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INTRODUCTION 

I, the Chairman of the Public Accounts Committee as authorised 
by the Committee, do present on their behalf this Forty-sixth Re- 
port on the Audit Report (Civil) on Revenue Receipts, 1965. In this' 
Report the Committee have dealt with (i) Income-tax (ii) O t b r  
Revenue 'Receipts (Chapters IV and V ot the Audit Report). 

2. The Audit Report (Civil) on Revenue Receipts, 1965 was laid 
on the Table of the House on the 12th March, 1965. The Committee 
considered the Audit Report (Chapters IV and V) at their sittings 
held on the 19th and 27th July, 12th, 19th, 20th and 21st October 
and 10th November, 1965 and 21st January, 1966. A brief record 
of the proceedings of each sitting has been maintained and forms 
part of the Report (Part 11'). 

3. The Comlnittec considered and finalised the Report at their 
sitting held on the 8th March, 1966. 

4. The Committee have appointed a Sub-Committee to undertake 
a detailed examination of the operation of the various e m r t  pro- 
motion schemes during the period 1957-1964 with reference to para 
88 of the Audit Report. The Committee would present a separate 
Report on this subject. 

5. A statement showing the summary of the main conclusions/ 
recommendations of the Committee is appended to the Report ( A p  
pendix XIV). For facility of reference these have been printed in 
thick type in the body of the Report. 

6. The Committee place on record their appreciation of the 
assistance rendered to them in their examination of these accounts 
by the C!omptroller and Auditor General of India. 



They would also like to express their thanks .to the 05cers of 
the Ministries of Finance (Department of Revenue), Food iind Agri- 
culture (Department of Agriculture), Home Affairs, External Affairs 
and Transport and Aviation, and Delhi Administration, for the co- 
operation. extended by them in giving information to the Commit- 
tee during the coursc of evidence. c 

NEW DELHI; R. R MORARKA, 
March 10, 1966. Chairman, 

PhuIgunu 19, 1887 (S). Pnhlic Accounts CommStt~. 



INCOME TAX 

Results of test audit in general, para 59, pdgc 52. . 

In the course ctf test audit carried mt during the period &om . 
1st September, 1963 to 31st August, 1964, an under-assesment d 
Rs. 438.60 lakhs was noticed as follows: 

(In lakhs 
ofm =a) 

(a) Under-assessments in respect of which the Ministry 
have accepted the audit objections and have replied thgt 
necessary rectification action IMB bem t a b  or is being 
taken . 251 -e 

(b) Under-assessments which have been accepted by the 
Ministry but which cannot be rectif~ed having become 
timcbarred . 9 -25 

(c) Under-assessments in respcct of which action has yet to 
be taken by the Ministry vk. casts in respect of which the 
Ministry have not ya sent their reply. (January 1965) . I 77 -89 

Of the 260.71 lakhs, under-assef~mcnt to the extent of 
Rs. 169 -98 lakhs were noticed in 362 cases. 

I a 2  The test audit revealed cases of over-assessment also as 
under: 

(a) Over-assessments in respect of which the Ministry hawe 
accepted the audit objections and haw replied that ncccs- 
sary rectification action has been taken or is being taken . 19-92 

(b) Over-assessments which have been m c d  by the 
Ministry bur which cannot be rcaikd having bceome rimt 
b P m d .  - . -  0.53 

(c) Over-assessments in respect of which action has yet to be 
taken by the Ministry aia. casts in respect of which the 
Ministry have not yet sent thdr final reply (January 
1965) 7.30 

Besideg these, several defects in following the prescribed pro- 
cedure came to the notice of Audit. 



1.3. Referring to the figures of under-assessment and over- 
assessment as pointed out in the Audit Para in the preceding two 
years and in the year under mview, the Committee desired to be 
furnished with a statement showing how much of the under-assess- 
ment of tax pointed out by Audit and accepted by Government in 
the Audit Reports of 1962, 1963 and 1964 had since been realised 
by Government. The Chairman, Central Board of Direct Taxes 
promised to furnish the information. The note* furnished by the 
Ministry is at Appendix L From the note, the Cormmithe find that 
the information furnished is incomplete in as much as it refers to 
22 commissioners of I.T. only. The Committee would like to be 
furnished with complete information. 

1.4. The Committee enquired what special steps had been taken 
to improve the working of the Income-tax Departme:lt and the 
internal audit organisation. The Chairman, Board of Direct Taxes 
stated that the streugth of the audit parties had been increased by 
the addition of one more UDC for each audit party and 2 more 
LDCs. for each of the Chief Auditors' office in Bombay, Delhi, 
Madras, Gujarat and U.P. A refmsher course was being given to 
the ITOs. to enable them to have an uptodate knowledge of income- 
tax law and the Finance Bill every year. Instructions had also 
been given to take appropriabe action against erring officers and 
members of internal audit party. Further instructions had been 
given to the later to give priority to the checking of all company 
assessments irrespective of amount of income and of all other cases 
having an income of over Rs. 20,000. This would eliminate a large 
number of rmstakes involving bigger amounts of tax. 

1.5. In reply to a question, the witness stated that the scope 
of internal audit was extended a year ago and the audit now done 
by them is co-extensive with the audit conducted by Revenue Audit. 

1.6. The Committee enquired as to the number of I.T.Os. against 
whom action was taken for underassessment. The witness stated 
that in 2 cases. they were censured; in 124 cases they had been 
wanred He added that in some cases the .warnings we= kept in 
the confidential rolls. 

1.7. Referring to the reco~mendation made by P.A.C. in para 3 
of their 28th Report (Third Lok Sabha), the Committee enquired 
whether the information asked for therein had been received. The 
witness stated that the 19n,rt had been received except from one 

- - 
*Not vetted Audit. 



charge. It showed that there were 51 cases in which the same IT0 
was responsible for mistakes in more than me case commented 
upon by audit. 

1.8. The Committea asked how it took 12 months to get factual 
informa 'on from the Commissioners, as the Fieport was presented 
in Octo & r, 1964 while the reply that the information was being 
collected was received on 11th October, 1965. The Member 
(Income-tax) stated that the reason for the delay was chiefly the 
transfer of ofacers from one Comrni~sioner's charge to another. In 
reply to a question, the Chairman, Board of Direct Taxes stated 
that the information was awaited from Delhi charge. 

1.9. Asked to explain the position re-g cases of under- 
assessment in respect of which action was yet to be taken by the 
Ministry, the witness stated that out of 10,344 cases for rectification, 
only 132 cases were still to be scrutinised and decisions taken. The 
amount involved in these 132 cases was b. 76.12 lakhs. The 
Chairman, Board of Direct Taxes informed the Committee that in 
some cases the records were held up with the appellate authorities 
in connection with the assessee's appeals or writ petitions. The 
witness added that there were already standing instructions to the 
Commissioners that wherever the cases were likely to get time- 
barred they should reopen them and then the question of accept- 
ing or not accepting the objections will be considered by the Board. 

1.18. The Committee are glad to note the steps taken to improve 
the w o r m  of the Income-tax Department and the internal audit 
organisation. They trust that with the enlargement of the scope of 
internal audit, ib effectiveness would improve. Thc Committee 
would suggest that the Ministry should consider the feesibility of 
maintaining in the Central OBce or in the Commisaianars deem a 
register showing the nature of audit objections, the oflElcers rcspoasi- 
blc, the tax cffoct and the action taken on cases detected by Revenue 
Audit. Such a register would help the Board as well as to pmstle 
and nettle tho u s e s  objected to by Revenue Audit at one place. It 
would ah0 help in keeping a watch over cases which are likely to 
get timebarred witb the passage of time. 

1.11. Th8 Committee regret to note that the inf-tion dssirsd 
by them tn para 3 of their 28th Report has taken tbe Bovd 12 
months to coilact and is still incomplete. This gives the impmmb 
that tho C.~PIPLI~&DUI do not act promptly on the instructbas of 



the Board. The Committe hope that stsps weuld be hkda to 
collect the factual information forthwith ruul supplied to the Com- 
mittee. 

132. From the note* (Appendix I) furnished by the Board. of 
Direct Taxes, the Committee observe that stmas of R8. 15.83 lakhs, 
Rs. 51.61 lakhs and Rs. 59-03 lakhs were reported to have bee recov- 
ered out of the under-assessment pointed out in Audit abpor8for the 
years 1962, 1963 and 1961 respectively. The Audit pointed out the 
under-asscssnlent to the extent of Rs. 1.21 crores, 1.19 erorw and 
2.29 crores in the Audit Reports of 1962, 1963 and 1964 mpectively. 
The Committee feel that the Deptt. has not been quite prompt in 
settlement of the cases of under-assessment pointed out by Audit. 
During evidence the Committee were informed that still there were 
132 cases iuvoiving a sum of Rs. 76.12 lakhs in respect of which 
action had yet to be taken by the Ministry, though more than 32 
months had elapsed. The Committee feel that there is a danger of 
some of these cases getting time-barred. The Comnrittec desire 
that the Board should first clearly decide whether the audit objec- 
tions raised on diflerent cases of under-assessment are lo be accept- 
ed and if so, demands should be raised well in time ia order to 
prevent these cases from getting time-barred. They desire that the 
Conrmissioner of Income-tax and the Board should keep a watch 
over the cases of under-assessment, so that the amounts under- 
assessed are renlised promptly. In this connection, the Committee- 
were concerned to learn that the work-load of I.T. atiicers bad fur- 
ther increased in 1964-65. The average disposals from I.T.O. in 
19M-65 was 1m3 cases as against 1003 cases in 1962-63. The Com- 
mittee would also like to reiterate the recommendation made by 
them in para 3 of their 28th Report regarding reducing the work- 
load of income-tax officers with a view to obtaining the optimim 
efficiency and also the desirability of investigating in detail the 
cases involving an under-assessment beyond a certain amount. 
EWMS and Onzissions attributabk to carelessness and neg l i gence  
para 51, pages 53-54. 
S u b - p a  (a) 

1.13. In the re-assessment of a private limited campany for the 
assessment year 1958-59 for the pwpase of including in the totel 
income certain dividends which had escaped assessment, the Income 
tax officer took the figure of dividends a t  Rs. 6,637 instead of the 
eurrect Agure of Rs. 6,63.746. This resulted in a short kvy of tax 
of Rs. 1,66,257 in the case of the company. This mistake also affect- 
ed the assessment of a charitable trust to which the assesfiee com- 
p y  had mld the relevant shares, resulting in an excess refund of 

--- - .---- -- .----- - 
'Not vetted bp Audit. 



RB. l,72,154. Thus there was a total short levy of tax on account 
of the M a k e  com~littecl by the Incamc-tax Ofllcer to the extent 
of Rs. 3,38,411. The mistakes were not detected by the Internal 
Audit Party of the Department when it checked the case in June, 
1904. The Department has agreed to take necessary rectification 
action. 

1.14. Asked to explain the ca9c mentioned in the sub-para, the 
Member (Income-tax) stated that this was really a case of putting 
the decimal point at a wrong place. Instead of 663,746 it was 
wrongly shown as 6637.46. The Chairman, Board of Direct Taxes 
added that the UDC of the ITO's office had been warned. ?'he 
I.T.Os. explanation had been accepted considering that his record 
was very good otherwise and the mistake was inadvertant. The 
explanation given by the internal audit party had not been accepted 
and they had been warned. 

1 .l5. The Committee enquired whether, the amount involved 
being very big, any investigation was made by the Board to see 
whether the mistake was really due to inadvertence. as  stated, or 
there was some collusion be:ween the UDC and the ITO. The 
witness stated that the Commissioner went into the case to find out 
whether there was any malafide and he came to the conclusion that 
the mistake was due to inadwrtence. 

1.16. The Comm~ttee enquired whether the IT0 did not realise 
that there was someth~ng wrong when. in this particular year due 
to the mistake of declmal point, the income assessed on that mm- 
pany turned out to be so low as compared with previous years The 
Member (Income-tax) stated that so far as the normal income mas 
concerned, that continued to be the same. This was the addition 
made on account o f  the legal evasion practised by the company 
which was added under Section 44-F. The witness added that the 
original calculation waq made by the UDC but because of the p m -  
sure of work the IT0 failed to check it, as he was supposed to check 
a11 items above Rs. 1 lakh. 

1.17. The Committee asked whether the Board had considered the 
desirability of doing away with the paise and rounding the figums 
upto the nearest rupee. The Chairman, Board of Direct Taxes 
stated that this s u , p t i o n  would be considered. 

1.18. The Commit tee enquired as to the present position ragading 
the rectification action. The Member (Income-tax) stated that 
assessments had been rectified in the cases of both the company and 



the trust, but the amount had not been collected because the asseesee 
company had gone in appeal on the ground that the provisions of 
section &F were not applicable to the facts of the case. So far as 
the mistake in calculation was concerned, that had been rectiAed and 
the demand notices for Rs. 1,66,2!j7 and Rs. 1,72,154 in the case of 
company and the Trust respectively have been issued. 

1 

1.19. The Committee regret to note that this calculation mistaka 
committed by the UDC escaped natlee of not only by the I.T.O. but 
lise that of Internal Audit Party. It appears that even the Internal 
Audit did not check arithmetical calculation which was one of their 
main duties to do, as otherwise this &odd have been detected by 
them and it was only when this case came to the notice of the Be- 
venue Audit that the undar-assessment came to light. The Cars- 
mitbe feel that all the persons involved, in this case, -., the UDC, 
IT0 and the Internal Audit Party were negligent The Committee 
note that the UDC and the Internal Audit Party had been warned in 
this ease and that the mistake in calculation has been rectified and 
the necessary demands issued. They would, however, recommend 
that learning from this case the Board should examine the &sit+ 
ability of eliminating the paise and introducing t,he system of round- 
ing off of the amounts b the nearest rupee in sucb cases in order to 
minimiPl the risk of wrong calculation in future. 

Sub-para (b). 

1.20 The assessment of an oil company for the year 1957-58 was 
originally completed on a total income of Rs. 4,02,25,132. Subse- 
quently the department detected that an income of Rs. 75,119 had 
escaped notice. Re-assessment was accordingly made on 26th Nov- 
embers 1962 on a total income of Rs. 4,03,00,251. In May, 1962, an 
excess allowance of depreciation in this case was noticed by Audit 
and ultimately reported in paragraph %(a) of the Audit Report, 
1963. While the excise depreciation allowance was withdrawn by 
reopening the assessment on 13th June, 1963, the assessment was 
based on the income of Rs. 4,02,25,132 determined at the time of 
original assessment instead of the revised correct total income of 
Rg. 4,03,00,251 determined subsequently. Consequently the escaped 
income of Rs. 75,119 which was reassessed on 26th November, 1962, 
again escaped assessment, resulting in an under-assessment of tax 
by Rs. 48,198. The Department has since rectified the amsment at 
the instance of Audit and recovered the uneunt of under-uscaroment 
of tur. 



1.21. The Committee desired to know whether the responsibility 
for the lapse mentioned in the sub-para had been fixed and if so, 
with what result. The Chairman, Central Board of Direct Taxes 
stated that the mistake in this case occurred since at the time d 
rectification the records containing the reassessment proceedings 
completed earlier were not available and as the IT0 was being ;nu- 
sued to rectify the mistake, he did so on the basis of the income 
orginally assessed, as shown in the old section 34 proposal form, not 
knowing that another re-assessment had been completed in the mean- 
time. In this case the records were constantly moving, from place to 
place, because there was an appeal to the tribunal and the Appellate 
Tribunal was a different oflice. 

1.22. The Committee enquired how the IT0 came to make the rec- 
tification without waiting for the records and what was the reason for 
this hurry in coming to a conclusion. The witness stated that in 
deference to the desire of the PAC. to rectify the mistake pointed 
out by them (Para 46, Twenty First Report, PAC.-Third Lok Sabha 
refers), the Board had asked the IT0 to take action immediately and 
the latter rectified the mistake hurriedly. 

1.23. In reply to a question whether this case was looked into by 
the inspecting Assistant Commissioner or the internal audit party, 
the Member (Income-tax) stated that the internal audit party had not 
examined it, because at that time instructions had not been issued 
enlarging the s q e  of internal audit. These instructions had now- 
been issued in January, 1965 and there would be no such mistake 
hereafter as company assessments irrespective of the quantum of 
income would be checked by the internal audit party. 

1.24. The Committee are surprised to note that in this ease, the 
LT.0. took the hasty step of trying to rectify tbe mistake without 
reference to records and in the process committed another mistake. 
While the Committee note that the Deptt. has since recovered the 
amount of under-assessment, they would impress upon the Board 
to imtmct the ofRcers to exercise greater vigilance and caution. Tbey 
also trust that with extension of scope of intend audit, such u~.r 
will not recur. 
Sub-para (c) 

125. A company had debited a sum of Rs. 2-06 lakhs to its paodt 
and loss account on account of depreciation for the previous year 
relevant to .the assessment year 1959-60. The Income-tax Oeacer 
while making tbe assessment computed the 'depreciation allowance, 
admissible to the assessee at Rs. 3.08 l a b s  and added the amount to 
tha inoome returned by the awesow without first t&hg hwn tbt 



i n m e  the m o u n t  of Rs. 2.06 lalcha already charged by the eompmy. 
The assessee was thus allowed a total depredation of Ra. 5.14 lakhs 
insbad of the admissible amount d Rs, 3.08 lsakhs resulting in an 
excess allowance of Rs. 2-06 lakhs. It  was also noticed that the corn- 
pany was allowed from 1956-57 onwards extra shift depreciation d- 
lowance equal to normal depreciation without restricting it to the 
maximum permissible limit of 50 per cent. The ex- allowance 
made on this account for the assessment years 195657 to 195940 
total upot Rs. 1.78 lakhs. Thus, on account of the mistakes commit- 
ted there was an excess allowance of Rs. 3.84 lakhs in this case 
resulting in a short-levy of tax to the extent of Rs. 1.70 lakhs. The 
assessment has since been rectified and the amount of under-assess- 
ment collected. 

1.26. The Committee enquired as to when this assessment was 
completed, whethcr the case had been looked into by the Assistant 
Commissioner/Internal Audit party and whether action had been 
taken against the officer responsible for the lapse. The Chairman, 
Board of Direct Taxes stated that assessments had been much before 
the Audit Report was available i.e. one in 1958 and the other three 
in 1962 and this case was not looked into by the internal audit party. 
The 1957-58 assessment was inspected by the Assistant Commissioner, 
whose explanation had been called for about a week or ten days 
ago and was still awaited. In this connection the Committee wwld 
like to reiterate the recommendation made by them in para 29 of 
their 28th Report (Third Lok Sabha) that since calculation of d e p  
&ation allowance is complicated, tbe Deptt. should give adequate 
training in this respect to the staff in company okles so Itbat such 
mistakes are eliminated. 

1-27. The Commitlee would also like to be informed whether 
I.A.C9s explanation has been received and whether it has been found 
to be satisfactory. 

Failure to apply the provisions of the Finrrnce Acts properZy-pam 
62, pages 54-55. 

Sub-para (a) 

1.28. Super-tax payable by a company on its total income is sub- 
ject to rebates allowed at varying rates depending upon the class of 
the company and the source of its income. Where, however, the in- 
come of a company includes certain intercorporate dividends of 
the nature specified in the Fifth Schedule to the Incom~-ta~c Act, 
1981, such income was exempt from super tax though included in tht 



total incame for purposes of rebate, While allowiag rebates admisr 
&Me under the provisions of the Finance Act, such rebates are to be 
calculated on income other than such inter-aorporate dividends inclu- 
ded in the total income, to ensure that the company does not secure 
inequitable advantage of getting rebate of super-tax at rates higher 
than that to. which it was subjected to. In the case of four limited 
companies of a group, this position was overlooked by the Income-tax 
Ofnoer who allowed rebates from super tax on the total income of the 
companies for the years 1962-63 and 1983-64, leading to the allowance 
of excessive rebate of super-tax to the extent of Rs. 3'14,551. 

1.29. The Committee enquired what was the intention behind 
making an income wholly exempt from taxation and including an 
item of income in the total income but afEording relief at the average 
rates. The Chairman. Board of Direct Taxes stated that the intention 
was to ensure that the other non-exempt income was charged to tax 
at the full rate applicable to such total income. But unfortunately 
the words 'average rate of tax' were used in the Act and therefore 
that came to more than the desired quantum. It was for that reason 
that the Act had been amended later on. The witness added that as 
the law stood then the officer was right in giving the relief he gave. 
The Board had not intended to give the relief; it was given onl?; be- 
cause the drafting of the section was wrongly done. 

1.30. The Committee enquired whether there were azv other asses- 
sees who got this unintended benefit. The witness stated that the 
information was not available. 

1.31. In reply to a question as to the time-lag between the original 
Act and the amended Act, the witness stated that the 1961 Act came 
into force from 1962; hence the time lag was 3 vears. i.4. frnm to 
1965. 

1.32. The Committee asked as to when it was realised that the lan- 
wage of the Act did not c a m  out the intentions of the Board. The 
witness stated that thcv would have to look into the records relating 
to the need for the emcndment and from there they could dnd out 
when it was realfaed. 

1.33. The Committee enquired whether the IT0 concerned inter- 
preted the law in the same way in all the cases or in a different wag 
in &her caees, and whether his bona jides had been looked into. The 
witness stated that that aspect of the matter had not been gone Into, 
hut they would now lcmk into it .  



1.34 The Committee deedred to be furnished with a note about 
the way the IT0 concerned interpreted the law in the four c a m  
during the perfoci he was in charge of those cases. The note fur- 
nished by the Ministry is at  Appendix II.* 

1.35. While the Committee obawrve from the note ,bat the relief 
Zhrsp by the IT0 was striatly according to the letter of the law, as 
it stood then, and he applied it d o r m l g  in all cases, they feel that 
the time-lag between the enforcement of the origlnd Act and its 
akndrnent tar the purpose of removing the defect in the wording of 
the relevant section was inordinately long. 

Sub-para (b )  
1.36. Two companies having certain income which was exempt 

from tax were allowed rebate from corporation tax on their exempt 
income at the maximum rate. In addition, a rebate at 30 per cent was 
also allowed on the total income including this exempt income, with 
the result that the two companies not only did not pay any tax on 
their exempt income but also obtained an irregular refund on such 
income at 30 per cent, resulting in a short levy of tax in these two 
cases to the extent of Rs. 1,11,341. The case of one of these companies 
had been audited by the Internal Audit Party which failed to detect 
this error. Rectification orders have since been passed and the 
amount of Rs. 1,11,341 is stated to have been recovered. 

1.37. The Committee enquired what was the explanation given by 
the ofacial concerned for committing the error mentioned in the sub- 
para and how the Tnternal Audit Party missed the mistake in calcu- 
lation. The Chairman, Board of Direct Taxes stated that the ITO's 
explanation was that he could not check the calculation due to 
pressure of work. The witness further stated that the Internal Audit 
Party h'ad pointed out this mistake in the middle of 1962 and the 
Revenue Audit pointed it out in January, 1964. The mistake could 
have been rectified before it was pointed out by Revenue Audit. The 
explanation dered had not been accepted and a warning was issued 
to the concerned omcer by the Commissioner. But the Board did 
not consider a mere warning to be adequate in such cases. The 
witness ad- that of the two cases, one was gone into by internal 
audit and the assessment had been revised and tax collected. The 
other case had not been cheeked by internal audit. 

1.38. The Committee contider it a &am matter that although the 
Inbnral Audit Party checked one of tbe two cases bvolvbg an 
derpassessmart and pointed ant the xnist.de in middle of 186% 
- .- - -- ----- - -- 

*Not vetted bj. Audit. 



- adon to mtify the .rrsssmant wae net taken until it was 
.lin pointed out by Bevenue Amdit in Jnnuuy, 1964. The Corn- 
mi- hope that suitable steps would be taken to ensme that prampt 
adan  is trrLtsa to rectify mistakes u roan ru t h q  am detected by any 
w-w. 

1.39. Investment Trust companies were exempted from super tax 
in respect of dividends received from a company which has paid super 
tax on its profits. In the case of an Investment Trust Company 
which received dividend from another company having agricultural 
income, the dividend income received was exempted from super tax 
even though the company declaring the dividends did not pay s u p s  
tax on its profits on account of its agricultural income being totally 
exempt from tax. The incorrect exemption has resulted in an under- 
assessment of tax Rs. 28,200 for the assessment years 1958-59 to 
1-63. Action for the years 1960-61 to 1962-63 has been taken for rec- 
tifying the assessments. But, tor the assessment years 1958-59 and 
1959-60, the Ministry have stated that action is tim+barred resulting 
in a loss of revenue to the extent of Rs. 10,726- 

1.40. The Committee desired to know whether the assessment for 
the years 1958-59 to 1962-63 had been completed by the same ITOand 
what were the circumstances that led to the omission. The witness 
stated that there were four different ITOs, one each for each year. 
He added that the demand raised for 1960-61 was Rs. 6,036 and for 
1961-62 it was Rs. 5,738. Both these had been recovered, but the de- 
mand for 198283 amounting to Rs.'2,892 had not yet been recovered. 

1.41. The Comntittte regret to note that the incorrect exemption 
given in this case resulted in an under-assessment of tax Q the ex- 
taat %. 28,200 and that 4 Incomatax decers did I& detect thid 
under-ammment. It appcnrrr that the assessments were made in a 
rarrtine manner by all the odlcers. This dso resulted h 8 logs of 
m r r s  of Ra 16,726 for the rsueeamant yeus 1958-59 .rd lSS94l 
on amount of time-bar. 

The Committee would also like to be fntormed of the rs tovcr~  of 
Ib. 2,892 relating to the demand for the p a r  1962-63. 

Incorrect determination of income f r c - ~ n  howe ptoperty-pam 64 
perm 56. 

1.42. House property constructed after 31st March, 1950 is eligible 
for deduction of half of the municipal taxes paid in determining the 
income for income-tax purposes. It was noticed that in the case of 



an assessee who had constructed the h o w  property after 31;ot 
lSQ, the full 8~1ll,unt of municipal taxes was all~wed contrary to law. 
Further, mistake was also committed in giving deduction for vacancy 
allowances. On account of these mistakes the income of the asses- 
was under-assessed by Rs. 49,672 resulting in the short-levy of tax of 
Hs. 11,567. Action to rectify the mistakes has been t e e n  by the 
Department. 

Explaining the circumstances that led to the wrong assessment 
mentioned in this para, the Chairman, Board of Direct Taxes stated 
that it was due to the fact that the method followed in the past as- 
sessment which was wrong, had been repeated. He added that the 
full amount had h e n  recovered. The Committee pointed out that 
such mistakes arose because various kinds of classifications and 
divisions were made in regard to the levy of taxes in the taxation 
laws. The frequency with which the taxation laws were being 
changed intrducirg new provisions led to these mistakes being 
made by ITOs who u w c  unable to cope with the changing pattern 
of the tax laws. 

1.43. The witness agreed that this was so to some extent, but stated 
that in a growing econcimy, when taxation was also made an instru- 
ment for enforcing or encouraging certain other plans of Government 
the Act must necessariiy change. 

1.44. The Conlrnittee pointed out that if more money was needed, 
the rates could be changed and that there was no need to change the 
basic structure of taxation laws everytime. 

1.45. The Committee note that the mistake in this case has been 
rectified and the full amount due recovered. They would, however, 
like to point out that such mistakes are mainly due to the complicated 
nature of the tax laws which are subjected to changes every year. 
Tbese changes are confined not only to the rate af tax, but even the 
structural changes are made frequently. The Committee appreciate 
that in a gn,willg economy appropriate changes in tax structure 
s u m e t b m s  do become inevitable. They, however, feel that the bask 
change in the scheme of the Act must be avoided as far as poseible. 
They also feel that an attenlpt should be made to simplify the 
taxation law w f a r  as possible and that the changes in the taxation 
laws should thereafter be kept to the minimum necessary. 

