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INTRODUCTION

1, 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
1V 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 House on the 19th May, 1970 and the Report of the
Comptroller and Auditor General of India for 1969-70, Central Gov-
ernment (Civil), Revenur Receipts was laid on the Table of the
House on 21st July, 1971. The Public Accounts Committee (1971-72)
examined the paragraphs relating to Income Tax at their sittings
held on the 8th. 11th, 12th, 13th and 14th October. 1971. This Re-
port was considered and finalised by the Public Accounts Committee
(1972-73) at their sitting held on the 24th August, 1972 (AN).
Minutes of the sittings form part II* of the Report.

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

4. The Committee place on record their appreciation of the assis-
tance rendcred to them in the examination of these varagraphs hy
the Comptroller and Auditor General of India.

5. The Committee would also like to express their thanks to the
Officers of the Ministry of Finance for the cooneration extended by
them in giving information to the Committce.

New DELHI;
30th August, 1972.

30th August, 1972 ERA SEZHIYAN,
8th Bhadra, 1894 (S).

Chairman,
Public Accounts Committee.

*Not printrd.  One cvclostyled copy laid on The Table of the Houre and five copies
Placed in the Parliament Libravy,

"



CHAPTER 1

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 1969-7) amounted to Rs. 508.66 crores. The figures for the three
years 1967-68, 1968-69 and 1969-70 are as follows: —

(In crores of rupees)

1967-68 1968-69 1969-70

Tam on Im.ome other than Corporatmn Tax

(Gross proseedsd . . . 325 89 378-47 448-45
Dedyet share of net proceeds assigned to Sta-

teg | . .o . . . . 17452 194° ST 20318

NET | . . . . . . 151-37 18396 155-27

Ad] Chrporation Tax | . . . , 310° 51 29977 353°39

46188 (483:73 50866

12 The gross recelpts under Taxes on Income other than Cor-
poration Tnux during 1969-70 went up by Rs. 69.98 crores when com-
pared with the reccipts during 1968-69. The collections of Corpora-
tion Tax during the same period registered an increase of Rs. 53.62
crores.

(ii) 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-wxse are: —

As on 318t As on 31st
March, March,

1969 1970

Individaals .. T aiggase 238588
Hin1a Uadivided Family ) . . . . . 1,44.056 1.49,775
Firms | . . . . . . . . . 339,921 3,50.879
Cohmpanies . . , . . . . . 26,668 27,734
Others . . . . R . . . . 16,486 16,188
ToTAL R . R . , . , , 26,73,461 29,10,341




2

(iii) Category-wise number of assessees is indicated in the fol-
lowmg table-—

As on 31st As on 35st

March, March,
1969 1970
Business cases having income over Rs. 25,000 | s R 1,37,324 1 61,485
‘Business cases having income over Rs. 15,000 but nat exceed-
ing Rs. 25,000 . . . . . . . 1.37.265 1,60,009
usiness cases having income over Rs. 7,500 but not exceed- .
ing Rs. 15,000 . . . . . . . 3,25.392 367,233
All other cases except those mentioned in category below
ani refund cases | ) . . . . . . 11.45.254 12,22,767
Government salary cases and non-Government saiary cases
below Rs. 18,000 . . . . . . 9,28.266* 968 84%(@
26, 72,461 29,10 ?.u

[Paragraph 33—of the Report of the Comptroller and Audxtor
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 tax as compared with the budget estimates as indicated
below vide 4III of CAG's Report for the year 1969-70: —

Year Budget Actial Shortfall/ Percentage
Estimates Laxcess of
‘in crores’ Variation
1965-66 ., , , ., 37160 304 84 [ TR ) [
1966-67 , | . . R 372'07 330" Ko f— 41-2" f110¢0
1967-68 . . , R 350°00 310° 51 (—~ 3449 (=— 11-28
1968-69 . . . . 320°35 20977 — et o
1969-70 . . . . 326 20 353°39 ( 2719 {4 & 34

1.4. The collection of tax on income excceded the budget esti-
mates as follows:

Year Budget Actual Excess Percentage
Estimates (in crores’ of

_ _ ] variation

1966-67 . . . . 292°90 30663 13°73 409

1967-68 | . , . R 260° 00 325 R0 35 f9 12°38

1968-69 . . . . 31965 3R7-47 LLE 18- 40

1969-70 . . ... 362:30 44845 Keoas 23°78

—— i it < =+ it - T T upm——

‘(m.ludes N() deman:d’ qalarv cases numhtrmg — 3,905990
anlnclgles ‘N dmand’ salary cases numbering — 3.95,354.
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1.5. The Committec wanted to know the reasons for the persis-
tent over-estimation in the case of corporute tax and under-estima-
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 flux. The recession
generated after that has proved to be an unsettling factor. Another
factor which affected the stability of the economy was the Indo-
Pak conflict in 1965.” In addition to the above factors which made
the question of correct estimation of budgctary receints a somewhat
difficult task, other important factors which contributed to the same
were the changes effected under Finance Acts, 1965, 1963 and 1968
in respect of corporate income and the exact impact of these changes
could not be foreseen with any amount of precision at the time of
framing the estimates. It may, however, be puinted out that the
variations in the actual collections as compared to the revised bud-
get estimates were much less excepting lor the year 1968-69. The
figures for the relevant years are given below:—

Budget Revised Actuals Percentage Percentage
Vear Estimates  Estimutes  in crores shortfall av  shor talt ¢4
(in crores:  {in crores; against bud- against  re-
gt estimu-  vised esti-
tes mates
1965-66 . . 371°60 320 30483 18 26
1966-67 . . 37207 345 330'%0 11-69 41
195768 . . 350°00 319 31051 11°28 266
[968-69 320°35 322 299° 77 64 69

1.6. During evidence, the Finance Secretary
tollows: —

explained as
“The reasons for sudden variation particularly in respect of
corporate tax are not so much any changes in rates ete.
as the total charge in the economic corditions prevailing
in the country during those particular vears. These
were the years when industrial recession was being noti-
ced: these were the vears of severe drought when the
corporate sector had suffered at various points. For
instance, there was a very big slump in the enginecring
and jute industries. There was a recession which affected
both the current and arrear collection in the industries
which were in considerable difficulties in making pay-
ments at that time. There were increases in the wage
bills and expenses on account of raw materials of the
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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 mgnths.
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.
On the other hand, as far ag individual income-tax is
concerned, because of larger deductions at source in the
case of the employees, the wage-bills increasing meant
also a large deduction of income-tax. So, the receipts
under that head increased considerably.”

1.7. The witness added: “You will notice that even the estimates
made of corporalion taxes continued in the years also to decline.
Even al the budget stage. it was estimated that there would be a
fall. In 1866-67, it was Rs. 372 crores while in 1967-68, it was Rs. 350
vrores and in 1968-69, it was Rs. 320 crores. So, it was foreseen that
there was going to be & fall. The question was the extent of the

fall.

On the other hand, as far as income-tax was concerned fall was
not anticipated. In one vear, the estimate was Rs. 290 croves, then
It was raised to Rs. 319 crores and then 1o Rs. 262 crores.”

1.8. When asked to state the total amount of tax realised during
1967-68 und 1968-69 {rom individuals, Hindu undivided families,
firms, companies and others, the Ministry, in a written note stated:
“The Department is not maintaining any separate statistics regard-
ing the realisation of tax from the five categories mentioned above.
The statistics are maintained only regarding the collections made
under the following heads:

(i) Corporation Tax.

(1) 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 files of
each and every tax-payer.”

1.8. The Committec enquired whether there was any machinery
either in the Ministry or in the circles of the Income-tax Depari-
ment to assess amount of tax on income collected category-wise (i.e.
businesss cases involving over Rs. 25,000; cases having income over
Rs. 15,000 but not exceeding Rs. 25,000; cases having income over
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Rs. 7,500 but not exceeding Rs. 15,000; all other cases 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 of Direct Taxes stated: “I am sorry but we do not 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 Income-tax Officer, the amount
of demand raised in each case etc. The Register includes all types
of cases disposed of.”

1.10. The witness added: “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 Income-tax
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 to 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 adjustment
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 any 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 necessary that
the Department should have statistics with regard to the number
of assessments that fell under each category alongwith 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
possible but the point is that in these cases, which reflect the
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categories 1 and II for example, in the year, say, 1870-71 w‘e raised
advance lax in respect of these categories I and 11 h.I this, sm:ne
items of category III also are included. Now, this provides us with
largely a barometer for the measurement of the tax potential.

Now, when the assessment is made. ] guite agree that there may
be a slight variation. But in this figure which has been built up
from the charges of the Income-tax Officers, we do, generally,
take into account as against advance tax, what would be the appro-
% mate contribution that the department would be making on the
basis of the assessments when finally made. This is coupled with
the fact, the question I think becomes simpler on this ground that
now the assessce is required to revise his estimate of advance taxes.
Previously the position was that the assessce was not bound to
revise the tax payable upwards, he could only revise it downwards.”

1.12. The witness added: “We have got our annual statisties.
Unfortunately, those statistics have not been compiled up-to-date.
1 am fold that for the vear 1967-68. if is due to be published in a
fortnight's time and for the vear 1968-69. it is half-wav through.
For the vear 1970, unfortunately, it will take guite some time and
I must admit that the department does suffer from certain difficul-
ties which 1 would very much wish vou to reckon with.” The
Finance Secrctary added: ‘*‘The position is the same that the annual
statistics are available., but they have not been compiled. However,
we can build up that and that is quite obvious indeed.”

1.13. Pointing out that framing the budget and cffecting changes
in the tax structure was an annual feature, the Committee enquired
how the Department could get a precise estimate without the basis of
the demand made and tax collected categorywise. The witness stat-
ed: “The point was that broad points are available under these
and then base those figures for working out the demand made and
the amount collected categorywise. But this complication was out
of date for a few years. Again this can be done and with the classi-
fication and distribution among the different income groups and
different ranges, if an extrapollation is made, 1 think. a fair accu-
racy one could get.”

1.14. The Committee pointed out that according to the Report of
the Working Group on the Central Direct Taxes-Administration of
the Administrative Reforms Commission, there were at present
three agencies collecting information and conducting reseagch‘ on
various problems of taxation namely the Tax Research Um‘i attach-
ed to the Economic Affairs Department, the Tax Planning Section
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functioning under the Central Board of Direct Taxes and the Direc-
torate of Statistics, Research and Publications functioning as an
attached office under the Board. The Committee desired to know
their functions and thc effort made to bring about coordination
among them. The Finance Secretary stated: “The functions of
these three units are complementary 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 Revenue

which looks into this matter in greater detail the affairs of direct
taxes.” ‘

1.15. The Committee drew attention to the observation of the
Working Group that there was no coordination among these agen-
yies and that these should be amalgamated and brought under the
lirect control of the senior member. The witness stated: “The
co-ordination between the two is absolutelv essential, But there is
no doubt that thev should not pull in different directions and not
mak use of statistics. But the other one relatnig to Tax Plannina
and the Directorate of Statistics which are both under the Central
Board of Direct Taxes. they can certainly be brought together ac
more coherent group. There is no contradiction as far as statistics
are concerned. The Unit under the Department of Economic Affairs
is slightlx different in the sense that it docs not deal with income
tax and ro on. but it also deals with customs and excise duty as alse
other taxes. But the two Unijts. ic.. Tax Planning and the Statis-
ties Unit under the Department of Direct Taxes can certainly be
hrought together.”

1.16. The witness added: “We have not been able to build up as
mood a Statistical Organisation as we ought to. The organisation
is not upto-date. Thev are not using the hest machines and medern
aid. We should go ahead in such a complex svstem. We should
be able to make use of the machines and computers, because with
such a large number of data to be processed. it is no longer possible
to do mechanicallv: it must take use of machines and modern ~id.”

1.17. When enauired whether the Denartment had thought of
introducing computers in the svstem of collection and compilation
of statistics. the Chairman. Central Board of Direct Taves stated:
“We used to compile nur satistics on the Hollerith machine and we
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even now do it. Our 1967-68 annual review was prepared on com-
puters if 1 remember correctly. We got mos'tlulf our cards gunched
outside, because we did not have enough facilities for punching, we
got it compiled in the computer centre. As far as my rgcoll_ectlon
goes, we got it compiled there. The delgy 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
information 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 {0 be examined—the better it will be.
But there will always be a delay of about a vear because it wil
have to be after the completion. .. What is completed in March, 1671
would be available more or less six months later. But even that
will be 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 expedite this proposal.”

1.19. The Committec drew attention of the witness to the letter
dated the 7th September, 1971 from the Ministry, 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-
manded and the tax collected from these different types of compa-
nies” and pointed out that the Department did not have the statis-
tics category-wise classification with the result that thev were un-
able to study the impact of any change in the tax struéture which
led to variation between estimates and actuals to the extent of 25
per .cent. The witness stated: “While I accept the deficiency in the
statistical return, my submission is that when there is a s‘tu‘ation of
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serious fluctuation in the total 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 possihle
measure to improve our statistical base and the whole statistical
system and there is need for very considerable improvement and
strengthening the department, the units and also the whole proce-
dure, at this stage I cannot confidently say that we should be able
to bring the variation to as low as § 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 system 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 agrec that this needs conside-
rable improvement and a fresh studv and a fresh analvsis of the
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 examination
and study which will show where we are and how we are going
wrong.”

1.22. The Ministry in a note, further stated: “It is admitted that
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 Ministry intend to take steps to maintain in future
statistics in the form required by the Committee. For this pur-
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pose they intend to convene a meeting of the representativt?st.of
the C&AG and the Department to agree upon the type .of statistics
and the manner in which the same should be mamtaxm:d. Olnce
this is done it would be possible for the Department to issue 1ns-
tructions to the Commissioners of Income-tax to collect _such sta-
tistics as a matter of course. It is hoped that this suggestion would
meet the approval of the Committee.”

1.2, The need for preparing accurate estimates of taxes on
income has been engaging the attention of the Committec from
time to time. In paragraph 4 of their very first Report on Revenue
Reccipts viz. Ninth Report (1962-63). the Committee had observed
that on overall variation exceeding I to 4 per cent should be re-
garded as a matter of concern reguiring special remedial measnr‘(ts.
During the years 1965-66 to 1968-G9 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 ol income-tax there was  under-esti-
mation to the cxtent 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 (1964-63) the Commitiee had em-
phasised that effective steps should be teken to fill up the deliciency
in collection of reliable statistics of economic growth so thut esti-
mates of revenue are prepared on a realistic basis, The Commitice
regret, however, that the Ministry of Finance have not been ahle
to make much headway in this direction. They desire that the

Ministry should build up a sovnd statistical base withowt further
delay.

1.24. At present, there are three sgencies collecting information
and conducting research on tax problems viz. (i) Tax Research
Unit attached to the Department of Economic Affairs, (if) Tax
Planning Section, functioning under the Central Board of Direct
Taxes and (iii) Directorate of Statistics, Research and Publicaiions
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 thesc
three agencies and that these should be amalgamsted and i)rought
under the direct control of the senior member of the Board in-
charge of Tax Planning and Assessment. Ample time has clapsed
for G(?ve‘rnment to have considered the Administrotive Reforms
Commission’s recommendations in this respect in a comprehensive
manner. The Committee fecl that on grounds of efficiency and
economy this suggestion is of sufficient importance to mcri‘t early
action. As a first step in this direction the Units under the Central
Board of Direct Taxes could he amalgamated forthwith: ’



II

1.25, 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
Committee are an essential prerequisite for making reasonably
accurate forecasts of tax receipts. For instance, the Board do not
have latest figures of income-tax collected in respect of various
income brackets. The Board de 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 ihvestment 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.

1.26. The Committee also desire that the Ministry should study
the methods adopted for estimation of revenue receipts in UK.
and other countries where the variation between budget estimates
and actuals is not significant in spite of fluctuations in economic
conditions and growth. It is needless to point out that incorrect

estimation may result sometimes in avoidable revisionimposition
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:—

To'al numher Perc 'n’age increase 'decrease in the
Year of number of assesscey when compared
q “Es8LLs With previous voar
1964-64 21,26 398 36
1965-66 i 24.31.536 i ¥
1966-67 : 27,02,282 Tt
1967-68 27,08,164 ‘0.2
1968-6 26,73.461 —_—1.1
1969-70 29 10,341 ' R.9

1.28. The Committee pointed out that the number of assessees
which was keeping an upward trend upto the vear 1967-68, had
come down during 1968-69 by 35.003 when compared with the vear
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 thousands, in every year it has gone up by some lakhs.” He
added: “As a result of the survev undertaken in 1964--66, there was
a very big addition to the number. As a result of this survey, we
2132 L.S.—2.
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added subsequently something like 10 lakhs people. Three lakhs
of people had to be removed. But subseguently they found that
they were not income tax liable.”

1.29. In reply to a question, the Chairman, Central Board of
Direct Taxes stated: “There is a reduction. Now if you see our
statistics as on 31-3-68, we had one under Category I, 1,20,989 cases
and in March, 1971, this has increased to 1.77.553. As I said that
the emphasis has changed during this year and we tried to bring
in more and more bigger cases. So, we started our usual double
process, because those cases which are petly cases and which do
not involve unnecessary surcharge cle. In 1968, there is a conti-
nuous increase in category 1 case.” The number of business cases
with income of Rs. 25000 was 1.29.989* as on 3lst March, 1968
1,37,324 as on 31st March. 1969, 161483 as on 3lst March,
1970 and 1.77.553 as on 31-3-1971. The witness added: “You will
see the same trend so far as categorv Il cases arc concerned. So
far as category III cases are concerned. you will find the same trend
but there is not much of an increasc, while category IV shows a
small increase only, because our cfforis in those vears were con-
centrated more on bigger cases.”

1.30. The Finance Secretary added: “If vou see the grand total,
yvou will see that in fact there has been an addition in the numbers.
The grand total of 27 lakhs which came down 1o 26.73,000 went up
in 1970 to about 29 lakhs and in 1971 to about 30 lakhs. That indi-
cates that there has been an addition of ahout 3 lakhs people. who
are completely new.”

1.31. Drawing attention to the fact that about 10 lakhs assessees
were added and that 3 lakhy of them had to be removed subse-
quently as thev were not liable 1o pav income-tax, the Committee
wanted to know the vears in which these were removed indicating
the category-wise break-up. The Ministry. in a note, stated: “In
the course of the gencral survey conducted in 1965. a verv large
number of infructuous cases also were added to the number of
assessees on the Department’s registers. This was due to the fact
that the survey officials had been making a rough and ready esti-
mate of the income earned by the small assessees and later. on
scrutiny, many of them were found to have income below the
taxable limit. When this fact came to the notice of the Central
Board of Direct Taxes, they issued instructions under their F.No
81j114/68-IT(B) dated 25-11-1968 to remove the infructuous cases

*According lo Audit the figure iy 1,27,080. o
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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
Year moved from a result of number of
the GIR  cxternal sur- cases
vey
1968-69 . . . . . . 1,38,842 14,922 1,23,920
1969-70 . : . . . . 1,31,404 58,255 73,149
1970-71 . . . . . . . 1,48,055 60,689 87,366

4,18,301 1,33,866 2,84,435

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-
tors 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 various
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 viz. lawyers, doctors, contractors and
engineers in the cities of Delhi, Madras. Bombay and Calcutta in-
dicating against each category 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 may be collecting information regarding contractors; the third
vear he may be collecting information with regard to certain busi-
nessmen.”. The Finance Secretary added: “We will try to get the
information on the different classes of people we have alreadv gnt
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and also collect information with regard to the total number of dog-
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: “1 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.”
-

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 verv
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 we 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 divert
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 basis. There are two systems. One is the
internal survey and the other door-to-donr survey, which was last
conducted, if T remember correctly, in 1965.”

1.38. In reply to a question the witness stated that the survev
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.....oiiivnnnnn 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
an 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 decrease 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 business cases
with income over Rs. 25,000 increased from 1,23,989 as on 31.3.1968
to 137324 as on 31-3-1969, 1,61, 485 as on 13-3-1970 and
1,77,553 as on 31-3-1971. 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.

1.40. 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.

141. The Committee need harly 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 importance than the total num-
ber of new assessees added.

1.42. Pointing out that under the Income-tax Amendment Act,
1970, the assessees were required to make their own assessment of



16

income and tax payable, the Committee epquired whether it was
applicable to small income cases. The Chairman, C.entral 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, it is not

along with the return.”

1.43. When asked whether in such cases the Income-tax Officers
accepted the assessments without calling 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 ceni 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 smal] assessment scheme was 21 lakhs and
odd and the number of cases where assessees had to be called was
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 hoc
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. 1In
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 had
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
small 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 made bv
the Department. You will he pleased to know that we héve vmadvq



17

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 which
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 Officer even when this scheme is in operation.”

1.46. The Committee desired to know how far the procedure had
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 [
think, as an individual person filing a return, I find the form now
much simpler.”

