 
Though necessary clarification was received from the Income-tax 
Officer assessing the firm in March, 1966, the assessment of the part- 
ner was not revised adopting the correct share income till Novem- 
ber, 1968 when the omission was pointed out. The assessment was 



therearter rectified and additional demand of Rs. 2,39,067 raised'. 
Report regarding recovery is awaited. 

[Paragraph 53 of the Audit Report (Civil), Revenue Receipts, 19701 

2.205. Expressing their concern over the fact that in spite of the 
recommendations of the Public Accounts Committee in their 21st 
Report (1963-64) and in 28th Report (1964-65), such mistakes as had 
been pointed out in the Audit pa ra~raph  were mntinuing to occur 
resulting in loss of revenue to Governmmt, the Committee desired 
to know the special steps proposed to be taken to prevent such lapses 
in future. The Ministry in a note submitted to the Committee, 
stated: "The Board have repeatedly issued instructions requiring the 
maintenance of a register for noting cases where share income has 
been provisionally added. In spite of this, stray cases are likely to 
occur where the Board's instructions have not been faithfully car- 
ried out. 

Instructions already exist to the effect that the Income-tax Officer 
assessing the firm should send the share intimation in duplicate to 
the Income-tax Officer assessing the partners, who is expected to re- 
turn one copy of the same to the Income-tax Officer assessing the firm 
after noting therein the fact of the completion/amendment of the 
partner's assessment. " 

2.206. The witness, during evidence, stated: "We will reiterate 
our instructions and see that they are properly followed." 

2.207. Referring to the case mentioned in sub-para (a) of the 
Audit paragraph, the Committee pointed out that though, the In- 
come-tax Officer, assessing the firm intimated the final share income 
on 31st August. 1966. no prompt action was initiated by the I T 0  
assessing the partner for rectification and that the rectification of 
the partners' assessment become time-barred on 27th February, 1968, 
resulting in a loss of revenue of Rs. 93,643 to Government. The 
Committee wanted to know the reasons for not taking timely action 
to revise the assessment of the partner. The Chairman, Central 
Board of Direct Taxes, stated: "The position in this case is that the 
I . T . 0 ,  was asked to explain as to how he had omitted to rectify 
the partner's assessment and his explanation has been that, in this 
case, the addition was made in the case af the flrm on account of 
"hundi" loans which were being contested in appeal. The assessee's 
representative attended and opposed the proposed rectification on 
the ground that a sum of Rs. 1,10,000 has been added to the income 
a f  the Arm on account of hundi loans. This was being contested 
in appeal. The IT0 should have rectified i t  without waiting for the 



result of the assessment of the firm. But he acceded to the request 
of the assessee since this was being contested in appeal and would 

'be in a position to rectify the assessment. of the partner later. 

Actually what happened is this. This case has been set-aside 
When the assessment is remade, he will aut~omatically include this in 
the hands of the partner. Of course, the I T 0  should have rectified 
i t . .  .that is an extenuating circumstances which explains his line of 
thinking." 

2.208. The Committee desired to know whether there were any 
instructions from the Board to concede to the request .of the assessees 
in such cases, the witness stated: "There are no such instructions. 
The Income-tax Officer should have implicitly rectified the partner's 
assessment. But. . . .in respect of hundi loans wherever they are 
added, the ITOs know that usually they are set-aside. So, the I T 0  
says, 'I will wait till the Appellate Commissi~oner passes the order 
rather than raise the demand on rectifying the assessment of the 
partner'. I will not call this a justifiable procedure adopted by him." 

2.209. The Committee further pointed out that though the assess- 
ment of the firm was completed on 27th February, 1964, the share in- 
come of partner was communicated only on 30th August, 1966, i.e., 
after a lapse of about 2-112 years. The Committee wanted to know 
the reasons for the inordinate delay in communicating the share in- 
come and also whether any time-limit was fixed by the Board with 
which the IT0 assessing the firm should communicate to the IT0 
assessing the partner, the particulars of the share income. The Mi- 
nistry, in a written reply, stated: "The Ministry agree that there 
was an inordinate delay in the communication of the share income 
by the Income-tax Officer assessing the firm. The firm was assessed 
at Bombay and the partner was assessable in the charge of the CII', 
Nagpur. Circumstances leading t.0 the delay are being looked into. 

No time-limit has been fixed by the Board within which the IT0 
assessing the firm should communicate to the IT0 assessing the part- 
ners the particulars of the share income, but it is expected that he 
should do so as soon as the firm's assessment is completed." 

2.210. When enquired whether a note of the pending action was 
kept in the prescribed register called Register of cases of Provisional * 
share Income and whether the assessment was looked into by Inter- 
nal Audit, the Ministry, in a note, stated: "For the assessment year 
1959-60, the IT0 assessing the partner had actually initiated action 
uls 1541155 for rectifying the assessment. So he did nut make any 
entry in the Register of Cases for Provisional Share Income. The 



C.I.T. has issued instruction reiterating the maintenance of the pre- 
scribed register.' 

2.211. The Committee pointed out that in the case referred to in 
sub-para (b) of the Audit paragraph, though the assessments of the 
firm and of the partner were completed in the same ward and the 
assessment of the firm preceded that of the partner, no cognisance of 
the share income was taken while completing the partners' assess- 
ment which resulted in a loss of revenue of Rs. 281034 to Govern- 
ment. The Committee wanted to know the circumstances in which 
the share income escaped assessment. The Chairman, Central Board 
of Direct Taxes, stated: "The officer has explained that when he 
completed the assessment of the partner, the assessee company had 
not disclosd in its return any share of profit from the firm and 
therefore, he could not notice the omission." 

2.212. Elaborating further, he added: "The company was a part- 
ner in the firm. Now, the company had not declared that it had a 
share income from the firm with the result that the IT0  while mak- 
ing the assessment of the company was not aware that the company 
had a share income from the firm ." 

2.213. To a further question, the witness admitted that it was 
certainly a lapse. 

2.214. The Committee desired to know the action taken by the 
Department internally against the erring Income-tax OfBcers in such 
cases. The witness replied: "In the present case, he has been asked 
to  be careful in future." 

2.215. The witness added: "We take into account the quantum of 
work and the problems that he has to tackle before we take a stron- 
ger action. But, normally, in the initial stages, a warning whfcIi 
acts as a reformative action, probably would serve the purpose. 

In a general way the solution lies in having more training faci- 
lities in the department and having large number of Audit parties. 
The quantum of work should also be manageable, At present we 
expect quite a lot from them from every point of view and we have 
sometimes not the heart bo take action when we find they have laps- 
ed." 

2.216. When suggested that before taking 'disciplinary action 
against an omcer, his past record and the fact whether lapses were 
bonafide ur malaAde may be taken into account, the witness stated: 
"htructions in this regard will be ampliAed . . . the records of the 
ofacer move with him. . . .We do pass some remarks on the CR of 



the officer if the overall record of the oficer calls for such a warn-. 
ing because if an entry is made on the CR it would affect his future 
career and, therefore, if he makes consistently mistake and if you 
find the officer overall negligent, then we will also make an entry 
in the CR and not because of a mistake in a single case." 

2.217. To a question regardii,g corruption in the Income-tax De- 
partment, the witness stated: "I won't say that there is no corrup- 
tion. If we come to know of specific cases, we will certainly have 
them investigated and take action a7 we have done in such cases." 

2.218. The witness added: "We - ay not get information from t h e  
assessees. But there are ways in which the information leaks out. 
CBI is there to look after such cases. CBI itself makes enquiries in 
a fairly large number of cases." 

2.219. The Ministry in a written note further stated: "The num- 
ber of carruptim cases under investigation by the C.B. I .  during the 
years 1969-70 and 1970-71 are stated below: 

...- 
1969-70 51 (Gazetted 29, Non-gazetted 19) 

43 (Gazetted 24, Non-gazetted 19) " 

2.220. While expressing their concern about the inordinate delay 
that had occurred at every stage of assessment commented upon in 
the case mentioned in sub-para (c) of the Audit para, the Commit- 
tee pointed out that though the intimation for the final share income 
was communicated in August, 1965, the ITO, assessing the partner 
served a notice only in February, 1968, i .e. ,  after a lapse of 2-112 
years. Again though necessary clarifications were received in March 
1966, the assessment of the partner was not revised till November, 
1968 when the omission was detected in Revenue Audit. The Com- 
mittee wanted to know the reasons for the inordinate delay in initiat- 
ing action on obtaining the clarification and whether any time-limit 
was fixed by the Board for taking action on intimation of final share 
income received in an Income-tax Officer. The Ministry in a note 
submitted to the Committee stated: 

"In this case ,the original assessment was completed in April, 
1964 adopting a pmisional figure of share income fwm a 
firm. The Income-tax Offfcer assessing the firm communi- 
cated the correct share income on completion of the Arm's 
assessment in August, 1965, but this intimatim was not 
put up to the Income-tax OfRcer till June, 1986, when he 



was transferred. His successor issued a notice uls 155 on 
2.2.68 but revised the partner's assessment only on 12.11.68. 
The Ministry regret the delay that had occurred. 

The Board have not fixed any time-limit for taking action on 
intimation of Anal share income received in an Income- 
tax OBce. The Income-tax Officer is permitted under the 
law Co rectify the partner's assessment within a period of 
4 years from the date of the final order passed in the case 
of the firm.. . .The concerned Income-tax Officer was un- 
able to explain satisfactorily the inordinate delay. He has 
been 'severely warned'. " 

2.221. The Committee enquired when the assessment was rectified 
and whether the additional demand of Rs. 2,39,067 has since been 
rectified. The Ministry, in a note, replied: "The assessment was re- 
vised on 12-11-68 raising an additional demand of Rs. 2,39,067. This 
was, however, reduced on 11-9-1969 to only Rs. 17,783 in pursuance 
of a settlement arrived at in the assessee's group of cases. This 
amount has been collected by adjustment against the refunds due 
for the assessment years 1964-65 and 1965-66." 

2.222. When asked by the Committee whether a note of the pend- 
ing action had been kept in the prescribed register for watching the 
rectification of provisional share incomes, the Ministry in a written 
note replied: "A proper entry does not seem to have been made in 
the prescribed register. When this fact came to the notice of the 
Commissioners of Income-tax at Madras, they jointly issued a cir- 
cular, asking the Income-tax Officers under their jurisdiction to 
maintain the register properly and also review it periodically ." 

2.223. In reply to the recommendation of the Committee in their 
28th Report (1964-65), the Ministry stated that "as desired by the 
Committee a review of cases regarding failure to ascertain and 
adopt the correct share income of partners on completion of the 
firms assessment was conducted in the Commissioners' charges in 
Gujarat and Madras and similar review was being made in the re- 
maining Commissioners' charges." Drawing attention to that the 
Committee enquired whether the review was completed in ather 
Commissioners' charges. The Ministry, in a written reply. stated: 
"It is regretted that the matter of review contemplated for other 
"vnmissioners' charges was not pursued by the Board; this aDpeRrs ' have been due tu the inadequacy of staff ." 

2.224. The Committee regret to find that there is no satisfactory 
arrangement to ensure timely revision of the partner's assessment, 
Provirionallg completed, after the Sinal share incomes. become known. 



Although the erstwhile Central Board of Revenue had prescrib- 
ed a register called 'register of cases of provisional share incomes' 
to be maintained in each ihcome-tax office, the register is not being 
maintained properly. Inordinate delays have occurred both in h- 
timating the correct share of income by the omcer assessing the 
Arm's income and in taking timeiy action by the oBcer assessing 
the partner's income. The Committee, therefore, suggest that there 
should be a similar register through which the timely intimation of 
the correct share of income to the omcer assessing the partner's in- 
come can be ensured. This would also help to watch thc action 
taken to revise the partner's assessment, which is already required 
to be intimated to the officer assessing the Arm's income. Further 
it is desirable to have a time-limit both for such an intimation to be 
sent and for revising the partner's assessment on receipt thereof. 
The proper maintenance of the register already prescribed and the 
one now suggested by the Committee and adherence to the time-limit 
to be laid down, should be checked by the Inspecting Assistant 
Commissioners as also by the Internal Audit so as to ensure that 
the interests of revenue are properis safeguarded. 

2.225. In the case referred to in sub-para (a) of the Audit Para- 
graph, the action of the Income-tax Officer in deciding at the re- 
quest of the partner to wait till the Appellate Commissioner pass- 
ed the order on the appeal of the: firm, instead of raising the de- 
mand after rectifying the assessment of the partner, is admittedly 
unjustified. The Committee hope that suitable action will be taken 
against the Officer responsible for this lapse. They would also like 
to know the circumstances leading to an inordinate delay of 2-112 
years on the part of the Officer assessing the firm's income, in com- 
municating the partner's share. 

2.226. In respect of the case mentioned in sub-para (b), although 
the firm's assessment was completed before the assessment of the 
partner's income was taken up, the share of the partner was not taken 
into account. It is, therefore, for the Department to consider how 
it could be ensured that suth intimation received in advance of the 
assessment of the partner's income is not lost sight of. 

2.227. The Committee, however, find that in this case the part- 
ner himself did not disclose.his share of the firm's income in his re- 
turn. As prima facie non-disclosure of the s k r e  of the firm's in- 
come by the partner after it became known, appeam to be a case of 
concealment of income, the Committee qm t k t  thtr .~rpect 



may be examined in consultat~n with the Mlnistry of Law and. 
Audit and suitable instruction issued fgr the guidance of the Assess- 
ing Oillcers. 

(g) Incorrect computation of tax payable by companies 
Audit Paragraph 

2.228. As per the Finance Acts 1964 to 1967, a concessional rate 
of taxation was provided for companies mainly engaged in manu- 
facturing activities. For the assessment years 1964-65 to 1967-68, 
a company was charged at the concessional rate of tax applicable 
for companies mainly engaged in manufacture even though the in- 
come was mainly from purchase and sale of goods in the assessment 
year 1964-65 and from royalties in the assessment years 1965-66 to 
1867-68. The mistake resulted in under-charge of tax of Rs. 1,13,320 
for the four assessment years. The department have accepted the 
mistake. Report regarding rectification and recovery of tax is 
awaited. 

[Paragraph %(a) of the Audit Report (Civil) Revenue Receipts, 
1970.1 

2.229. During evidence, the Member, Central Board of Direct 
Taxes informed the Committee that the assessment had since been 
rectified and demand of Rs. 1.13,404 had been recovered. 

2.230. When asked to state the action taken by the Department 
against the Income-tax Officer in this case, the witness stated 
"This officer has been associated with a number of audit objections. 
A review was ordered into the cases done by him and we are still 
awaiting the result of the review. This is not the only case where 
he has made an under-assessment." 

2.231. In a note, the Ministry stated: "The Income-tax OfRcer 
concerned was transferred about two years back from Calcutta to 
Bombay. A review of his work at both the places is being made. 
Progress in this respect has been halted because of the urgency 
of clearing the limitation assessments. The review will be ccn- 
cluded by the end of May, 1972. The Ministry expect to communi- 
cate the results of the review to the Committee shortly thereafter. 

2.232. To a question, the witness stated that it was the same ofRcer 
who had done assessments for all the four years. 

2.W. The wrong application of concessional rate of tax applicable 
to companies mainly engaged in manufacture to the income of a 
company mainly derived from purchase and sale of good8 and from 



royalties .in this case resulted in a short-ievy of Rs. 1.13 lakhs. The 
Com&ttee understand that the assessing officer concerned bes been 
associated with a number of 'audit objections. They would like to- 
be apprised of the results of the review of all cases of mistakes.. 
committed by him and the action taken on the basis thereof. 

Audit Paragraph 

2.234. Mistakes in applying rates of tax on companies as contain- 
ed in the Finance Acts of various years were reported in para- 
graphs 44, 46, 49, 56 and 54 of the Audit Reports on Revenue Re- 
ceipts 1966, 1967, 1968, 1969 and 1970 respectively. Similar mistakes, 
were noticed during the period covered by this Report. 

[Paragraph 40 of the Report of the Comptroller and Auditor 
General of India for the year 1969-76Central Government 

Revenue Receipts.] 

2.235 The Committee were given to understand by Audit that 
under-assessment of tax on account of incorrect computation of 
tax payable by companies was noticed in 135 cases involving a 
sum of Rs. 202.66 lakhs. The number of cases and the tax under- 
assessed in the previous Audit Reports and in the current Audit 
Report is as follows: 

Audit Report No. of cases Under-assessment of tax 
(Rs. in lakhs) 

2.236. I t  was noticed from the above table that the mistakes in 
the levy of tax on companies were on the increase. 

2.237. The Committee were informed by Audit that the Income- 
tax Officers-in-charge of companies' circles were senior and ex- 
perienced officers having comparatively lesser number of income- 
tax assessments to be completed in a year than their counterparts 
in other circles. In spite of that the number of mistakes pointed out 
by ,Audit every year was very considerable. The Committee de- 
sired to know the special steps proposed to be taken by the Depart- 



ment in preventing such mistakes in future. The Chairman, Central 
Board of Direct Taxes stated: "We have contemplated to give 
training to the officers in Company Circle, because i t  involves great 
many technicalities about the tax rates etc. Unfortunately, we have 
not been able to undertake the necessary training. Secondly be- 
cause of the quick promotions, the senior officers in the Company 
Circles are within the experience range of four or five years. Only 
from those who are available for posting in the Company Circle, we 
post them. They have to look to various other aspects also." 

"As a matter of fact we do not have phoper training facilities 
We conduct, during office hours, some sort of training, but it has 
to be placed on a more sound basis." 

2.238. To a question, the witness replied: "It will be at  the ear- 
liest, in view of the gravity of the problem." 

2.239. The Committee learnt from Audit that Central Board of 
Dlrect Taxes were issuing detailed instructions on every annual 
Finance Act and that large number of mistakes detected in Audit 
indicated that those instructions were not made use of by the 
Assessing Officers. The Committee enquired whether the Ministry 
hdd drawn attention of the Assessing Officers to this aspect. The 
Ministry, in a note submitted to the Committee, stated: "Though 
the Central Board of Direct Taxes have been issuing detailed ins- 
tructions on every annual Finance Act, the import of some of the 
new provisions or amendments is sometimes not quite clear to the 
Income-tax Officers. For their benefit. particularly those who are 
engaged in the assessment of companies or are handling cases in  
the Central Circles, the Board propose to arrange for some suitable 
training following the passing of the Finance Acts." 

2.240. The Committee referred to para 1.177 of their 3rd Report 
(Fourth Lok Sabha) wherein it was recommended that in respect 
of cases relating to companies particularly falling under high income 
groups the Board should take steps to get the assessments checked 
in Internal Audit within a reasonable time after the assessment 
were completed. In reply to the above recommendation, the Minis- 
t1.v have stated: "The recommendation of the PAC are noted. The 
scope of Internal Audit was revised and enlarged vide instructions 
issued under Board's circular F. No. 83140161-IT(B) dated the 17th 
March, 1966. It  has already been prescribed that the Internal 
Audit Parties should check the totals and also check if the total in- 
come was computed in accordance with the return and accounts a ~ d  
other materials available on the record. As a result of these instruc- 



tions, mistakes of the type mentioned in para 34(e) of .the Audit 
Heport, 1966, are not likely to occur again." 

2.241. When pointed out that in spite of the steps taken by the 
Ministry, pursuant to the recommendation of the Committee, the 
mistakes in the levy of tax on companies had assumed alarming 
proportion, the witness stated: "We have enlarged it gradually, 
because I think in the last two years we have added about 20 Audit 
parties. At the same time we shall have to enlarge it more in order  
t~ see that these big cases are taken up immediatly." 

2.242. The Committee pointed out that in reply to the Commit- 
tee's recommendation in paragraph 3.112 of their 73rd Report 
(1969-70) the Ministry agreed to have a review of all assessments. 
for the assessment years 1964-65 to 1967-68 in regard to incorrect 
levy of super-tax on total incomes of Rs. 1 lakh or over. When ask- 
ed about the results of the review, the Ministry, in a note replied: 
"The results of the review will be intimated to the Committee by 
the end of June, 1972. At present, the field officers are busy almost 
entirely with the completion of the limitation cases for 3 years, 
which will be getting time barred after 31-3-1972." 

2.243. The Committee pointed out that a number of provisions in 
tine Income-tax Act exciusively related to companies and there 
was in addition sur-tax Act for companies. If all the provisions 
concerning company assessments were separately codified, it would 
not only simplify the codes but also reduce the size of the present 
Income-tax Act considerably. The Committee enquired whether 
the Ministry had considered the aspect. The witness stated: "It- 
in other words? would mean that you would suggest two Acts, one 
for the Corporation Tax, embodying a part of the Income-tax law 
and the other for non-corporate assessees. This would mean repe- 
tition of the various sections also. . . .It  seems to be an excellent sug- 
gestion; we will examine it." 

2.244. The Committee desired to know whether there had been 
any enquiry so far in the structure of corporate taxation taking into 
axount the economic effects of the system with a view to seeing 
whether the tax system had achieved the objectives of economic 
growth and social justice. The Ministry, in a note, stated: "No 
special enquiry into the structure of corporate taxation wis-a-vis 
its effects on economic growth or in achieving social justice had been 
made in recent years. 

2.245. The Committee have been repeatedly stressing the need. 
to exercise special care in assessing tax on companies. Notwith- 



standing the steps stated to have been taken in this regard, the mk- 
takes in the levy of tax on companies have asatwed alarming pre- 
portions in as much as the number of cases in which errors were 
noticed during 196870 was 135 involving under-ascressment to the 
tune of Rs. 20266 lakhs. That, this was so in-spite of comparatively 
lcsser number of assessments handled in Company Circles by 
senior and experienced officers, is disturbing. As admittedly there 
is need to impart adequate training to the ofllcers in Company 
Circles in view of "great many technicalties" involved in the com- 
pany assessments, the Committee suggest that theire should be. 
regudar refresher courses for these officers after the passage of each 
Finance Act and issue of dtailed instruction thereon. The Com- 
mittee would like such training courses to be held on a systematic 
basis and without delay. 

2.246. The Committee need hardly emphasise in this connection 
 hat the Internal Audit should be suitably equipped and streng- 
thened to take up effectively the big company assessments imnw- 
tiiately after they are completed. 

2.247. In pursuance of the Committee's earlier recommendation 
contained in their 73rd Report (Fourth Lok Sabha), the review of 
all assessments for the assessnlent years 1964-65 to 1W748 in regard 
to incorrect levy of super tax on total income of Rs. 1 lakh and over, 
is in progress. The Committee would await a report in this regard. 

2.248. At the present a number of provisions in the Income-tax 
.id exclusively relate to companies and there is a separate Sur- 
tax Act for companies. To a suggestion of the Committee that in 
order to simplify matters and facilitate easy reference there could 
bc two separate Acts, one for the corporate sector and the other for 
non-corporate sector, the Chairman, Central Board of Direct Taxes 
reacted saying that it seemed to be an 'ex;. dl-nt suggestion'. The 
Committee hope that this aspect will be examix.ed and necessary fol- 
low-up action taken early In this connection the Committee would 
like to mention that it is not necessary to load the Income-tax Act with 
the provisions relating to Companies as the number of compnny 
assessees is only 27.734 out of a total number of 29,10.841 assessees 
(as on 31st March, 1976). 

2.249. With the various rebates and concessions the structure of 
corporate taxation is expected to be designed in such a way as to 
Promote economic growth and to ensure social justice. The Com- 
mitttee were informed that no study bad been undertaken to know 
how far these twin objectivem have been realised. The Committee. 



would, therefore, commend such a study which would be helpful 
in formdating future taxation policy. 

(h) Non-levy of additional tax on section 23A/104 companies 

2.250. When accumulated profits and reserves representing accu- 
mulation of past profits exceed either the aggregate of paid-up and 
loan capital which is the property of share-holders, or the value of 
fixed assets as shown in its books, whichever is greater, the com- 
pany has to di~tri~bute as dividents 90 per cent of its distributable 
income. 

2.251. In the case of a company acting as managing agents which 
should have distributed as dividends 90 per cent of its distributable 
income, action to levy additional super-tax was not taken for t h ~  
assessment years 1961-62 to 1963-64 on the assumption that the pre- 
scribed percentage was 60 and that the accumulated profits and re- 
serves did not exceed the share capital or fixed assets. For the pur- 
pose of this comparison, the department treated the investments In 
shares as fixed assets. As investments in shares are not fixed 
assets their value should have been excluded from the cost of fixed 
assets. In that event the accumulated profits and reserves would 
have exceeded both the amount of share capital and fixed asset. 
and the percentage applicable for the distribution of dividends would 
be 90 as against 60 considered by the department. However, action 
under section 23A/104 for the assessment years 1961-62 to 1963-64 
was dropped resulting in short-lcvy of tax of Rs. 1,65,032. The 
Ministry have stated that it would not he unreasonable to hold 
shares in this case as fixed assets. Shares are not treated as "fised 
assets" either under the provisions of the Companies Act or under 
the Income-tax Act. 

IParagraph 55 of the Audit Report (Civil) Revenue Receipts- 
197(~.; 

2.252. The Ministry clarified the legal position in regard to 
levy of additional tax for non-distribution of dividends, as follows: 

"The object of Sections 23A1104 is to prevent avoidance of 
tax by Share-holders of a company in which the public 
are not substantially interested. An individual rnjfillt 
avoid the high incidence of tax by transferring to a 
private company, in return for shares, the Eource of his 
income and by securing that, intstead of an dividends being 
declared, the profits made by the company should bp 
allowed to accumulate in its hands for being ultimatd?' 



distributed in a capital form, which would not be awes- 
sable as income. So, if a private company. fails to distri- 
bute a prescribed minimum percentage of dividends, it 
is made liable to additional tax." 

2.253. The Committee was given to understand by Audit that 

I according to the balance sheet of a company, in the form Part I 
of Scheduled VI to the Companiea Act, 1956, investments in shares 
were required to be shown under "Investments" and not under 
"Fixed Assets". In the form of balance sheet under "Fixed Assets" ' following had been stated: "Distinguishing as far as possible between 
expenditure upon (a) g o W i l l ,  (b) land (c) buildings, 
(d) lease holds (e) railways sidings (f) plant and machinery 

1 (g) furniture and fittings (h) development of property 
0) patents, trade mahks and designs (j) live stock and (k) vehicles. 

2.254. The Committee asked for the reasons for treating invest- 
ments in shares as "Fixed Assets". The Chairman, CBDT stated: 
"The question whether these assets are fixed or not is not free from 
doubt. The Companies Act has prescribed the form in which the 
balance sheet should be prepared for the purposes of Company 
Law and not for the purpose of Income-tax Act." 

"Carter, who is one of the authorities on accounts in his book 
states that fixed assests are those acquired and held permanently 
for the purpose of earning income. The same assets may be either 
fixed or floating according to the nature of business. Thus invest- 
ments would be floating asset to a stock broker, but fixed asset to 
an ordinary trader. Lease has also been visualised as a fixed asset 
bv the above mentioned authority on accounts and therefore 
shares can also be treated as flxed assets in certain circumstances 
including those in the present case." 

2.255. I t  was pointed out that according to Carter the fixed assets 
were those acquired and held permanently for the purpose of 
earning income as for example long term machine~y lease etc., 
which had got some significance. If the Department feel that there 
was no deflnition of flxed assets for the purpose of income-tax. 
the normal course would be to refer to the Companies Act. where 
it was defined. If the Department wanted to take the view not to 
accept the definition stated in the Companies Act, the proper 
course should be to take the opinion of the Ministry of Law or, 
i f  necessary, to introduce a definition in the Income-tax Act in 
consultation with that Ministry. 

2.256. The Committee learnt that that the Ministry had referred 
the issue whether "investments in shares" were to be treated as 
2132 LS-7. 



"Fixed Assets" or not for the opinion of the Ministry of Law in Sep- 
tember, 1970. 

2.257. The Committee enquired whether the Law Ministry had 
furnished the opinion. The witness stated: "They have written 
that the case may be discussed at a meeting which may be attended 
by the Director of Revenue and Audit.. . . . . . We had arranged for 
a meeting with the Law Ministry, but it did not materialise." 

2.258. The Ministry, in a note submitted to the Committee, 
stated: "The matter has already been discussed in a meeting with 
the Ministry of Law in which a, representative of the C & AG was 
also present. The opinion of the Ministry of Law is awaited." 

2.259. When enquired whether the view taken in the case under 
examination had been applied uniformally, the witness stated: "It 
is the Income-tax Omcer who, while making the assessment, 
judges, whether this will form fixed assets .or not.. . . uniform ins- 
tructions will be issued after we receive the Law Ministry's opinion." 

2.260. I t  was pointed out that it was a not matter in which the 
point at issue could have arisen only now for discussion. If the 
department felt that a meeting of the three parties (including Audit 
and Ministry of Law) would take too much time, the matter 
should have been referred to the Ministry of Law in writing furnish- 
ing a statement of the case alongwith the comments of the Re- 
venue Audit for their opinion. The delay of one year in this case 
could not be justified. The witness stated: "The change, in the 
procedure suggested I think will be helpful in expediting it." 

2.261. The Committee note that there is a difference of opinion 
between the Audit and the Ministry of Finance regarding the treat- 
ment of investment in shares as fixed assets and that the opinion of 
the Ministry of Law in the matter is awaited. The Committee may 
be informed of the opinion of the Ministry of Law. 

2.262. It  is regrettable that the opinion of the Ministry of Law was 
sought for belatedly. The Committee desire that in such cases the 
position should be got clarified expeditiously and instructions issued 
to ensure that uniformity is observed in all the charges. 

(i) Income escaping assessments 
Audit Paragraph 

2.263. Two assessees, lawyers by profession, received form their 
clients a sum of Rs. 43,891 in reimbursement of "boarding and lodg- 
ing expenses" during the previous years relevant to the assessment 



years 1860.61 to 1968-64. The assessees did not account for this 
sum in their returns of income for the said years. In one of the cases 
in the assessment order for the assessment year 1963-64 the Income- 
tax Officer held that the amounts received were not taxable and 
excluded it from total income. Since the expenses claimed by the 
assessees in earning the income from profession had been allowed 
scparately and as the receipt of Rs. 43,891 was towards personal 
expenses, the same should have been brought to tax. 
[Paragraph 56 (c) of the Audit Report (Civil) Revenue Receipts-- 

19701. 

2.264. The Committee enquired whether the assessments had 
been rectified in both the cases for all the four years and the de- 
mands recovered. The Chairman, Central Board of Direct Taxes 
stated that the Department had replied to the audit that their 
objection was not accepted. 

2.265. When enquired by the Committee whether it was justified 
in allowing the amounts received for boarding and lodging expenses 
being excluded from the taxable income, the witne7s stated: "The 
point is this. The lawyer has received a substantial fee that is a lakh 
and half and he was required by the exigencies of work to stay in 
Kashmir for which he was paid boarding and lodging expenses. 
Now this particular fee, just like an officer going on tour, is not a 
part of his income." 

2.266. It  was pointed out that the daily allowance drawn by the 
Government Servants while on tour was specifically exempted from 
tax statute, whereas for the professionals there was hardly any 
interpretation in the Income-tax Rules to exclude the boarding and 
lodging expenses. When asked to state the clear position, the wit- 
nevs stated: "I do not know where I am erring, but I would like to 
say this that all expenses which are paid to the extent that they 
are required for the parties would be exempt and the balance lia- 
ble to be taxed. Now in this case, when a person has paid boarding 
and lodging charges, when he is going out for conducting a case 
away from his home, we do not become so meticulous and say that 
this is actually incurred and all that. We presume that whaft has 
been paid has been spent by him." 

2.267. When enquired whether the amounts in question were 
rhown by the lawyers as expenses without including them as in- 
come, the Ministry in a written note stated: "That the amounts had 
neither been claimed as expenses nor shown as receipts by the two 



assessees. In other words, the receipts under these heads were 
treated as exactly balancing the expenses." 

2.268. When asked whether the views of the Ministry of Law 
were obtained on the Audit objection in this case, the Ministry, in a 
written note, stated that a reference to the Ministry of Law had al- 
ready been made on 18th December, 1971, and a copy of the refe- 
rence sent to the Comptroller and Auditor General of India. Their 
opinion was awaited. 

2.269. The Committcc desired to be furnished with the informa- 
tion regarding the total number of advocates practising in the va- 
rious High Courts and Supreme Cowt in India and the number of 
persons who were borne on the books of the Income-tax Depart- 
ment as assessees. Thc Ministry, in a note, stated that they did not 
have the figures readily and that those would be collected, from 
the different Commissioners' charges and furnished to the Committee. 

2.270. The qu,estion whether thc amount received from the clients 
by lawyers towards personal expenses could be excluded from total 
income as non-taxable is stated to hnvc been referred to the Ministry 
of law. The Committee would like to be apprised of the opinion of 
the Ministry of Law. 

2.271. Although the Committee desired to have tho information rc- 
garding the total number of advocates practising in the various High 
Courts and Supreme Court and the nmnber of persons who werc 
hornrr on the books of thr Income-tax Department as assesssees, thc 
information is still awaited. The Committee trust that on the basis of 
the information to be collected, the department would -nake a suhvey 
to ensure that there is no evasion of tax. 

2.272. Further Government mag consider the feasibility of asking 
the various courts to furnish to the Income-tax Department periodi- 
 ally information regarding cases decided by them and tb persons 
vho appeared as solicitors or advocates for both sides M, that the 
qepartment mag be in possession of necessary infometion to  verifg 
the rorroctness of the returns filed by persons of these p r o f e m i ~ s .  

2.273. The Income-tax Act, 1961 contains a number of provisions 
for levv of penalty for various kinds of defaults. On a review of the ~ ~ ~ ~ s s m c n t s  with a view to find out whethq the penalty pro- 
visions werc correctly applied, it was found that in a number of 
cases, 



(i) due to mistakes in calculations, penalty was short-levied; 
and 

(ii) penalty provisions were not invoked at all. 

2.274. A few illustrative cases are given below under the two cate- 
gories. 

(a) Mistakes in calculation of penalty. 

(i) For delay in filing returns of income by nine months in one 
case and fifty two months in another, penalty of Rs. 2,22,804 was 
levied. Penalty at the prescribed rate of two per cent of tax for 
every month of delay subject to a maximum of fifty per cent of the 
tax correctly worked out to Rs. 5,19,506. Penalty short-levied was 
Hs.2,96,702. The short-levy has been accepted by the Ministry in 
both the cases. Report regarding rectification and recovery is 
awaited. 

(ii) In the case of a firm, penalty was calculated on the basis of 
tax payable by it instead of on the tax that would have been pay- 
able if it had been an unregistered firm. Further the period of de- 
iault was nine months but the department fixed the delay as five 
months. The mistakes resulted in short-levy of penalty of Rs. 94,396 
ior the assessment year 1962-63. The Ministry have accepted the 
mistake. Report regarding retification and recovery is awaited. 

( i ~ i )  An assessee who filed return of income for the year 1958-59 
in January, 1961 was assessed on income of R3. 2,26,968 in Novem- 
ber, 1962. The minimum penalty leviable for the failure to furnish 
return by the due date worked out to Rs. 76,840 at  the rate pres- 
cribed in the Act whereas a penalty of Rs. 3000, only was levied. 
The short-levy of penalty was Rs. 73,840. The Ministry have 
accepted the mistake. Report regarding rectification and recovery 
is awaited. 