Pailwe to compute the income from business properl2/--lparcr 65, 
pages 56-57. 

Sub-para ( a )  
1.46. The Profit and Loss Account of an assessee contained a debit 

item of R5. 1,08,727 representing reserves for Indian staff bonus and 



labour bonus. Such a reserve is an inadmissible item of expnditure 
and should have been added back to the income of the assessee. 
Even the assessee in one of his letters to the Income-tax OiEcer 
gointed out that this appropriation towards reserve was not an 
admissible deduction The Income-tax Mcer ,  however, at the time 
.of assessment did not add back this inadmissible item. Thus the 
tax on the same to the extent of Rs. 67,000 escaped assessment. The 
Ministry have stated that recovery is being made. 

1.47. The Committee enquired as to the explanation given by the 
IT0 for not disallowing the debit item even when his attention had 
been specifically drawn by the assessee regarding the inadmissible 
,mture of expense and whether the additional demand had been 
recovered. The Chairman, Board of Direct Taxes stated that the 
demand which was reduced in appeal from Rs. 66,867 to Rs. 26,801 
had been recovered. As regards his explanation, the IT0 had noted 
in blue pencil that the item of reserve was inadmissible, but at the 
time of computation of the income, he missed to include it while 
totalling. He added that it might be appreciated that in this case, 
he  had added Rs.' 40 lakhs on other items. The total income of the 
company assessed was Rs. 2,33,00,000. 

1.48. The Committee hope that care will be taken to avdd such 
mistakes in future. 

Sub-para (b )  

1.49. A business carried on by an individual as his proprietary 
concern was taken over by a firm consisting of himself and his 
daughter as partners. In connection with this transfer of owner- 
ship, gratuity payments amounting to Rs. 19,210 were made by the 
individual in the accounting year ended 31st December, 1960 and 
these were allowed as deduction in computing his total income for 
the assessment year 196142. The gratuity amount is not allowable 
as deduction in this particular case as it was necessitated in connec- 
tion with the closing down of the business and the transfer of 
ownershi? ahd not for the purpose of carrying on business and earn- 
ing profit. The Ministry have accepted this view but have stated 
that action to rectify the mistake cannot be taken as it has become 
time-barred. Thus, there has been a loss of revenue amowtfng to 
Rs. 13,784. 



~~. The Comrlpittee painted out that as W ~~e d deduction 
towards gratuity &owed in the asoegsment wtls &st pointed out in 
audit on 29th August, 1863, if quick action had been taken by the 
ITO on receipt of ttte audit objection r;nd the mistake was brought trr 
the notice of the Appellate Assistant C o d s i o n e r ,  before he dis- 
posed of the aspeal which was pen- before him on that date, the 
Appellate Assistant Commissioner would have enhanced the assess- 
ment and the loss of revenue of Rs. 13,784 could have been avoided. 
The Committee enquired as to the dates on which the local audit 
memo was received by the IT0 and the assessment was made. The 
Chairman, Board of Direct Taxes stated that the local audit memo 
was received on llth October, 1963 whereas the appeal had been 
passed, the Commissioner was precluded from taking action under 
Section 263. The Member (Income-tax) explaining further stated 
that that was the reason why Government had recently amended 
Section 154 to take power to rectify mistakes by ITOs even where 
an order had been passed by the Appellate Assistant Commissioner. 

1.51. It is however learnt from Audit that the local audit Memo 
was issued on 29U1 August, 1963 and the draft report was discussed 
on 9th September, 1963. The appeal was disposed of on 28th Sep- 
tember, 1963. The report received by the I.T.O. on l l th  October, 
1963 was the formal inspection report. Therefore there was adequate 
time for the I.T.O. to ask !for enhancement on the basis of the local 
audit memo which he had received in August 1963 itself before the 
AAC. disposed of the a;>peal. The Committee regret that this has 
not been done. This failure reflects an apathy on the part of the 
LT.Os. in regard to point raised in audit. 

1.52. In reply to a question whether any special steps had been 
taken by the Department to expdite scrutiny of audit objections 
and set in motion timely redificatory action, the witness stated that 
the time taken in scrutiny of audit objections was not responsible 
for an assessment getting time-barred. He added that no such case 
had come to their notice where recovery became time-barred due 
to late action on audit objection. 

I S .  The Committee hope that with the amendment of Section 
154 of the Income-tax Act, such losses of revenue wodd be avoided, 
es it eonhts powers on the Government to rectify mistakes by IT@ 
wen where an order has Lets p d  by f& A.pjmUate &sMant 
€Qnunkher. 



1.54. An asswsee who had taken certah &me quarries on lease 
was required to pay a royalty to the State Government at 4 annas 
per cubic foot of stone extracted or Rs. 1 lakb per annum as dead 
rent, whichever was more. While completing the assessments for 
the years-1958-59 and 1950-60 on 4th May, 1961 and 30th April, 
1962 respectively, the payment on account of royalty was treated 
as revenue expenditure instead of capital expenditure as decided by 
the Supreme Court in Aprd, 1980 in a similar case. Though there 
was time for rectification for the assessment year 1958-59 till 3rd 
May, 1963, no action was taken by the department in this regard, 
even though Audit pointed out this in January, 1963. Consequently 
the rectification had become time-barred resulting in a loss b f  revenue 
of Rs. 65,740. The assessment for the year 1959-60, however, has 
been reopened by-the department and the additional tax realisable 
would be Rs. 65,504. 

1.55. The Committee desired to know the reason for allowing 
the amount on account of royalty as deduction when the Supeme 
Court had laid down in Pingle Industries Case that such expenditure 
was of capital nature. The Chairman, Board of Direct Taxes stated 
that there had been instructions and circulars from the Board that 
such royalty and idle rent were to be allowed as revenue expendi- 
ture. 

1.56. In the Pingle Industries Case, the circumstances were a little 
different. The finding was that the payment though periodic in 
fact was neither rent nor royalty but a lumpsum payment in instal- 
ments for acquiring capital asset. In this case it was rent and 
royalty. So it was thought that that decision (Pingle Industries 
case) would not be applicable in this case. Later on, the Rajasthan 
High Court relied on this decision (Pingle Industries case) and said 
that it would apply. But at the material time, the Board's instme 
tions were in the field and the oficers were following them; from 
the Pingle Industries case, the Board thought that there was perhaps 
no need for any change in the instructions and it was done under 
the bonafide belief that it was allowable. The Rajasthan High 
Court case was still pending in the Supreme Court. The witness 
added that so far as collection and rectification were m m d ,  tha 
assessment for 1959-60 had been rectified and an additional demand 
for about Rs. 65,000 had been raised but not yet collected. The 
assessment was not checked either by the Inspecting AmMtmt Can-' 
mimfoner or by t& intemd audit m. I 



1.57. The Committee enquired why the section was not amended 
after the judgment of the Rajasthan High Court. The witness stated 
that the amendment had been kept pending till the Supreme Court 
gave its decision. He added that in the meantime the Rajaslthaa 
Qgh Court judgment held the field. 

1.58. The Committee enquired as to the intentions of the Board, 
whether they wanted to treat it as revenue expenditure or capital 
expenditure. The witness stated that the law did not say which 
expenditure would be capital and which would not be capital. It 
would depend on the facts of each case. 

1.59. The Committee asked whether it was not possible for the 
Board to clarify the position once for all  so that difference assessees 
in the country might not be taxed differently for the same type of 
home .  The witness stated that legislation had been put off because 
they were really waiting for the decision of the Supreme Court as 
to whether in the case of royalty it should be allowed as a deduction 
irrespective of the terms of the agreement or whether the terms of 
agreement in each case had to be seen. He added that uniformity 
had been ensured in all the charges by issuing instructions that the 
cases should be reopened for the assessment year only and it should 
be disallowed as capital expenditure till the Supreme Court decision 
came. But realisation was not being enforced and in that way 
uniformity had been ensured. . 
m 

1.60. The C.&AG. pointed out that it was rather unusual that on 
the one hand the Board's circular said that royalties and dividends 
should be regarded as revenue expenditure, but on the other, the 
Commissioner made a reference to the High Court that it should be 
treated as capital expenditure. That showed lack of coordination 
between the Board and the Commissioners. The witness stated that 
he would have to look into the file to know the circumstances in 
which the reference was made, because references were made by 
the Commissioner after getting approval from the Board. The Com- 
mittee desired to know whether the question of revising the Board's 
instructions of 1952 in the light of the Superne Court's decision ht 
the Pingle Industries case was considered. The witness stated that 
it was obviously not considered. He added that the Supreme Court's 
decision in Pingle Industries case was not exactly on the same point. 

1.61. The Committee pointed out that the instructione contained in 
tbe Board's circular of 1052 had been treated as withdrawn in the 
drcuLar issued in 1965 and thrt the mme could have been done 8 y- 



earlier i d .  in 1960. The Committee enquLred why action woa delayed 
by the Deptt. in view of the fact that the audit objection was rairsed 
in January, 1Q63. The Member (Income-tax) stated that the objec- 
tSon was received only on 20th March, 1964 while an enquiry waa 
made in 1963. He added that in this case the Commissioner could 
not have reopened the assessment because of the earlier instructions. 
He had t d  wait for the Board's d i k i o n s  in the matter. 

1.62. The Committee note that an appeal on the judgment of the 
Rajasthan High Court in regard to the question whether the pay- 
ment on account of royalty is to be treated as eqenditure of revenue 
or capital nature had been preferred and it is learnt from audit that 
the Supreme Court has since disposed of the appeal reversing the 
Rajasthan High Court judgment and that the Central Board of Direct 
Taxes have also issued revised instructions inconformity with the 
Supreme Court's judgment. 

1.63. The Committee would like to know the circumstances under 
whicb the Commissioner of Ineame-tax made reference to the Eigb 
Comt that ropaIties and dividends should be regarded as capital 
sorpepdttare, d e n  the Board's c i d a r  was to the contrary. 
Mistakes in computing depreciation and development rebates &is- 

sibk-para 66, pages 57-59. 
1.64. Under-assessments arising from incorrect computation of 

development rebate and depreciation has been on the increase in spite 
of the fact that special attention had been drawn to this type of 
mistake in the Audit Reports 1963 and 1964. The relevant figures 
for these two years are as follows:- 

Year No. of cases in which mistakes Tom1 amount of 
w a e  detected in audit under-assessmem - - --~- - I _ _ -  __-_- 

RS. 
1963 57  4 29.13 l.Lhs 
1964 67'3 33.83 m 
During the year under review such mistakes have been found in 

2,089 casee involving an under-mmsment of tax to the extent of 
Re. 75.97 lakhs. 

1.66. The Committee referred to their earlier remmmendation 
made in para %a of the 28th Report (Third Lak Sabha) and enquir- 
ed what steps had been taken in pursuance of that recommendation. 
The Member (Income-tax) stated that on 18th July, 1964 the extracts 
of paraa 55 and 56 of the Audit Report (Civil) on Revenue Receim 



8964 in question pertaining to development rebate and depreciation 
Oogether with comments of P.A.C. on them were sent to all the 
Commissioners in a circular letter by the ,Board. They were asked 
b conduct a review of the casee in the city of Bombay and as a 
result of that review, the mistakes discovered were rectified. Ha 
added that total number of cases covered by the review ,was 6,822. 
The number of cases in which mistakes were detected was 912, 
involving an amount of Rs. 24.23 lakhs. The number of cases m 
which mistakes had been rectified was 611. The Chairman, Board 
of Direct Taxes stated that for the balance instructions had been 
issued to expedite the matter. 

1.66. The Committee pointed out that there were still 209 cases 
involving an amount of about Rs. 23.36 lakhs in taxes to be realised. 
The witness stated that reminders were issued to the Commissionerv 
about a week or 10 days ago to expedite these cases immediately. 

1.67. The Committee pointed out that the audit report, 1965 indi- 
cated that both the number of cases of under-assessment and the 
8momt involved were increasing as compared with the previous 2 
years. The witness stated that every remedial action possible was 
being taken. 

1.68. The Committee dealt with in some detail the mistakes result- 
ing in wrong computation of depreciation and development rebates 
in para 24(a) and in para 29 of their 28th Beport (Third Lok Sabha). 
They regret to note that the number of cams in which mistakes were 
detected in computing depreciation and development rebntm 
admissible, increased to 2,089 involving an under-assessment of tax 
to the extent of Rs. 75-91 l a k b  as agailwt 574 cases in 1963, involving 
an amount of Bs. 29.13 lakhs and 678 cases in 1964, involving an 
amount of Ra 33'83 lakhs. Even during evidence the witness stated 
that a review of such cases in the city of Bombay has brought out 
mistaltma ia 912 cases out of a total of 6,822 caws reviewed. The 
amount I#avolveB in these 912 cases was Rs. 24'23 lakhs. In view 
of the &salt of review in Bombay the Committee suggest that the 
B o d  r b d  gat special review conducted in all other charges also. 
They wouhi lib tm be hdmmed of tha results of such a special 
review. 

1.a. Since tJm numerous mistakes take place in ealcuhtioa of 
the development rebate and depreciation Irlfowlmees which result in 
an under-assessment, the Committee mggest that (a) suitable ir- 
.trrrctfonr conthing awrprehdllufwe detJlr rboflll be h e d  to rfl 



Sub-pa~a (a) 

1.70. In the case of a State Electricity Board depreciation allow- 
ance was allowed on canal aqueducts, roads, dams, bridges and cul- 
verts which do not come under the category of buildings, plant, 
machinery or furniture. This amounted to Rs. 1,49,876 for the ac- 
counting year relevant to the assessment year 1958-59. The under- 
assessment of tax on this account is Rs. 74,938. Another defect notic- 
ed in this case was that extra-shift allowance, which was admissible 
only upto a minimum of 50 per cent was allowed to the extent of 100 
per cent of the normal depreciation allowance, resulting in under- 
assessment of tax of about Rs. 1,84,410. These mistakes requlre to 
be rectified. 

1.71. The Committee desired to know how the IT0 allowed 
depreciation on assets which were not entitled to any depreciation 
and how he allowed multiple shift allowance at 100 per cent instead 
of at 50 per cent. The Chairman, Board of Direct Taxes stated that 
in th case whlch relates to a State Electricity Board 
audit had ,lot been halised. So the IT0 made a provisional 
assessment, more or less accepting the figures given by the Board 
I t  was not critically scrutinised as it was made with the approval 
of the Commissioner just to collect whatever tax it was possible 
to collect. The witness added that in this case, the assessment was 
made after obtaining a specific undertaking from the assessee to 
the effect that he was agreeable to assessment being revised later, 
though it was not the correct procedure. Asked as to why it was 
not described as a provisional assessment under the relevant Section, 
the witness stated that the assessment would have become time- 
barred if it was not made then. As regards the present position, the 
witness stated that the assessment has been set aside on appeal and 
the mistake would be rectified when re-assessment was made on 
receipt of the audit report. 

1.72. The Committee are not convinced by the expMation given 
by the Department for this error. Where there is a dispute or 
absence of information in regard to the figures of a c M  cost of 
written down value, it is understandable that the 0- are taken 
provisionally. Subject to revision later on. But w k  a p a d b k  
asset is not at an entitled to depredation allowance or atrrr ahift 
anowrnce such as those r d d  to in this case it  is not uaderrtood 



.. W S . T h e C o ~ t S e e n o t b t h a t t h i s ~ ~ s ~ l ~ ~ ~ m t  hasbeensetuld, 
on appeal. They would like to be informed whethw the mistake 
bas beem rectified in the re-rseessment and tax due recovered. 

Sub-para (b) 

1.74. Depreciation is admissible at 10 per cent on plant and 
machinery used in newspapers industry as prescribed by rules &am- 
ed under the Income-tax Act. A company wes, however, allowed 
depreciation on these assets at the rate of 20 per cent from 19424 
onwards. When this was pointed out in audit the assessments for 
the year 1957-58 onwards only could be rectified as rectification for 
earlier years had become time-barred. The additional demand 
raised as a result of these rectifications for assessment years 1957-58 
to 1959-60 works out to Rs. 1,69,197. The amount of revenue lost 
on account of timebarred years has yet to be ascertained (January, 
1965). 

1.75. The Committee enquired as to the approximate revenue last 
by Government due to the rectification for the year 1942-43 to 1- 
57 having become time-barred. The Chairman, Board of Direct 
Taxes stated that the information was awaited and might take some 
time. On being asked how the mistake remained undetected bY 
internal audit all these years, the witness stated that the prescribed 
rates of depreciation on newspaper machinery was 10 per cent 
whereas 20 per cent was allowed. Explaining further, he stated that 
the linotype machinery used in Commercial printing press had dif- 
ferent rates. But the same machinery used in Cinematography had 
a higher rate of 20 per cent and the I T 0  committed the mistake of 
copying it. The Committee pointed out that if depreciation was 
allowed at the rate of 20 per cent the entire machinery would be 
written off in 5 or 6 years and the sucteeding income tax ofac~ar 
should haw realised the mistake while calculating depreciation on 
new plants and machinery. The witness stated that initially a mls- 
hke was committed by some IT0 and his successors just followed 
the previous practice without applying their mind to the question. 
He added that the demand of Ra. l,67,190 was expected to be tealised 
very soon. The Committee enquired if other presses were also given, 
concession of 20 per cent in depreciation of machinery. The witness 
stated that he would ascertain whether the same ofecer had made 
asmsmenf of similar companies. 



' 1.76. The Comdttee u e  mtly arvprirsd b note that the mfstrke 
ofahdngr higher rateof depreciation oamdberyrpsprtoaun- 
detected for alunnt 22 ysua nnd was noticed d y  when poinbd @mt 
by Audit They would desire that rmpodMity ahodd be Brsd for 
the losr of revenue resulting from the rscttflation of the mistake im 
the assessments earlier to 1957-58 having become time-barred. If 
depmciatim.was allowed at 20 per cent as was done by the IT0 who 
oripinaUy committed the mistake in 1943, the entire machinery would 
have been written off in 5 to 6 ye- and the succeeding F1M)s shod& 
have r e d i d  the mistake while calculating depreciation on new 
machinery. 

1.77. The Committee would like to be informed whethem the ad& 
t&nal deaaand raised in respect d 811988111~-t yean, 1957-58 to 
1959r60 has since been realised. 

Sub-para (c) 

1.78. In the assessment of a public limited company for the assess- 
ment year 1961-62 the assets on which depreciation was claimed by 
the assessee were re-classified by the Income-tax OfEcer. As a result 
some assets on which depreciation had been claimed by the assesfee 
at 10 per cent with an extra allowance of 5 per cent for double shin 
working was found 'to be entitled to depreciation at 5 per cent only 
without any further allowance for extra shift. To arrive at the d e p  
reciation admissible to the assessee the Income-tax officer deducted 
10 per cent of the cost of the reclassified assets from the total claim 
made by the assessee and added 5 per cent of such cost as the depre- 
ciation admissible. In doing so, the extra shift allowance claimed 
at 5 per cent was lost sight of. This resulted in an enhancement of 
the loss in the assessment year 1961-62 with a consequential underc 
.ssessment of the income in the assessment year 196263 to the extent 
of Rs. 1,24663. The amount of tax which escaped levy on thi~ 
account works out to Rs. 64,332. 

1.79. The Committee desired to know whether the mistake in 
under-assessment of tax of Rs. 64,332 resulting from income& cal- 
culation of depreciation allowance had been rectified; and if so the 
amount of additional demand raised and recovered The witnees 
stated that the full amount of the additional demand raised had been 
mlkted. He added that the explanation of the I.T.O. in the case 
was that it was a calculation mistake committed through oversight 



k8U. The Cenunittae fbel co&xwd o* bmeh bas* d6rltc1 
Icemmitted oversight by ITOs as ocnvred ht ths prt8-t ciUe 
'~&b m u k d  in nan-levy of Lnx amoltntfng ta Rs. 64,332, Thay 
desire &at the ITOs &auM be more careful in dealing with mess. 
meats hvoltring large amtmnts of tax with a dew to avoiding mt 
only mistakes on points of law, but also those relating to calcul.tion~. 

1.81. A private limited company had claimed development rebate 
of Rs. 10,14.038 in the assessment year 1960-61. This included a 
claim of Rs. 2,23,842 on an asset not wholly used for business. In 
computing the total income the Income-tax Officer did not disallow 
the development rebate claim of Rs. 2,23,842 and allowed in entirety 
the full amount of Rs. 10.14.038 resulting in a short-levy of tax 
amounting to Rs. 1,00,729 according to Audit. 

1.82. The witness informed the Committee that the additional 
demand raised was Rs. 96,782 and it had been fully recovered. He 
added that the Inspecting Assistant Commissioner had approved the 
assessment and had satisfied himself on the point of admissibility of 
claim regarding the development rebate. But he did not go into the 
accuracy of the arithmetical computation of the total income. 

1.83. The Committee regret to point out Cbat in this case the I.T.O. 
nude a mistake in not disallowing a clearly inadmissible item of 
development rebate on a certain asset. It is also surprising that al- 
though the Imputing Asistant Commissioner checked the assess- 
ment, he did not go into the aceurncy of the arithmetical computa- 
tion of income. If the inspection by Assistant Commisgsloaers is to be 
paups&& ibey should, while inspecting tbe ar,sesmnents, besfdam 
going into the legal points also ensure that tbe arithmetical calcnkr- 
tieas are correct, especially in the case of companies, wbcn laqp 
lmomrQ ate invdved. 

in-egular set-ofl of losses-pra 67, pages 59-60. 

184. Under the Income-tax Act, the losses suffered by an assessee 
in speculation business cannot be set off against profits from other 
business or against income under any other head Such loss can only 
be carried forward for being set off against profits from subsequent 
speculation business alone. The total income of a registered tlnn for 
the assessment year 196142 wes assewed at Rs. l,10,670, While 



allocating the fncome among the partners, the speculation loss of 
Rs. 56,920 suffered by the firm in the same year was wrongly adjusted 
against the total income and the net income alone was allocated and 
taxed in the hands of the partners, resulting in an under-assessment 
of tax to the extent of Rs. 21,505, according to Audit. 

1.85. In a note (Appendix III) submitted to the Committee at their 
tnstance, the Ministry have stated that the assessment has since been 
revised, allocating the Arm's total income between the partners. The 
speculation loss has been ignored for this purpose. No additional 
demand was raised in the case of the firm itself but rectifinations in 
the partner's cases have resulted in an additional demand of 
Rs. 24,065, whlch has been collected. 

1.86. The Committee asked if the Ministry had enquired into the 
reasons for the mistake committed by the income tax officer original- 
ly. The Chairman of the Central Board of Direct Taxes state that 
the income of the firm had been correctly computed, but, while 
allocating the shares, there were two portions which should have 
been separately shown and by mistake the net position was shown 

1.87. The Committee regret to find that in this case the clear pro- 
visions of the income-tax Act were ignored by the Income-tax Officer, 
regulting in an under-assesment of Rs. 24,065. They hope that such 
mistakes would be avoided in future. 

lrregti larities committed whib? making assessments of firms and pa7t- 
ners-para 68, pages 60-61. 

Sub-para ( a )  

1.88. Under the Income-tax Act, interest paid by a firm to its 
partners is added back to arrive a t  the total income of the firm and 
tax is computed on such total income. While allocating the income 
of the Arm among its partners, the interest paid is deducted from 
the total inconla and the balance is allocated according to the share 
of the profits as stipulated in the partnership deed. But the interest 
amount is added to the total income of that partner to whom it is 
paid. In one case it was noticed that a total sum of Rs. 1,73,899 paid 
to the partners as interest was not added back to the total income of 
the Arm with the result that the tIrm was under assessed. Accord- 
ing to Audit the total under-assessment of tax on the Arm as well cu 
in the hands of the partners was Rs. 1'39,605. 

L89 The Ministry have accepted the mistake so far as the ftrm is 
concerned and the short-levy has also been reaUsed. As regards 



the partners, the Ministry have stated the have themant- 
included the interest in their returns and hence there has besa na 
Underd~~eESment. 

1.90. The Committee asked whether the omisgion on the part of 
the assessing 088cer for incofiectly detamhhg the firm's income 
Bad been enquired into. The Chainnan of the Board of Direct Taxes 
replied that the I.T.O. had explained that mistake was colpmitted 
due to rush of work. The ofacer had been wamed for the mistaka 
In reply to another question the witness stated that the finn had 
nine or ten partners who had already included the interest in theit 
Lncomes, and so there was no escapment of tax on that account. The 
witness added that the additional demand actually came to Rs. 19,300 
only. Asked how the internal audit failed to detect the mistake, 
the witness stated that it was at that time beyond their scope to 
look into this aspect. 

1.11. The Committee takee serious note ef auch omisdons in deter- 
mination of the income in case of firma It is unfortunate that evaa 
though the department and a systQln d iPntarn*l audit, this aspect 
was outside their scope at that time. The Cammittee hope that witb 
the ertension of the seope of Internal Audit such mistakes wiU not 
go undetscted by them. 

1.92 According to Audit under the pvis iom of the Income-tax 
Act, 1922, and the d e s  framed thereunder, the &are income of a 
partner in a registered firm is assessable as buainess income, what- 
wer may be the source of that income in the hands of the Arm. In 
the case of men registered Arms, which had income from capital 
gains, the share income from the Arm was not assessed in the hands 
of the partners as income tnun business but was assessed as capita1 
gains. Aa a result of the incorrect classification, t h m  hm been an 
under--ent of tax to the extent d Ro. 1,20,500 in the case of 
the partners of the Arm. 

1.93. In June, 1964, the Ministry of taw had also contirmd thc 
view that the practice followed by the Deprfmmt in thfrr case wan 
contrary to the provisions of the 1922 Act. The Committee en- 
q u i d  about the correct legal posttion re)ip&ng allocation of abort 
of income under old law. The Chairman of the Board stated that 
the Department had all along been of the view that the character d 
income in the hands of the partners wm the #me ul fn the 



d the Arm; In 1959, the Law Minisbrg had also taken the same view 
that capital gains of the firm should be treated as capital gains fn 
the hands of the partners. But when the Law Ministry were again 
consulted after receipt o) the audit objection they had now expressed 
a dmerent view Le. the nature of income in the handa of partners 
changed. Asked if any instructions had been issued by the Board 
regarding the bethod to be adopt in this regard, the witness stated 
that on the basis of the Law Ministry's earlier view, the instructions 
were issued in October, 1980 in a particular case to the Commissioner 
of Income-tax Madras that Capital gains of the firm should be treated 
as such in the hands of the partners. But no circular was issued to 
all Commissioners. 

1.94. Asked whether there was any difference between the langu- 
age of the old Act and of the new Act, the Member (Income-tax) 
stated that there was difierence in language and a new section had 
been introduced in the new Act. But the Law Commission who were 
considering the matter had expressed the view that this section was 
only clarifica tory. 

1%. The Committee asked whether in the present case which 
involved interpretation of law, the I.T.O. consulted his superior 
deer before coming to the conclusion. The Chairman of the Board 
stated that the practice had been in vogue for a long time, and the 
Income-tax officers had no doubt in their mind that the character of 
income in the hands of partners did not change. The Committee 
pointed out that the Law Ministry had stated that it was understood 
that prior to the enactment of the Income-tax Act, 1961, the practice 
followed in this regard was not uniform in all circles and some doubt 
prevailed in the matter. The witness stated that there might have 
been a couple of cases where a different view taken, but he was 
not aware of such cases. 