1.47. The 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 tax calculations have become pretty
simple. The problem is not so much for the small assessees, for
whom the return is simple. For the higger assessees and companies,
the form has to be complicated.”

1.48. 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 objec-
tive. In particular, it should he ensured that on the one hand the
scheme is not exploited by some unscrupulous 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 Commmittee were informed that there has been consider-
able 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 con-
stant 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 te the interests of revenue.
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1.50. When asked to stale 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
1TOs 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 Officers is
not considered feasible.

“The working of the income-tax offices under the Functional
Scheme is kept under constant supervision by the Commissioners
of Income-tax. Besides, the O. & 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 increas-
ed disposal of assessment and collection of taxes but also adequate
and timely attention to other important aspects of work like rectifi-

cation of mistakes, giving effect 1o appeal orders, Audit objections
ete.

“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 iniroduced 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.”

151. 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 col-
lection of taxes but also paying adequate and timely attention to
other important aspects of wohk like rectification of mistakes, dis-
posal of audit objections, giving effect to appeal order etc. But there
are 'also certain difficulties regarding non-availability of papers, de-
lay in issue of demand notices and failure to give credit for nrepaid
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taxes, The Committee desire that the procedural‘ changes consi-

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
end (ii) assessment of cases other than small income cases. The
Ministry, in a note, stated: “The small income case would normally
fall under categories III, 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 Ranges
Circles in West Bengal, Bombay City, Gujarat, Delhi and Madras
Charges, one of which should be having mostly important Category
I and II 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 coo rupees) Rs.
1968-69
(i) Big Income
cases: | . 17,231 38,46,62 33,03 197-63 ©- 86
(ii) Small Income
cases . 196,521 4,62,32 25,77 1311 $: 57

1969-70
(i) Big Income
Cases . 21,676 48,14,34 37,39 172° 41 078
(ii) Small Income
Cases | . 212,508 §:3%:32 28,71 13*51 S 41
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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. 172.41
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 cosl 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 C&AG’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 not be determined due to practical
difficulties.

In the end it may be mentioned that due to introduction of ‘Sum-
mary assessment 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 vears or so. The ex-
pectation obviously is that the cost of collection on ‘Small income
cases’ will register decline.”

154. The Committee find that the pilot study carried out by the
Central Board of Direct Taxes has reveaied that in big income ycam
the percentage of cost of collection to demand raised worited out t;)
0.86 per cent and 0.78 per cent in 1968-69 and 1969-70 respectivel
while in small income cases the perctantages were 557 nand 541y
The obvious conclusion is that cost of collection as p'ercenta . f
the demand is much more in respect of small income cases asgceo .
pared with big income cases. The Ministry have pointed ount tl::;
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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 Committce desire that impact of the ‘Sum-
mary Assessment Scheme’ on the cost of collection may be watched
through further studies with a view to taking additional measures
towards reduction of cost of collection in small income cases.



CHAPTER 11
RESULTS OF TEST-AUDIT IN GENERAL

Audit Paragraph

9.1, The test-audit during the period from 1st September, 1968
to 31st 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.

9.2. Of the total 12418 cases 0f 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. 140.73 lakhs.

(ii) The under-assessment of tax of Rs. 687.18 lakhs is due to
the mistakes categorised broadly as below :

No. of Amount in
Cases lakhs of

rupees.,
1 Mistakes due to carelessness or negligence and mistakes
committed in t3x computation . . . 2,518 §6° 59
2 Incorrect computation of income from ‘salary’ | . 166 404
3 Incorrect computation of income from ‘business” 1,368 129-79
4 Mistakes in computing deprccxanon and development
rebate . . . . . . 807 132:03
5 lrregular exemptions and excess reliefs given . 499 32:02
6 Incorrect relief from tax on newlv established indys-
trial yndertakings . . . 38 2464
7 l‘mlure to recnfy partrners’ assessments on completion
of firms’ assessments | . 82 6-86
8 Incorrect computation of tax payable by companies 56 19°59
9 Non-levy of additional tax on section 23A/104 com-
panies
o . . . . 6 '
10 Income escaping assessmem ’ 7 4964
. . . . 804 26-70
i1 Onmission to levy or incorrect lev i
y of penal interest 2,501 6306
12 Other lapses
. . . . 3,512 142:13

12,418 68719

[Paragraph 46 of the Audit Report 1870}
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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. 19141 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 totai 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 Lakhs of Rs.}

Avoidable mistakes involving considerable revenues

Incorrect application of lower rate of tax on uncarned income
Incorrect determination of income under house property
Incorrect determination of income from business and professicn
Mistakes in computing depreciation and development rebate

Incorrect levy of tax on companies

7 Noa-levy of additional tax tor non-distribution of dividends

10

12

Incorrect relief from tax to newly established industrial undertokirgs

Income escaping assessment
Irregutar grant of refunds
Naon-levy or incorrect levy of penal interest and penalty

Other lapses . . )

7616
1546
15-35
12931
7977
202-66
4460
1701
49°03
12747
10088

116° 02

85829

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

23,000 cases

2.5. The Committee pointed out that the Revenue Audit who had
test checked the assessments during 1963-70 found defects in about

(including 6004 cases of over-assessments mentioned in

paragraph 48 of the Report of the C&AG for the year 1969-70).
The representative of the Board stated: “As a result of a study
made of test check audit, we find that out of 74000 and odd cases
with incomes above Rs. 50,000, the audit test check was done in a
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little over 46,000 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. 3.00 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
represeni 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.”

9.6. The Commiltee 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-
meni 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 infurmation furnished by the Ministry is as
under:

“Nu. of cases in Amount Na. of cases in - Amonnt in-
which rectification  invotved (in which rectification volved (in-
got time barred be- thousand!  got time-barred after  thousand®
fore the receipr of the the receipt of the
audit objection andit objection
*Audit Report,
1970 . R 139 1 39
i Report of ¢ &
AG for 1969-70 6 392 1 20

*The position relating 10 two C issi ? i i
1 ommissioner s C
(Centraly T bosiion selating (o s’ charges in Qrissa and  Calcutta

' The position relating 1o two C issi '
@'Th ( 1 o two Commissioners® charge ‘es
Cileara (Centraby is vet to be verified. ™ charges at West Bengal 111 and

above irI1‘1cc:féﬁ'lr2;s§)";‘]’I“i:OWN{'d?te to gascs involving tax effect of Rs, 10,000 and
above ase., ¢ Ministry do not hav. inf fon in respect
involving tay efect of Iess than Ko o booth eaet gzi‘c\” information in respect of cases

2-.7.. The Committee desired to. know
gaeardefmt }'lche working of the Internal Audit Department. The Mem-
ber ?ncrezsefo?.rdh sltated:‘ “The number of internal audit parties
e ancreas Slf tly during the vear 1969-70 but they are still in-
cler con .QCt more or less a concurrent audit of all cases.

internal audii parties are organised under Assistant Commis-

about the improvements
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sioners for audit in the cities of Bombay, Calcutta, Madras and
Delhi and from this year Additional Commissioners too have been
looking after the internal audit. They are headed by a Chief
Auditor who is an ITO 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 disposal 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 leve] at which objections raised by the In-
ternal 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 assessment that has been made by him irrespective of whe-
ther the mistake has been pointed out bv the revenue audit or in-
ternal audit.”

2.10. When enquired by the Committee whether it was obliga-
tory on the part of the Income-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 if he does not agree, we take up the case
with the Assistant Commissioner.”

2.11. The CBDT in their circular dated 31st August, 1968, while
pointing out that the delav in taking up audit sometimes made it im-
possible to rectify the mistakes that were detected due to expirv of
the limitation period and that such delavs defeated the verv pur-
pose of setting up the Internal Audit Parties. desired that the
International Audit Parties should take up the checking of assess-
ments, particularly those involving large revenue. soon after the
assessments had been comnoleted. For ensvring timelv action re-
“arding the mistakes pointed out by the Revenue Audit Parties. the
Ronard have alreadv prescribed n repister under their letter No. F.
No. 83/71!65-IT(B) dated the 19th February, 1966. A similar regis-
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ter should be used by the Chief Auditors for a follow-up action of
the Internal Audit cases as well

9.12. 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. It will be an ideal target to check all category |
assessments completed in these two months by the 30th June follow-
ing. Assessments on a total income of Rs. 1,00,000 or more made 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. The 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 reports of the Internal Audit
were made available to statutory audit, the Member, Central Board
of Direct Taxes, replied: “They are not made available as such,
but the statutory audit sces a number of cases audited by internal
audit. Actually they audit those cases as well as other cases......
The monthly report has details of number of cases. If does not
give a sort of analysis which would be helpful to the Revenue Audit.

215. 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. It was pointed out that in the customs side every single
case that had been scrytinised by internal audit was knnwn’to have
been so scrutinised when the Statutory Audit went through files.
Whereas in the case of income-tax the Revenue Audit found it very
difficult to know whether a particular case was scrutinised by In-
ternal Audit or not. As per existing instructions, every case‘ that
had been scrutinised by internal audit should be,stamﬁed as such
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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 comprehensive 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
meet the requirements:

Asscssment Total No. Nbo, of cases Amount No, of cases Amount
Year of assessments in which involved in which involved
checked under-assess~ (Rs. in over-assess-  (Rs. in
ment was lakhs) ment detec-  lakhs)
detected ted
1968-69 2,38,988 26,159 353-08 7,972 13413
1969-70 2,77.332 29,746 607:79 11.123 173-02
1970-71 2,584,142 40,106 1.230.71 17.120 39743

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:

1 . I

No. of cases in which Internal Audit ob- No. of cases out of Col. I in which
jections were accepted rectification has been cffected and tax
recovered/refunded

Under-assessment QOver-assessment Under-assessment Over-assessment
1968-69 11,286 3,455 8.850 3,248
1969-70 18,388 6,479 14,122 5,531

2132 L.S.—3.
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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
44237 cdses 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, while 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-assessment. 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 nu,mber 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 persons who
gave contracts to furnish information to the Income-tax Depart-
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ment so as to enable the Department to check whether the provi-
gions 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 but 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 the case of contracts, the
witness stated: “I think it is a good suggestion. 1 must admit and
1 think it would be better to tie it up.”

2.24. In reply to a question, the witness stated: “Section 285A
in operation has created some problems which I would like to place
before you because the general impression about this Section is that
it requires information for all contracts to be given. That is the
general feeling but the Section as it is worded is a very restricted
one. The 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 Committec enquired whether there was any proposal
to amend either the Section 285A or to introduce a new Section to
cover not only the persons who took the contract but also who
awarded it. The witness stated: “The Section has existed for the
last six years. I do not know how it got fo be so. This has been
noted and we shall examine it.”

2.26. 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 Ist September, 1969 to 31st
August, 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-
ber, 1968 to 31st August, 1970, as against 12418 cases of under-
assessment involving tax of Rs. 687.19 lakhs and 3,496 cases of over-
assessment involving tax of Rs. 10092 lakhs detected during the
period from Ist September, 1968 to 3lst August, 1969. Of the total
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of 16,997 cases of under-assessment of tax detected during the
period 1st Seplember, 1969 to 31st August, 1970, th(fre was short
levy of tax of Rs. 644.80 lakhs in 1096 cases alone, while there were
840 such cases involving short levy of Rs. 537.46 lakhs during the
period 1st Scptember, 1968 to 31st August. 1969.

2927, The increasing number of cases of under-assessment and
over-assessment detected by Revenue Audit poinis to the need of
intensification of checks by Internal Audit. The Committee were
informed that although the number of Internal Audit Parties was
increased slightly during the year 1969-70, they were still insuffi-
cient to conduct more or less a concurrent audit of all cases, From
the figures furnished to them, the Committee find that the total
assessments checked by the Internal Audit Parties decreased from
277332 in 1969-70 to 254,142 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 cases 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 lakhs to 17,120 involving tox of Rs. 397.43 lakhs.
The Committee are not satisfied about the progress of rectification
of the crrors poinied out by the Internal Audit Parties. According
to the review conducted by the Directorate of Income Tax Audit,
cases involving only 20 per cent of the aggregate tax realisable on
rectification were rectified during 1970-71, while the corresponding
pereentage for 1971-72 was a little Iess than 30 per cent. The Min-
istry have also noticed that rectifications in most of the cases have
not heen done within the prescribed period of three months of the
raising of objections by the Internal Audit. The Ministry are great-
ly concerned at the inadequacy of the rectification of errors point-
cd out by the Internal Audit and they propose to take some effec-
tive measures carlv. The Commitice hope that effective measures
will he taken by the Department to ensure that rectification of
under-assessments and over-assessments detected by iInternal Audit
is made within the time limit of 3 months.

2.28. The Committee find that according to the instructions issued
by the Board in August, 1968, the Internal Audit Partieg are requir-
ed to take up checking of assessments, particularly those involving
large revenues. soon after the assessments had heen completed. Ac-
cording to the instructions issued in December, 1969, the Internal
Audit Parties are required to take all category 1 assessments com-
pleted in the rush period of February and March by the 30th June
following and the assessments on total income of mlm lakh or more
made in any other month are required to he checked within three
months of the date of the assessment. The Committee have been
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informed that no special review regarding the actual implementa-
tion of the instructions was conducted since the Director of Inspec-
tion undertakings a monthly review of the performance of Internal
Audit Parties, The Committee suggest that an immediate 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 cases 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 Committec learn that the assessments checked by the
Internal 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 monthly
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 In-
ternal Audit Parties and Revenue Audit so as to have maximum
impact on revenue collecting organisation. This can be achieved
by making the checks excrcised 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 Direct Taxes in consultation with Revenue Audit
so as to make the checking more cflective and pointed,

2.30. 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 appropriate action
early.

2.31. According to the provisions of Section 285(A) of the Income-
tax Act, 1961, a person 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 [urnish particulars of the contract
to the Income-tax Officer concerned. The Committee were inform-
ed that during the year 1969-70. information was furnished by 1068
contractors. The Committee suggest that it should be examined
whether the authority awarding the contract should also be required
to send necessary information to the Income-tax Department so that
necessary action can be taken against the contractors failing to send
the particulars to the Income-tax Officer.
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232 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 recommendation 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 arriv-
ing at the total income were pointed out. Commenting on this, the
Public Accounts Committee had remarked:—

(1) “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 . ..”

(2) “The Committce are surprised how Rs. 3,46,890 instead of
Rs. 4,46,894 was taken while computing income from
business which resulied in wunder-charging of tax of
Rs. 45,002, Such mistakes point to the need for careful
checking of all figures in computing inceme for tax.”

[Paragraph 47(a) of the Audit Report, 1970.]

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:

Year of Audit Report No. of cases Amount of under-assess-
ment
N b e e i s e oo e e - (ln ]akhs Of RS-)
s e e 3.8_:_.57. e
1966 1059 41°86
1967 1455 35-81
1968 2612 33-99
1969 2650 §2:21
1970 2518 $6°69
1969-70 2719 76 16

e e e e
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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 to the number of assessments done does 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 through 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 tock evidence
in October, 1871 inter alia 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.”
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“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.
1f there is any error in transcribing the total income, the
responsibility will be that of the concerned clerks, Head-

Clerks and Supervisors.”

2.40. As regards the strict compliance of the above instructions,
the Ministry, 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 follow the
Board’s instructiong is adversely commented on and possible rectifi-

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 calculations
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.”

' 242, 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 cases which he
must dispose of, have no time to check the calculations. The
otfller is that there are some mistakes, but the Department do'es 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 b‘ the
revenue audit due to carelessness ang negligence, we find thaty nl

33 pr(::;s’ca_kes;Jh were in c:;zes involving a tax effect of, over ten thousoang

S in the year 1966. Similarly in 1967, i
only 56 mistakes had tax effect of over ten t%%ﬁxsii;.lzf; :ﬁle“;:::
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1968, 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 which
was 1,786 in 1965 went upto 2,719 in 1969-70. From the nature of
the mistakes examined by the Commitiee 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 the effective-
ness of performance depends on the implementation of instructions
of which there was no dearth even earlier.

Audit Paragraph

2.44. While 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 the tax is awaited.

[Paragraph 47(a) (iii) of the Audit Report, 1870}

2.45. In this case, though the Income-tax Officer took the total
income as Rs. 3,77,030, tax was levied only on a sum of Rs. 2,77,030.
Thus no tax was levied on an income 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. 52,006-, as against Rs. 99,467|- re-
ported by the Revenue Audit. The difference is due to the Income
Tax Officer’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 payment of the
additional demand till the disposal of this appeal.”
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2.47. The Committee pointed out that the assessment for the
assessment year 1962-63 was taken up on 2lst March, 1967, when it
was about to become time-barred and completed in March, 1967.
The Committce wanted to know the reasons for not taking up the
case for completion much earlier. The Minisiry, 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 the case could not be
audited by the Internal Audit Party before it was taken 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 failurec. The Committee wish to reiterate their after
repeated suggestion that assessments in high income brackets should
as far as possible be completed carlier in the year.

2.51. The Committee would like to be informed of the recovery
eflected 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 an 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 year 1963-64 completed on 21st March,
1968, the super-tax payable by an assessee was taken as Rs. 14,089
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.]

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 assessece is a partner have been allowed substan-
tial relief,, as a result of which the additional demand will 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 ynder 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 ecarrying over this figure, the last digit, zero,
was omitted. The head clerk was also there, but he also failed tc
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.”
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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. 129,786 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 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.

Audit Paragraph

2.62. In cases of two Indian companies in which the public were
not substantially interested, tax for the assessment vears 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)(ii} of Audit Report, 1970.]

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. 1,16,000. 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
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lower rate 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. It 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
before 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 guilty 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 ITO 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 companyv 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 by the Ministry to be unacceptable. For this
year, tax was calculated at the effective rate of 50 per cent instead
of 80 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 the company was one in which the public were
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substantially interested. As the lower rate of tax was applied in
pursuance of an appellate order, the ITO's _actlo,r,x could not be
questioned, nor could the assessment be revised.

9.60. The Committee wanted to know the means to ﬁr_ld out whe-
ther a particular company was a company in which publ‘m was subs-
tantially interested. The Member, Central Board of Direct Taxes
stated: “From the tax return you cannot make out whether th.e
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 assessee to indicate the nature of
the company, the 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 all 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 w®is-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 not be allowed
to sacrifice certain minimum requirement 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 we do not claborate the return calling for such information."

2.71. The witness further added: “I would certainly think of this,
There are not only paragraphs but there are many more paragraphs
where the Department will have to see how this mistake eould 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 com-
panies and closely held public companies, considering the fact that
the rate of taxation was more or less equal now and there was only &

dif’ference of about 10 per cent. The witness stated: “We shall exa-
mine it and see whether it is necessary,”
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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. 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 Committee feel that while 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 profits of a closely held public company needs to be eclucidat-
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 purpoese of taxa-
tion of profits, as promised during evidence. The outcome 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 earned income
exceeds Rs. 1 lakh. In the «case of a declarant. an indivi-
dual, assessed on a disclosed income 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 been rectified. It has been suggested to the Ministry that a
review of all cases scttled under the Voluntary disclosure Schemes
to find out whether tax and surcharges have been correctly
calculated would be desirable.

[Paragraph 47(b) (iii) of the Audit Report (Civil)—Revenue Re-
Ceipts, 1970.]

2.76. In this paragraph the omission to levy 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. The Committec 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 it was mentivned that a suggestion had been
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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 correcily calculated would be desirable.

9.78. The Chairman. Central Board of Direct Taxes, stated: “A
review was made and the result was that similar errors were found
in 18 cases. On rectification an additional demand of Rs. 38,243 was
made out of which a sum of Rs. 25,257 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
veluntarily disclosed by the Internal Audit of the Department, the
Ministry, in 2 note, submitted to the Committee, replied in the ne-
gative. The Committee wanted to know whether the case under
reference had been checked in Internal Audit. The Ministry in a
note stated: “The Internal Audit parties are neither properly equipp-
ed nor have they the requisite status for checking the assessments
done under the Voluntary Disclosure Scheme with the approval of
the respective Commissioners of Income-tax.”

2.80. The Committee are concerned to find errors in a number of
cases of assessments under the voluntary disclosure scheme. These
asses:sments are at present not being checked by the Intermal Audit
parties. The Committee 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 voluntary disclosure scheme are thoroughly
checked in internal audit to obviate uny mistakes.

Audit Paragraph

2.81. In the assessment of a company for the assessment vear
1967-68 (completed in March 1969) the Income-tax Officer disallow-
ed e_xpenditure of Rs. 2,00,000 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 incor;le re-
sulting in short-levy of tax of Rs. 1.10,000. The assessment was
ch.ecked in Internal Audit but the omission was not noticed. The
I\{Imistry have stated that the mistake has been accepted and. addi-
tional demand raised. ‘Report of recovery is awaited

[Paragraph 35(a) of the Report of the Comptroller and Auditor Ge-
neral—1869-70—Central Government (Civil)—Revenue Receipts.]

r}uj:.gz;iI:ToinI‘cing out that' as per Audit para, the assessment was
J ed in Internal Audit but the omission was not noticed, the
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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 for the expla-
nation of the concerned Income-tax Officer 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 to 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-
fion 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
nf such caleulations, 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 it 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 assessees
which had not been given in the past the care it deserved. They
would like to watch the improvements through future Audit Reports.