(v) An assessee who assessment for 1967-68 was completed in 
February, 1969 was found to have concealed particulars of his in- 
rome of Rs. 17,000. A pcnalty of Rs. 350 only was imposed as 
against the minimum penalty of Rs. 17,000 which was leviable un- 
der the Act. The amount of penalty short-levied was Rs. 16,650. 
Ministry's reply to the paragraph forwarded in October, 1970 is 
awaited (March 1971). 

[Paragraph 46 of the Report of the Comptroller and Auditor 
General-1969-70-Central Government (Civil)-Revenue 

Recelptsl. 



2.275. The Committee enquired whether the penalty orders had 
been rectified in all the cases referred to in sub-paras (i), (ii) and 
(iii). The Ministry, in a note, stated: ?- 

Sub-para (i) 

"In the case of late Shri- the penalty order was rectified and 
an additional demand of Rs.89,7501- raised; but it has not been re- 
covered as the assessee left behind no assets. The penalty order in 
the case of-(in liquidation), was set aside by the A,A.C. A 
fresh assessment has not been made yet." 

Sub-pam (ii) 

"In the case of , the penalty order was cancelled by 
the Commissioner of Income-tax under Section 263 for enabling the 
Income-tax officer to pass a fresh penalty order. But the relevant 
assessment has meanwhile been set aside by the A.A.C.; hence a 
fresh penalty order has not been passed." 

Su b - p a ~ a  (iii) 

"Rectificatory action in the case of Mjs. . . . . .could have been 
taken only upto 24.7.67; but the audit objection was received three 
years after this date when no action was possible." 

2.276. The Committee wanted to know the basis on which a 
penalty of Rs.3000j- only was levied in the case referred to in sub- 
para (iii). The witness stated: "This is penalty under section 
28(1) (c). Here the Income-tax officer had proposed a higher 
penalty but the inspecting Assistant Commissioner whose approval 
is needed before imposing the penalty came to the conclusion that 
on the facts of the case a penalty of Rs. 3,000 was reasonable. Then 
the assessee went in revision and the penalty was further reduced to 
Rs. 2,000 by the Commissioner." 

To a question the witness stated: "The restriction as to the mini- 
mum penalty of 20 per cent applies to cohcealment of inmme." 

2.277. The Committee pointed out that as per Audit, the mini- 
mum penalty leviable for the failure to furnish the return by the 
due date worked out to Rs. 76,840 at the rate prescribed in the Act, 
the witness read from the brief: 

"The objection has been accepted, but the matter may have 
to be reconsidered in consultation with the Ministry of 
Law. Under Section 297(2) (g) any proceedings for the 



levy of penalty in respect of any assessment which ia 
completed on or after 1 4 6 2  should be initiated and im- 
posed under the provisions of the new Act." 

2.278. He further stated: ''The new Act laye down 2 per cent of 
tax for every month. Where the proceedings for the levy of penalty 
under section 28(l) (a) of the old Act had been initiated before €he 
commencement of the new Act as in this case, it is not certain 
whether the provisions of section 297 (2) (g) would be operative!' 

2.279. The Ministry, in a note, submitted to the Committee, 
added: "In this case, the Income-tax Officer was of the view that 
the provisions of Section 297 (2) (g) were not applicable, because 
the Section contemplated the initiation of penalty proceedings as 
well as imposition thereof, only in respect of assessments completed 
on or after 14-62, and not the cases in which the penalw proceed- 
ings had already been initiated before 1-4-62. This view of the law 
taken by the Income-tax OfRcer is quite plausible. A reference 
made to the Ministry of Law about this matter is pending with them. 

On the basis of the provisions obtaining till 31-3-82, the Income- 
tax Officer proposed the levy of a penalty of Rs. 50,2351- under Sec- 
tion 28(1) (a) of the Income-tax Act, 1922. When this proposal was 
sent for approval to the Inspecting Assistant Commission of Income- 
tax, he held that on the facts and circumstances of the case, i t  would 
be fair to levy a penalty of Rs. 3,000(- only. The assessee went in 
a revision petition to the Commissioner of Income-tax, who scaled 
it down to Rs. 2,0001-!' 

2.280. It was pointed out that the Ministry in their reply dated 
15th March, 1971, informed Audit that "the audit objection regard- 
ing the under charge of tax had been accepted by the Ministry and 
that the assessment in question had not been rectified and a further 
communication would follow." But it was sta'ted during evidence 
that the matter might have to be considered in consultation with 
the Ministry of Law as it was not certain whether provisions of 
section 297(2) (g) would be operative where the proceedings for the 
levy of penalty under section 28(l) (a) of the old Act had been 
initiated before the commencement of the Act 

2.281. When asked whether the above change was made after 
15th March, 1971 and whether the Audit was informed of it, the 
witnees etatcd: "I am informed h t  it was done after 15th March, 
1971.. I quite agree that in fairness audit should h a w  been informad. 
I am told that we got this Momtion only a week back.. . .I quite 
agree it is a mistake." 



Sub-para (v) 

2.282. The Ministry, in a note, stated: "The objection has not 
been accepted by the Ministry in this case and hence, no rectifica- 
tory action has been taken. In case the Audit view is endorsed by 
the Ministry of Law, with whom a reference is pending, rectificatory 
action under Section 154 can be taken upto June 8, 1973," 

2.283. In a note furnished to the Committee, the Ministry stated: 
"In the present case, the return of income had been filed on 11-7-1967, 
which was before the amendment of Section 271 (1) (c) brought 
about by the Finance Act 1968 with effect from 1-4-1968. Till this 
amendment, the minimum penalty for concealment of income was 
20 per cent of the tax sought to be evaded. After this amendment, 
the minimum penalty for a similar default would be equal to the 
concealed, income itself. The Income-tax Officer was of the view 
that since the return had been filed prior to 1-4-68, the substantive 
provisions for the levy of penalty could not be stiffer than that per- 
missible under the law obtaining till 31-3-68. The penalty of Rs. 3501- 
levied by him was above the minimum of 20 per cent of the tax 
sought to be evaded." 

2.284. In regard to levy of penalty under the various amended 
provisions of the Act from time to time, the Committee asked 
whether the Board had issued, any instructions laying down as to 
when the default was said to have occurred and whether the amended 
provisions would apply to all the pending cases on the relevant date. 
The Committee also wanted to know whether the date of filing of 
the return or the date of assessment was to be taken for purpose 
of levy of penalty and whether the Law Ministry had been consulted 
in regard to this aspect of the Law. The Ministry, in a note, stated: 
'The Ministry are of the view that the crucial date for the purpose 
of the procedural matters for levy of penalty is the date of the rele- 
va4nt assessment, but the substantive provisions for the levy of penalty 
cannot be related to this date. 

The provisions relevant for determining the quantum of penalty 
will be those obtaining at  the time of committing the offence. This 
matter is under consideration of the Ministry of Law and the Audit 
for several months. A final opinion has not yet been communicated 
to this Ministry." 

2.285. The Committee pointed out that in the case referred ta in 
sub-para (v), a penalty of Rs. 3501- only was imposed which was 
lower than even 20 per cent of value of concealed income viz., 
Rs. 17,0001-. When asked to state how a penalty of Rr 3501- only 



was levied, the Chairman, CBTD stated: "The penalty claim ia 
governed by Section 28(l) (c) of the Income-tax Act, 1922. The 
normal procedure is that the IT0 takes the assessed income and 
the return income, calculates the tax on both. The difference is the 
difference of tax arising on account of concealed income and 20 per 
cent thereof. In this situation, there are inherent anomalies. If 
in the assessee's return the income was shown as Rs. 1 lakh, and 
the assessed income is Rs. 2 lakhs in which is included the conceal- 
ment of Rs. 5,000, that is one aspect; but the law as i t  was then 
worded was that one should take the difference." 

2,286. Elaborating further, the witness added: "If an item of 
Rs. 5,000 only was discovered that would be concealment, and if 
there was some item representing the difference of the reserve 
added and depreciation or difference or anything like that added, 
the calculation was based on the assessed and the return of in- 
come and the difference in tax, and then 20 per cent of that was 
charged, even if the concealed amount was Re. 1. That was the 
normal practice. But sometimes i t  hit the department and some- 
times it hit the assessee." He went on to say "Really speaking 
where you find that a certain item on account of a deliberate attempt 
on the part of the assessee has been wrongly stated and wrongly 
represented or misrepresented and if we unearth it, it would be 
concealed income. If the assessee has claimed a depreciation of 10 
per cent and we are of the opinion that i t  should be six.per cent, 
this would be added to the assessment of the assessee. Similarly, 
if the assessee has made a reserve which is disclosed, we add 
it.  . . . . . . . . .In the return of income, he would show it  after dedus 
tion of those claims which are deductable. When the Income tax 
Officer makes an assessment, there would be a difEerence of opinion. 
For example, he might say that the salaries are heavy and he makes 
an addition. This is no concealment." 

2.287. The Committee pointed out that omission to levy or in- 
correct levy of penalty in large number of cases had been brought 
to the notice of the Committee in paragraphs 59 of Audit Report 
1969, 58(a) of Audit Report 1970 and also in the current Audit 
Report. In view of the widelspread mistakes in the levy of penalty, 
the Committee wanted to know whether the Board had compiled 
a compendium of all the instructions issued on penalty provisions 
in the Income tax Act and.issued it to Incofne tax Ofacers for their 
guidance. The Ministry, in a written reply stated: "No compen- 
dium of instmctions as such has been prepared. However, the ins- 
tructions issued by the Board from time to time are circulated 



among the Officers and their circulars are also printed in the 
C.B.D.T. Bulletin, which is made available to all offkers." 

2.288. The Committee desire to be informed of the rectifkrrtion 
and recovery of penalty imposed in one of the two as- mentioned 
in sub-para (a) (i) and in the case mentioned in sub-para (a) (ii) of 
the Audit Paragraph. 

2.289. As regards sub-para (iii) the Committee were informed 
that although Audit were told earlier that the MinisCry had accepted 
the mistake, the question regarding the applicability of the provisions 
of Section m(2) (g) of the new income-tax Act to the cases of 
penalty proceedings initiated before 1-4-1962, had been subsequently 
referred to the Ministry of Law. The Committee would like to be 
informed of the views of the Ministry of Law as also the action taken 
to rectify and recover the penalty, if required. 

2.298. in regard to sub-para (v) the Committee understand that 
question whether the date of filing of the return or the date of 

assessment was to be taken for the purpose of levy of penalty was 
under consideration of the Ministry of Law. The Committee may 
be apprised of the final decision talwn in the matter after obtaining 
legal opinion as also the action to rectify and recover additional 
penalty if needed. 

tW1. The Committee find that there is some confurion as to what 
exactly const$tutcs concealed income." 

2.292. In view of the mistakes committed and the prevailing 
confusion in regard to levy of penalty the Committee wish to srsggest 
that the Board should consider the feasibility of bringing out a 
compendium of instructions on penalty provisions in the Income-tax 
Act for the guidance of the Assessing Ofiicera 

(k) Non-levy or incorrect levy of penal, interest 

Audit Paragraph 

2.293. Non-levylincorrect levy of penal interest under the various 
provisions of the Act was pointed out in the earlier Audit Reports. - -- -- - -- - -- --- ---- .. ______ .__ _ _  _ _ _ _  -_. _ _ _. 

*The Commit& have dealt with this matter in nome &&it dscwhue in 
the Report. 



wring the period under review it was noticed that in 9,395 cases 
inter& of Rs. 431.12 lakhs was not levied as indicated below: 

Po. of Amount 
casrs (In lakhv 

ruptcs) 

(i', For delay in suhmivsion of return of incomt , . 99, 25.75 
(ii) For shut/non-payment of admnce tax . ' 1522 38 30 

(iii) For non-payment of tax hy Ihe due dates . 882 27.07 

3395 91 13 
_________... . - -  - 

[Paragraph 45 of the Report of the Comptroler and Auditor 
General of India for the year 1989-70-Central Government (Civil) 

Revenue Receipts.] 
2.294. Non-levy of penal interest or incorrect levy of penal 

interest under various provisions of the Act was commented upon 
in all the earlier Audit Reports. The statement below compares the 
mistakes noticed and reported in the earlier Reports with the posi- 
tion brought out in the current Audit Report: 

- - --------- ...- ----..- -- 
Year of No. of Amount of interest 
Audit Report cases omitted to be levied 

(In lakhs of rupees) 

2295. The Committee wanted to know the special steps prPposed 
to be taken by the Department to reduce the number of cases in 
which the mistakes were committed in levy of interest. The 
Ministry, in a note submitted to the Committee, stated: "From time 
to time, thc Board have issued instructions emphasising the need of 
exercising vigilance in the matter of charging interest under the 
various provisions of the Act. Taking due nok of the Audit Reports, 
1970 and for the year 1989-70, which showed a large number of cases 
in which interest undcr vnriwo sections of the Act had not been 
charged, the Board have iosutd instructions recently, desiring that 



the relevant provisions may be brought to the notice of the officer8 
who should also be asked to invariably record in the main body of 
the assessment orders the fact of their having waived or reduced 
the interest where they are doing so." 

2.2968. The Ministry in a further note added: "The Ministry share 
the Committee's concern at the increase in the number of cases in 
which interest was not levied or short levied. They would, how- 
ever, like to state that out of 339 cases mentioned in the Audit 
paragraph, only 165 cases relate to assessments involving tax 
effect of Rs. 10,000(- and above. The Central Board of Direct Taxes 
contemplate taking measures to ensure that wherever interest is 
chargeable, it should be done more or less in automatic manner." 

2.297. While commenting on the non-levy of penal interest 
reported in the Audit Report, 1968, the Public Accounts Committee 
in para 5.85 of their 73rd Report (Fourth Lok Sabha) had observed 
as under: 

"The Committee are concerned over the heavy increase in the 
matter of cases of non-levy lincorrect levy of penal interest.. . . . . . . 
The recurrence of such cases suggest the need to streamline the 
existing procedure. The Committee would in this connection like 
the Ministry to examine the suggestion made by the working group 
of the Administrative Reforms Commission in their report on the 
Central Board of Direct Taxes Administration for interest. calcula- 
tions to be made with reference to the complete months rather than 
days and for rounding off the calculations. This would help con- 
siderably to simplify the work. 

Work would also be simplified if the varying rates of interest 
now in existence for different kinds of default could be rationalised 
and tabulators used for the purposes of calculations." 

2.298. On the above recommendation, the Ministry in their letter 
dated 12th November, 1969 had given the following reply: 

"The Ministry have decided to accept the suggestion of the work- 
ing group, referred to in the paragraph 5.85. Clauses 66(b), 78, 84 
and 88 of the Income-tax Amendment Bill seek to empower the 
Central Board of Direct Taxes to make rules of procedure for cal- 
culating interest chargeable from and payable to assessees under 
various direct taxes Acts. This rule will include a provision for 
rounding off to whole months the period for which the interest is 
to be calculated and also specify the circumstances in which and 



the extent to which petty amounts of interest chargeable from 
assessees may be ignored. The rates of interest now in force for 
different kinds of defaults and also interest payable on excess 
demand etc., have been generally fixed at 9 per cent per annum 
under the direct taxes Acts. All types of interests under the Income- 
tax Act are being sought to be fixed at 9 per cent under clause 67 
of Income-tax Amendment Bill, 1969,. The Commissioners of 
Income tax have been delegated powers for purchasing tabulators 
according to the requirements of the respective charges." 

2.299. Drawing attention to this the Committee enquired whether 
the Board had acquired the necessary powers to make rules of pro- 
cedure for calculating interest chargeable from and payable to 
assessees and whether necessary rules had been framed covering all 
the aspects. The Ministry, in a note, stated: "The CBDT have 
assumed powers with effect from 1-4-71 to frame rules for regulat- 
ing the ealculation of interest. This would include rounding off of 
the period for which such interest is to be calculated and satisfying 
the circumstances in which, and the extent to which, petty amounts 
of interest payable by assessees would be ignored. This would en- 
sure the exclusion of a large number of petty cases from the cate- 
gory liable to be charge interest." 

Section 139 of the Income-tax Act, 1961 has already been amended 
by the Taxation Laws (Amendment) Act, 1970 so as to rationalise 
the provisions relating to the charging of interest for delayed sub- 
mission of return or failure to furnish return. 

It is expected that the steps taken would reduce the scope for 
mistakes of this nature very appreciably. 

2.300. The Committee desired to know the number of cases out of 
the 3395 cases mentioned in the Audit paragraph, wherein interest 
had been collected and the amount involved therein. The Ministry, 
in a written reply, stated: "Out of 3,395 cases referred to in the 
Audit paragraph only 165 items relate to cases with a tax effect of 
Rs. 10,000l- and above in each case, the aggregate tax involved being 
Rs. 49.28 lakhs. Of these, only about 23 cases were specifically 
brought to the notice of this Ministry in the shape of draft audit 
paragraphs. Information in respect of these 165 items has been 
called for from the respective Commissioners and will be furnished 
as soon as available. This is likely to take some time, because in 
order to report the latest position, the Commissioners will have to 
collect data from the concerned Income-tax Officers individually. 



In respect of the Audit objection in the remaining 3,230 cases, 
which involve tax effect of less than Rs. 10,0001- in each case, the 
aggregate tax invoIved wherein is Rs. 41.84 lakhs only, the 
Ministry find it impracticable to keep a watch because of the large 
number of cases involved. Such cases are dealt with by the con- 
cerned Accountant General and the Commissioners of Incometax. 
The Committee may perhaps like to leave the checking of rectifica- 
tion and recovery of tax in these cases to the Auditw 

2.301. There has been a steady increase in the number of cases of 
omission to levy or incorrect levy of penal interest reported in the 
successive Audit Reports. The number of such cases during the 
ycar 1969-70 was 3395 involving a sum of Rs. 91.12 lakhs. Of this 
165 items involved Rs. 10,000 and above each and the Wgregate tax 
in these cases amounted to Rs. 49.28 lakhs. The recovery in these 
cases may be reported to the Committee. 

2.302 The Committee trust that with a rationalisation of rate of 
interest and the procedure for the levy, such large scale mistakes 
or omission as have been noticed in the past, should not occur. 
The Committee note in this connection that the Central Board af 
Direct Taxes have assumed powers with effect from 1st April, 1971 
to frame rules for regulating the calculations of interest. They 
desire that necessary rules simplifying and streamlining the proce- 
dure should be framed without delay. 

(1) Irregular grant of refunds 

Audit Paragraph 

2.303. In paragraph 46 of the Audit Report on Revenue Receipts, 
1966, it was reported that wrong or double credit for advance tax 
paid formed a good part fjf excess refunds made by the department 
and a few specific instances were also given under the paragraph. 
Such cases of excess refunds arising from double credit for advance 
tax paid were noticed during the test-check in the year under re- 
view. The total amaunt of excess refund in six cases amounted to 
Rs. 5,11,141 out of which the Ministry have stated that Rs. 4,65,100 
have since been realised . 
[Paragraph 44 (a) of the Report of the Comptroller and Auditor Ge- 

neral of India far the year 1969-70-Central Government (Civil) 
Revenue Receipts.] 

2.304. The Committee enquired whether the excess amount re- 
funded to the assessees had been realised in the remaining two c a w  
also. The Ministry, in a written reply, stated that demands had been 
raised and collected in both the cases. 



2.305. The Committee pointed out that in paragraph 46 of the 
Audit Report on Revenue Reciepts, 1966, several cases of excess re- 
funds due to wrong or double credit for advance tax were pointed 
out and that in paragraph 1.190 and 1.193 of their Third Report 
(1967-68) the Committee made suitable recommedations for the pro- 
per maintenance of records with a view to preventing irregular re- 
funds. The Committee learnt from Audit that out of six cases, re- 
funds of Rs. 5,01,141, in five cases were made subsequent to the COW 
mittee's recommendations which showed that the Committee recom- 
mendations and action taken thereon had proved to be of little avail. 
The Committee wanted to know the special steps proposed to be 
taken by the Department so that the lower formations might strictly 
adhere to the instructions issued by the Central Board of Direct 
Taxes. 

2.306. The witness stated: "I quite agree that this is not a very 
happy state of affairs and the Board will ask the Additional Corn- 
missioner to devise procedures which may prevent the double allow- 
ance of credit and those types of mistakes." 

3.307. In a note submitted to the Committee, the Ministry added: 
"In para 46 of the Audit Report, 1966, only three specific instances 
were given. Of the 6 cases reported in the Audit R e p a t  for 1969-70, 
4 cases were disposed of by the same Income-tax Officer in the same 
charge. The instances do not suggest that the malady is wide- 
spread. Even so, the Ministry regret the lapses. 

The Central Board of  Direct Taxes have asked the  Dircctor of 
Inspection (I.T. & Audit) to consider the advisability of prescribing 
a procedure which may prevent the double allowance of credit on 
the basis of the same challan. Various suggestions are under his 
consideration. " 

3.308. The Committec wcrc givcn to understand by Audit that 
according to the existing procedure, suitable entries should be madr 
under the signature of the IT0 in the refund case in the assessment1 
refund form. When askcd whethcr such a note was kept in all the 
six cases, the Ministry in a note stated that no refund could have 
been issued unless the Income-tax OMcer had made the entries in 
the refund form under his signature. 

2.309. The Committec further learnt frnm Audit that according 
to the procedure laid down in thc Office Manual, as soon as regular 
assessment was made, the advance tax paid was transferred from 
the "Register of Demand and collection of advance payments" to 



the "Register of Demand and Collection" and columns 35 and 36 of 
the Register for advance payments were filled in whenever excess 
tax advance was refunded to assessees. The Committee enquired 
whether the procedure was followed in all the six cases. The Minis- 
try, in a note, stated: "Out of the six cases, 4 relate to the various 
Army Welfare Funds. In these 4 cases, the assessees had shown in 
their return the consolidated amount of advance tax paid as well as 
the tax deducted at source from Interest on Securities etc. The en- 
tire amount has erroneously been treated by the Income-tax Officer 
as tax deducted at source, for which the assessees were given cre- 
dit. The mistake lay in allowing the credit for advance tax sepa- 
rately again. The cross entries in the two registers, the Committee 
have in view, could not lead to the detection of this mistake. 

Proper entries in the Demand and Collection Register were made 
in all the 6 cases, but entries in columns 35 and 36 of the Register 
for advance tax payments were not made in 2 cases and in 4 others, 
these were not required to be made." 

2.310. The Committee pointed out that as per existing instruc- 
tions all refund cases involving refund of Rs. 500 and above were re- 
quired to be checked by the Inspecting Assistant Commissioner. The 
Committee enquired whether such a check was carried out in the 
cases under examination. The witness stated: "This procedure was 
devised long back when the question of refund of Rs. 500 was thought 
substantial. Somehow this is not being followed. It was not in 
existence earlier. Instructions exist, but they have not been revised 
and t.hey have fallen into, disuse." 

2.311. The Ministry, in a note added: "The old practice has fal- 
len into disuse, because the limit fixed is too low and the IACs are 
fully kept occupied with other types of work." 

2.312. The Committee are unhappy over the recurring cases of 
considerable excess refunds arising from double credit of advance 
tax paid due to some mistake or the other. They desire that bona- 
fides or otherwise of such mistakes should be carefully gone into for 
stringent action wherever necessary. 

2.313. Various suggestions in regard to the steps to be taken to 
prevent double allowance of credit are stated to be under considera- 
tion of the Director of Inspection (I.T. and Audit). The Committee 
need hardly stress that a foolproof procedure in this regard should 
be evolved expeditiously. 

2.314. Incidentally the Committee note that the existing instrue- 
tions that all refund cases involving a s ~ m  of Rs. 500 and above 



should be checked by the Inspecting Assistant Commissioner bave 
fallen into disuse and that the limit fixed for the check is considered 
to be "to low". The Committee wish to point out that it is undesir- 
able to allow such important instructions to be ignored. The limit 
could have been suitably revised in order to ensure strict observance 
of the instructions. The Committee trust that the Board would re- 
view the observance or otherwise of such long standing instructions 
in the light of changed context and take appropriate action. 

(m) Extra Legal Concessions and loss of Revenue 
Audit Paragraph 

2.315. As per sections 147 (b) and 154 of the Income-tax Act, 1961 
no re-assessment or rectification is possible after the expiry of the 
prescribed period. In respect of 601 mistakes pointed aut  in audit 
upto the assessment year 1962-63, corrective action was not taken 
within the prescribed period resulting in loss of revenue of 
Rs. 12,20,112. 

2.316. In two other Commissioners' charges similar corrective 
action was not taken in respect of mistakes in 43 items pointed out 
in audit, resulting in loss of revcnue of Rs. 61(000. The parapaph 
was forwarded to the Ministry in October, 1970 apd their reply is 
awaited (March, 1971). 

[Paragraph 50 (b) of the Report of Comptroller and Auditor Gene- 
ral-1969-70-Central Government (Civil) -Revenue Receipts. 1 

2.317. The Committee enquired whether the omission to take 
corrective action in time in the large number of cases pointed out 
in the Audit Paragraph was investigated. The Chairman, Central 
Board of Direct Taxes, stated: "The figures are being compared with 
the audit. Some analysis was made as far as the Bombay charge 
was concerned and it is found that the result is like this: Out of 526 
items, relating to the Bombay charges, only 15 items had a tax effect 
of Rs. 10,000 and above. Of these cases, the position regarding six 
items is stated in the reply to the AGI on 20-7-71 and no repIy has 
been received till 23-9-71. A number of items have been pending 
with AG for further verification. In order to know whether the ac- 
tion was taken or not, a reconciliation was attempted from Madras, 
Poona and from the Bombay charge, the Board collected informa- 
tion in regard to 98 mistakes and that is how the mistake or the po- 
sition has been analysed . " 

2.318. In a note submitted to the Committee the Ministry added: 
"On attempting a verification of the figures reparted by the Audit, 



the Ministry find that these are not verified ones. Thus, it was men- 
tioned in the Audit Report that rectificahy action had got time 
barred in respect of 601 items involving a revenue loss of Rs. 12,20,112; 
but the Audit have later stated that the mrrect nunber of iterne is 
580 and the tax involved is Rs. 11,89,823. The difference is rather 

i 
large for the Bombay City I11 charge for which the revised number 
of cases is 14 less than that reported originally and the amount too 
is less by Rs. 26,400. A reconciliation is being made in eonsultcltim 
with the Audit. From the information received so far, it appears 
that the position is not as alarming as reported. For example, the 
position in respect of 28 out of 43 items involving an amount of 
Rs. 61,000 relating to the Madras charges is as under: 

No. Amount 
RE. 

(a) Items since cropped by the A. G. , . . . , 2 5,165 

(b) Objections not accepted . , . . . . . 3 8,430 

(c) Rectificatory action taken within time . . . . 14 13,197 

(d) Rectificatory action had got time barred even before the receipt 
of the Audit objections. . , . . . . , 2 2.040 

(e) Rectificatory action got time barred after the receipt of the 
Audit objection. . . , . , . . . 7 6,557 

Total . . . . . 28 35,389 

The position regarding the remaining 15 cases is being ascertained. 
Similarly, the position in respect of 55 items involving an amount 

of Rs. 66,646 relating to the Poona charges is as under: 

No. Amount 
(in Rs.\ 

(a) Cases tranferred to other charges . . . . . I4 26,036 
(b) Cases relating to an abolished circle which are not traceable. 3 3,598 
(c) Rectiflcatory action taken within time . , . , 29 32,315 
(d) Rectificatory action got time-barred even before the receipt of 

the audit obiections' . . , . , , , 4 1,440 
(c) Rxtificatory action got time-barred after the receipt of audit 

objections. . . . . , , . . , 5 3 4 5 7  - 
Total . . , . . . 55 - 66,646 

It is proposed to have the register of pending audit objections re- 
conciled once every six months with the records maintained by !he 
Audit. 



Whether there is any lacuna and if so, how i t  can be covered win 
be considered in consultation with t h t  audit ." 

2.319. Pointing out that the 601 mistakes mentioned in the first 
paragraph af the audit para, related to the assessment upbo the wees- 
ment years 1962-63, the Committee wanted to know the position In 
regard to the mistakes pointed out In the same Commissioner's 
charge upto 31st March, 1971. The Ministry, in a written note, 
stated: "The Committee evidently want infurmation in respect of 
audit objections relating to assessment years 1963-64 and onwards 
in respect of which rectificatory action got time-barred. I t  l a  re- 
gretted that the information is not available with the Ministry. At  
least 95 per cent of the abjections relate to cases with a revenue 
effect of less than Rs. 10,000 in each case, which are left to be setll- 
ed between the local A .  Gs and the Commissioners. I t  seems that 
the Commissioners of Income-tax were not having proper registors 
maintained regarding the objectims raised by the Audit during the 
first few years of their scrutiny of revenue receipts. Without the 
help of such registers, the required information can be collected only 
by referring to each and every assessment file. The files too have 
not remained with the same Income-tax OBcers or even in the same 
Ward. There have been several transfers of jurisdiction over a period 
of years. I t  will be very difficult to identify even with the materials 
available with the Revenue Audit which are the particular cases in 
respect of which no timely action for rectification was taken. In 
the circumstances, the Committee may perhaps like to dispense with 
the information. The Ministry propose to probe deeper into the 
matter with the help of Revenue Audit." 

3.320. The Committee were informed by Audit that the para- 
graph reflected the position. in regard t.n seven  commissioner'^ char- 
ms. The Committee enquired whether enquiries were made to flnd 
out the loss of revenue on the same account in other Commisstoners' 
charges. The Ministry, in a note, stated: "Althaugh no specific en- 
quiries have been made to find out the loss of revenue on the same 
account in other Commissioners' charges, the Board have requested 
the Commissioners to furnish figures regarding 87,071 cases involv- 
ing mistakes which were reported in the Audit Reports for the six 
wars from 1968 to 1971. This has been done as the Board are most 
anxious to put the records s t r~ igh t  regarding the revenue audlt ob- 
icctions . " 

2.321. The Committee desired to know the time limit prescribed 
1 9  the Board for taking aorrective action on the mistakes poipted 
'"It by the statutory Audit and also the time limit wa8 



strictly followed by the Income-tax OfRcers. The Ministry, in a 
note, stated: "Although no specific time limit has been prescribed by 
the Board for taking corrective action on the mistakes pointed out 
by the statutory audit, as a result of the Committee's observations in 
its Third Report a letter was addressed to all Commissioners of In- 
come-tax by the D.I .  (I.T.) emphasising the need Do rectify the 
mistakes pointed out by the Revenue Audit expeditiously." 

2.322. The Committee pointed out that on the basis of the recom- 
mendation of the Public Accounts Committee, the Board in their 
Circular instructions dated 19h February, 1966, prescribed a register 
to be maintained in the Commisioner's offices for ensuring timely 
action on the mistakes pointed out by the Revenue Audit Parties 
watched by the Commissioners. The Ministry, in a note, stated: 
"The Ministry regret to state that the maintenance of the prescribed 
registers has been often quite faulty; but existing slackness can be 
remedied by the method of periodic reconciliation, once every six 
months with the records maintained by the Audit." 

2.323. The Committee learnt from Audit that excluding the Com- 
missioners' charges at Calcutta, Delhi, Madras and Bombay, the De- 
partment replies to the mistake pointed out by the Revenue Audit 
parties were due in 14592 cases including 2495 local audit Reports as 
on 31st May, 1971. The Committee enquired about the reason for such 
hea*vy accumulation of cases and the steps, that had been taken or 
proposed to be taken to settle audit objections promptly. The witness 
stated: "The Director of Inspection in charge of Income-tax makes 
a monthly review of the revenue audit objections; he collects 'these 
statistics and gives his comments also on them. He sends it to the 
Roard and they a$re sent to the respective commissioners also." 

2.324. To a question, the witness added: "The Director of Inspec- 
tiion in charge of Income-tax is a part of the Board. He on behalf 
of the Board carried out the review. These functions have been 
entrusted to him and he carries out the review.' 

2.325. The Ministry, in a note further stated: "Since copies of 
these (reviews) are being marked to all the Commissioners, Addi- 
tional Commissioners and I.A.C. (Audit), they are expected to take 
into account the comments and suggestions made by the Director of 
Inspection. As such the Board normally do not make any observa- 
tions thereon. The reviews are meant mainly for the benefit of the 
field officers." 

2.326. As regards the steps taken, the Ministry, in 3 note, stated: 
"The position in respect of the current objections is very encoursdng 



As to past accumulations, the D.I. (IT) is being asked to ascertain the 
causes and take effective remedial steps." 

2.327. The Committee, after going through the information fur- 
nished to them, find that the procedure for taking the action after 
receipt of the Audit objections is anything but satisfactory. No 
specific time limit has been prescribed for taking corrective action 
on the mistakes pointed out by Audit. Although a register has 
heen prescribed in February, 1966 for ensuring timely action, fol- 
lowing an earlier recommendation of the Committee, the main- 
tenance of the register has been admittedly 'often quite faulty'. 
According to the Ministry, the existing slackness can be remedied 
by a method of periodic reconciliation once every six months with 
the records maintained by Audit. The Committee further regret 
Lo learn from Audit that excluding the Commissioners' charges 
at Calcutta, Delhi, Madras and Bombay, the Department's replies 
to the mistakes pointed out by the Audit parties were due in 
14,592 cases as on 31st May, 1971. The Committee would like to 
know the position in the remaining four charges also. It is obvious 
that the monthly review of Audit objections conducted by the 
Director of Inspection has not been effective at all. The situation 
is quite alarming and serious. The Committee trust that such un- 
satisfactory state of affnirs shall not be allowed to prevail and that 
effective and prompt action on Audit objections will be ensured 
to safeguard the interests of revenue. The manner in which the 
position can be remedied may be settled in consultation with Audit. 
In this connection, the Committee feel t h t  it is desirable to fix 
a time-limit for taking corrective action on the mistakes reported 
by Audit. In any case all the pending objections should be settled 
within a period of three years. The progress made in this regard 
may be reported to Committee. The results of the overall review of 
the action taken on the mistakes reported in the successive Audit 
Reports may also be intimated to the Committee. 

(n) Other Lapses 
Audit Paragraph 

2.328. An assessee was entitled to refund of tax of Rs. 10,94,031 
for the assessment years 1945-46 to 1951-52 consequent upon appellate 
orders passed between January, 1953 and July, 1963. The refunds 
for all the years were made in April, 1968 and interest of Rs. 2,99,902 
had to be paid to the assessee for the delay in giving effect to the 
appellate orders and issue of refunds. 

[Paragraph 47(a) (ii) of the Report of the Comptroller and Audi- 
tor General of India for the year 1 9 6 9 - m e n t r a l  Government 

(Civil)-Revenue Receipts.] 