1.96. In reply to a question, the Chairman of the Board stated that 
the latter interpretation of the Law Ministry was based on a mention 
about "share in a Arm" in the form of return of income under the 
head "business". In other words "share" was included in the 
category of "business". The Member (Income-tax) stated that the 
Boards view was based on the general rule of the law that a Arm 
was not distinct from its partners and what accrued to the dnn in 8 
particular character accrued to the partners also in the same cham+ 
teF. The Chairman of the Board added that they did not knew w b  
ther the Law Ministry's view was correct. The C. & AG. e x p d  
fie view that under the income-tax rules the income of the putnem 



bad to be declared intersliu under the head "business, p r o f d o n  or 
vocation" and there was no mention about the kind of pr4ts. What- 
over the type of profits for the registered A n n  i.e., from speculation, 
capital gains or other business, there was no difference in the' hands 
of the partners. The Chairman of the Board of Direct Taxes stated 
their view had always been that the character did nut change. 31 
fact they had pointed out this anomaly to the Law   in is try. He 
further added that how far the latter opinion of the Law Ministry 
was sound, would have to be considered. 

In reply to a question, the Member (Income-tax) stated that sub- 
section (2) of the new Act provided: "The share of a partner in the 
income or loss of the firm as computed under sub-section (1) shall 
for the purposes of assessment, be apportioned under the various 
heads of income in the same manner in whioh the income or loss of 
the A r m  has been determined under each head of income." 

1.97. In view of the fact that two contradictory opinions have been 
expressed by the Ministry of Law in 1959 and 1964, the Committee 
suggest that the opinion of the Attorney General may be obtained. 

Pages 60-61, para E28 (c) 

1.98. In the case of a firm which applied for renewal of registra- 
Zion, the Income-tax m c e r  refused to grant registration for the 
assessment year 1958-59 on the ground that the application for reg%- 
tration was not signed by all the adult partners of the firm. The 
firm was accordingly assessed as unregistered A r m  But the circum- 
stahces which necessitated the refusal of registration for 1958-59 
also prevailed during the assessment years 1956-56, 195657 and 
1957-58 and as such registration for the& years should not have been 
granted by the income-tax officer. Due to incorrectly granting re- 
gistration to the firm, tax to the extent of Rs. 1.74 lakhs was short- 
levied according to Audit. As time for rectification action had 
expired. this amount is a loss of revenue to the Government. 

1.99. The Committee enquired about the circumstances in which 
the incomplete application for renewal of registration was a d d  
upon in three assessments consecutively for the years 1955-56, 
1956-57 and 1957-58. The Chairman of the Central Board of Direct 
Taxes stated that the previous officer had granted registration for 
the year 1954-55 after satisfying himself about the genuineness of the 
fiw and other legal formalities. The succeedhg ofllcer went on re- 
newing the registration without verifying whether the minors had 
become majors and if so whether or not they had signed the applC 
cation. All the three assessments were completed by the same I.T.O. 



AslPed how Qbe opplicatian wm lpehuied for registr8tion in 105&59, 
the Member (Income-tax) replied that this was done on technical 
grounds as it had not been signed by all the adult partners of the 
firm and that was one of the requirements. The Income-tax ofacer 
in 105860 was a different one. The witness, however, added that 
.this should mot have been done by officer in view of the Board's 
liberal policy in the matter. The firm approached the Board later 
for grant of registration. But, by that time the matter had been 
referred to the tribunal and the Board did not feel it proper to inter- 
fere at that stage. Asked if the registration in the years 1955-56, 
1956-57 and I%?-58 was incorrectly granted, the witness replied that 
it was so if technical defects were taken into account. The witness 
added that the Board issued instructions in 1961 that if the 
technical defects were of the nature that could be removed. 
these should be got removed. Section 185(2) of the In- 
come Tax Act, 1961 also provided that the I.T.O. should 
not reject the application merely on the ground that the same was 
not in order, but he should j$ve sufficient opportunity to rectify 
defects in the application within one month. In the present case the 
assessments were made in 1956 and 1957 before the issue of the 
Board's instructions but while allowing registration, the I.T.O. made 
a mistake in that he did not notice that the minors had become 
majors, whose signatures should have been obtained. 

1.100. On his attention being drawn to harassment to assessees 
caused due to extreme views taken by ofacers in certain cases of 
registration of partnership Arms inspite of the liberal provision in 
the Act, the witness replied that this was not due to any fault of the 
system but to the rather over-enthusiastic individuals. 

1.101. The Committee feel concerned over such omissions of the 
Income Tax Officers as occumd in the present case in respect of the 
assessment years 1955-56, 1956-57 and 1957-58. The Income Tru 
Ofiicer failed to notice that the firm's application for registration 
was not complete in as mach as it bad not been signed by dl the 
adult partners of the firm and granted registration for the yervs 
without having this requirement falfilled. What is more serious, 
although tbe d i c e r  who scrutinized tho application Lor the assess. 
aaaat g e u  195859 did detect the mistake, he took the extreme st* 
ot rebusing renewal of regidration for want of this rather tschpicpl 
~u t sau r t  d Pssesshrg it as an unregistered firm. He should 
bUer  bave rslrsd the firm to get tbe appliutian siqPsd by an &a 
adult parhers. 1+L omisdon on tbs put of the I.T.O. rsalbl + 
the case going before the tribunal and hardship to the firm, 



L1M. !Che Committee are glad to note that the Income Tax Act, 
X961 contains a provision that an I.T.O. s h d d  not reject the applica- 
W merely on the ground that the same was not in order, but he 
s h d d  give sufacient opportunity to the aseessee to rectify defeetrr 
within one month. The Committee understand that the Board have 
lrLso issued instructions in 1961 that if the technical d e k t s  were at 
the nature that could be removed, these should be got removed. But 
what the Committee are anxious about is that this liberalisation 
envisaged in the incomatax Act and instructions should actually be 
observed in letter and spirit by the I.T.Os., so that the intention of 
the Parliament may be implemented and undue hardship to the 
arsesses avoided. The Committee would like the Board to take 
edtective steps to ensure that the spirit of the Act as well as instrue- 
tiom of the Board in this respect are precisely obser9ed. 

Irregularities committed while determining the income from capital 
gains-para 69, page 61. 

Sub-para (a) 

1.103. Gains arising out of sales of capital assets are chargeable 
to tax as capital gains but jtwellery and furniture held for the per- 
sonal use of the assessee are not regarded as a capital asset for this 
purpose. In the case of an assessee the statement of jewellery and 
ornaments prepared for the purpose of wealth tax assessment for 
the assessment year 1959-60 included melted gold worth Rs. 1,62,150. 
The melted gold was sold in the subsequent year for Rs. 1,95,977 rt 
sulting in a gain of Rs. 33,827. This gain was not charged to tax by 
the assessing officer on the ground that it was covered by the excep 
tion allowed in the case of jewellery. The non-levy of capital gaim 
tax in respect of the transaction resulted in a loss of revenue of 
Rs. 9,479 as the relevant assessment could not be reopened due to the 
operation of time-bar. 

1.104. The Committee asked if the mistake had been rectified and 
if so, what was the additional demand raised and recovered. The 
witness stated that the additional demand raised was for Rs. 9,479 
which was being collected. Asked if any general instructions had 
been issued on the subject for the guidance of the assessing of5cenr, 
the witness stated that this was not a case of general nature and eo 
no general instructions had been issued. When jewellery w a s  melt  
dl into gold it became bullion and capital gain would accme, ff I t  
wm rold But if the memee sold jewellery an mcb, it would be 



areated as personal efPects, and would be exempted from tax. In 
.reply to a question the Member (Income-tax) stated that even though 
capital gain might be casual, it was taxable. 

1.105. The Committee are surprised how the I.T.O. treated rndtal 
-gold as j d l l e r y  and allowed the exemption, from capital gains tax. 
It was a case of negtigence as capital gain even though caswl, was 
taxable. The Committee feel that general instructions s b d d  be 
issued by the Board for the guidance of I.T.09. to pmmt racarrenco 
s f  such eases. 

.Para 69 ( b )  

1.106. An assessee sold in the previous year relevant to the ass- 
ment year 196263. 2500 shares of a company at Rs. 100 each which 
was the face value of the shares. The sale was to one of his own 
relatives. It was, however, found that the value adopted in respect 
of each share for the purpose of wealth tax assessment was Rs. 192. 
Tt was, thus, clear that the assessee had deliberately underatated 
the value of his shares in his income-tax assessment with a v i m  
to escaping tax on the capital gains. On this being pointed out by 
Audit. the Department took action to reopen the assessment and has 
raised an additional demand of Rs. 57,463. 

1.107. The Committee asked how the I.T.O. concerned omitted to 
notice th3t :he asscssee had shown an increased value of the share in 
his Wealth Tax return and whether the two assessments were made 
by the same officer. The Chairman of the Central Board of Direct 
Taxes stated that the assessments had been made by the same officer 
but on different dates. The Income-tax assessment for 1962-63 was 
made on the 24:'l December, 1962. By that time the Wealth Tax re- 
turn had not come; it came in January, 1963. Asked about the previ- 
ous year's position, the witness stated that that was not known. He 
added that when the Wealth Tax assessment was made on 25th 
February. 1963. i.e., after two months. the I.T.O. felt that the market 
value of the shares was much higher than the sale price disclosed 
in the income-tax proceedings. So, he forthwith initiated gift tax 
proceedings. as under the provisions of the Gift Tax Act, a gift was 
deemed to be made, if the asset was sold at a price less than the 
market price. But the amount of capital gains tax involved was 
more than Ihe gift tax. The assessment had been rectified and the 
capital gains tax had been collected; the gift tax case was pending a 
drcision to see if both the taxes vi:. capital gains tax and gift  tax 
2730 (Aii) LS-4.  



were. chargeable. The d a d  for capital gains tax was raised fw 
kEI. 57,463, but. it was reduced in aVpMd to Rs. S,f&O which had k n .  
collected. 

1.108. The Committee are informed by Audit that the wealth tax 
assessments for the years 1960-61 and 1961-62 were n-fade on the 
16th February, 1961 and 7th October, 1961 determining the value of 
shares at Rs. 167.79 and Rs. 158.85 respectively. These wealth tax 
assessments were therefo~e before the I.T.O. who made the income- 
tax assessments for the year 1962-63. It  appears that he did not take, 
these assessments into consideration for charging capital gains tax 
when the shares were sold. 

1.109. The Committee feel concerned about the practice adopted' 
by the assessee in this case to circumvent the levy of capital gains 
tax while submitting his income-tax return by undervaluing the 
shares sold to his own relative. In his return for Wealth Tax sub- 
mitted earlier and subsequently, the shares were assessed at a much 
higher value (about double the face value). Similar cases of under- 
valuing assets in income tax returns were reported in para 34(h) of 
the Audit Report (Civil) on Revenue Receipts. 1963. The Committee 
suggested that a suitable procedure should be adopted by the Depart- 
ment whereby assessment of both the income tax and wealth tax is 
done simultaneously so that the I.T.O. should be able to correlate the 
value of assets disclosed in the two returns. 

1.110. The Comptroller and Auditor General informed the Com- 
mittee that this particular case was brought to his notice by acci- 
dent. Actually, Government had authorised Audit to do only income- 
tax audit, and not wealth tax, gift tax or estate duty audit. The 
Committee asked how these taxes did not come within the purview 
of Revenue Audit as this should cover all the taxes. The C.& A.G. 
stated that under the rules the purview of Revenue audit expanded 
to  the extent, the Government specifically authorised him, Govern- 
ment had speclfi:ally allotted only income tax. 

1.111. The Committee are surprised to learn that Wealth Tax,. 
Gift Tax and Estate Duty which are also direct taxes have not yet 
been authorised by Government for being brought under the purview 
of Revlenue Audit. The Committee feel that this should have been 
done simultanmdy when Revenue Audit was extended to Incone 
Tax. me receipts fropn these taxes are increasing and it is also 
necessary to correlate the data given in income tax returns and other 
taxes returns to detect malpractices of the kind reported in the 
preaent case. In view of the singular service' rendered by' '&a 



Bbvpnue Audit b, tke u l l e a l l ~ t  a d  oolbation of lscome-trr 
Customs aad Cental Ex*, I( ia the considand opinion of the Oam- 
d t t e e  that the scope of ths Wvonae Axed& s h d d  be suitably 
extended forthwith so as to include all the eantral taxes without aw 
distinction and remrvath. 

Para 69 (c) ' 
1.112. When the assets on which depreciation is allowed is sold. 

the difference between the sale price and the written down value is 
treated as a business profit to the extent of the depreciation already 
allowed. When, however, a capital asset on which depreciation is 
not allowed is sold, the profit or loss is treated as a capital gain or 
a capital loss. 

1.113. A cotton mill sold certain plant and machinery on which 
depreciation was allowed and earned a net profit of Rs. 96,020 the 
whole of which was assessable as a business profit. In the .same 
year, it sustained a capital loss of Rs. 73,355 on the sale of certain 
investments. The income-tax Officer treated the difference between 
the two, 1.e. Rs. 22.665 as a capital gain and levied tax of Rs. 7.139 
only at the rates applicable to capital gains. The correct procedure 
should have been to levy a tax of Rj. 42.310 on the business profits 
of Rs. 96,020 and to carry forward the capital lcss of Rs. 73 355 for 
being set off against capital gains, if any, earned in the succeeding 
years. By adopting an irregular procedure there was an under- 
assessment of Rs. 42.310. 

1.114. The Committee asked how the I.T.O. treated a clear item 
of business profit (Rs. 96,020) as a capital gain. The Chairman of 
the Central Board of Direct Taxes stated that this profit had been 
wrongly considered as a capital gain. It had been shown as such 
by the assessee himself and the I.T.O. failed to check this. The 
I.T.O. had expressed regret for the mistakc. Asked whether the 
Inspecting Assistant Commissioner checked the case before or after 
the assessment, the witness rcplied in the affirmative and added that 
they could not get his explanation as he had retired. To a questicn 
whether the internal audit had checked the assessment, the witness 
replied in the negative. In reply to a question, the witness stated 
that the additional demand was for Fk. 46,073 but this was rcduced 
to Rs. 39,907 in appeal and it had been fully recovered. 

1.115. Tbe Committee regret to note that in the present case 
neither the I.T.O. who made the assessment, nor the Inspecting 
Asstt. Cammissioner who checked it, was able to detect that a clear 
item of business profit was shown as a capital gain. This indkat- 
that scrutiny t t d e  by the two ofReers was perfunctory. The Cam- 



mittee desire that the offfcsls should be more careful while 
scrutinizing the accounts of companies, even though these mlght 
have been certified by qualified accountants. 

Failure to compute properly the total i n m  by applying the pro- 
visions of section 16(3) of the Income-tax Act, 1922 correspond- 
ing to section 64 of the Income-tax Act, 19611pa~a 70, 
pages 6263. 

Sub-para (a) 

1.116. According to certain tax avoidance provisions of the In- 
come-tax Act, if a minor child is admitted to the benefits of partner- 
ship in a firm in which the father or mother is also a partner, the 
income of the minor child had to be included in the total income of 
the parent. On disruption of a Hindu Undivided family in July, 
1946. the erstwhile Karta started two h s  taking two of his minor 
sons as partners in one firm and the third minor son as a partner in 
the other. Contrary to the provisions of the Act, the share incomes 
of the partners were assessed separately instead of bei1.g assessed 
in the hands of the father. As a result of this, a tax revenue of 
Rs. 66,145 was lost to Government for the years 1947-48 to 1951-52 
as the time for initiating action had become barred. 

1.117. According to Audit, the same defect as mentioned in the 
Audit para was found in the subsquent assessments i.e. upto 1955- 
56. Rectification action taken bv the Department for the subsequent 
years (z~iz.. 1952-53 to 1955-56) "was held as barred by time by the 
High Court. The Department was stated to have appealed against 
this judgment. The Committee desired to know the result of this 
appeal. In evidence, the Chairman of the Central Board of Direct 
Taxes stated that appeals were pending. Thcre were nine officers 
involved in this case out of which two had retired and one expired. 
Asked about the explanation of the officers, for the mistake. the wit- 
ness stated that all of them had stated that it originated some time 
before their time. In case of those officers who were still in Depart- 
ment, warning memos. had been placed in their confidential rolls, for 
it was found that their neglect was more. Asked if this case was 
looked into by the internal audit party the witness stated that this 
was looked into by the internal audit partv for five years. The De- 
partment could not obtain the explanation of the official as he had 
retired. In reply to another question, the witness stated that the 
provision for inclusion of income of the minor child in the total 
income of the parent came inta force from 1939 and the mistake in 
this casc came to be committed from 1947-48. On being pointed out 
that the mistake once committed had been persistently continued for 



several years, the witness stated that they had been repeatedly tel- 
ling the oflcers not to follow the basis of the earlier assessments, 
but still this did happen. He urged that this did not mean that the 
offlcers did not know the law. 

1.118. + Committee regret to note that the same mistake, i.e., 
failure to apply the provisions of the income-tax Act to assess the 
income of minors in the hands of parents, was persistently committed 
by nine Income-tax officers, over a period of eight years from 
1947-48 to 1955-56. Once the mistake occurred, the succeeding 
o&rs repeated it without independently going into the basis of 
assessment. It is most unfortunate that inspite of this Board telling 
their officers repeatedly not to follow the basis of the earlier assess- 
ment a mistake like the present one has happened. This shows the 
routine or casual treatment which is given to the Boards instruction/ 
advice. The Committee suggest that based on the defects noticed in 
this case suitable instructions may be issued to all I.T. officers to be 
more careful in such cases. The Committee would also like to know 
the result of the appeal made by the Department. 

Sub-para (b) 

1.119. An assessee created four trusts in 1950 and two in 1957 for 
the benefit of his family including his wives and minor children. 
From the assessment year 1955-56 onwards the income derived 
from these trusts by the beneficiaries was assessed ~eparately in the 
hands of those beneficiaries except in the case of one wife whose in- 
come was assessed in hands of the assessee till her death in February, 
1955. Audit pointed out that under the law, separate assessments 
of the wife and minor children were irregular, but in reply the 
Department contended that excepting one, the other three ladies 
were not legitimate wives of the assessee and therefore, their minor 
children were not legal children of the assessee. But a scrutiny of 
the trust deeds and the relationship mentioned in these documents 
revealed that the other ladies were also shown as wives of the 
assessee. Hence, Audit suggested that the income derived from the 
trusts by these wives and their minor children should be taxed in 
the hands of the assessee in accordance with the provisions of the 
Income-tax Act. The Ministry have replied that the necessary recti- 
fication action has been initiated for the years 195556 to 1958-59 to 
reassess the escaped income. The tax effect involved for these years 
is Rs. 9,96,28. It is, however, reported that the assessee has fUed 
a writ petition challenging the Jurisdiction of the Incame-tax Officer 
to  reopen the assessments. 

\ 



1.120. As rep& the earlier years, namely 195142 to 195445, it 
has been reported that action to revise the reassessments has be- 
come time-ba~red involving a loss of Rs. 38,496. 

1.121. The Committee asked how the income of the bmeficiaries 
under several trusts was treated for the purpose of assessments for 
sveral years from the date of creation of the trusts. The witnesr 
stated that in 1953-54, thi; matter was first examined by the Com- 
missioner, as to whether all of the ladies concerned were legal wives 
of the assessee or 'ladies in position' as they were called then. The 
officer came to the conclusion on the basis of the materials available 
at that time that there was only one legally wedded wife and the 
others were 'ladies in position'. This matter was reconsidered in 
1969-60 on the basis of some fresh materials available. It  was at that 
stage thet the Law Ministry stated that the cfrcumstances showed 
that there was presumption of marriage and they were not 'ladies 
in position' but were wives. The Ikpmtrnent then started clubbing 
up the incomes. Asked how the Commissioner's ruling of 1953-54 
could be applied to the two trusts created in 1957, the witness replied 
that the ladies concerned were the same. When it was pointed out 
that according to the trust deeds. some ladies had been shown as 
wives, some a3 'ladies in position' and some as mistresses. the wit- 
ness replied that it was in consideretion of this inference that the 
Law Ministry came to the conclusion that they were wives. The 
witness added that earlier thcre was a mistake of fact in coming to 
a finding whether they were 'ladies in position' or wives. There was 
an crror of judgment on the part of the Commissioner. Asked i f .  
in view of a large amount of revenue involved and complicated 
nature of trust cases, it was not proper for the Comm~ssioner to refer 
the matter to the Board. The witness agreed that this should have 
been done. He added that the officer concerned was probably pro- 
ceeding on the basis of the facts, where there was no need to refer 
it to the Bcard; he could refer a matter involving a point of law to 
the Board. The witness urged that in the good old days, very f .w 
references were made to the Board and the Law Ministry were not 
consulted. 

1.122. The Committee are surprised that in 1953-54 the Commis- 
sioner at his own level gave a ruling that the ladies in question were 
not wives of the assessee but 'ladies in position'. As the ease wau 
complicated and unique, without any parallel, and also involved u 
large amount of revenue, the &er should have referred it to the 
Board and the Law Ministry. This omission on the part of the 
o lcer  has resulted in jeopardising considerable revenue (Rq. 38.496) 



1.125, The ComnaftW w d  1b tu kmm th outcome of writ 
-petition Elled by assessee in the High Court ehalienging the juridic- 
tiam af the i.T.0. to r e q m  the as8esamblltn for 1S5-56 to 1958-59 
involving tax offeet d X b .  @,96,9S. 

.Irregula~ exemptions,--para 71 (b) , pages 63-64: 

1.124. The Incom+tax Act specifies that rebate on account of in- 
mrance  premia should be allowed in respect of insurance p o l i c b  
taken on the lives of the assessee or of their spouses only and that 
the total of the life Insurance premia, General Provident Fund con- 
tributions, etc., for which the rebate is allowable should be restrict- 
e d  to 114th of the total income or Rs. 10,000 whichever is less. 

1 .I%. I t  was nqticed that in 130 cases testchecked in sixteen com- 
missioners' charges this rebate was incorrectly allowed on:- 

(i) insurance policies taken on the lives of the sons and 
daughters of the assessee; 

( i i )  premia financed from General Provident Fund: 

(iii) prcmia in excess of the restricted amount of 25 per cent 
of the total income; and 

( i v )  amount in excess of the sum claimed. 

Under-assessment of tax involved in these 130 cases a m u n t e d  to 
Rs. 44,995. 

1.126. According to Audit. besides 130 cases mentioned in the 
Audit para. there were 25 other cases involving a tax effect of 
Rs. 19.705 wherein similar mistakes were found in Audit bringing 
thc total number of cases to 155 with a tax effect of Rs. 64,700. 

1.127. The Ccmrn;ttee desired to know the latest position of the 
disposal of these crlscs. The Chairman of the Central Soard of 
Direct Taxes stated that out of 149 cases, 137 objections had been 
accepted, 9 had not been accepted, 2 were partly acceptable and one 
was pending. The Department had already carried out rectification 
in 130 cases; in which the demand raised so far was Rs. 41.158 and 
the amount collected was Rs. 32.850. 



1.128. Asked how the mistake regarding rebates to be allowe& 
for insurance were committed by.the I.T.Os., the witness stated t h a t  
there was no complication in the procedure but some times these 
mistakes escaped the notice of some officers. The Committee point- 
ed out that these insurance rebate cases indicated occurance of a 
general type cf mistake as in the case of depreciation allowance,. 
even though they were not 30 complicated as the depreciation cases. 
Th2 witness stated that these 149 cases were uniformaliy spread all 
over the country. except in U.P. and Bombay when these numbered 
50 and 33 respectively. The C. t A.G. stated that these cases re- 
sulted frcm the examination by Audit of the charges of only 16. 
commissioners and that tco out of a very small number of cases. He 
suggested if this type of general mistake occurred, some steps would 
be necessary to simplify the law or the procedure. The Chairman 
of the Central Board of Dkect Taxes stated that the law had been 
simplified in the last budget and now straight deductions were- 
allowed instead of rebate. The witness expressed the hcpe that 
as a result of thfs, the mistakes would be substantiallv less in future. 
if not compIete1y eradicated. 

1.129. Asked if any mistakes were detected by the Internal Audit 
Department, the witness replied that they did not check individual 
cases, because their number was large and the small amounts were 
involved in each case. 

1.130. The Committee feel concerned to note that even though 
these cases of allowance of insurance rebate were not so complicated, 
there appeared to be a general tgpe of mistake committed by the 
I.T.Os, as judged from occurence of 155 defective cases out of a. 
small number of cases checked in test audit in the charges of 16 
commissioners. The Committee hope that with the simplification of 
the law by providing for straight deductions instead of rebates, tho 
mistakes would be substantially reduced, if not completely eliminat- 
ed. The Committee suggest that the matter should be kept under 
review with a view to introducing further simplification in pro- 
cedure, if necessary. For this purpose it would be desirable that 
some percentage of cases is checked by the Internd Audit also. 

1.131. The Committee asked how in certain cases, rebate was 
allowed on the amount in excess of the sum claimed, the witness 
agreed that it was an extraordinary thing and promised to look into 
these cases. The Committee desired to be furnished with a note 
showing in how many cases, the amount in excess of the sum claim- 
ed was incorrectly allowed, the amount of tax under-assessed an& 
how the mistakes took place. In their note*. (Appendix IV) t h e  

----- 
*Not vetted by Audit. 



M'nistry have stated that there are about 40 cases which fall under 
this category. Full particulars in respect of these cases have been 
called for from the Commissioners and their replies are still awaited, 

1.132. The Committee find it surprising that in these 40 cases, 
rebate was allowed on the amount in excess of the sum claimed by 
tho assessees. They hope that these cases will be scrutinized care- 
fully and action taken against the delinquent officers. 

Sub-para (c) 
1.133. In paragraph 39 of the 28th Report of the P.A.C. (3rd Lok 

Sabha), two cases were pointed out where under-assessment result- 
ed by working out the figure of average cjpital employed in new 
industrial undertakings on an incorrect basis. Similar cases came 
to the notice of Audit during the period under review also. 

1.134. In the case of two companies dealing in dyes and chemi- 
cals claiming relief as new industrial undertakings, average profits 
were added to the average capital employed even thcugh under the 
method of computation made by the Income-tax Officer the average 
capital itself had already been taken with reference to all the assets 
and liabilities of the undertakings as they appeared in the balance 
sheets. This resulted in short levy of tax of Rs. 4.09 lakhs for the 
year 1957-58 to 1961-62. As a result of deeming the dividends to have 
been paid to the shareholders of the campanies from out of the 
exempt profits, which included the inadmissible amount referred to 
above, excess tax relief to the extent of nearly Rs. 3-92 lakhs was 
allowed to the shareholders. The M i n i s t ~  have accepted the mis- 
takes and have stated that rectification for the assessment years 
1957-58 and 1958-59 has become time-barred resulting in a loss of re- 
venue of Rs. 33,411. As regards the other years. necessary rectifica- 
tion action was stated to have been initiated. 