Audit Paragraph

287. The income-tax leviable on a company of its income of Rs.
%.22810 for the assessment vear 1964-65 (assessment completed in
March, 1969) was calculated by the department at Rs. 405,752 as
132 LS.—4.
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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. T.he Ministry have
accepted the mistake. Report regarding rectification and recovery

of Rs. 2,35,900 is awaited

[Paragraph 35 (b) of the Report of the Comptroller and Auditor Ge-

neral—1969-710—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. 2,35,900 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 of
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 calculaion 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 Officer. 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 be 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 assessments made by this
income-tax Officer and noticed that the mistake wag only in one
case out of a disposal of 206.”

2.92. .The Committee pointed out that this case was done in a
group circle or a cirele in a group charge, and that the main objec-
tive in creating group charges, was to ensure greater accuracy In
tax assessments and for that purpose the Inspecting Assistant g)m-
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missioner was pre-checking 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 to assist them. They remain
fully occupied with—

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

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

(3) disposing of penalties for concealment of income exceeding
Rs. 1,000 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
on 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 for 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 for not checking this case has been obtained” and the matter
lies there”.

295 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
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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. 16,00,000 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 lst 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 bz:zis of the fair market value as on 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 the under-
charge of tax was Rs. 672,719 for the assessment year 1963-64 (as-
sessment completed in March 1965). The Ministry have accepted
the mistake. Report regarding rectification and recovery is awaited.

[Paragraph 38(a) of the Report of the Comptroller and Auditor
General—1969-70—Central Government (Civil)—Revenue Re-

ceipts.]
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. 2.88, 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)

1965 803 36-32
1966 1015 8760
1967 1223 5886
1968 1103 91-86
1969 122§ 8928
1970 1368 12929

1969-70 2427 129°31

2.99. In the case of General Insurance Companies the assess-
ments are made under the provisions of the First scheduled to the
Income-tax Act. The other 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 Company, the Department mistakenly
substituted the value of the asset as on 1st January, 1954 as the cost
price of the property, to arrive at the capital gains instead of the
actual cost price. This kind of substitution is not admissible to Ge-
neral Insurance Companies 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
vear 1963-64. The mistake was accepted by the Ministry.

2.101. During evidence, the Committee enquired whether the
assessment had been rectifled and the additional demand pointed out
recovered. The Member, Central Board of Direct Taxes stated: “It
is not rectification but it is reopening from the point only ‘for which
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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 highly 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 of cases in whieh mie-
takes were noticed by Audit in computation of income under the
head “business” has increased three-fold during the last seven
years. The under-assessment noticed in such cases during the year
1989-70 alone amounted to Rs. 128.31 lakhs. The deterioration of
the position, despite the special attention having been drawn re-
peatedly to these types of mistakes does not speak well of the
Department, The Committee accordingly trust that Government

would analyse the nature of repetitives mistakes and take apprepri-
ate action te avoid recurrence.

2.106. 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 Prm{lsions of Income-tax Aet applicable to Gemeral Imsurance
Companies, The Committee note that instructions were issued by
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the Board in August, 1967 clarifying the position in law. They how-
ever, desire that general review of all assessments of the Insurance
Companies with a view to finding ont whether there were similar
mistakes, should be undertaken. The results of such a review and
reassessment of the case referred to above may be reported te the
Committee.

2.107. 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 firm on the basis of re-
ceipts from the film during the relevant previous years. According-
ly, the amortisation was worked out as Rs. 24,20,463 for the assess-
ment year 1966-67, Rs. 3,32,814 for the assessment year 1967-68 and
Rs. 2,72,302 for the assessment year 1868-69. Though for the assess-
ment year 1966-87, the amortisation allowance was correctly allowed,
for the assessment year 1967-68, a sum of Rs. 6,029,209 was allowed
as amortisation 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 1969-70—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
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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 Tth May,
1970 the Revenue Audit had brought to the notice of the Board the
Madras High Court decision in the case of Mjs. 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. 9!80{69-IT(AI) stat-
ing that because ‘of the changed siluation regarding the minimum
guaraniee system operating in the film industry at present, it is
perhaps inappropriate to resort to the inflexible rule in every case
of amortisation of the cost of film over 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
(X1-3)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 more 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 film 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
particulars collected in respect of a number of the films showed that
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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 Bourd 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 whether the assessments of the {irm 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 tax
and refund due to the assessee.”

2.112. Pointing out that the aggregate amortisation allowances
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 Ministrv, 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 Officers 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 whether executive 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 the Ministry stated: “The
executive instruction of the Board issued in October. 1963 may ap-
pear to be contrary to the views of the Madras High Court in the
case of the Gemini Pictures Circuit Ltd. (38 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
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by the Internal Audit but they failed to detect the error and that
the concerned officia] had explained that checking of ‘amortisation’
was not covered in the check sheet then in vogue.

2.115. The Committee find that on account 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 ag 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, 1969, 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 decision taken in this regard carly.

2,117. In this case the aggregate amortisation allowance granted
in the two years 1966-67 and 1967-68 had cxceeded the cost of pro-
duction of the film. The Committee are unhappy t2 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 amortisa-
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
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actual consumption of these store items was debited to the Profit and
Loss Account. From the assessment year 1960-61, 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 in 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 Auditor
General of India for the year 1969-70—Central 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. 107,009 was recovered by adjustment on 14th July, 1971. The
assessment for 18960-61 could have been rectified latest by 3lst
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 although the income-tax officer
rightly treated the cost of replacement of certain items of deprecia-
ble assets as allowable deduction, he failed to add back the cost
debited to the Profit and Loss Account while completing the assess-
ments for the years 1960-61 and 1967-68. The effect of this failure
was an under-charge of tax of Rs. 3,42715. The mistake was not
noticed before Aundit pointed it out in March, 1970 with the result
that assessment for 1960-61 could not be rectified as it became time-
harred. The Committee desire to be infermed 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
emamine whether similar mistakes were made in the assessments for
the years 1961-62 to 1966-67 and take suitable action.

Audit Paragraph

2.124. A firm carried on the profession of solicitors and the ac-
counts of the firm were maintained on cash basis. On death o
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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 Income-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) The payments made to the retired'deceased partners repre-
sented the share of profits which were atiributaile to the
work done by the firm prior to the retirement|/death 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.

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

(i) The payments to the erstwhile partners constitute aver-
riding charges which have to be allowed following the
decision’s in the cases of 1.C.I. (India) Pvt. Ltd. Vs. C.LT.
(58 IT 649) and C.LT. Vs. Bansidhar (67 ITR 374).”

2.126. In reply to a question, the Ministry, in their written réply
stated that the assessments for the years 1958-59 to 1967-68 were
made on various dates between 21st February, 1959 and 13th Oecto-
ber, 1967, following the instructions of the commissioner and that
tha navments. in the hands of the recipients were subjected to tax.
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2.127. The Committee learnt 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 the 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 objertion 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
Commissioner 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 position in this regard in other circles. They
also desire that the opinion of the Ministry of Law regarding the
validity of these orders should be obtained without delay and com-
municiated 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.

(c) Mistakes in computing depreciation and development rebate
Audit Paragraph

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. 132.08 lakhs.

(Para 50 of the Audit Report, 1970).
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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 (."rene—
ral—1969-70—Central 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-assessments of tax resulting
therefrom:—

Amount of under-assess-
Year No. of cascs ment of tax

(in Lakhs of Rs.)

1963 574 29-13
1964 678 33-83
1965 2084 7597
1966 978 368-42
1967 892 9785
1968 630 41:94
1969 759 93-80

1970 807 132:09
1969—70 1119 7977

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 Development 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:—

‘o In paragraph 3.66 of their 73rd Report (Fourth Lok
Sabha) the Committee had stressed 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 equipments etc., industry-wise rates of deprecia-
tion had not been prescribed in the draft rules referred to above,
The Committee desired that Government should consider the ques-
tion of laying down suitable rates of depreciation in respect of those
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industries also at an early date. In their action taken note submit-

ted 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
finalised 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 ete., in-
dustry-wise rate of depreciation may be prescribed, it may be stated
that the question is still under 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 in all the
charges (other than Bombav) with a view to check correctness of
the 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

been kept fully occupicd with the disposal of current and arrear
work.

2.142, In paragraph 1.126 of their 3rd Report, the Committee re-
commended that having regard to the large number of assessments
in which the mistakes in grant of depreciation allowance and deve-
lopment rebate were noticed. each TInspecting Assistant Commis-
sioner should check a certain number of cases of each Income-tax
Officer under his charge at regular intervals. The Board in their
letter dated 18th May, 1968 brought the recommendation of the Com-
mittee to the notice of the Commissioners. The Committee wanted
to know whether Inspecting Assistant Commissioners carried out the
scrutiny as recommended bv the Committee. The Ministrv in a
note submitted to the Committee stated: “The Committee had‘made
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-a similar recommendation at 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. It 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 Ministry. 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:—

“(i) In 58 cases the mistake have been rectified and an addi-
tional demand of Rs. 11,36,677 raised, of which Rs. 6,36,302
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 involvmg
Rs. 33439 :

(iv) The obaectbons in 2O cases are still under consideration.”
3132 LS—5
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2,145, While vetting the Ministry’s reply, the Revgnue Audit have
reported that the position is as underi— = °

No. of cases Amount

Rs.
(a) Accepted - : . : : : : : 34 19,76,342
(b) Time barred . . : : . . . 4 98,714
(¢) Not accepted by Ministry but pursued by them. * 9 5,20,791
(d; Reply still due from the Ministry . . 67 28,15.740
(¢) Nqt accepted and under verification by A.g’s : 23 7,56,048
137

2.146. The two-fold increase in the number of cases in which mis-
takes in computing depreciation and development rebate noticed by
Audit clearly indicztes that the steps taken by the Depariment in
pursuance of the chservations made by the Commiitec in the suc-
cessive reports have not been cffective enough. The Ministry has
held that “the increase in the number of mistakes reported by Audit
may have been due 10 ouly a larger coverage by them rather than
increasing incidence of the mistekes”. The Committee regret their
inability ty 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 3rd Report (Fourth
Lok Sabha) that a special review should be conducted in all the
charges with a view to checking correctness of the calculations of the
development rebate and depreciation allowances. 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 Commiitee onlyv 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 ail
cases 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 it may not be possible to fix in-
dustry-wise rates because the percentage of machinery entitled to
‘different rates of depreciation may not be the smmie in"the case of
all the concerns running a particular type of industry. In a case
examined by the Committoe; they-have moticed tht there'has beem

oo gy
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‘some controversy regarding 'determination of ‘rate applicable 'to
‘printing machinery. The Committee would, therefore,’suggest' that
Government thould examine as to how far the rules regarding ‘dep-
reciation allowance could be rationalised further to place mmatters
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.

Audit Paragraph

2.149. The Income-tax Rules 1922/1962 do not pruvide any speci-
fic rate of depreciation in respect of pririing machinery in the ab-
sence of which the general rate of 7 per cent is to be applied. It was
noticed in three cases that depreciation on printing machinery wasi
allowed for the assessment years 1960-61 to 1847-63 ut the rate of
¥0 per cent as against the correct rate of 7 per cent. 'When the adop-
tion of the incorrect rate of depreciation with the resultant under-
assessment of tax of Rs. 93.225 was pointed ~ut, the  departmen:t
revised the assessment in two cases resulting in adibional demand
of Rs. 23,285, The report of revision in the remuining case wvolving
additional demand of Rs. 70.000 is awaited.

{Paragraph 50(a) of the Audit Report (Civil)-1970 Revenue
Receipts.]

2.150. When asked by the Committee about the circumstances in
which the mistakes had occurred. the Ministry of Finance (Depart-
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 controversy 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-

tion.plant..and machinery.”

2.151. ' The Ministry further added: “It will not be correct to say
where specific rates of depreciation for an industry as a whole have
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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. 1745 Rev.[531-69-1 dated 24-6-1971. In the circum-
stances. the depreciation allowed to the assessees in question may
have to be further revised.

9.152. 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 recovered. The Committee also desired to know
whether the asscssment in the third case had since been rectified
and additional demand recovered. The Ministry of Finance
(Department of Revenue and Insurance) in a note submitted to the
Committee stated: “In the case of Ms.--~—, an additional demand
of Rs. 12,547 was raised under Section 154, but this order was can-
celled by the Appellate Assistant Commissioner holding that there
have been no mistake apparent {rom records. The decision has been
accepted by the Dcpartment and action us 263 cannot be takex
because of limitation. In the other cuse, that of Shri————, the
additional demand raised was Rs. 13.605: it has been collected.”

In the third case, the additional demand raised is Rs. 51,447 as
against Rs. 70,000 reported by the Audit. The difference is due to
numerous revisions which have taken ptace in the cases of the part.
ners of the firm. The additiona! demund has been recovered in full
both in the case of the firm and its partners.

' 2.153. Drawing attention to the fact that in the three cases and
In a number of assessments the depreciation was wrongly allowed
as pointed out in the paragraph, the Committec enquired whether
the Ministry had issued any instructions to the Commissioners to
undertake a review of all similar cases so that mistakes, if any,
could be rectified before they became time-barred. The Ministry, in
a written note to the Committee stated that as already pointed cut
the adoption of a different rate of depreciation was due not to any

mistake but to a difference in the interpretation of the depreciation
schedule. As such, no general review was called for.

2.154, Accordi.ng to the Ministry mistakes noticed in these cases
:n;e due not to either carelessness or negligence but to the fact that
ere was some controversy about the correct rate of depreciation
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to be applied to the printing machinery. It is unfortunate that the
controversy in 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 and 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 items. The:
Committee trust that suitable instructions in the matter have been:

issued by the Central Board ef Direct Taxes in consultation with
Audit.

C gl -uﬁnu”}

2.155. The Committee are unable to agree with the view of the
Ministry that mo general review was called for. They accordingly
suggest that it should be undertaken now to find out whether there:
have been cases of incorrect application of rate of depreciation
in the light of the interpretation referred to abave so that the rele-
vant assessments which hawe not become time-barred may be recti-

fied.
Audit Parograph

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 Rs. 17,96,669 was allowed for the
assessment years 1962-63 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 for 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 vear in which it was installed or in

the immediately succeeding year.
2.157. On a review undertaken by the department about the cor-
rectness of the development rebate allowed in the various assess-
ment yeirs, as suggested in Audit. the department fourd that be-
sides th: incorrect grant of development rebate of Rs. 42,27.581
pointed out above, development rebate of Rs. 62.26.780 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
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reflected in the year in which profits are assessed. The Ministry
have accepted the mistakes and rectified the assessments.

[Paragraph 50(b) of the Audit Report (Civil), Revenue Receipts,
1970.]

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 the figures were tallied with by the department
officer, the ward officer alongwith the company representatives,
Certain incorrect claims regarding the development rebate were
made in the statement filed by the company employees in the course
ol the assessment proceedings.

2.160. The Committee desired to know the reasons for relaxing
the standard of scrutiny 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 every 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 auditors”.... In the case of .
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audited acééﬁnfs our enquiry is much less compared to ﬁbn-audited
accounts. ... This is the first time oy the seecond 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 Rs. 1.05 crores for the assessment years
1962-63 to 1966-67 relating to a Public Sector Undertaking was not
detected although all 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
or other articles intended for agriculture for the purpose of supplying
them to its members or the proceeding without the aid of power
of the agricultural produce of its members, the whole of the amount
of 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
uetivities other than those specified above so much of its income

attributable to such activities as does not exceed Rs. 15,000 is exempt
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
business 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 officer. If the income is brought to tax, an addi-
tional revenue of Rs. 2,680,967 would accrue for the assessment years
1960-81 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 reply in the other -
case is awaited.

[Paragraph 51(a) of the Audit Report (Civil), Revenue Receipts,.
1970]. .

2.167. The Audit paragraph states that in one case the Ministry
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”. It 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 Sec. 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 by offering ‘credit facilities’
to the members of the society. Accordingly, they consider the action
of the Income-tax Officer in allowing the ussessee relief ujs 80(1)
(a)—to be correct. It 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-
en.ce between Audit and the department will be discussed along
Wwith the Ministry of Law by both the representatives. But we have
not held the meeting...... A meeting was attempted to be arranged
3n four occasions but somehow, for want of convenience of one
party or the other, it could not materialise.”
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2.170. The Committee further learnt from Augit:-that an-Appellate.
Tribunal had held in a case that sale of goods on, credit to its mem-
bers did not amount to providing credit facilities to the members
as contemplated under the Act. The Committee also learnt from.
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 depart-
ment wanted to examine this issue fully before issuing instructions.”

‘“The present position is that we have not issued instructions; we
want to get it 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 witness replied: “It
is not a question of our wishing. OQur 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, it is better that we clear it....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 bevond the

stage 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 sale of goods on credit to its members by a co-
operative society did not mean providing credit facilities, as contem-
Plated under the Act. It 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 yet been taken with the
Tesult that no instructions clarifying the position have been issued ta.
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the lower formations of the Department. The Committee 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 1964-65. The mis-
take also led to consequantial under-charge of Super Profits tax of
Rs. 2.18,085 for the as:essment vear 1963-64 and under-charge of
Sur-tax of Rs. 1.73.377 for the assessment year 1964-65. The case
was reported to the Ministry in August, 1969. Reply is awaited
(March, 1970).

[Paragraph 52 of the Audit Report (Civil) Revenue Receipts, 1870.]

2.175. The Ministry of Finance in a written note submitted to the
Committee stated that the assessments for the vears 1963-64 and 1964-
65 had since been revised. The assessee company had made ‘ad hoc’
pavments 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 Commitee was informed by Audit that in another case
assessed in Calcutta a similar mistake was committed with resultant
under-assessments of tax of Rs. 2,12,202. 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
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undertaking” which is entitled to the relevant relief. In one of the
cases relating to the Madras charge, the Ministry have referred the
question to the Ministry of Law whose decision is awaited. - In an-
cothep. case relating to the West Bengal chazge, an assessee set up a
salt )/manufacturing 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 and.
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 understand how the Income-
tax Officer over-looked the fact that the tax relief on newly estab-
lished industrial undertakings is admissible only for a peried of five
vears from the year in which production started and allowed the
relief beyond the stipulated period for the assessment years 1963-G4
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 in this case.

2.179. The Committee were informed by the Ministry that the
Income-tax Officer had been instructed to itake remedial action in the
case of share holders’ assessments. The action takep in this regard
may 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 Ministry 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 guidence of

assessing officers.

2.181. The Committee also trust that on the basis of the opinion
obtained from the Ministry of Law, the past cases of assessments will
be reviewed to ensure that the benefit.of industrial holiday was cor-
rectly extended, Further as regards cases. other than marginal ones,
2 review showld be immediately conducted with a view to rectifying

undep, assessments, i any. -
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Audit Paragraph

9.182. No tax is payable by an assessee on that portion'of profits
and gains derived by it from a newly established ipdustrlal unde.r-
taking which do not exceed six per cent of the capital employe'd in
such undertaking. To get this concession the following conditions,
besides others, have to be fulfilled:

(i) The relief is admissible for the assessment year relevant
to the previous year in which the undertaking begins
manufacture and for assessment years immediately suce
ceeding.

(ii) Allowances like depreciation, development rebate etc. are
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
F_’inance, 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 incorrectI‘y enjoyed
the benefits of the relief u/s 84 for the assessment vears 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.

(i) The salt unit commenced production in the period rele-
vant to the assessment years 1957-58 and the sait 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 bv an incorrect action
by the Income-tax Officer 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 8¢ 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-
65.” TpRre

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 Officer and

1
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remedial action taken. The Committee enquired whether consequient
excess relief credit to share-holders of the company was withdrawn,
If it was so, the Committee wanted to know the additional tax that
accrued to the Government. In a written note, the Ministhy stated:
“The assessments for 1963-64 and 1964-65 will have to be revised for
reasons altogether different from that raised by the Audit. For the
assessment 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 in the cases of Asoke Motors Ltd. [41 ITR 387] and Rajapala-
gam Mills Ltd. V CIT [78 ITR 677]. the depreciation relating to the
same unit which remains unabsorbed will have to be adjusted
agoinst the profits for the assessment Yyecars 1963-64 and 1964-65.
This would mean considerablv less relief u‘s 84 to the company for
these two vears. As appeals arc pending before the Appellate As-
sistant Commissioner again:t thy a~seszment for these 2 vears, it is
proposed to request him to set aside the assessments so that appro-
priatc relief u/s 84, if anyv, could be computed.

So far. no action has bheen taken fuor the withdrawal of relief
fiiven to the share-holders of the comnany.”