2.329. The Committee asked for the reasons for the delay in 
glvmg effect to the Appellate orders and in making the conse- 
quent refunds. The Ministry, in a note submitted to the Committee, 
st'bted: "The Appellate order$ related to the assessment years 
1N5-46 to 1951-32. Two of: these orders seem to have been pass- 
ed in 1953, 3 in 1952 and 2 in 1963. But all these orders weie given 
effect to only in ApH1, l'968. The principal reason for the unconscion- 
able delay in giving effect to the appellate orders was perhaps the 
frequent change of Income-tax Officers having jurisdiction over this 
case. In a period of 39 months from 1-4-62 to 1-7-65 as many as 9 
1POs held the particular charge. They, however, notice that while 
giving effect to the appellate orders, the Income-tax OEicer had 
inadvertently allowed interest for the assessment years 1940-41, 
1948-49, 1949-50 and 1950-51, for which the assessment orders had 
been passed before the commencement of the new Act from 1-4-62. 
This was not admissible. Accordingly, they have directed the with- 
drawal of interest amounting to Rs. 5.49 lakhs irregularly paid to the 
assesssee for these years. The interest payable for the remaining 
three assessment years 1945-46, 1947-48 and 1951-52 is Rs. I,83,556". 

2.350. The Committee desired to know whether the Ministry 
had taken steps to find out the number of similar cases where the 
A3pellate orders were not given effect ' t o  for more than five 
years. The Ministry, in a note, stated: "As delays in giving effect 
to appellate orders are normally brought to the notice of the higher 
authorities by the assessees entitled to relief no specific steps have 
been taken to review how many appellate orders have not been 
given effect to for more than 5 years. I t  seems that in the instant 
case the assessee was dead and his executors were not bothering 
the ITOs for promptly giving effect to the appellate orders." 

2331. I t  is regrettable that refunds arising out of appeuate orders 
passed between Janwy ,  1953 and July, 1963, ware msde only 511 
April, 1988 in this case. According to the Ministry, the principal 
reason for the usconscionable delay in giving effect to the appellate 
orders was "perhaps the frequent change of Income-tax OtEicers" 
The Committee note that between 1st April, 1962 and 1st fdy. 
1965, an an average an Income-tax Officer held the charge con- 
cerned for a period of 4.113 months only. The Committee need hard- 
@ point out that such frequent transfers are not conihwtive t o  
efficiency; they would therefore like Government 'to review the 
position in all the charges and ensure reasanable brim df ojRcers 
h fhe bterest of cbntPrmity and good work e a U y  4n vim of 
heavy arrears of wmk accumulated in the bpattatent. m r  they 
desire tha't 'there l o u h l  be a procedure in built in the system it- 



self whereby it could be ensured thae pending matters are not 
lost sight of notwithstading the change in incumbency of the 
assessing authority. 

2.332 The Committee further desire to suggest that the feasibi- 
lity of fixing a suitabre time limit for giving effect to appellate orders 
shoufd be considered. 

Audit Paragraph 

2.333. Interest at the prescribed rates is payable by Government 
to an assessee if the total advance tax paid by the assessee during a 
financial year exceeds the tax determined on regular assessment. 
The Act does not provide for enhancement of interest once deter- 
mined due to subsequent reduction of income assessed to tax. 

2.334. In a case for assessment years 1959-60 to 1962-63 the amount 
of interest paid to the assessee was increased while giving effect to 
appellate decisions and carrying out the rectifications of mistakes. 
The incorrect enhancement resulted in excess payment of interest 
of Rs. 2,69,643 for the four assessment years. The paragraph was 
forwarded to the Ministry in October, 1970 and their reply is await- 
ed (March, 1971). 

[Paragraph 47(b) of the Report of the Comptro1,ler and Auditor 
General of India for the year 1969-7Uentrd  Government 
(Civil) -Revenue Receipts]. 

2.335. At the instance of the Committee, the MiniWy, in a note 
submitted to the Committee, clarified the term 'regular assessment' 
as follows:- 

"The expression 'regular' assessment has been defined under 
Section 2(40) of the Income-tax Act, 1961 as the assess- 
ment made under section 143 or 144. Assessment of in- 
come, it will be noticed, cannot be made under m y  other 
section. However, such assessments may be rectified or 
revised on one or other of the following grounds: 

(a) rectification u)s 154 for correcting errors apparent from 
the records; 

(b) revision under section 1471148; 

(c)cancellation uls 146 on the assess's establishing that 
he had sufficient cause for not filing a return or not 



producing the books of account or evidence called for 
by the Income-tax Officer; and 

(d) revision as a result of appellate orders." 
2.336. The Committee pointed out that section 215(3) of the Act 

provided for reduction of interest payable by an assessee under the 
circumstances listed therein. Neither under Section 215 nor under 
Section 214 there is an analogous provision for the enhancement of 
interest payable by the assessee or by Government and enquired 
about the effect of absence of such provision in the two sections. 
The Ministry in a written reply explained as follows:- 

"Section 215(3) provides that where as a result of rectification 
or revision due to appellate decision, the amount on which 
interest was payable by an assessee, is reduced, the inter- 
est shall be reduced accordingly and the excess interest 
paid refunded. Section 214, which provides for Govern- 
mcnt's paying interest to the assessees on the excess of  
the advance tax paid over the tax determined on regular 
assessments, does not have any similar provision for re- 
ducing the quantum of interest or enhancing it as a result 
of the variation of the amount on which the interest was 
payable, as a result of rectification or revision cnnsequent 
to appellate orders. The question is: can thc absence 01' 
such a provision for variation of interest in swtion 211 
mean that even where the quantum of tax on regular as- 
sessment has been given credit for lesser amount than thr 
tax computed by him, the Income-tax Officer is preciudcd 
from revising the interest in the assessee's favour, or in a 
contrary situation in the Government's favour? The Min- 
istry feel that when as a result of an order uls 154 rcctify- 
ing any arithmetical mistake coming to, or brougllt to the 
notice of the Income-tax Officer, the quantum of tax pay- 
able on regular assessments or the quantum of tax givcri 
credit for is varied, i t  will be within the competence of thc 
Income-tax Officer to vary the interest, exercising his 
powers under Section 154. 

It will perhaps be inconsistent not to apply the same principle 
as for rectification u]s 154, just stated, to the reduction of 
the assessee's tax liability as a result of appellate orders. 
The Law Ministry have opined that if regular assessment 
is modified in appeal, it is the order passed in appcal which 
takes the place of regular assessment and interest would 
have to be calculated on that basis. This opinion was 



based on the well known doctrine of Merger. However, 
the date upto which the interest is to be calculated has 
necessarily to be the date of the regular assessments, that 
is, the assessment made originally before rectification or 
revision." 

2.337. The Committee desired to know whether the Ministry has 
accepted the Audit objection reported in the instant case and if so, 
the recovery made from the assessee towards excess interest. The 
Ministry, in their written reply, stated: 

"The Ministry propose to have the entire question of the pay- 
ment of interest by the Government to assessees and 
charging of interest from assessees by the Government in 
respect of excess advance tax paid, or the shortfall of ad- 
vance tax, as the case may be, re-examined thoroughly 
in consultation with the Audit and the Ministry of Law." 

''As a precautionary measure, thc assessments in question have 
been revised under Section 35 of the Income-tax Act, 19221 
Scction 154 of the Income-tax Act, 1961, and an additional 
demand of Rs. 2,69,643 raised. This has also been collect- 
ed; but the assessee has filed appeals disputing the validity 
of the rectificatory orders." 

2.338. The Committee are of the opinion that on equity wl~ether 
Government paid interest to the assessee or vice versa the criterion 
should be the same. Section 215(3) of the Income-tax Act, 1961, pro- 
vides for reduction of interest payable by an assessee as R result of 
variation of the amount on which the interest was payahle on recti- 
fication or revision whereas Section 214 which provides for Govern- 
ment's paying interest to the assessee does not have a similar provi- 
sion for reducing the quantum of interest as a result of rectification 
or revision. The Committee accordingly desire that the difference 
in language between sections 214 and 2'15 should be looked into. 
Further neither under Section 214 nor under Section 215 there is a 
provision for the enhancement of interest payable. The Committee 
note that the Ministry propose to have the entire question of pay- 
ment of interest by Government to assessees and charging interest 
from assessees by Government in respect of excess advance tax paid 
or the shortfall of advance tax as the case may be re-examined 
thoroughly in consultation with the Audit and the Ministry of Law. 
The Committee trust that this will be done expeditiously and appro- 
priate amendments to the relevant sections of the Act made, as neces- 
m y .  



(o) Over-asse~sment 

Audit Paragraph 

2.339. A statement showing the total number of cases of over- 
assessment with the tax involved, noticed in test-audit during the 
five years 1986 to 1970 is given below: 

------ - -----. 

Year No. of Amount 
cases (In 1-s of 

Rs.) 

[Paragraph 59 of Audit Report (Civil), Revenue Receipt.;, 19701. 

Audit Paragraph 

2.340. Over-assessment of tax of Rs. 191.41 lakhs was noticed in 
6004 cases. The various types of mistakes leading to over-charge of 
tax were mentioned in the earlier Audit Reports on Revenue Re- 
oeipts. 

[Paragraphs 48 of the Report of the Comptroller end Auditor General 
of India for the year 1969-70-Central Government (Civil)- 

--Rwenue Receipts] 

2.341. The va~ious types of mistakes leading to overcharge of tax 
were brought to notice in the earlier Audit Report. From 1408 cases 
with tax effect of Rs. 36.88 lakhs in 1966, the number of cases of over- 
assessments reported in the Report for the year 1969-70 has arisen 
to 6008 with a tax effect of Rs. 191.41 lakhs. This shows that over- 
assessment of tax continues to be serious problem in the Depart- 
ment. 

2.342. While commenting on the increase in the nwber of $cases 
of over-assessments the Public Accounts Committee, in paragraphs 



117 
1.54 to 1.56 of their 100th Report (Fourth Lok Sabha) observed as 
follows:- 

". . . . In the iight of these findings the Committee feel that 
over-assessments continue to be a serious problem in the 
department." 

"In their 73rd Report (Fourth h k  Sabha), the Committee had 
also suggested a study of over-pitched assessments in im- 
portant revenue circles in the light of tbe judgments of 
Tribunal and courts. The Committee note that the Gov- 
ernment have not initiated a study on these lines on the 
ground that any patent and manifest over-assessments are 
not likely to be noticed for the first time by Tribunals and 
that the Courts are concerned with questions of law. The 
Committee are unable to accept this reasoning. The ques- 
tion of law cannot be considered in isolation from ques- 
tions of fact. The Committee would, therekcre, like to 
reiterate their suggestions in para 4.26 of their 3rd Report 
(Fourth Lok Sabha)." 

"The Committee note that the Board of Direct Taxes have 
instructed the Comrnissiomrs to e m r e  that tendency 
to make fictitious additions should be particularly look- 
ed into during inspection of ITOs work and whenves 
necessary defaulting oBcers pulled up. The Commit- 
tee trust that these instructions would be promptly im- 
plemented. They also hope that the Ministry will keep 
the position under constant watch and, if necessary, take 
further steps as may become necessary to curb the ten- 
dency to overpitch demands which the Committee have 
deprecated in successive reports on direct taxes." 

2.343. Drawing attentian to the above Irecommendations, the 
Committee desired to know the special steps proposed to be taken 
by the Ministry to arrest the menance of over-assessment of tax 
in a very large number of cases. The Ministry, in a written note, 
stated: 

"The number of cases of over-assessment detected by the Re- 
venue Audit over the years 1966 to 1971 as against the total mwnher 



of cases checked by them is given below:- 

Year No. of over- Total number of Percentage of 
assessment cases cases checked figures in col. 

reported by by Audit 2 to those in 
Audit col. 3 - --- 7- 

It  will be noted from the above statistics that the percentage in 
the last colum stood between 1 to 1.5 per cent for the years 1966 
tc 1970. In the year 1971, however, it increased to over 2 per cent. 
There has been very considerable increase in the pressure of work- 
load in the Department as will be seen from the fact that whereas 
in 1965-66, the total number of assessments completed was 23.89 
lakhs, in 1969-70 i t  rose to over 37 lakhs i.e., an increase of over 
50 per cent. The Income-tax and other direct taxes laws have also 
become more complicated over the years. All the same the Minis- 
try share the Committee's concern -about the increase in the num- 
ber of cases of over-assessment and the amount involved therein, 
even after making allowance for the fact that not every case of 
over-assessment reported by the Audit is accepted by the Audit 
is accepted by the Department. The Ministry have carried out 
sample study of appellate orders to find out the extent and nature 
of avoidable over-assessments and having regard to these studies 
made, instructions have been issued to the Income-tax Officers to 
be extremely careful in framing assessments so that there is no 
avoidable over-pitching; the supervising authorities have also been 
alerted to keep a close watch and pull up the erring officers." 

2.344. In pursuance of the recommendatiops made by the Public 
Accounts Committee in paragraph 1.54 to 1.W of their 100th Re- 
port (Fourth Lok Sabha) the Ministry have taken the following 
action: "The Government have undertaken a pilot study of over- 
pitched assessment as reflected in the judgements of the Income- 
tax Appellate Tribunals and courts. The initial study L being made 
in respect of the cases arising from two important Ranges of Ins- 
pecting Assistant Commissioners of Income-tax at Delhi. It  is pro- 
posed to extend the study in several other important Ranges of Ins- 



pecting Assistant Commissioners of Income-tax at Bombay, Cal- 
cutta and Madras. The results of the studies will be communicated 
to the Committee in due course." 

2.345. The Committee wanted to know in how many cases out 
of these 3496 mentioned in the Audit Report, 1970, the assessments 
could not be rectified and refunds made to the assessees due to the 
time-bar. The Ministry, in a note, stated: "Where amounts of tax 
paid are clearly refundable to assessees, the Government have not 
been taking the plea of limitation. In respect of orders passed under 
the old Act, the Government have been allowing extra-legal relief 
with the concurrence of the C&AG. For orders passed under the 
Income-tax Act, 196L, the Board have assumed powers under 
Section 119 to allow rectifications of orders which may result in 
rcfund even after the statutory time limit for such rectification is 
over. Hence, there is not likely to be any case out of the 3496 men- 
tioned in the Audit paragraph, where assessments could not be' 
rectified and refunds made to the assessees due to time-bar." 

2.346. When asked by the Committee to state the number of 
cases in which over-assessments 'were pointed out by the Inter- 
nal Audit for 1968-69, the Ministry in a written note replied that 
during 1968-69, the Internal Audit reported aver-assessment in- 
volving an amount of Rs. 98.10 lakhs in 8061 cases. 

2.347. The Committee note a persistent tendency to overpitch 
tax demands which has of late shown disconcerting increase despite 
the fact that Government's attention has been repeatedly drawn 
to the seriousness of this problem in successive Reports on direct 
taxes. The number of cases and the amount involved which were 
1408 and Rs. 36.88 lakhs respectively in 1966 have jumped to 6004 
and Rs. 191.41 lakhs respectively in 1968-70. In terms of percen- 
tage of cases to the total number of cases checked by Audit, the 
details of which have been furnished by the Ministry, the increase 
during this period has been from 1.00 per cent to 2.19 percent. Such 
an extremely undersirable trend has to be curbed. The Committee 
take a serious view of over-assessments as they invariably involve 
needless harassment to the assessees which should be scrupu- 
lously avoided. In this connection the Committee would like to 
know the results of the pilot stiidies in important ranges of Inspect- 
ing Assistant Commissioners of Income Tax and the concrete steps 
taken on the basis thereof. 

Audit ParagVaph 
2.348. h ten cases, over-assessment of tax of Rs. 4,99,809 was 

noticed due to avoidable mistakes in computation of totaI income 



The Ministry have accepted the mistakes in all cases. Report re- 
garding rectification and refund of the tax is awaited. 

(ii) In six cases, over-assessment of tax of Rs. 6,52,752 was notic- 
ed due to mistakes in applying the correct rates of tax and calcula- 
tion of tax payable by the assessees. In four cases, involving tax 
of Rs. 3,54,723 the Ministry have accepted the mistake. Ln the 
remaining two cases Ministry's reply is awaited (March, 1971). 

(iii) Losses under the head 'profits and gains of business' can be 
carried forward and set-off against income, if any, under the same 
head in the subsequent year. If it cannot be set off in the sub- 
sequent year it can be carried forward for adjustment for a period 
of eight years. The business loss brought forward from earlier year 
is to be Arst set off against income of current year and only there- 
after unabsorbed depreciation brought forward should be set off 
'against the balance of income, if any. 

2.349. In two cases the provisions of law as mentioned above 
were not observed resulting in excess levy of tax of Rs. 2,22,231 and 
incorrect carry forward of unasorbed depreciation of Rs. 2,33,066 
in one case for adjustment in future years. The Ministry 
have accepted the mistake in one case. Reply of the Ministry in 
the other case forwarded to them in October, 1970 is awaited 
(March, 1971). 

paragraph 48(c) of the Report of the Comptroller and Auditor 
General of India for the year 1969-7LCentral Government 

(Civil)--Revenue ReceiptsJ 

2.350. The Committee epquired whether the mistakes had been 
rectified in all the assessments and the tax overcharged refunded. 
The Ministry, in a written note, stated: "Paragraph No. 48(c) (i) 
to (iii) of the Audit Report for 1969-70 cover 18 cases, in 17 of 
which the Ministry have accepted the Audit objection. In 16 
such cases, the amounts overcharged have either been refunded or 
adjusted against demand; only in one case the assessment could not 
be revised, because the written down value of assets coming down 
from a past assessment yet to be re-computed." 

2.351. The Committee learnt from Audit that in a number of 
cases the mistakes had remained unnoticed by the Internal Audit. 
The Committee desired to know whether- in the light of the mfs- 
take brought to notice in Audit Report. the Department had evolv- 
ed any measures to tighten up the assessment procedures and also 
for counter-check of assessments before thev were flnalisd snd de- 
mands issued. The Ministry, in a note, stated: "Out of the 18 



cases reported in the Audit paragraphs relating to over-assessment, 
only 4 are reported to have been looked into by the Internal Audit 
parties. In one such case, they did not specifically comments on the 
item of over-assessment later on pointed out by the Revenue Audit, 
because it'had been brought to the notice of the Income-tax Officer 
by the assessee. Their failure to detect the mistake in three other 
cases is regrettable. 

2.352. In most of the cases the mistake lay in not checking the 
computation of income. The IAPs had in the past been confhing 
their attention almost entirely to the computation of tax. Instruc- 
tions have already been issued to the Income-tax OfRcers directing 
them to satisfy themselves about the arithmetical accuracy of the 
computation of income before they proceed to calculate the tax." 

2.353. The Audit Paragraph h s  brought out 18 cases of over- 
assessments to the extent of Rs. 13.75 lakhs due to mistakes either 
in computing total income or in application of rates of' tax and 
calculation of tax or in setting off losses carried forward from pre- 
vious year against current year's income. While the Committee 
note that the Ministry have accepted the mistakes in 17 cases and 
that the assessments have been rectified in 16 cases, they would like 
action to be taken to rectify the assessment in the remaining case. 

2.354. That the assessn~ent procedures and the counter check of 
assessment need to be strengthened is clearly indicated from the 
foregoing. In this connection the Committee regret to learn that 
the Internal Audit failed to notice the mistakes in three out of four 
cases reviewed by them. Thc Committee hope that suitable action 
would be taken for their failure. . . . 

(p)  Other topics of interest 

Audit Paragraph 

2.355. According to the Income-tax Act, 1961, the Commissioner 
of Income-tax can reduce or waive the minimum penalty imposable 
if the disclosure of income made by a declarant is full. If to the 
amount disclosed additions are made by the department on ac- 
count of concealed income, the disclosure cannot be said to be full. 
In such cases under the Act the minimum imposable penalty can- 
not either be reduced or waived. It was noticed that in 177 cases 
relating to five different Commissioners' charges, the minimum im- 
posable penalty was either reduced or waived though the disclosures 
were not full. The total amount of disclosure in 177 cases was 
Rs. 3.12 crores and the amount finally acceptedhssessed wns Rs. 4.97 



crores. The reduction or waiver of minimum penalty in these 177 
cases is contrary to the provisions of the Income-tax Act. 

[Paragraph 60(a) (i) of Audit Report (Civil), Revenue Re- 
ceipts, 1970.1 

2.356. The Committee pointed out that as per the Audit paragraph 
in 177 cases relating to five different Commissioners' charges, the 
minimum imposable penalty was either reduced or  waived though the 
disclosures were not full and the reduction or waiver of minimum 
penalty was contrary to the provisions of the Income-tus Act. The 
Committee wanted to know how this happened. The Chairman, Cen- 
tral Board of Direct Taxes, stated: "The point is that disclosures is not 
full and is concluded from the fact that the disclosed ?mount was 
different and smaller than assessed amount." 

2.357. Elaborating further, the witness statrd: "Therc is a differ- 
ence between disclosed amount and the incomc assessed. The con- 
clusion is that the disclosure was not full. Now this aspect of the 
matter was analysed and in respect of various cases we find that for 
example, in one case the variation arises because of gross profit. In 
other cases, working out of peak hundi loan is there. There are five 
cases of this type. Thcre was a difference of opinion between thc 
Department and the assessee. What happens is this that the assessec 
says that his hundi loans are not correct and, therefore, he works out 
his peak hundi loans or the amount that he would like to be assessed." 

2.358. To a question, the witness stated: "We come to the conclu- 
sion that it is not full on the basis that the incomc assesscd is higher 
than the one returned. I am explaining why this differe~ce arises, 
which in no way reflects on the fulness of the disclosure. For exam- 
ple, suppose there is a building and the assessec says that he had built 
it for Rs. one lakh and it is a conccaled asset, but the Income-tax 
Officer says that he is not going to accept it but he would take it as 
Rs. 2 lakhs. So far as the assessec is concerned, he has disclosed it. 
There is a difference of opinion and the I T 0  forces his view-point and 
makes the assessee agree to a higher figure." 

2.359. When enquired by the Committee whether the Department 
considered it as voluntary disclosure meriting the concessions given 
under Section 271(4A) of the Income-tax Act, the witness stated: 
"The point is this. He has disclosed an asset. There is a difference 
of opinion with regard to the value . . . There are two things here. One 
is the fact or the item which is the subject of concealment and the 
other is the quantification of the concealment which is subject to a 
process of evaluation. To continue with my example of hundi loans, 



these cases appear from year to year and the quantum of what is 
embeded as concealment under this Section is always a matter on 
which there is a difference of opinion." 

2.360. Pointing out that the Income-tax Act empowered the Com- 
missioner of Income-tax in his discretion to reduce or waive the 
amount of minimum penalty imposable under the Act on an assessee 
who voluntarily and in good faith made full disclosure of his mnceal- 
ed income, the Committee enquired whether the Ministry oi Law was 
consulted in regard to exact significance of the words 'Voluntarily 
and in good faith made full and true disclosure of concealed income'. 
The witness stated: "We have consulted the Law Ministry and issued 
specific instructions on the subject in a very elaborate circular ex- 
plaining what is voluntary disclosure, what is disclosure etc." 

2.361. The Committee were informed by Audit t h ~ t  the Buard 
jssued the detailed circular dated 29th September, 1969, explaining 
Section 271(4A) its scope and its applicability. In one paragraph they 
had dealt with where it could be deemed to be full disclosure and 
where it could not be so deemed. According to Audit, the cases men- 
tioned in the Audit paragraph were not covered even by that circular 
so that even in terms of that circular the concealment was cstablish- 
ed and it was not a born-fied full disclosure. 

2.362. When pointed out by the Committee that as long as the 
Section 271(4A) remained unchanged. and unless the Department 
wcrc fully satisfied that the full disclosure was made in good faith. 
there was no justification to grant concessions contemplated in ikie 
Act, the witness stated: "Absolutely strictly and literallv speaking, it 
was not envisaged in a case where the income assessed is more than 
what the income declared is. But I would only like to add that in the 
realities of the situation, the assessee says that he has incurred ex- 
penses on his personal living at %. 10,000, but since we evaluate the 
income, the I T 0  calculates and says that he should have spent 
Rs. 20,000, and so he adds another Rs. 10,000 to his income. Like :hat, 
he goes on making variations from what the assessee has declared und 
that is how these differences arise.. . Strictly and literally speaking, I 
would say that it would not fall under the Section . . . this is one 
of the incentives to the assessee to come to a settlement by reducing 
the penalty or waiving it. 

2.363. In reply to a question, the witness deposed: "When it is a 
question of coming to a settlement, when both sides agree, there is no 
point in going on appeal. The party agrees primarily tecause he 
would have had to pay a large penalty; when the penalty is waived. 
he does not mind the additions made by the Department." 



"That is the only incentive, for the party to come for a settlement, 
because it knows that it will have some remission in penalty." 

"On the basis of the data he volunteers and comes up for a settle- 
ment on his income. He declares a certain income. The department 
subjects it to a closer scrutiny and on various grounds, where a diffe- 
rence of opinion arises, the department computes their income. The 
party agrees because he still feel that he will have remission in 
penalty and the department also comes to a settlement with him be- 
cause it is the easier way in which, without litigation, they would be 
able to collect the tax." 

2.364. It  was pointed out that the Commissioner of Inocme-tax had 
exceeded his legal powers in accepting the settlement and waiving 
the penalty. What he could have done was not to add up to the undis- 
closed income. But having recorded on the file a certain quantum 
of undisclosed income and to say, "I waive the penalty" was illegal. 
The witness stated: "He (Commissioner of Income-tax) is wrong, but 
he has acted to safeguard the interests of revenue." 

2.365. The Committee wanted to know the percentage of voluntary 
disclosures found to be correct by the Income-tax Department during 
the years 1969-70 and 1970-71. The Ministry furnished a statement 
showing the requisite percentage in 29 charges separately for 1969-70 
and 1970-71. The average percentage of voluntary disclosures found 
to be correct by the department dpring the years 1969-70 and 1970-71 
are as under:- 

1969-70 . . . . 25.32 per cent 
1970-71 . . . . 39.35 per cent 

2.366. The Committee find that the Commissioner of Income-tax 
had not forlowed the provisions of Section 271(4A) of the Act as 
clarified by the Board in their circular dated 29th September, 1969, in 
waiving or reducing the minimum penalty in as many as 177 cases 
where the voluntary disclosures were not full. Admitting that the 
action of the Commissioner was wrong, the representative of the 
Central Board of Direct Taxes averred that he had acted to sefeguard 
the interests of revenue. According to him it is one of the incentives 
to the assessees to come to a settlement by reducing the penalty or. 
waiving it. He further pleaded that when an assessee discloscd his 
concealed assets the difference in valuation thereof did not reAect on 
the fulness of the disclosure. The Committee are unable to fully 
share this view especially as in these 177 cases the amo~mt  finally 
acceptedlamessed war Rs. 4.79 crores as against the disclosed income 
of Rs. 3.12 crores d y .  In oay case conceesion shown in the matter 



of levy of penalty in such cases is not in c d o d t y  with the law as 
it stands now. Any review af the pocrition in 'order to provide for 
concdon where there could be honest difference of opinion regard- 
ing valuatbn should take into account the need to deter effectively 
deliberate underestimation of assets diuclostd. . . 
Audit Paragraph 

2.637. Under Section 214 of the Income-tax Act, if on regular as- 
sessment it is found that the advance tax paid by an asseesee is in 
excess of the tax determined on regular assessment, the assessee is 
entitled to interest on the excess advance tax so paid. The interest is 
payable at a specific percentage on the amount by which the aggre- 
gate sum of instalments of advance tax paid during any financial year 
exceed the amount of tax determined on regular assessment. It was 
noticed in Audit that the department while calculating interest pay- 
able to assessees on the excess advance tax so paid, levied the interest 
on the difference between the advance tax paid and the tax determin- 
ed on regular assessment reduced by the tax deducted at source. On 
the language of the provisions of Section 214, there is no warrant for 
this type of determination of interest by deducting the tax deducted 
at source. The adoption of incorrect method of computation of tax 
on which interest was payable by the department resulted in excess 
payment of interest of Rs. 9.80 lakhs in 75 cases in 12 Commissioners' 
charges. 
[Paragraph 60 (b) of Audit Report (Civil), Revenue Receipts, 19701 

2.368. At the instance of the Committee, the Ministry of Finance, 
in a note submitted to the Committee, Clarifying the provisions in the 
Income-tax Act regarding payment of interest to assessees on ad- 
vance tax paid in excess, stated as follows:- 

"The opinion given by the Ministry of Law in this respect is 
reproduced below: - 
"Section 214 provides for the payment of interest on the 

amount by which the aggregate amount of any instal- 
ment of advance tax paid during any financial year ex- 
ceeds the amount 'of the tax determined on regular as- 
sessment'. The point discussed in this file is whether 
the expression 'tax determined on regular assessment' 
means the gross tax or the tax arrived at after giving 
credit to the tax deducted at source. 

2. Under Section IW, tax deducted at source is deemed b6 
be paid on behalf of the person concerned and credit 
is given to the pereon in the assessment made for the 
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immediately following assessment year. U ~ d e r  Sec- 
tion 205, where tax is deducted at source, the assess3e 
shall not be called upon to pay the tax himself lo the 
extent to which tax has been deducted from that in- 
come. This shows that the expression 'tax determined 
on regular assessment' must necessarily be the tax 
after giving credit to the tax deducted at source. 

3. Reference may be made in this connection to the defini- 
tion of the words 'regular assessment' in Section 2(40) 
as meaning the assessment made under Section 143 nr 
Section 144. Under Section 143, the Incomeitax Officer 
has to make the assessment in the manner specified 
therein and 'shall determine the sum payable by' the 
assessee. The same words occur in Section 144 slso. 
Obviously, it is only the amount which is act~ially pay- 
able by the assessee for the relevant assessnlent year 
that is determined by the Income-tax Officer. In deter- 
mining this amount, the Income-tax Ofijcer has neccs- 
sarily to deduct the advance tax for which there 1s al- 
ready a credit under Section 199. He cannot makc a 
demand in respect of the amounts already credited ah 
advance tax. 

4. For the above reasons, the reawnable view to take would 
be that interest is to be calculated only on the differ- 
ence between the advance tax and the tax actually de 
termiined any payable by the assessee on assessment 
under Section 143 or Section 144, It is relevant to notc 
in this connection that advance tax is itself calculated 
after giving credit to the tax deducted at source." 

2.369. When enquired by the Committee whether an asscssee was 
entitled for interest on tax deducted at  source, the Ministry, in ;I 

written reply, stated: "The assessee i s  paid interest on the total 
amount of tax paid by him in excess of the tax determined to be 
payable by him. The interest is payable by the Government from 
the first day of April following the financial year in which the ad- 
vance tax has been paid to the date of the regular assessment. It  
is not that interest is paid to the assessee from the date of t h e  deduc- 
tion of tax at source right upto the date of regular assessment." 

2.370. The Committee desired to know the difference In procrd~lw 
in regard to interest payable by Government under Section 214 and 
interest payable by assessee to Government under Section 215 with 
reference to the exact provision of the Act. The Committee wa5 



given to understand by Audit that Section 215 of the Income-tax Act 
which prescribed the conditions under which interest would become 
~ayable  by assessees to Government clearly stipulated that the tax 
determined on the basis of the regular assessment should Le "reduced 
by the amount of the tax deductible at source.'' The Committee 
wanted to know whether there was such a provision under Section 
214, if not, the authority for reducing the tax determined on regular 
assessment by the tax deducted at  source. The Ministry, in a note, 
stated: "There is apparent difference between the provisions of Sec- 
tions 214 and 215 in the treatment of the tax deducted at  source. 
Section 215(5) defines 'assessed tax', an expression used in Sections 
215, 217 and 273 only. In this definition 'assessed tax' means the tax 
determined on the basis of regular assessment as reduced by the 
amount of tax deducted at source. From this, it might at first sight 
appear that Section 214 does not provide for the adjustment of the 
tax deducted a t  source. This will, however, be incorrect. It  will be 
noticed that Section 214 does not use the expression 'assessed tax'. 
This Section provides for the payment of interest by which the ag- 
gregate amount of the instalmnts of the advance tax paid during any 
financial year exceeds the amount 'of the tax determined on regular 
assessment'. The Law Ministry advised that the expression 'tax 
determined on regular assessment' must necessarily be the tax after 
giving credit for the tax deducted at source as required under Section 
205. In their opinion the expression used in Section 214 refers to the 
net tax payable. In this connection, it may be noted that advance 
tax is itself calculated after giving credit for the tax deducted at 
source." 

2.371. Admittedly there is an apparent difference in the matter of 
treatment of tax deducted at source between the provisions of Set- 
tions 214 and 215 governing payment to and charging interest from 
assessees for the excess or deficiency in the advance tax paid. While 
Section 215(5) clearly stipulated that tax determined on the basis of 
regular assessment should be reduced by the amount of tax deducti- 
ble at source, for the purpose of charging interest from the assessce, 
there is no corresponding provision in Section 214. However, the 
Committee learn that the Ministry of Law have opined that the ex- 
pression ''tax determined on regular assessment" used in Section 214 
must necessarily be the tax after giving credit for the tax deducted 
at .wwce. They further learn that advance tax is itself calculated 
after giving credit for the tax deducted at source. Government may 
consider the quegtion of amending Section 214 suitably to place mat- 
ters beyond doubt. In the meanwhile, suitable instructions should 
be issued to avoid any divergence in p'ractice in regard to payment of 
interest under Section 214. 



the position obtaining in regard to similar omission in other Income- 
tax CMlces in the same charge and in other Commissioner's charges. 
The Ministry, in a note, submitted to the Committee stated: 

"The Ministry have not been able to collect full information re- 
garding all the cases, but C.I.T., Kerala has reported that in respect 
of 35 'cases relating to his charge the Audit comments were unjusti- 
fied because some of the persons had no taxable income, some pay- 
ments made at any one time did not exceed Rs. 400, and in others, 
payments had been made before the provision was introduced in the 
Act. 

The Ministry, however, admit that there may have been some 
lapses, and keeping in view the omissions pointed out in the Audit 
Paragraph and the difficulties experienced by the field officers, the 
Board are reviewing the whole matter of tax deductions at source 
including those made under section 194-A. Amo'ngst others, the 
Board are considering the following changes:- 

(a) The obligation to deduct tax at source may be made appli- 
cable for cases in bigger cities only when the payment of 
interest exceeded Rs. 1,000 "at any one time", instead of the 
present limit of Rs. 400. 

(b) A penal clause may be introduced whereby non-deduction 
of tax at source on interest paid, will entail disallowancc~ 
of interest, which otherwise is an admissible deduction 
from the total income. 

(c) Insurance of letters by the Income-tax Officers to the 
assessees other than individuals and H.U.Fs. borne on the 
list of advance tax payers and other big assessees inform- 
ing them about their obligations under the law and 
requesting them to deduct the tax and deposit the same 
.in the Treasury within the prescribed time limit. 

(dl Creation of separate Cells to deal exclusively with matters 
connected with the deduction of interest at source." 

2.379. Inviting the attention to the short-recovery of Rs. 4289 in 
three cases mentioned in sub-para 1 (ii) of the Audit paragraph, the 
Committee desired to know the extent of total short-recovery that 
had come to the notice of the Department, as a result of a review 
if any undertaken by the Department in the light of the Audit para. 
The Ministry, in a written note, replied: "Information will have to 
be collected. No review has been undertaken as yet. However, as 
stated above, the whole matter of tax deduction at source is to be 
reviewed." 