1.135. The Committee asked how the I.T.O., ignored the compre- 
hensive instructions issued by the Ministry in 1961 while completing 
the assessment. The Chairman of the Central Board of Direct Taxes 
stated that the assessments for the year 1957-58 to 1960-61 had already 
been completed before the Board's circular was received by him. 
However, the assessment for the year 1961-62 was made in January, 
1962, but the point escaped the 1.T.0.'~ notice. The witness added 
that the assessments of the two companies had been rectified for all' 
the years except 1957-58 and 1958-59 in one case, because they had 
become tim-barred. The amounts realised in the two cases were 
Rs. 3,33379 and fi. 47,000. The amount involved in the t i m e - b a d  
assessments was Rs. 33,411. The Committee pointed out that the 
B o a ~ d ' ~  circular of 1961 was only of a clarificatory nature and did 
not refer to any new law. They asked why the I.T.O. did not follow 



ithe law in the earlier yeare and, if he had any doubts, why he bid 
no t  q9er the matter to the hiaher authorities befbre completing the 
assessment of a big company like this one. The witness stated that 
the point involved was difacult and agreed that the I.T.O. should 
have referred the matter to the higher authorities. The witness 
w e d  that sometimes the offfcers did not appreciate that a point was 
diPlcult. a 

1.136. Asked about the position of rectification of the assessments 
.of the shareholders of the companies, the witness stated that neces- 
sary adtion was under way but the exact position was not known. 
In reply to another question, the witness stated that the internal 

Audit Party had not checked these cases. Some of these assessments 
were looked into by the Inspecting Assistant Commissioner, but he 
d i d  not report anything. 

1.137. The Committee regret to note that this is ano th r  case where 
a o u g b  a diffcult point was involved, the I.T.O. did not consider 
it necessary to r e h r  the matter to the higher authorities before com- 
pleting the assessment of a big company like the one in the present 
&case for the years 1957-58 to 1960-61. What is more regrettable k 
that even after the Beard issued a circular in 1961 containing com- 
prehensive instructions regarding computing of capiC.1 employed irr 
an undertaking, the I.T.O. made the same mistak - ' January. 1962 
while making the assessment for the gear 19611L. The mislakc 
made in 1961-62 merits serious notice. Thc Committee also view 
with concern the ornissisn on the part of the Inspecting Asstt. Corn- 
missioner who lboked into some of these assessments, but did not 
.report anything. But for the point taken up by Audit, a tax revenue 
of Rs. 3-80 lakhs would have remained unrealised in these two cases 
of campanies and Rs. 3-92 lakhs in the casea of shareholders. Thc 
tbmmittee suggest that the Board d Direct Taxel should take a 
serious view of such omission and cases involving an under-assess- 
ment of tax of Rs. 10,000 or above should be inve&igated in detail 
with a view to remove any defects in procedure as also to see that 
no malafide was involved. They should also fix responsibility for 
such lapses. 

1.138. The Committee asked whether. in view of the fact that 
these mistakes appeared to be common in all circles (two cases re- 
lating to Maharashtra had been reported in the Audit Report, 1964 
and two cases relating to Gujarat had been reported in the Audit 
Report, 1965). the Board had considered the question of issuing spe- 
cial instructions to conduct a general review of such cases and carry 
.out rectifications where necessrrv to prevent loss of revenue to 



Government. The wrtness promised to coxwider this question very 
soon. The Committee would like to know the result of this examl- 
nation. 

1.139. In para 30 of their 28th Report (Third Lok Sabha) the Com- 
mittee had expressed the hope that as a result of introducing refresh- 
er course and creating of 36 more company circles, the assessing 
officers would be fully conversant with the provisions of the Income 
Tax Act and other intricacies of assessment in regard to compania, 
So that mistakes are not committed. The Committee desire that the 
performance of the Income Tax omcers in company circles sboald 
be assessed from time to time in order to apply any furthsr cor- 
rectives. 
Sub-para (d) 

1.140. Under the Income-tax Act, 1922 if any business which had 
paid tax under the Income-tax Act, 1918, is discontinued during 
the course of any year, the assessee is given an option to substitute 
the income of the broken period of the year of discontinuance for 
the income of the year preceding it and get a refund of the differ- 
ence of tax arising from this substitution. This provision 3pplieci to 
supertax only where the businesss was assessed to super tax for the 
first time for the years 1920-21 or 1921-22. 

1.141. While making the assessment for 1951-52 of three partners 
of a registered firm which discontinued its business in March 1952. 
the concession of substitution of the income in the year of disconti- 
nuance was gwen to the assessee and refund was allowed both fnr 
~ncomc-tax and super tax. As the firm was not assessed tn super 
tax fur the first time during the years 1920-21 or 1921-22 the refund 
of super tax was irregular. The amount of such irregular refund 
came to Rs. 3.12 lakhs The mistakes have since been rectified and 
the irregular refund of Rs. 3- 12 lakhs recovered from the assessees. 

1.142. The Committee asked how the I.T.O. concerned omitted 
the basic fact that the assessee was not entitled to relief in respect 
of super-tax whcn he issued the refund. The Chairman of the Cen- 
tral Board of Direct Taxes stated that the mistake was not in the 
I.T.O. failing to appreciate the matter. The point had been men- 
tioned bv him in the bodv of the order itself. But in the end, the 
refund was wrongly calculated, The witness agreed that the I.T.O. 
should have checked the calculation of the refund which amounted 
to more than Rs. 1 lakh in this case. Asked if the refund was check- 
ed by the Inspecting Assistant Commissioner, the witness replied 
that the (IAC) could do so only at the t'me of inspection and pro- 
bably that inspection was not taken up. The witness added that 
instructions had been issued in July. 1964 that in all cases where 
tax refund as a result of revision of assessment consequent on an 



app4late ortlcr exceeded Rs. 1 lakh, the I.T.O. should obtain prior 
apprcval of the Inspecting Assistant Commissioner. 

1.143. In, rcply to a question, the witness stated that the Deptt, 
had recovered more than the super-tax rc.l:ef because they had been 
contesting that the assessee was not entitled to the relief under Sec- 
tion 25(3). The Department took the case to the High Court and 
the entire amount of Rs. 4.61,712, including the super-tax relief was 
recovered. - 

1.144. The Committee regret to note that although in each of these 
three cases, the excess refund involved was more than Rs. 1 lakh, 
the wlulation was not checked by the I.T.O. concerned as required 
under departmental instructions and the mistake remained unnoticed 
for about 30 months, till it was pointed out by Audit. The Com- 
mittee hope that the I.T.Os. will strictly observe the instructions 
issued by the Board in July, 1964 that in all cases where refund 
granted as a result of revision of assessment consequent on an 
appellate order exceeded Rs. 1 lakh, the I.T.O. should obtain prior 
approval of the Inspection Asstt. Commissioner and such eases of 
large excess refunds will be strictly avoided. The Committee 
suggest that the Inspecting Asstt. Commissioner should specifically 
cbeck during tbese inspections as to how far the departmental 
inshmctions *re carried out by the Income Tax Officers so far as 
*ssment of taxes was concerned. Failure to carry out depart- 
mental instructions should be viewed seriously. 

The Committee also desire that adequate action should be taken 
against the LT.0. for his negligence and failure which jeoperdised 
the Government revenue to this large extent. 

Mistakes committed while giving eflect to appellate ordets, para 72 
page 65: 

Sub-para ( a )  

1.145. While completing the assessment of an electric company 
the Income-tax Omcer disallowed development rebate claimed on 
'Main and Service connections' to the extent of Rs. 34-98 lakhs. This 
amount of Rs. 34-98 lakhs, however, included a sum of Rs. 8: 08 lakhs 
added twice over on account of service connections. The assessee 
pointed this out to the Income-tax Officer who thereupon passed a 
rectification order restricting the development rebate disallowance 
to Rs. 26.*90 lakhs. The asses-, however. went on appeal and the 
Appellate Asstt. Commissioner held that the Income-tax m c e r  was 
not justified in disallowing the development rebate and that the 



development rebate should -be allowed on both mains and wrvice 
connections. While implementing this appellate order, the Income- 
tax OfBcer allowed development rebate on the amount of Rs. 34.98 
lakhs instead of the correct amount of Rs. 26.90 lakhs, giving the 
assessee an excess refund of Rs. 5.08 lakhs on an.excess allowance 
of Rs. 8.08 lakhs. The Ministry have stated that the mistake has 
since been lectified and the sum of Rs. 5-08 lakhs recovered. 

1.146. In the case of the same assessee another short levy of 
Rs. 10-49 lakhs was pointed in para 27 of the Sixth Report of the 
P.A.C. (Third Lok Sabha). The Committee asked whether it was 
the same I.T.O. who had committed mistake in the present case also. 
The witness stated that officers were different. 

1.147. The Committee desired to know how the mlstake occurred 
in the present case. The Chairman of the Central Board cf Direct 
Taxes stated that on a representation from the assessee. the I.T.O. 
rectified the error under Section 154 reducing the disallowance to 
Rs. 26.90 lakhs, because there was an arithmetical error in adding 
a sum of Rs. 8.08 lakhs twice over in the original disallowance. 
Later when the assessee appealed against the original orders of the 
I T.O. regarding disallowance of development rebate, the Appellate 
Assistant Commissioner granted the claim for development rebate, 
but in his order by mistake he mentioned the amount allowed 
Rs. 3498 lakhs instead of F~s. 26.90 lakhs. The I.T.O. while giving 
t#ffc~:.t to  nrdcr of the Appellate Assistant Commissioner went by 
the  figarc o f  R; 34.98 lakhs w'thout looking into the fact that this 
fi~urc. had :dready been reduced by him to Rs. 26-90 lakhs. The 
Comptrtrll'r and Aud.tor General stated the I.T.O. 5hould have got 
the mistake rrct!fied by the Appellate Asstt. Commissioner when 
the order of the Appellate Cummissloner was rccelvcd by him. The 
Chairman of the C~ntra l  Board of Direct Taxes stated that the I.T.O. 
had since left the Deptt. and this case was not looked into either by 
the Internal Audit party or the Inspecting Staff. The tax had been 
fully recovered. 

1.138. The Commit tee consider it unfortunate that Appellate 
Asstt. Commissioner mentioned the figure of development rebate as 
R3. 34-88 lakhs instead of Its. 26.90 lakhs. What i s  more repettable 
ic that the I.T.O. who had hinlsclf earlier corrected the arithmetical 
error of a sum of &. 8-08 lakhs having been added twice over did 
not choek up the amount of allowance while &dng eBect to the 
order of the Appellate Asstt. Commissioner, and this resulted in an 
excess refund of Rs. 5.08 lakhs. The Committee are surprised to 
know that although this c a ~ e  related to a big company involving a 



Sub-p&ra ( b )  

l.l4& In the case of a company it was held by the Income-tax 
Appellate Tribunal that deduction on account of royalty was admis- 
sible only to the extent of the minimum amount payable by the 
company and that any amount paid in e x c a  of this minimum was 
to be added back. The Income-tax Officer, however, did not give 
effect to these orders correctly with the result that the expenditure 
of Rs. 34,884 for the year 1948-49 and 1949-50 which should have 
been disallowed was not assessed to tax. On this lbeing pointed out, 
the Ministry have stated that the m;stake has since been rectified 
and a further demand of Rs. 49,412 has been recowred. 

1.150. The Committee asked how the mistake occurred and what 
action was taken against the assessing cmcer. The Chairman of the 
Central Board of Direct Taxes stated the I.T.O. concerned had ex- 
pLained that the mistake occurred partly on account of heavy pres- 
sure of work. At that time he was holding five comparatively im- 
portant charges. because four officers had gone on leave. Asked 
if a limit had not been fixed on the number of charges to be held 
by an I.T.O. at a time. the witness stated that i t  was very rare that 
such a situation developed where an I.T.O. held more than two 
charges; that could happen temporarily for a week or so and nnt 
for a long period. Normally the I.T.Os were not allowed leave 
simultaneously at a particular place. The witness added that t h e  
tax had been fully realiscd. 

1.151. The Committee regret to observe that in this case the orders 
of the Appellate Tribunal were not properly given effect to resulting 
in an under-assessment of tax to the extent of Rs. 19,412. The Com- 
mittee consider it very unsatisfactory that the I.T.O. who committed 
tbe laistake was so much over-burdened with work at the particular 
time that he had to hold five important charges. The Committee 
hope that suitable administrative arrangements will be made to avoid 
such indances m future. 

Failure to Levy the additional super-tax in the case of companibes, 
para 73, pages 66-67. 

Sub-para (a)  
1.152. Under section 23A of the Income-tax Act, 1922, companies 

in which the public are not substantially interested have to distri- 
bute to their shareholders a statutory percentage of the distributable 



income of any prwiow year within 12 months of the clwe of that 
year. Where the dividend distributed falls short of such statutory 
percentage, the Income-tax OflBcer has to levy a n  additional super- 
tax at  the prescribed rate on the undistributed balance of the dis- 
tributable ~u rp lus  of that year. In one case, while passing orders 
to levy the.additiona1 super tax for three assessment years 1957-58 
to 19543-60, the penal super tax was levied on the difference between 
the statutory percentage of the distributable income and the divi- 
dend declared instead of on th? difference between the distributable 
income and the dividend declared. This had resulted in a short levy 
of tax to the extent of Rs. 3,14,756. The Ministry had stated thatr 
steps were being taken to rectify the mistake. 

1.153. The Committee asked about the explanation given by the 
I.T.O. for the short-levy of tax in this case. The Chairman of t h e  
Central Board of Direct Taxes stated that the I.T.O. had said that 
there was a born fide error committed in spite of the best care hav- 
ing been taken, for which he had deeply regretted. Asked if in view 
of the large amount involved. the assessment was looked into by the 
Assistant Commissioner, he replied that he did not take the calcu- 
lations into amount. When it was pointed out that the case irwolv- 
ed a question of applicati~n of law. the witne.-,s agrced that it was a 
mistake of principle. The Committee pointed out that if the I.T.O. 
had any doubts, the Assistant Comm:ssioner should have seen whe- 
ther the basis was correct or not. The witness stated that instruc- 
tions had been issued to the Commissioners in September, 1965 on 
this point that such mistakes should be avoided. 

1.154. The Committee feel concerned over the mistakes made by 
the I.T.O. m the levy of additional super tax involving short-lev of 
tax to the extent of Rs. 3J4.756. It is regrettable that the Assistant 
Commissioner who checked up this case, could not detect the mistake, 
although it involved a question of application of law. The Com- 
mittee hope that the Central Board of Direct Taxes would take 
suitable steps to ensure that such miqtakes are avoided in future. 

1.155. Where the dividends distributed by a company ether than 
an invcstment companv fall short of the statutory percentage cf not 
more than 5 per cent.. the Income-tax Officer is required under sec- 
tion 23A (2) of the Income-tax Act, 1922 to give notice to the com- 
pany to make a further distribution of dividend to cover the short- 
fall. In such a case, no order under secion 23A levying additional 
supeF tax is to be passed. Whcre the short-fall is more than 5 pe r  



cent., an order under section 23A levying additional super tax on 
the entire difference between the distributable income and the 
dividend declared is statutorily necessary. 

1.156. The dividends distributed by a private limited company 
were less than the statutory percentage by more than 5 per cent in 
.the assessment year 1956-57 and 1957-58. In spite of the difference 
exceeding the prescribed percentage the Income-tax Officer issued 
notice to the company to declare further dividends equal to the 
short fall and the company also complied with the notice. The in- 
correct issue of the notice contrary to the provisions of the law re- 
sulted in the foregoing of revenue by way of additional super tax to 
the extent of Rs. 47,900 for the assessment years 195657 and 1957-58. 
The Ministry have accepted the objection but have stated that since 
the assessee had acted upon the opportunity given to it and declared 
further dividends to make up the short fall, it did not appear possible 
So invoke section 23A in this case. 

1.157. The Committee asked if the wrong notice was not issued 
t o  the Company to make good the short-fall after obtaining the a p  
proval of the Inspecting Assistant Commissioner. The witness stat- 
ed that this did not require the approval of the Inspecting Assistant 
Commissioner. The witness further addcd that the I.T.O. did not 
know that there was a limit of 5 per cent and he thought that w h e r t ~  
ever there was no declaration, he could issue a notice. Since the 
company had declared further dividends in pursuance of the  notice. 
it was not considered appropriate to pursue the case further and 
withdraw the notice. Asked if the explanation of the I.T.O. had 
been obtained. the witness stated that the officer had admittrd the  
mistake committed through a m:staken impression and over-sight 
and had expressed his regret. The Department were not satisfied 
with the explanation for ignorance of law and a warning had been 
placed Tn his confidential roll. 

1.158 The Committee regret to observe that the incorrect notice 
i sued 1,  . the Income-tax Officer to the campany to declare further 
dividends resuited in clear toss of revenue to the extent of Hs. 47,900. 

1.159. In their earlier Rcpmts (Para 53 of 21st Report and para 
41 of 2815 Report-Third Lok Sabha), the Committee have adversely 
commented upon nan-levy of additional super-tax under Section 
23-A of the Income-tax Act, 1922 and desired that the procedure 
should be tightened, and the Board should keep close watch on the 
pasition. The Committee are concerned to Aad that the Audit 
&pmt, 1989 had also disclosed under-aswssment of super-t.x of 



46 

a. 215.57 lakh~ involved in 80 eases The Committee would like b, 
b o w  about the action taken by the Board of Direct Taxes to tighten 
&e procedure with a oiew b ettmfnrte such erscr. 
~ncome escaping assessment, para 74, pages 67-88: 

1.160. A'joint stock company had a paid-up capital of Rs. 38.79 
lakhs, Rs. 38.74 lakhs of this share capital stood registered in th. 
name of one person and the balance of Rs. 5,000 was held by another 
Of the sum of Rs. 38-79 lakhs, Rs. 38.05 lakhs represented prefe, 
ence shares entitled to a Axed rate of dividend of 10 per cent. NJI 
dividend was however, paid on these shares ever since 1948. Though 
the shares stood registered in the name of the two persons, t h q  
were actually transferred under blank transfer from time to tirrrr 
to certain other companies belonging to the same group. 

1.161. On 31st May, 1S5, a block of these shares held by one d 
these companies was transferred by it to a second company withtn 
the group which, in turn, sold all these shares to a third company 
belonging to the same group. On 31st October, 1955. dividend far 
7 years was declared and the third company which held the sharm 
at that time became entitled to the entire dividend of Rs. 26-64 l a m  
The dividend income of Rs. 26.64 lakhs became assessable in the handr 
of the third company for the assessment year 1956-57 but that 
company did not submit its return of income for this year on tbr 

- 
plea that its books had been seized by the Special Police. An e s  
parte assessment was. therefore, made on 17th March, 1958, estirna% 
ing the income of the company at Rs. 86,488. The dividend inconm 
of Rs. 26.64 lakhs thus escaped assessment in the hands of that 
company. 

e* 1.162. The Company made an application for reopening th- 
parte ggsegsment but this application was rejected. The c o m m  
went also in appeal against this assessment and claimed certain - 
penditure against the estimated income of Rs. 86,488. The AppeUa.tle 
Assistant Commissioner allowed these expenses estimating them a3 
10 per cent and reduced the assessment to Rs. 77,837. Thus, thm 
was an escapement of income to the extent of Rn 26.64 lakh~ i n v o l ~  
fng approximately a tax of Rs. 11.56 lakhs. 

1.163. The Member (Income-tax) stated that in this case thp 
mistake arose from the fact that the company which filed the b 
turn did not disclose the dividend declared and they did not know 
about the declaration of the dividend from the company which d e c b  
ed the avidend. The matter was now under considem~on in tb. 



1164. M e d  about the reasom for delay in taking action in the 
~ a s e  which related to the year 1958, the Member (Income-tax) 
rbi6ed that the Board came to lnww about it d p  after the receipt 
at audit objoctma The Comptroller & Auditor General stated that 
h d i t  ciame to b o w  about this because they tried to tract the divi- 
Qads ftom khe second company holding those shares. The Chafrc 
ram af the Central Board of Direct Taxes stated that the matter 
canle to the notice of tht Director of Investigation as early as 1962 
aad was baing pursued by him. The Committee asked whether 
apart from the investigation by the Director of Investigation who 
louked into individual cases, a system existed in the Depavtment to 
pursue such inter-group transfers. The Member (Income-tax) 
stated that in respect of dividends exceeding Rs. 5,000, cumpanies 
were required to file a statutory return, but in the present case 
this was not done. The I.T.O. who made assessment of the com- 
pany declaring the dividend fo?. the particular year should have 
verified whether this information had been passed on to the officer 
cahcerned. To that extent there had been a failure. The Com- 
mittee pointed out that there was further failure inasmuch as the 
I.T.O. assessing the third company made an ex-parte assessment 
hrjDite of the non-submission of return by it on the plea that its 
beoks had been seized by the Special Police. The Chairman of the 
Cim"tra1 Board of Direct Taxes stated that the I.T.O. tried to get the 
books but Ulese were not made available to him. The witness 
agreed that there was no need of hurry in completing the assess- 
ment without looking into the books as the case was not getting 
&barred, and the officer could have waited. 

.tl63. The b k n h ~  (home-tax) stated that in mder to pre- 
naehrrcnca cif iRlCh cases, the system had been (Ehahged. PrwioPEay 
the dividends return used to be sent to the Collation Branch in . 



~ I h ~ ~ ~ t t , ~ O m b c a t e t h e ~ o a ~ t ) l b l ) h t b k u  
1.T.0~. arncerned. Now this collation was being done in the Cam- 
r n i a b m d s  chargre itaeU, so that them would be coordination bet- 
ween the I.T.O., in the c-okmkioner's cAarge rasse'ssitle thic cam- 
paay and the I.T.O. communicating the info~m8tian regarding the 
dividend8 bh red .  In reply to a question the *trress dated that 
in the past also them wa9 a system of concentration of the com- 
panies belonging to the same group under charge of the s&ne I.T.O., 
but in the pr-t case it was not considered necessae to include 
the wmpany which declared the dividends under the &be charge. 

1.166. In reply to another question, the witness stated that third 
company in this case did not have any assets to pay the tax. At  
the time of the declaration of the dividend, the shares had been 
registered in the name of some other persons. The Deptt. were 
taking action against both the company and the registered share- 
holders, and the proceedings had not yet been completed, 

1.167. The Member (Income-tax) stated that the I.T.O. assessing 
the second holder, who knew about the declaration of dividend had 
written to the I.T.O. in January, 1961, assessing the company to 
verify the transfer of shares from that company holder and that he 
treated the transfer of shares as sham and collusi~e transaction 
The assessee filed an appeal against the 1.T.0.'~ order and succeed- 
ed before the Appellate Asstt. Commissioner who held that such 
transactions constituted genuine share dealing. The Dept?.'~ appeal 
before the Tribunal failed and ultimately even the High Court 
upheld the transfer of shares as a genuine transaction. The Com- 
mittee desire to be furnished with a detailed note on this case. 

1.168. In their note the Ministry have stated that on 15th Octo- 
ber, 1955, i.e,, 15 days before the declaration of dividends, the shares 
had been transferred to another company (company No. 4) belong- 
ing to that group, although in the books of the company declaring 
the dividend, the dividend in question stood credited to the account 
of the company No. 3. The payment for these shares were made 
by the individuals to whom the shares were ultimately allotted. 
So on the crudal date when the dividend was declared ie., Slst 
Octobet, 1955, the shares in question were held beneficially by the 
group holding company No. 4, although the originally regiJtered 
shareholders an the records of the company continued to be the - b be&m 



l.l$9. The 'action taken by the Government in thb case b u 
fallows:- 

(1) The Company Law Administration have claimed before 
the Companies Tribunal that the declaration of the divi- 
dends itself was illegal and not in conformity with com- 
pany law and that the company had unlawfully depleted 
its funds to this extent. It seems that at the time of 
declaration of dividends the company had no profits but 
on a mandate from the previous chairman. who was slso 
the registered shareholder of these shares, the company 
made the payment (towards dividends) out of sum of 
Rs. 30 lakhs borrowed from another company, but with- 
out complying with the prescribed procedure for a p  
prowl and declaration of dividends according to com- 
pany hw. 

(2) As a precautionary measure action under section 147(a) 
has been taken to reopen the assessment of company 
No. 3 for 195637. 

(3) Action is being e n  to tax the dividends in the hands 
of the members of company No. 4 because at the time 
of declaration of dividend they were the beneficial owners 
of these shares. 

(4) Instructions have been issued to assess the ditidend in 
the hands of the two persons in whose names shares were 
originally r e g i s t e e  since they were the registered 
shareholders on the date of declaration of dividend. 

I- 

t l 7 0  The Committee feel that this was a deliberately dewbed 
end planned scheme to evade tax and defraud thc Government. 
They also feel that special cam is neeessu~r in asssardng the cam- 
panies of this group and there should be proper coordination bet- 
w a n  the LT.Os. dealing with them. 

Ll71. Tbe Committee rcgmt to note that in this cam tbare was 
failure on th! part d the LT.0. wbo assmm the campany declaring 
the divided to verify that the campany had filed a statutory return 
b this edtect as required under the I tw. The ofacer llro failed to 
inform the I.T.O. asasskg the dbcr annpurftm to whom dunar( 
were t m d e m d  aborrt the declaration of dividend. The mult wms 
that tbe I.T.O. .sswdPg eompay No. S, in who# nun4 the dividend 
r b o o c E a a d i Q d a ~ t h e a a e l J d a t e r m d ~ b o d t r ~ w i t h t h ,  
Bpsd.lPdieem8bmundwma POtawUe dtlaen.ibSdmLlwd 



the dividend while making the pssemment an the basis of the pm= 
vfous y e s  incame. It is also regrettable that the I.T.O. assam 
ing the third company made unnecessary hurry in completing the 
assessment without looking into the boob of the company which 
were with the SPE It is surprising that the SPE kept the hook 
for seven g p  fiom September, 1955 to September, 1962. It  is 
also surprising that the I.T.O. made no efforts either to obtain copies 
of relevant entries or even to inspect the books while they are in 
the SPE's custody. 

1.172. The Committee note the remedial action taken by the 
Deptt. to establish better co-ordination among 1.T.0~. in c o m m d -  
cating the information about the declaration of dividends. Further, 
the companies controlled by the same group are concentrated in 
the same charge at various stations. The Committee desire .that 
Government should consider what further measures are necessary 
to prevent recurrences of such cases. They would also like to 
know the outcome of the present case. The Committee suggest 
that necessary investigation should be made to discover the possi- 
bility of collusion between the assessee Group of companies and 
the revenue officers. 

1.173. The Cornmittcc also suggest that cases pertaining to the 
other companies of this group referred to in this case shoald 
be reviewed. 

Para 74(b) : 
1.174. A husband and his wife entered into a separation agree- 

ment pursuant to which the wife was paid in the previous year 
relevant to the assessment year 1959-60 an amount of Rs. 4 lalrhs 
as maintenance allowance. This receipt which had Bowed from an 
agreement and consequently assessable as income was omitted to 
be taxed for the year 1959-60. This omission was pointed out in 
audit. On reassessment, an additional amount of Rs. 3.18 lahhs 
would accrue to Government. 

1.175. The Committee desired to know whether the assessment 
had been revised and what was the demand raised and Fecovered 
The Chairman of the Central Board of Direct Taxes stated that the 
additional demand raised was for Rs. 3.18 lakhs which was pending 
in appeal before the Appellate Assistant Cornmis.ioner. The Com- 
mimioner had allowed the assessee t h e  for payment till the appeal 
w.s decided. 



1.176. In r@y to a questiop, the witnew stated that the origi- 
oal -at was made on 2Wh February, 1962 and the revision 
oo 29th October, 1964; the appeal had not yet been heard ~ s k e d  
iS any qwial s t e p  had been taken to eypedite the disposal of the 
wmal, the witness started that the Board had written to all com- 
missioners recently that where substantial amounts were involved 
pending decision on appeals, the Appellate Assistant Commissioners 
abould take up such cases quickly so that the matter was closed 
early. 

1.177. The Comnaittee k e  not happy over the delay in the dis- 
posal of the appeal filed by the assessee in this case, resulting in a 
large amount of demand (Rs. 3.18 lakhs) outstanding. They hope 
that the Commissioners will strictly follow the recent instructioas 
of the Board that where substantial amounts were involved pend- 
ing decision on appeals, the Appebte Assistant Colmmissioner 
would take up such cases quickly. 