2.187. The Commitice have in the ureceding recommendation
referred to the controversy as to what constitutes ‘a newly estab-
lished undertaking’ on which an opinion of the Ministry of Law has
been sought. They trust that suitable action will be taken in this
case on receipt of the opinion of the Ministry of Law.

Audit Paragraph

2.188. 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, 10,72,447 with conse-
quent undercharge of tax of Rs. 5,72,569 and Rs. 80997 by way of
interest allowed on excess payment of advance tax.’ The depart-

ment have since raised a demand of Rs. 6,03 566 af ifyi
: . 6,08, ter rectif th
mistake. Report of recovery is awaited. Sing e

[Paragraph 49 (b) of the Report of th

e Compt: :
.General of Indja for the year 1069- Cveramnd Auditor

70—Central Government {Cfvil) —
«Revenue:Receipts.J
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2.189, Under Section 85(5) of Income-tax Act, 1961, to allow tax
holiday reilef, the profits and gains of an industrial undertaking
should be computed in accordance with the provisions contained
in Chapter IV D thereof. In other words the reilef is to be calcu-
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 Re. 6,03,566. The mistake was accept-
ed by the Ministry.

2.191. An addiiional demand of Bs. 6,03,566 was raised on the
assessce company on 17.10.70 in respect of the three assessment
vears in question. The compuny which is owned by the Government,
filed appeals acain 't he cectificatury orders. Pending decision of
the appeals. it wus alleved Gime {or payment of the demand. Re-
cently. it has paid Rs. 80009 The balance is yct 1o be collected.
The question of enforcing recovery is being attended to.

2,182, The Committee desired to know whether the tax yel'ef wns
properly calculated dur.n: the irtermediary assessment years 1963
64, 1964-65 and 1968-67. The  MNinistry in a note, stuited that the
Revenue Audit 1rcked into the assessment for these vesrs and found
no similar mistakes.

2.193. The tax holiday reilef incorreetly 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 additional demand has already been raised.
but the assessee has gone in appeal. The Committee may be in-
formed of the outcome.

2.194. The Committee would also like to know the results of an
independent review of the Department 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-
duction in the previous year relevant to the assessment year 1959-
80 and ‘relief in respect of the income of the unit was allowed upto
the bnd ol the adkessment year 1963-64. The department allowed
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“the 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, 488,000 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 Report of the Comptroller and Auditor
'General of India for the vear 1969-70—Central Government (Civil)

—Revenue Receipts]-

2.197. The Commitiee wanted to know whether the Ministry had
since acceptled the mistuke pointed out in the Audit paragraph. The
Ministry, in a note. stated: “The objection has been accepted in prin-
ciple, but the Audit were roeguested not to press the objection
because of the following reasons:

(i) On a strict interpretation of the provisions of Section 15-C
of the Income-ltax Act. 1922, and the corresponding provi-
sions of Section 84 of the Income-tax Act, 1961 (which
were Jater substituted) with effect from 1st April, 1968
by Section 80J, it seems that the examption can be allowed-
ed only in respect of the income from a new industrial
undertaking, or a new nr additional unit of the same, and
not on the income from anv extension of the existing units,
even though substantial. This leads to the anomalous
position that while a substantial increase in production
(comparable to that of an economically viable industrial
unit) of the same commodities achieved through a sepsa-
rate unit of production entitles an asses~~> to exemption
uls 80J, he will be denied 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
increased by 15.5 per cent and this led to the increase or
in production by nearly 300 per cent. The following data
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would indicate the extent of increase in the accounting
period relevant to the assessment year 1964-65:

Ttem Value before ex- Value after expan- Increase
pansion sion
Rs, Rs,
Plant and machi-
nery 14,15,000 36,23,000 152°§°,
Buildings 2,54,000 9,80,000 282"
"Production
(No. of valves) 3,60,000 14,00,000 2007,

It might well be argued that such substantial expansicn
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 ner 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 1967-68, 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 t!:
three assessment years in question in view of the Boarc .
instructions contained in their circular C.B.R. No. C.68(::!

2132 D.G.—6
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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 economically industrial
unit and should compare favourably in size and im-
portance with an average unit in the same class of
industry in the country.”

The Commissioner of Income-tax felt since the Board’s circular
nowh-re specified that eligibility to relief under Section 84 would
depend on setting up an entirely new unit, such relief should be
given for substantial expansions resulting in an increase of industrial
output to an extent comparable with that of an average unit in the
same class of industry in the country.”

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

“Even substantial expansion which does not change the iden-
tity of the business or its continuity will not entitle the
business to fresh lease of tax holiday. Any decision to the
contrary will be disastrous for revenue and would conter
absolutely unintended reliefs. All that the assessee would
need to do would be to extend the business every five
years (which normally he would do even otherwise) and
claim perpetual tax holiday. The Board, therefore, dc not
think that there is any need to change the law.”

2.199. The Committee desired to know whether the case fel) 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 produection by nearly 300 per cent. Had a sepa-
rate unit been set up and the increase in production was about one-

Asixth of what it actually was, the assessee would have been =ligihle
for relief under Section 84.”

2.200. The Committee wanted to know whether the Board at any
time had issued instructions that substantia] expansion/extension to
the existing Industrial Undertaking would entitle the assessee to tax
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holiday relief under the Law and whether the instructions derived
authority from the Law. The Ministry in a note stated thai the
erstwhile C.B.R. had issued instructions vide circular No. C.88(1)-
IT|50 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 sub-
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 expandinglextending industrial units. The Ministry are not in
a position to state whether a similar treatment was meted out o any
other industrial unit.”

2.202. The Committee note that in this case tax holiday relief 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 way
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 expansion can be
construed rs addition’ and that they wished to have ihis 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 expeditionsly, in
consultation with Audit. The Committee consider that it is most
undesirable to allow the prolongationvirtual 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 firm provisionally subject to rectification later if the final
share income 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 (o partners’ assessments, the erstwhile
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Central Board of Revenue had prescribed a register called ‘register
of cases of provisional share incomes’ to be maintained 1n each
income-tax office.

2.204. In paragraph 35 of the Audit Report (Civil) on Revenue
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 completicn 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 1959-60 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
agsessing the partner on 31st August, 1966. However, no timely ac-
tion was taken to 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 3lst July, 1968.

(c) The assessment of a partner in a firm for the assessment year
1963-64 was completed 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.
3,26516. 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 representation 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-
her was not revised adopting the correct share income till Novem-
ber, 1968 when the omission was pointed out. The assessment was
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thereaster rectified and additional demand of Rs. 2,39,067 raised.
Report regarding recovery is awaited.

[Paragraph 53 of the Audit Report (Civil), Revenue Receipts, 1970]

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 parazraph were continuing to occur
resulting in loss of revenue to Governmant, 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.”

2.2068. 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 ITO
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
I1.T.O. 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 of the firm 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
of the firm on account of hundi loans. This was being contested
in appeal. The ITO should have rectified it without waiting for the
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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 automatically include this in
the hands of the partner. Of course, the ITO should have rectified
it...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 ITO
says, ‘T will wait till the Appellate Commissioner 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, ie.,
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 ITO assessing the firm should communicate to the ITO
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 CIT,
Nagpur. Circumstances leading to the delay are being looked into.

No time-limit has been fixed by the Board within which the ITO
assessing the firm should communicate to the ITO 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 ITO assessing the partner had actually initiated action
uls 154/155 for rectifying the assessment. So he did not make any
entry in the Register of Cases for Provisional Share Income, The
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‘C.L'T. has issued instruction reiterating the maintenance of the pre-
scribed register.’

2211. 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. 28/034 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 ITO 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 Officers 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 which
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 to take action when we find they have laps-
ed.”

2.216. When suggested that before taking disciplinary action
against an officer, his past record and the fact whether lapses were
bonafide or malafide may be taken into account, the witness stated:
“Instructions in this regard will be amplified...the records of the
officer move with him....We do pass some remarks on the CR of
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the officer if the overall record of the officer 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 as we have done in such cases.”

2.218. The witness added: “We . ay not get information from the
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 corruption cases under investigation by the C.B.I. during the
years 1969-70 and 1970-71 are stated below:

Year —No. of--ééées
1969-70 51 (Gazetted 29, Non-gazetted 19)
1970-71 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 2-1/2
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 provisional figure of share income from a
firm. The Income-tax Officer assessing the firm communi-
cated the correct share income on completion of the firm’s
assessment in August, 1965, but this intimation was not
put up to the Income-tax Officer till June, 1966, when he
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was transferred. His successor issued a notice u|s 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 final share income received in an Income-
tax Office. The Income-tax Officer is permitted under the
law to 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. 17,780 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 other
Commissioners’ charges. The Ministry, in a written reply, stated:
“It is regretted that the matter of review contemplated for other
Commissioners’ charges was not pursued by the Board; this appears
* have been due to the inadequacy of staff.”

2224, The Committee regret to find that there is no satisfactory
arrangement to ensure timely revision of the partner’s assessment,
Provisionally completed, after the final share incomes become known,
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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 income-tax office, the register is not being
maintained properly. Inordinate delays have occurred both in in-
timating the correct share of income by the officer assessing the
firm’s income and in taking timeiy action by the officer 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 officer assessing the partner's in-
come can be ensured. This would also help to watch the action
taken to revise the partner’s assessment, which is already required
to be intimated to the officer assessing the 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’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 properiy 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 tili 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 2-1/2
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 couid be ensured that svch 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 share of the firm’s in-
come by the partner after it became known, appears to be a case of
eoncealment of income, the Committee suggest that this espect
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may be examined in consultation with the Ministry of Law and
Audit and suitable instruction lssued for the guidance of the Assess-
ing Officers.

(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
1967-68. 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 54(a) of the Audit Report (Civil) Revenue Receipts,
1970.]

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 Officer
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-
tate the results of the review to the Committee shortly thereafter.

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

2.233, 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 goods and from

i
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royalties in this case resulted in a short-ievy 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 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 1969.70—Central 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)

1966 127 22'5
1967 115 41791
1968 94 29°20
1969 66 49 88
1970 56 1959
1969—70 135 20266

2.236. It 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-
1.:ax assessments to be completed in a year than their counterparts
in other circles. In spite of that the number of mistakes pointed out
b'y Audit every year was very considerable. The Committee de-
sired to know the special steps proposed to be taken by the Depart-
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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 it 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
Direct 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
had drawn attention of the Assessing Officers to this aspect. The
Ministry, in a note submiited 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-
trv 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 ¥. No. 83/40i61-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 and
‘other materials available on the record. As a result of these instrue-
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tions, mistakes of the type mentioned in para 34(e) of the Audig
Report, 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
t2 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
tne Income-tax Act exclusively 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
account 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 wvis-a-vis

its effects on economic growth or in achieving social justice had been
made in recent years.

2.245..The C'ommittee have been repeatedly stressing the need
to exercise special care in assessing tax on companies. Notwith-
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standing the steps stated to have been taken in this regard, the mis-
takes in the levy of tax on companies have assumed alarming pre-
portions in as much as the number of cases in which errors were
noticed during 1969-70 was 135 invelving under-assessment to the
tune of Rs. 202.66 lakhs. That, this was so in-spite of comparatively
fesser 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 officers in Company
Circles in view of “great many technicalties” involved in the com-
pany assessments, the Committee suggest that there should be
regular 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
that the Internal Audit should be suitably equipped and streng-
thened to take up effectively the big company assessments imme-
diately 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 assessment years 1964-65 to 1967-68 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
Act 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 faciiitate easy reference there could
be 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::11-nt suggestion’. The
Committee hope that this aspect will be examined 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 company
assessees is only 27,734 out of a total number of 29,10.341 assessees
(as on 31st March, 1979).

2.249. With the variouvs rebates and concessions the structure of
torporate 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 had been undertaken to know
how far these twin objectives have been realised. The Committee-
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would, therefore, commend such a study which would be helpful
in formulating 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 distribute 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 the
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 assels
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-levy of tax of Rs. 1,65,032. The
Ministry have stated that it would not be unreasonable to hold
shares in this case as fixed assets. Shares are not treated as “fixed
assets” either under the provisions of the Companies Act or under
the Income-tax Act.

[Paragraph 55 of the Audit Report (Civil) Revenue Receipts—
19700

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 23A!104 is to prevent avoidance of
tax by Share-holders of a company in which the public
are not substantially interested. An individual might
avoid the high incidence of tax by transferring to 2
private company, in return for shares, the source of his
income and by securing that, intstead of an dividends being
declared, the profits made by the company should be
allowed to accumulate in its hands for being ultimatel¥
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distributed in a capital form, which would not be asses-
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
according to the balance sheet of a company, in the form Part I
of Scheduled VI to the Companies 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) goodwill, (b) 1land (c) buildings,
(d) lease holds (e) railways sidings (f) plant and machinery
(g) furniture and fittings (h)  development of property
(i) 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
by the above mentioned authority on accounts and therefore
shares can also be treated as fixed assets in certain circumstances
including those in the present case.”

2.255. It was pointed out that according to Carter the fixed assets
were those acquired and held permanently for the purpose of
carning income as for example long term machinery lease etc..
which had got some significance. If the Department feel that there
was no definition of fixed 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,
if necessary, to introduce a definition in the Income-tax Act in
tonsultation 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—17.
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«Fixed Assets” or not for the opinion of the Ministry of Law in Sep-
tember, 1870,

9.957. 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.”

2.958. 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.”

2.2598. When enquired whether the view taken in the case under
examination had been applied uniformally, the witness stated: “It
is the Income-tax Officer 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. It 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
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years 1960-61 to 1963-64. 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. 43,801 was towards personal
expenses, the same should have been brought to tax.

[Paragraph 56 (c) of the Audit Report (Civil) Revenue Receipts—
1970].

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 witnes 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 what has
been paid has been spent by him.”

2.287. 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
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assessees. In other words, the receipts under these heads were
treated as exactly balancing the expenses.”

9968. 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.

9.969. The Coramittee desired to be furnished with the informa-
tion regarding the total number of advocates practising in the va-
rious High Courts and Supreme Court in India and the number of
persons who were borne on the books of the Income-tax Depart-
ment as assessees. The 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 question whether the amount received from the clients
by lawyers towards personal expenses could be excluded from total
income as non-taxable is stated to have heen 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 the information re-
garding the total number of advocates practising in the various High
Courts and Supreme Court and the mumber of persons who were
borne on the books of the Income-tax Department as assesssees, the
information is still awaited. The Committee trust that on the basis of
the information to be collected, the department would make a suhvey
to ensure that there is no evasion of tax,

2.272. Further Government may consider the feasibility of asking
the various courts to furnish to the Income-tax Department periodi-
rally information regarding cases decided by them and the persons
vho appeared as solicitors or advocates for both sides so that the
Department may be in possession of necessary information to verify
the correctness of the returns filed by persons of these professions.

(i) Omission to levy or incorrect levy of penalty

2273, The Income-tax Act, 1961 contains a number of provisions
for levy of penalty for various kinds of defaults. On a review of
the assessments with a view to find out whether the penalty pro-

visions were correctly applied, it was found that in a number of
cases,
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(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
Rs.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-
fault was nine months but the department fixed the delay as five
months. The mistakes resulted in short-levy of penalty of Rs. 94,396
for the assessment year 1962-63. The Ministry have accepted the
mistake. Report regarding retification and recovery is awaited.

(iii) An assessee who flled return of income for the year 1958-59
in January, 1961 was assessed on income of Rs. 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-
come of Rs. 17,000, A penalty 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-—Centra] Government (Civil)—Revenue
Receipts].
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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 (4)

“In the case of late Shri the penalty order was rectified and
an additional demand of Rs.89,750{- 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 AC, A
fresh assessment has not been made yet.”

Sub-para (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.”

Sub-pare (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.3000)- only was levied in the case referred to in sub-
para (ii). 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 concealment of income.”

2.277. The Committee pointed out that as per Audif, 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 287(2) (g) any proceedings for the
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levy of penalty in respect of any assessment Wwhich is
completed on or after 1-4-62 should be initiated and im-
posed under the provisions of the new Act.”

2.278, He further stated: “The new Act lays down 2 per cent of
tax for every month. Where the proceedings for the levy of penalty
under section 28(1) (a) of the old Act had been initiated before the
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 1-4.62, and not the cases in whieh the penalty proceed-
ings had already been initiated before 1-4-62. This view of the law
taken by the Income-tax Officer 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 31-3-62, the Income-
tax Officer proposed the levy of a penalty of Rs. 50,235/- 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, it 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. 2,000|-.”

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 stdted during evidence
that the matter might have to be considered in comsultation 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(1) (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
witness stated: “I am informed that it was done after 15th March,
1971. . I quite agree that in fairness sudit should have been informed.
I am told that we got this information only a week back....I quite
agree it is a mistake.”
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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, 1873.”

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) (¢) 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 penaity of Rs. 350/-
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-
vant 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 to in
sub-para (v), a penalty of Rs. 350|- only was imposed which was
lower than even 20 per cent of value of concealed income viz,
Rs. 17,000{-, When asked to state how a penalty of Rs 350|- only
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was levied, the Chairman, CBTD stated: “The penalty claim is
governed by Section 28(1) (c) of the Income-tax Act, 1922. The
normal procedure is that the ITO 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 tke conceal-
ment of Rs. 5,000, that is one aspect; but the law as it was then
worded was that one should take the difference.”

2,286. Elaborating further, the witness added: “If an ifem 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 it 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 it 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
oo, In the return of income, he would show it after deduc-
tion of those claims which are deductable. When the Income tax
Officer makes an assessment, there would be a difference 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 wide-spread 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 Income tax Officers for their
guidance. The Ministry, in a written reply stated: “No compen-
dium of instructions as such has been prepared. However, the ins-
tructions issued by the Board from time to time are -circulated
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among the Officers and their circulars are also printed in the
C.B.D.T. Bulletin, which is made available to all officers.”

2.288. 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) und 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 Ministry had accepted
the mistake, the question regarding the applicability of the provisions
of Section 297(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.

2290, 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 obtaining
fegal opinion as also the action to rectify and recover additional
penalty if needed.

2.281. The Committee find that there is some confusion as to what
exactly constitutes concealed income.*

2.292, In view of the mistakes committed and the prevailing
confusion in regard to ievy of penalty the Committee wish to suggest
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 Officers.

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

Audit Paragraph

2.293. Non-levy|incorrect levy of penal interest under the various
provisions of the Act was pointed out in the earlier Audit Reports.

—— e 4 = 2 s
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*The Committe have dealt with this matter in some detaii eisewhere in
the Report.
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During the period under review it was noticed that in 3,395 cases
interest of Rs. 91.12 laekhs was not levied as indicated below:

Mo, of Amount

cases (In lakhs

rupees)
(i) For delay in submission of return of incom : . 991 25-75
(ii) For shut/non-payment of advance tax : 1522 38 30
(iii) For non-payment of tax by the due dates . . 882 2707
3395 91 12

[Paragraph 45 of the Report of the Comptroller and Audxtor
General of India for the year 1969-70-—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 wof No. of Amount of interest
Audit Report cases omitted to be levied
(In lakhs of rupees)

1963 327 5. 00
1964 632 6.64
1965 $23 9.08
1966 1297 17.72
1967 1834 32.60
1968 2064 40 .48
1969 2566 63.56
1970 2501 63.06
1969-70 3395 91 12

2.295. The Committee wanted to know the special steps proposed
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, the 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 note of the Audit Reports,
1970 and for the year 1869-70, which showed a large number of cases
in which interest under various sections of the Aet had not been
charged, the Board have issued instructions recently, desiring that
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the relevant provisions may be brought to the notice of the officers
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.”

2.296. 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|incorrect 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 chargesble 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
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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.”

2.289, Drawing attention to this the Committee enquired whether
the Board had acquired the necessary powers to make rules of pro-
cedure for caleulating 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. 10,000/- 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.
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In respect of the Audit objection in the remaining 3,230 cases,
which involve tax effect of less than Rs. 10,000/~ in each case, the
aggregate tax involved 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 Income-tax,
The Committee may perhaps like to leave the checking of rectifica-
tion and recovery of tax in these cases to the Audit.”

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
year 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 aggregate tax
in these cases amounted to Rs. 49.28 lakhs, The recovery in these
cases may be reported to the Committee.

2.392. 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 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 proce-
dure should be framed without delay.

(1) Irregular grant of refimds

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 of 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 amount 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 for 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 cases

also. The Ministry, in a written reply, stated that demands had been
raised and collected in both the cases.
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2.305. The Committee pointed out that in paragraph 46 of the
Audit Report on Revenue Reciepts, 1966, several cases of excess re-
tunds 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 Com-
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 Com-
missioner to devise procedures which may prevent the double allow-
ance of credit and those types of mistakes.”

2.307. 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 Report for 1968-70,
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 Director of
Inspection (I.T. & Audit) o 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.”