2.380. The Committee pointed out that though according to the 
Law, persons who recovered tax from interest payment should remit 
it to the credit of Government by the 7th day of the month following 
that in which the deduction was made, delay of three days to 6 
months was noticed in 27 cases. The Committee wanted to know 
the action proposed to be taken to insist on prompt remittance of tax 
d l ec t ed  to Government account. The Ministry, in a note, stated 
that the apprehensions of the Committee would be kept in view while 
reviewing the whole position. 

2.381. From sub-paragraph (2), the Committee learnt that the 
Income-tax Department itself was a defaulter in recovery of tax due 
from interest payments. Though instrvctions were issued by Central 
Board of 'Direct Taxes clarifying the legal position in March, 1968, 
the Department did not appear to have followed the instructions. 
According to the paragraph in 49 cases, tax amount of Rs. 1,19,857 
was not deducted. The Committee desired to know whether a review 
had been undertaken to find out the total interest payments made by 
the Department from 1-10-1967 to 31st August, 1971 to know the total 
interest paid and the tax not recovered from it. The Ministry, in a 
note, stated: "The Ministry agree that technically the Department is 
also liable to deduct tax at source on interest paid by it to the assessee. 
but  feel that it would be a futile exercise involving a lot of avoid- 
able accounting and administrative work. As such, they are con- 
sidering an amendment to this effect. No such review has been 
undertaken." 

2.382. The Committee pointed out that it was stated that where 
interest was credited to the account of a payee, the tax was to be 
deducted at  the time of crediting the account and not a t  the time 
of payment. The Committee desired to know the machinery by 
which the Government ensured that in all cases where the obliga- 
tion was to deduct tax at  source at the time of crediting interest, 
i t  was properly and promptly fulfilled by the person concerned.' 
The M i ~ s t r y ,  in a note, stated: "At present, the Government does 
not have any machinery by which they may ensure that the obliga- 
tion to deduct tax a t  source at  the time of crediting interest is pro- 
perly and promptly fulfilled. But this aspect will also be kept in 
\liew while making the necessary changes. The success of a measure 
like this largely depends upon its compliance by the persons con- 
cerned. One of the methods by which this can be ensured would 
be to take deterrent measures to make such a default unrewarding." 

2.383, The Committee are distressed to note the non-deduction or 
short dedurction of tax at source on interest payments and delayed 



remittance of tax deducted which also did not attract the penal pro. 
visions of the Act. It is strange that Income-tax Department itself 
iu a defaulter in this regard. Such serious iapses noticed in test 
cheek of cases by Audit should have compelled the Department to 
undertake a review in all the charges to find out the extent of 
failure and to take appropriate action including rectification and 
recovery which, however, surprisingly enough were not done. The 
Committee expect that such review should be done without further 
delay and the results intimated to them, 

2.384. Unless deterrent measures are taken to make such defaults 
unrewarding, the defaults are bound to recur. The Committee 
wodd, therefore, like to know why penal provisions were not in- 
voked in respect of cases pointed out by Audit and whether there 
were similar laxities in other cases. 

2.385. The Committee note that the Central Board of Direct 
taxes are reviewing the whole matter of tax deductions at  source 
hcluding those made under Section 194A ,with a view to making cer- 
tain changes. The Committee hope that expeditious steps would 
be taken to ensure correct and timely deduction of tax at source as 
well as its prompt remittance. The Committee would await the 
outcome of the review of the position by the Board. 

2.386. According to the Ministry, although technically the depart- 
ment is also liable to deduct tax at source on interest paid by it to 
the assesssee, it would involved a lot of avoidable accounting and 
administrative work. The Committee understand that an amend- 
ment to the Act in this regard is under c o n s i d e r a h  They wish 
to observe that any change that is made should provide adequate 
check to see that the assessees do not escape the tax liability 41 the 
interest paid to them by the Department. 



CHAPTER 111 

ARREARS OF ASSESSMENTS* 

3.1. (i) As on 31st March 1970, 13.21 lakhs cases were outstanding 
with Income-tax officers pending assessment. The position of pen- 
dency of assessmehts for the last three years is indicated below:- 

Year 

1965-66 and earlier y m s  . 5857,897 1~81,019 21,667 

(ii) Category-wise break-up of pending cases is as follows:- 

(i) Business cashl having income over Rs. 25,000 Ia62,683 1~67,413 

I(ii) Business cases having income over Rs. 15,000 but 
pot exceeding Rs. q,ooo{ . . .  1,493 159 I J ~  1,929 

(iii) Business cases having income over Rs. 7,500 
but not exceeding Rs. 15,000 . . .  3,10J633 2,69,468 

(iv) All other cpsm except those in category 
(v) and refund caser. . . . . .  7315,396 5142r856 

(v) Small income Scheme cases, Government 
SIiLry cases and non-Government salary 
ass l  WOW Rs. I~,OOO. . . . .  2346,786 -- aPOaI3I 

15~84,657 13a21ah7 
--.--- ..-- -..- .. ---. -. -- 

*The figures were furnished by the Ministry. 
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(iii) The status-wise break-up of the pending cases is as given 

below: - 
, I , _ _ _ _ _ . . _ _ _ _ . _ _ _ _ _ _ _ . _ _ _ , _  -... 

Number of as- 
Status ressments pen- 

ding on 31-3-70 
----- -..- - --. -- 

(i) Individuals , . . . . . . . .  10,18,762 

. . . . . . . . .  (ii) H.U,F. 81,817 
(iii) Firms , . , . . . . . .  1,83313 

(iv) Companies . . . . . . .  23,730 

(vl Other i , . . . . . . . .  13,685 

TOTAI, 13,21,807 
--., . -. .- - - ..... .. . . . . .  

(iv) The number of assessments completed out of the arrear 
assessments and out of current assessments during 'the past five 
years are given below: - 
- - -, , - -. - - ... -. ..- ......-........ 

Nu, of Number of assessments completed ?(, Numhcr of 
assess- - --- a ~ ~ e s s m e n t s  

Financial year ments for Out of Out 01' Total pending at 
disposal current arrears the end of 

the year 

1968-69 . . 49999,237 16>73*474 17,41,106 34.14.580 68 .3  15.84h57 

1969-70 . . 48,79697 21.34.814 14.23.076 3~,57,89o 72.9 13,21.807 
----- - ----- -. - 

(The percentage in column 6 represents cascd disposed oftotolal  number of 
assessments for disposal). 

(v) Category-wise break-up of the total number of assessments 
completed during the years 1968-69 and 1199-70 is given below:- 
. .  --.-. . - . . - .- ______. . _ _  , 

1968-69 1969-70 
.... - ---. ....... 

(i)  I3u;iness cases having income over Rs, 25,000 1,95,124 2 . ~ 9 ~ 6 4 0  

(ii) Business cases having income over Rs. 15,000 
bur not excezding Rs. 25,wo . . , , 1~75,109 2,13,026 

(iii) Busincss cases having income over Rs. 7,500 
but not exceeding Rs. 15,000 . . , 4933,066 4389,431 

(iv) All other cases except those mentioned in cate- 
gory (v) and refund cases . . . .  1845,744 17~95,wR 

(v) Small income Scheme cases, Government salary 
cases and non-Government salary cases helow 
Rs. I 8,000 . . , . , , 7,853537 8,30,485 

. . . . .  34,r.f ,gRo 3 s U g 7 m  .............. ..... .,. . ,- ..... 



(vi) The number of assessmcv~ts completed and demand raised 
month-wise during 1969-70 is as below:- 

Months 

Number of Demand raised 
assesuments during the 
completed month (in 

crores ot Rs.) 

-- .-  -.-. - .-.-- 

. . . . . . .  April, 1969 59,458 13.96 

May . . . . . . . .  75,230 15.60 

A u g u s t .  . . . . . . .  2.86461 35'30 

[Paragraph 52 of the Report of C&AG for the year 1969-70-Central 
Govt. (Civil)-Revenue Receipts.] 

3.2. As on 31st March, 1970, 13.22 lakhs assessments were pending 
without completion. The corresponding position as on 31st March, 
1969 was 15.85 lakhs. The Ministry had intimated the total number 
of assessment pending as on 31st March, 1971, was 12.39 lakhs. 

3.3. The Committee were given to understand by audit that 
though on 31st March, 1970 the total number of pending cases came 



down to 13.22 lakhs from 15.85 lakhs as on 31st March, 1960, the per- 
centage of pendency in high income cases went up as shown below:- 

As on Percentage A8 on Perantage 
31-3-69 of total 3!-3-70 of total 

(in lakhs) pendency (in lakhs) pendency 

Total pendency . . ! . . 15.85 .. 13-22 . . 
P-ndency in categofies I & I1 (LC. with 
income over 15,000 ~n each case) . 3.12 20 3'09 23 

3.4. The pendency in categories I & I1 cases went up from 20 per 
cent as oh 31-3-60 to 23 per cent as on 31-3-1970. On the analysis of 
the break up of the pending cases, status wise, it was noticed as 
against 23310 company assessments pending as on 31-3-1W, the 
number of assessments pending on 31-3-70 was 23,730. The arrears 
in company assessments had thus gone up during the year under 
Report. 

3.5. The Committee further learnt from audit that the number 
of assessments completed and demands raised during the last three 
months of the financial year 1969-70, March 1970 and the rest of the 
period was as follows: - 
-. -.- ---.. ..--- --- - -..-. - 

No. of Percentage Amount Percentage 
assessments of total ofdemard to tola1 

completed arsestac r t raised demand 
completed (in raised 

crores) -- 
Du .:g the months Jan.-March, 1970 14,86,698 42 411.28 58 

March, 1970 . . . . . ~~67 ,680  16 245'10 35 

During the remaining period . . . 20,713192 58 295'73 42 
-- - - - . - .. ---. -------- - -. 

3.6. The position of assessments completed in March, 1970 is com- 
pared below with the corresponding position in March, 196s: 

No. of Percentage Amount Percentagc 
anne~smenh to total of demand to  total 

completed assessments raised demand 
completed (in rained 

crorcs) - 
March, 1969 . . . . . 4,75,a54 14 133.65 34 
March, 1970 . . . , . ~~67 ,680  16 245.10 3s 

3.7. Though only 42 per cent of assessments were completed in 
the last three months of the financial year 1989-70, the demand raised 



during the same period represented 58 per cent of the total demand 
raised during the year. 

3.8. The number of assessments completed in March, 1970 was 
about 16 per cent of the total assessments. The demand raised, 
however, was Rs. 245.10 crores i.e. 35 per cent of the total demand. 
The analysis showed that high income groups assessments were 
continued to be taken up for completion in the last three months of 
the financial year and especially in the month of March, 1970. 

3.9. In paragraph 1.42 and 1.43 of their 117th Report (Fouth Lok 
Sabha) while expressing their dis-satisfaction on the increase in 
pending assessments of bigger cases, the Committee urged the Cen- 
tral Board of Direct Taxes, to draw up a suitable programme of 
priorities for disposal of assessments so that those cases which had 
high revenue potentiality, receive greater attention at the hands of 
assessing officers. Pursuant to the above recommendation, the 
Ministry issued suitable instructions to the Commissioners' of 
Income-tax in July 1970, as under: 

"The Board have carefully considered the question of draw- 
ing up a suitable programme of priorities for the disposal 
of category I assessments. During the current year all 
the assessments relating to the assessment year 1966-67 
will have to be finalised to save the time bar whereas 
during the financial year 1971-72 there would be three 
time-barring assessments uiz. ,  assessments relating to 
assessment years 1967-68, 1968-69 and 1969-70. Thus, un- 
less a systematic programme is drawn up for the disposal 
of these assessments the Income-tax Officers may not be 
able to devote adequate time to the examination of cases 
involving larger revenue, during the financial year 
1971-72. In order to avoid such a contingency the Board 
have decided that a large humber of Category I cases 
should be disposed of during the current year itself and 
in any case all Category I assessments for the assessment 
years 1966-67 and 1967-68 should be disposed of during 
the year itself. This will normally leave behind only the 
time barring assessments for 1968-69 and 1969-70 for dis- 
posal during the year 1971-72. You may, therefore, take 
immediate steps to ensure that the above instructions are 
implemented and the pendency of Category I cases is 
brought down considerably by the end of 1970-71." 



3.10. During evidence, the Finance Secretary, explained: "I have 
the statistics and figures given by the Audit and we are also pain- 
fully aware of the fact that somehow or other, the bigger cases 
come to be completed only during the close of the financial year. 
This is a fact which cannot be denied but there are reasons for it, 
which I would like to place before you." 

8.11. The Chairman, CBDT added: "One thing is as to the steps 
taken I have issued a directive to the Income-tax Officers and the 
commissioners that all big cases involving substantial revenue must 
be completed before the 31st December this year." 

3.12. Elaborating further, he stated: "The point is that the De- 
partment had a large backload of arrears. Statistically it was 
staggering. So the first reaction was to reduce the number and 
while trying to do that, it must but natural that attempt was made 
to dispose of the small cases and try to complete them first so that 
the statistics looked impressive. Now in order to break this, I want 
small cases to be taken up in the last quarter of the financial year 
and the big cases to be completed before the 31st December, because 
after all statistics would be for the entire financial year. There is 
another aspect, which I must bring out here. This is about thp 
instructions to complete the cases of bigger assessees well before 
the time l i m i t s a y  by 31st December. But earlier too, as far back 
as my memory goes in the years 1953 or 1954 instructions were 
issued in regard to the time barring cases which were required to 
be completed before or about end of the relevant financial year 
But despite the clear directive from the Chairman in those days. 
the cases dragged on till 31st March. And there is a reason for 
which I don't think, it is fair to blame the department only. The 
point is, that these cases are usually big cases represented by emi- 
nent lawyers who as you know, have a knack of dragEfing on the 
cases by argumentation and by various pleas. they just drag on. 

Now the Income-tax Officer has an option if he does not give an 
adjournment, and that is to make and enrpnrte ordtr. But it is gene- 
rally dangerous because in such a case, an ezparte assessment has 
no meaning. So I should say that is one of the actual difficulties 
which, I as an officer, have also experienced despite anxiety to com- 
plete the cases in time. That is o'ne aspect. 

The other is that so far as the current year's assessment is con- 
cerned, the time for filing returns in respect of those accounting 
years which close after December, may be extended by some period 
that is upto next September or December withouf charging interest 
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Therefore, in those bigger cases which are current, the Income 
tax Omcer would have time from January, February, or March 
because most of the assessees do ask for the maximum time-lfmit. 
If the department refuses extension of time-limit they will certainly 
feel that the Department has not been fair to them. So, on pay- 
ment of interest of 9 per cent they get the extension of the time and 
even if we raise the interest rate, they may not bother. By and 
large, the tendency of the bigger assessees regarding submission of 
income-tax returns, is to delay till the closing period of the financial 
year. 

Now in order to meet the budget targets, the Incometax OfEcers 
would certainly like to take up disposal of bigger cases as som as 
they are received but despite the efforts right from the year 1855, 
I believe it may be even earlier, the odd position still  persists." 

3.13. In reply to a question the witness stated: "We have been 
constantly issuing instructions to the Commissioaers and the Ofkers 
that by 31st December, they must complete all the big cases. If 
the assessees do not come to the office and if they do not cooperate 
under various pretexts which are most ingenuous ones, the ofacer 
can, of course, decide the case ezparte and close it. But certainly, 
he would be risking the revenue he has not got the full facts of 
the case. The case may have to be reopened because the assessee 
says that enough opportunity was not given. This is the general 
practice." 

3.14. Pointing out that 23,730 company assessments were reported 
to be outstanding as on 31-3-70 the Committee asked for the reasons 
for not completing them in time. The witness stated: ''It is not the 
real situation that you have pointed out. The number of pending 
company cases is no doubt 23,310 but there may be more than 3 or 
4 assessments involved in a case." 

3.15. The Finance Secretary, added: "The reasons for large num- 
ber of pending cases of Arms and companies are that it is worth- 
while to study in detail as to why they are being delayed. There 
may be various reasons; sometimes a company may be in Ifquida- 
tion; sometimes the party may not be interested in compleldng its 
aaeament. From the revenue poiilt of view, they are more impor- 
tant than the individual cases!' 

3.18. When suggested that the Law should be amended so as to 
enforce that before a case was reopened under section 146 or even 



before an appeal was made, the assessee should pay a certain portion 
of the tax assessed upto the undisputed amount and that amount 
should be paid before the reopening could be considered, the witness 
stated: "This is a very good suggestion. But a certain portion, may 
be, 20 per ceht or 30 per cent, something has to be examined. It 
will not be possible to introduce in this Bill, but we will have to 
consider i t  in the main Finance Bill. I do not think that they will 
permit any new clause to be included at this stage." 

3.17. In reply to a question the witness added: "An amendment 
can be introduced only in respect of matters which are already in- 
troduced. Something which is outside the purview, cannot be intro- 
duced." 

3.18. The Committee desired to know the number of Income-tax 
Ofhers on rolls as on 1-4-68, 1-469, 1-470 and 1-4-71 and the average 
number of disposal per I.T.O. during 1967-68, 1968-69, 1969-70 and 
1070-71. 

3.19. The Ministry in a note furnished the information as under: 

No. of Income-tax No. of Income-tax 
Date Officers on assess- Officers on the rolls 

ment duties of the Department 

1-4-68 . . . , . 1,701 r ,988 

Average No. of assessments disposed of per I.T.O. on assessment duty. 

1967-68 1968-69 1969-70 1970-71 

Income-tax . . . . 1,503 1,789 1,738 1,568 

W.T. & 
G.T. . . . . , - 64 66 104 101 

TOTAL . . . . . 1,567 1,855 1,842 1,669 - 
3.20. The Committee wanted to know the number of cases 

wherein the completion of regular assessments became time-barred 
during 1968.69 to 1970-71 and the approximate tax effect involved 
in them. The Ministry, in a note, stated that they had no informa- 
tion about any regular assessments having became time-barred 
during the years 1968-69, 1969-70 and 1970-71. 
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3.21. The Committee note that the number of cases of pendiag 

assessments came down from 23.30 llrkhs as on 31-3-1668 to 15.85 
lakhs as on 31-3-1969, 13.22 lakhs as on 31-3-1970 and 12.39 lakhs as 
on 31-3-1971. Although there is a progressive improvement tn the 
position of pendency of assessment cases since 1968-69, the pen- 
dency in categories I and I1 (i.e., with income over 18,000 and above 
in each case) continues to be heavy. As on 31st March, 1970 out of 
the total pendency of 13.22 lakhs cases the number of categories I 
and I1 cases pending was 3.09 lakhs which worked out of 23 per cent. 
The percentage of such cases was 20 per cent as on 31st March, 1969. 
As against 23.310 company assessments pending as on 31st March, 
1969, the number of assessments pending on 31st March 1970 was 
23,730. Another unsatisfactory feature is that there was rush of 
completion of assessments and raising of demands towards the end 
of the financial year. The number of assessments campleted in 
March 1970 was about 16 per cent of the total assessments but the 
demand raised however, was 35 per cent of the total demands for 
the year. The analysis of the demands showed that high income 
groups assessments were continued to be takn up for completion 
in the last three months of the financial year and especially in the 
month of March. In paragraphs 1.42 and 1.43 of their 117th Report 
(Fourth Lok Sabha), the Committee, while expressing their dis- 
satisfaction over the increase in pending assessments of bigger cases, 
urged the Central Board of Direct Taxes to draw up a suitable 
programme of priorities for disposal of assessments, so that those 
cases which had high revenue potentiality receive greater atten- 
tion at the hands of the assessing ofhers. The Committee were in- 
formed that the Board have issued necessary instructions to the 
assessing officers that all big cases involving substantial revenue 
should be completed before 31st December and the smaller cases 
to be taken up in the last quarter of the financial year. The Com- 
mittee have, however, been informed about the difficulties in &a- 
1isatio-n of bigger cases before December. One of the difficulties as 
explained by the representative of the Ministry is that "usually 
big cases represented by eminent lawyer. . . . . . . .just drag on." An 
other difficulty is that the assessees seek extendon of time on pay- 
ment of interest. The Committee are concerned over the  lea of 
helplessness of the department in completing the assessment C- 
a bigger assessees before December. They, however, find that the 
Working Group of the Administrative Reforms Commission have 
come to the conclusion on the basis of ? ease study that the total 
number of adjournments panted by the Income-tax Officer on his 
own is much higher than the number of adjournments asked for by 
the assessees. The Comml"ce, therefore, desire that government 



shoudd se~iously cnnairlar this aatteo j. JL ib m t s  atdc take 
e w t i v e  measuves, to discour- dibtery tw&s oa bo4b rllrc 
assessees and the Aaee~~img authorWm-m th.t bigger .I(MW- 

meats may be completed speedily. 

Tbc ComrmHtse mgwt that i t  sboW also Bc e~rmiaed 
' wbtlar  in c a m  w b i i  am svught ta lie reopened by the a m m e e s  

u.8sr %&on 146 of the In- Tax Act or befee  .a a m e l  is 
n d e ,  the assussees sboutd bul t e q h d  to deposit a terteia portion 
of bile trx uphie% shauld not be less than that pertarlnbg b the un- 
dirpmbl h o m e .  'Ebb CcynmWee woukl hthm stress tlist in all 
caws of asse~fllleat;lreadllt~sment #t would be desirabie if the pay- 
n ~ n f  d tax oa d i r p o t e d  polltien of ineane is made a condition 
p#ue&nt b iWhg appeals. 

3.23. The Committee And that the number of income tax officers 
attending to assessment duties has progressively increased from 1701 
as on 1st April, 1988fo 1912 as on 1st April, I-, 2056 as on 1st 
dprfl, Ri7O and 2234 as on 1st April, 1971. The effect of this appears 
to have been the reverse of what might have been expected. The 
average number of assessments disposed of per Income Tax Oiacer on 
assessment duty has decreased from 1855 in 1968-69 to 1842 in 1959- 
70 and I868 in 1970-7I. No satisfactory explanation for this pheno- 
menon has been adduced by the Ministry. The Committee suggest 
that the reasons for decrease in the average number of assessments 
particularly during the year 1970-71 may be investigated by the de- 
partment. 

b24. The Committee need hardly stress Chat the Department 
sbeuhl also give adequate attention to the revenue collected and the 
accuracy displayed in assessment. . 

3.25 The Working Group of the ~dministrative Reforms Com- 
mission suggested that for cases of incomes above Rs. 50,000 there 
should be a hundred per cent check and that they must be compul- 
sorily audited by Chartered Accountants who should append a csm 
plete list of points examined by them. Referring to the dieRculty 
regarding inadequacy of Che~tered Accountants to undertake com- 
pulsory audit, the working g m p  had observed, "Today the number 
of praet'ising Chartered Accountante is nearly 5,000 and with fresh 
candidates passing every year, the position will be much easier in 
future. In fact, compulsory audit might encourage younger Char- 
tered Accountants to .take to tax practice and it will equally be 
helpful ta the tax payers and the Department". 



3.26. The Administrative Reforms Commission in their Report 
observed, "We agree that audit by qualified Chartered Accountant 
would be helpful in relieving the am8888ing authority of the need to 
make routine checks and enabling him bo concentrate on the broader 
aspects of the determination of the asoeeeees cmvct liability. How- 
ever, we are not sure whether audit made compulsory by law would 
not delay the submission of returns. Further, the numk of C h -  
tered Accountants being limited, it may not be possible for all 
assessees to secure their service except at  heavy cost w at the cost 
of detailed scrutiny. " 

327 The Committee asked whether in view of the fact that the 
number of Chartered Acmntants had increased considerably, It 
was not feasible that all returns involving income of more than Rli. 
1 lakh should be certified by Chartered Accountants so that the onus 
of responsibility was placed on them and the wurk of the Depart 
ment in checking of the returns was facilitated. The Finance Se- 
cretary stated: "I think, i t  would be a good measure in the case of 
returns above Rs. 1 lakh, whether of companies or individuals, that 
they are accompanied by a Chartered Accountant's certificate, that 
the assessment hai been made according to law and the amount de- 
ducted or proposed to be deducted is according to law. I think it 
would be a good idea and it wauld certainly help". The witness 
added, "We could devise some method. We may have discussion With 
him (C&AG), the Company Law Department and the President of 
the Chartered Accountants Institute. We might be able to find 
some way out." 

3.28. Now that the number of Chartered Accounts has increas- 
ed considerably, the Committee d d  suggest that sdtabb m&od 
should be devised to h v e  aU retufm ad income involving more than 
Rs. 1 lakhs certified by Chartered Accountants subject to appro- 
priate conditions and t-s so that tb;! Income-Car Odicers may 
concentrate attention om h a d o r  aspeds of dakrmiry correctly the 
tax liability. The Committee would like this matter to be examin- 
ed early by Goyernment in coqsu?tatlon witb aa camemed. 



CHAPTER IV 

ARREARS OF TAX DEMANDS.. 

Audit Paragaph 

4.1. (i) The total effective demand of tax outstanding on 3lst 
March, 1970 was Rs. 682.56 crores (which excludes a demand of 
Rs. 158.14 crores, the collection of which had not fallen due on 31st 
March, 1970). Of this, the net effective arrears representing reco- 
verable demands was Rs. 591.18 cmres. The balance of Rs. 01 .S8 
emres comprised the following: 

(Rs. in crores) - 
I,  Reduction expected on account of : 

(a) D.I.T. relief . . , . . 

(c) Protective assessments . . . , , 6-46 
43'47 

z. Irrecwerable dues which will be written off ultimately : 

(a) from persons who have lelt India . . . 11-48 

(b) from companies in liquidation . . . . 81.20 
(c) Itom cases pending before certificate officers , 28.33 47.91 -- 

9103'3 

4.2. The net effective arrears of Rs. 591.18 crores included: 

(a) Rs. 91.48 crores being the amount of advance tax relat- 
ing to the demands included in the gross demand; 

(b) Rs. 6.15 c r o w  $being the amount uf tax stayed by appel- 
late authoritieslHigh CourtslSupreme Court as on 31st 
March, 1970; and 

(c) Rs. 23.55 crores being the amount pending disposal of 
appeals wherein stay has been granted other than those 
included in (b) above. 

- 
*The 0- were furnished 'by the Ministry. 



(ii) The following table shows the net effective arears pending 
without recovery as at the close of five years ending 31st March, 
1070: - 

, Net effective arrears ae on (Rs. in crores) 
. --.--- ----- - ----- -- --.- --- 

31stMarch,1%6 . . . . , .  . 244.67 
, . 

3Ist Mmch, 1967 . . . . . . 337.70 
jrst March, 1968 , , . . , . 410.05 

3Ist Mwch, 1969 . . , . . . 537.98 

3rst March, 1970 . . . . , , 591.18 - . -  -.--..___--__-_.-_ - 
(iii) The figures of corporation tax, income-tax and interest com- 

prised in the gross arrears of Rs. 840.70 crores and the years Oo 
which they relate are shown below:- 

(Figures in norm of rupees) - ----- -- ----- ----.. - 
Corpora- Income- Interest Total 

tion tax tax 

(i) Amarsyof 1959-60 and earlier 
Yeam . . . . , 4'77 55'53 1'99 62-29 

(ii) 1960-61 to 1967-68 . . . 50.61 195.33 17-59 263043 

(iv) The table below shows the number of assessees from whom 
gross arrears of Rs. 840.70 crores are due, classified on the basis of 
assessed income :- 

A m  demand No. of Tom1 arrears 
assessees (in crow of 

RS.1 

Upto Re. I lakh in each case . . . . 16~1,589 439' 46 
Over Rs. I lnkh upto 5 lakhs in each case 4,913 107'99 
Over Rs. 5 Iakhn upto Rs. ro lakhs in each case 814 62.72 
01:r RS. 10 l a b s  upto Re. 25 lskha in each case 488 69. 04 
Over Rs. 25 lakhu in each case . . . . 244 ISI-49 



{r) The table bdow shows the number of cases and the amount 
of Irrcorne-tax stayed on apperb and revision petitions as on 80bh 
June, 1969 and 30th June, 1970:- 

No. of cases in which Amount of tax stsyrd 
tax was stayed (in ltkhs of xu1 ce 8 )  - 

30-6-69 30-6-70 30-6-69 30-6-70 
(a) Before Appellate Assistant Commis- . . . . .  sioners 6,677 17,130 3,464 5,386 
(b) Before Income-tax Appellate~Tribunals 908 1,127 948 1,635 

(c) Before, High Courts . , . 674 603 3,774 3,125 

(d) Before Supreme Court . . 53 29 74 37 

(e) Revision etitions before Commis- 
sion.~ o?lnmme-tax . . 171 I 78 99 . 135 

(vi) The totd demand oi taa certifkd to Tax Becovery ~CHXceas 
for recovery as on 31st March, 1970 was Rs. 486.65 crores. Yearwine 
details of the demand certified and recovery made by the Tax h- 
covery Wcers  to end of 1969-70 is given below:- 

(In crores of &.) 

Year Amount Amount Bala* ce 
Certified recovered 

- 486.55 
[Paragraph 53 of the Report of CAG for the year 1969-7Uentral 

Government (Civil) --Revemwe Receipb.1 
4.3. As on 31st March, 1970, the gross arrears of income tax 

amounted to Rs. 8M.70 crores. The position of outstanding tax as 
at the end of March, 1966 to March, 1970 is as follows: 

Year ending 
Arrears Ne! 

outstanding cffect~ve 
(in prmrs 

a o r n )  (in 



4.4, The Committee wanted to know the distinction between the 
terms 'Gram arrears' and 'Net eflective arrears' of incorn-tax. %''he 
Chairman, CBDT, explained: "We first call the grogs auearrr 
ing to the Income Tax Demands Begbter. From this we bedud 
certain arrears because they are not effeceive afiears, for example, 
the D.I.T. Relief and Appellate Relief and demand against protective 
assessments, irrecoverable dues which may be fnnn persons who 
left India or from companies under liquidation. These are the ffgu- 
res which in our opinion are not recoverable at dl .  But they are 
maintained because of procedural requirements. For example re- 
garding the persons who have left India, we are maintaining in our 
records the figure of gross arrears but none 05 these arreas ere re- 
roverable. Now we have been giving the figures of net arrears 
which are a little different from net effective arrears. But to a cer- 
tain point of time we were giving flgures of net effective arrears. 
Later we gave figures of net arrears. This change was brought 
about from 1968. I would like to explain to you how we arrive at 
this new category of net arrears. If a demand has not fallen due or 
if certain demand has been stayed either try the Assistant Commis- 
sioner, Tribunal, Commissioner, or the Income-tax OflBcer so long as 
the demand has been stayed we are not in a position to recover it. 
Therefore, from the gross arrears we deduct all those demanas 
which are not due, which are covered by advance tax, which a* 
stayed i.e. demands for paying which extension of time is given 
these are the figures which we deduct from the gross arrears b e  
cause at a particular paint of time we are not in a podtion to recover 
such arrears." 

4.5. The Committee desired to know the reasons for accumulation 
of arrears of tax inspite of the systems of deduction at source, pay- 
ment of advance tax and self-assessment. The Finance Secretary 
stated: "If advance collection at saurce has been made, then the 
difference should narrow down gradually. It should be practically 
equal to the demand. In some cases, these are also due to the new 
provisions of law. Penalties are added. We will have to investi- 
gate all this." . . .... 

4.6. When enquired whether the figures of the gross arrears, com- 
piled by the deparhnent, were scrutinieed by Intenad Audit, the 
wttAlr!m stgte: ''Previously we uehd to assign this to the irlernal 
a m ,  but later on we dopndlbzd due tn theenlargement of ibfaanc- 
tisns, k interad audit coppld lOOt do thb task 4, tBR1.eQre. a# a 
measure d expediency we mrdPc it a practice to ask onotber .od8ce 
to check up these figures." * #  . 



4.7. In reply to a question, the witness stated that the net a m u s  
were Rs. 374 crores for 1967-68, Rs. 435 crores for 1968-69, Rs. 507 
cmres for 1960-70 and Rs. 499 cmes for 1970-71. He added that 
%r the first time in 1970-71, the p w t h  is arrested and we have 
b m ~  tying to bring i t  down further. " I 

4.8. The Witness added: "Every year, the collection, out of 
arrears demand have been rising. During the last three y e m  it  is 
101 crores, 129 crores, 159 crores." "The t&al collection has gone up 
from 678 crores to 801 crores to 838 crores. The budget collection 
"has not remained steady. Part of the budget cullection is due to 
arrears and part is in current grant." 

4.9. In a note furnished to the Committee, the Ministry of Fin- 
ance have stated the following position of net effective arrears as 
on 31st March, 1971:- 

(In crorcs of Rs.) -- -- - -. 
(i) T ~ t d  effective arrears (excluding a demand of Rs. 129~32 

crores which had not fallen due) . , . . 609.45 

(ii) Net effxtive arrears worked out as below:- 

Effective arrears [as at item zg(i)] . . . 609.45 
Deduct 

(i) Aivance tax included in the gross demand awaiting 
adjustment . . . , . . . . 4.66 

, (ii) Amount of tax collection of which had been stayed 
by app:llate authoristiesIHigh CourtsiSupreme Court 
as on 31-3-71 . . . . . , , . 63'04 

(iii) Reduction expected on account of :- 
(a) DIT Relief 
(b) Appellate relief allowed by courts ' ' 

7'49 
(c) Appellate relief by I.T. authorities incluhina dmour;tr 15'05 

under protective-assessments , . - . . 63-77 153.01 

(iv) Irrecoverable dues which may have to be written 
off ultimately : 

(a) From peraons who have left India . . . 13.16 

(b) From companies in liquidation . . .  9-62 

(c) From cases pending before certificate offikrs 34.84 56-62 

4.10. The Committee pointed out that a sum of Rs. 47.01 crores, 
iepresenting dues which would be written off ultimately, wae shown 
as arrears and ihcluded in the total effective demand of tpx out- 
atanding as on Slst March, 1970, and enquired whether there Was 



any time limit for write off and removal of the amount frola tht 
list of bad debts. The Finance Secretary stated: "It goes on for a 
very long thee It is only when all pmessea have been exhausted 
and eve~ybody says that now there is no means of getting it that 
~roceedings for write off are taken, and even they take a long time. 
Even after the reports are received from all tax collecting or gather- 
ing authorities that these cannot 'be cleared or that the man is not 
available crr that he is dead or that there is no property and so on a 
very involved process has to be gone through before these are finally 
written off. I t  is a very long process unfortunately, but there has 
been some slight improvement on this question of write off of some 
of these bad debts. In fact, this year's report itself mentions that a 
comparatively larger number of cases were written off, and it rose 
in percentage from 0.0.. .0.2. or something uf that sort, in terms of 
amounts as well as number of cases. But it would be good if we 
could get rid of these things from the books. It  is no use showing 
the irrecoverable demands in the books." 