Para 74 (c)  : 

1.178. In the course of assessment of the income of an assessee! 
for the assessment year 1957-58 the Income-tax Officer came across 
a chvidend warrant of Rs. 44.000 the income from which was includ- 
ed by the assessee in his return for 1957-58. The accounting year 
of the assessee was Diwah year and the dividend income was not 
considered by the Income-tax Officer for the purpose of the assess- 
ment of the total income for the assessment year 1957-58 on the 
ground that the dividend pertained to the period prior to the pre- 
vious year. Accordingly, the assessment for the year 1956-57 
should have been reopened for taxing the dividend income. This 
was, however, not done and the entire income of Rs. 44,000 thus 
escaped assessment. The tax involved on this account is Rs. 23,000. 

1.179. The Committee asked if the assessment had been rectified. 
The Chairman of the Central Board of Direct Taxes stated that the 
re-assessment proceedings had been initiated but not yet cornpieti 
eb &tmUy, in thik case investligations were also afoot conse- 
quent upon some searches and s e i z m .  The Committee asked how 
such mistakes escaped even the Special Investigation Circle which 
was supposed to deal carefully with a lesser number of cases than 
others. The witness sltated that although the number of cases dealt 
with by that circle wes leas than those by other circles, these were 
much more than what they should have. Ia the present case the 
LT.0. concerned compieted th assessment on the 30th March, 1962, 
at the end of the 5namM year and was transfsm in Apdl, 1962. 
He did nllt ffnd time to initiate r-eat ~ r o c e e d i n ~  in the 



b r t  plciod that he had at his disposal. The witness.added thd 
the e;rcplapatian of the oacer had not been accepted and he had 
k warned The Comptroller & Auditor General pointed out 
b t  the same I.T.O. was concerned with another case of under- 
assessment of Rs. 67,000. 

1.180. &ed if any steps were being taken to impme the w o r b  
ing of the Spxial Investigation Circles, the witness stated that 
their work load was being substantially reduced by transferring 
back a large number of cases from the circles to the regular 1 .T .h  
In the case of Special Circles the normal d~sposal was 100 to 200 
cases per I.T.O. whereas in the case of other it was 1000 to 1209. 
Asked if in the present case the assessment was checked by tine la- 
ternal Audit, the witness stated that accordinc to the information 
received from the Commissioner, it had not been checked b-j them. 

1.181. The Committee regret to observe that this is a clear casl, 
of omission to tax tho income when all the facts were available m 
record. The Committee rather feel concerned over such omissiomr 
occurring in the Special Investigation Circles who have to deal with 
comparatively less number of cases. 

1.182. In the present case before the LT.0. reiinqaished chaqp 
in April, 1962, he should have mentioned in detail the action req- 
ed to be taken to his successor, so that the as-sessment for the year 
195641 could be reopened. This apparently was not done. It b 
all the more regrettable to note that the same I.T. Officex was ~ ~ l r  
cenrod with another case involving, an ' under-assessment of 
Ba 67,000. The Committee suggest that this case. may be investi- 
gated in detail with a view to fixing responsibility, and talring d b  
ciplinary action against officers concerned. 

1.183. Other lapses-para 75(a), pp. 68-69--Under the Incomo 
tax Rct, 1922 as it stood prior to 1st April, 1960, a proportionat. 
amount equal to the tax paid by a company on its profits was deem- 
ed to have been paid on behalf of the shareholders and this amount 
was added to the net dividend and credit given for it in the sham- 
holdersp assessment, This proces was known as grossing up. TTdm 
grossing up was limited only to the proportion of the actual taa 
paid or ceFtified as payable by the company on its proflta Th- 
fore the comect figures of taxed and untaxed portion of the fundr 
used by each company for declaration of the dividend were the 
de!errnining factors for find~ng out the quantum of tax credk 
admissible to the shareholders. To obtain this information it 
pvided under the rules that the percentage oi taxli'hultJ( of 



profits was to be indicated in the dividend warrant itself by the, 
ampany declaring the dividend and the departmental regulations 
rlso provided for information being furnished by the ' Income-tar 
Qfficer assessing the company declaring the dividend regarding the 
percentage of taxed profits to all the other Income-tax Officers. 

1.184. I t  was noticed that in the case of a non-reside& company 
although the percentage of taxed profits was indicated as nil in the 
dividend warrant filed by it, the net dividend was grossed up by 
bking 100 per cent of the profits as taxable. This mul ted in net 
access credit of Rs. 34,276 being allowed for the assessment year 
1959-60. In the case of the same company the dividend warrants 
in respect of the assessment years 1955-56 to 1958-59 indicated that 
the dividend came out of 100 per cent taxable profits. A compari- 
don of the dividend warrant with the assessment records of the 
eompany declaring the dividend indicated that in respect of the 
dividerits taxable in the assessment year 1955-56, only 31 per cent 
of the dividend came out of the taxable profils and that in mspect 
af the assessment years 1956-57 and 1957-58 only 20 per cent came 
out of taxable profits while in respect of the dividends taxhblc in 
tbe assessment years 1956-57 and 1957-58 only 20 per cent came out 
af taxable profits while in respect of the dividends taxable in the 
assessment year 1958-59 no part of the dividend came from taxable 
profits. The grossing up of the dividends at 100 per cent in respect 
of all these years resulted in a net excess credit of Rs. 1,24,677. 

1.185. In the case of another two companies the net dividends 
assessable in the assessment years 1957-58, 1958-59 and 195!?-ti0 were 
likewise grossed up taking 100 per cent of the profits as tuxable 
an the basis of the certificates furnished by the companies ccncern- 
ad on the dividend warrants. A comparison of the assessment re- 
cords of the company declaring the dividend which was assessed 
in the same Income-tax office remaled that the percentage of tax- 
ab!e profits out of which dividends were decl~red was less than 
100 per cent and consequently a net excess cmdit of &. 1,47,956 
b a s  allowed to these two companies. 

1.186. In all these three cases, there has, thus been an excess rec 
fund of more than Rs. 3 lakhs. While acceptin~ the mistakcb pofnt- 
cd out. the Ministry informed Audit that a recovery of a sum of 
Rs. 98,439 has become time-barred. As regards the balance, neceb-, 
aary rectification actions were stated to have been initiated. 

1.187. Explaining the circumstances under which the irregularities 
in grossing up occurred, the Chairman of the Central Board of Direct 
Taxes stated that in one of the three cases, the assessee submitted 
his return for a number of assessment y e w  stating income from 



dividend grossed up at hundred per cent, claiming thereby that the 
payment of tax at  source was made at  hundred per cent. The I.T.O. 

did not verify the percentage of taxed profits from the 
Company. Normally ' the I.T.O. got the percentage of taxability of 
profits from the I.T.O. assessing the company. Generally the divi- 
dend certifica2es were not wrong as had been found in the present 
case. Adequate details were not available in the dividend certifi- 
cate from which the I.T.O. could And out the taxable and non-taxable 
percentage. I t  showed that 100 per cent profits were taxed at  source 
and this was a wrong information. The witness further stated that 
the form of the certificate had been changed requiring the details 
to be shown therein and there were less chances of such mistakes 
occurring. 

1.188. On his attention being drawn to the fact that in the first 
case for the assessment year 1959-60 even though the taxed profit 
had been shown as 'nil', in the dividend warrant filed by the corn- 
pany, the net dividend was grossed up by taking 100 per cent of the 
profits as taxable, the witness admitted that that was a mistake 
which occurred in one year. 

1.189. The Committee further pointed out that in the case of the 
same company, the dividend warrants in respect of the assessment 
years 1955-56 to 1958-59 showed that the dividend came out of 100 
per cent taxable profits, but actually a comparison of the dividend 
warrant with the assessment records of the company declaring the 
dividend, indicated that 31 per cent of the dividend came out of 
taxable profits in the assessment year 1955-56, and 20 per cent in , 
1956-57 and 1957-58, and in respect of the dividend taxable in the 
assessment year 1958-59 no part of the dividend came from taxable 
profits. The Chairman, Board of Direct Taxes, stated that that infor- 
mation could have been called for and that the I.T.O. made a mistake. 
The Member (I.T.) stated that necessary particulars would not be 
available in the old form of the certificate. The form of the certi- 
ficate was revised in August, 1957 and it became operative from the 
assessment year 195859. 

1.190. The Committee pointed out that the company filed the cer- 
tificate which was false even though it was in the prescribed form 
and the I.T.O. did not verify the statement of the company and that 
was the reason for the mistake. To this the Chairman, Board of 
Direct Taxes, replied that that was entirely correct. In 1957 they 
had issued instructions to the Commissioners of Income-tax that each 
ofRcer assessing the company should intimate the percentage to the 
other omcenr assessing the shareholders. Asked whether the com- 
Paniea which furnished wrong information could not be p~osecuted 



fw furnishing false d c a t e s ,  the Chairman of the Board replied 
that the possibility of this was being looked into by the Corryntr 

The Board had written to the Commissioner on 27th SspL 
temhr, 1965 whether the question of taking action against the c(#D- 
pang had been considered. The Commissioner had replied in Oc* 
ber, 1965 that this had not been considered and was under examinaL 
tion In reply to a question, the witness stated that ~ction against 
the company included criminal liability. 

1.191. The Committee enquired whether the entire amount had 
been recovered. The witness stated that the demand of Rs. 47,198 
had been recovered in two cases and in one case the demand of 
Rs. 2,36,344 had been raised but not yet collected. As regards the 
balance, the witness stated that in two cases it had become -0- 
barred and the only remedy lay in prosecution which aspect was 
being examined. Asked about the reasons for delay in taking action, 
the witness stated that this aspect of criminal liability had not 
occurred to them earlier. The witness promised to have the matter 
expedited. 

1.192. The Committee asked whether the explanation of the I.T.O. 
concerned had been obtained, the witness stated that they wrote 
to the Commissioner in August, 1965 but no reply had yet been re- 
ceived. 

1.193. Asked about the delay in aslung the Commissioner, the 
witness stated that there were general instructions also that as soon 
as the Commissioners received k d i t  paras, they should obtain neces- 
sary explanations and details without the Board asking for them 
In the present case since it had not come, the Commissioner was 
asked why it had not been sent. The Committee desired to be fur- 
nished with a note on the explanation of the LT.0. who failed to 
grass up the dividend correctly. In a note* (Appendix V) sub- 
mitted to the Committee, the Ministry have stated that the full facts 
regarding the first company are being collected and a further note 
will be submitted as soon as these are received. 



1.195. Mother unsatisfactory as- 4 this ease is that there W~IB 
dday in lavestig~~ting iato this after it was brought to the notice of 
the Board by Audit. The Cormnittee wodd like to know Pbont the 
action taken against the company for filing false certificates and also 
wainst the I.T.O. for his omission The Ministry should also examine 
what Surtber remedial measures are necessary to guard against the 
shareholder filing false returns. 

1,196. As regards the other two companies, it has been stated in 
the note furnished by the Ministry that the dividend declared was 
much less than the book profits and assessed profits of the company 
declaring the dividend. There is nothing to show that the cornpa& 
had not paid tax on its entire profits out of which the dividends were 
declared. However, as a result of objection by Revenue A - s l i t ,  the 
assessments in both the case; were revised by the Income-tax Officer 
for the assessment year 1959-60. Both the companies appealed 
against thc order of the I.T.O. and the Appellate Assistant Commis- 
sioner has given them relief as he has held that the book-profits and 
the assessed profits of the dividend payment company being much 
higher than the amount of dividend declared, it could not be said 
that any part of the dividend has been distributed out of untaxed 
profits. The Appellate Assistant Commissioner therefore, held that 
the grossing up of the dividend at 100 per cent instead of 97.2 per 
cent was correct. The Commissioner of Income-tax mas contesting 
the correctness of the Appellate Assistant Commissioner's order be- 
fore the Tribunal. The Committee would like to know the outcome 
af the appeal Wore the Tribunal. 

1.197. The Committee were informed during evidence that inter- 
nal Audit Party which looked ink, two assessments could not detect 
the misteke because the files of the company were not with them 
IS the tixne d checking and they also went by the certifbtes of tbe 

' companies. The Cwlmittae am surprised th.t the rrrtrmul Audit 
hrty did aot even check tM theLT.0. bad got the cediibbsrfirt.. 
nMad by the Companies verified. The C ~ ~ ~ ~ m l t t e c  were iatormbd 
that instructions would be issued to the Internal Audit to cosdnct 



this a of examination They trust that in future the Interad' 
Audit would be careful so that sucb mistakes may not go undetected. 

Para 75(b), p. 69: 

1.1% In paragraph 65 of the Audit Report on Revenue Receipts 
for the year 1964, it was pointed out that in 126 cases a tptal amount 
of interest of Rs. 1-30 lakhs leviable for non-payment of advance tax 
was neither levied nor waived under orders of the competent autho- 
rity. 

1.199. During the year under review, a test check of 347 cases re- 
vealed such non-levy of interest to the extent of Rs. 8,32,529 for fail- 
ure to pay advance tax. 

1.200. The Committee enquired if the assessments had been recti- 
fied in all the cases pointed out by Audit and the amount of non- 
levy of interest recovered. The witness stated that at the end of 
August, 1965 there were only 84 cases left. In all the other cases 
rectifications had been carried out. As regards the five cases in 
which over Rs. 3.19 lakhs was involved, the Committee were inform- 
ed that in one of the cases involving Rs. 50,475, the Income-tax Offi- 
cer had waived it with the permission of the Inspecting Ass'stant 
Commissioner. The Comptroller and Auditor General pointed out 
that at the time of audit, the I.T.O. had accepted the Audit objection 
The Committee desired that a note might be furnished stating w h t  
ther this interest was waived before the receipt of audit report or 
after its receipt in this case. In their note* (Appendix VI) the Minis- 
try have stated that the approval of the Inspecting Assistant Com- 
missioner for waiving the interest chargeable was obtained on 31st 
January, 1964 whereas the audit. objection was raised by Revenue 
Audit Party during the period 17th July, 1964 to 28th July, 1964. 

1.201. The witness added that in the other case involving a sum 
of Rs. 90,000 the amount was due to be recovered and the explana- 
tion of the I.T.O. in that connection was awaited. The third case 
involving an amount of Rs. 72,329 could not be rectified because of 
statutory time-bar. That particular case related to the years 195354 
and 1954-55 and the assessments were made in 1958-59. The expla- 
nation of the ofaoem concerned had been called for. As regards the 
other two cases, the witness stated that the mistakes were being 
rectified. In one of these two cases involving Rs. 60,872 the Inspect- 
ing Assfstant Commissioner had been asked to fix the respons!biUty 
and a further report was awaited; and in the other involving 
Rs. 55,798 the explanation was being called for from the o5cers con- 
cerned. 



1.202. The Committee enquired about the steps taken to avoid 
.omission to levy the penal interest in future. The witness stated 
&at instructions had been issued to Commissioners of Income-tax 
to ensure that penal interest would be levied in all the cases wher- 
ever it was leviable. The Income-tax Mcers  had also been asked 
while making assessment, to look into the earlier assessment also 
and to see whether there had been any mention of it in earlier year 
also. In view of those steps the witness hoped that chances of such 
omissions would be reduced. 

1.203. Asked how the I.T.Os., who were required to do 250 caseg 
more in a year, would be able to follow the instructions, the witness 
added that the internal audit had also been instructed to carefully 
look into those matters but the amounts involved were not generally 
much. Another difRculty had arisen that according to the Supreme 
Court's recent decision the penal interest could not be levied where 
it had not already been levied, because the presumption was that 
the I.T.O. had considered it. So the I.T.Os. were being impressed 
upon to be careful in those matters and charge interest according to 
law. 

1.204. Tbe Committee are unhappy to note that in spite of their 
emlief recommendations-para of 21st Report (Third Lok Sabb.) 
and para 44 of 28th Report (M Lolt Sabha)-there had been omis  
don to levy penal interest Out of the 347 cases reported in the 
audit para, in five cases alone the penal interest omitted to be h?vkd 
was about Rs. 3.19 lakhs. This resalted to the loss of revenue to 
Government as in one case Rs. 50,475 wem waived and in another 
eese Rs. 72,329 could not be rectified because of time-bar. Tbs 
Committee desire that such lapses should be strictly avoided and 
penal int-t, wherever leviable should be levied, anless waived by 
the emapetent authority, for adequate reasons to be recordad. 

1.m. During evidence, it was stated that instructions bad Inm 
to Commbiwers of Incombtax to ensure that penal interest 

would be levied in aU the cases wherever it was leviable. The 1.T.0~. 
bad a h  b a n  asked while making assessmeat, to look into the emrIiar 
asrsasment also and to see whether tbem had been any mention d 
i t  in eartier gear aM. They hope, that with the issue of thsQa b 
stractions, such hpse~ will not occur in future. 

Para 75(e), p. 70: 
1.206. In the case of an assessee whose assessment for the yeu 

1957-58 was completed on 30th March, 1962, the tax demand amount- 
sd to &. 5,179-88. The total amount of tax paid by tke a.9awpea in- 



1.207. I t  was found in Audit in Julvc, 1982 that th@ 
i& contained only one chalan br Rs. 6M*S In Bappwt of the p b p  
ment made by the assessee as against the Wal m o u n t  cfi Rs. 7,92237 
&own to have been paid by him in the Dwltand and COU~C~~OR Rb 
jjbkr. The Department was requested to investigate about the mb- 
sing cballans fw the balance amount of Rs. 7,418.12 In Jane, 1963, 
the Department reported that vouchers for another sum of &I. !i82*19 
were available and the balance amount of Rs. 6,855.93 was recovend 
from the assessee on 15th November, 1962. The incorrect entrf- 
in the Demand and Collection Register and non-veriAcation of chal- 
hns in support of the payments actually made by the assessee at the 
time of granting the refund resulted in an excess refund dl' 
Rs. 6,835.93 which might have gone unnoticed but for the Audlt 
scrutiny in June, 1962. 

1.206. The witness stated that the case under discussion was re- 
ceived by one I.T.O. on transfer from another. The transfer memo 
did not show any outstanding demand. The receiving ofRcer started, 
therefore, with a nil arrear demand in the case. The witness further 
informed the Committee that in every case of transfer, there was a 
.form in which the transferring offlcer was to state if there was any 
demand pending. In this case the demand of Rs. 6,835.93 was pending 
but the transferring officer failed to note it in the transfer memo 
and so the receiving ofaeer thought that there was no demand pend- 
ing. In reply to a question, the witness admitted that the records of 
the transferring officer were wrong. The demand raised had been 
shown as though it had been collected, though it had not been fully 
collected. The Demand and Collection Register had been posted 
with wrong entries. The witness added that the Commissioner was 
looking into the case as to how the mistake occurred and his report 
was awaited. Asked if it was not a case of possible collusion with 
the assessee, the witness stated that they had looked into the matter 
at  the receiving ofBcer's end and promised to look into the matter 
at the transferring officer's end. 

1.209. The Committee desired that a note might be furnished 
stating bow the mistake occurred in this case and whether an enquiry 
had been made in the matter by the CommMoner. 



The mate' received horn the Mi* l. bt A m &  a 
IR Q ~  this mute 4he Committee observe that t& Cjrcascl d h d d  WiL  
mowed in this case on 15th November, 19th by .dftlstmnt qg&d 
&er  dud^ due to the assessee. 

1.212. For the taxation of individuals the Finance Act pmvide-s 
slab rates both for income-tax and super-tax upto certain limits of 
income. In respect of that portion of the total income which ex- 
ceeds these limits tax is payable at a fixed rate. In three cases 
assessed by the same Income-tax Officer where the total income ex- 
ceeded these limits, the fixed rates of 25 per cent for income-tax and 
45 per cent for super-tax were applied to  the entire total income for 
the assessment year 1958-59 ignoring the slab rates which applied to 
part of the total income. The resultant over-assessment of tax in 
these cases amounted to Rs. 66,072. 

1.213. The Committee were informed that the acceptance of the 
audit objection w a s  intimated to the Comptroller and Auditor 
General in November. 1964. The assessment had been rectified. 
There was also some correction and additional demand was under 
recovery. As against a refund of Rs. 66,000 in this case. the addi- 
tional demand amounted to Rs. 92,0116) because at the time of rectiti- 
cation it was noticed that only provisional shaw income had been 
taken into consideration and not the actual share income determined 
subsequently. 

1.214. In reply to a further question, the  Committee were inform- 
cd that the mistake in calculating the tax was made by a U.D.C. *he 
had been warned for that. The head clerk who checked i t  had sin* 
mpired. 
--. -- - -  - 1- I--- -- ------- .-b - 

'Not vetted by Audit. 



1.215. m e n  the Committee enquired whether any of the three 
cases. w& checked by internal audit, the witness' replied that the 
Commissioner had informed that the internal audit had not checked 
them, but he added that the ofilcer might have made a Mistake, in 
reporting to the Board. The Committee desired to be furnished with 
information whether out of three cases any one was checked by 
internal audit. If so, whether this fact was broughtr to the notice 
of the Board of Direct Taxes. In their note, the Ministry have stab 
ed that one of the cases was looked into by the internal Audit Party 
in June, 1964, i.e. about 8 months after the Revenue Audit had point- 
ed out the mistake in November, 1963. 

1.216. The Committee further enquired whether any of the three 
assessees had approached the Board for rectification The witnesa 
stated that there was nothing on record to indicate that. 

1.217. In reply to another question, the witness stated that some- 
times there were cases of over-assessment which were time-barred, 
The Committee, therefore, desired to be furnished with s list of case# 
of over-assessment where the rectification had become time-barred 
and as a result of which relief could nof be given to the parties con- 
cerned. The Ministry have furnished a statement giving particulars 
of 66 cases. In one of the cases, the amount of tax over-assessed 
was Rs. 67,167, the refund of which has become time-barred. 

1218. Explaining the steps taken to avoid assessments becoming 
time-barred after four years, the Member (Income-tax) stated that 
the internal audit was arranged in such a way that &sessments were 
checked within a period of three years so as to allow one year for 
rediflcation. I 

1.219. The Committee am not happy over tha cases of over-- 
msab which are as serious mistakes as r m d e r - a ~ e n t a  Tbe 
Committee feel that for no fault on the part of the PIUQ~SWS, thaJ 
%ad been p d i s d  The Committee take a smioas view of the crssr 
d over~assesrmsnts whicb have bacoms -barred. 

1220. Tbe Committee appreciate that in order to avoid awmtnsnta 
hemming timabarred &er four years, the lntetd Audit h arranged 
in such a way that assessments a m  checked within a period d three 
years so rs to allow o m  year for rectification. But at present tbs 
Inbeanlil Audit Parties cbetked d y  a limited number of asreuments 
.ndevaaout ofafewc~ubschecked by themins~ne~sesamirtakem 
aserpad their notice. Tbe Cumnittee thedim, feel that remedy Iios 
br improping tbe sdldcwcy of the m m d n g  macSIfnerg and tbe dgb 
b u m  by the In- Audit Dspubnsot. 



Othm topics of iutermt-Para 77 ( a ) ,  page 72: 
1.221. Under the Income-tax Act, any reaspnable sym expended 

for the purpose of realising interest on secuities is to gowed 
a deduction in computing this income. For this purpose of (teter- 
* d i n g  the reasonable amount the Act provides that  in the case .of a 
banking comflany the expenditure that can be set off against interest 
on securities shall be an  amount proportionate to the total expensqs 
incurred in respect of all its sources of income. This provision which 
is applicable only to a banking company was made applicable by a 
departmental circular issued in November, 1962 to all Cooperative 
Societies carrying on the business of banking. A eo-operative bank 
is not a company under the provisions of the Income-tax Act or the 
Companies Act. It is registered under the Co-operative Socielies 
Act whi'ch enjoins that the prov~sions of the Companies Act 
shall not be applicable to such Co-operative Societies. The es- 
penses towards realisation of interest cannot therefore be computed 
on proportionate basis as is done in f h c  case of banking companies 
This view point is also reiterated in a j u d p e n t  delivered by the 
Madras High Court in July, 1962. On account of following the in- 
structions in the circular which are contrary to law, there has been 
an under-assessment of Rs. 6-29 lakhs in 13 caCe;. 

1.222. The Chairman of the Central Board of Direct Taxes express- 
ed the view that the circular issued by !he Board in November, 1962 
was not wrong. All the same, the Board had accepted the legal posi- 
tion as enunciated by Revenue Audit. Rut intention of the circular 
was to apply the same yardstick for determining the reasonable 
amount in relation to the Cooperative banks as was provided in the 
Act for bankmg companies. The witness expressed the view that 
the circular need not be changed 

1.223. The Comptroller and Auditor General pohted out that in 
the case of banking companies. the Parliament had authorised to 
make the deduction at a flat rate, whlle in the case of others. it was 
to he made on the basis of actuals. So the reasonable sum in the 
case of Cooperative Banks had a reference to the actual expenditure. 
The C. & A.G. added that the Audit vlew had been accepted in that 
th~?  law itself had becn amended. Thi5 vicw also upheld by the 
Madras High Court. The Member (Income-tax) stated that in the 
Particular case referred to the Madrn; High Court, the I.T.O. had 
mentioned that he was making th s allowance under explanation in 
clause (a) of Scction 8. The Madras High Court had held that co- 
operative societies carrying banking business were not banking com- 
panies and clause (a) of Section 8 of Banking Companies Act was 
not applicable. The witness expressed the view that according to 
2730 ( h i )  LS-6. 



High Court only the Explanation to  Section 8(a) was not applicable. 
The C. &kG. pointed out that the decision of the High Court was 
based on an earlier decision of the House of Lords which envisaged 
the principle that the authority administering tax law could not 
Impose a method by an executive fiat without the sanction of Par- 
liament. The Chairman of the Board held the view Chat since the 
amounts were not ascertainable from the books, the provision for 
reasonable sum was made in the Income Tax Act. The C. & A.G. 
pointed out that Audit would have had no objection if the instruc- 
tions issued to the 1.T.Os. had been that they should check the 
ac:ounts and in case the amount was more than what was allowed 
to the banking companies, they should scrutinise them more care- 
fully. The Member (Income-tax) admitted that this had been men- 
tioned in the circular but the way the instructions were issued wss 
wrong. 

1224. The Committee are sorry to note that the Central Roard of 
Revenue issued a circular in November. 1962 giving a concession to 
the cooperative banks. which had not been authorised by Parliament 
in the way it was given 

in  evidence. it was admitted that the wag the instructiot~s were 
issued by the Department of Revenue was wrong. The Committee 
note that the law has since becn suitably amended to fill up this 
lacuna. The Committee trust that the Board would review their in- 
structions if not alf.eady done. in the light of the amended law. 

Para 77 (b), pp. 72-73: 

1.225. According to Rule 3 o f  Incame-Tax Rules framed u ~ d e r  
the Income-tax Act. 1961 corresponding to Rule 24A of the 1ncr)me- 
tax Rules framed under the Income-tax Act, 1922, salary inrludes 
bonus or commission payable monthly or otherwise for the purpose 
of calculating the value of rent free accommodation. It is consider- 
ed that the word 'otherwise' is intended to cover variable bonus or 
commission as the wo-ri 'mmthly '  would account for the bmus or 
commission drawn regumly at a fixed rate. It was, however, not~c- 
ed in audit that in certain cases, variable commission or hmus was 
not taken into account for the purpose oi calculation of the value of 
rent free accommodation This resulte 1 in an under-asse:.sment of 
tax to the extent of Rs. 2.40,954 in 55 cases relating to four Income- 
tax Oflices in one charge. The aforesaid under assessment was notic- 
ed in the course of test check of selected cases only. The Commis- 
sioner of Income-tax justified the exclusion of the variable bonus 
and commission on the basis of the instructions issued by the Cen- 
tral Board of Revenue in their circular No. 2D of 1966 and No. 15D 



of 1900 according to which bonuses and commissions not paid on a 
fixed basis or by way of regular addition to the employees' pay should 
be excluded from sdary f w  the purpose of calculating the value of 
rent free accommodation. The c i ra la rs  in question are not in accord- 
ance with the provkions of Rule 24A of the Income-tax Rule;, 1922, 
or Rule 3 f i t  the Income-tax Rules 1962. The Ministry have stated 
that t h e  audit object on is correct and that the circulars of 1956 2nd 
1960 &re hcing withdrawn. 