2.308. The Committee were given to understand by Audit that
according to the existing procedure, suitable entries should be made
under the signature of the ITO in the refund case in the assessinent|
refund form. When asked whether 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 Officer had made the entries in
the refund form under his signature.

2.309. The Committee further learnt from Audit that according
to the procedure laid down in the 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
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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 ete. 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 Committe
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 they 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 bhona-

ﬁdt.es 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
p.revent double allowance of credit are stated to be under considera-
tion of the Director of Inspection (LT. and Audit). The Committee

need hardly stress that a foolproof procedure in thi p
be evolved expeditiously. P in this regard shoul

. 2.314. Incidentally the Committee note that the existing instruc-
tions that all refund cases involving a sum of Rs. 500 and above
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should be checked by the Inspecting Assistant Commissioner have
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 out 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 revenue of Rs. 61)000. The paragraph
was forwarded to the Ministry in October, 1970 and 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.]

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: Qut 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
ltems is stated in the reply to the AGI on 20-7-71 and no reply 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 Ministrv added:
“On attempting a verification of the figures reported by the Audit,
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the Ministry find that these are not verified ones. Thus, it was men-
tioned in the Audit Report that rectificatory 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 correct number of items is
580 and the tax involved is Rs. 11,80,823. The difference is rather
large for the Bombay City III 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 consultation
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

Rs.
(a) Items since cropped bythe A. G. . . . . . 2 55165
(b) Obijections 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 . . . . . 14 26,036
(b) Cases relating to an abolished circle which are not traceable, 3 3,598 )
(c) Rectificatory action taken within time . . . . 29 32,31%
(d) Rectificatory action got time-barred even b t ei
the audit objections’ . . Ym c.fore he receipt of 4 1,440
. . . »
(e) Rctificatory action got time-barre i i
o fcatory. g m.1 ar.r d af:tcr th'e receipt of audit s 3,257
. . »
Total . . . . . 55 66,646

—

It' is proposed to have the register of pending audit objections re-
;:m;;:ed once every six months with the records maintained by the
udit.
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Whether there is any lacuna and if so, how it can be covered will
be considered in consultation with thQ audit.”

2.319. Pointing out that the 601 mistakes mentioned in the first
paragraph of the audit para, related to the assessment upto the assess-
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 information in respect of
audit objections relating to assessment years 1963-64 and onwards
in respect of which rectificatory action got time-barred. It is re-
gretted that the information is not available with the Ministry. At
least 95 per cent of the objections relate to cases with a revenue
effect of less than Rs. 10,000 in each case, which are left to be settl-
ed between the local A.Gs and the Commissioners. It seems that
the Commissioners of Income-tax were not having proper registers
maintained regarding the objections 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 Officers or even in the same
Ward. There have been several transfers of jurisdiction over a period
of years. It 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 to seven Commissioner’s char-
ges. The Committee enquired whether enquiries were made to find
out the loss of revenue on the same account in other Commissioners’
charges. The Ministry, in a note, stated: “Although 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
vears from 1966 to 1971. This has been done as the Board are most.
anxious to put the records straight regarding the revenue audit ob-
jections.” :

2.321. The Committee desired to know the time limit prescribed
by the Board for taking corrective action on the mistakes pointed
fut by the statutory Audit and also whether the time limit was
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strictly followed by the Income-tax Officers. The Ministry, in a
note, stated: “Although no specific time limit has been prescribed by
the Board for taking correctfve 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 to 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
‘heavy 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
Board and they are sent to the respective commissioners also.”

2.324. To a question, the witness added: “The Director of Inspec-
tion 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
fleld officers.”

. 2.326. .A.s rggards the steps taken, the Ministry, in a note, stated:
The position in respect of the current objections is very encouraging.



111

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
been 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
to 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 31lst 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 affairs 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 that 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. 2,989,802
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 1969-70—Central Government
(Civil)—Revenue Receipts.]
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2.329. The Committee asked for the reasons for the delay in
giving effect to the Appellate orders and in making the conse-
quent refunds. The Ministry, in a note submitted to the Committee,
stated; “The Appellate orders related to the assessment years
1845-46 to 1951-52. Two of these orders seem to have been pass-
ed in 1953, 3 in 1952 and 2 in 1963. But all these orders were given
efect to only in April, 1968. The principal reason for the unconscion-
able delay in giving effect to the appellate orders was perhaps the
trequent change of Income-tax Officers having jurisdiction over this
case. In a period of 39 months from 1-2-62 to 1-7-60 as many as 9
ITOs held the particular charge. They, however, notice that while
giving effect to the appellate orders, the Income-tax Officer had
inadvertently allowed interest for the assessment years 1946-47,
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, 1,383,556,

2.330. The Committee desired to know whether the Ministry
had taken steps to find out the number of similar cases where the
Appellate orders were not given effect to 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. It 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.”

2.331. 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 appeilate
orders was “perhaps the frequent change of Income-tax Officers.”
The Committee note that between 1st April, 1962 and 1st July,
1965, on an average an Income-tax Officer held the charge con-
cerned for a period of 4-1/3 months only. The Committee need hard-
iy point out that such frequent transfers are not conductive to
efficiency; 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 arrears of work accumulated in the Department, Further they
desire that ‘there should be a procedure in built in the system it-
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self whereby it could be ensured that pending matters are not
lost sight of notwithstanding the change in incumbency of the
assessing authority.

2.332. The Committee further desire to suggest that the feasibi-
lity of fixing a suitable time limit for giving effect to appellate orders
shoutd 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 Comptroller and Auditor
General of India for the year 1969-70—Central Government
(Civil)—Revenue Receipts].

2.335. At the instance of the Committee, the Ministry, in a note
submitted to the Committee, clarified the term ‘regular assessment’
as follows:—

“The expression ‘regular’ assessment has been dafined 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 any 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 147|148;

(c)cancellation u|s 146 on the assess’s establishing that
he had sufficient cause for not filing a return or not
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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-
ment’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 consequent
to appellate orders. The question is: can the absence of
such a provision for variation of interest in sertion 214
mean that even where the quantum of tax on regular as-
sessment has been given credit for lesser amount than the
tax computed by him, the Income-tax Officer is precluded
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 rectify-
ing any arithmetical mistake coming to, or brought to the
notice of the Income-tax Officer, the quantum of tax pay-
able on regular assessments or the quantum of tax given
credit for is varied, it will be within the competence of the
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 uls 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
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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 ot Law.”

“As a precautionary measure, the assessments in question have
been revised under Section 35 of the Income-tax Act, 1922
Section 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 whether
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 a result of
variation of the amount on which the interest was payable 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 revisionn The Committee accordingly desire that the difference
in language between sections 214 and 215 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 Minisiry 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-
sary.
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{0) Over-assessment
Audit Paragraph

| 2.339. A statement showing the total number of cases o_f over-
assessment with the tax involved, noticed in tgst-audit during the
five years 1966 to 1970 is given below:

No. of Amount
Year cases  (In lakhs of
Rs.)

1966 . , . . . . . . . T 1408 3688
1967 . . . . . . . . . . 2014 6589
1968 . . . . ... . 2392 5873
1969 . . . . . . . . . . 2972 8525
1970 . . . . . . . . . . 3496 100°92

[Paragraph 59 of Audit Report (Civil), Revenue Receipts, 1970].

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
fax were mentioned in the earlier Audit Reports on Revenue Re-
ceipts.

[Paragraphs 48 of the Report of the Comptroller and Auditor GGeneral

of India for the year 1869-70—Central Government (Civil)—

. —Revenue Receipts]

2.341. The various 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 6004 with a tax effect of Rs. 19141 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 number of cases
of over-assessments the Public Accounts Committee, in paragraphs
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1.54 to 1.56 of their 100th Report (Fourth Lok Sabha) observed as
follows:—

“....In the light of these findings the Committee feel that

over-assessments continue to be a serious problem in the
department.”

“In their 73rd Report (Fourth Lok Sabha), the Committee had
also suggested a study of over-pitched assessments in im-
portant revenue circles in the light of the 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 noticeqd for the first time by Tribunals and
that the Courts are concerned with questions of law. The
Committee are unable {o accept this reasoning. The ques-
tion of law cannot be considered in isolation from ques-
tions of fact. The Committee would, theretcre, 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 Commissioners to ensure that tendency
to make fictitious additions should be particularly look-
ed into during inspection of ITOs work and wherever
necessary defaulting officers 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 attention to the above recommendations, 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 number
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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 tothose in
Audit col. 3
1 2 3 4

1966 . . . . 1408 1,41,271 1'00

1967 . . . . 2014 1,69,008 1:19

1968 . . . . 2382 2,02,899 118

1969 R . . . 2972 2,36,309 1-26

1970 . . . . 3496 2,59,269 1-35

1971 . . . . 6004 2,74,000 219

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 it rose to over 37 lakhs i.e, an increase of over
50 per cent. The Income-tax and other direct taxes laws have also
becomne 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 154 to 186 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 is 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-
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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, 1961, the Board have assumed powers under
Section 119 to allow rectifications of orders which may result in
refund 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 gver-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-
lage 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 heen 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 Commitiee would like to
know the results of the pilot studies in important ranges of Inspect-
ing Assistant Commissioners of Income Tax and the concrete steps

taken on the basis thereof.

Audit Paragraph

2.348. In ten cases, over-assessment of tax of Rs. 499,809 was
noticed Que to avoidable mistakes in computation of total income
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The Ministry have accepted the mistakes in all cases. Report re-
garding rectification and refund of the tax is awaited.

(i) 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. 354,723 the Ministry have accepted the mistake. In 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 1o be first 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 1869-70—Central Government

(Civil)—Revenue Receipts.]

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. Tn 16
suc.h 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 mis-.
take brought to notice in Audit Report. the Departrhent had evolv-
ed any measures to tighten up the assessment procedures and also
for coun?er-check of assessments before they were finalisd and de-
mands issued. The Ministry, in a note, stated: “Out ofathe 18
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cases reported in the Audit paragraphs relating to over-assessment,
only 4 are reported to have been locked 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 confining
their attention almost entirely to the computation of tax. Instruc-
tions have already been issued to the Income-tax Officers 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 has 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 assessment 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. The 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 accepted'assessed was Rs. 4.97
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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.]

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-tux 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 amount was
different and smaller than assessed amount.”

2.357. Elaborating further, the witness stated: “There is a differ-
ence between disclosed amount and the income 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. There was a difference of opinion between the
Department and the assessee. What happens is this that the assessee
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 income assesscd is higher
than the one returned. I am explaining why this difference 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 concealed 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 assessee is concerned. he has disclosed it.
There is a difference of opinion and the ITO 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 guantification of the concealment which is subject to a
process of evaluation. To continue with my example of hundi loans,
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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-
missfoner 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 conceal-
ed income, the Committee enquired whether the Ministry of 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 that the Board
issued the detailed circular dated 29th September, 1969, explaining
Section 271(4A) its scope and its applicability. In one paragraph ihey
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 bona-fied full disclosure.

2.362. When pointed out by the Committee that as long as the
Section 271(4A) remained unchamged. and unless the Department
were fully satisfied that the full disclosure was made in good faith.
there was no justification to grant concessions contemplated in ike
Act. the witness stated: “Absolutely strictly and literally 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 Rs. 10,000, but since we evaluate the
income, the ITO calculates and says that he should have spent
Rs. 20,000, and so he adds another Rs. 10,000 to his income. Like that,
he goes on making variations from what the assessee has declared and
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 incentiveg 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 Lecause he
would have had to pay a large penalty; when the penalty is waived.
he does not mind the additions made by the Department.”

2132 LS—9.
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“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 incox:ne'. T%le
party agrees because he still feel that he will have re:mlss?on 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 during the years 1969-70 and 1970-71
are as under:—

1869-70

25,32 per cent
1970-71

39.35 per cent

2.366. The Committee find that the Commissioner of Income-tax
had not followed 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 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 assessee disclosed his
concealed assets the difference in valuation thereof did not reflect on
the fulness of the disclosure. The Committee are unable to fully
share this view especially as in these 177 cases the amonnt finally
accepted|assessed was Rs. 4.79 crores as against the disclosed income
of Rs. 3.12 crores only. In any case concession shown in the matter
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of levy of penalty in such cases is not in conformity with the law as
it stands now. Any review of the position in order to provide for
concession where there could be honest difference of opinion regard-
ing valuation should take into account the need to deter effectively
deliberate underestimation of assets disclosed.

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 assessee 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 caleulating 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, 1970]

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 199, tax deducted at source is deemed to
be paid on behalf of the person concerned and credit
is given to the person in the assessment made for the
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immediately following assessment year. Under Sec-
tion 205, where tax is deducted at source, the assessze
shall not be called upon to pay the tax himself 1o 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 or
Section 144. Under Section 143, the Income-tax Officer
has to make the assessment in the manner specified
therein and ‘shall determine the sum pavable by’ the
assessee. The same words occur in Section 144 clso,
Obviously, it is only the amount which is actually pay-
able by the assessee for the relevant assessment year
that is determined by the Income-tax Officer. In deter-
mining this amount, the Income-tax Officer has neces-
sarily to deduct the advance tax for which there 1s al-
ready a credit under Section 199. He cannot make 2
demand in respect of the amounts already credited as
advance tax.

4. For the above reasons, the reasonable 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-
termined any payable by the assessee on assessment
under Section 143 or Section 144. It is relevant to note
in this connection that advance tax is itseltf calculated
after giving credit to the tax deducted at source.”

2.369. When enquired by the Committee whether an assessee was
entitled for interest on tax deducted at source, the Ministry, in a
written reply, stated: “The assessee ig 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 the deduc-
tion of tax at source right upto the date of regular assessment.”

2.370. The Committee desired to know the difference 1n procedure
in regard to interest payable by Government under Section 214 and
interest payable by assessee to Government under Sectinn 215 with
reference to the exact provision of the Act. The Committee was
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given to understand by Audit that Section 215 of the Income-tax Act
which prescribed the conditions under which interest would become
payable 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 at source. This will, however, be incorreci. 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 instalments 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 Sec-
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 assessee,
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 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 Section 214 suitably to place mat-
ters 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.
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the position obtaining in regard to similar omission in other Income-
tax Offices 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. Amongst 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 disallowance
of interest, which otherwise is an admissible deduction
from the total income,

(¢) 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.

(d) 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.”
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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
collected 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 instructions 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. 1,189,857
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 at 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,
it was properly and promptly fulfilled bv the person concerned.’
The Ministry, in a note, stated: “At presgnt, the Government does
not have any machinery by which they may ensure that the obliga-
tion to deduct tax at source at the time of crediting interest is pro-
perly and promptly fulfilled. But this aspect will also be kept in
view while making the necessary changes. The success of a measure
like this largely depends upon its compliance by the persons con-
terned. Omne 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 deduction of tax at source on interest payments and delayed
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remittance of tax deducted which also did not attract the penal pro.
visions of the Act. It is strange that Income-tax Department itself
is a defaulter in this regard. Such serious iapses noticed in test
check of cases by Audit should have compelled the Department to
uandertake 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
would, 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
including 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 consideraties. 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 on the
interest paid to them by the Department.



CHAPTER III
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 assessments for the last three years is indicated below:—

Year As on As on As on

31-3-1968 31-3-1969 31-3-1970

1965-66 and earlier years . 5,57,897 1,81,019 21,667
1966-67 . . . . 5:64,555 1,77:343 1,26,106
1967-68 . . . 12,07,198 3,58,599 1,34,461
1968-69 . . . . . 8,67,696 2,91,309
1969-70, . . . e .. 7,48,264
TorAaL . 23,29,650 15,84,657 13,211,807

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

As on As on
31-3-1969 31-3-1970
(i) Business cases having income over Rs. 25,000 1,62,683 1,67,423
|(ii) Business cases having income over Rs, 15,000 but
not exceeding Rs. 25,000} . . . 1,49,159 1,41,929
(iii) Business cases having income over Rs. 7,soo
but not exceeding Rs. 15,000 . 3,10,633 2,69,468
(iv) All other cases except those in wegory
(v) and refund cases, . 715,396 5:42,856
(v) Small income Scheme cases, Government
Salary cases and non-Government salary
cases below Rs. 18,000. . . . . 2,46,786 2,00,131
15,84,657 13,21,807

»The figures were furnished by the Mlmstry.
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(iii) The status-wise break-up of the pending cases is as given
below: —

Number of as-
sessments  pen-

Status :
ding on 31-3-70
(i) Individuals . . . . . . . . . 10,18,762
(i) H.UF. . . . . . . . . . 81,817
(iii) Firms . . . . . . . . . 1,83,813
(iv) Companies . . . . . . . . . 23,730
(v) Other; . . . . . . . . . 13,685

TOTAL . 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:—

No. of Number of assessments completed ©; Number of

asses8- assessments

Financial year ments for  Qut of  Out of ‘Total pending at
disposal current arrears the end of

the year

1 2 3 4 5 6 7

1965-66 . . 45,58,556 14,59,776  9,29.251 23.89,027  52'4  21,69,529
1966-67 . . 47,65,607 13,32.672 10,85,422 24,18,094 507  23.47,513
1967-68 . . 48,86,204 13.31,493 12,25.061 25.56,554 523 23,29,650
1968-69 . . 49.99.237 16,73.474 17,41,106 34.14.580 68'3  15.84,657
1969-70 . . 48,79,697 21.34.814 14,23.076 35.57.890  72'9  13,21.807

(The percentage in column 6 represents cased disposed oftototal number of
assessments for disposal).

(v) Category-wise break-up of the total number of assessments

- completed during the years 1968-69 and 1969-70 is given below:—

1968-69 1969-70
(i) Business cases having income over Rs. 25,000 1,95,124 2.29,640
(ii) Business cases having income over Rs. 15,000
but not exceading Rs. 25,000 . . . . 1,75,109 2,13,026
(iii) Business cases having income over Rs, 7,500
but not exceeding Rs. 15,000 . . . 4,33,066 4,809,431
fiv) All other cases except those mentioned in cate-
gory (v) and refund cases . . . . 18,25,744 17.95,308
(v) Small income Scheme cases, Government salary
<}:{asessand non-Government salary cases helow
s. 18000 . . ..o, 7:85,537 8,30,485

—— . . 3414.5%0 35.87.Re0
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(vi) The number of assessments completed and demand raised
month-wise during 1969-70 is as below: —

Number of Demand raised

assessments  during the

Months completed month (in
crores of Rs.)

April, 1969 . . . . . . 59,458 13:96
May . . . . . . . . 75,230 1560
June , . , . . . . R 1,15,000 15415
July . . . . . . . . 2,25,780 2605
August . . . . . . . 2,86.461 3530
September . . . . . . . 3,22,196 4396
Qctoher . . . . . . . 3.13.436 " 44105
November . . . . . . . 3.22,047 4356
December . . . . . . . 3.51.584 %8-10
January, 1970 . . . . . . 3.43:259 7323
February 475,759 9295
March . . . . . . . $,67,680 24510

[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
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down to 13.22 lakhs from 15.85 lakhs as on 31st March, 1969, the per-
centage of pendency in high income cases went up as shown below: —

As on Tercentage As on  Percentage
31-3-69 of total 31-3-70  of tota}
(in lakhs) pendency (in lakhs) pendency

Tota] pendency . . : . . 15°85 .. 1322

Pondency in categorics I & IT (i.e. with
income over 15,000 in each case) . 3:12 20 3°09 23

3.4. The pendency in categories I & II cases went up from 20 per
cent as on 31-3-69 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 31-3-1969, 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 of demard to total
completed assestmert raised demand
completed (in raised
crores)
Du g the months Jan.-March, 1970 14,86,698 42 411°28 58
March, 1970 . . . . . 5,67,680 16 245°10 35
During the remaining period . ) . 20,71,192 58 29573 42

3.6. The position of assessments completed in March, 1970 is com-
pared below with the corresponding position in March, 1969:

No. of Percentage Amount Percentage
assessments  to total ofdemand to total
completed assessments  raised demand

completed  (in raised

crores) :

March, 1969 . . . . v 4:75:284 14 233°65 34
March, 1970 . . . . . 5,67,680 16 24510 35

3.7. Though only 42 per cent of assessments were completed in
the last three months of the financial year 1969-70, the demand raised
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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 assessmenis viz., 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 number 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 1 cases is
brought down considerably by the end of 1970-71.”
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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 T would like to place before you.”

3.11. The Chairman, CBDT added: “One thing is as to the steps
taken 1 have issued a directive to the Income-tax Officers and the
Commissioners that all hig 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 atiempt 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 the
instructions to complete the cases of bigger assessees well before
the time limit—say 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 weré 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 T 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 dragging 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 exparte ordtr. But it is gene-
rally dangerous because in such a case, an exparte assessment has
no meaning. So I should say that is one of the actual difficulties
which, T as an officer, have also experienced despite anxiety to com-
plete the cases in time. That is one 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 without charging interest



.and thereafter the assessees has to represnt to get the time Hmit
-extended, on payment of interest,

Therefore, in those bigger cases which are current, the Income-
tax Officer would have time from January, February, or March
because most of the assessees do ask for the maximum time-limit.
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 Income-tax Officers
would certainly like to take up disposal of bigger cases as soon 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 Commissioners and the Officers
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 officer
can, of course, decide the case exrparte 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 firms 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 liquida-
tion; sometimes the party may not be interested in completing its
assessment. From the revenue point of view, they are more impor-
tant than the individual cases.”