4.11. The Committee drew attention of the witness to the Report 
of the Administrative Reforms Commission on Central Mrect Taxes 
Administration wherein at page 9, the following have been stated 
in regard to write off or irrecoverable demands: 

"No useful purpose is secured by keeping these in the books 
as irrecoverable arrears. It  only creates a misleading 
picture uf the recoverable content of these arrears. The 
pmper thing to do in the circumstances is to write off the 
irrecoverable demands. There is, however, a reluctance 
to write off these demands reluctance which is attributed 
by this group to a fear among the income-tax a u M t i e s  
that their action in writing off would be open to criticism 
in Parliament and elsewhere. This fear should I& re- 
moved by an assurance that the writedl of arrears 
clearly proved as irrecoverable is the proper thing to do..." 
In this connection they have made the following recom- 
mendation: 

"Recommendation No. 3: We recommend that action should 
be taken for expediting writing uff of outstanding de- 
mands if they are found clearly to be ifiecoverabIe. 
Such demands should ;be scrutinised by a Committee 
consisting of the Commissioner, the inspecting as8i8tant 
commissioner and the income-tax aPBcer concerned, if 
the amount to be written off docs not exceed Rs. 2 lek)is 
wEere such amounts range between Rs. 2 lakhe pnd 



Rs. 5 l a s ,  a c~mnzittee &w scrutiny sitadd consist of the 
comm&sianer wad the Directpr uf InrpffSicm. Where 
higher am.ounb are involved, the emmmirdroner anel the 
Direcwr d bspsctim should oc~gltinise the c a m  and 
put them up to the herd for disposal." 

4.12. The Committee enquired whether any action had been on 
the recommendation of the Administrative Reforms Comrnisdon . 
The Finance Secretary replied: "These Committees have been con- 
stituted with slight variations, and they are going through the cases 
and making recommendations. " 

4.13. The Chairman, Central Ward of Di~ect Taxes added: "I 
may just detail how we have done it. With a view to accelerating 
the pace of write-off, the zonal armmittees are required to meet once 
in two months in multi-commissioner's charges. W e r e  there is a 
single Commissioner another commissioner from adjacent charge is 
also on the committee. Up to a limit of Rs. 1 lakh the Commissioner 
has the power to write off. Thereafter, if the arrears are over 
Rs. 1 lakh but up to Rs. 5 lakhs, it is examined by zonal committee 
which senads through t.he Director of Research Statistics and Ptlbli- 
cations, a report to the Board. The Director examines i t  and' then 
the concerned Member of the Board has the power to allbw a write 
off, " 

4.14. When enquired about the criterion b r  declaring the arrears 
as irtecovertrble, the lbanae  Secretary, dated: "The following kinds 
of iqu ides  are made before a writeoff action is taken up. First, i0 
has to be examined if  there are any coanected cases which give a 
clue to the ass& of the Assessee. Secondly, we have to see whether 
the assessee was a benamidm could be pursued. Thirdly, we have 
to see the present sources d income of the assewe and then the 
net worth of the assessee. This is done by actual survey and i;l- 
vestigation. We have aleo to see the earlier steps whit% had been 
taken for recovery an8 with what result, whether any immovable 
moveable property had been attached and su on. After all these 
have been done, if there are no substantial assets from which re- 
covery can be mahe, fhen write off action is taken. 1$ is a fairly 
complicated proc&ure, especially when ink-ccnntcted companie 
or inter-connectdl cases or benamidars have to be pursued; This 
happens particularly in f i e  case of campany arnears.* 

4.15. The Committee ifaired to know whan zonal com- 
mittees had been constituted, the year-wise number -& oases reviewed 
by them, the numbem of cases recommended by $W for write-off 



and the number of cases together with the amount written off. The 
Ministry, in a note, submitted to the committee atate& V h e  Zonal 
Cormnittees to ga into tk question of write 0% were ctmstituttd irz 
the last quarter of 1968. The Ministry regret that they do not have 
readily available data for furnishing the number of eases reviewed 
by the Zonal Canpi t tws br 1968-9 anwards and the number of 
cases recommended by them far write off. The number of casw of 
arrears over Rs. 1 lakh and the amounts written off year-wise are 
as under: - 

No. of Amowit written off 
caaes (in crores, of Rtlpess) 

1969-70 . . . . . . .  30 1.57 

- -- 
4.16. When asked for the number of cases of over Rs. 1 lakh 

written off one year prior to the constitution of the zonal &munittee, 
the Ministry, in a written reply, furnished the information as un- 
der: - 

. - .-. - . -.- -..--- .. 
No. of Amount wrincn off 
cases (in croies of Rs.) - - 

1967-6 8 . . . . . . .  7 0.32" 
-- -- - "  - - -- - .  - - 

4.17. Pointing out that the net effective arrears of Rs. 591 .lQ 
cmres included a sum of Rs. 91.48 crores being the amaunt of ad- 
vance tax relating to the demands included in the gross demand, 
the Committee enquired whether the advance tax of Rs . 91.48 crores 
was still to be realised or having been realised but not adjusted 
against regular demands. The Chairman, CBDT stated: "To the ex- 
tent, my understanding goes, this 91.48 crores was advance tax paid 
but not adjusted." In a written reply the Ministry of Finance stated: 
"It 'is confirmed that the amount of Rs. 91.48 crores represents ad- 
vance ax paid but not adjusted. Before 1969-70 collections of advance 
tax were credited to a separate minor head 'advance payments of 
tax'. a n  completion of regular assessments, adjustment memos 
were prepared in the income-tax offices and were sent to the Trea- 
sury M c e r s  for adjustment of advance tax to Anal revenue heads. 
Only after receipt of the adjustment memos from the Treasury 
Officers credit for tax so adjusted was allowed against the demand 
raised. This system was, however, discontinued with effect from 
1969-70 in respect of Taxes on Income other than Corporation Tax and 
with effect from 1970-71 in respect of Corporation Tax also. Under , 

the existing instructions credit for advance tax paid is given a t  the 
time .when the assessments are completed.' 



4.18. The Committee wanted to know the authorities who granted 
the stay orders in respect of tax amounting to Rs. 28.55 crores in- 
volved in pending appeals. The Chairman, CBDT stated: "Adminis- 
tratively the Commissioner of income tax does authorise the In- 
come-tax Officer to stay. But legally and statutorily, the Commis- 
sioner has no right to stay and the person who can stay is only the 
Income-tax Officer. " 

4.19. The witness added: "This is a discretion which is vested in 
him. When the High Court under writ directs him ta exercise his 
discretion in dispute, the Income-tax Officer is bound to follow it 
and if he fails to exercise this discretion which is vested in him, the 
Court can compel him to exercise that discretion." 

4.20. The Finance Secretary further added: "Section 220 (3) says 
that without prejudice to the provisions contained in sub-section 2, 
on an application made by the assessee before the expiry of the 
date, the Income-tax Officer may extend the time for payment or 
allow payment by instalments subject to such conditions as he may 
think fit to impose in the circumstances of the case. This is a resi- 
duary clause and I do not think that one can withdraw this discre- 
tion from the Income-tax Officer. Very often such action is taken 
at the discretion or on behalf of the superior authority; may be in 
some cases even the court has directed the income-tax officer to 
give time. Usually these will be amounts which are in dispute which 
the assessee says he is not liable to pay. Asked whether their power 
in the hands of the Income-tax Officer could not act as an instru- 
ment of corruption the witness stated: "Wherever such time has 
been allowed there should be a review by somebody superior to, 
see whether the discretion has been properly exercised." 

4.21. Pointing out that while the appellate authorities, High 
Courts, Supreme Court had given stay order for Rs. 6.15 crores, the 
other authority of the department granted stay for Rs. 23.55 crores, 
the Committee enquired whether any study of this was made. The 
witness stated: "We can make a random review; we can ask aur 
inspection directorate to make a random check of a few cases, how 
and in what type of cases stay had been permitted." The Ministry, 
in a written note, stated that a random check of the cases in which 
the stay of demand had been permitted by the Income-tax OfRcers 
was proposed to be made early in the beginning of the new financial 
year. 

4.22. The Committee drew attention of the witness to the fact 
that as on 30th June, 1970, 9067 cases were pending before the 



Appellate Assistant Commissioners of Income tax Tribunals High 
Courts, and Supreme Court and Commissioners of Income-tax 
wherein collection of Incometax was stayed involving a demand of 
Rs. 103.18 crores. The Committee wanted to know the steps taken 
by the Mard in expediting the appeals pending before the Appellate 
Assistant Commissioners and the Tribunals. The Chairman, CBDT, 
stated: "We have issued clear directive to the income-tax oficers 
and Inspecting Assistant Commissioners to approach Appellate 
Assistant commissioners to take up cases in which large amounts 
are invalved for out of turn disposal. The Tribunal is under the 
Law Ministry and even in respect of cases pending before the Tri- 
bunal we have asked our Commissioners to contact the tribunal and 
see that those cases where large amounts are involved are taken 
out of turn." 

4.23. The Committee pointed out that the general impression 
among the public was that the Department went in appeal in most of 
the cases indiscriminately and these were rejected by the courts. The 
witness replied "There are cases where questions of law are involv- 
ed. Till the matter was decided by the Supreme Court, the Depart- 
ment had to go in appeal in every such case and at least file an a p p  
lication to the Supreme Court. There are same such cases in which 
hinges a large number of similar cases. These had given rise to a 
spate of appeals because the department must keep its remedy alive. 
What we did was that wherever the amwnt involved was more 
than Rs. 5030 we necessarily filed an application to the High Court 
just to keep our rights alive. When an important question of law 
of general application is being argued out before the Supreme Court 
the Department has to go in appeal to keep its rights alive. We 
have given clear directives to the Commissioner not tu go in appeal 
in small cases or where small amounts are involved." 

4.24. When it was suggested that the De~artment should con- 
sult the Attorney General, the witness stated: "I think the recent 
change must be pleasant; on the advice of the CAG we have re- 
ferred a matter to the Atturney General on a question of law. We 

' have departed from the past ." 
I 

4.25. The Ministry, in a note, submitted to the Committee that I "The following steps have been taken for expediting the appeals 
Pending before the Appellate Assistant Commissioners:- 

(i) The strength of. . . .Appellate Assistant Commissioners has 
been increased and in the recent past 45 more posts of 
Appellate Assistant Commissioners have been added. 



a) The disposal of appeals by the Appe1Eate Am5s-t Corn- 
mimionerr is hirag. constantly watched. In the mmthly 
review the Additional ComMcmers  in whocle charges 
very good diepasale are achieved by Appellate M t a n t  
Cqmmhionem or there are appreciable dxwtWb from the 
target, are personally ddressed by D.I. (IT). 

(iij) lnstntctb~1~ have been issued for making balanced, well- 
reasoned and realistic assessments and the ddaul thg 1.T.Os. 
win be pulled up and adversely commented. This should 
r e h c e  the rmmber of appeals being filed. 

(iv) Commissioners of Income-tax have been instructed that 
while writing Annual Confidential Report on Appellate 
Assistant Commissioners of Income-tax, they may consider 
the Appellate Assistant Commissioners' disposal of appeals 
invdving tax demand of Rs. 50,000 and abwe in Bombay 
and Calcutta charges and Rs. 25,000 and above in other 
charges. I t  has been further decided that the central 
charges at DelM and Madra should also be treeted at par 
with Bombay and Calcutta charges (including central). Tt 
will give an incentive to the Appellate Assistant Commis- 
sioner for expeditious disposal of such appeals and clear- 
ing the way thereby for prompt recovery of relevant tax 
demand. 

(v) Commissioners and Additional Commissioners have been 
instructed that they should obtain from the Income-tax 
Officers list of cases where large demands are kept in abey- 
ance pending the disposal of appeals and supply them to 
the Appellate Assistant Commissioners with a request for 
out of turn disposal. 

So far as the Tribunal are concerned, they are under the Control of 
Ministry of Law and Justice. In order to cope with the increasing 
flux of appeals and mounting arrears Ministry of Law and Justice 
'have instructed the Members of the Tribunal to take following 
-measures: - 

(i) to duly exercise their powers singly to dispose of appeals 
in cases not exceeding the amount of Rs. 48,000; 

(ii) to give a target disposal of 150 cases per Bench per month 
(the present rate of disposal is about 120 cases per Bench 
per month) ; 

(iii) to observe more strictness in granting adjournment of 
ease. 



(iv) to dictate orders in small cases in open courts; 

' '(vY to dictate orders outside the court hours or on Saturdays; , 
(vi) to sit for five hours every day from Monday to Friday for 

hearing of cases. 

(vii) Apart from these, more Benches are being created and the ' fee for filing ap$al before the Tribunal has been raised 
from Rs. 100 to Rs. 125. 

4.26. In an earlier report a recommendation was made by the 
('r~rnmittce with regard to expeditious disposal of cases pending be- 
iore the Courts to which a reply gas given by the Central Board of 
111rect Taxes that the Commissioners were approaching the 
Justice of the respective Courts to constitute additional or special 
Benches to expeditiously dispose of these cases. The Committee 
dqired to know the result and the progress so far made in the dis- 
nosa) gf cases showing the number of cases (year-wise) and the 
amount involved. The Ministry, in a written note have stated: "The . 
C'ommissioners had informal discussions with Chief Justic?s of many 
States and the response from some of the Chief Justices wqs quite 
f;ivourable. The Ministry regret that they do not have any readily 
~ivailable figures showing the progress made in the disposal of cases 
and the amount involved as a result of the Commissioners approach- 
~ n g  the Chief Justices of various High Courts. The Mmistry of Law 
were also consulted and thev commented as under:- 

"The question as to which cases pending in each High Court 
should be given priority for disposal is entirely a matter 
to be decided by the Chicf Justice of the High Court. It 
would be inappropriate for Government to issue any direc- 
tions or instructions in this behalf lest it be misconstrued 
as interfering with the independence of the Judiciary. 
There is no question of Government setting up special 
Benches of High Courts exclusively to deal with tax cast.=. 
Whether Special Bench should be set up for the dispor-' 
of a particular type of cases is a matter to be decided by 
the Chief Justice of the High Court. The Government 
Counsel in important cases can no doubt pray to the Court 

' for early disposal of the case." 

4.27. While the above is the position strictly according to rules, 
:n practice it is within the discretion of the Chief Justice of the 
St~preme Court or of the High Court concerned to constitute irom 
time to time Benches specially for hearing tax cases and allied 
matter. In the Supreme Court such Benches are c~nst i tnted from 
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time to time and some of the High Court3 where there are large , 
number of tax cases pending. also do the same. The general ques. ~ 
tion of arrears of overall work before High Courts and Supreme I 
Court is for the Ministry of Law and Justice to consider. It is well 
known that there is accumulation of wo,rk before High Courts and 1 
Supreme Court and the La'w Commission in their report on Reform 
of Judicial Administratkm had recommended that the strength of 
the High Courts may be increased where necessary, for expeditious 
disposal of cases. The matter falls within the purview of the Minis- 
try of Law and Justice for taking suitable action from time to time. 

4.28. According to Audit under the Law, interest was leviable at 
9 per cent in all cases and that from sub-paragraph (iii) of the Audit 
para-graph it was noticed that arrears of Rs. 51.50 crores towards the 
interest was recoverable from assessces. The arrears outstanding 
pertaining to, the period 1959-60 and the earlier years as on 31st 
March, 1970 was Rs. 62.29 crores. Presuming the amount to be out- 
standing from 1959-60. interest 3.t 9 per cent under Section 220(2) 
on the outstanding of Rs. 62.29 crores for the period from 1959-60 
to 1969-70 i.e., for the period of 11 years, worked out of Rs. 62 crores. 
Even without taking into account (i) the arrears of 1960-61 and for 
the subsequent years and (ii) interest leviable under various other 
Sections of the Act on arrears of Rs. 62.29 crores relating to 1959-60 
and earlier yea,rs, interest, of Rs. 62 crores was leviable. The figure 
of Rs. 51.50 crores indicated in the paragraph showed that interest 
as stipulattd in the Act was not levied by the department in a very 
large number of cases. The Committee enquired whether the Minis- 
try had conducted a review of the position regarding levv of interest. 
The Chairman, CBDT explained: "Supposing a certain debt is a bad 
debt, a businessmen need not go on debiting the interest becau~e  ulti- 
mately that bad debt alongwith the interest may have been written 
off. Here under the law, there is no cnmpwnd interest. 

Here in this case, the rate of interest is simple. Once we haw 
issued against this tax a certificate for recovery to the Tax 3ec0ver!~ 
Officer, the question of interest to be recovered will arise only when 
the Tax Recovery Officer will report back to the department as to 
the date on which he has recovered the amount. At this stage, the 
department or he would calculate the interest.. As a. matter of fact, 
I have a feeling that we can probably, change the procedure whereby 
the interest is charged only at the last so that vou have R correct 
figure of tax and interest. Today this is not. being charged regular- 
ly. I must admit." 

4.29. He added: "I quite agree that it does not pre;ent a correct 
picture. Some offlcers charge interest and some do not. They 



wait till the whole tax is recovered. The Board have given instruc- 
tions but they do not seem to be complied with." 

4.30. When asked about the date from which the interest was to 
be levied, the witness stated: "The question of interest does not arise 
because interest begins to be calculated when the tax falls into 
arrears. From the end of that year to the year in which demand is 
raised, the collecting Department charges interest, but afler the end 
of the year the demand should go to the Tax Recovery Officers for 
collection and then they were passed on to the Income-tax Officer. 
And then he will calculate at that time-when he finds that the re- 
covery was done at  this stage may be by instalments, he will calcu- 
late the interest." 'The T3.x Recovery Officer will collect the demand 
which has been assigned to him for collection. When he collects the 
demand, he will communicate to the officer and on that, it is the 
officer who will raise thc demand with interest." 

4.31. Elaborating further the witness added: "I would like to place 
the posit.ion a little more clearly. Up to the time the Income Tax 
Officer issued a certificate for recovery of the demand which is out- 
standing. he will include the tax arrears plus interest to that time. 
Then it is passed on to T.R.O. for recovery. He knows the dates on 
which the payment; are made. When he comes to the end of it, he 
will charge interest because it may also form a part of his recovery. 
That is the procedure." 

4.32. When suggested to check up the calculatims of interest on 
arrears of tax demands of over Rs. 1 lakh each to see whether it had 
been correctly done, the Finance Secretary stated: "I also accept the 
suggestion that we can go through the figures." 

4.33. In a note the Ministry stated: "During the current financial 
year a~sessments relating to three assecsment years would be getting 
t.irne-barred. The checking of calculations of interest on arrears of 
Tax demand exceeding Rs. 1 lakh in each would be undertaken in 
the beginning of the new financial year." 

4.34. Referring to the cases involving tax of Rs. 1 lakh or more, 
the Committee enquired whether it was not possible for the depart- 
ment to settle these cases quickly. The Finance Secretary stated: 
"The Board makes a special study of these cases because there are 
usudly big co,mpany cases, and there is a quarterly review to see 
what action is being taken in respect of these cases." He added: 
"We will certainly ask for a special review of these cases." 

4.35. The Committee wantea to know the experience of the Board 
of the working of the Tax Recovery Officers, their impact on the 



arrears of income-tax since the system ca.me into existence. The 
Finance Secretary stated: "The total cdlection of arrears demand 
have been improving in the last three years and in 1970-71 it was 
about Rs. 159 crores. This system came into existence three years 
ago. I am afraid we have not got separate figures of collection made 
by the Tax Recovery Officers but the total recoveries made has been 
gradually improving." 

4.36. When asked whether the collections referred to in sub-para 
(vi) of the Audit paragraph were made by the Tax Recovery OfBcers 
of the Department, the witness replied: "I presume in this case TRO 
will include State certificates officer also, because he is also called 
tax recovery officer. I am speaking subject to correction~bl~l I do 
not think this refers only to the tax recovered by the officers ap- 
painted by the Board of Direct Taxes." 

4.37. In reply to a question, the witness added: "I will give you 
some figures. Last year upto June 1970 we collected Rs. 77 crorc:; 
against arrears. This year during the same period we collected 
Rs; 88 crores. This year during the same period we collected 
arrear collection." 

4.38. When enquired by the Committee whether the tntal collec- 
tion .of Rs. 88 crores was made both the Tax Recovery Officers and 
Revenue Officers, the witness stated: "There is a little bit of doubt, 
whether we have taken over all the cases which were with thc Stalc 
Officers at various stages of processing on the appointment of thc 
Departmental Tax Recovery Officers. But I think this figurc is 
probably more relevant. Lost year we had only i.e., in 1969, 18 Uc- 
partmental Recovery Officers in the whole country. In 1970 this 
number has increased to 68 Departmental Tax Recovery Oficers. Ttlc 
total impact of the work of the Departmental Tax Recovery will not 
be possible lo be kept for one or two years because 18 Tax Recovcry 
Officers had been in the whole ccwntry." 

4.39. At the instance of the Committee the Ministry, i n  n note, 
stated the position of recovery in regard to the amount of Rs. 486.55 
crores mentioned in sub-para (vi) of the audit paragraph as unc!or: 
"The total amount of tax collected by the Tax Recovery Otiicers in 
all the Commissions' charges during the year 1970-71 was Rs. 42.70 
lakhs. This amount includes recovery made out of the amount of 
Rs..486.55 crores mentioned in paragraph 53 (vi) of the Audit Report. 
Separate figures of collectim made out of Rs. 486.55 crorcs arc not 
available." 

4.40. The Committee enquired about the position regarding taking 
tver the tax recovery work from the State Governments. 



Finance Secretary stated: "We are now taking i t  over directly our- 
selves. We have now appointed special tax recovery officers in the 
Department and have in fact appointed some additional commis- 
sioners to be specially in charge of tax recovery, and we are taking 
up the work directly instead of through the State Government 
officials." 

4.41. The Chairman, CBDT added: "We have taken over fully in 
a11 the charges of Commissioners except the following wherein i t  has 
been taken over partly: "West Bengal, Madhya Pradesh, Uttar Pra- 
desh, Orissa and Bihar." 

4.42. I t  was pointed out whether there was proper coordination 
between the Tax Recovery Officers and the Assessing Officers so that 
where the payments had been made, the Tax Recovery Officer was 
inlormed. The Finance Secretary stated: "That is all within the 
:, :me Department; there should be greater coordination. We will 
have to watch that." 

4.43. The Committee wanted to know the arrangements existed a t  
prcscnt in the Department for effecting reconciliation betlifeen the 
amount of tax deducted at  saurce (salary, dividends etc.) and the 
amount remitted to Government Account every year and to arrive 
at  the closing balance to amount collected but not credited to Gov- 
ernment Account. The Chairman, CBDT stated: "We do not recon- 
cile with the Treasury, but the statements of deductions of tax at 
source and payment thereof, are required to be submitted to the De- 
partment and are verified. If we find that either tax which was to be 
drducted is not deducted or if deducted is not paid, we launch prose- 
cutions for the default." 

4.44. The Committee learnt from Audit that a system of recon- 
ciliation was in vogue in U.K. and that the same was brought to the 
noticc of the Central Board of Direct Taxes by audit in July, 1970. 
The Committee wanted to know the action taken in this regard. The 
witness stated: "U.K. has really very good system because the payers 
are given a specific number similarly the employees also have a 
number. From the payer's number and the statements of the payees, 
there is always a reconciliatiqn possik$e. We have recently started 
this permanent account number system which it is our intention in 
course of time to extend to all these aspects." 

4.45. I t  was enquired whether the Department had considered the 
feasibility of amending the law on the lines prevalent in the United 
States h, which the tax due including interest, penalty, were made 
a lien on the property of the assessee so that he did not escape tax 



by transferring the property. The Finance Secretary stated: "That 
is a good suggestion and we will consider it. It certainly saves the 
stage of attachment because aktachment becomes automatic and the 
next stage recovery of proceeds by sale of property wou!d become 
easier." 

4.46. The Committee pointed out that under the Income-tax Act, 
interest was payable to Government by assessees for delay in pay- 
ment ar short payment of advance tax, delay in filing of returns etc. 
at 9 per cent per annum whereas the market rate of interest on 
borrowings was much more and suggested that there was a need to 
increase the rate so that it would act a$ a, real deterrent to the asses- 
s- who fail to comply with the statutory provisions. The Finance 
Secretary shted: "I think there is a point for examination." Asked 
ta s t a b  the rate of interest charged by the Nationalised Banks for 
the loans advanced by them, the Ministry stated in a written nete: 
"The bulk of bank credit (around 75 per cent) is provided at the in- 
terest rate range 9-112 per cent to 11 per cent. The exceptions to 
this are as follows:- 

'The highest lending rate now is 12 per cent charged on loans 
against the security of the commodities covered by the Re- 
serve Bank's Selective Credit Control. At present the 
commodities which have been prescribed a minimum lend- 
ing rate of 12 per cent are cotton and kaps, oil seeds and 
vegetable oils. In addition, some banks adopt this ratc in 
respect of loans sanctioned to sectors with low social prio- 
rity such as hire purchase, finance houses, etc." 

4.47. In the Finance Act, 1972, passed after the Committee took 
evidence, the rate of interest of 9 per cent was substituted by 12 per 
cent in the Income-tax, Wealth-tax and Gift-tax Acts. 

4.48. The Committee note with some satisfaction that the edteetive 
arrears of tax demand (excluding the demands not fallen due) came 
down to Rs. 669.55 crores as on 31st March, 1971 from Rs. 682.56 
crores as on 31st March, 1970. The Committee were informed that for 
the first time in 1970-71 the growth of arrears has been arrested. Dur- 
ing the last three years collections from arrears demand ban risen 
from Rs. 101 crores to Rs. 128 crores and 159 crores, while the total 
collection (both arrears and current) increased from 678 crores ta lb. 
801 crores and Rs. 830 crures. The Committee stress that no efforts 
shouid be spared to recover the arrears. 

4.49. It  is significant that a sizable amount of arrtars contbued to 
be outstanding, in spite of introduction of systems ot deductiar J 



source, payment of advance tax and self aroerrnmnt. The FPaance 
Secretary agreed during evidence that these meawea should have re- 
sulted in narrewing the dillereme between the demands and edlse- 
tion and he promised to investigate the matter. Tbe Committee desire 
that this question should be thoroughly examined with a view to tak- 
ing dective men! ures without delay to obviate ~ccummulatioa of eur- 
rent demands. 

4.50. The effective arrears included irrecoverable dues naoust- 
ing to Rs. 47.91 crores at the end of 1948-78 and Eh. S6.6 erores at 
the end of 1970.71. The Administrative Beforms Comm&saiom eb- 
served that "no useful purpose is secured by keeping therc ia tbe 
books as irrecoverable arrears" and that, "retion should be taken 
for expediting writing off of outstanding demands if t h y  are found 
cleariy to be irrecoverable". The Committee were inormed bet 
the Zonal Committees were constituted in 1868 to go through such 
cases and they were required to meet oaa in two montbs to wee- 
lerate the pace of writing off. The Committee were not furnished 
with the figures regarding number of eases reviewed by the Zonal 
Committees from 1968-69 onwards and recommended £or write e4. 
The Committee recommend that in order to watch t8c pregress of 
work done by Zonal Committees, the Board should get aecesesry re- 
turns periodically which should be properly strutinktad in the m- 
terests of speeding up work. 

4.51. The Committee wish to reiterate the abservatioaa of the 
Administrative Refckms Commission that ontstandiag &mead6 
should be written off only if they are found clearly to be insoover- 
able exhausting all avenues open to the Department. 

4.52 The Committee 6md that es on 316t Much, lB70, tax wrourt- 
ing to Rs. 23.55 crores had )sen stayed by the Deputrrcrtal dkers 
pending disposal of appeals. The Committee were informed that 
~ & r  Section 220(3) ef the Income-tax Act, the Income Tax Odlcer 
has discretion to extend the time for paymeat of tax or a h w  pay- 
ment by h u b b e n t .  During evidence, the Finance ISsrtet.ry ygrrsd 
tho1 t b r e  hid be a review by another bdlicer to am whetha t b  
discretian has beca properly exercised by the Incombtax Olbcer. Tk 
Committee were informed that a r a d o n  check of c a m  m w b h  
the stay of drrund Boa been permitted by the Lceare-t.r OdBaa 
was proPOlQd ia be mndertakem early ia tbe curr8mt b n d . 1  Y e -  
C~siderimg t& a &able amaunt of tax k s  been stayed by t& 
home-t.r OdBcers, the Committee desire that the review a L . d l  

completad b ~ p d i t i o d y ,  md the CQmlrrittes hdomed ef re- 
lsult and the action taken in pursuance thereof, if any. 



&Pa. The Committee find. that the number of cases'tmder appeal 
before t b  Appeilate Assistant Commissioners i.n a c h  fPag 'was 
stayed increased from &667 (involving tax of RS:34h dhl'es) to 
7,130 cases as on 30th June, 2970 (involving tax of R$. 53.86 crores) 
This is in, ppite of the fact that the Department has takenlsome steps 
for expediting the disposal of the appeals'pending before the App~l. 
late Assistant Commissioners such as increasing the number of 
Appellate Assistant Commissioners, requesting the Appellate Com- 
aqissiosers to take up large demands for out of turn disposal e t ~  
The caws i n  whioh tax was stayed by the Income tax Tribunal5 
iucreawd fram 908 (involving tax of Rs. 9.48 crores) as on 30th 
June, 1969 to 1,127 (involving tax of 16.35 crores) as on 3Dth 3 ~ n c  
1074, in spite ef certain measures taken by the Ministry of Lau. 
The Conunittee desire that the number of pending appeals with thb 
appellate &&tent Commissioners and Tribunals should be kept 
under watch and further necessary steps taken to speed urp dis. 
posal of the pending appeals. 

: 4.54. The Committee note that in pursuance of their earlier re. i hmmendation, the Commissioners had infcwmnl discussions wit11 , 
the Chief Justice of many States regarding constitution of addi. : 
tiona1.or special benches to dispose of income tax cases pending be- / 
fore the courts. The Committee have been informed that the res- 
ponse from some of the Chief Justices was quite favourable. The 
Committee desire that efforts should continue to be made in this 
direction. The1 Committee appreciate the Ministry's point that 
there is accufnmulation of work before the High Courts and Supremc 
Court and the Law Commission have recommended that the 
strength of High Courts may be increased where necessary. Tlw 
Committee trust that Government will take suitable action on the 
recommendation of the Law Commission in the interest of mope ex- 
peditious disposal of pending income tax cases. 

4.55. The Committee find that an interest of Rs. 51.50 crores is 
included in the total gross arrears d Rs. 840.70 crores. The amount 
outstanding pertaining to the period 1959-60 and the .e&rlier ycan 
as on 31st March, 1970 was Rs. 62.29 crores. Interest at 9 plsr cent 
under Section 226(3) on the outstanding of Rs. 62.29 crdres far the 
period from 1959-60 to 1969-70 i.e., for the period of 11 years 
worked out to Rs. 62 crores. Even without taking ilito acv 
caunt (i) the arrears of 1960-61 and for the subsequed Years 
and (ii) interest leviable under various other Sections of the Act 
on arrears of Rs. 63.29 crores relating to 1959-80 arid $arlterTeafss 
interest of Rs. 62 crores was l ~ i a b l e .  The Chdrhldnt, 'f'C!entraf 
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Board .of Direct , Taxes admit,\?$. that, " s ~ m e  ..;officers. cham .; in- t&f.bs't' "8dd do hbt: ' ' ' " ' They ya,i# $11 tde .whole !taw is r e a o d l  
The"'.Bo~rd'I&k ? ; iden 'ihitrurtibns bat they & not seem. to. .b 
cldhdlfe.d,'&it: h,v Tke fiqspy , , ,  , ~ ~ ~ i e t ~ r y  ,airsod to tk suggeuti~n; 
rhaf ' t h l  calkulafion of iqterest on arrears of tag ,demands of over 
nk'1 lalih kaih ho~ld 'be  cheiked'to see whether it had , b n  eosweag. 
don& ~ h ; ,  Miriistry hG in(hnat+$: subsequently that this ,.&eck, 
would 'be' uridertaked in' tho begiqninq ,of the current financiql year;, 

1 V t . B  , The bbmmitt8e 'desire that ,the reyiew of the calculations, of, $he 
intere&$f ','tax 'demlnd 'of 'ov& Rs'. 1 lakh ihould be completed ax-. 
peditiously and the resv.lt intimated to them. The Committee also de- 
sire that the Board should ensure that the instructions issued by 
them from time to time regarding charging of interest are comp- 
lied with by the Income-tax Off~cers and tho Tax recovery officers. 

4.56. The Committee note that t l ~ e  work regarding taking over 
of tax recovery work from the State Governments has been com- 
pleted in all the Commissioners' charges except West Bengal, 
Madhya Pradesh, Uttar Pradesh, Orissa and Bihar where it has 
been taken over partly. The Committee trust that the work in the 
remaining charges would be takcn over as early as possible. The 
Committee would like to know the progress made in this behalf. 
The Committee hope with the taking over of tax recovery work 
there would be proper coordination between the tax Recovery 
Officers and the Assessing Ofiicers. The Board should closely watch 
the impact of taking over this work on the arrears of tax demand 
and take necessary measures to improve the system. 

4.57. The Committee learnt from Audit that a system of recon- 
ciliation between the amonnt of tax deducted at source and the 
amount remitted to Government account was in vogue in Britain 
and that the same was brought to the notice of the Central Board 
of Direct Taxes by Audit in July, 1970. The Committee were in- 
formed that the Board had recently started the system of giving 
permanent account number to each assessee. The Committee de- 
sire that the system foliowed in Britain should be studied and a 
procedure devised to arrivc at a satisfactory system of reconciliation. 

4.58. The Committee suggest that the Department should consi- 
der the feasibility of proposing amendments to the law on the lines 
prevalent in the United Statcs by which tax doe including interest, 
penalty etc., could be given a lien on the property of the assessee 
so that he could not escape tax by transferring the property. 



4.59. During evidence the Finance Secretary agreed with #e 
Committee that there was a need to increase the present rate ot 
interest of 9 per cent payable to Government by the assessem for 
delay in payment or short payment of advance tax, delay in flliag 
returns etc., so that it may act as a real deterrent to the mserree~ 
who fail to comply with the statutory provisions. The Cornmittec 
are dad  to note that in the Finance Act, 1972, passed subsequently, 
this suggestion of the Committee had been carried out and the rate 
of interest r a i d  to I2 per cent in the Incomutax, Wedth-tax and 
Gift-tax Acts. 



CHAPTER V 

FRAUDS AND EVASIONS* 

Audit Pa~agraphs 
5 

I )  NJ.  0." Cam in wlrioh penalty !lnder scc- 
ti0.1 2ditXc). z71(1)(ci  was levied in 1968- 
6 )  . . . . . .  

2 ) N a .  or cases in which proscc!rtion for 
c J i:rdm?ilt or incorn: was la~mched 

( 3 )  No. of cases in which compositicm \\*as 
effecte~i witho!lt lamching pr oseo~tion 

(4: C~ncealeri income involvctl in ( I )  Rs. 50,12,3I,OGO 

5 ,  Total u n m n t  (+A' penalty levied on ( I  : 

I I Ii.rtra tax e m a n  leri on concealed income 
in i~em (4) . , . , , 

7 )  Ctses 0.n of (2'1 in which convictic~ns wcre 
obtained , 

I \  N~r.l.e of ~u?ishment in rcspccr of 7 In one case-Six: months 
simple imprisonment. 