1.234 I n  the A u d ~ t  Reports on Revenue Receipts for the yaws 
1963 and i!64 a150 two instances were pointed out where certain 
urdcl.> of  L h i >  Board had to be rectified later at the instance of Audit. 
Thc R t . ~ c s n ~ l c  Department does not follow the general practice of the 
Expcnditur c-  Department in previously consulting audit in regard to  
ordcr.5 rela! lg lo modifications and interpretations of financial rules. 

1.227. T h e  Committee were informed by the Chairman of :he 
Board r:!  Wrect Taxes that instructions in regard to the provisions 
of Ian- u - t x  issued by the Board generally after consulting the Mln- 
istry of 1,:iv;. The Board did not usually issue executive instructions 
mod] fyi r? c i he provisions of law and such instructions were issued 
only rare]!- v:ith a view to mitigate the hardships not intended under 
f h ~  ! - r o ~ i ~ i o r l ~  of law. Although the Board did not follow the prac- 
tice c . f  Ezcv:.n :iturc Department in conxlting the Audit before issu- 
ing 'hr. in.;twctions relating to modifications and interpretation of 
finnn:-!?i rl.~l!-i. the copies of the executive instructions issued were 
forwarded to C. & A.G. 

1 '.121; 0 : he'ng suggested to examine to desirability of following 
a u.-lil{,-rS1 I,:' xedure as obtaining in the Expenditure Department 
the S ( t c . : x b ~  a n . ,  Department of Revenue and Co-ordination promised to 
look i : ~ : , )  the matter further. The Committee desired that a note 
might be filrnished on this point. The note* has been received and 
is a: ,Zppc!:rl x VIII In this note the Ministry have stated that the 
gencrc:l ;,r;yc:ice of :he Expenditure Department of previously con 
sul? i n ~  Au ii! in regard to orders relating to njodifications and inter- 
pret:ll;ov; o f  Rules and Regulations cannot provide a proper compari- 
son in this regard. The Department of Expenditure is concerned 
with mo+!ic:1tions and interpretations of the Financial Rules with 
regnrd t o  v,.l~jch the Comptroller and Auditcr Gcneral is the final 
arbitrst;)l.. !nterpretat ion of the provisions of the Income-tax Act 
and other dircct taxes enactments. on the other hand rests on the 
view which the various High Courts and the Supreme Court may 
take of the50 provisions. In view of this position, it is not necessary 
for them to consult any other authority except the Ministry of Law 

- .- . , --. .. . .- - -- - - -. ... --.. . .. - 
*Not vetted by Audit. 



k e h r e  issuing general Wrwtions W r p r e t i n g  the provisions oJ 
W s e  enwtments. 

1.229. The Committee note the stand taken by the Mhistry. HOW- 
ever, the Cammittee have come across several instances, where in- 
structions have been issued and because of Audit subsebuently ob- 
jecting to them, the Government had to withdraw or change tha3e 
ordem. It seems to the Committee that instead of starting on wr~irg 
Ihes  and rectifying them later, i t  would be advantageous to all con- 
cerned to have an independent check to ensure that tbe instructions 
issued are well within the four corners of the law and the rules. On 
a capsideration of the casa before them, the Comi t lee  are satisfied 
that it would be better if such instructions are issued in consult a 1' ~ a n  
with the Comptroller and Auditm General. This procedure need not, 
of cuurse, extend to Administrative instructions with which the 
C. & A.G. is not generally concerned. The Committee would accord- 
ingly urge the Government to reconsider the matter. 

S!m;l: levy of super profits tax due to erroneous computations of 
capitat-Para 78, pp. 73-74: 

1.231). Under the Super Profits Tax Act, 1963, the tax is leviable 
on the amount by which the chargeable profits of a company exceed 
$he amount of standard deduction, which is computed at 6 per cent 
of the capital of the company as defined in the Second Schedule of 
the Act or Rs. 50,000 whichever is greater. According to Rule 1 cited 
ihe  capital of a company shall include such 'reserves' as those to 
which the amounts credited have not been allowed in computing its 
profits for the purpose of Income-tax. In their circular No. I-D 
SPT) of 1963 dated 28th October. 1963, the Central Board of Direct 
Taxes have clarified that amounts designed to meet any liability, 
contingency, commi:rnent etc., which are known to ex%t as at the 
date of the balance-sheet are not to be treated as reserves for thi; 
purpwe. In three case; it was noticed that the assessing ofTiccrs 
had included in the computation of capital 'provision for ta-cation' 
and 'provision for dividends' neither of which could be construed as 
a re-erve, being the amounts set apart to meet specific liabilities 
known to exist on the date of the balance-sheet. Consequently a 
larger figure of standard doduction had been arrived at with corms- 
ponding reduction in the amount of profit subjected to tax. The tax 
short levied in !here three cases amounted to Rs. 1,41,700 apnrnximate- 
ly. out of which the Income-tax OfRccr has so far agreed to revise thr! 
assessments in two case; involving tax effect of Rs. 1,20,000 approxi- 
mately. 



1.251, Dtfring tviden e thC witness stat& that the additional de- 
mand of %. 1,41,700 had been collected. 

1.232. The Committee asked whether in view of the complicated 
nature of cases of computation of capital for the purpose of super 
tax, sur tax etc., and special officers were appointed for this purpose. 
The witness stated that the company cases were mostly assessed in 
company circles where generally efficient officers were posted. Those 
officials were given a reasonably small number of cases, i.e. roughly 
150-200 assessments a year. In some cases where revenue involved 
was very large the number of assessments had been reduced to 120 
or 130, depending upon the revenue, and type of the cases etc. 

1.233. In reply to another question, the witness stated that it was 
beyond the scope of internal audit to check computation of capital. 
But they would be instructed to check up super profit tax cases. 

1.2M. The Committee feel concerned over the type of mistake 
committed by the assessing officers in these three cases, even though 
they were dealt within company circles where generally efficient 
officers are posted. The concerned officers included in the computa- 
tion of capital 'provision for taxation' and 'provision for dividends', 
neither af which could be construed as reserve, being the amounts 
set apart to meet specific liabilities known to exist on the d ~ t e  of the 
balante sheet. This resulted in short levy of tax amountiag to 
Rs. 1,41.700 which was realisad after being pointed out by Revenue 
Audit. The Committee were informed that, at present, it was beyond 
the scope of the Internal Audit to check computation af the capital. 
The Committee were, however, assured that the Internal A d i t  De- 
parmknt would now be instructed to c h d  up the super prdtt tax 
cases also. The Committee desire that suitable instractions extend- 
ing scope of Internal Audit to such cases may be issued and the cases 
already completed may also be reviewed. 

Income-tas demands written of by the Revenue Department dtr+ing 
the year 1963-64*-Para 79, pp. 74-75: 

1.235. The Income-tax Department had written off a total demand 
of tax Rs. 1,60,37,681 of which Rs. 24,05,481 relate to companies and 
P.". - ---. --- -- --.-- 

T h e  ti- in this piragrnph arc as furniJhd by the Ministry. 



the balance relates to assessees other than companies. The reasons 
for write-off as furnished by the Ministry in the case of both compan- 
ies and non-compan:es are as follows:- 

Companies Non-Cornpanics Tot a1 -- -- 
Num- Amount Nurn- Amount Num- Amount 
bcr ber ber, 

I. &maaces having died Rs. 
h.oing behind no assets, 
or h.vc gonc into liqui- 
dation or become insol- 
vent. 

Rs. Rs. 

(a) Assessees having died 
l d n g  behind no 
.ssets . . . .. . . $8 4177,935 88 4.7?*933 

(b) Assessm having 
gone into liquidation 37 I 6,66,964 . . . . 37 16,66.964 

(c) As- having 
become insolvent . . . . . 27 ~~60,484 27 00,484 

IV. For other reason3 

(i) Assaxes who arc alive 
but have no attachable 
PSX~S . . 1 1  2,39.978 381 32.49~921 392 .14,89,899 

(iii) Amount written off 
as a result of scttk- 
mcnt with assasees . 2 2,) 1,005 2 I 7h,32,277 23 76,73,2!?2 

(rv) Demands rcndcrcd 
unenfor~e~ble by 
subsequent dcvelop- 
mcnts such as dupll- 
catc demands, demands 
urungly madc, dc- 
rnands k i n g  protective 
C ~ C .  3 1,399101 1 1  1b~o3 14 1,55,lc4 



Compania Non-Companies Total ------- 
Num- Amount Num- Amount Nurn- Amount 

bcr her ber 

V. Amount wrincn off on 
ground8 of equity or or 
a matter of international 
courtesy or where h e  
timc labour ud expenw 
involved in legal mcd ier  
for rrrliwion uc a a l -  
d e d  dioproponionatr 
to the amount for re* 
very . . .. . . 3 803 3 h 3  

Toru . 7s 24,05481 2,011 I , ,  2 ~,60,37@1 

1.236. The Committee desired to be furnished with a note giving 
information on the following points: 

(a) The highest amount wrttkn off relates to 37 companies 
which have gone into liquidation. Of the sum of Rs. 16.66 
lakhs written off, in how many cases assessments were 
completed after the companies had gone into liquidation? 
The particulars of the Companies where the amount 
written off has exoeeded Rs. 3 lakha may be furnished. 

(b) In the cases of 15 companies it is stated that the 
are not traceable. The names of the companies may be 
given with a brief note as to how these companies became 
untraceable 

(c) In respect of assessees who are alive but have no attach- 
able assets (Non-campanies) Rs. 32.49 lakhs has been 
written of?. What is the latest year to which the demands 
included in the list relate? The particulars of cases 
where mounts  exceeding Rs. 5 lakhs have been written 
off under this head may be furnished. 

(d) The list of 23 assessees in whose cases amounts have been 
written off after settlement may be furnished. The parti- 
culars of the original demand raised, the amount collected 
and the amount written off with brief reasons for corning 
to a settlement may be frrdicated 

1.237. The Mini\ try of Flnsnce (Department of Revenue) fur- 
nished the  inf0rmatio.r to the Committee. The Committee desired 
to be furnished with further infomution on the pdnta adsing hwn 



?tbp Ministry's note. The  ini is try have rilsb fUl%bhed the required 
r formation. 

1.238. The Committee find from the Ministry's notes that out of 
37 compihes which have gone into liquidation, in respect of which 
a sum of Rs. 16.66 l a b  was writteri off during 1963-64, there were 
four cases where amounts written off exceeded Rs. & lakh involv- 
ing Rs. 11.74 lakhs. Out of those in two cases the assessments were 
completed after the Company had gone into liquidatiun. In case of 
33 companies the amount written off was less than Rs. 1 lakh in each 
case. Out of these, in six cases, the assessments were completed 
after the companies had gane into liquidation. 

1.239. During the year 1964-65 the total amount of tax liability 
written off has bem stated as Rs. 97,47,072. There were 16 cases 
d e r e  the sum of above Rs. 1 lakh was written off involving a sum 
of Rs. 77,60,097. 

1.240. with fe@Yd to tBe procedure followed in write off of 
demands, tkie Ministm have stated that if it is found that arrears 
of tax cahnot be recovered such arrears of tax can be written off 
under the powers of write ofT of the 1.T.O.II.A.C.IC.I.T. as follows: 

(i) All I.T.05 (Class If) if empowered by the C.I.T. upto 
Rs. 1001- in each case. 

(ii) All I.T.Os (Class I) (if empowered by the C.I.T.) upto 
Rs. 2fhj- in each case. 

(iii) All I.A.Cs upto Rs. 2,000 in each case. 
(iv) Thk C.I.T. can wiite OR witliout any limit. 

ao;niaiiik i., whkk pi-bp~ed write oft ex'heds Rs. 1 l a b ,  are 
ipfkrred to a s@&tn Cornmitte@ which sends its r&ommendations to 
tl& B o d  wW& exgmEnes fk'e proposals for stlch write off and if 
satisfied with the rWoYiableness of the proposalg, give its mncur- 
rence. Cases involving write off of Rs. 5 lakhs or above are consider- 
ed by the ful l  h a r d .  Cases involving write off of above Rs. 25 lakhs 
are referred to the k m c e  Minister. Cases in which arrear 
demands exceeding Rs. 1 lakh sre to be written off are referred by 
the C.I.T. to the Special Committee, whfch consists of the Commis- 
sioner concerned having jurisdiction over the case, one more 
Commissionerb and a Director of Inspection as a representative of 
the ~oard .  The procedure for refenink the cases to a 8Wd 
committee werr laid down in January, 1957. After e i n g  the 



cuk fdr wrfk of! ahd after sathlyfng thWselVes that every C0ncei;O: 
able avenue or approach to the problem of mx?cwery in a given cab? 
has been explored fully and finally, they forward their recornmew 
dations to the Board for their consideration and for issue of neces- 
sary orders in the matter. t 

1.241. Fqom the statement furnished to them, the Committee 
regrct to note that there was inordinate delay in making aswss- 
ments, which ultimately resultcd in writing off of the tax demands. 
In some cases assessments were completed after the companies had 
gone into liquidation. The Committee emphasize the need for mak- 
ing timely assessments and recoveries in cases of companies involv- 
ing large tax liabilities, as delay in such cases is fraught with risks 
of huge losses to Government. The Committee also suggest that in 
future, cases of abnormal delays in making assessments should also 
be investigated with a view to fmding out the failure of the Depart- 
mental officers. 

1.242. Dctails of two cases where tax was written off as a result 
of settlement with assessees are given below. 

1.243 Ln one case the amount written off was Rs. 19,67,120. A 
sum of Rs. 22.61 lakhs was outstanding against an assessee, a cashew 
nut exporter of Qu~lon for the assessment years 1119 M.E. 1123 M.E. 
to 1125 M.E. and for the assessment years 1950-51 to 1953-34. According 
to Audlt this demand included a sum of Rs. 1,32.276 raised by the 
Investigation Cammission for the assessment year 1119 M.E. Under 
an apcement entered into with the Commissioner the assessee had 
to pay the sum of Rs. 132,276 in six instalments beginning from 
3O'th June, 1958 but even the first instalment was defaulted. In the 
meanwhile, he complained against over assessments by the Depart- 
ment and submitted a petition stating that he was in Anahdal dfEB- 
cult icrs and that the dues cmtman&g against hfm should be sealed 
dbwn so that he may be in a position to pay the tax demand. 

TR4s m~tter  was initially examined by the DiFectarate d 1- 
tron (Investigaticm) but later on, a special Coanmittee examined his 
conten tlon that several over-assessments and overlappEng addi t i m  
were made and that if these were set right, the demand could be 
considerably reduced O n  n review, the net liability on the asseJsee 
was found to be Rs. 7.44.271 as against Rs. 22.89 lakhs. As there were 
difficulHes in the mlisatfdn d this amount, the special committee 
went iato the quW& of recovery. Tt a n a l y d  the assets of the 
assessee and his financial position and found that the asse?lsee's total 
liabilitlas Were aver h 22 lakhfr fm incuanc-tajt, and Ra 21 lakhs 



for other creditors as against the assets of Rs. 15 lakha which includ- 
e d  a residential house worth Rs. 1.25 lakhs alienated in favour of 
his wife and children. The assessee had made an offer to pay Rs. 3 
lakhs in full and final settlement for the tax due from him upto- 
adate. The special committee had also to consider a letter from the 
Kerala Government which stated: . 

."The Company apprehends that the case will be prolonged 
further and that they will not be in a position to re-start 
?he buskess with the State aid. The closing down of the 
factory will mean unempluyment to bbaurers numbering 
about 7000. Hence it is in the interest of this Govern- 
ment also to see that the Income-tax proceedings are dis- 
posed of as quickly as possible. I. therefore, request that 
the Directors of Inspection (Income-tax) will be so good 
as to dispose of the case of the Company at an early date 
so as to facilitate the Company to reopen their Factory and 
to begin work." 

1.244. The Ministry have further stated that if the assets of the 
assessee valuing Rs. 15 lakhs we* put to forced auction sale, the 
realisation was expected to be much less than Rs. 15 lakhs. &re- 
aver. all the properties (excluding certain properties given to the 
Income-tax Department as security and certain shares total valuing 
a t  Rs. 3.14,450) were encumbered and the secured creditors would 
be entitled to priority of payment over debts to Government. 

1.245. Having eonsidered all the facts of the case, the Special 
Committee came to the finding that ~f the assessee paid a sum of Rs. 3 
lakhs against the net reasonable demand of Rs. 7.44 lakhs, the 
settlement would be fair and reasonable in the circumstances of the 
-case. The assessee agreed to pay a sum of Rs. 3 lakhs in 24 years 
of which a sum of Rs. 14 lakhs was to be paid during the financial 
year 1960-61 by the 15th March, 1961 and the balance in six quarterly 
instalments. The settlement was approved by hlMster of Revenue 
'(Civil & Exp.). The demand outstanding at the time of settlement 
was Rs. 22.67,120. After settling the case for Rs. 3 lakhs the balance 
Rs. 19.67.120 was written OR. 

1.246. The Committee regret to note ( i t  tbe tax liability at 
.Ra. 22:W Iakbs c m t e d  initially was over estimated and that "if 
aver-asmesumsat and over-lapping additions were set right, tbe tax* 

d b. =,@,867'6 ~ l d d  bc f b d  at ib. 7 . 7 ~  Wth*." The 



Committee emphasize the need for curbing the tendency on the part 
of officers to inflate the assessments as such a tendency would result 
in undue hardship and harassment to the assesses. 

1.247. It is also surprising to the Committee that in the present 
case even after the net liability was fixed at Rs. 1-44 lakhs, the 
Special Committee while analysing the liability of the assessee again 
took the tax liability as Rs. 22 lakhs against the assets of Bs. 15 lakhs. 
Ultimately however, the Special Committee came to the fhding that 
if the assssaecr paid a sum of Bs. 3 I*, the settlememt would be 
fair and reasonable. The Committee do not find adequate justificrr- 
tion in settling the tax hbility d the .sstssa at Bs. 3 lakhs when 
the bad property worth h. 15 hkhs. In their opinion GOV- 
ernment should have r h d  Rs. 7'44 lakhs which was considered 
as reasonable -ent. 

1.248. In another case the amount written off as a m u l t  of settle- 
ment with the assessee was Rs. 143,366. The Special Committee 
went into the financial position of the assessee and reported that 
with the abolition of the Zamindari System in 1951, the major 
source of the assessee's income had disappeared. The Special 
Committee analysed the statement of the assets and liabilities 
and after making adjustment for v a r i w  liabilities which were not 
admissible. they came to the conclusion that against the assets of 
Rs. 16 lakhs the liability would be Rs. 12 lakhs. The Special 
Committee. therefore, recommended that the assessee should pay 
a sum of Rs 4 lakhs in a period of 2 years. Since the assessec insisted 
on being allowed to pay the amount in a period of 7 pears. his offer 
was rejected. The assessee then came forward with a proposal to 
make an immediate payment of Rs. 3 lakhs. The Special Committee 
to whom the case was again referred, recommended that the 
assessee's offer of Rs. 3 lakhs. down cash. should be accepted in 
view of the fact that it was brought to their notice that the financial 
position of the assessee had further deteriorated on account of consi- 
derable fall in the value of the shares of the Company which had 
been valued at Rs. 710 per share. and a decree had also becn passed 
by the Civil Court. The Finance Minister. however, directed that 
Government should insist on p i p e n t  of Rs. 4 lakhs which the 
assessee accepted. The Committee are surprised how tbe Special 
Committee recommended that tbe .iuesstc's offer of Rs. 3 tsLBs 
should be accepted. Actually when the Government insisted on the 
pa- of Ib. 4 Ws, the asseame acceptad lo pay tbe amount. 
The Committee d d r e  that the Sp#1.l O m d t t e e  droPld ad k 
undrily liberal in -ding dt. off of tn dasnrnla . 



1.249. As at the end of 31st March, 1964 a total demand of Corpo- 
ration Tax and Income-tax, amounting to Rs. 277.76 **crores was 
outstanding. The figure for the corresponding period last year was 
Rs. 271.71 tcrores. The years to which this arrear demand relates 
are as follows:- 

(In crores of Rs.) 
-. - - 

Arrears of 1953-54 and earlier years . 38-51 

Arrears of 1954-55 to 1961-62 . . 106 -43 

Arrens relating to 1962-63 . . 35.68 

Arrears relating to 1963-64 . 97 'J4 

TOTAL . 277'76 

1.250. One of the reasons for the amounts remaining outstanding 
is stay of collections of tax granted by the various appellate autho- 
rities on appeals and revision petitions. The figures relatine to the 
number of cases in which the tax has been stayed together with the 
amounts of tax stayed as on 30th June, 1964, are given below:- 
- - -- - -- -- - - - -- - -. 

No. of Amouht 
case in of tax 
which stayed 
tax was 
stayed 

- - -- - - - - - - -- - - - -. -- 
(In crdrfzs of rupees) 

(b) before Tribunals . 480 3 -90 

(d) before Supreme Court 22 0.44 

- _..I__--- -, -- 
*The figures in this p~rapaph are as furnished by the Ministry. 
**!i'be anal figure ib. Rn. 282.87 mores. 
?This of ZT1.71 h h  s i b  b e a  canrckdmo fdmr as 270.U 

mentioned at page 61 of P.A.C.'r 28th Report. 



1.251. The number of cggg pendisg with the Appellate Assistan: 
(3amrnissioners as on 30th June, 1964 is 84,736. The year-wise 
break-up of the pending appeals with reference to the year of insti- 
tution of appeals is given Wow:- 

Pending 
as on 
30-6- rg64 

1.35%. I n  a note (A?pendix IX) submitted to the Committee at 
their instance, the Ministry have stated that the final figures of 
arrca . . as  on 31st March, 1961 after treasury adjustments and after 
checking by Internal Audit Parties amounts to Rs. 282.37 crt.reWs. 
out of which the effect ve amounts were Rs. 161.41 crores. The Com- 
mittee askcd for reasons for the increase of the arrears frow 
270.43 crores as on 31st hlarch, I S 3  to Rs. 252.37 crorej as on 31st 
March, 1961. They were informed that formation of arrears was a 
continuous process. There was a gap between the dates when 
demand was raised and thc tax collected. And, dl~ring the last 
two-threc years these demands had been rising. 

1.253. The Committee enquired about the reasons fur n,m- 
recovery ar non-write ofT of sum of Rs. 38.95 crores pending from 
1953-54 and eariier years. The witness stated that there was s r m e  
better progress in write off. There was a substantial elemel!. of 



bad debt type of arrears in the old arrears list. That was being 
scrutinised and by writing off. these mnounts were being eliminated. 

1.254. Asked to what estent the total arrears contained inflated 
demar~ds. the Chair!nan oi the Boacd staicki "It is t l i ff ic-uit  to say, 
but s~ )mc  portion of it may be i!l1iatt3d. We ha\.e nut calc~ilated and 
@\.c iii!,) i t  in iha: way. biit 1 s~p ; )ow a fai i  ;,orlion of this would 
be irreco-\-erable". The Member (Inr.01ne-tax) stated t l ~ i t  this' was 
nor u i:istrc!~ding t h e  fact that we arc making a very fail. ant1 very 
etquitnbic. assessment. On being suggested that t h e  old arrears 
s h : l i i  bc i . ~ \ - i < ~ \ ~ t 7 d  \ \- ihh a \.12!v re+.tucing them to I I  realistic 
figure, th: Chainxan (1:' ti!;> Goard st:;tc%f thii: "the only way  will 
be to espcdite the writing c~it'  b~sl::~.:;<" . The witnc~s;, aiicieii that 
under the p:rwmt system c\:en it out of a demand o f  Rs. S!) la!.:ll:,, 
only Rs. 1 lakh was realmblc. the I::flmce of t ! ~  denland could not 
he written off until Rs. 1 1skh had been acrgally redised which 
might take two to three years. :Is n result of a rccrnt di:-cusc:ion 
with the Comptroller & Auditor Gcneral. i;istrui.:ions h;i.t hscil 
issued to \+-rite off such demands pa;.:i:.;ly le:~.,'; lg a !:uYi~!cnt mangin 
for possible recovery. So this prore:; would be expedited. 

Wi:h regard to the steps taken f o  avoid over-a~se:isrnents and 
inflated demands, the witness ..ta!ed :i.::it i t  had bcen impr:!.,wtf upon 
the officer; tha! over-assessmcbn t vi CIS worse than L I : I ~ ~ ~ I , - .  .sse.;srncnt. 
The -4ssist:tct Commi.;s~oner.s rec:!;A;il in the c:)nfiden:;i~l reports l h f  

the as;=:;ii?$ nficcrs whe:hcr thr-j :vere i;! tfic habit U S  makin: 
reasonab:e ayessment, over-a.;se.c.mc:~: or under-a.iscsr;mt~. 'l'"+* 
Commissioner then evaluated thr tvoric of t h . l c b  oficcrs o ~ :  thc ba.,is 
of ' he  reports of the Appellate Assistnnt Cor:lmis~inner. \ v h ,  \v;ts 
specifically asked to state wh;.:hc*r the officcr madcb reasonable 
assessment. 

1 255. When questioned u ivt!?alr ::I:. such record was kc I , !  at1.r~' 
the work nf the officers the ic.iirw.;i s!ated that keepng  o f  recxd  
of each officer in case of eac'i aiw.-mcnt made by him arld then 
its 'follow up' was really tremendous task. Thc work of the ITQ 
w3 to be judged as a whole. Tile Crmmittee pointed out that there 
should be a method by whiclr the iwrftrrmance of the officer making 
over asse-;>rnnnts or under-as.-c;sments over a long pcrind could be 
spe~ificali:~. ;&*ken into account i n  forming 3 judgment sbou! htm. 
The witnc~r, stated that he h ~ r l  comc across certain cases where t:lc 

Commiss:oners had mentioned in the confidential report, that a 
pqrticular ofllcer was prone to over-assessment; such remarkc; were 
ccmmwu ~ t & l  to the officer concerned 



1.2%. The Secretary of the Department of Revenue and Coordina- 
tion stated that introduction of a system of evaluating the work of 
individual officers on the bssis of a record of ovcr-assessme:~ts o r  
under-:~sscssment:; was a very complicntcd q u ~ s t i o n .  which had to, 
bp considered much more carefully. 

1.257. TI& Committee feel concerned In nalr that the gross arrears 
have incrt:ased from Rs. 270.47 cmrc\ a-, on 3 1 4  Mach, 1963 t e  
Rs. 282.37 crores a, on 314 March. 1964 out of which effective arrears. 
are stated to be Rs. 161.41 crorcc. What is more, an amount of. 
Rs. 38'93 crores relates to  the period prior to 31st March, 1954, out 
of whirl, Bombay and West Bcngal charger account for Rs. 13.21 
crores and K\. 15-86 wores re\ptcti\clp laboat 75 per cent.). 