3.16, When suggested that the Law should be amended so as to
enforce that before a case was reopened under section 146 or even

2132 LS—10.
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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 recpening could be considered, the witness
stated: “This is a very good suggestion. But a certain portion, may
be, 20 per cent 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 it 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
Officers on rolls as on 1-4-68, 1-4-69, 1-470 and 1-4-71 and the average
number of disposal per 1.T.O. during 1967-68, 1968-G9, 1969-70 and
1970-71.

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 1,988
1-4-69 . . . . . 1,912 2,464
i-4-70 . . . . . 2,056 2,494
471 . . . .. 2,234 2,788

Average No. of assessments disposed of per I.T.O. on assessment duty,

1967-68  1068-69  1969-70  1970-71

Income-tax . . . . 1,503 1,78¢ 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
whgrein the completion of regular assessments became time-barred
'durxng 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 havin b ;
. ecam -
during the years 1968-69, 1969-70 and 19'70-71.g' ¢ time-barred
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3.21. The Committee note that the number of cases of pending
assessments came down from 23.30 lakhs as on 31-3-1968 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 in the
position of pendency of assessment cases since 1968-69, the pen-
dency in categories I and II (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 of categories I
and II 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 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 142 and 1.43 of their 1I7th 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 officers. 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 fina-
lisation 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 extensfon of time on pay-
ment of interest. The Committee are concerned over the plea of
helplessness of the department in completing the assessment cases
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 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 Commi'‘ce, therefore, desire that government
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should seriously consider this matter ia all its aspects amd take
effective measures, to discourage dilatery tactics om both sides—
assessees and the Assessing authorities—so that bigger assess-
ments may be completed speedily.

3.22. The Commmitiee suggset that it should alse be examived
" whetler in cases which are sought te be reopemed by the assessees
under Section 148 of the Income Tax Aet or before an appeal is
made, the assessees should be required to depesit a eertain portion
of the tax which should net be less than that pertaining te the un-
dispwted imeome. The Committee would farther stress that in all
cases of assessmentreassessment it would be desirable if the pay-
ment of tax on undisputed portion of imcame is made a condition
precedent te filling appeals.

3.23, The Committee find that the number of income tax officers
attending to assessment duties has progressively increased from 1701
as on 1st April, 1968to 1912 as on st April, 1969, 2056 as on Ist
Kpril, 1970 and 2234 as on Ist April, 1971. The effect of this appears
to have heen the reverse of what might have been expected. The
average number of assessments disposed of per Income Tax Officer on
assessment duty has decreased from 1855 in 1968-69 to 1842 in 1959-
70 and I669 in 1970-71. 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.

3.24. The Committee need hardly stress that the Department
sheuld also give adequate attention to the revenue collected and the
accuracy displayed in assessment.

3.25 The Working Group of the Administrative 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 com-
plete list of points examined by them. Referring to the difficulty
regarding inadequacy of Chertered Accountants to undertake com-
pulsory audit, the working group had observed, “Today the number
of praetising Chartered Accountants is nearly 5,000 and with fresh
candidates passing every ykar, 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 to the tax payers and the Department”.
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3.26. The Administrative Reforms Commission in their Report
observed, “We agree that audit by qualified Chartered Accountant
would be helpful in relieving the assessing authority of the need to
make routine checks and enabling him to concentrate on the broader
aspects of the determination of the assessees correct liability. How-
ever, we ire not sure whether audit made compulsory by law would
not delay the submission of returns. Further, the number of Char-
tered Accountants being limited, it may not be possible for all

assessees to secure their service except at heavy cost or at the cost
of detailed scrutiny.”

3.27 The Committee asked whether in view of the fact that the
number of Chartered Accountants had increased considerably, ##t
was not feasible that all returns involving income of more than Rs.
1 lakh should be certified by Chartered Accountants so that the onus
of responsibility was placed on them and the work of the Depart-
ment in checking of the returns was facilitated. The Finance Se-
cretary stated: “1 think, it 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 ha: 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 would 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 would suggest that suitable method
should be devised to have all returns of income involving more than
Rs. 1 lakhs certified by Chartered Accountants subject to appro-
priate conditions and terms so that the Income-tax Officers may
concentrate attention om breader aspects of determing correctly the
tax liability. The Committee would like this matter to be examin-
ed early by Government in consultation with all concerned.



CHAPTER IV

ARREARS OF TAX DEMANDS.*
Audit Paragraph

41. (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 crores. The balance of Rs. 91.38
crores comprised the following:

(Rs. in crores)

1. Red(uctlon expected on account of :

) D.LI.T. relief . . . . . . 7+31

(b) Appellate relief . . . . . . 29°70

(c) Protective assessments . . . . . 6-46
—— 43-47

2. Irrecoverable dues which will be written off ullimately :

(a) from persons who have leit India . . . 1148

(b) from companies in liquidation . . . . 81-20
(c) from cases pending before certificate officers . 2833 47°91
91-38

42. 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 crores being the amount of tax stayed by appel-
late authorities|High Courts|Supreme Court as on 31st
March, 1870; 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 figures were furnished by the Ministry.
144
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(ii) The following table shows the net effective arears pending
without recovery as at the close of five years ending 31st March,

1970: —

, Net effective arrears as on (Rs. in crores)
318t March, 1966 . . . . 244-67
31st March, 1967 . ., " . . 33770
318t March, 1968 . . . . . . 410°05
318t March, 1969 ) . . . . . 537°98
31st March, 1970 . . . . . . s91-18

(iii) The figures of corporation tax, income-tax and interest com-
prised in the gross arrears of Rs. 840.70 crores and the years to
which they relate are shown below:—

—

(Figures in crores of rupees)

Corpora- Income- Interest Total
tion tax tax

(1) Arre:rs'of 1959-60 and earlier
years . . . . 477 55°53 1°99 6229
(it) 1960-61 to 1967-68 . . 5061 19533 17°59 263:43
(i) 1968-69 . . . . 42°33 919X 11-60 145°93
(iv) 1969-70 . . . . 157-15 191-67 2023 369-05
ToraL . . . . 254'76  534°44 51-50 840° 70

(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 :—

No. of Total arrears

Arrear demand
assessees (in uoRr:s)OF

T . ey et e

Upto Rs. 1 lakh in each case . . 16,21,589 439 46
Over Rs. 1 lakh upto § lakhs in ench case 4,913 107°99
Over Rs. 5 lakhs upto Rs. 10 lakhs in cach case 814 62:72
Or:c Ri. 10 lakhs upto Rs. 2§ lakhs in each case 488 69-04
Over Rs. 25 lakhs in each case |, . ) . 244 1SI°49

TOTAL . R . . . . 16,28,048 84070
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{(v) The table below shows the number of cases and the amount.
of income-tax stayed on appesls and revision petitions as-on 30th
June, 1969 and 30th June, 1970:—

No. of cases in which Amount of tax stayed
tax was stayed (in lekhs of tuj ees)

30-6-69  30-6-70  30-6-69 20-6-70
(a) Before Appellate Assistant Commis-

sioners . . . . 6,677 [7:130 3:464 5,386
(b) Before Income-tax Appe]late"I‘nbunals go8 1,127 94§ 1,63%
(c) Before High Courts . . 674 603 3,774 3,125
(d) Before Supreme Court . . 53 29 74 37

(e) Revision petitions before Commis-
sioners of Income-tax . . 171 178 99 135
(vi) The total demand of tax certified to Tax Recovery Oﬁicers
for recovery as on 31st March, 1970 was Rs. 486.55 crores, Yearwise
details of the demand certified and recovery made by the Tax Re-
covery Officers to end of 1969-70 is given below:—
(In crores of Rs.)

Year Amount Amount Balace
Certified recovered

1966-67 and earlier years . 172:63 24" 52 148- 11

196768 | . . . . . . . 102°24 28-90 7334
1968-69 | . . . . . . . 15859 4149 11710
1969-70 . . . A . . . 174°31 26:31 148:¢0

486-55

[Paragraph 53 of the Report of CAG for the year 1969-70—Central
Government (Civil)—Revenue Receipts.]

43. As on 31st March, 1970, the gross arrears of income tax
amounted to Rs. 840.70 crores. The position of outstanding tax as
at the end of March, 1966 to March, 1970 is as follows:

Arrears Net
Year ending outst‘('i‘I;1 8 emﬂ'ect;\s'e
crores) (in
crores)
Maerch, 1966 . ) . ... . . 381'88  Fa44'67
March, 1967 541°73 337°70
March, 1963 62261 410°05
March, 1969 . . . . . . 440 537798
March, 1970

84070 591°19°
—
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4,4, The Committee wanted to know the distinction between the:
terms ‘Gross arrears’ and ‘Net effective arrears’ of income-tax. The
Chairman, CBDT, explained: “We first call the gross arrears accord-
ing to the Income Tax Demands Register. From this we deduct
certain arrears because they are not effective arrears, for example,
the D.I.T. Relief and Appellate Relief and demand against protective
assessments, irrecoverable dues which may be from persons who
left India or from companies under liquidation. These are the figu-
res which in our opinion are not recoverable at all. 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 of these arreas are re-
coverable. Now we have heen 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 figures 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 by the Assistant Commis-
sioner, Tribunal, Commissioner, or the Income-tax Officer 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 demands
which are not due, which are covered by advance tax, which are
stayed ie. demands for paying which extension of time is given
these are the figures which we deduct from the gross arrears be-

cause at a particular point of time we are not in a position 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 source has been made, then the
difference should narrow down graduslly. 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 department, were scrutinised by Internal Audit, the
witness state: “Previously we used to assign this to the imternal
audit, but later on we found that due to the enlargement of its func-
tions, the intermal audit could not do this task and, therefore, as a

measure of expediency we make it a practice to ask anothar office
to check up these figures.” .
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4.7. In reply to a question, the witness stated that the net arrears
were Rs. 374 crores for 1967-68, Rs. 435 crores for 1868-69, Rs. 507
crores for 1969-70 and Rs. 499 crores for 1970-71. He added that
“for the first time in 1970-71, the growth is arrested and we have
been tying to bring it dovg’n further.”

4.8. The Witness added: “Every year, the collection, out of
arrears demand have been rising. During the last three years it is
101 crores, 129 crores, 159 crores.” “The total collection has gone up
from 678 crores to 801 crores to 838 crores. The budget collection
has not remained steady. Part of the budget collection is due to
arrears and part is in current grant.”

49. 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 crores of Rs.)

(i) Total effective arrears (excluding a demand of Rs. r29-32

crores which had not fallen due) ) . ) . 609" 45
(ii) Net eff:ctive arrears worked out as below 1=
Effective arrears [as at item 29(i)] . R . 60945
Deduct
(i) Advance tax included in the gross demand awaiting
adjustment . . . \ . . . . 466

(ii) Amount of tax collection of which had been stayed
by appsllate aythoristies/High Courts/Supreme Court

as on 3I-3-71 , . . . . . . . 63-04
(iii) Reduction expected on account of :=—
() DIT Relief o e 7'49
(b) Appeliate relief allowed by Courts . , R 15°05
(c) Appellate relief by I.T. authorities including smounts
under protective assessments . . . . 6277 153-01

153-01 45644

(iv) Irrecoverable dues which may have to be written

off ultimately:

(a) From persons who have left India . . . 1216

(b) From companies in liquidation s . . 9:62

(c) From cases pending before certificate officers 34-84 5§6-62

399-82

4.10. The Committee pointed out that a sum of Rs, 47.91 crores,
representing dues which would be written off ultimately, was shown
as arrears and included in the total effective demand of tax out-
standing as on 31st March, 1970, and enquired whether there was
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any time limit for write off and removal of the amount from the
list of bad debts. The Finance Secretary stated: “It goes on for a
very long time. It is only when all processes have been exhausted
and everybody says that now there is no means of getting it that
proceedings 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 or 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. It 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 of 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 showmg
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 Direct 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 of the recoverable content of these arrears. The
proper 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 authorities
that their action in writing off would be open to criticism
in Parliament and elsewhere. This fear should be re-
moved by an assurance that the write-off 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 off of outstanding de-
mands if they are found clearly to be irrecoverable.
Such demands should be scrutinised by a Committee
consisting of the Commissioner, the inspecting assistant
commissioner and the income-tax officer concerned, if
the amount to be written off does not exceed Rs. 2 lakhis
where such amounts range between Rs. 2 lakhs and
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Rs. 5 lakhs, a committee for scrutiny should consist of the
commissioner and the Directar of Inspection. Where
higher amounts are involved, the commissioner and the
Direcwr of Lospection should serutinise the cases and
put them up to the board for disposal.”

4.12. The Committee enquired whether any action had been on
the recommendation of the Administrative Reforms Commission.
The Finance Secretary replied: “These Committees have been con-
stituted with slight variations, and they are going through the cases
and making recommendations.”

4.18. The Chairman, Central Board of Direct Taxes added: “I
may just detail how we have done it. With a view to accelerating
the pace of write-off, the zonal committees are required to meet once
in two months in multi-commissioner’s charges. Where 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 sends through the Director of Research Statistics and Publi-
cations, a report to the Board. The Director examines it and then
the concerned Member of the Board has the power to allow a write
oﬁ.”

4.14. When enquired about the criterion for declaring the arrears
as irrecoverable, the Finanee Secretary, stated: “The following kinds
of inquiries are made before a write-off action is taken up. First, iv
has to be examined if there are any comnected cases which give 2
clue to the assets of the Assessee. Secondly, we have to see whether
the assessee was a benamidar could be pursued. Thirdly, we have
to see the present sources of income of the assessee and then the
net worth of the assessee. This is done by actual survey and in-
vestigation. We have also to see the earlier steps which had been
taken for recovery and with what result, whether any immovable
moveable property had been attached and so on. After all these
have been done, if there are no substantial assets from which re-
covery can be made, then write off action is taken. It is a fairly
complicated procedure, especially When inter-connected companies
or inter-connected cases or benamidars have to be pursued. This
happens particularly in the case of company arrears.™

4.15. The Committee desited to know when these zonal com-
mittees had been constituted, the year-wise number-of cases reviewed
by them, the numbers of cases recommended by them for write-of?
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.and the number of cases together with the amount written off. The
Ministry, in a note, submitted to the committee stated: “The Zonal
Committees to go into the question of write off were constituted in
the last quarter of 1968. The Ministry regret that they do not have
readily available data for furnishing the number of cases reviewed
by the Zonal Committees for 1968-60 onwards and the number of
cases recommended by them for write off. The number of cases of

arrears over Rs. 1 lakh and the amounts written off year-wise are
as under: —

No. of Amount written off
cases (in crores of Rupees)

1969-70 . . . . . . . 30 1-57
1970-71 . . . . . . . 77 3-65

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 dommittee,

the Ministry, in a written reply, furnished the information as un-
dder:—

No. of Amount written off
cases (in crotes of Rs.)

1967-6 8 . . . . . 7 032"

4 17. Pomtmg out that the net eﬁectwe arrears of Rs 59] 19
crores included a sum of Rs. 91.48 crores being the amount 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 81.48 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'. On completion of regular assessments, adjustment memos
were prepared in the income-tax offices and were sent to the Trea-
sury Officers for adjustment of advance tax to final 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 at the
time ‘when the assessments are completed."
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4.18. The Committee wanted to know the authorities who granted
the stay orders in respect of tax amounting to Rs. 23.55 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 to 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 our
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 dernand had been permitted by the Income-tax Officers

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
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Appellate Assistant Commissioners of Income tax Tribunals High
Courts, and Supreme Court and Commissioners of Income-tax
wherein collection of Income-tax was stayed involving a demand of
Rs. 103.18 crores. The Committee wanted to know the steps taken
by the Board 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 officers
and Inspecting Asgsistant Commissioners to approach Appellate
Assistant Commissioners to take up cases in which large amounts
are involved 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 app-~
lication to the Supreme Court. There are some 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 amount invelved was more:
than Rs. 5000 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 to go in appeal
in small cases or where small amounts are involved.”

4.24. When it was suggested that the Denartment should con-
sult the Attorney General, the witness stated: “I think the recent
thange must be pleasant; on the advice of the CAG we have re-
ferred a matter to the Attorney General on a question of law. We-

have departed from the past.”

| 4.25. The Ministry, in a note, submitted to the Committee that

. ‘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.
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{ii) The disposal of appeals by the Appellate Assistant Com-
missioners is beirg constantly watched. In the menthly
review the Additional Commissioners in whose charges
very good disposals are achieved by Appellate Assistant
Ceommissioners or there are appreciable shortfalls from the
target, are personally addressed by D.I, (IT).

{iii) Instructions have been issued for making balanced, well-

- reasoned and realistic assessments and the defaulting I.T.Os.

will be pulled up and adversely commented. This should
reduce the number 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
involving tax demand of Rs. 50,000 and above in Bombay
and Calcutta charges and Rs. 25,000 and above in other
charges. It has been further decided that the central
charges at Delhi and Madras should also be treated at par
with Bombay and Calcutta charges (including central). It
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 heen
instructed that they should obtain from the Income-tax
Offieers 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. 40,000;

(ii) to give a target disposal of 150 cases per Beneh per month
(the present rate of disposal is about 120 cases per Bench
per month);

(i) to observe more strictness in granting adjournment of
case,
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(iv) to dictate orders in small cases in open courts;

' '(v)' t'o dictate orders outside the court hours or on. Saturdays;

\

(v1) to sit for five hours every day from Monday to Frlday for
., hearing of cases.

(vix) Apart from these, more Bcnches are being created and the

‘fee for filing’ appeal before the Tribunal has been raised
from Rs 100 to Rs 125,

426 In an earlier report a recommendation was made by the
Committee with regard to expeditious disposal of cases pending be-
fore the Courts to which a reply gas given by the Central Board of
Direct Taxes that the Commissioners were approaching the Chief
Justice of the respective Courts to constitute. additional or special
Benches to expeditiously dispose of these cases. The Committee
desired to know the result and the progress so far made in the dis~-
posal of cases showing the number of cases (year-wise) and the
amount involved. The Ministry, in a written note have stated: “The .
Commissioners had informal discussions with Chief.Justices of many
States and the response from some of the Chief Justices was quite
favourable. The Ministry regret that they do not have any readily
available figures showing the progress made in the dxsposal of. cases -
and the amount involved as a result of the Commissioners approach-
ing the Chief Justices of various High Courts. The Ministry of Law
were also consulted and they 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 Chief Justice of the High Court. It
would be inappropriate for Government to issue any diree-'
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 specia’
Benches of High Courts exclusively to deal with tax cases.
Whether Special Bench should be set up for the dispos~!
" 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,
in practice it is within the discretion of the Chief Justice of the
Supreme Court or of the High Court concerned to constitute from’
lime to time Benches specially for hearing tax cases and allied
matter. In the Supreme Court such Benches are constituted from
132 LS—11.
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time to time and some of the High Courts 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
Court is for the Ministry of Law and Justice to consider. It is well
known that there is accumulation of work before High Courts and
Supreme Court and the Law Commission in their report on Reform
of Judicial Administration 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
paragraph 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 3lst
March, 1970 was Rs. 62.29 crores. Presuming the amount tc be out-
standing from 1959-60. interest at 9 per cent under Sectinn 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 years, 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 levy 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 compound interest.

Here in this case, the rate of interest is simple. Once we have
issued against this tax a certificate for recovery to the Tax Recovery
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 you have a correct

figure of tax and interest. Today this is not being charged regular-
ly. T must admit.”

" 4.29. He added: “I quite agree that it does not present a correct
picture.  Some officers charge interest and some do not. They
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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 calecu-
late the interest.” ‘The Tax 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 the demand with interest.”

4.31. Elaborating further the witness added: “I would like to place
the position 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 suggesied to check up the calculations of interest on
arrears of tax demands of over Rs. 1 lakh each to see whether it had
heen 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 assessments relating to three assezsment years would be getting
time-harred. 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 Committec 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
usually big company 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
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arrears of income-tax since the system came into existence. The
Finance Secretary stated: “The total collection 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. 1am 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 Officers
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 but I do
not think this refers only to the tax recovered by the officers ap-
pointed by the Board of Direct Taxes.”

4.37. In reply to a question, the witness added: “I will give you
some figures. Last vear upto June 1970 we collected Rs. 77 crores
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 total 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 the State
Officers at various stages of processing on the appointment of the
Departmental Tax Recovery Officers. But I think this figure is
probably more relevant. Last year we had only i.e., in 1969, 18 De-
partmental Recovery Officers in the whole country. In 1970 this
number has increased to 68 Departmental Tax Recovery Officers. The
total impact of the work of the Deparimental Tax Recovery will not
be possible 1o be kept for one or two years because 18 Tax Regovery
Officers had been in the whole country.”