In the second casi- 
Under section 277 fine of Rs. 
300 or rigorous imprison- 
ment for six wreks. 
Under section 193, rigo- 
rous imprisonment for six 
months and a fine of Rs. 500, 
in default t o  undergo rigo- 
r w s  imprisonment for a fur- 
ther period of 2 months. 

Under section 196 six months 
rigorous imprimnment and 
a fine of Rs. 500. 

In the third case- 
Sentenced to a fine of Rs. 
1,000. in default to under- 
go ragorow imprisonment 
for 3 months. 

In the fourth casr- 
A fine of Rs. 500 was im- 
w e d  

--_.- -- --- .--- - -. --- . 
*Th: figurer were furnished by tbe Minimy. 

LParagraph 67 of the Audit Report (Civil), Revenue Receipts, 19701. 



Audit Paragruph 

5'2 
, . _ '  

(I)  Number of cases in which a ~ena l ty  under Section 28(1) 
(c) /271(1)(~) was levied in 1969-70 . , , . 

(2) Number of cases in which prosecution for mnccalmcnt of' 
income was launched. . , . . . . 

(3) Number of cases in which compositior, wa? effcctcc: wit1 - 
out launching prosecution . . , . . 

(4) Concealed income involved in (I) . , . . . R6. 60,~3,22,000 
( 5 )  Total amount of penalty levied on ( I )  . . . .  Rs. 15.03,oo,Ooo 
(6) Extra tax demanded on conccalcd income in i tc~n (/) . Rs. 29394,67,000 
(7) Cases out of (2) in which convictions wcrc obtained . 3 

(8) Composition money levied in respect of cases in (3) . , Rs. I,IT,OW 
(9) ~ i t u r e  of punishment in rcspcct of (7) . . . In one case-a fine I' 

Rs. 1,ooo ahd one 
days, simple impri- 
sonment till the risir:: 
of the court. 

In the second case-onc 
days' imprisonment t i l l  
the rising of the couri 
and fine of Rs. 150. 

In the third case-sis 
months' rigorous im-  
prisonment. 

[Paragraph 59 of the Report of Comptroller and Auditor General 
of India, 1969-70-Central Government (Civil) -Revenut: 

Receipts]. 

5.3. Pointing out that nominal punishments had been imposcd 
during 1968-69 and 1969-70 on the persons convicted of frauds, the 
Committee enquired whether the law had not been suitably amend- 
ed. The'Member of the Board stated, "From 1st April, 1964, the law 
relating to false statements in declaration was changed and a mini- 
mum imprisonment o'f six months was made and maximum of 2 years 
rigorous imprisonment. There is a rider about the minimum-that 
unless they are otherwise satisfied. If it is the first offence, the 
courts may let off the offender. If the offence is prior to 1st April, 
1964, there is no question of compulsory impriscxnment. Thk court 
can levy a fine or imprisonment. The revised position is applicable 
after 1st April, 1964. In respect of the earlier cases, i t  is fine or im- 



prisoment." The Finance' Secretary stated, "Even afte; the amend- 
-lent, theie has been, a major porblem with us. The courts have been 
giving very nominal sentences of fine and nominaal sente~ces  pf im- 
prisonment till the rising of the court invoking the provision of 
Offenders 1.-t for such offences. The main reason here fs that a 
minimum penalty of Six, months and a maximum penalty of 2 
has been prescribed. Apparently this still comes within 'the purview 
of the First Offenders' Act. Unless the maximum imprisonment is 
perhaps three years or more, they can invoke this First Offenders' 
Act." The Committee asked whether the Board was.satisfied about 
the position, the Finance Secretary stated, "It becomes so difficult to 
go in appeal for enhancement of sentence. The experience is that 
one has to go to the High Court. I do not think that the Board even 
if they are not satisfied, they have taken up the matter in appeals.'' 

5.4. The Committee pointed out that the figure of 40 prosecutions 
during the year 1969-70 appeared to be low as compared to 27,682 
cases in which penalties were levied. The Finance Secretary stated, 
"We do not go for prasecution unless we are absolutely clear that we 
have got a clear case and the same would be upheld in the court 
of law. A case being set aside or acquittal has a worse effect than in 
securing a conviction. First a very thorough screening i s  made to see 
that the case will stand in a court of law." The Member of the Board 
~tated,  "We take the opinion of lawyers and counsel on the criminal 
side, and only if we are convinced with the oral evidence and docu- 
mentary evidence and everything is certain that we go in for prose- 
cution." He added, "A large number of the casesinvolve small sums. 
So we have taken up only the really important oases." The Com- 
mittee asked whether prosecutions were launched in all cases re- 
commended by the Law Officers, the Finance Secretary stated "if the 
party come before the case has actually been filed in the Court or 
when i t  is contemplated that prosecution could be taken against the 
party apd the party explains and deposit the due and shows that 
it is not interested in tax evasion, the Board may well consider this 
case and there may be no prosecution launched even though the Law 
Department may .have said that this is a fit case. But,. . . . . . . . once 
the case has been filed in a Court of law and the prosecution has 
started and then the party comes for compounding, it will be of no 
use." Asked if any uniform procedure had been laid down acting on 
the advice of the Law Officers in such cpses;'the Finance Secretary 
stated, "There can be no rule or procedure laid down. This has to be 
judged in each individual case when it oomes up. I submit that this 
kind of decision has to be a decision on 3n individual case whether 
to prosecute or not." The Member of the Board stated that, "Ordi- 
narily, every case for prosecution goes to the Member Incharge of 



the Investigation. I mean legally the Commissioner compounds but 
administratively, it is referred to the Board as to the cornpodtion 
fees, etc." Asked if the case was referred to the Ministry, the wit- 
ness stated, "In case of difficulty, the Board may take their advice." 

5.5. In a written reply, the Ministry od Finance stated that during 
1969-70 and 1970-71 the Board declined to authorise launching of 
prosecution in 2 and 8 cases respectively. The reasons were one or 
other of the following: 

(i) Evidence was inadequate. 
(ii) The case was petty. 
(iii) On the facts and circumstances of the case, the levy of 

stiff penalty or penalty of composition was prelerahle. 
During the year 1970-71 prosecutions were launched (complaints 
filed) as under:- 

No. of cases 

fi) Under Sec. 2771278 of the Income-tax Act. 1961 . . . . . 24 

(ii) Under Scc. 276 of the Income-tar, Act. . . . . , . 181 

5.6. The Committee pointed out that the amount of concealed in- 
come disclosed during 1969-70 was Rs. 60.50 crores but the levy of 
penalty amounted to Rs. 15.03 cmres only. The Committee asked the 
reasons for the penalty being less than the concealed income although 
according to the Act the minimum penalty should be equal to the 
concealed income. The Finance Secretary stated. "The difference In 
that assessment is that according to the interpretation whether the 
penalty is to be imposed on the date to which the assessment relates. 
If the assessment is relating prior to the amendment, then the penalty 
would not be of the amount. If the assessment was of the 
earlier year, then the penalty will be according to the law 
which was at that time prevailing. That is why the difference 
law which was at that time prevailing. That is why the difference 
is there bet,ween the two." The Member of the Board stated "prior 
to 1st April, 1968. maximum was 150 per cent of the tax and the 
minimum was 20 per cent of the tax. From 1st April, 1968 i t  was 
minimum 100 per cent of the concealed income and 200 per cent 
maximum of the concealed income." The Committee drew sttentlon 
to the following judgment in Jain Brothers case :  

"It is obvious that for the imposition of penalties i t  is not the 
assessment yeai or tb, ,ate of the filing of the return 
which is important, but it is the satisfaction of the income- 
taqx authorities that a default has been cornmitbd by the 
assessee which would attract the provisions relating to the 



penalty. Whatever the stage at which the satisfaction b 
reached, the scheme of sections 274(1) and 275 of the Act 
of 1961 is that the order i m w i n g  the penalty must be 
made up to the completion of the assessment. The crucial 
date, therefore, for the purpose of penalty is the date of 
such completion." 

The Member of the Board stated, "The question is whether the 
penalty was imposable under the new Act or the old Act. That was 
the main point at issue and not what the quantum of penalty should 
be. Under this interpretation, by applying the provisions of section 
297(2) (G) as interpreted by the court, it was decided that the prwi- 
sionr of the 1961 Act would apply. But as to the quantum of penalty, 
the questian was not decided." The witness quoted Article 20 of the 
Constitution: 

"No person shall be convicted of any offence except for viola- 
tion of law in force a4 the time of the commission of the 
act charged as an offence, nor be subjected to a penalty 
greater than that which might have been inflicted under 
the law in force at the time of the commission of such 
offence." 

5.7. The witness added, "The offence is committed when the asses- 
see submits the return of income and after the return of income 
which has been submitted prior to 1st April, 1968, the quantum will 
be determined on the basis of the law provided in the Constitution. 
But whether such an action could be done under the new or the old 
Act is decided by the Supreme Court with reference to section 297 (2) 
(g) of the Act." 

5.8. The witness further stated, "In this connection, we have also 
approached the Law Ministry for their opinion.. . .We will get the 
issue examined with them alongwith a representative of the C. & A.G. 
The Law Ministry's opinion has not been directly obtained on this 
audit objection, but in another file they have expressed an opinion 
akin to the views of the Board. They had said in case there was an 
audit objection on the issue, the matter might be discussed alongwith 
a representative of the audit. They were reluctant to consider any 
matter which was the subject of audit report till it was considered 
by the PAC. Hence the meeting was postponed. But we will take 
it up later." 

5.9. Subsequently in a written reply, the Ministry of Finance 
stated "the Law Ministry have advised that the crucial date for de- 
termining the quantum or penalty is the date of filing of the return 
and not the date of passing the assessment order." 
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6.H. The Committpe note thqt 'the number of ,Cases in which 
prosecution for concealme~it of inome was launched ,was 23 in 1968- 
64, 40 in 1969-70 and 24'in 19110-71. The Committee ass  of tho view 
that these figures of prosecutions are unimpressive when compared 
witti the number of cakes in which penalties were imposed. 'I'nt: 
Direct Taxes Enquiry Committee have recommended that the De- 
partment should completely reorient itself to a more vigorous prose- 
cution policy in order to instil wholesome respect for the tax law 
in the minds of the tax payers. Where there is a reasonable chance 
sf securing a conviction, tbc tax dodger should invariably *e prose- 
cuted. The Committee desire that effective measures should be 
taken by the a p a r t m e n t  to ensure that prosecutions are launched in 
all suitable cases so that this may act rrs deterrent to tax evasion. 

5.11. The Committee find that convictions could be ohtained only 
in 4 cases in 1968-69 and 3 cases in 1969-78 The punishments award- 
ed in these cases were nominal, such as fincs or imprisonment rang- 
ihg from one day to six months. According to the Law amended 
from 1st April, 1964 the minimum imprisonment was six months and 
madmum two years. The Committee wme informed that unless 
the maximum imprisonment was fixed as three years or more the pro- 
visions of the First Offenders' Act can be ipvoked., The Committee 
desire that the question of enhancing the provisig~ of imprisonment 
under the Income Tax Act may be carefully examined an? neces- 
sary amendment to the Act made. 

7 ,  

'5.12. The Committer find that during the year 1969-70, the pen- 
ally imposed amounted to Its. 15.03 crores which was much less 
than the conrealed income of Rs. 60.50 crores, although according 
to the Income-tax Act the minimum penalty should be eqpal to 
the concealed income. The Committee were informed. that.  this 
difference may be due to some of the assessme~ts being for the period 
prior to 1-4-1968 when the minimum was 20 per cent of the tax. 
The Committee, however, find that according to the judgment in 
Jain Brothers case the crucial date for the purpose of penalty i s  thr 
date of completion of the assessment and not the assessment year 
The Ministry of Finawe have stated that acwrding to the Law 
Ministry the crucial date for determining th'e quantum of penalty is 
the date of filing of the return and not the date of passing the assess- 
ment order. The Committee suggest that in view of judgment In 
the Jain Brothers case the matter should be further examined in 
consultation with the Attorney Grlwr?l. The Committee would Hkr 
to know the outcome of the cxnmifiation. 



CHAPTER M 
VOLUNTARY DISCLOSURES UNDER SECTION 271 (4A) * 

Audit Paragraph 

6.1. With a view to encourage voluntary disclosure of undisclosed 
income, Section 271 (4A) was inserted in the Income-tax Act, 1961 
by the Income Tax (Amendment) Act, 1965. This sub-section em- 
powers the Commissioners, in their discretion, to reduce or waive 
the amount of minimum penalty imposable in the case of persons 
who have voluntarily and in good faith made full and true disclosure 
of their concealed income. The following Table shows the number 
of persons who have voluntarily disclosed concealed income during 
1968-69, assessments completed during the year and the total number 
of cases outstanding without finalisation as on 31st March, 1969. 

. . . . .  . . .  - .- 

(1) Nu. of dcclarants who gave voluntary disclosures during 1968- 
69 . . . . . . . . . .  

( 3 )  No. nf cases in which the disclosed income was held already the 
detected . . . . . . . . .  

(4)  Income involved in (3) abovc 

( 5 )  No. of carcs in which the assessments have been completed , 

(6) Amount of income involved in cases in ( 5 )  above . . .  
( 7 )  Amount of tax levicd in cases in (6) above . . . .  
( 8 )  Amounts recovered out of (7) above , , . , . 
( 9 )  No. of cases in which levy of penalty have been waived or reduced 

(10) Amount of income involved in (9) above . . . .  
r I ) No, of c?r:i in which full amouit  of penalty was levied . 

I 12) Amount involved in cases in ( I  I )  above , . , . 
13) No, of cases outstanding without Rnalisation on 31-3-1969 . 

(14) Yearwise details of (13) ahove . . . . . .  

Rs . 
13.48 
1195 kkhs 

127 Iakhs 

167 lalths 

783 

1097 

260 lakhs 

95 laths 

482 

49 lakhs 

200 

30 h k h ~ .  

15x1 

Not available. 

[Paragraph 66 of the Audit Report (Civil). Revenue Receipts-rgp] 
-____ -._ _ _ _ _ _ _ _ _ _ - _  --- ...... 

'The flgures were furnished by the Ninirrtry. 



Audit Paragraph 
6.2. With a view to encourage voluntary disclosure of undis- 

closed income, Section 271(4A) was inserted in the Income-tax Act, 
1961 by the Income Tax (Amendment) Act, 1965. This sub-section 
emporwers the Commissioners, in their discretion, to reduce or 
waive the amount of minimum penalty imposable in the case of 
persons who have voluntarily and in good faith made full and true 
disclosure of their concealed income. The following table* shows 
the number of persons who have voluntarily disclosed concealed in- 
come during 1969-70, assessments completed during the year and the 
total number of cases outsanding without finalisation as on 31st 
March, 1970. 

Rs. 
- - --- -- -- .- 

(I) No. of declarants who gave voluntary ~ ~ C ~ O S U I ~ S  during rP69-70 908 

(3) No. of cnseb: in which the disclosed income was held already detected 202 

. . . . . .  (4)Incomeinvolvedin(j)above 123 lakhs 

(3) No. of cases in which the assessments have been completed . 443 

(6) Amount nfincome involved in cases in  (5) above . . .  377 lakhs 

(7) Amount of tax levied in cases in (6) above . . . .  153 1akhs 

(8) Amount recovered out of (7) above . . . . .  54 lakhs 

(9) No. of cases in which levy of penalty was wavied or reduced. . 172 

(10) Amount of !ncome involved in (9) above . . . .  94 lakhs 

(11) No. of cases in which full amount of penalty was levied . . 106 

( I  a) Amount involved in cases in ( I  I )  above . . . .  16 lakhs 

(13) NO.  of cases outstanding -without finalisation on 31-3-1970 . 155 
(14) Year-wise details of (13) above 

1965-66 . . . . . . . . .  271 

1969-70 . . . . . . . . . .  62 I - 
ro td  1555 - [Paragraph 80 of the Report of Comptroller and Auditor General of 

India-1969-70, Central Government (Civil) R e v e n u e  Receipts.] -- -- 
*The Bguren were furnished by the ~ i s t ~ .  
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6.3. The Committee desired to know the reasons for delay in 

the finalisation of old cases of disclosures relating to the period as 
early as 1965-66. The Member of the Board stated that, "Any- 
body at any time can come and disclose any income that he has 
concealed and the Department can take that as an indication of the 
b m  ficle of the person and Commissioners are given the power to 
reduce or waive the penalty that will be otherwise attracted. But 
there is no such provision under any section of the Act as such 
under which a person comes forward and a disclosure is 
accepted. The reason is that the acceptance of a disclosure is merely 
as agreed assessment between the Department and the party.. . . . . 
There is, generally, an argument as to what percentage should be 
ransidered to be genuine. . . . In this process it takes quite a lonq time 
to determine what is acceptable both to the assessee and the party." 
The Chairman of the Board added, "The assessee comes up for settle- 
ment largely with a view to have some mitigation as to the quantum 
of penalty involved and, secondly, where he wants that the income 
is not an income of 1 year but that it may be spread back and that 
spread-back will depend upon the facts of each case. Sometimes, 
he would like to spread back to 16 years and we refuse it. Some- 
times, he would like to spread back to 8 years. All that depends 
upon the evidence3hat he produces as to what portion of the in- 
come which has come to the surface is relatable to the year con- 
cerned. And that takes time". The witness added, "as a matter 
of fact, the Income-Tax law does not provide for any machinery 
for the so-called scttlernent, the sense in which the word is being 
used. Section which is known as Disclosure Section only permits 
thc Commissioner to waive or reduce the penalty. It is a general 
policy matter whereby the income is spread on the facts of each 
case." 

6.4. The Committee asked whether any time limits have been 
fixed for finalisation of the case after the disclosure is made. The 
Chairman of the Board stated, "The Board has issued instrucfions 
but frankly speaking the interpretation of section 271(4A)-the lite- 
ral interpretation according to law-has led the Department to 
issue some instructions whereby the progress of disclosures has been 
slowed down. We have issued a circular instructions at length ex- 
plaining exactly what is a voluntary disclosures, etc. That is must 
bc voluntary, that is before the Department has detected. Now, 

question is what is detection by the Department and whether 
the disclosure is correct and complete. According to the law, there 
should not be a difference of even a rupee, if it is correct and com- 
plete and the very fact that the Department has assessed an amount 
at  a figure a little higher than what he has given for settlement is 
interpreted to mean that Section 271(4A) does not apply to a case 



like 'this. If such problems arise, the Department had to take a 
completely legalistic view and that is why in subsequent years 
settlement of disclosures has slackened its pace." 

6.5. The Committee pointed out that during the year 1988-69 
only an amount of Rs. 95 lakhs out of the tax amounting to Rs. 260 
lakhs was recovered and during 196970 the amount recovered was 
Rs. 54 lakhs out of tax of Rs. 155 lakhs. The Chairman of the 
Board stated, "these cases of so-called settlement of voluntary dis- 
closures involve large amounts and a large number of problems. 
When this settlement is made, the assessee is not in a position to 
pay the tax immediately. Therefore, an arrangement is made in 
the sense that you allow instalments to the assessee for gradual pay- 
ment. Otherwise, settlement could never be reached, if you dictatc 
'Immediately you should pay'. So in most of these cases involv- 
ing large amounts the Department would be giving some reason- 
able instalments for payment. That is why.  . . .as against these 
amounts of tax involved, only a portion has been collected. The 
rest would be collected in course of time." The witness added, "At 
the time when we make a settlement, naturally the asssssee agrees 
to the scheme of payments and when the time fqr payment comes, 
he finds that he is not in a position. There are a variety of such 
things. The Department starts pressing for the recovery and ob- 
viously the matter drags on". The Committee desired to be fur- 
nished with a statement showing the total amount of tax levied in 
respect of voluntary disclasures and the amount recovered and 
whether the recovery was made according to the settlement. The 
information is still awaited. 

6.6. The Committee asked whether the Board have reviewed 
the position if the Voluntary disclosures scheme introduced under 
Section 274 had proved advantageous vis-a-vis the flexibility in dc- 
terming concealed income provided under Section 34(1) (B) of the 
old Act. The Chairman of the Board stated, "In my opinion, T 
think if this disclosure scheme was to be made really effective and 
in order to expedite both collection of taxes and assessment a lot 
of flexibility has to be left to the Department". 1. entirely agre there. 
Asked if any steps have been taken to amend the law, the witness 
stated, "I have recently initiated certain steps in this direction. 
With voluntary disclosure scheme we should have a vigorous en- 
forcement machinery. Instead of continuously resisting or  fighting 
if an assessee wants to settle forthwith it will help expedite recovery 
of taxes and assessment. I have reviewed it and I contemplate some' 
changes worthwhile." The witness added, "The solution lies. . . . . . 



in making an amendment in the law which makes it a little elastic. 
At present these powers are non-existent. If he does something 
it is not legal in terms of 271(4) (A). In case where the income 
assessed is more than what has been declared, i t  is still open to 
objection. That is why I say that the law needs a little more amount 
of elasticity". Asked about the level at which cases were disposed 
of, the witness stated that at present, "Upto Rs. 50,000 Commissioner 
is the final authority; more than Rs. 50,000 has to be referred to 
the Board". 

6.7. Referring to the 1555 pending cases, the witness stated, "We 
will do our best. What has been voiced here will give us more 
courage to act". 

6.8. Justifying the need for having vigorous enforcement machi- 
nery, the Chairman of the Board stated, "Wherever this voluntary 
disclosure of income is there-say in U.S.A. and U.K. they have got 
a very vigorous enforcement machinery-what happens is that when 
we have a racket or fictitious hundi broken, we find a large number 
of people coming up for settlement. On the one side our effort 
should be to make these searches which are enough to make the 
majority of those affected and run up for disclosure. It should be 
two wag effort. Thus if these disclosures could be accepted.. . . . . 
without much hesitation as to whether there is any information on 
the record or whether it is detected by the department or whether 
it is voluntary without entering into any sort of controversy if the 
Department takes 100 per cent correct when one comes up with 
voluntary disclosures, it would have saved the time of the Depart- 
ment and secured prompt payment." 

6.9. The Committee desired to know whether in 202 cases re- 
ferred to in para 60 of the Report of C&AG for 1969-70 in which the 
disclosed income had already been detected, the income was charg- 
ed to tax in the normal course and if so the amount of tax demand- 
ed and recovered. In a written reply, the Ministry of Finance 
have stated, "Information as desired was called for in respect of 
211 these cases, but so far it has heen received regarding only 142 
rases. The income in these cases was subjected to regular assess- 
ment. In 123 cases assessments have been completed and a demand 
of Rs. 39 lakhs raised,-ut of which Rs. 26.81 lakhs has since 
heen collected. Assessments are pending in 19 cases." 

6.10. The Committee And that the voluntary disclosures of un- 
disclosed income under Section 271(4A) of the Income Tax Act 



made during the years 1W-69 and 1969-70 were rather disappoint- 
ing. During 1968-69 the number of declarants was 1348, declarillg 
an income of Rs. 12.95 crores and during 1969-70 the number of 
cases was 908 declaring an income of Its. 6.30 crores. These cases 
included 127 cases in the year 1W8-69 in which the disclosed lncome 
had already been detected, while there were 442 such cases in 19639- 
70. The Committee are not satisfied with the progress of comple- 
tion of assessment cases of voluntary disclosures. The number of 
assessments conlpleled in 196849 was 783 and those completed dur- 
ing 19139-70 was 442. As on 31st March, 1970, there were 1,555 out- 
standing cases without finalisation. This figure includes cases which 
relate to earlier years including 1965-66. The recovery of tax made 
in cases of completed assessments was also not satisfactory. During 
the year 190849 only an amount of Rs. 95 lakhs out of tax Rs. 260 
lakhs levied was recovered and during 1969-70 an amount of Rs. 54 
lakhs was recovered out of tax of Rs. 155 lakhs. The Committee 
were informed during evidence that in order to expedite the assess- 
ment and collection of taxes under the Voluntary Disclosure Pro- 
visions, a lot of flexibility should be left to the Department. Further 
there should be a vigorous enforcement machinery. The Committee 
find that the Direci Taxes Enquiry Committee (1971) have in 
their final report suggested that to ensure that the settlement is 
fair, prompt and independent, there should be a high-level machi- 
nery for administering the provisions, which would also incidentally 
relieve the field oflicer of onerous responsibility and the risk of 
having to face adverse criticism which has been responsible for the 
slow rate of disposal of disclosure petitions. The Direct Taxes 
Enquiry Committee have recommended that the settlement may be 
entrusted to a separate body within the Department, to  be called 
the Direct Taxes Settlement Tribunal. The Committee desirc 
that effective steps should be taken to finalise the cases pending under 
the Voluntary Disclosures Scheme. For this purpose, the De- 
partment should serioudly cansider to what extent flexibility is 
needed to expedite settlement of the cases and also whether i t  is 
necessary to create another body to be trusted with this work as re- 
commended by the Direct Taxes Enquiry Committee. The Com- 
mittee desire that the matter should be examined expeditiously. 
The Committee expect the Department to ensure that full recovers 
is effected without delay in eases which have already been finalis- 
ed. The Committee would like to be informed of concrete steps 
taken to achieve this objective. 



CHAPTER VII 

DEDUCTION OF TAX AT SOURCE BY COMPANIES ON DIVI- 
DENDS DISTRIBUTED* 

Audit Paragraph 

(I) Number of company assessees :- . . . . . . .  As on 1st April, 1969 26,668@ 
As on 1st April, I970 . 27,734@ 

( 2 )  N umber of companies which had made the prescribed a r r m p -  
m-nts for drclrratiw~ and payment of dividends within India : 

As:onrstApril, 1969 . .  2064 
Asonrs tApr i l , 1970  . . . . .  21,129 

:3) Nrm'9:r of c~mpanies  which have distributed dividends during 
1969-70 . . . . . . . . .  5.449 

(4) Amount involved in (3) above . Rs. 12184 lakhs 

I5) Number of cases out of (3) in which the statement prescribed in 
Rule 37(2) was reaived. . . . . . . .  

i6) Amount of deduction shown in the statement in (5) above . . Rs. 2772 lakhs 

(7) Number of a s e s  out of (5) in which the tax deducted was 
remitted into banks . . . . . . .  5424 

(8)AmountinvolveLiin(7)above . . , , . . Rs 2771 lakhs 

(9) Number of cases out of (7 )  in which the tax deducted was remit- 
ted after one week of deduction or reccipt of challan . . 90 

(YO)  Number of cases out of (5)  above where the returns prescribed 
in section 286 were not received, when the dividend paid 
in case of a company cxcecds Re. I and in the case of others 
RI. 5,000 . . . . . . . . .  34 

( 1 1 )  Nurnb:r of cxnprnies out of (3) above which have neither - 
dcdu:ted tax at sourcc nor furnished the statement prescribed 
in Rule 37(2) . . . . . . .  I 

*The figures were furnished by the Ministry. 
@These are provisional Agurcs. 
(Paragraph 8 of the Report of the Cwnptroller and Auditor General of India-1969- 
~ o - C ~ n t r a ? ~ o v e r n m e n t  (Civil), Revenue Receipt$] 



7.2. The Committee wanted to know the action that had to be 
taken by the Board against the companies who failed to deduct tax 
at  source from the dividends distributed by them. The Finance 
Secretary stated: "We have been prosecuting companies which have 
been defaulting and the prosecutions have been successful. Any 
amount as fine has an impact on the company because i t  brings it 
into dis-repute." The Chairman, CBDT added: "In 1968-69 for non- 
deduction of tax at  source or not deducting i t  in full we fled 408 
cases, 237 were convicted 19 acquitted, 5 withdrawn, 19 compund- 
ed and 72 are still pending in courts. In 1969-70, we filed 314 com- 
plaints out of which 135 were convicted, 7 were withdrawn 15 were 
compounded and 65 are pending before courts. In 1970-71 the rele- 
vant figures are 191 convictions, 2 acquitals, 10 withdrawal!, 38 
compounded and 43 pending before courts. We have been prose- 
cuting and the effect is that nqw we have a fewer cases of evatim." 

7.3. Referring to 54 cases where returns prescribed in Section 
286 were not received, the Committee enquired about the position. 
The witness stated: "It is now seen that in about 35 cases further 
action is not necessary either because returns are found lo have 
been sent in time or the dividend declared was less than 5,WO in 
s~,me non-company cases or the delay was of a very short period or 
because taxes wcre promptly paid and statement under 37 (2) filed 
in time, leaving only a technical fault. Action under 276 i .  e .  for 
prosecution in respect of 19 cases is under contemplation. That is 
being examined. " 

7.4. The Ministry, in a note, further stated: "It is a statutory ob- 
ligation on the part of the assessees to file the prescribed returns on 
or before the 15th day of June, in each year. Failure to do so ren- 
ders the person concerned to a fine which may extend to Rs. 10 for 
every day during which the default continues. This has proved to 
be a sufficient deterrent, as would be evident from the fact that 
during the year 1969-70 the number of assessees who defaulted in 
filing the prescribed returns within time was only 54 out d 5.549 
companies which had declared dividends during that year. No 
other steps would seem to be necessary." 

7.5. The Committee pointed out that out of the tax of Rs. 277: 
lakhs deducted a t  source in 5452 cases, only a sum of Rs. 2771 lakhs 
v a s  remitted into Government Accounts and enquired whether the 
balance of Re. 1 lakh had since been recovered. The Finance Secrc- 
tarv stated that the balance had now been fully recovered. 



7.6. The witness added: "Out of the dividend declared in 1949-70, 
only 87,000 was not paid and the rest was remitted into the ban%. 
This amount has now been recovered. Prosecution in one case has 
already been initiated for not paying in time the bank." The time 
allowed for remitting the amount to (bank was stated as m e  we&. 

7.7. The Committee asked about action that had to be taken for 
failure to remit the tax within the prescribed time limit, the Finance 
Secretary stated, "If it happens in one particular month, perhaps no 
action is taken. If i t  is regularly found that the man is not deposit- 
ing the amount in time, then the pmsecution is done." The witness 
added: "We must have a system to ensure that the payments are 
made in time by the parties. We prosecute afterwards when we get 
a default. That is afterwards." 

7.8. The Ministry, in a written note stated: "There were no 
arrears of tax deducted during 1969-710. However there were 90 
cases in which tax deducted was remitted after one week of the date 
of deduction or receipt of challan . " 

7.9. In reply to a question the witness stated: "The composition 
cases have been very few." In reply to question regarding rate of 
interest for delay in payment the witness added that the interest 
charged for the late remittance of tax was 9 per cent and that if it 
was compounded their composition fee was a minimum of 15 per 
cent." 

7.10. The Committee desired to know about the arrangements 
that existed at present to ensure that the entire tax deducted a t  
source had been remitted to Government account. The Ministry, in 
a note, stated: "The assessees have to furnish a statement prescribed 
in Rule 37(2) of the Income-tax Rules, 1962 showing the deductions 
of tax at source and the remittance made to the Government. Only 
on receipt of such statements can a reconciliation be made regard- 
ing the tax deducted at source and that remitted to Government 
accounts. " 

7.11. When asked about the cases in which companies had not 
rendered the statement prescribed under Rule 37 (2), the witness 
stated: "The actual number of such companies is only 1, as would 
be evident from col. 11 of the para 58 of the Report of the Comptrol- 
ler and Auditor General fin- the year 1969-70. The Income-tax Act 
does not provide for any penal action against the failure of any com- 
pany to Ale the statement referred to in Rule 37(2) of the Income- 
tax Rules, 1962.'' 



7.12. The Committee note that for non-deduction or part-deduc. 
tion of tax from dividends at source by companies, there were con- 
victions in 237 cases in 1968-69, 135 cases in 1969-70 and 181 cases in 
1970-71. The Committee learnt with satisfaction that as a result of 
prosecutions launched against defaulting companies, cases of defaults 
have declined. The Committee desire that the Department should 
devise a system whereby tax deducted by companies is remitted to 
Government within the prescribed period of one week. In  196870, 
there were 90 cases in which tax was remitted after one week of de- 
duction or receipt of challan. The Committee suggest that the De- 
partment should take stringent action against the parties who failed 
to remit tax deducted within the prescribed time. 

. 7.13. The Committee also desire that the Department should en- 
force strictly the provisions in the existing law that the companies 
should submit statement of the tax deducted and tax remitted in 
time so that necessary check can be exercised. The Committee stress 
that no laxity should be shown in enforcing these provisions. 



CHAPTER VIII 

RE-OPENED AND SET-ASIDE CASES* 

Audit Paragraph 

8.1. Under Section 146 of the Income-tax Act, 1961, the Income- 
lax Officer is empowered to cancel his own assessment and to make 
fresh assessment under certain conditions. Similarly an  Appellate 
Assistant Commissioner, the Appellate Tribunal and the Commis- 
sioner of Income-tax have powers to set aside the assessments made 
by Income-tax have powers to set aside the assessments. The fol- 
lowing table shows the number of assessments cancelledlset-aside and 
which require finalisation on 31st March, 1969:- 

Number of cases - 
As~cssrnent Section Section Section Section 

Year ---- 146 25 1 254 263 -- 
lJpto 1961-62 . . 474 2,518 I 62 1,031 

1962-63 . . . 2R8 1,366 40 37 

1963-64 . . . 417 !I ,063 40 39 

1964-65; . . . 430 716 32 1 3  
1965-661 . . . 234 620 24 30 

1966-67: . . 304 486 9 22 

1967-68 . . . 229 457 7 2 8 
1968-69 . . . 3x5 466 I I 68 

TOTAL : . . 2,591 7,692 325 1,278 
... -- .-- -..-- --.- --.-- ---- 
*The figures were furnished hy the Ministry. 

[Paragraph 65 of the Audit Report (Civil), Revenue Receipts, 19701 

8.2. The Committee enquired about the reasons for  the accumu- 
lation of cases even pertaining to the period as early as 1961-62. The 
witness replied: "I share your misgiving. Previously there was no 
time limit. These set-aside assessments are really difficult cases and 
therefore since there was no time limit, each one passed it on to his 
successor, thinking that he would complete it." 



8.3. Elaborating further, the witness added: "To illustrate what 
type of cases are usually set aside, hundi is the greatest plague of the 
department. There will be thousands of hundies mostly for Rs. 5,000 
to 10,000 introduced in the accounts. The officer would be required 
to cross-examine the hundi-holder and hundi broker before he can 
say that a particular hundi is genuine or not. Very often one or the 
other does not appear and so he just cannot act. Without cross. 
checking even if he doubts the genuineness of the hundi he cannot 
add as he would be doing something which is incorrect in law and 
the appellate body will set aside the assessment saying that the as- 
sessee should have been given an opportunity to cross-examine. So, 
hundi has become almost a nightmare." 

8.4. The Finance Secretary added: ''Some of the cases are so 
complicated that some of the officers who made initial assessment, 
which have been set aside in appeal, do not have the courage to go 
through the cases again. . . . . We must find a way out of the 
impasse." 