1 258. TI19 Comrniltre h a ~ e  repcatedl~ irn,vc.sked that in the- 
rontest of the prment national emcrpney and cconomic develop- 
tnmt, i t  is imperative that thch past arrearz should be realised by 
intensifying the collcdion effort 3nd current collections should' 
no: hv ::~llowed to arrumulate (of l n r a  3 1  of (irh Report, Para 72 of 
21st Report and para 67 of 28th Report-Third Lok Sabha). But 
there is no perceptihlt* improt emrn t i.1 t hc position. They hope tha t  
efforts will continue to he made to liquidate the arrears. 

12.59 During evidence thc Committei. were it~formed that a fair 
portion of the arrear., would he irrrcoverahle on account of t h e  
dcmnnds being inflated It waz \tattd tha t  only course to reduce 
the arrcnrs was to expedite thc writinq ofl proce4s. The Committee- 
hopt that at a result of the instructions iszued recently after con- 
sultirtion with the Cornptrollcr & Auditor General. to write off 
inflated demands partially leaving ;I suflicicnt margin for recovery, 
the nrrvars would be substantially redurr.l The Committee desire 
that tilc prows% should he kept under rtvit-w. The Committee also 
rcwmmc-nd that at  the time of agreeing to scale down the demand 
whit-h is accepted as inflated. frrii pnynrent of thc balance o r  
stwtrity i n  lieu there of should n\ far a< pwsible. be insisted upon, 
Thra.  the idhated portion of the dcn~anrl 8s well as  the @ m t  
of arrears would disappear. They uonld watch thc results through 
future Audit Reports. 

The Cammittee feel that the mot  cause of infiatsd demands i.e, 
over-assessment by the ITOs should bc efftctively dealt with. They 
were informed during evidence that it had been impressed upon the 
ofneers that over-acsessment was worse than under-apmsmmat: but 
that the introduction of a system of cvdrlating the work of indivi- 
dual omcers en the basis of a record of over-89iicssments or under- 
~oslmrenb was a very complicatrd question, which bad to be con- 



sidsrwi much more carefully. The C o W t t e e  bape that some more 
.callBEective procedure would be devised with a Yiaw to ensuring that 
reapwble demands are raised by the ITOs, and any tendency 
t o w e  over or under-assessments is rooted out. 

1.260. In reply to a question, the witness stated that there was a 
provision in the Income-tax law to stay recovery of demands pend- 
ing in appeal before Appellate Assistant Commissioners, but there 
was no such provision in regard to the appeals pending before High 
Courts or Supreme Court. The witness promised to examine 
whether a similar provision should be pade  in the case of appeals 
with High Courts or Supreme Court. me Committee would like 
to know the results of this examination. 

1.261. The Committee enquired about the latest posifion of the 
qppeals pending with Appellate Asstt. Commissioners. The Com- 
mittee were informed that a; on 1st September. 1965, 1.16,356 cases 
were pending. The number was increasing because the number cf 
ajqx;lls was also going up year by year and the number of as;ess- 
ments was also going up. In order to dispose of thew cases, 40 more 
Appellate Asstt. Commissioners had been asked for; their present 
number was 107. The w tness als.) gave figures: of annual disposal 
.of appeals: 

I M5-66 (31 -7-1965) - - - - - - . -- - - - .- - j%24 1 

1.262. As regards the latest position of appeals pending. thc 
"mmittee were informed that no a?peal for the year prior tc 
t953-51 was pending. All appeals filed in  1952-53 and earlier had 
been disposed of. Only one appeal each for the year 1953-54 and 
1954-55 was pending. 341 appeals for the period 1053-54 to 1959-60 
were pending as on 1st September, 1965. On the same date, pending 
appeals were 723 for 1961-62, 2646 for 1982-63, 8230 for 1963-63 and 
61,548 for 1964-65. 

126.3. The Committee feel concerned to find that the number of 
pendjng agpePL, bcrmdd from 74,120 as on 31st March, 1983 to 
84,3@ as on 30th June, 193 an I 116.356 au on 1st sptemhcr,  1965. 
T h i s  indicate that the nosition has been gtpadily de@fioratipg. The 
oldest case relates to 1553-54. In their 21st and 28th &port$ (3rd 
Lok sorbha) the Committee had observed @at early and adequute 

A d d  be lfLQP to bring down tbp! u r ~  with the Appcllafe 
Aslrtt. Cllmplisifigqca so m not ta exwed four months work lead. ms 



m t . 4  ~ J I  'Liucer AbWdtatbn ,q Cormsittee. 
~ ~ ~ ~ ~ a ~ t 4 c l r a P g a e d L E c r a r s e i . t h e ~ ~  
of Appellate Asstt. Commissiop8rs, the nuPrkr af appeqIs pending 
disposal would be r&ced and apecial aktention wcdd be given ta 
dispose 4 old outskrpCliqq pgpeels whkh hnve Men pending 
#ace lQ63-54. Tht CeaUniCkc also suggest that the number of the 
Appellate ASS&. Commiesiopers should be increqmd to the sanction- 
ed rrtrangth without any fnrther delay. 

Arrears of assessments, para 81 (a),  pages 77-78: 

1,264. It was noticed that as on 31st March, 1964, 12.26 l a b  of 
cases were outstanding with Income-tax Officers pending assess- 
ment. The approximate tax involved in these cases could not be 
ascertained. The years-wise break-up of the outstanding cases is 
indicated below:- 

- - . -- -" - -- 

Year Kumber 
of Assess- 

ments 

1.265. Analysis status-wise 
follows:- 

of the case that are pending is as 

Status No. of 
Assess- 
rnOnrs 
Far- - 

Individuals . . 9,OS -0% 



1.266. The number of assessments completed out of the arrear 
aorressments and out of the current assessments during the past flve 
years are given below:- 

- --. - 
Financial Yeu Number for (Number of u ~ m c n t r r  completed) NO. of 

Assmamat6 msessments 
f a  Out of Out of Total 

dinpod cumnt U ~ ~ U J  
pending .t 
the end of 
the year 

I 2 3 4 5 6 

1959-60 . 16~72~oo1 2~29,550 433,674 1 b 6 3 4 ~  (69.6 %) 5~08,777 

1960-61 . . 18~~6,012  7,32,248 4,74,&(7 I2fiYf395 (66.1 %I 6,I9JI7 

1961-62 . 20,21~330 8,*465 5@2,658 I3@~923 (64.8 %) 7J2AO7 

1962-63 . 22~18,376 786,815 S Y I ~ J ~ O ~  13,09;II7 (59.4%) 9 ~ 8 1 6 5 9  

1963-64 . . 27,0%107 9,u3670 5,60@31 1432,701 (54 7 %) 1 2 9 6 ~ 0 6  

( F m  in brackets in column 5 represent percentage of cases disposed of to total 
number of rss~uunents for disposal). 

Arrears continue to increase both in absolute terms and in per- 
centages. 

1.267. Committee were informed that the approximate 
amount locked up in 12.26 lakhs cases pending assessment was 
Rs. 25 crores. Out of these, 8'83 lakhs were small cases and the 
others were average cases. The reason for the accumulation of 
small cases was that while the number of cases went up the number 
of officers remained the same. 

1.268. When the Committee enquired of the number of cases of 
business income exceeding Rs. 15,000 out of 40,130 cases relating to 
1960-61 and earlier years, the witness stated that the required infor- 
mation was not readily available. The Committee enquired as to 
why the percentage of number of assessed cases was going down. 
The witness stated that this was due to the increase in the number 
of tax payers. As regards the steps taken to liquidate arrears, the 
witness stated that the number of of?icers was being increased. 
Sanction had been received for another 300 posts of income-tax 
Officers in 1964-65. Certain methods were also being devised to 
reduce the time taken by oftlcen, for disposal of cases of small 
incomes. They were also introdwing mechanisation of tax calcula- 
tion in respect of salary cases. When the Committee pointed out 
that the arrears had doubled since 195660 and the percentage of 



dispml had gone down from 69'6 per cent in 1950-60 to 54.7 per 
cent. in 198384 the Secretary, Deptt. of Revenue and Company Law 
stated that the problem could be tackled with the help of mechani- 
cal aids of certain kinds, improvement of staff, further training and 
categorising of cases requiring less attention etc. I t  also required 
more vigorous and purposeful planning by the Board itself. The 
Board were trying to strengthen their planning. The witness added 
that although no targets for disposal had been b e d  for the corning 
years, it was expected that the increasing trend of arrears would 
be reversed. He added that they would examine, if it was possible 
to lay down any targets and try to keep up to them. 

1.289. The Committee regret that the percentage of disposals ef 
assessments had been progressively declining from 1959-60. The 
percentage has declined from 69.6 in 1959-60 to 54.7 in 1963-64. The 
pending assessments have increased from 5,08,777 at the end of 
1959-60 to 12,28,406 at the end of 1963-64. 

1.2'70. They trust that with the proposed addition of 300 Income- 
tax OtRcers and introduction of mechanisation, the position will 
improve The Committee hope that the Board will carefulfr 
examine various urpects while planning the Pssessing machinery, so 
that the past arrears and increasing future assessments are tackled 
effectively. In this connection the Ministry should also examine 
tbe feasibility of laying down targets to complete the armam of 
assessments. The Committee would like to watch the progress made 
by the Department of Bevenue in tbb direction throPgh futurt Audit 
Reports. 

Pmdency of Super PMts Tax assessments, para 81 (b), page 78: 

1.271. The figures relating to the dsposal of the Super F'rofits 
Tax assessments as on 1st April, 1964 are as under:- 

( I )  No. of cacs for disposal duriag 1963-64 . 3,918 
(2) Number of cases disposed of provisionally . 1,051 
(3) Number of cases disposed of finally 451 
(4) Amount of demands raised on provisional asseasneats Rs. 2,236 Lkhl 
( 5 )  Amount colltctcd on provisional assessments . Rs. 2,093 lakha 
(6) Amount of demand r a i d  on final assessments . Rs. 156 Wcbr 
(7) Amount of dunand collcctcd out of that in it em (6) Rs. 121 laha 
(8) Number of cases pending as on 31-3-1964 . 2,416 
Thus out of 3,918 cases, only 651 cases were completed Bnaliy 

during the period ending 31st March, 1964. 



1.272. Tbe Crmmittee were iafonrred Wt the ~pptuxbatn 
demand locked up in 2416 super p r d t  tax oaacrs adl aa Slst M4s& a 

1984, was IRs. 5143 crares, out cat whicb about Rs. 498 crople9 W been 
00Uected upto August, 1W. There were akeodiy instructions thPS 
the disposal of the pending cases should be expedited. The witnere 
added that the crut of 3,918 cases for 1963-64, 451 w e s  were finally 
disposed of in 19433-64 and 767 in 1964-65. All the cases had been 
provisionally assessed. 

1.273. In reply to a question, the witness stated that the number 
of pending cases upto end of March, 1965 was 1476. Asked about 
the position of sur-tax cases under the new Act, the witness stated 
that the information was not available. 

1.274. The Committee are not satisfied about the progress of dis- 
pssal of super prefit tax assessments. They desire that dgwm 
efforts s h d d  be made to expedite the Anal assessments. At the 
same time, utmost care should be taken in dealing' with these com- 
plicated cases involving large amounts of tax. 

R&nds*--para 82, page 79: 

1.275. The number of refund applications outstanding as on Slst 
March, I964 is 6,317 involving an amount of 31 -24 lakhs. The 
break-up of the refund applications with reference to the period of 
pendency is as follows:- 

No. of Amaunt 
casts involved 

(i) Refunds outstanding for less than a year as 
on 31m March, 1964 . 6,333 2,594 

(i) Refunds outstanding between r and 2 years 
as on 31st March, 1g6q 803 528 

(iiQ Rcfuadrr aummding for 2 years and more M 
on 3ist March, I& . 59 129 

fiv) Inrrrest paid to asscsm ibr delayed refunds . . 14 
-- -- - --- ---- - - - .- - - - -  - - - -  

1276. Under section 243(I) of the Income-tax Act, 1961 the Cen- 
tral Oouwmmnt bas to pay interest at  4 per cent per ~ ~ l n  on 
all refund claims outstanding for mam thn six month 



1.277. During evidence, the CommStb were inionned that W ai 
59 cases outstanding for more than two years, 25 had already been 
&posed of. '.?he pear-- h a k  up of 32 cases out of the re- 
maining 34 was as follows'- 

There was no information available fo t  the nst of the three cases. 

1.278. With regard to the steps taken to grant refunds within 
the prescribed period to avoid payment of i n w t  om account of 
delay, the Committee were informed th* instructions had beem 
hpsued to expedite their disposal. The Commissioners had also 
been i m p w d  upon in the matter. 'Refund weeks' were abso 
obsenred here and there all over India. The witness stated that 
considering the number of cases for dtisposal the number peadm 
was small. The mason for pendency of thee  cases for a long 
time would be gone into. 

l.Z?O. The Committee then desired to be furnished with a nslrc 
stating (i) in how many cases interest totalling Rs. 14.800 was paid 
and what was the w e s t  amount paid and (ii) what are tne reasons 
for delay in the settlement of refund cases which have been out- 
standing for more than 2 years. The interim note* furnished by 
the Ministry is at Appendix X. 

1.280. The w i t t e e  feel concerned over the delay in dhpod 
ai appfieations for refund. 862 applications for refund En- 
a reSund of about Rg 6.57,OW are oatstanding for more than a year. 
The Committee desire that necessary steps should be t&m to ex- 
pedite disposal of applicatbns for retanda The Ministry may ahso 
cchuit4aPffitts~tyCsshylifj . thepMcdrrsinltLbrrsSud,  
--. - ---. - - -- - - . - ---- - ---- 

*Not Vetted by Audit. 



Frauds and evasions, para 89, pagt 79: 
1.28'.(1) Number of cases in which pen altv under section 28(1) 

(c)271(I)(c) was levied in I 963 54 . 6,678 
(a) No. of cases in which prosedttion for concealmat of 

income was launched .. Nil 

(3) - . o. of cases in which composition was effected without 
hunching prosecution . . 

(4) Concealed income involved in (I) to (3) . Rs. 134947,847 

(5) Total amount of penalty levied on (I) . RE. 1,5645,373 

(7) Cases out of (2) in which convictions were 
obtained . . . 

(8) Composition money levied in respect of cases in (3) . . 
(9) Nature of punishment in respect of (7) . . . 

1.282. The Committee were informed that 1963-64 was the second 
year after the enforcement of the Incom-tax Act, 1961. There was 
no prosecution in cases of concealment of income and fraud because 
there were no fit cases to be proceeded against. But after the obser- 
vation of PAC. in their 21st Report (February 1964) there were 28 
cases of prosecution in 1964-65. For this purpose an Intelligence 
wing had been created in the Board. There were 2 experts from 
U S A  to help in prosecution. Besides, 3 officers had also been sent 
to U.S.A for training in that particular aspect of work and 6 others 
for other purposes. The foreign experts were helping the ~ d r d  to 
look into what organisational or legal changes were necessary to 
make prosecution more effective. They were looking into th cases 
and suggesting where prosecution should be launched. 

1283. The experts had submitted some reports for certain orga- 
nisational changes. They have been asked to furnish more details 
which were awaited. 

1.284. In reply to a question, the Committee were informed that 
the estimated concealed income involved in the cases of searches was 
about Rs. 100 crores. Quite a number of these cases came under 
the disclosure scheme 60 : 40, subsequent to the searches. The 
largest amount involved in single case was Rs. 1 more approximate- 
ly. About 600 raids and searches had been carried out. 

The Committee are alarmed at the amount of concealed in- 
come (%. 100 erores) disclosed as a result of about 600 raids anq 
searches carried out by the Ihpartment. The largest aurou~it in- 
volved in a Jnltk case was Re. 1 erores. The Committee feel that 



the existence of large scale concealed income indicates that thef 
Inwe- tax  Department has not been fully effective in asmdng the 
income correctly and preventing their concealment. The Commit- 
tee stiggwt that b d i a t e  steps should be taken by the Govern- 
ment to devise means to prevent such conceahnent and evasion of 
b e a .  

1.286. The Committee are glad to note that Ministry is lookhgp 
inb the question of introducing organisational and legal changes in 
consultation with experte to make prosecutions more effective and 
thut o f k m  have also been sent to the U.S.A. to* training in thig 
particulnr aspect. The Committee hope that the matter would be 
kept under constant review. 



Minisby of Transport and Aviation 
Review of t& Account8 of the Dir&br oj h&hs#W, f%lhdPhra 

84, pages M: 
2.1. under the Delhi Motor Vehicles Taxation Act, 1862 which 

came into force with efbct from Ist April, 1869 the Directatate of 
Transport, Delhi collects taxes on motor vehicles. Certain irregu- 
larities in the accounts of the Department mentioned in Delhi Audit 
Report, 1955 and 1956 were examined by the Public Accounts Com- 
mittee in para 31 of their 13th Report (1958-59). The system of 
payment of tax in court fee stamps was found to be defective and 
was replaced by Cash-cum-cheque system on 1st September, 1960. 

The total collection on this account for 1963-64 amounted to 
Rs. i .7 crores. 

2.2. A general review of the working of the cash-cum-cheque 
system conducted in August, 1964 brought out certain unsatisfactory 
f?atures which are dealt with below. 

2.3. Loss due to short 1 :  vy of tcuc sub-para (i) .-Under the Act a 
tax a t  the rate of Rs. 100 for every tonne or part thereof should be 
levied and collected annually on all Motor Vehicles registered laden 
weight of which exceeds 10 tonnes. It  was noticed that in respect 
of vehicles the laden weight of which exceeded 10 tonnes the tax 
was being recovered on these vehicles at the rate of Hs. 700 for the 
first' 10 tonnes resulting in an under-assessment of Rs. 300 per vehi- 
cle per year. The number of such vehicles used or kept for use in 
Delhi during 1963-64 and in the first two quarters of 1964-65 were 
over 2500 and 2140 vehicles respectively and the short-assessment 
during this period would thus work out to about Rs. 10.71 lakhs. 

2.4. The Ministry stated in December, 1964 that the proposal of 
the Delhi Administration was to levy the tax on goods vehicles the 
registered laden weight of which exceeded 10 tonnes at  the rate of 
Rs. 700 for the f i s t  10 tonnes and at the rate of Rs. 100 for every 
additional tonne or part thereof. The word 'additional' was stated 
to have been omitted inadvertantly at the draft stage from the Act. 

2.5. The Committee desired to know why the tax was not levied 



#WMbg tb the ~ . f A s b h s  6i the Ikelhi Mobr V&ler Taxatior 
Act, 1962 The seci.ezary, Ministry of Trgnsport (now w t t .  of 
Transport, Shipping and Tourism) stated that the intention behind 
the Act was not b roua t  out in the Act and the Act was drafted in- 
wutately. Subsequently it w?ls amended with retrospe'ctiw effect. 
25he committee enquired whethet the officers were justified in cob 
lecting tax on a basis diftemnt &om that authorised by Parliametlt. 
' h e  witness replied that if the provision of the A'ct had berm a p  
plied then it would have led to "absurd conclusion". To avoid that, 
they implemented the ihtention. The intention was that for every 
additional ton over 10 tmes Rs. 100 was to be charged. The Chief 
Secretary, Delhi Administration added that in January, 1965, the 
Ministry of Transport had ordered an enquiry into this matter and 
within a fortnight the report would be submitted to the Govern- 
ment of I d .  The concerned Offioer had submitCed his ex- 
danation. 

2.6. As regards the provision of the Act, the witness added that 
,there was no intention on the part of any Government servant to 
flout the authority of the Parliament. It was only the rationale 
behind it that guided them. It was in that light that they submit- 
ted an amendment to the Government of India which was ultimate- 
ly approved by the Parliament. The witness admitted that as far 
as the letter of the law was concrned, it was not observeu. 

2.7. The Committee rnnsider it very unfortunate that a serious 
mistake cropped up while drafting the Delhi Motor Vehicles Tax- 
tion Act, 1962. What is more serious was that officers concerned 
while giving efiect te the provisions of Act as passed by Parliament 
failed to implement the provision regarding levy of las at the rate 
of h. 100 for every tonne part thereof on all vehicles with a laden 
weight exceeding 10 tomes. The Committee take a serious note of 
the action of the officers which was not in conformity with the pro- 
visians of the Act as passed by tbe Parli~ineat 

2.8. The Committee were given to understand that an edquirp 
had been ordered in the case. h e  Committee understand from the 
De&i Administration that as a result of the enquiry made fnto this 
cme, action is being taken agafhst the oficer~ concerned who have 
been found negligent In performance of their duties. The Conmyit- 
tee desire that the Acts of Parliament once passed must be hnpke- 
men'ted by execbtive without any change or rnodWkcalion by themb 
selves. I f  they b d  any mfstake or 'absard' situation arising fi.chh 
such bplementatioa, they hmd come to h r l i m e n t  for the neeas.. 
d?a~y correefioh. ' h e  'Comfnittee a h  h w  thnt the 018ccnrs 
ed vvtth the &afthg i ~ f  V~~WUS bilks ba-g ttnaacid itnfi~atioas 



w-ld give utmost care in embodying the intentions of Govern- 
ment therein before bringing them to Parliament. 

2.9. Unauthorised delegation of powers sub-para (i i)  .-Under 
the Act, any person or authority may be appointed by the Chief 
Commissioner by notification in the official gazette to exercise the 
powers and perform the duties of a taxation authority. It was 
observed that an Automobile Association was performing and exer- 
cising the powers of a Motor Licensing Officer, without any notifi- 
cation by the Chief Commissioner, empowering it to do so. 

2.10. The tax collected by the Association amounted to about 
Rs. 4.16 lakhs and Rs. 5.79 lakhs during 1962-63 and 1963-64 res- 
pectively. 

2.11. I t  has been decided by the Administration (December, 1964) 
to obtain security of Rs. 37,000 from this Association. According 
to Audit, on a representation from the Automobile Association and 
keeping in view the standing of the Association, the security was re- 
duced to Rs. 25,000 for the whole year and additional security in 
such amount' and such period as the Chief Commissioner may 
specify from time to time. 

2.12. The Committee enquired why an Automobile Association 
was performing the functions and exercising the powers of a Motor 
Licensing OfEcer, without any notification by the Chief Commis- 
sioner, empowering it to do so. The Chief Secretary of the Delhi 
Administration admitted the delay in issuing the notification. He 
added that the delay took place in drafting the agreement which 
was a very difficult and complicated one. It had to go round the 
Ministry of Law, F'inance Deptts. of Delhi Administration, the Gov- 
ernment of India and the Automobile Association. Ultimately it 
had been finally signed. 

213. The Committee are not happy over an Automobile Associa- 
tion exercising the powers of a Motor Licensing Officer for the years 
lM2-63 and 1963-64 without any notification by the Chief Commis- 
sioner empowering it to do so as required under the Act. The Tax 
cdlected by the Association amounted to about Rs. 4.16 lakhs and 
Bs. 5.79 l a b  dnring 1962-63 and 1963-64 respectively. Notification 
anthorising the Associatbni to COW the tax was issued by the. 
Chief Commissi~~~er only on 26th February, 1965. Even no security 
was obtained from the Astuyiation till Marcb-April 1 W .  (Accord- 
ing to Audit, the security actually obtained from the Association 
was : Ten Year Defence Deposit Certificates Rs 22,000; ccrsh, 
& 3,W, and Bank gwmntee which was d6t consideration of 



Ministry, Rs. 12,600). The Committee are surprIssd to flnd that the 
h c i a l  interest of Government was not safeguarded during this 
poriod 

2.14 The Committee are not convinced of the reasons for the 
delay in drafting the agreement with the Automobile Association. 
In all cases where the financial interests of Governmemt are involv- 
ed iu transactions with private bodies, agreement should be finalis- 
ed in advance. The Committee hope that in future such cases will 
not occur. 

2.15. Defective maintenance of Account Books etc. sub-para 
(iii) .-While the instructions regarding procedure and safeguards 
prescribed by the Delhi Administration for collection were ade- 
quate, it was noticed that these were hardly observed or enforced 
as indicated below. 

2.16. (a) No security had been obtained from the cashiers (Nine 
in number) even though they handled large amounts of cash rang- 
ing upto Rs. 78,000 per day. 

2.17. The Committee desired to know about the amount of secu- 
rity obtained from the each of the 9 cashiers. The Chief Secretary, 
Delhi Administration, stated that when the cash system came into 
vogue in 1960, they were given 8 cashiers of the ranks of Lower 
Division Clerks. There was no extra allowance for their duties. 
Thcre was correspondence between the Delhi Administration and 
the Government of India to grant extra allowance to cashiers. 
Ultimately Delhi Administration suggested to the Government of 
India that the cashiers might be given Rs. 10 towards the fidelity 
bond. This was turned down by the Government of India. There- 
after, they compelled the cashiers to execute the fidelity bonds 
from their own resources, but no one wanted to work as cashier. 
In reply to a question, the Secretary of the Department of Trans- 
port, Shipping and Tourism stated that they would be prepared to 
sanction Rs. 10 and promised to look into the matter. 

2.18. The Committee feel concerned over the delay in finalilpinp 
the question of obtaining security from the cashiers who bandled the 
large amounts of cash ranging upto Bs 78,800 per day. They desire 
that tlnd decision should be taken in the matter without further loss 
of time. Tbc Committee are surprised that the Government should 
not have agreed to pay Rs. 10 towards fidelity bond. The Commit- 
tee cannot understand why Clerk utilisad to work as c.sbier~ &add 
be penal id  for this work. 



' 
E.1@ (b) Cash ~ , - C h s h  6?oWw are made thF@ 8 to 23 
4 c a m  & camkr .kashier msintab a subsidiary cat& 
book wherein entries nwnbering between 1000 to 3000, involvhg 
-total receipt of Rs. 60,000 to Rs. 2,00,000 or more rwu: made every day. 
It *a% s k d  that the mkei regarding authentication of individual 
elrWias by the Mator Liceaxsing OfRcer, checking of the totals of 
subbidlary b k s  ek. were nst being observed. 

2.20 The Committee enquired why entries made by the Cashiers 
in cash books were not authenticated by the Motor ~icensing Officer. 
The witness stated that the work was enonnous and it was physically 
impossible for a single officer to carry out authentication of indivi- 
chal entries. In 1960 the maximum oollections in a day were 
Rs. 70,600. In 1965 the maximum collections in a day were 
Rs. 535,000. 

2.21 Entries to be verified had gone up from 2,960 to 5,000 in 
1965. To cope with this work, more officers were required. In 
reply to a question, the witness stated that due to emergency 
extra staff could nolt be sanctioned. The Committee desired that a 
note might be furnished on the following points: 

(i) When did the Delhi Administration ask the Home Ministry 
for more staff for authentication of entries made by the 
cashiers in cash books. 

(ii) )Eow many times the Home Ministry was reminded for 
the sanction 04 the staff. 

(iii) What was the reply of Home Ministry and what was the 
latest posit'.m. 

The i..formation is stilt awaited. 
222. The CoIllglittge f e d  coneenned over the persisted ner-obser- 

.9.ace d the ruks reganlbg anthentdrstion ef iadivi8ual eatries by 
the Motor Liceasing aticer,  c- d the tda ls  of subsidiary cash 
'bsaks efe. 

2.23. They are surprised bow, in the absence of anthentieattor of 
individual entdes by the Itlotor Licensing OiR~er and checking d 
totals of subsidjary cash bodas, it was ensured that there was no 
leakage of revenue. 

2.25 (c) Reconciliation: -Daily reconciliation, as prescribed 
under the rules, between the tdal  amounts for which tax tokens, 



permits ete. had been i& &ooodhg to reg6stees d k i n e d  fa 
the purpose and the total amount collected in claeh by cheques and 
by dqwuts into Treasury, etc. was not being made. A test check 
of one months' account showed that there were 13 cases of cash in 
excess and 23 cases of shortage of cash as compared with the entries 
of the s u b s i d i a ~  cash books. 