4.39. At the instance of the Committee the Ministry, in'a noté,
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 under:
“The total amount of tax collected by the Tax Recovery Otficers 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 collection made out of Rs. 486.55 crores are not
available.”

4.40. The Committee enquired about the position regarding taking
over the tax recovery work from the State Governments. The
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Finance Secretary stated: “We are now taking it 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
oll the charges of Commissioners except the following wherein it has
been taken over partly: “West Bengal, Madhya Pradesh, Uttar Pra-
desh, Orissa and Bihar.”

4.42. 1t 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
informed. The Finance Secretary stated: “That is all within the
wime Department: there should be greater coordination. We will
have to watch that.” . .

4.43. The Committee wanted to know the arrangements existed at
present in the Department for effecting reconciliation between the
amount of tax deducted at source (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 n the De-
partment and are verified. If we find that either tax which was to be
deducted 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
notice 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 reconciliation possible. 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, It was enquired whether the Department had considered the
feasibility of amending the law on the lines prevalent in the United
States by, which the tax due including interest, penalty, were made
a lien.on the property of the assessee so that he did not escape tax.
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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 attachment becomes automatic and the
next stage recovery of proceeds by sale of property would 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 or 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 as a real deterrent to the asses-
sees who fail to comply with the statutory provisions. The Finance
Secretary stated: “I think there is a point for examination.” Asked
to state 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 9-1/2 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 effective
arrears of tax demand (excluding the demands not fallen due) came
down 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. Dur-
ing the last three years collections from arrears demand has risen
from Rs. 101 crores to Rs. 129 crores and 159 crores, while the total
collection (both 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.

4.49. It is significant that a sizable amount of arrears continued to
be outstanding, in spite of introduction of systems of deduction at



161

source, payment of advance tax and self assessment. The Finance
Secretary agreed during evidence that these measures should have re-
sulted in narrowing the difference between the demands and eollec-
tion and he promised to investigate the matter. The Committee desire
that this gquestion should be thoroughly examined with a view to tak-
ing effective mea:.ures without delay to obviate accummulation of eur-
rent demands,

4.50. The effective arrears included irreceverable dues smounmt-
ing te Rs. 47.91 crores at the end of 1960-70 and Rs. 56.6 crores at
the end of 1970-71. The Administrative Reforms Commission ob-
served that “no useful purpose is secured by keeping these in the
books as irrecoverable arrears” and that, “action should be taken
for expediting writing off of outstanding demands if they are found
cleariy to be irrecoverable”. The Committee were inormed that
the Zonal Committees were constituted in 1968 to go through such
cases and they were required to meet once in two months to acee-
lerate the pace of writing off. The Commistee were not furnished
with the figures regarding number of cases reviewed by the Zonal
Committees from 1968-89 onwards and recommended for write off.
The Committee recommend that in order to watch the pregress of
work done by Zonal Committees, the Board should get necessary re-
turns periodically which should be properly serutinised in the in-
terests of speeding up work.

451, The Committee wish to reiterate the observations of the
Administrative Refooms Commission that outstanding demands
should be written off only if they are found clearly to be irrecover-
able exhausting all avenues open to the Department.

452 The Committee find that as on 31st March, 1970, tax amount-

_ing 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 payment of tax or allow pay.
ment by imstalment. During evidence, the Finance Secretary agreed
that there should be a review by another officer 10 see whether the
discretion has been properly exercised by the Income-tax Oficer. The
Committee were informed that a ramdon check of cases im whieh
the stay of demand had been permitted by the Inceme-tax Officers
¥as proposed to be mndertaken early im the curremt fmancial year.
Considerimg that a sizable amount of tax has been stayed by the
lncome-tax Officers, the Committee desire that the review should
b completed expeditiously, and the Committee informed of the re-
iiult and the action taken in pursuance thereof, if any.
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4,53. The Committee find that the number of cases tmder"dﬁf)ea] ‘
before the Appeilate Assistant’' Commissioners in which tax ‘was
stayed increased from 6,667 (involving tax of Rs.- 4o, el‘or’es) fo
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 expediting the disposal of the appeals 'pending before the Appel.
late Assistant Commissioners such as increasing the number of .
Appellate Assistant Commissioners, requesting the Appellate Com-
missioners to take up iarge demands for out of turn disposal etc.
The..cases in which tax was stayed by the Income tax Tribunals .
increaged, from 908 (involving tax of Rs. 9.48 crores) as on 30ih
June, 1969 to 1,127 (invelving tax of 16.35 crores) as on 30th June
1970, in spite of certain 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 watech and further necessary steps taken to speed up dis.
posal of the pending appeals

-4.54. The Committee note that in pursuance of their earlier re-
tommendation, the Commissioners had infarmal discussions with
the Chief Justice of many States regarding constitution of addi !
tional-or special benches to dispose of income tax cases pending be- |
fore the courts. The Commifitee have been informed that the res-
ponse from some of the Chief Justices was quite favourable. The
Committee desire that efforts shouid 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 Courts may be increased where necessary. The

Committee trust that Government will take suitable action on the

recommendation of the Law Commission in the interest of more ex-

peditious disposal of pending income tax cases.

4.55. The Committee find that an interest of Rs. 51.50 crores if
included in the total gross arrears of Rs. 840.70 crores. The amount
outstanding pertaining to the period 1959-60 and the -earlier years
as on 31st March, 1970 was Rs. 62.29 crores. Interest at 9 per cent
under Section 226(3) 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 to Rs. 62 crores. Even without' taking into ac
count (i) the arrears of 1960-61 and  for the subsequent years
and (ii) interest leviable under variovs other Sections of the Act .
on arrears of Rs. 62.29 crores relating to 1959-60 and earlier years,
interest of Rs. 62 crores was lev:able The Chairman ‘c‘entl‘a1

LA
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Board of Dlrect Taxes admltlmi that ‘“some . officers. charge: in-
tétest' "aid some do not They wait till the whole tax is recovered)
The''“Board "haye given mstructlons but they do not seem. to-be
cdmplied ‘with,”’ Tﬂe Fmance Secretary agreed to the suggestion.
tnat the calcu'latmn of mterest on arrears of tag demands of over
nd’1 jakh each could be checked to see whether it had been correcily.
done. The Ministry have mtnnated subsequently that this .check
would ‘be undertaken in the begmnmg of the current financial year.
The Committee deslre that the reyiew of the calculations, of, the
interest“of tax demand of over Rs. 1 lakh should be completed ex-
peditiously and the resvlt 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 Officers and the Tax recovery officers.

4.56. The Committee note that t:¢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 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 coordination 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.

4.57. The Committee learnt from Audit that a system of recon-
ciliation between the amount 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 arrive 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 States by which tax dve 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.
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4.59. During evidence the Finance Secretary agreed with the
Commiittee 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 it 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 Committee had been carried out and the rate
of interest raised to 12 per cent in the Income-tax, Wealth-tax and

Gift-tax Acts.



CHAPTER V

FRAUDS AND EVASIONS*

Audit Paragraphs

51
‘1) N». of cases in which penalty under sec-
tioa 230eXc)s 271(r)c) was levied in 1968-

6) . . 2).048
23 No. of cases in which prosecution for

erzealmeat of incom: was launched . 23
/3) No. of cases in which compesition was

effecte:d without launching prosecution
(4) Concealed income involved in (1) . ) Rs. §0,12,31,000
5. Total amount of penalty levied on (1 ) Rs. 13,69,22,66¢C
1 Fxtrs tax demanied on concealed income

in item (4) i , . , . . Rs. 22,32,45.000
'7) Cises out of (2) in which convictions were

odtained | . . . . ‘ . 4

3i Crmposition money  levied in  respect of

caisoin (3) . , . . ..
-1 Niatgre of punishment in respect of ;7 In one case—Six months
simple imprisonment.

In the second cast—

Under section 277 fine of Rs.
300 oOr rigorous imprison-
ment for six weeks.

Un der gection 193, rigo-
rous imprisonment for six
months and a fine of Rs. 500,
in default to undergo rigo-
rous imprisonment for a fur-
ther period of 2 months.

Under section 196 six months
rigorous imprisonment and
a fine of Rs. s00.

In the third case—
Sentenced to a fine of Rs.
1,000. in default to under-
go rigorous imprisonment
for 3 months.

In the fourth casc—
A fine of Rs. 500 wsas im-

posed.

*Th> figures were furnished by the Ministry.
[paragraph 87 of the Audit Report (Civil), Revenue Receipts, 1970].
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Audit Paragraph

52
(1) Number of cases in which a penalty undnr Sectxon 28(1)

(c) /271(1)(c) was levied in 1969-70 . . . 27,682
(2) Number of cases in which proqecutmn for conccelment of

income was launched , . . . . . 4 ‘ 40
(3) Number of cases in which compositior. war eflceted witl -

out launching prosecution . . . . . 13
(4) Concealed incomeinvolvedin (1) . . . .. . Rs, 60,53,22,000
(5) Total amount of penalty levied on (1) . . . . Rs. 15,03,00,000
(6) Extra tax demanded on concealed income in jtem (/) . Rs. 29,94,67,000
(7) Cases out of (2) in which convictions were obtained . 3
(8) Composition money levied in respect of cases in() . . Rs. 1,171,000

(9) Nature of punishment in respect of (7) . . . In one case—a fine f
o Rs. 1,000 and onc
days, simple impri-
sonment till the risirp

of the court.

In the second case—onv
days’ imprisonment ti}]
the rising of the cour
and fine of Rs. 150,

In the third case—six
months® rigorous im-
prisonment,

[Paragraph 59 of the Report of Comptroller and Auditor General
of India, 1969-70—Central Government (Civil)—Revenue
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 of 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 ist April,
1964, there is no question of compulsory imprisonment. The court
can levy a fine or imprisonment. The revised position is applicable
after 1st April, 1964. In respect of the earlier cases, it is fine or im-
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prisonment.” -The Finance Secretary stated, “Even after the. amend-
nent, there has been'a major porblem with us. The courts have been
giving very nominal sentences of fine and nominal sentences of im-
pnsonment till the rising of the court invoking the provision of
Oftenders /f.~t for such offences. ' The main reason here s that a
minimum penalty of six months and a maximum penalty of 2 years
has been prescribed. Apparently this still comes within ‘the purview
of the First Offenders’ Act. Unless the maximurh 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' appeadl 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 prosecution 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 is made to see
that the case will stand in a court of law.” The Member of the Board
stated, “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 cerfain that we go in for prose-
cution,” -. He added, “A large number of the cases involve small sums.
So we have taken up only the really important cases.” 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 it is contemplated that prosecution could be taken against the
party and 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 cases; the Finance Secretary
stated, “There can be no. rule or procedure laid down. This has to be
judged in each individual case when it comes up. .1 submit that this
kind of decision has to be a decision on an 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
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the Investigation. I mean legally the Commissioner compounds but
administratively, it is referred to the Board as to the composition
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 of 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 preferatle.

During the year 1970-71 prosecutions were launched (complaints
filed) as under:—

No. of cases
(i} Under Sec. 277/278 of the Income-tax Act. 1961 . . . . . 24
(ii) Under Scc. 276 of the Income-tex 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 crores 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 1n
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 between 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 it was
minimum 100 per cent of the concealed income and 200 per cent
maximum of the concealed income.” The Committee drew attention
to the following judgment in Jain Brothers cases:

“It is obvious that for the imposition of penalties it is not the
assessment yea: or t*. .ate of the filing of the return
which is important, but 1t is the satisfaction of the income-
tax authorities that a default has been committed by the
assessee which would attract the provisions relating to the
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penalty. Whatever the stage at which the satisfaction is
reached, the scheme of sections 274 (1) and 275 of the Act
of 1961 is that the order imposing 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 provi-
sions of the 1961 Act would apply. But as to the quantum of penalty,

the question 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 at 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 prcovided 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)
(g8) 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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" 510, The Commitice note ‘that the number of cases in which
prosecution for concealment of inome 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 prosecutlons are unimpressive when compared
with the number of cases in which penalties were u:nposed The
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 laws
in the minds of the tax payers. Where there is a reasonable chance
of securing a conviction, the tax dodger should invariably be prose-
cuted. The Committee desire that effective measures should be
taken by the Department to ensure that presecutions are launched in
all. suitable cases so that.this may act as deterrent to tax evasion,

5.11. The Commitiee find that convictions could be obtained only
in 4 cases in 1968-69 and 3 cases in 1969-70. The punishments award-
ed in these cases were nominal, such as fines or imprisonment rang-
ing from one day to six months. " According to the Law amended
from 1st April, 1964 the minimum imprisonment was six months and
maximum two years. The Committee were informed that unless
the maximum imprisonment was fixed as three years or more the pro-
visions of the First Offenders’ Act can be invoked, , The Committce
desire that the question of _enhancing the provision. of imprisonment
under the Income Tax Act may be carefully exammed and neces-
sary amendment to the Act made.

Lot

1512, The Committee find that during the year 1969-70, the pen-
alty 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 concealed incomg, The Committee were informed.that. this
difference may be due to some of the assessments being for the perjod
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 is the
date of completi@n 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 assess-
ment order. The Committee suggest that in view of judgment n
the Jain' Brothers case the matter should be further examined in
consultation with the Attorney General. The Committee would like
to know the outcome of the exzmination.




CHAPTER V1
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.

Rs.

(1) No. of declarants who gave voluntary disclosures during 1968-
69 . . . . . . . . 1348
(2) Amount of income declared 1295 lakhs
(3) No. of cases in which the disclosed income was held already the
detected . . . . . . . 127 lakhs
(4) Income involved in (3) above 167 lakhs
(s) No. of cases in which the assessments have been completed 783
(6) Amount of income involved in cases in (5) above . . . 1097 lakhg
(7) Amount of tax levied in cases in (6) above . . . . 260 lakhs
{8) Amounts recovered out of (7) above 95 lakhg
(9) No. of cases in which levy of penalty have been waived or reduced 482
{10) Amount of income involved in (9) above . . . . 49 lakhs
1) No. of c1ses in which full amount of penalty was levied . 200
"12) Amount involved in cases in (11) above . . . ) 30 lakhs,
(13) No. of cases outstanding without finalisation on 31-3-1969 . 1811
(14) Yearwise details of (13) above . . . . . Not available.

[Pnragraph 66 of the Audit Report (Civil). Revenue Reee:pts—lwo]

‘Th: ﬁgutes were fnrnished by the Ministry,
171
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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
empowers 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 3lst
March, 1970.

Rs.
(1) No. of declarants who gave voluntary disclosures during  1969-70 908
(2) Amount of income declared . . . . . . 630 lakhs

(3) No. of cases in which the disclosed income was held ajready detected 202

(4) Income involved in (3) above . . . . . . 125 lakhs
(%) No. of cases in which the assessments have been completed . 442
(6) Amount of income involved in cases in (5) above . . . 377 lakhs
(7) Amount of tax levied in cases in (6) above . . . . 155 lakhs
(8) Amount recovered out of (7) above . . . . . $4 lakhs
(9) No. of cases in which levy of penalty was wavied or reduced. . 172
(10) Amount of ;ncome involved in (g) above . . . . 94 lakhs
(11) No. of cases in which full amount of penalty was levied . . 106
(:z) Amount involved in cases in (11) above . . . . 16  lakhs
(13) No. of cases outstanding -without finalisation on 31-3-1970 . 158
(14) Year-wise details of (13) ebove
1965-66 . . . 271
1966-67 . . . . . . . . . . . 289
1967-68 . . . . . . . . . . . 205
1968-69 . e e . .o . 169
1969-70 621
Total 1555

[Para,gr_aph 60 of the Report of Comptroller and Auditor General of
India—1969-70, Central Government (Civil)—Revenue Receipts.]

*The figures were furnished by the Ministry,
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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
bona fide of the person and Commissioners are given the power to
reduce or waive the penally 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
considered to be genuine. ... In this process it takes quite a long 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 evidence' that 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 scttlement, the sense in which the word is bheing
used. Section which is known as Disclosure Section only permits
the 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 heen
fixed for finalisation of the case after the disclosure is made. The
Chairman of the Board stated, “The Board has issued instructions
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
be voluntary, that is before the Department has detected. Now,
the 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



174

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 1968-69
only an amount of Rs. 95 lakhs out of the tax amounting to Rs. 260
lakhs was recovered and during 1969-70 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 dictate
‘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 fu:-
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 de-
terming concealed income provided under Section 34(1)(B) of the
old Act. The Chairman of the Board stated, “In my opinion, I
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”. I 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 shoyld have a vigorous en-
forcement machinery. Instead of continuously resisting or fighting.
if an asséssee 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...-..
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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, it 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 way 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
all these cases, but so far it has been received regarding only 142
cases. 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,—out of which Rs. 26.81 lakhs has since
heen collected. Assessments are pending in 19 cases.”

6.10. The Committee find that the voluntary disclosures of un-
disclosed income under Section 271(4A) of the Income Tax Act
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made during the years 1968-69 and 1969-70 were rather disappoint-
ing. 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 Committee are not satisfied with the progress of comple-
tion of assessment cases of voluntary disclosures. The number of
assessments completed in 1968-69 was 783 and those completed dur-
ing 1969-70 was 442. As on 31st March, 197¢, there were 1,555 out-
standing cases without finalisation. This figure includes cases which
re.ate to earlier years including 1965-66. 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 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 cevidence that in order to expedite the assess-
ment and collection of taxes under the Voluntary Disclosure Pro-
visions, a lot of flexibility shovld 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 machi-
nery for administering the provisions, which would also incidentally
relicve the field officer 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 Committeec 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 De-
partment should serioudly 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 trusted with this work as re-
commended by the Direct Taxés Enquiry Committece. The Com-
mittee 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 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

(1) Number of company assessees :—
As on 1st April, 1969 . . . . . . . 26,668@
As on 1st April, 1970 . . . . . . . 27,734@

(2) N umber of companies which had made the prescribed arrange-
m2nts for dsclaratin and payment of dividends within India :

Ason 18t April, 1969 . . . . . 20,64
As on 15t April , 1970 . . . . . 21,129
3) Namhze of c:mpames whlch have distributed dividends dunng
1969-70 . . . . 5,449
(4) Amount involved in (3) above . . . . . Rs. 12184 lakhs
’s) Number of cases out of (3) in whxch the statement prescnbed in
Rule 37(2) was received., . . 5,424
{6) Amount of deduction shown in the statement in (§) above . . Rs. 2772 lakhs

(7) Number of cases out of (§) in which the tax deducted was
remitted into banks . . . . . 5:424

(8) Amount involved in (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 receipt of challan . 90

(v0) Number of cases out of () above where the returns prescribed
in section 286 were not received, when the dividend  paid
in case of a company cxeecds Re. 1 and in the case of others
Rs. 5,000 . . . . . . . 4

(11) Number of companies out of (3) above which have neither —
deducted tax at source nor furnished the statement prescribed
in Rule 37(2) . . . . . . . . I

*The figures were furnished by the Ministry,

@These are provisional figures,

(Paragraph 158 of the Report of the Comptrolier and Auditor General of India— 1969~
70—C mtral Government (Civil), Revenue Receipts)

177



178

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 it brings it
into dis-repute.” The Chairman, CBDT added: “In 1968-69 for non-
deduction of tax at source or not deducting it in full we filed 408
- cases. 237 were convicted 19 acquitted, 5 withdrawn, 19 compound-
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 1870-71 the rele-
vant figures are 19! convictions, 2 acquitals, 10 withdrawals, 38
compounded and 43 pending before courts. We have been prose-
cuting and the effect is that now we have a fewer cases of evation.”

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 to have
been sent in time or the dividend declared was less than 5,000 in
some non-company cases or the delay was of a very short period or
because taxes were 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 of 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. 2777
lakhs deducted at source in 5452 cases, only a sum of Rs. 2771 lakhs
vras remitted into Government Accounts and enquired whether the
balance of Re. 1 lakh had since been recovered. The Finance Secre-
tarv stated that the balance had now been fully recovered.
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76. The witness added: “Out of the dividend declared in 1989-70,
only 87,000 was not paid and the rest was remitted into the bank.
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 one week.

7.1. 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 it is regularly found that the man is not deposit-
ing the amount in time, then the prosecution 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 1969-70. 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 arrangernents
that existed at present to ensure that the entire tax deducted at
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 for the year 1969-70. The Income-tax Act
does not provide for any penal action against the failure of any com-
pany to file the statement referred to in Rule 37(2) of the Income-
tax Rules, 1962.”
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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 18I 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 1969-70,
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-
ax 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 asige the assessments made
by Income-tax have powers to set aside the assessments. The fol-
lowing table shows the number of assessments cancelled|set-aside and
which require finalisation on 31st March, 1969:—

Number of cases

Assessment Section Section Section Section
Year 146 251 254 263
Upto  1961-62 . . 474 2,518 162 1,031
1962-63 . . N 288 1,366 40 37
1963-64 . . . 417 Y1,063 40 39
196465 . . . 430 716 32 23
1965-66) . . . 234 620 24 30
1966-67 . . 204 486 9 22
1967-68 . . . 229 457 7 28
1968-69 . . . 318 466 11 68
ToraL : . . 2,591 7,692 325 1,278

*The figures were furnished by the Ministry .