8.5. The Committee were informed by the Audit that necessary 
instructions were issued by the Central Board of Direct Taxes in 
September and October, 1968. When asked about the impact of the 
instructions issued, the Financc Secretary stated: 'Tothing is visi- 
ble." 

8.6. In a note submitted to the Committee, the Ministry further 
stated: "The Board have not undertaken any special review of the 
nature contemplated by the Committee. By and large, the Board's 
instructions are followed scrupulous. Besides, with effect from 1.4.71 
a time-limit of two years has been set for the finalisation of re-opened 
assessments; this is counted from the end of the financial year in 
which the order uls 146, 255(1), 254(1), 26'3(1) or 264(1) as the case 
may be, is passed." 

8.7. The Committee desired to know the steps proposed to be taken 
by the Department to expedite the completion of the re-assessment? 
in the pending cases. The Chairman, Central Board of Direct Taxes, 
stated: "You cannot keep the sword hanging too long. That is why 
the Department has issued instructions to complete the set-aside as- 
sessments within a period of 2 years and the law has been amended 
to see that the set-aside assessments are closed within 2 years." 

8.8. The Committee wanted to know the present position of the 
outstanding as on 31st March, 1971, in respect of the four items show:' 
in the Audit paragraph. The Ministry, in a note, furnished the in- 
formation as under: 



"The position as on 31st March, 1971 in respect of the four items 
shown in the Audit paragraph is given below:- 

Assessement Year Number of cases 

Section Section Section Section 
146 25 I 254 263 

- -~-  
,964-65 and earlier years . . 

1965-66 . . . 
1966-67 . . . 
1967-68 . , , 

1968-69 . . . 
1969-70 . . . 
1970-71 . . . - 

8.9. When suggested to depute a special officer to get through 
those cases so that the other pending cases could be brought within 
the time limit and those that could not be really effectively pursued, 
bc written off, the Finance Secretary stated: "That is very good sug- 
gestion." 

8.10. The Committee are concerned to note the delay of several 
scars in disposal of re-opened and set-aside cases. As on 31st 
March, 1971, there were 3,959 cases pending under Section 146; 8,984 
rascs under Section 251: 503 cases under Section 254 and 439 cases 
under Section 263 of the Income-tax Act, 1962. Some of the cases 
pcrtain to the period 1964-65 and earlier years. 

8.11. The Committee note that with effect from 1st April, 1W1, a 
time-limit of two years has been fixed for finalisation of re-opened 
assessments to be coumied from the end of the financial year in which 
the order has been passcd under Section 146, 255(1), 254(1), 263(1) 
or 264(1) as the case may be. The Committee suggest that some 
limc-limit should also be fixed for disposal of old cases which per- 
tain to the period prior to 1st April. 1971. The Board should pay 
special attention to the disposal of the old cases. The Committee 
would like to he informed about the progress made in the Rnalisa- 
Lion of the old cases (year-wise). 

30th August, 1972 
8% ~ h d r a ,  1894 (SF- 

ERA SEZHIYAN. 
Chairman, 

Pzi blic Accounts Committee. 



Sr. Para No. MinistrylDepart- 
NO. of Report ment concerned 

Recommendations 

-- - 

I 1.23 Finance (Deptt. of The need for preparing accurate estimates of taxes on income has 
Revenue & been engaging the attention of the Committee from time to time. 
Insurance) In paragraph 4 of their very f i s t  Report on Revenue Receipts viz. 

t d  Ninth Report (1962-63), the Committee had observed that an overall g 
variation exceeding 3 to 4 per cent should be regarded as a matter cf 
concern requiring special remedial measures. During the years 
1965-66 to 1968-69 there was over-estimation in regard to Corporation 
Taxes to the extent of 18.00 per cent in 1965-66, 11.09 per cent in 1966- 
67, 11.28 per cent in 1967-68 and 6.42 per cent in 1968-69. In the case 
of income-tax there was under-estimation to the extent of 4.69 per 
cent in 1966-67, 12.38 per cent in 1967-68, 18.40 per cent in 1968-69 
and 23.78 per cent in 1969-70. In paragraph 2 of their 27th Report 
(1964-65) the Committee had emphasised that effective steps should 
be taken to fill up the deficiency in collection of reliable statistics of 
economic growth so that estimates of revenue are prepared on a real- 
istic basis. The Committee regret, however, that the Ministry of 
Finance have not been able to make much headway in this direction. 



They desire that the Ministry should build up a sound statistical base 
without further delay. 

At present, there are three agencies collecting information and 
cqnducting research on tax problems viz., (i) Tax Research Unit 
attached to the Department of Economic Affairs, (ii) Tax Planning 
Section, functioning under the Central Board of Direct Taxes and 
(iii) Directorate of Statistics, Research and Publications functioning 
as an attached office under the Central Board of Direct Taxes. The 
working group of Administrative Reforms Commission observed that 
there was no coordination among these three agencies and that these 
should be amalgamated and brought under the direct control of the 
senior member of the Board in-charge of Tax Planning and Assess- 
ment. Ample time has elapsed for Government to have considered 

+ the Administrative Reforms Commission's recommendations in this g 
respect in a comprehensive manner. The Committee feel that on 
grounds of efficiency and economy this suggestion is of suf6cient im- 
portance to merit early action. As a first step in this direction the 
Units under the Central Board of Direct Taxes could be amalgamated 
forthwith. 

It is significant that at present the Central Board of Direct Taxes 
do not have up-to-date statistics which in the opinion of the Commit- 
tee are an essential prerequisite for making reasonably accurate 
forecasts of tax receipts. For instance, the Buard do not have Iatest 
figures of income-tax collected in respect of various income brackets. 
The Board do not also maintain separate statistics of taxes realised 
from individuals, Hindu undivided families, firms, cqmpanies and 



others and of number of and taxes realised from various companies 
such as manufacturing concerns, trading companies and investment 
companies. The Committee desire that the Board should maintain 
up-to-date statistics pertaining to all the categories in order to assess 
the impact of taxation measures at the time of preparing the budget 
estimates. 

4 1.26 ~inance  (Rev. 8i Ins.) The Committee also desire that the Ministry should study the 
methods adopted for estimation of revenue receipt. in U.K. and other 
countries where the variation between budget stimates and actuals 
is not significant in spite of fluctuations in economic conditions and 
growth. I t  is needless to point out that incorrect estimation may 
result sometimes in avoidable revisionlimposition on tax levies. 

The Colmmittee find that the number of assessees has increased 
from 21,26,398 in 1964-65 to 29,10,341 in 1969-70. There was an in- 
crease of 36 per cent in 1964-65, 14 per cent in 1965-66, 11 per cent in 
1966-67, 0.2 per cent in 1967-68 and 8.9 per cent in 196970, while 
there was a decrease of 1.3 per cent in 19f3k-69. The Committee were 
informed that the decrease in 1968-69 was due to removal of some 4 
lakh assessees found not liable to income-tax out of 10 lakh new 
assessees added as a result of a special survey undertaken in 196465. 
The Committee were further informed that although there was over- 
all reduction in 1968-69, there was continuous increase in the higher 



income cases. The number of business cases with income over 
Rs. 25,000 increased from 1,23,989 as on 31st March, 1968 to 1,37,324 
as on 31st March, 1969, 1,61,485 as on 31st March, 1970 and 1,77,552 
as on 31st March, '1971. The Committee welcome the change in 
emphasis in enrolment of new assessees and hope that the surveys 
will concentrate on cases with revenue potential so that time and 
labour are not spent on cases which are subsequently to be removed 
from the registers. 

The Committee are concerned to be informed that the "work of 
the internal survey leaves much to be desired." The Committee 
desire the Central Board of Direct Taxes to look into the matter with 
a view to ensuring proper deployment and utilisation of staff with 
clear directions and objectives. g 

-3 

The Committee need hardly point out that in evaluating the work 
of survey done by officers in the field, the tax potential of the cases 
detected should receive more i m p t a n c e  than the tots1 number of 
new assessees added. 

The Committee desire that the working of small income scheme 
should be kept under watch. The objective of the scheme is that 
the Department should not waste its time and energy in disposal of 
cases which have no revenue potential. The Committee trust that 
the procedures evolved by Government help to achieve this objective. 
In particular, it should be ensured that on the one hand the scheme is 
not exploited by some unscrupulous high income assessees masquer- 

-.-- - -- - - - - -- -- - - - - - - -- - -- 
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--- - 
ading themselves as small income assessees and on the other hand 
genuine small income assessees are not subjected to harassment by 
being asked to appear before the Incame Tax authorities. The Com- 
mittee trust that Audit would conduct a review of the scherne and 
include their findings in their future Reports. 

9 1 49 Finance (Rev. & Ins ) The Committee were informed that there has been considerable 
simplification in procedure as far as individuals are concerned but the 
simplification might not have reached the same stage as far as other 
categories are concerned. The Committee desire that the question of 
simplification in procedures should be kept under constant study so 
that maximum possible simplification can be achieved as early as 
possible keeping in view the basic objective of avoiding harassment 
to parties without detriment to the interests of revenue. 

The Committee note that the functional scheme of distribution 
of work which has been introduced in 194 ranges has resulted in not 
only increasing the disposal of assessments and collection of taxes 
but also paying adequate 21-4 timely attention to other important 
aspects of work like rectifcaf'on of mistakes, disposal or audit objec- 
tions. giving effect to appeal orders etc. But there are also certain 
difficulties regarding non-availability of papers, delay in issue of 
demand notices and failure to give credit for prepaid taxes. The 



Crrmni~ttc+> r l c q ~ r t ,  tlint the p ~ o c ~ r l l ~ l a l  rb?ngr- r n n ~ ~ l w v - 1  rrcessary 
fot removing these defects shcu!d he made without delay. 

The Committee find that the pilot study carried out by the Central 
Board of Direct Taxes has revealed that in big income cases the per- 
centage of cost of collection to demand raised worked out to 0.86 per 
cent and 0.78 per cent in 1968-69 and 1969-70 respectively while in 
small income cases the percentages were 5.57 and 5.41. The obvious 
conclusion is that cost of collection as percentage of the demand is 
much more in respect of small income cases as compared with big 
income cases. The Ministry have pointed out t.hat with the introduc- 
tion of 'Summary Assessment Scheme' the results of the earlier study 
may no longer hold good. The expectation obviously is that the cost 
of collection on 'Small Income cases' will register decline. The Com- 

(0 mittee desire that impact of the 'Summary Assessment Scheme' on 
the cost of collection map be watched through further studies with 
a view to  taking additional measures towards reduction of CUS~ of 
collection in small income cases. 

The Committee feel concerned over the increase in the number 
of cases of under-assessment and over-assessment detected by 
Revenue Audit during the period 1st September. 1969 to 31st August, 
1970. There were 16,997 cases of under-assessment of tax amount- 
ing to Rs. 858.92 lakhs and 6.034 cases involving an over-assess- 
ment of tax of Rs. 191.41 lakhs. During the period 1st 
September 1969 to 31st August, 1970, as against 12,418 cases of 
under-assessment involving tax of Rs. 687.19 lakhs and 3,496 cases 
of over-assessment involving tax of Rs. 100.92 lakhs detected during -- - - _____ __ __~ -- - 



- - - -  -. - 
the period frcgn 1st September, 1968 to 31st August, 1969. Of the 
total 16.997 cases of under-assessment of tax detected during the 
period 1st September, 1969 to 31st August, 1970, there was short 
levy of tax of Rs. 644.80 lakhs in 1096 cases alone, while there were 
&10 such cases involving short levy of Rs. 537.46 lakhs during the 
period 1st September, 1968 to 31st August, 1969. 

13 2.27 Finance (Rev. & 1ns.j The increasing number of cases of under-assessment and over- 
assessment detected by Revenue Audit points to the need of inten- 
sification of checks by Internal Audit. The Committee were inform- 
ed that although the number of Internal Audit Parties was increas- s 
ed slightly during the year 1969-70, they were still insdcient to 
conduct more or less a concurrent audit of all cases. From the 
figures furnished to them, the Committee find that the total asses- 
sments checked by the Internal Audit Parties decreased from 
2,77,332 in 1969-70 to 2,54,142 in 1970-71. However, the cases of 
under-assessments detected by the Internal Audit increased from 
29,746 involving short levy of tax amounting to Rs. 607.79 lakhs to 
40,106 c a s s  involving tax of Rs. 1230.71 lakhs in 1970-71. The 
number of cases of over-assessments increased from 11,123 involv- 
ing tax of Rs. 173.02 takhs to 17,120 involving tax of Rs. 387.43 
lakhs. The Committee are not satisfied about the progress of recti- 
fication of the errors pointed out by the Internal Audit Parties. 



According to the review conducted by the Directorate of Income 
Tax Audit, cases involving only 20 per cent d the aggregate tax 
realisable on rectification were rectified during 1970-71, while the 
corresponding percentage for 1971-72 was a little less than 30 per 
cent. The Ministry have also noticed that rectifications in most of 
the cases have not been done within the prescribed period of three 
months of the raising of objections by the Internal Audit. The 
Ministry are greatly concerned at the inadequacy of the rectifica- 
tion of errors pointed out by the Internal Audit and they propose 
to take some effective measures early. The Committee hope that 
effective measures will be taken by the Department to ensure that 
rectification of under-assessments and over-assessments detected by 
Internal Audit is made within the time limit of 3 months. 

Y 

The Committee find that according to the instructions issued by % 
the Board in August 19f58, the Internal Aulit Parties are required 
to take up checking of assessments, particularly those involving 
large revenues, soon after the assessments had been completed. 
According to the instructions issued in December, 1969, the Inter- 
nal Audit Parties are required to take all c a t e m  I assessments 
completed in the rush period of Februarv and March by the 30th 
June following and the assessments on total income of one lakh 
or more made in any other month are required to be checked with- 

* -.---- . in three months, of the date of the assessment. The Committee 
have been informed that no special review regarding the actual im- 
plementation of the instructions was conducted since the Director 

. . - of Inspection undertakes a monthly review of the performance of - - - 



Internal Audit Parties. The Committee suggest that an immediate 
review of the working of the Internal Audit should be undertaken 
by the Board to find out how far they are carrying out the prescri- 
bed checks and bringing to notice cases of under or w e r  assessment 
requiring rectification. The Bosrd should also ensure that the 
rectification of the lapses is done promptly. 

Finance (Rev & Ins) The Committee learn that the assessments checked by the Inter- 
nal Audit Parties are not being stamped, with the result that it + is difficult for Revenue Audit to know whether the assessments 
have been checked by the Internal Audit Parties. The moilthly 
reports of the Internal Audit Parties are also not being made avail- 
able to the Revenue Audit as a matter of course. The Committee 
consider that there should be proper coordination between the 
Internal Audit Parties and Revenue Audit so as to have max'mum 
impact on revenue collecting organisation. This can be achieved 
by making the checks exercised by the Internal Audit more com- 
prehensive and thorough and by making their Reports available 
contemporaneously to the Revenue Audit. The Committee would 
further suggest that the scope and nature of checks to be exercised 
by Internal Audit should be reviewed at least once in six months 
by the Board of Dirtect Taxes in consultstion with Revenue Audit 
so as to  make the checking more effectire and poinfed. 



d o -  

The Committee have in the various sections of this Report as 
well as of the 50th Report referred to inadequacies and lapses of 
Internal Audit and have also indicated the lines on which the Inter- 
nal Audit check could be strengthened. They hope that Govern- 
ment would take due note of these and take appropiate action 
early. 

According to the provisions of Section 285(A) of the Income-tax 
Act, 1961, a persw undertaking a contract for construction of a 
building or for supply of goods or services in connection with it 
for more than Rs. 50,000 is required to furnish particulars of the 
contract to the Income-tax Officer concerned. The Committee were 
informed that during the year 1969-70, information was furnished 
by lr068 contractors. The Committee suggest that it should be exa- --. 
mined whether the authority awarding the contract should also be 8 
required to send necessary information to the Income-tax Depart- 
ment so that necessary action can be taken against the contractors 
failing to send the particulars to the Income-tax Officer. 

Further the Committee note that at present the provisions of 
this Section is restricted to building contractors only. The Direct 
Taxes Enquiry Cqmmittee in paragraph 2.223 of their final report 
have recommended that the scope of this provision should be ex- 
tended to apply to all contractors. The Committee desire that de- 
cision on this important recommendation should be taken without 
delay. 

- -- .- -. -- - - - * - 
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19 2-43 Finance (Rev & Ins) Despite the concern expressed by the Committee in their auccea- 
sive Reports over the mistakes committed in the computation cf tax 
which went undetected, the number of such cases has shown a 
steady rising trend in recent years- The number of cases which was 
1,786 in 1965 went upto 2,719 in 1969-7A From the nature of the 
mistakes examined by the Committee there can be only on con- 
clusion that either there was no effective check in the Department 
or the mistakes were not bm-fide.  The Committee note that the 
Department had issued some instructions on the 13th December, 
1971 after the Committee took evidence. The Committee would 
content themselves with the observation that the effectiveness of 
performance depends on the implementation of instructions of 
which there was no dearth even earlier. 

The Committee regret the failure in this case which resulted 
in a short levy of Rs. 52,006. They expect that the persons found 
at fault will be suitably dealt with. 

The rush of assessments in March, 1967 was partly responsible 
for this failure. The Committee wish to reiterate their oft repeated 
suggestion that assessments in high income brackets should as far as 
possible be completed earlier in the year. 



The Committee would like to be informed of the recovery effec- 
ted in this case. 

In a number of cases, the Committee have been informed that 
the Internal Audit could not audit them before they were taken 
up by the Statutory Audit. This in the opinion of the Committee 
is quite unsatisfactory. They wish to stress that the programme crf 
Internal Audit should be so arranged as to cover al l  the circles 
without delay so that when Statutory Audit proceeds with their 
Audit they would have an opportunity to review the work of the 
Internal Audit also. 

That a mistake of this type leading to underassessment of r 
Rs. 1,29,786 in this case, should have occurred in a Central Circle 
causes some uneasiness. As admittedly there has been negligence 
in checking, the Committee hope that the De2artment will take 
due note of it against the persons found remiss in the discharge of 
their responsibilities. They would like to know the completion 
of the recovery in this case. 

4 < 

2s 2-73 The Committee find that at the present the onus lies on the 
Department to determine whether a company is one in which 
public are substantially interested or not. I t  takes considerable 

. - - - - - - - - - - - effort and time to do it. The Committee, therefore, suggest that 
an additional column should be provided in the income-tax return 

- - to put a onus of the assessee to indicate the nature of the company. - 



26 1-74 Finance (Rev. & Ins.) The Committee feel that while a valid distinction could be made 
between a public company and a private company as defined in the 
Cqmpanies Act, the basis for differential treatment for taxation of 
profits of a. clos.:ly held public company needs to be elucidated. 
They would like Government to examine the feasibility and eco- 
nomics of dispensing with the subtle distinction between a public 
company and a closely held public company for the purpose of 
taxation of profits, as promised during evidence. The outcome of 
the examination may be intimated to them. 

The Committee are concerned to find errors in a number of 
cases of assessments under the voluntary disclosure scheme. These 
assessments are at present nct being checked by the Internal Audit 
parties. The Committee not.e that Internal Audit parties are nei- 
ther properly equipped nor have they the requisite status for 
checking these mssessments. They would Like Government to 
ensure that -assessments in respect of voluntary disclosure scheme 
are thoroughly checked in internal audit to ~bviate  any mistakes. 

The Committee are glad to learn that after they took evidence of 
the Ministry in this case, instructions have been issued for preven- 
ting lapses in the check of computation of income of assessees 
which had not been given in the past the care it deserved. They 
would like to watch the improvements through future Audit 
Reports. 



This is yet another case of mistake going unnoticed in the 
assessment belonging to high income group made in the month of 
March. The Committee are inclined to take a serious view of such 
mistakes especially in a group charge, the object in creation of 
which was to ensure greater accuracy in tax assessments. They 
hope that the persons responsible for failure will be suitably dealt 
with. 

I t  is disquieting that the number qf cases in which mistakes 
were noticed by Audit in computation of income under the head 
'rbusiness" has increased three-fold during the last seven years. 
The under-assessment noticed in such cases during the year 1969-70 
alone amounted to Rs. 129.31 lakhs. The deterioration of the posi- 
tion, despite the special attention having been drawn repeatedly t~ 
these types of mistakes does not speak well of the Department. 
The Committee accordingly trust that Government would analyse 
the nature of repetitive mistakes and take appropriate act* to 
avoid recurrence. 

The incorrect assessment of income arising out of the sale of 
house property by an Insurance Company which resulted in short- 
levy of tax to the tune of Rs. 6,72,719 lakhs, reveals ignorance of 
the Provisions of Income-tax Act applicable to General Insurance 
Companies. The Committee note that instructions were issued by 
the Board in August, 1967 clarifying the position in law. They, 
however, desire that general review of all the assessments of the 
Insurance Companies with a view to finding out whether there 

-- - .- - ----- 



were similar mistakes, should be undertake~. The results of such 
a review and reassessment of the case referred to above may be 
reported to the Committee. 

32 2.107 Finance (Rev. & Ins.) The Committee note that Internal Audit Parties are not equipped 
for scrutinizing the assessments of the Insurance Companies, which 
are stated to be of complex nature. As the need for the check is all 
the more in complicated assessments, the Committee would urge 
Government to ensure that Internal Audit Parties are adequately 
equipped won to take up all types of assessments. w 

(0 
CJ 

The Committee find that on accqunt of incorrect grant of amorti- 
sation allowance taking the life of a film to be 2. years resulted in a 
short levy of Rs. 1,63,650 in the hands of the firm and its partners. 
The additional demand raised as a result of Audit objections in the 
case of the firm and one of the partners stands fully realised. The 
Committee would like to know the settlement in the case of the 
other partner. 

The instructions issued by the Board in October, 1969, allowed 
write-off of the entire cost of a film in the year in which it was 
released. Thmgh this was not in accordance with the judicial view 
on the subject given in 1957, the Department have expressed that 



the position has radically changed since then. However, on Audit 
objection raised in May, 1970, the matter is stated to be Wen for 
consideration 'de novo' on merits. The Committee would like to 
know the final decision taken in this regard early. 

In this case the aggregate amortisation allowance granted in the 
two years 1966-67 and 1967-68 had exceeded the cost of production 
of the film. The Committee are unhappy to note that the Minis- 
try have not issued any instructions so far regarding the mainten- 
ance of the continuous record, like the depreciation chart to enable 
the assessing officer to keep a watch that the total amrtsiation 
allowance does not exceed the cost of production. The Committee 
wish that this should be done early. 

Although this ease way checked by the Internal Audit, they fail- 
ed to detect the errors for the reason that checking af amortisation 
was not covered in their check sheet then in vogue. The Commit- 
tee hope that this lacuna has since been removed. 

This is a sad case where althaugh the income-tax oflcer rightly 
treated the cost of replacement of certain items of depreciable 
assets as allowable deduction, he failed to add back the cost debited 
to the Profit and Loss Account while completing the assessments 
for the years 1960-61 and 1967-68. The effect of this failure was 
an under-charge of tax of Rs. 3,42,715. The mistake was not 
noticed before Audit pointed it out in March, 1!XN with the result 
that assessment for 1960-61 could not ,be rectified as it became time- - 
- - 



- - - - - . . - - - - - -- . - - - 
barred. The Committee desire to be informed whether the case 
was looked into by Internal Audit and if so, how the mistake was 
not detected by them. The committee would also like Government 
to examine whether similar mistakes were made in the assessments 
for the years 1961-62 to 1966-67 and take suitable action. 

38. 2.129 F.n mce (Rev. & Ins,) The Committee note that although the accounts of the solicitors 
firm were maintained on cash basis. payments representing the 
share of profits made to retired partners a legal heirs of the 
deceased partners were allowed as deduction in computing the 
total income of the firm for assessm~nt years 1958-59 to 1967-68. 
The Committee understand that assessing officer had acted as per 
the orders of the Commissioner of Income-tax issued in September, 
1965. They would like to be informed whether the orders were 
heing uniformly applied to all similar cases arising in the various 
charges in this circle and what was the position in this regard in 
other circles. They also desire that the opinioh of the Ministry of 
Law regarding the validity of these orders should be obtained 
without delay and communicated to them. 

The action taken on the basis of the opinion of the Ministry of 
Law, as may be necessary. may also be reported to the Committee. 

The two-fold increase in the number of cases in which mistakes 
in computing depreciation and development rebate noticed by 



Audit  clearly indicates that the steps taken by the Department in 
pursuance of the observations made by the Committee in the 
successive reports have not been effective enough. The Ministry 
has held that "the increase in the num5er of mistakes reported by 
Audit may have been due to only a larger coverage by them rather 
than increasing incidence of the mistakes". The Committee regret 
their inability to accept this interpretation of the Ministry which 
displays an excessively complacent attitude. In this connection, 
they would like to refer to the suggestion contained in the Third 
Report (Fourth Lok Sabha) that a special review should be con- 
ducted in all the charges with a view to checking correctness of 
the calculations of the development rebate and depreciation allow- 
ances. The Ministry has pleaded that it had not been possible to 

h, 
follow up the reviews because of the inadequacy of man-power. 
This is a plea which the Committee find it difficult to accept. In 
the opinion of the Committee only a complete review and proper 
follow up action would reveal the degree of efficiency of the 
department in this regard. They accordingly hope that the Minis- 
try will take adequate follow-up action in all cases speedily. 

The Committee note that the new rules brought into effect from 
the 1st April, 1970 do not provide for industry-wise rate of depre- 
ciation in respect of a large number of industries. The Ministry 
has explained in this connection that i t  may not be possible b fix 
industry-wise rates because the percentage of machinery entitled 
to different rates of depreciation may not be the same in the case 
of all the concerns running a particular type of industry. In a 

- - 
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case examined by the Committee, they have noticed that there has 
been some controversy regarding determination d rate applfc- 
able to printing machinery. The Committee would, therefore, 
suggest that Government should examine as to how far the rules 
regarding depreciation allowance could be rationalised further to 
place matters beyond doubt. 

42 . 2.148 Finance (Rev. & Ins.) The Committee have been reiterating that each Inspecting Assis- 
tant C~~missioner  should check a certain number of cases of each 
Income-tax OiEcer under his charge at regular intervals. They 
note that although some instructions have been issued in this 
regard, it is not yet known as to what extent Inspecting Assistant 
Commissioners were able to pay attention to such a test-check. 
The present position is quite unsatisfactory. The C<munittee hope 
that the Ministry will ensure that instructions are followed in letter 
and spirit. 

According to the Ministry mistakes noticed in these cases are 
due note to either carelessness or negligence but to the fact that 
there was same controversy about the correct rate of depreciation 
to be applied to the printing machinery. It is unfortunate that the 
controversy in this regard was not considered -till .June, lWl .  AS 
per the interpretation now given if there is no specific rate preS- 
cribed for the industry as a whole, the rates prescribed for indivf- 



dual items of plant and machinery have to be applied to such i d -  
vddual it- and if no q x d i c   ate has been prescribed for any 
iodirirkral &em, then the .genema1 rate will apply to su* indiahSdlirwd 
items. TQe Committee trust that suitable instactions in b 
maQter have been issued by tbe Centwl Boald of &eat :Twwsrih 
consultation with Audit. 

!Qhe~.Comtnittee ace. unable to agree with &he xkw sf .&e .Miaig- 
&y &at no general review was called for. They aamdb@y 
&hat it ebould be .undertaken now to r4ind ~ u t  wiheither $here have 
been cases of ltncomect application of rate of depce~Won ia ldae 
l igu of the btepretation xeferred Q above so 4h~t t4e zdev@ 
assessments which have not become time-barred may be rectified. 

-d+ The Committee m e t  ,that incorrect a l lowwe of .dey~:lppmt#$t 
zebate 4 o U g  upto Rs. 1.05 crazes for the ttaeww~t y&--19@ 
63 to 186667 relirtiag.to a Public Sector ?Jn(le&iWg we pot 
deteoted .althsu& ,all the ass-& were checked by ,*e. htRlceal 
Audit. The Committee would like to know .the action .t&q &r 
,the failure in t4is .regard. 

-do- The Committee do not apprecia.k any relaxation in the +dard 
of scrutiny for tax returns submitted by Public Sector Usdertaidngs. 
They accordingly trust that the Ministry will issue s9titaMe .iRs- 
tructions to all the assessing authorities. 

- 
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47- 2.173 Finance (Rev. & Ins.) The Committee note that an Appellate Tribunal had already held 
in a case that sale of goods on credit to its members by a co-opera- 
tive society did not mean providing credit facilities, as contemplat- 
ed under the Act. It is unfortunate that although the matter was 
brought to the notice of the Ministry in September, lV70 by Audit, 
the opinion of the Ministry of Law has not yet been taken with the 
result that no instructions clarifying the position have been issued 
to the lower formations of the Department. The Committee hope 
that i t  will be done without further delay. cu z 

The Committee are unable to understand how the Income-tax 
Officer over-looked the fact that the tax relief on newly establish- 
ed industrial undertakings is admissible anly for a period of five 
years from the year in which production started and allowed the 
relief beyond the stipulated period for the assessment years 1963- 
1964 and 1964-65 which resulted in under-assessment of tax to the 
tune of Rs. 13,53,971. They, however, wish to be informed of the 
outcome of the appeal preferred by the assessee h this case. 

The Committee were informed by the Ministry that the Income 
tax Officer had been instructed to take remedial action in the case 
of shareholders' assessments. The action taken in this regard 
may be reported to the Committee. 



The Committee note that the Ministry have been experiencing 
difficulty in some marginal cases as to what exactly constitutes 
a 'new industrial undertaking' and that the matter has been refer- 
red to the Ministry of Law whose opinion is still awaited. The 
Committee desire that the matter should be got clarified without 
further loss of time and suitable instructions issued for the gui- 
dance of assessing officers. 

The Committee also trust that on the basis of the opinion ob- 
tained from the Ministry of Law, the past cases of assessments 
will be reviewed to ensure that the benefit of industrial holiday 
was correctly extended. Further as regards cases other than 
marginal ones, a review should be immediately conducted with' a N 
view to rectifying under-assessments, if any. 8 

The Committee have in the preceding recommendation referred 
t.3. the controversy as to what constitutes 'a newly established 
undertaking' on which an opinion of the Ministry of Law has been 
sought. They trust that suitable action will be taken in the case 
on receipt of the opinim of the Ministry of Law. 

The tax holiday relief incorrectly allowed before deducting 
development rebate from the profits and gains of a Government 
owned company resulted in a short levy of over Rs. 6 lakhs. The 
Committee note that the additiaal demand has already been rais- 
ed, but the assessee has gone in appeal. The Committee may be 
informed of the outcome. 

-.--.--- - 
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54. 2 F i n a v  (Rev. & Ins.) The Corpmittee would also like to know the results of an in&- 
pndept  review of the Department as to whether the tax r&ef 
was p r o ~ r l y  calculated for the assessment years 1963-64, 1964.65 
and 1966-67 in respect of this company. 

'#e Qmmittee qote that in this case tax ha4&?a~c @@ ww 
&wed fes a further period of 5 years cqpsequeut pn the e-- 
sioa of the new industrial unit. It is unfortuoak that \t 
b a d  on the erstwhile Central Board of Revenue's cwular imu@ 
in April, 1950, which according to the Ministry, could be interpre- 
t@ in a way that may not be iq canfomity with the law. Al- 
though the Audit objection bas been apcepted in p** tk 
M h b t q r  m e  stated that 'it might well be argued that slpcb qhw 
tantial earg~nsiop can be cqnstrued as addition' awl that t)WY 
wished to have this yiew examined by the W s t c y  of Law, @ 
coqspltaticm Mth Audit. The Ccmmittee acco-y &i@m W 
the matter should be considered and clear instructions in confor- 

w j a  i s s q  wpeditiously, in consultation with Audit. 
Cornnittee paqsiCler +t it is most uppwa@e a&.p k e  

pr~lauga@onlyirtual perpetuatipn of tax bowqy ift t&+ &@%$# 
waqer .  

-Do- c e  Committee r e s e t  to fipd that there is no satisfacbq ar- 
rangement to ensure timely revision of the partner's assesqe?k 



provisionally completed, after the final share income becomes 
known. Although the erstwhile Central Board of Revenue afiad 
prescribed a register called 'register of cases of provisiondl sh& 
incomes' to be maintained in each income-tax office, the re- 
is pot being maintained properly. Inordinate delays have mm- 
red both in intimating the correct share of income by the officer 
assessing the firm's income and in taking timely action bytlred6- 
cer assessing the partner's income. The Committee, thebaare, 
suggest that there should be a similar register 4wough which ~%e 
timely intimation of the correct share of income to the attieer am- 
sessing the partner's income can be ensured. This would abo ttrrllp 
to watch the action taken to revise the partner's asse~sment, *hi& 
is already required to be intimated to the officer assessing ihe 
firm's income. Further it is desirable to have a time-limit both % 
for such an intimation to be sent and for revising the partner'6' 
assessment on receipt thereof. The proper maintenance of .the 
register already prescribed and the one now suggested by the 
Committee and adherence to the time-limit to be laid down, .shdd 
be checked by the Inspecting Assistant Commissionars as also k 
the Internal Audit so as to ensure that the interests of revenue are 
properly safeguarded. 

ea 

In the case referred to in sub-para (a) of the Audit f irag~@~, 
the actim of the Income-tax Officer in h i d i n g  at the m t  af 
$,he partner to wait till the Appellate Commissioner passed the 
order on the appeal of the flrm, instead of raising the demand 
after rectifying the assessment of the partner, is admittedly un- 

-- a 
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justified. The Committee hope that suitable action will be taken 
against the officer responsible for this lapse. They Would alm like 
to know the circumstances leading to an inordinate delay of 2-112 
years, on the part of the Officer assessing the firm's income, in 
communicating the partner's share. 

58 - a.  226 Finance (Rev. & Ins.) In respect of the case mentioned in sub-para (b), although the 
firm's assessment was completion before the assessment of the part- 
ner's income was t a k a  up, the share of the partner was not taken 
into account. I t  is, therefore, for the Department to consider 
how it could be ensured that such intimation received in advance 
of the assessment of the partner's income is not lost sight of. 

The Committee, however, find that in this case the partner 
himself did not disclose his share of the firm's income in his re- 
turn. As prima facie non-disclosure of the share of the firm's in- 
come by the partner after it became known, appears to be a case of 
concealment of income, the Committee suggest that this aspect may 
be examined in consultation with the Ministry of Law and Audit 
and suitable instruction issued for the guidance of the Assessing 
Officers. v 

The wrong application of concessional rate of tax applicable to 
companies mainly engaged in manufacture to the income of a com- 
pany mainly derived from purchase and sale of goods and from 
royalties in this case resulted in a short-levy of Rs. 1.13 lakhs. The 
Committee understand that the assessing officer concerned has been 



associated with a number of audit objections. They would like tb 
be apprised of the results of the review of all cases of nlistakes com- 
mitted by him and the action taken on the basis thereof. 

2.245 (~inance hev. & Ins.) The Committee have been repeatedly stressing the need to exer- 
cise special care in assessilsg tax on companies. Notwithstanding 
the steps stated to have been taken in this regard, the mistakes in 
the levy of tax on companies have assumed alarming proportions in- 
asmuch as the number of cases in which erros were noticed during 
1969-70 was 135 involving under-assessment to the tune of Hs. 202.66 
lakhs. That, this was so inspite of comparatively lesser number of 
assessments handled in Company Circles by senior and experienced 
officers, is disturbing. As admittedly there is need to impart ade- 
quate training to the officers in Company Circles in view of "great 
many technicalities'' involved in the company assessments, the Corn- 3 
mittee suggest that there should be regular refresher courses for 
these officers after the passage of each Finance Act and issue of 
detailed instructions thereon. The Committee would like such 
training courses to be held on a systematic basis and without delay. 

The Committee need hardly emphasise in this connection that the 
Internal Audit should be suitably equipped and strengthened to 
take up effectively the big company assessments immediately after 
they are completed. 

63- 2 - 247 -DO- In pursuance of the Committee's earlier recommendation con- 
tained in their 73rd Report (Fourth Lok Sabha), the review of all 
assessments for the assessment years 1964-65 to 1967-68 in regard to 
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incorrect levy of super tax on total income of Rs. 1 lakh and over, 
is in progress. The Committee would await a report in this regard. 

64. 2.248 Finance (Rev. 81 Ins.) At the present a number of provisions in the Income-tax Act 
exchrsitely relate to companies and there is a separate Sur-tax Act 
for companies. To a suggestion of the Committee that in order to 
simplify matters and facilitate easy reference there couid be two 
separate Acts, one for the corporate sector and the other for tiotl- 
corporate sector, the Chairman, Central Board of Direct Tax- 
reacted saying that it seemed to be an 'excelknt suggestion'. H e  , 
Committee hope that this aspect will be examined and necessary Z 
follow-up action taken early. In this connection the ComfnSfike 
would like to mention that it is not necessary to load the IficotHe- 
tax Act with the provisions relating to Companies as the n&WP of 
company assessees is only 27,734 out of a total number of 28,10,!9h 
assessees (as on 31st March, 1970). 

Do. with the various rebates and codcesSions the  s t r u e  of cak'fim- 
rate taxation is expected to be designed in such a way as to pk6mofe 
economic growth and to ensure social justice. The ConhWkie 6 C k  
informed that no study had been undertaken to know ho* far'#tke 
td in  objectives have been realised. The Comdttee would, there- 
fore, commend such a study which woufd be helpful in for~izuhtisg 
future taxation policy. 



Do. The Committee note that there is a difference of opinion between 
the Audit and the Ministry of Finance regarding the tteattnM. of 
investment in shares as fixed assets and that the opiMtm of tfie 
l h d s t r j ~  of Law ih the matter is awaited. The C m &  fiw Be 
fhfbrrildt of the opinion of the Ministry of Law. 

2 -262 Do. It is regrettable that the opinion of the Ministry of Law was 
sought for belatedly. The Committee desire that in such cases fhe 
position should be got clarified expeditiously and instruetieas issued 
to ensure that uniformity is observed in all the charges. 

2.270 Do. The question whether the mount received frdne €he &fkdts. by 
lawyers towards personal expenses could be exeludtd im M h- 

$2 come as non-taxable is stated to have been referrd ts tHe Mfmhkry 
of Law. The Comtnittee muld  Itke to be apprised of the tjphtn 6f 
the Minfstry of Law. 

Do. Although the Committee desired to have the information regard- 
ing the total number of advocates practising in the various High 
Courts and S'preme Court and the number of persons who were 
borne on the books of the Income-tax Department as assessees, the 
information is still awaited. The Committee trust that on the basis 
of the information to be collected, the department would make a 
survey to ensure that there is no evasion of tax. 

70. 2 -272 Do. Further Government may consider the feasibility of asking the 
various courts to furnish to the Income-tax Department periodi- 
cally information regarding cases decided by them and the persons 

y - -- 



who appeared as solicitors or advocates for both ides so that the 
Department may be in possession of necessary information to verify 
the correctness of the returns filed by persons of these professions 

71 2.288 Finance (Rev.& Ins.) The Committee desire to be informed of the rectification and 
recovery of penalty imposed in one of the two cases mentioned in 
sub-para (a) (i) and in the case mentioned in sub-para (a) (ii) of 
the Audit Paragraph. 

Do. As regards sub-para (iii) the Committee were informed that 
although Audit were told earlier that the Ministry had accepted the 
mistake, the question regarding the applicability af the provisions 
of Section 297(2) (g) of the new Income-tax Act to the cases of 
penalty proceedings initiated before 1st April, 1962, has been subse- 
quently referred to the Ministry of Law. The Committee would 
like ta be informed of the views of the Ministry of Law as also the 
action taken to rectify and recover the penalty, if required. 

DO. In regard to sub-para (v) the Committee understand that the 
question whether the date of filing of the return or the date of 
assessment was to be taken for the purpose of levy of penalty was 
under consideration of the Ministry of Law. The Committee may 
be apprised of the final decision taken in the matter after obtain- 
ing legal opinion as alsa the action to rectify and recover additional 
penalty if needed. 



74- 2.291 Do. 

75- 2 '292 DO 

76. 2.301 Do. 

77- 2 -302 DO. 

The Committee find that there is sbm& confusion 6 what 
exactly constitutes concealed income*. 

In view of the mistakes committed and the prevailing confu~ion 
in regard to levy of penalty the Committee wish to suggest that 
the Board should consider the feasibility of bringing out a compen- 
dium of instructions on penalty provisions in the Income-tax Act 
for the guidance of the Assessing Officers. 

There has been a steady increase in the number of cases of 
omission to levy or incorrect levy of penal interest reparted in the 
successive Audit Reports. The number of such cases during the 
year 1969-70 was 3395 involving a sum of Rs. 91.12 lakhs. Of this 
165 items involved Rs. 10,003 and above each and the aggregate tax 
in these cases amounted ta Rs. 49.28 lakhs. The recovery in these 
cases may be reported to the Committee. 

The Committee trust that with a rationalisation of rate of inte- 
rest and the procedure for the levy, such large scale mistakes or 
omission as have been noticed in the past, should not occur. The  
Committee note in this connection that the Central Board of Direct 
Taxes have assumed powers with effect from 1st April, 1971 to frame 
rules for regulating the calculations of interest. They desire that  
necessary rules simplifying and streamlining the procedure should 
be framed without delay. 

*The Committee have dealt with this matter in some detail elsewhere in 
the Report. 



78- 2.312 Finance (Rev.& Ins.) The Committee are unhappy over the recurring cases of c&- 
derable excess refunds arising from double credit of advafite -tax 
paid due to some mistake or the other. They desire that bbna- 
or otherwise of such mistakes should be carefully gone 'f& 
stringent action wherever necessary. 

2.313 DO. 

80. 2 - 3 4  Do. 

Various suggestions in regard to the steps to be taken to prevent 
double allowance of credit are stated to be under consideration wf 
the Directm o£ Inspection (I.T. and Audit). The Committee asnd 
hatdly stress that a foolproof procedure in this regad should fie 
evolved expeditiously. 

- 
Incidentally the Committee note that the existing hhmetiorss 

that all refund cases involving a sum of Rs. 5001- and above dmdd 
be checked by the Inspecting Assistant Commissioner have fallen 
into disuse and that the limit fixed for the check is considered to 
be "too low". The Committee wish to point out that it is*dndesir- 
able to all- such important instructions to be ignored. "Phk r-hilft 
could have been suitably revised in order to e n m e  strid dbserv- 
ance of the instructions. The Committee trust that the .'BoM 
would review the observance or otherwise uf such long standing 
instructions in the light of changed context and take appropriate 
action. 



The Commit&, after going through the information furnish4 
to them, find that the procedure for taking the action after rmipt 
of the Audit o b j e c t i i  is anything but satisfactory. No v* 
time-limit has been prescribed for taking corrective action on the 
mistakes pmted out by the Audit. Although a register has bceR 
prescribed in February, 1988 for ensuring timely action, fblfowing 
M ear1Ier reoommendation of the Committee, the rnaintezlanice 04 
the W s t e r  has been admittedly 'often quite faulty'. According 
to the Mmistry, the existing slackness can be remedied by a m&od 
of petiodtc reconciliation once every six months with the d S  
naihtahred by Audit. The Committee further regret to learn From 
Addit *at exeludfng the Commissidhers' charges at Calcuthi Ddh3, 
Madras and Bombay, the Department's replies to the 9lisbkes , 
pointed omt by the Audit parties were due in 14,592 cases as on %st & 
May, 1971. The Committee would like to know the positfag in #le 
remaining four charges alsa It is obvious that the monthly revxew 
of Audit abjetiuns conducted by the Director of hInspection b 
be@n effective at  all. The situation is quite alahmfng and m5UtS 
%'he Comndttee trust that such unsffiafactory state of af!fairs &a%l 
not be alrmed to prevail and that effective and prompt a&Oh 
on Audit objections will be ensure to safeguard the interests of 
meP1ae. The manner in which the psition can be remedied may 
be !Htlred i cmsultation with Audit. In this @tmecth,n, * 
Ctrmarittee fekl that it is desirable to b a titime-Hmit %3r tddBg 
corrective action on the mistakes reported by Audit. In any 
all the pending objections s h l d  be settled within a period of 
three years. The progress made in this regard may be reported to 

- ..-- --- -- 



Committee. The results of the overall review of the action taken 
on the mistakes reported in the successive Audit Reports may also 
be intimated to the Committee. 

82. 2.331 Finance (Rev. & Ins.) It is regrettable that refunds arising out of appellate orders 
passed between january, 1953 and July, 1963, were made.only in 
April, 1968 in this case. According to the Ministry, the principal 
reason for the unconscionable delay in giving effect to the appeilak 
orders was "perhaps the frequent change of Income-tax Officers." 
The Committee note that between 1st April, 1962 and 1st July, 1965, 
on an merage an Income-tax Officer held the charge concerned for 
a period of 4113 months only. The Committee need hardly point ' 

out that such frequent transfers are not conducive to elkiency; 
they would therefore like Government to review the position in all 
the charges and ensure reasonable tenure of officers in the interest 
of continuity and good work especially in view of heavy a n e m  
of work accumulated in the Department. Further they desire that 
there should be a procedure in built in the system itself whereby 
it could be ensured that pending matters are not last sight of not- 
withstanding the change in incumbency of the assessing authorit?r. 

The Committee further desire to suggest that the feasibility of 
fixing a suitable time-limit . - for giving effst to apppellatq o r d ~  

< - - - 
should be considered. 



D O .  

Do. 

The Committee are of the opinion that on equity whether Gnv- 
ernment paid interest to the assessee or vice-versa the criterion 
should be the same. Section 215(3) of the Income-tax Act, 1961, 
provides for reduction of interest payable by an assessee as a result 
of variation of the amount on which the interest was payable on 
rectification or revision whereas Section 214 which provides for 
Government's paying interest to the assessee does not have a simi- 
lar provision for reducing the quantum of interest as a result of 
rectification or revision. The Committee accordingly desire that 
the difference in language between Section 214 and 215 should be 
looked into. Further neither under Section 214 nor und& Secticm 
215 there is a provision for the enhancement of interest payable. 
The Committee note that the Ministry propose to have the entire 
question of payment of interest by Government to assessees and 
charging interest from assessees by Government in respect of 
excess advance tax paid or the shatfall of advance tax as the case 
may be re-examined thoroughly in consultation with the Audit and 
the Ministry of Law. The Committee trust that this will be dore 
expeditiously and appropriate amendments to the relevant sections 
of the Act made, as necessary. 

The Committee note a persistent tendency to overpitch tax 
demands which has of late shown disconcerting increase despite 
the fact that Government's attention has been repeatedly drawn to 
the seriousness of this problem in successive Reports on direct 
taxes. The number of cases and the amount involved which were 
1408 and Rs. 36.88 lakhs respectively in 1966 have jumped to 6004 -- . - - . .- - - - -- - - -- - 
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Do. 

Internal Audit failed to notice the mistakes in three out of four 
cases reviewed by them. The Committee hope that suitable action 
would be taken for their failure. 

The Committee find that the Commissioner of Income-tax had 
not followed the provisions of Section 271(4A) of the Act as clari- 
fied by the Board in their circular dated' 29th September, 1969, in 
waiving or reducing the minimum penalty in as many as 177 cases 
where the voluntary disclosures were not. full. Admitting that 
the action of the Commissioner was wrong, the representatives of 
the Central Board of Direct Taxes averred that he had acted 
to safeguard the interests of revenue. According to him it is one of 
the incentives to the assessees to come to a settlement by reducing 
the penalty or waiving it. He further pleaded that when an asessee 
disclosed his concealed assets the difference in valuation thereof did 
not reflect on the fulness of the disclosure. The Committee are 5; 
unable to fully share this view especially as in these 177 cases the 
amount fmally acceptedlassessed was Rs. 4.79 crores as against the 
disclosed income of Rs. 3.12 crores only. In any case concession 
shown in the matter of levy of penalty in such cases is not in con- 
formity with the law as i t  stands now. Any review of the position 
in order to provide for concession where there could be honest , 

difference of opinion regarding valuation should take into account 
the need to deter effectively deliberate under-estimation of assets 
disclosed. 

89 2.371 Do. Admittedly there is an apparent difference in the matter of 
treatment of tax deducted at source between the provisions of 
-- -- - - -  



Sections 214 and 215 governing payment to and charging interest 
from assessees for the excess or deficiency in the advance tax paid. 
While Section 215(5) clearly stipulated that tax determined on 
the basis of regular assessment should be reduced by the amount 
of tax deductible at source, for the purpose of charging interest 
from the assessee, there is no corresponding provision in Section 
214. However, the Committee leara. that the Ministry of law have 
opined that the expression "tax determined on regular assessment" 
used in Section 214 must necessarily be the tax after giving credit 
for the. tax deducted at source. They further learn that advance 
tax is itself calculated after giving credit for the tax deducted at 
source. Government may consider the question of amending Sec- 
tion 214 suitably to place matters beyond doubt. In the meanwhile, 
suitable instructions should be issued to avoid any divergence in 
practice in regard to payment of interest under Section 214. 

9- 2.383 Finwce (Rev. & Ins.) The Committee are distressed to note the non-deduction or short 
deduction of tax at source on interest payments and delayed remit- 
tance of tax deducted which also did not attract the penal provi- 
sions of the Act. It is strange that Income-tax Department itself 
is a defaulter in this regard. Such serious lapses noticed in test 
check of cases by Audit should have compelled the Department to 
undertake a review in all the charges to find out the extent of failure 
and to take appropriate action including rectification and recovery 



Do. 

Do. 

Do. 

which, however, surprisingly enough were not done. The Com- 
mittee expect that such review should be done without further 
delay and the results intimated to them. 

Unless deterrent measures are taken to make such defaults un- 
rewarding, the defaults are bound to recur. The Committee would 
therefore, like to know why penal provisions were not invoked in 
reqect  of cases pointed out by Audit and whether there were 
similar laxities in other cases. 

1 

The Committee note that the Central Board of Direct Taxes are 
reviewing the whole matter of tax deductions at source including 
those made under Section 194A with a view to making certain 
changes. The Committee hope that expeditious steps would be 
taken to ensure correct and timely deduction of tax at source as well 
as its prompt remittance. The Committee would await the out- 
come of the review of the position by the Board. 

According to the Ministry, although technically the department 
is also liable to deduct tax at source on interest paid by i t  to the 
assessee, it would involve a lot of avoidable accounting and adminis- 
trative work. The Committee understand that an amendment to 
the Act in this regard is under consideration. They wish to observe 
that any change that is made should provide adequate check to see 
that the assesses do not escape the tax liability on the interest 
paid to them by the Department. 

-- -- 



2 3 
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94 3.21 Finance (Rev. & Ins.) T& Committee note that the number of cases of pending assess- 
ments come down from 23.30 lakhs as o 31-3-1968 to 15.85 lakhs 
as on 31-81969, 13.22 lakhs as on 31-3-1970 and 12.39 lakhs as on 
31-3-1971. Although there is a progressive improvement in the po- 
sition of pendency of assessment cases since 1968-69, the pendency 
in categories I and I1 (i.e. with income over 15,000 and above in 
each case) continues to be heavy. As on 31st March, 1970 out of 
the total pendency of 13.22 lakhs cases the number af categories I 
and I1 cases pending was 3.09 lakhs which worked out of 23 per 
cent. The percentage of such cases was 20 per cent as on 31st 
March, 1969. As against 23,310 company assessments pending as 
on 31st March, 1969, the number of assessments pending on 31st 
March. 1970 was 23,730. Another unsatisfactory feature is that 
there was rush of completion of assessments and raising of demands 
towards the end of the financial year. The number of assessments 
completed in March, 1970 was about 16 per cent of the total assess- 
ments but the demand raised however, was 35 per cent of the total 
demands for the year. The analysis of the demands showed that 
high inmme groups assessments were continued to be taken up for 
completion in the last three months of the financial year and ewe- 
cially in the month of March. In paragraphs 1.42 and 1.43 of their 
117th Report (Fourth Lok Sabha), the Committee, while expres- 
sing their dissatisfaction over the increase in pending assessments 
of bigger cases,-urged the Central Board of Direct Taxes to draw up 



a suitable program~ne of priorities for disposal of assessments, so 
that those cases which had high revenue potentiality receive grea- 
ter attention at the hands of the assessing officers. The Committee 
.?:ere informed that the Board have issued necessary instructions 
to the assessing officers that all big cases involving substantial re- 
venue should be completed before 31st December and the smaller 
cases to be taken up in the last quarter of the financial year. The 
Committee have, however, been informed about the diEculties in 
finalisation of bigger cases before December. One of the difllcul- 
ties as explained by the representative of the Ministry is that "usu- 
ally big cases represented by eminent lawyer just drag on." An- 
other difficulty is that the assessees seek extension of time on pay- 
ment of interest. The Committee are concerned over the plea of 
helplessness of the department in completing the assessment cases u 
of bigger assessees before December. They, however, find that the 
Working Group of the Administrative Reforms Commission have 
come to the conclusi~on on the basis of a case study that the total 
number of adjournments granted by the Income-tax Officer on his 
own is much higher than the number of adjournments asked for by 
the assessees. The Committee, therefore, desire that government 
should seriously consider this matter in all its aspects and take 
effective measures, to discourage dilatory tactics on both sides- 
assessees and the Assessing authorities-so that bigger assessments 
may be completed speedily. 

a 
S 5 .  3'22 do. The Committee suggest that it should also be examined whe- 

ther in cases which are sought to be reopened by the assessees un- - -. -- - - - . -. - -. - 
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der Section 146 of the Income Tax Act or before an appeal is made, 
the assessee should be required to deposit a certain portion uf the 
tax which should not be less than that pertaining to the undisput- 
ed income. The Committee would further stress that in all cases 
of assessment[reassessment it would be desirable if the payment of 
tax on undisputed portion of income is made a condition precedent 
to filing appeals. 

96. 3 -323 1:inance (Rev. & Ins.) The Committee find that the number of inmme tax officers at- 
tending to assessment duties has progressively increased from 1701 
as on 1st April, 1968 to 1912 as on 1st April, 1969, 2056 as on 1st 
April, 1970 and 2234 as on 1st April, 1971. The effect of this appears * 
to have been the reverse of what might have been expected. The 
average number crf assessments disposed of per Income Tax Officer 
on assessment duty has decreased from 1855 in 1968-69 to 1842 in 
1969-70 and 1669 in 1970-71. No satisfactory explanation for this 
phenomenon has been adduced by the Ministry. The Committee 
suggest that the reasons tor decrease in the average number of assess- 
ments particularly during the year 1970-71 may be investigated by 
the department. 

do. The Committee need hardly stress that the Department &odd 
also give adequate attention to the revenue collected and the accu- 
racy displayed in assessment. 



Do. 

Now that tliv numher of Chartered Accwntants has increased 
considerably, the Committee would suggest that suitable method 
should be devised to have all returns of income involving more than 
Rs. 1 lakh certified by Chartered Accountants subject to appropriate 
conditions and terms so that the Income-tax Officers may concentrate 
attention on broader aspects of determining correctly the tax liability. 
The Committee would like this matter to be examined early by 
Government in consultation with all concerned. 

The Committee note with some satisfaction that the effective 
arrears of tax demand (excluding the demands not fallen due) came 
dawn to Rs. 609.55 crores as on 31st March, 1971 from Rs. 682.56 
crores as on 31st March, 1970. The Committee were informed that 
for the first time in 1970-71 the growth of arrears has been arrested. 
During the last three years collections from arrears demand has risen 2 
from Rs. 101 crores to Rs. 129 crores and 159 crores, while the total 
collection (bath arrears and current) increased from 678 crores to 
Rs. 801 crores and Rs. 830 crores. The Committee stress that no 
efforts should be spared to recover the arrears. 

I t  is significant that a sizable amount of arrears continued to be 
outstanding, in spite of introduction of systems of deduction at source, 
payment of advmce tax and self assessment. The Finance Secretary 
agreed during evidence that these measures should have resulted in 
narrowing the difference between the demands and collection and he 
promised to investigate the matter. The Committee desire that this 
question should be thoroughly examined with a view to taking 



effective measures without delay to obviate accumulation of current 
demands. 

ror. 4-50 Finance (Rev. & 1 ~ s . )  The effective arre3.m included irrecoverable dues amounting to 
Rs. 47.91 crores at the end of 1969-70 and Rs. 56.6 crores at the end 
of 1970-71. The Administrative Reforms Commission obsorved that 
"no useful purpose is secured by keeping these in the books as irre- 
coverable arrears" and that, "action should be taken for expedit- 
ing writing off of outstanding demonds if they are found clearly to 
be irrecoverable". The Committee were informed that the Zonal 

U Committees were constituted in 1968 to go through such cases and t.~ 
OI they were required to meet once in two months to accelerate the 

pace of writing off- The Committee were not furnished with the 
figures regarding number of cases reviewed by the Zonal Committees 
from 1968-69 onwards and recommended for write off. The Commit- 
tee recommend that in order to watch the progress of work done by 
Zonal Committees, the Board should get necessary returns periodi- 
cally which should be properly scrutinised in the interest of speeding 
up work. 

Do The Committee ~ s h  to reiterate the observations of the Adminis- 
trative Reforms Commission that outstanding demands should be 
written off only if they are found clearly to be irrecoverable after 
rxhnustinq 3.11 avenlles open to the Department. 



Do. 

Do. 

The Committe- find that as on 31st March, 1970, tax amounting 
to Rs. 23.55 crores had been stayed by the Departmental officers 
pending disposal of appeals. The Committee were informed that 
under Section 220(3) of the Income-tax Act, the Income Tax Officer 
has discretion to extend the time for pa.yment of tax or allow pay- 
ment by instalment. During evidence, the Finance Secretary agreed 
that there shouId be a rerie~v by another officer to see whether the 
discretion has been properly exercised by the Income-tax OfIicer. 
The Committee were informed that a random check of cases in 
which the stay of demand had been permitted by the Income-tax 
Officers was proposed to be undertaken early in the current financial 
year. Considering that a sizable amount of tax has been stayed 
by the Income-tax Officers. the Committee desire that the review 
should be completed expeditiously. and the Committee informed of 
the recult and the action taken in pursuance thereof, if any. 

The Committee find that the number of cases under appeal before 
the Appellate Assistant Commissioners in which tax was stayed in- 
creased from 6,667 (involving tax of Rs. 34.64 crores) to 7,130 cases 
as on 30th June, 1970 (involving tax of Rs. 53.86 crores). This is 
in spite of the fact that the Department has taken some steps for ex- 
pediting the disposal of the appeals pending before the Appellate 
Assistant Commissioners such as increasing the number of Appellate 
Assistant Commissioners, requ2sting the Appellate Commissioners 
to take up large demands for out of turn disposal etc. The cases in 
which tax was stayed by the Income ta.x Tribunals increased from 
908 (involving tax of Rs. 9.48 crores) as on 30th June, 1969 to 1,137 -- - -- -- -- -- 



- - - - ---- - - - --- - - - - - - -- 
(involving tax of 16.35 crores) as on 30th June, 1970, inspite of cer- 
tain measures taken by the Ministry of Law. The Committee desire 
that the number of pending appeals with the Appellate Assistant 
Commissioners and Tribunals should be kept under watch and fur- 
ther necessary steps taken to speed up disposal of the pending 
appeals. 

105- 4.54 Finawe (Rev. & Ins.) The Committee note that in pursuance of their earlier recommen- 
dation, the Commissioners had informal discussions with the Chief 
Justices of many States regarding constitution of additional or special 
benches to dispose of income-tax cases pending before the courts. The 
Committee have been informed that the response from some of the 
Chief Justices was quite favourable. The Committee desire that 
efforts should continue to be made in this direction. The Committee 
appreciate the Ministry's point that there is accummulation of work 
before the High Courts and Supreme Court and the Law Commission 
have recommended that the strength of High Cou~ ts may be increas- 
ed whrere necessary. The Committee trust that Government will 
take suitable action on the recommendation of the Law Commission 
in the interest of more expeditious disposal of pending income tax 
cases. 

The Committee find that an interest of Rs. 51.50 crores is includ- 
ed in the total gross arrears of Rs. 840.70 crores. The amount out- 
standing pertaining to the period 1959-60 and the earlier years as on 



Do. 

31st March, 1970 was Rs. 6229 crores. Interest at 9 per cent under 
Section 220(3) on the outstanding of Rs. 62.29 crores for the period 
from 1959-60 to 1969-70 i.e., for the period d 11 years worked out to . 
Rs. 62 crores. Even without taking into account (i) the arrears of 
1960-61 and for the subsequent years and (ii) interest leviable under 
various other Sections of the Act on arrears of Rs. 62.29 crores relat- 
ing to 1959-60 and earlier years, interest of Rs. 62 crores was levi- 
able. The Chairman, Central Board of Direct Taxes admitted that 
"Some Officers charge interest and some do not. They wait till the 
whole tax is recovered. The Board have given instructions but they 
do not seem to be complied with." The Finance Secretary agreed to 
the suggestion that the calculation of interest on arrears of tax 
demands of over Rs. 1 lakh each could be checked to see whether it 
had been correctly done. The Ministry have intimated subsequently 
that this check would be undertaken in the beginning of the current $ 
financial year. The Committee desire that the review of the calcula- 
tions of the interest of tax demand of over Rs. 1 lakh should be com- 
pleted expeditiously and the result intimated to them. The Corn- 
mlttee also desire that the Board should ensure that the instruction 
issued by them from time to time regarding charging of interest are 
complied with by the Income-tax Officers and the Tax recovery 
officers. 

The Committee note that the work regarding taking over of tax 
recovery work from the State Governments has been completed in all 
the Commissioners' charges except West Bengal, Madhya Pradesh, 
Uttar Pradesh, Orissa and Bihar where it has been taken over partly. 

- -- --~- -- - 



- - 
The Committee trust that the work in the remaining charges would 
be taken over as early as possible. The Committee would like to 
know the progress made in this behalf. The Committee hope with 
the taking over of tax recovery work there would be proper coordina- 
tion between the tax Recovery Officers and the Assessing Officers. 
The Board should closely watch the impact of taking over this work 
on the arrears of tax demand and take necessary measures to improve 
the system. 

108. 4'57 Finance (Rev. & Ins.) The Committee learnt from Audit that a system of reconciliation 
between the amount of tax deducted at source and the amount remit- '$ 
ted to Government account was in vogue in Britain and that the same 
was brought to the notice of the Central Board of Direct Taxes by 
Audit in July, 1970. The Committee were informed that the Board 
had recently started the system of giving permanent account number 
to each assessee. The Committee desire that the system followed in 
Britain should be studied and a procedure devised to arrive at a satis- 
factory system of reconciliation. 

Do. The Committee suggest that the Department should consider the 
feasibility of proposing amendments to the law on the lines prevalent 
in the United States by which tax due including interest, penalty etc. 
could be given a lien on the property of the assessee so that he could 
not escape tax by transfering the property. 



During evidence the Finance Secretary agreed with the Committee 
that there was a need to increase the present rate of interest of 9 per 
cent payable to Government by the assessees for delay in payment or 
short payment of advance tax, delay in filing returns etc. so that i t  
may act as a real deterrent to the assessees who fail to comply with 
the statutory provisions. The Committee are glad to note that in the 
Finance Act, 1972, passed subsequently, this suggestion of the Com- 
mittee had been carried out and the rate of interest raised to 12 per 
cent in the Income-tax, Wealth-tax and Gift-tax Acts. . -  

>. - 
The Committee note that the number of cases in which prosecu- 

tion for concealment of income was launched was 23 in 1968-69, 40 in 
1969-70 and 24 in 1970-71. The Committee are of the view that these , 
figures of prosecutions are unimpressive when compared with the 2 
number of cases in which penalties were imposed. The Direct Taxes 
Enquiry Committee have recommended that the Department should 
completely reorient itself to a more vigorous prosecution policy in 
order to instil wholesome respect for the tax laws in the minds of the 
tax payers. Where there is a reasonable chance of securing a convic- 
tion, the tax dodger should invariably be prosecuted. The Commit- 
tee desire that effective measures should be taken by the Department 
to ensure that prosecutions are launched in all suitable cases so that 
this may act as deterrent to tax evasion. 

112. 5.11 -Do- The Committee find that convictions could be obtained only in 4 
cases in 1968-69 and 3 cases in 1969-70. The punishments awarded in 
these cases were nominal, such as fines or imprisonment ranging from 
one day to six months. According to the Law amended from 1st 

------- - -- 
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April, 1964 the minimum imprisonment was six months and maxi- 
mum two years. The Committee were informed that unless the 
maximum imprisonment was fixed as three years or more the 
provisions of the First menders' Act can be invoked. The Committee 
desire that the question of enhancing the provision of imprisonment 
under the Income-tax Act may be carefully examined and necessary 
amendment to the Act made. 

113.  5 - 1 2  Finmce. (Rev. & I - s .  ) The Committee find that during the gear 1969-70, the penalty 
imposed amounted to Rs. 15.03 crores which was much less than 
the concealed income of Rs. 60.50 crores, although according to the 
Income-tax Act the minimum penalty should be equal to the con- E 
ceded income. The Committee were informed that this difference 
may be due to some of the assessments being for the period prior 
to 1st April, 1968 when the minimum was 20 per cent of the tax. The 
Committee, however, find that according to the judgement in 
Jain Brothers case the crucial date for the purpose of penalty is the 
date of completion of the assessment and not the assessment year. 
The Ministry of Finance have stated that according to the Law 
Ministry the crucial date for determining the quantum of penalty 
is the date of filing of the return and not the date of passing the 
assessment order. The Committee suggest that in view of judg- 
ment in the Jain Brothers case the matter should be further exa- 
mined in consultation with the Attorney General. The Committee 
would like to know the outcome of the examination. 



The Committee find that the voluntary disclosures of undisclosed 
income under Sction 271(4A) of the Income Tax Act made during 
the years 1968-69 and 1969-70 were rather disamointing. During 
1968-69 the number of declarants was 1348. Declaring an income of 
Rs. 12.95 crores and during 1969-70 the number of cases was 908 
declaring an income of Rs. 6.30 crores. These cases included 127 
cases in the year 1968-69 in which the disclosed income had already 
been detected, while there were 442 such cases in 1969-70. The Com- 
mittee are not satisfied with the progress of completion of assess- 
ment cases of voluntary disclosures. The number of assessments 
completed in 1968-69 was 783 and those completed during 1969-70 
was 412. As on 31.4 March, 1970, there were 1,555 outstanding cases 
without finalisation. This figure includes cases which relate to 
earlier years including 196566. The recovery of tax made in cases 
of completed assessments was also not satisfactory. During the 
year 1968-69 only an amount of Rs. 95 lakhs out of tax of Rs. 260 lakhs 
was recovered out of tax of Rs. 155 lakhs. The Committee were 
informed during evidence that in order to expedite the assessment 
and collection of taxes under the Voluntary Disclosure Provisions, 
a lot of flexibility should be left to the Department. Further there 
should be a vigorous enforcement machinery. The Committee 
find that the Direct Taxes Enquiry Committee (1971) have in their 
final report suggested that to ensure that the settlement is fair, 
prompt and independent, there should be a high-level machinery 
for administering the provisions, which would also incidentally 
relieve the field officer of onerous responsibility and the risk of 
having to face adverse criticism which has been responsible for the - - -- 



Finance (Rev, & 1-s  ) 

- -- - -- -- - -- - ----- - 
slow rate of disposal of disclosure petitions. The Direct Taxes 
Enquiry Committee have recommended that the settlement may 
be entrusted to a separate body within the Department. to be called 
the Direct Taxes Settlement Tribunal. The Committee desire that 
effective steps should be taken to finalise the cases pending under 
the Voluntary Disclosures Scheme. For this purpose, the Depart- 
ment should seriously consider to what extent flexibility is needed 
to expedite settlement of the cases and also whether it is necessary 
to create another body to be entrusted with this work as recom- 
mended by the Direct Taxes Enquiry Committee. The Committee 
desire that the matter should be examined expeditiously. The 
Committee expect the Department to ensure that full recovery 
is effected without delay in cases which have already b-een finalis- 
ed. The Committee would like to be informed of concrete steps 
taken to achieve this objective. 

The Committee note that for non-deduction or part-deduction 
of tax from dividends at source by companies, there were convic- 
tions in 237 cases in 1968-69. 135 cases in 1969-70 and 181 cases in 
1970-71. The Committee learnt with satisfaction that as a result of 
prosecutions launched against defaulting companies, cases of 
defaults have declined. The Committee desire that the Depart- - 
ment should devise a system whereby tax deducted by companies - 
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is remitted to Governnl-nt within the prescribed period of one 
week In 1969-70, there were 90 cases in which tax was remitted 
after one week of deduction or receipt of challan. The Committee 
suggest that the Department should take stringent action against 
the parties who failed to remit tax deducted within the prescribed 
time. 

The Committee also desire that the Department should enforce 
strictly the provisions in the existing law that the companies should 
submit statement of the tax deducted and tax remitted in time so 
that necessary check can be exercised. The Committee stress that 
no laxity should be shown in enforcing these provisions. 

The Committee are concerned to note the delay of several years 
in disposal of re-opened and set-aside cases. As on 31st March, 1971, g 
there were 3,959 cases pending under Section 146; 8.984 cases under 
Section 251; 503 cases under Section 254 and 439 cases under Section 
263 of the Income-tax Act, 1962. Some of the cases pertain to the 
period 1964-65 and earlier years. 

The Committee note that with effect from 1st April. 1971, a 
time-limit of two years has been fixed for finalisation of re-opened 
assessments to be counted from the end of the financial year in 
which the order has been passed under Section 146, 255 (I),  254 (I), 
263(1) or 264(1) as the case may be. The Committee suggest that 
some time-limit should also be fixed for disposal of old cases which 
pertain to the period prior to 1st April, 1971. The Board should pay 
special attention to the disposal of the old cases. The Committee 
would like to be informed about the progress made in the finalisa- 
tion of the old cases (year-wise). 

- -- -- 
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