[Paragraph 65 of the Audit Report (Civil), Revenue Receipts, 1970]

8.2. The Committee enquired about the reasons for the accumu-
lation of cases even pertaining to the period as early as 1961-82. 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.”
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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. 5,00)
to 10,000 introduced in the accounts. The officer would be reguireg
to cross-examine the hundi-holder and hundi broker before he cap
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 incorreet 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 Finance Secretary stated: “Nothing is wvisi-
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 u|s 146, 255(1), 254(1), 263(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-assessments
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:
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“The position as on 31st March, 1971 in respect of the four itetns
shown in the Audit paragraph is given below:—

— s+ inm

Assessement Year Number of cases

Section Section Section Section
) 146 251 254 263

1964-65 and earlier years . 1,415 5,312 365 194
1965-66 . . . 707 994 27 49
1966-67 . . . 465 611 37 42
1967-68 . . : 273 499 14 48
1968-69 . . . 252 570 8 44
1969-70 . . . 394 633 27 27
1970-71 . 3 . 453 365 25 35
3,959 8,984 503 439"

-

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,
be written off, the Finance Secretary stated: “That is very good sug-

gestion.”

8.10. The Commiitee are concerned to note the delay of several
vears in disposal of re-opened and set-aside cases. As on 3JlIst
March, 1971, 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.

8.11. The Committee note that with effect from 1st April, 1971, a
time-limit of two years has been fixed for finalisation of re-opened
ussessments to be counted from the end of the financial year in which
the order has been passed under Section 146, 255(1), 254(1), 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 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 be informed about the progress made in the finalisa-
tion of the old cases (year-wise).

New DEeLuy ERA SEZHIYAN,

?Uth August, 1972 Chairman,
8th Bhadra, 1894(S) Public Accounts Committee,



APPENDIX

Summary of main conclusions' Recommendations.

Sr. Para No. Ministry/Depart- Recommendations

No. of Report ment concerned

1 2 3 4

¢ 1.23 Finance (Deptt. of The need for preparing accurate estimates of taxes on income has
Revenue &  peen engaging the attention of the Committee from time to time.
Insurance)

In paragraph 4 of their very first Report on Revenue Receipts viz.
Ninth Report (1962-63), the Committee had observed that an overall
variation exceeding 3 to 4 per cent should be regarded as a matter of
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.
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They desire that the Ministry should build up a sound statistical base
without further delay.

At present, there are three agencies collecting information and
conducting 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
respect in a comprehensive manner. The Committee feel that on
grounds of efficiency and economy this suggestion is of sufficient 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 Board do not have latest
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, companies and

g1
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Finance (Rev. & Ins.)
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otlters 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.

The Committee also desire that the Ministry should study the
methods adopted for estimation of revenue receipts in UK. and other
countries where the variation between budget stimates and actuals
is not significant in spite of fluctuations in economic conditions and
growth. It is needless to point out that incorrect estimation may
result sometimes in avoidable revisionlimposition on tax levies.

The Committee 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 1969-70, while
there was a decrease of 1.3 per cent in 1968-69. 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 1964-65.
The Committee were further informed that although there was over-
all reduction in 1968-69, there was continuous increase in the higher
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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, 1,61485 as on 315t 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.

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 importance than the total 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 objeetive.
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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Finance (Rev. & Ins.)
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ading themselves as small income assessces 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 Com-
mittee trust that Audit would conduct a review of the scheme and
include their findings in their future Reports.

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 104 ranges has resulted in not
only increasing the disposal of assessments and collection of taxes
but also paying adequate ard timely attention to other important
aspects of work like rectificat ‘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
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Committes desire thar the procedural changes considered necessary
for removing these defects sheuld be 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 cbvious
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 that 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-
mittee desire that impact of the ‘Summary Assessment Scheme’ on
the cost of collection may be watched through further studies with
a view to taking additional measures towards reduction of cost 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 6.0)4 cases involving an over-assess-
ment of tax of Rs. 19141 lakhs. During the period 1st
September 1969 to 31st August, 1970, as against 12418 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
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the period from 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
840 such cases involving short levy of Rs. 537.46 lakhs during the
period 1st September, 1968 to 31st August, 1969.

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-
ed slightly during the year 1969-70, they were still insuficient 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
2,717,332 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 cases involving tax of Rs. 1230.71 lakhs in 1870-71. The
number of cases of over-assessments increased from 11,123 involv-
ing tax of Rs, 173.02 lakhs to 17,120 involving tax of Rs. 38743
lakhs. The Committee are not satisfied about the progress of recti-
fication of the errors pointed out by the Internal Audit Parties.
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According to the review conducted by the Directorate of Income
Tax Audit, cases involving only 20 per cent of 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 fo ensure that
rectjfication of under-assessments and over-assessments detected by
Internal Audit is made within the time limit of 3 months.

The Committee find that according to the instructions issued by
the Board in August 1968, the Internal Audit 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 category I assessments
completed in the rush period of February 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
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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 over assessment
requiring rectification. The Board should also ensure that the
rectification of the lapses is done promptly.

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 monthly
reports of the Internal Audit Parties are also not being made avail-
able to the Revenue Audit as a matter of course. The Commitiee
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 consultation with Revenue Audit
so as to make the checking more effective and pointed.
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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 ibe lines on which the Inter-
nal Audit check could be strengthened. They hope that Govern-
ment would take due note of these and take appropriate action
early.

According to the provisions of Section 285(A) of the Income-tax
Act, 1961, a person 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 1068 contractors. The Committee suggest that it should be exa-
mined whether the authority awarding the contract should also be
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 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 de-
cision on this important recommendation should be taken without
delay.
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Despite the concern expressed by the Committee in their succes-
sive 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 which 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 on con-
clusion that either there was no effective check in the Department
or the mistakes were not bona-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.
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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 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 an opportunity to review the work of the
Internal Audit also.

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 negligence
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.

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. 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.
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The Committee feel that while a valid distinction could be made
between a public company and a private company as defined in the
Companjes 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 not being checked by the Internal Audit
parties. The Committee note that Internal Audit parties are nei-
ther properly equipped nor have they the requisite status for
checking these assessments. They would like Government to
ensure that assessments in respect of voluntary disclosure scheme
are thoroughly checked in internal audit to obviate 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. ’
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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.

It is disquieting that the number of cases in which mistakes
were noticed by Audit in computation of income under the head
“business” 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 to
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 action 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
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were similar mistakes, should be undertaken. The results of such

a review and reassessment of the case referred to above may be
reported to the Committee.

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 soon to take up all types of assessments.

The Committee find that on account of incorrect grant of amorti-
sation allowance taking the life of a film to be 2 years resulted in a
short levy of Rs. 163,650 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. Though this was not in accordance with the judicial view
on the subject given in 1957, the Department have expressed that
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the position has radically changed since then. However, on Audit
objection raised in May, 1970, the matter is stated to be taken 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 amertsiation
allowance does not exceed the cost of production. The Committee
wish that this should be done early.

Although this case way checked by the Internal Audit, they fail-
ed to detect the errors for the reason that checking of 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 although the income-tax officer 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. 342715, The mistake was not
noticed before Audit pointed it out in March, 19720 with the result
that assessment for 1960-61 could not be rectified as it became time-
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barred. The Committee desire to be informed whether the case
was looked into by Internal Audit and if so, how the mistake was
nct 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.

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 or legal heirs of the
deceased 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 Commissioner of Income-tax issued in September,
1965. They would like to be informed whether the orders were
being 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 opinion 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
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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 number 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 correciness of
the calculations of the development rebate and depreciation allow-
ances. 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 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 it may not be possible to 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 of rate applic-
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.

The Committee have been reiterating that each Inspecting Assis-
tant 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
Commissioners were able to pay attention to such a test-check.
The present position is quite unsatisfactory. The Committee 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 some 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, 1971. As

per the interpretation now given if there is no specific rate pres-

cribed for the industry as a whole, the rates preseribed for indivi-
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dual items of plant and machinery have to be applied to such indi-
vidual items and if no specific rate has been prescribed for any
individual item, then the general rate will apply to such individuel
items. The Committee trust that suitable instructions in she
malter have been issued by the Central Boaid of Diregt Taxes:in
consultation with Audit.

‘The:.Committee are-unable to agree with the view .of the Mjqis-
try that no general review was called for. They accordingly auggest
that it should be undertaken now to find aut -whether: ¢there: have
been cases: of jncorrect application of rate of depreciation in the
light of:the interpretation referred to above so that: the zelevant
assessments which have not become time-barred may be rectified.

The Committee regret that incorrect allowance of developmant
rebate totalling upto Rs. 1.05 crores for the assessment years.1962-
63 to 1966-67 relating to a Puhlic Sector Undertaking was not
datacted .althaugh .all the assessments were ghecked by the Interoal
Audit. The Committee would like to know the action tzken for

Ahe failure in this regard. V
The Committee do not appreciate any relaxation in the standard

of scrutiny for tax returns submitted by Public Sector Undertakings.
“They accordingly trust that the Ministry will issue suitable -ins-

tructions to all the assessing authorities.
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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, 1970 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 it will be done without further delay.

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 only 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. 1353971. They, however, wish to be informed of the
outcome of the appeal preferred by the assessee in 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. '
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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
view to rectifying under-assessments, if any.

The Committee have in the preceding recommendation referred
to 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 opinion 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 additicgnal 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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s4. 2 193 Finance (Rev, & Ins.) The Committee would also like to know the results of an inde-
pendent review of the Department 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.

55- 2.02 -Do- The Cpmmittee note that in this case tax holiday religf was
allowed for a further period of 5 years copsequent on the expan-
sion of the new industrial unit. It is unfortunate that this wias
baged opn the erstwhile Central Board of Revenue's circular issued
in April, 1950, which according to the Ministry, could be interpre-
ted in a way that may not be in conformity with the law. Al-
though the Audit objection has beep accepted in primciple, the
Ministry have stated that ‘it might well be argued that such spwhs-
tantial expansiop can he construed as addition’ and that theY
wished to have this view examined by the Ministry of Law jB
conspltation with Apdit. The Committee accordingly degire that
the matter should be considered and clear instructions in confor-
mity with law issued expeditiously, in consultation with Audit.
The Committee consider that it is most updesirable tg allpw the
prolongation|virtual perpetuation of tax holiday in this indifest
mManper. .

56. 2-24 -Do- The Committee regret to find that there is no satisfactory ar-
rangement to ensure timely revision of the partner’s assessment,
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provisionally completed, after the final share income becomes
known. Although the erstwhile Central Board of Revenue had
prescribed a register called ‘register of cases of provisional share
incomes’ to be maintained in each income-tax -office, ‘the register
is pot being maintained properly. Inordinate .delays -have occur-
red both in intimating the correct share of income by the officer
assessing the firm’s income and in taking timely action by -the:offi-
cer 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 officer as-
sessing the partner’s income can be ensured. This would .also thélp
to watch the action taken to revise the partner’s assessment, 'whi¢h
is already required to be intimated to the officer assessing -the
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’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
properly safeguarded.

In the case referred to in sub-para (a) of the Audit Paragragh,
the action of the Income-tax Officer in deciding at the request -of
the partner to wait till the Appellate Commissioner passed the
order on the appeal of the firm, instead of raising the demand
after rectifying the assessment of the partner, is admittedly un-
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justified. 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 2-1|2
yearss on the part of the Officer assessing the firm’s income, in
communicating the partner’s share.

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 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 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.

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 heen

L4
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associated with a number of audit objections. They would like to
be apprised of the results of the review of all cases of mistakes com-
mitted by him and the action taken on the basis thereof.

The Committee have been repeatedly stressing the need to exer-
cise special care in assessing 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-
as-much as the number of cases in which erros were noticed during
1969-70 was 135 involving under-assessment to the tune of Rs. 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 Com-
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.

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 ta
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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 thig regard.

At the present a number of provisions in the Income-tax- Aet
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 be 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 ‘excellént suggestion’. The
Committee hope that this aspect will be examined and necessary
follow-up action taken early. In this connection the Committee
would like to mention that it is not necessary to load the Incothe-
tax Act with the provisions relating to Companies as the numbet of
company assessees is only 27,734 out of a total number of 2b,10.541
assessees (as on 31st March, 1970).

With the various rebates and concessions the' structure’ of corpo-
rate taxation is expected to be designed in such a way as to promofe
economic growth and to ensure social justice. The Committée wére
informed that no study had been undertaken to know how far’ theése
twin objectives have been realised. The Committee would, there-
fore, commend such a study which would be helpful in formulating
futare taxation policy.
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The Committee note that there is a difference of opinion between
the Audit and the Ministry of Finance regarding the treatment’ of
investment in shares as fixed assets and that the opiffion of thie
Mirfstry of Law in the matter is awaited. The Committée may’ Be
inforned of the opinion of the Ministry of Law.

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 instruetions issued
to ensure that uniformity is observed in all the charges.

The question whether the amount received from the clienits” by
lawyers towards personal expenses could be excludéd irem total m-
comie ds non-taxable is stated to have been referred to thHe Mimistry
of Law. The Committee would like to be apprised of the opinton of
the Ministry of Law.

Although the Committee desired to have the information regard-
ing the total number of advocates practising in the various High
Courts and Supreme 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.

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
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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

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.

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 of 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 to be informed of the views of the Ministry of Law as also the
action taken to rectify and recover the penalty, if required.

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 also the action to rectify and recover additional
penalty if needed.
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The Committee find that there is some confusion as fo what
exactly constitutes concealed income*.

In view of the mistakes committed and the prevailing confusion
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 reported 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. 10,000 and above each and the aggregate tax
in these cases amounted to 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.
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The Committee are unhappy over the recurring cases of consi-
derable excess refunds arising frem double credit of advifice tdk
paid due to some mistake or the other. They desire that bonafides
or otherwise of such mistakes should be carefully gone into ‘for
stringent action wherever necessary.

Various suggestions in regard to the steps to be taken to prevent
double allowance of credit are stated to be under consideration of

the Director of Inspection (LT. and Audit). The Committee need

hatdly stress that a foolproof procedure in this regard should be
evolved expeditiously.

Incidentally the Committee note that the existing instruetions
that all refund cases involving a sum of Rs. 500|- and above should
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 ‘dindesir-
able to allow such important instructions to be ignored. "Phe Hritt
could have been suitably revised in order to ensure strict dbserv-
ance of the instructions. The Committee trust that the Bodrd
would review the observance or otherwise of such long standing
instructions in the light of changed context and take appropriate

~ action.
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The Commitlee, after going through the information furnished
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 the Audit. Although a register has been
prescribed in February, 1966 for ensuring timely action, following
an earlfer recommendation of the Committee, the maintenance 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 to learn from
Audit that excluding the Commissioners’ charges at Calcutta, Déthi,
Madras and Bombay, the Department's replies to the mistakes
pointed out by the Audit parties were due in 14,592 cases as on 3ist
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 net
been effective at all. The situation is quite aldrming and serious.
The Committee trust that such unsatisfactory state of affairs shall
not be allowed to prevail and that effective and prompt action
on Audit objections will be ensure to safeguard the interests of
revenite. The manner In which the position can be remedied may
be gettled in consultation with Audit. In this commection, e
Comimittee feel that it is desirable to fix a time-limit for teling
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
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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.

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 appeilate
orders was “perhaps the frequent change of Income-tax Officers.”
The Committee note that between 1st April, 1962 and 1st July, 1965,
on an average an Income-tax Officer held the charge concerned for
a period of 4-1|3 months only. The Committee need hardly point
out that such frequent transfers are not conducive to efficiency;
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 arrears
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 lost sight of not-
withstanding the change in incumbency of the assessing authority.

The Committee further desire to suggest that the feasibility of
fixing a suitable time-limit for glvmg effect to apppellate orders
should he considered.
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The Committee are of the opinion that on equity whether Gov-
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 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 payment 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 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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and Rs. 191.41 lakbhs respectively in 1969-70. In terms of percen-
tage of cases to the total numhber 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 per cent.
Such an extremely undesirable trend has to be curbed. The Com-
mittee -take a serious view of over-assessments as they invariably
involve needless harassment to the assessees which should be
scrupulously avoided. ‘In this connection the Committee would like
to know the results of the pilot studies in important ranges of
Inspecting Assistant Commissioners of Ineome Tax and the eon-
crete steps taken on the basis thereof.

The Audit Paragraph has brought out 18 cases of overassess-
ments to the extent of Bs. 13.756 lakhs due to mistakes either in
computing total income or in application of rates of tax and calom-

. latiom.of tax er in setting off losses carried forward frem previous

year against.cyrrent year’s income. While the Committee note:that
the Mimistry have accepted the mistakes in 17 eases 3nd that -she
assessments have been rectified in 16 cases, they would Jike -action
to be taken to rectify the-assessment in the remaining -case.

That the assessment procedures and the coupter cheek of -assags-
ment need {0 be strengthened is clearly indicated from - the -fone-
going. In this connection the Committee regret to learn that -the
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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
unable to fully share this view especially as in these 177 cases the
amount finally accepted|assessed 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 it 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.

Admittedly there is an apparent difference in the matter of
treatment of tax deducted at source between the provisions of
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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 learn 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.

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 reccvery
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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
respect of cases pointed out by Audit and whether there were
similar laxities in other cases.

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 it 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 assessees do not escape the tax liability on the interest
paid to them by the Department.
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THe Committee note that the number of cases of pending assess-
ments come down from 23.30 lakhs as 0 31-3-1968 to 1585 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 in the po-
sition of pendency of assessment cases since 1968-69, the pendency
in categories I and II (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 of categories I
and II cases pending was 3.09 lakhs which worked out of 23 per
cent. The percentage of such cases was 20 per cent as on 3lst
March, 1969. As against 23310 company assessments pending as
on 31st March, 1969, the number of assessments pending on 3lst
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 income groups assessments were continued to be taken up for
completion in the last three months of the financial year and espe-
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
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a suitable programme 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
were 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 difficulties in
finalisation of bigger cases before December. One of the difficul-
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
of 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 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.

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 of 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 assessmentjreassessment it would be desirable if the payment of
tax on undisputed portion of income is made a condition precedent
to filing appeals.

The Committee find that the number of income 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 Ist
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 of 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 for decrease in the average number of assess-

ments particularly during the year 1970-71 may be investigated by
the department.

The Committee need hardly stress that the Department should
also give adequate attention to the revenue collected and the accu-
racy displayed in assessment.
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Now that the number of Chartered Accountants 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
down 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 vears collections from arrears demand has risen
from Rs. 101 crores to Rs. 129 crores and 159 crores, while the total
collection (both 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.

1t is significant that a sizable amount of arrears continued to be
outstanding, in spite of introduction of systems of deduction at source,
payment of advance 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 t{o taking

($44



1 2 3
I01. 4-50 Finance (Rev. & Ins))
102, 4-51 Do

effective measures without delay to obviate accumulation of current
demands.

The effective arrears 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 observed 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
Committees were constituted in 1968 to go through such cases and
they were required to meet once in two months to accelerate the
pace of writing offt 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. '

The Committee wish 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
exhausting all avenues open to the Department.
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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 payment of tax or allow pay-
ment by instalment. During evidence, the Finance Secretary agreed
that there should be a review by another officer to see whether the
discretion has been properly exercised by the Income-tax Officer.
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 expeditiouslv. 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, requosting the Appellate Commissioners
to take up large demands for out of turn disposal etc. The cases in
which tax was stayed by the Income tax Tribunals increased from
908 (involving tax of Rs. 9.48 crores) as on 30th June, 1969 to 1,127
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" (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 1ihe pending
appeals.

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 Courts 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
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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 of 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 Com-
mittee 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.
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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 thig 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.

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.

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 etec.
could be given a lien on the property of the assessee so that he could
not escape tax by transfering the property.
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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 it
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
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.

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 Ist
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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 Offenders’ Act can be invoked. The Committee
desire that the guestion of enhancing the provision of imprisonment

under the Income-tax Act may be carefully examined and necessary
amendment to the Act made.

The Committee find that during the year 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-
cealed 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 guantum 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.

(434



114. 6°10

-Do-

The Committee find that the voluntary disclosures of undisclosed
income under Section 271(4A) of the Income Tax Act made during
the years 1968-69 and 1969-70 were rather disappointing. 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 442. As on 3lst March, 1970, there were 1,555 outstanding 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 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
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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 been 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 Government 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
ne 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,
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 twe 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(1), 254(1),
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 Ist 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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