It has been explained (December, 1964) that due to shortage- 
10n # of staff it was not found possible to carry out daily reconciliat' 

prescribed uuder the rules. 

2.26 The Committee enquired why daily reconciliation, as pres- 
cribed under the rules, between the t d a l  amounts for which tzm 
token, permits etcl. had been issued according to registers maintained 
for the purpose and the total amount collected in cash by cheques 
and by deposits into Treasury, etc. was not being made and why 
there were discrepancies in the accounts. The witness stated that 
during the period, the taxes due had to be collected from 32 collec- 
tion counters. Improvised Centres had to be established and they 
were put in charge of temporary staff mobilised from various sources 
including the police. The staff who did the work got no extra remu- 
neration. They had to handle a very large number of motorists. 

2.27 In reply to a question, the witness stated that they had not 
been permitted to employ seasonal staff as was being done in Bombay. 
There was shortage of staff. No extra staff had been sanctioned for 
this work. The shortages had been noted down in a register and 
were being made good by the concerned cashier when he got his 
salary. He was a man with a low salary and he could not make up 
short collection immediately. 

2.28. The Committee feel cencerned to note that a test check af 
one month's account showed 23 cases of shortages of cash and 13 
cases of cash in excess. This points to the need of having daily re- 
conciliation, as prescribed under tbe rules, between the total amounts 
h r  which the tax token, permits, etc. had been issued and the total 
mumant cdleeted in cash by cheques and by deposits into Treasury 
ctc. They desire that adequate staff should be provided for doing 
this reconciliation work. 

2.29 Arrears of Tat- sub para (iv) .-The Department started main- 
taining registers for some series to watch recovery of arrears of tax 
only with effect fmm 1960-61. The maintenance of this register was 
ckontinued subsequently. The Departanent has therefare nc 
e f k t i w  machinery to asses the demand and watch its m v e r y -  



I t  is, therefore, not possible to know the extent of totd outstanding 
till a complete review ob the amunts is done by the Department. 

2.30 It has been stated that for locating cases in which tax ha8 
not been paid a very daborate machinery was required and that 
action to recover the arrears could be taken only after it was known 
fer certain that tax had not been paid in respect of particular vehi- 
cle either in Delhi or in any other part of the country (December, 
1964) . 

2.31 The Committee desired to know how in the absence of 
records, wherefrom it could readily be ascen ta id  whether or not 
the .total outstanding amount of tax on vehicles had been recovered, 
the Delhi Administration was able to find out whether tax h ~ d  or 
had not been paid in respect of a particular vehicle either in D m  
or in any part of the country. The witness stated that the motorists 
in Delhi were of a shifting nature. Quite a high percentage of them 
did not remain in Delhi for long time. They went on changing. It  
had not been possible to maintain an uptodate record of tax arrears. 
They were not keeping any statement of cases relating to arrears, 
But Registers were being maintained by them. The only method 
to check as to whether the register was correctly maintained or not 
was by undertaking special drives. 

2.32 In reply to a question, the witness stated that they tried to 
introduce the card indexing system to check the non-payment of 
tax. But the Ministry of Finance had turned down the proposal due 
to lack of funds at their disposal. The card indexing system would 
have cost them Rs. 1-5 lakhs while the annual tax collection was 
Rs. 1-25 mores. 

2.33 The Committee enquired whether the cost of collection in 
Delhi had been compared with other cities. The witness replied 
in the afibmative but added that the &fficulty was that exact sta- 
tistical analysis was not possible because in other States. there were 
districts whose collection cost was mixed up with that of the head- 
quarters. 

2.34. The Committee regret to note that there is no effective machi- 
nery in DeUIi to assess the demand of tax on motor vehicles and to 
watch its recoveries. The Committee desire that tbe syntem follow- 
ed in other States especially in Bombay city and Calcutta city should 
be studied with a view to devising an effective machinery in Daibi 
without adding much to the cost of collection. 

2.35 Intern1 Check sub para ( v )  .-No system crf Internal check 
calculated to prevent and detect errors and irreguladtim in the 



financial proceedings of the subordinate of8cers exists in the Depart 
ment. 

2.36. It was explained by the Department that such a system could 
be introduced only after accounts knowing staff was 7rovided in ade- 
quate number. 

2.37 The'Committee desired to know whether staff having know- 
ledge of accountancy had been provided in adequate number to pre- 
vent and detect errors and irregularities in the financial proceedins 
of the subordinate officers. The witness replied that no arrange- 
ment had yet been made. The witness replied that no arrange- 
this work. In reply to a question, the witness stated that the pro- 
posals for more staff had not been sanctioned. The witness added 
that proposals for more staff were sent to the Ministry of Home 
fiffairs. 

2.38. Tbe Committee emphasize the need for introducing a system 
of internal check in the Department in order to preoent and detect 
errors and irregularities in the financial pmccedings of the subordi- 
nate officers. They desire that the ncmsarg action should be hkem 
b provide adequate (aceonntsrknowing) staff in the Department. 

Ministry of External Affairs (now under Minh&y of Home Affalrs) 
(North East Frontier Agency) 

Loss of Forest Revenue-Para 85 (a)-Page 83. 

2.39. A lease agreement was entered into by the NEFA Adminis- 
tration with a Company aect ive  from 1st October, 1952, for extrac- 
tion of trees from a forest mahal located in the NEFA area. The 
agreement was signed by the lessor and the lessee on the 25th July, 
1962. I t  was for a period of 15 years. and provided for revision of 
the rates of royalty payable by the contractor, initially after 5 years 
and thereafter at intervals of every three years. 

2.40. After the Arst Ave years (September. 1957) the Administra- 
tion accordingly informed the company of its intention to enhance 
the rates of royalty with effect from 1st October, 1957. The Com- 
pany did not agree to the enhancement on the ground that it was 
incumng losses even at the existing rates of royalty. Thereupon, 
the accounts of the company were got checked by the Administra- 
tion by a flrm of Chartered Accountants, who reported in August, 
1960 that the company was in a position to pay the increased royalty. 
The Administration was. however, advised by its Legal Adviser in 
March, 1960 that in the absence of any agreement or other documents 
to which either the company or the then Managing Agenta might 



&w puhPcribed, the Government could not make the company liabl? 
for payment of royalty at rates higher than those originally stipulat- 
ed, by any unilateral action on the part of the Administration. The 
Administration thereafter issued orders in March, 1961 enhancing 
the royalty rates from 1st October, 1959, estimated to earn an increak 
ed revenue of Rs. 0.75 lakh annually. Non-enhancement of royalty 
from 1st October, 1957 resulted in a loss of revenue of Rs. 1:50 lakhs 
(for the period from 1st October, 1957 to 30th September, 1959). 

2.41. The Company had paid (March, 1964) one instalment of 
Rs. 21,142 out of the enhanced royalty of lis. 75,000 due for the 
period from 1st October, 1959 to 30th September, 1960. It has been 
stated by Government that the balance amount would be paid by 
the Company on 31st March, 1965 and 31st March, 19616. 

2.42. Giving a brief history of the case, the Adviser to the NEFA 
A&mnistratian stated that there was a lease drawn in 1921 for 30 
yews betweeu the company and the Assarn State. This lease was 
dye fw renewal on 8th July, 1951. By that time NEFA had come 
into being and the portion of forests in which this company was 
operating became part of NEFA. In 1949. the Assam Government 
had been in correspondence with the company and they mutually 
decided to extend the lease by another 20 years i.e. from 1951-1971. 
In 1951 NEFA actually took over this particular forest area and the 
draft lease of the Assam State and also the terms and conditions ex- 
changed between Assarn State and the company passed on to the 
NEFA Administration. In January, 1952 the decision was taken that 
the veneer mill unit might be installed at the place, Namsai in NEFA 
where company was then located. 

2.43. The next phase after January, 1952 was concerned with the 
royalty question. As regards the details of payment of royalty, the 
witness stated that in the 30 years lease which had been signed ccv- 
ering the period of 1921-51, one of the clauses provided that royalty 
would progressively increase after the lapse of every five years and 
it would be 5 annas per cubic foot in the last five years of the lease 
i.e. during the period 1946-51. So, when the lease was to be renewed 
on 8th July, 1951, the royalty rate was 5 annas per cubic foot and that 
continued upto 30th September, 1951. Meanwhile the new schedule 
of rate was declared by the Assam Government according to which 
variou~ species of wood were categorised as 'A', 'B' etc. and the rates 
for veneer species went up ranging between 41 annas and 7 annas per 
cft. This new rate came into being and became operative from 1st 
October, 1951. 



2.44. When the Committee enquired whether the original a g r e  
a n t  of 1921 continued till 1951, the witness replied in the affirma- 
.tive. He added that when the original agreement expired on 8th 
July, 1951, NEFA Administration had to settle the question of pay- 
ment or royalty becawe the company was pressing time and again 
that the rafe was high. From 1st October, 1952 the NEFA Adminis- 
tration had raised the rate of royalty to 114 annas per cft. which 
remained in force till 31st March, 1954. To this increase in the rate 
of royalty the company objected on the ground that their finished 
goods might cost more. 

2.45. The Committee enquired as to how the rate of 113 annrrs per 
cft. was determined. The witness stated that the rate of 113 annas 
was adopted by the NEFA Administration as it was operating in 
Assam area. In this matter the Administration followed the rate 
schedule of the Assam Government which was only the guiding line 
for the Administration in fixing the rate of royalty subjeat to certain 
special consideration in NEFA e.g. communication etc. 

2.46. The Committee enquired as to how the draft lease which was 
not signed, was binding upon the Administration. The witness stat- 
ed that the company was in physical possession of those forests prior 
to NEFA coming into being. The Assam Government and the com- 
pany had exchanged certain letters and discussed matters. The legal 
opinion was that the Administration was bound by the earlier com- 
mitment that the A~,sam Government had made with the company. 
The Administration had the matter examined by the Legal Remem- 
brancer of the Assam State. According to the legal opinion it was 
a commitment and the Administration was bound by what the Assam 
Government had committed. 

2.47. The Committee were further informed that between 1952 and 
1962 the draft lease was gone into between the NEFA Administra- 
tion and the company and pertain changes were made. The previous 
draft lease was between the Assam Government and the company. 
In 1952 when NEFA Administration came into being the Administra- 
tion went through the draft lease again and decided in 1962 that that 
was operative upto 1967. 

2.48. The Committee are surprised to know that because 01 change 
4 Administration only, there was a delay of 10 years in finalising the 
agreement between the Administration and the company. The Com- 
mittee feel that a delay of 18 years in f i d i s h g  an agreement with 
the company cannot be justified on any account. In the absence of 
m y  agraement in force, the Administration had to act on tho prod- 
Ban of the old agreement which was not legally biadinq oa any d 
'16730 (Aii) LS-8. 



the parties. The C d t t e e  desire that the circumstamros teading 
ta such delay in renewing the agreement be examined with a view 
te fixing the responsibility. 

2.49. The Committee enquired as to why the lease was renewed 
when according to the legal opinion obtained by the Adrpinistration 
in 1952, the draft lease (as drawn up between Assam Government 
and the company) was binding upon the Administration. The Dir- 
ector of Forests NEFA stated that when the lease was referred k 
the NEFA Administration by Government of Assam, the Adrninis- 
tration felt that the rate of royalty as fixed by the Government of 
Assam in the draft lease was low in consideration of the fact that the 
Assam Government had been given 35 p a  cent of the shares in the 
company. As NEFA Administration had no shares in the company, 
it was felt that the whole thing should be revised. Howevcr, if the 
Company had insisted on retaining that agreement, then the Admin- 
istration would have been in a difficuIt position. 

2.50. The Committee were informed that the agreement which 
was legally binding on the Administration was ultimately changed 
by mutual negotiations and a new lease was entered into which was 
to be operative from 1st October, 1952. The negotiation for the ilew 
lease were conclhded in 1956. Then it was sent to the Ministries 
of Agriculture, Law etc. Between 1952 and 1956 there was no egrce- 
ment and the company was functioning on the basis of mutual under- 
standing. So far as the royalty rate was concerned, there was ex- 
change of letters between the Administration and the company in 
which the company had agreed to the rate of 114 annas per c.ft. The 
adviser addressed a letter to the company in this respect on 18th 
November, 1952. Upon this the company represented that that was 
a very high figure and the Administration should also take into con- 
sideration the non-availability of road link Finally the company 
accepted the rate in their letter dated 29th November, 1952. Copies 
of this correspondence has been furnished by tfie Ministry of ExternaI 
Affairs vide their O.M. No. Q/BF/II/7340/15/65, dated the 7th Decem- 
ber, 1965 and are at Appendices XI and XII. 

251. The Committee cannot approve of this ad hoc method of a 
private company wmking Govenuuetrt properties withaat any valid 
agreement but merdy on mutual .rmderstanding as in the opinion of 
6 e  Committee sncb a procedure is not d y  irmguhu but a b  fraught. 
jlbith risks and &odd always 6e avoided. 

2 . a .  The Committee were further infarmed that from 1st April, 
1- to 30th September, 1956 the Admfnistrrttlon kept the rate at 114 
annas per dt. by informal agreement. The justification to continue 



the same rate of 11+ annas per c.£t. etc. was that the h a m  rate was 
also 11+ annas. Secondly, the Company was representing time and 
again that they were not making any profits and emphasized that 
Namsai was cut off from the places of business. There was also 
some disruption due to floods during that period. So the Adminis- 
tration kept ;he royalty at the same level. Then from 1st October, 
1955 to 30th September, 1956 it was again as per the Assam Govern- 

ment rate i.e. 11& annas per c.ft. The witness gave the following 
rates of royalty as fixed from time to time in this case: 

St'. No. Period Rate Remarks 

r I-10-59 to 30-9-60 Re. I/- per c.ft. 

2 1-10-60 to 30-9-63 Re. 116,'- per c.ft. Re. -161- per c.ft. 
wavied due to lack 
r+f road link. 

3 I -10-63 onwards . h. I /6/- per c.ft. Irrespective of the 
consideration d lack 
of road. 

2.53. The Committee enquired about the basis f r raising the rate 
from 111 annas to Re. 1 from 1st October, 1959. The Adviser to the 
Governor. KEFA Administration stated that the Assam Government 
had raised it to Rs. 2 but reduced it to Rs. 1/6/- retrospectively from 
the 1st October, 1956 in 1959. Upto 1st October, 1956 the Adminis- 
tration was following the Assarn Government rates. Even when the 
Assam Government reduced its enhanced rate of Rs. 2 to Rs. 1/V-, 
Administration rate continued to remain at  113 annas per c.ft. b+ 
cause of the representatbns from the Company and on the conside- 
ration of lack of road link. In their representations, the company 
were pleading that their finances were not In sound positicn and that 
area was quite far off and so transport charges irere mi t e  heavy. 
The Director of Forests (NEFA) stated that the revise:? -:.:e of Re. 1 
from 1st October, 1959 was based on certain figures wil ch the com- 
pany had given regarding the extra expenditure incurred by the 
company. The Administration accepted their figures without veri- 
fying them. 

2.54. In reply to a question the witness admitted that when they 
checked up the balance sheet of the Company for the year 195Mtl. 



Wey did not check i t  up with the Income Tax return. They accepted 
the balance sheet as correct. 

2.55. The Committee regret to note that the Assam rates of royalty 
which were followed by the NEFA Administration upto 30th Sep 
-bar, 1956 were given up without any reason w.e.f. 1st October, 
1956. Further, the profitability of the company and consequently its 
capacity to pay the enhanced rntes was not investigated at the time 
when the royalty rates required revision w.ef. 1st October, 1957 and 
when this was investigated in August, 1960 by the Chartered Ac- 
countants it was found that the plea of the company that they were 
unable to pay enhanced rate of royalty due to the fact that they were 
incurring loss even on the old rate of royalty, was found to be incor- 
rect I t  is all the more surprising that when the Administration in- 
creased the rate of royalty from 11% annas to Re. 1 w.e.f. 1st October, 
1959, they went only by the figures which the company had given 
regarding extra expenditure incurred by them, and the Administrs- 
tion accepted those figures without any verification. The Committee 
cannot therefore, view with equanimity the various lapses on the 
part'of the Administration viz. (i) failure to follow the A s m  rates 
fmm 1st October, 1956 (ii) non-examination of the profitability of 
the company and not taking action when it was investigated by the 
Chartered Accountaqts that the Company was in a position to pay 
enhanced royalty (iii) acceptance of the figures of extra expenditure 
furnished by the Company without any verification and (iv) non- 
checking of balance-sheet of the company with their iucome-tax 
return. 

2.56. Explaining further about the increased rate of royalty after 
1960, the Adviser t o  the NEFA Administration informed the Com- 
mittee that royalty rate from 1st October, 1960 to 30th September, 
1961 was 1161- but there was a provision for waiver of 6 annas be- 
cause of lack of road. As soon as the road .was made available the 
royalty rate would rise to Rs. 1161- per c.ft. From 1st October, 1961 
to 30th September, 19f33 it was again Re. 1 and from 1st October, 1963 
to 30th September, 1966 the rate was fixed at Rs. 1161- irrespective 
of the availability of road. The road would come up in another year. 
The royalty rate was increased from October, 1963 as the sale pro- 
ceeds had gone up. 

2.57. The Committee are unable to appreciate the action of the 
NEFA Administration about the fixation of royalty from time to time. 
!Fbm is neither logic nor consistency in the way the royalty has been 
bed. The royalty rate was Rs. 1161- per c.ft. from 1st October, 1960 
to 30th September, 1961 with a provision of waiver of 6 annas per 



cft for lack of road but again from 1st October, 1961 to 30th S e p b  
ber, 1963, the royalty was R& 1, while from 1st October, 1963 to 30th 
September, 1966, the rate has again been fixed at I&. 1161- irrespec- 
tive of absence of road. Although it was stated in evidence that tho 
rate would increase by 6 amas per c.ft. as soon as road was provided, 
this increase has taken place because of increase in sale proceeds, 
though thewroad is not yet them. 

2.58. The Committee pointed out that the rate was reduced to Rs. I. 
from Rs. 1/6/- per c.ft. by the Administration after they had recejv- 
ed the Report of the Chartered Accountant appointed by them which 
showed that the claim of the company that it was not in a position 
to bear higher rates of royalty, was not correct. The Director of 
Forests stated that conclusions of the Chartered Accountant were 
not absolutely correct. He added that the earning of the company 
had to be taken into consideration in fixing the royalty, as well as 
the time taken by the Company to re-establish their sales after they 
went out of market for five years in 1950 as a result of earthquake 
which washed out their whole factory. 

2.59. When the Committee pointed out that the Chartered 
Accountant had stated in his Report that the company were not 
keeping the accounts and proper records to show the extraction ex- 
penditure of each variety of timber, the witness Stated that the figure 
of Re. 1 was based on the difference in the cost of extraction as bet- 
ween a mill situated at railhead or within 10 miles of the forests 
and another mill situatxi in the forest twenty five miles away from 
the railhead. 

2.60. The Committee then enquired as to how the profits of the 
company came down from Rs. 2.63 lakhs in 1951 to Rs. 90,000 in 
1952. The witness stated that in 1952 there was no work except 
construction of houses. In 1951 the whole factory was washed away. 
Upto October, 1952 there was no work in the veneer mill. The Advi- 
ser to NEFA Administration gave the Agures of royalty paid by the 
company and the loss suffered by the company as follows:- 

1953-Royalty Rs. 1~61,965 . . Loss Rs. 1,73479 

1957-Royalty Rs. 4,00,000 . . No profit nr tom 
were worked out 
in that year. 



2.61. The witness added that any increase in the royalty, gs pro- 
posed, would have put the company into liquidation. The cost of 
extraction was so high because of lack of link road and also due to 
dislocation caused by the floods. I t  was for this and other reasons 
that the NEFA and Assam Government had agreed for the construc- 
tion of an all weather road. The Financial Adviser, NEFA stated in 
evidence that there was a nothing in $he file where it was stated 
that the company would have to close the mill if the enhanced royal- 
ties were imposed. There was also discussion that it might lead to 
lot of unemployment in the area. 

2.62. The Committee pointed out that the revision of royalty was 
due in October, 1957 but when the company disputed the rate, a 
Chartered Accountant was appointed who said that the firm was 
making profit. But even then it was decided to revise the royalty 
from October 1959 and not from October, 1957. The Director of 
Forests stated that according to the balance sheet of the company 
it was incurring a loss of Rs. 2,20,000 in 1957-58. Upon this, the Com- 
rnittee point out that the Administration did not accept the findings 
of the Chartered Accountant that the company was in a position to 
pay but they were going by the balance sheet of the Company. The 
witness, however, stated that the figures upon which the chartered 
accountant based their conclusion were wrong. He added that the 
chartered accountant had taken the market rate of timber at Rs. 3-6-0 
but actually the price of timber was not that. The Committee poin- 
ted out that in their own letter the Administration had stated that 
the price at which the timber (logs) was being purchased by the ply- 
wood companies in the Upper Assam was not less than Rs. 3-8-0 per 
c.ft. The witness stated that that rate was for delivery at the mills 
at  a railhead. In this case the company was situated 25 miles away 
from the railhead. The rate mentioned in their letter was for deli- 
very at a veneer mill. 

2.63. Asked why the Administration did not write to the party if 
the rate was not Rs. 3-8-0 and the timber required further transpor- 
tation, the Director of Forests, NEFA stated W e  had to justify cer- 
tain demand which was made." Asked if it was a deliberate wrong 
statement, the witness stated "We had demanded Rs. 2 we had to 
justify that." He added "It was a negotiating plea. We know that 
we couId not get that rate." 

2.64. The Committee fail to understand as to why the NEFA Ad- 
ministration considered the market rate of Rs. 3161- per c.ft. adopted 
by the Chartered Accountant excessive as they themselves had in- 
donaed the oempany that the market rate was not less than Bs. 3\81. 
per c.€t If the Administration considered the rate of Rs. 3161- per 
c&. adopted by the Chvtersd Aeeorurtant as too high, they shodd 



'bave explain& lthe same in detail te Charbred Accountapt 
giving the reasons thmefor. The Cmnmittee regrr4 to note tbpt 
this was not done. The Committee are not impressed by the argu- 
ment that this rate of Rs. 3/81. per c.£t. was a 'negotiating plea'. 
Since there is nothing to suppart this argument they feel that this 
is put forward now to cover up their lapse. 

2.65. In reply to the question as to what were the reasons for re- 
ducing the rate of royalty from Rs. 2 to Re. 1 even when the 
Chartered Accountant had pointed out that the company was in a 
position to pay increased royalty, the witness stated that the Admi- 
nistration gave notice of increase in royalty at the rate of Rs. 1-60 
following Assam Government. Later, 'in 1959 the Assam Govern- 
ment, however, reduced it from Rs. 2 to Rs. 1-6-0 retrospectively 
from 1st October 1956. Then a fresh notice was given to the com- 
pany saying that they also had to pay Rs. 1-6-0. After further con- 
sultation the Administration asked them in 1061 to pay at Re. 1 per 
c.ft. The Administration followed the Assam Government rates for 
a number of years, but certain other factors and handicaps had to be 
taken into consideration. The Adviser, NEFA added that in the 
various draft agreements either with the Assam Government or later 
on with the NEFA administration, that was the condition that the 
rate of royalty had to be agreed mutually. It could not be a uni- 
lateral decision. Upto 1956 they had the right and they had kept 
up with the Government of Assam royalty rates. When the Com- 
mittee p3inted out that according to the signed documents the royal- 
ty  may be revised by tne lessor after discussion with the lessee, the 
witness stated that this clause was added by the Administration in 
1960 af'm legal opinion was obtained. The Committee then point- 
ed out that though the Chartered Accountant's findings were in 
favour of the Administration, the enhanced rate was not charged. 
Instead it was reduced to Rs. 1-6-0 from Rs. 2. The Director of 
Forests stated that even before the Chartered Accountant came in 
the picture, they had issued revised notice to the company asking 
them to pay Rs. 1-6-0 following the Assam Government rate. In 
1959 Assam adopted that rate uiz. Rs. 1-64 per c.ft. with retrospec- 
tive effect from 1st October 1956. 

2.66. The Committee then desired to be furnished with a copy of 
the letter dated 31st December 1964 addressed to A.G.CR with re- 
gard to the report of Chartered Accountant wherein it was pointed 
aut  that his conclusions were based on inadequate date. This has 
been furnished. (Appendix XIn) . 

2.67. Coming to the question of incomplete examination of records 
by the Chartered Accountant (who had stated that all the records 



at Narnsai could not be checked) the. vdtnesg stated that there warb 
two head offices one at Dibrugarh and the other at  Calcutta. After 
a certain time all the records were sent to those two places. The 
Committee then pointed out that according to the report of the 
Chartered Accountant, due to lack of communications and as per the 
directions from Director of Forest, the Chartered Accountants couu  
not go to Narnsai. All the records thus could not be checked and 
therefore examination was limited to Calcutta and Dibrugarh. AS 
such the Administration could not blame the Chartered Accountant 
for this incomplete examination. The witness stated that the 
Accountant could not go because of floods. Asked if the Accountant 
was advised to go later, the witness stated that the whole report 
would then have been delayed. 

2.68. The Committee regret to note that while in fixing the 
r~ya l ty  rates, the Administration wholly depended on the figures. 
supplied by the company and claims made by them without any 
complete or p p e r  verifications; they totally ignored the findings 
of the Chartered Accountant specially appointed by them to look 
into the affairs of the company. 

2.69. What is more objectionable, is the fact that in rejecting the 
findings of the Chartered Accountant. the Administration took up 
the argument that the examination was not completc and Govern- 
ment of India justified that action to Audit by criticbing the find-. 
ings of the Accountant, whereas the Accountant was prevcuterl 
from examining the complete records, Wing asked not to go to 
Narnsai. 

2.70. h view of thz fact that the Chartered Accountant's report 
was not acceptable to the NEFA Administration and further in view 
of the fact that the Administration did not verify in detail the 
figures of extra expenditure supplied by the company, for detetmin- 
ing their claims for royalty, the Committee feel that the working of 
this contract needs thorough and independent investigatiun. The 
Committee, therefore, suggest *at the working of this contract 
should be investigated in detail taking into consideration the red 
ports of the Chartered Accountant, the balance sheets of the Com- 
parry, and the Income Tax returns of the company with a view t c ~  
finding out whether the rates of royalties were fixed correctly from 
t h e  to time. 

2.71. Asked if the royalty could be further increased on completion 
of the road if the company made further profits, the Director of 
Forests stated that it could be increased, but if the company did not 
agree, then the matter would have to be referred to a Board of Arbi-. 
tration. When the Committee pointed out tht accordhg to t he  



agreement the rates could be raised unilaterally by the AdmfnbtFb- 
tion, the witness stated that according to the legal opinion, the Add- 
-ration being the beneficiary could not have the right to increase 
the rate unilaterally as then the other party would have no pro- 
tection for itself. The Committee wanted to know, if the position 
that the increase in rates is to be negotiated, had been accepted by 
the Governmtlnt of India. The witness stated that this point was not 
specifically referred to the Government of India. They sent a copy 
of the agreement to the Government of India, and the Ministry of 
Law approved the same. 

272. The Committee strongly deprecate the tendency as haa 
been quite evident in the present case to continue to act on old 
agreements/contracts which had expired without entering into new 
ones resulting in a loss of public revenues. They desire that 
the Minktry of Finance should issue suitable instnrctions on the 
subject so that this tendency is totally curbed. 

2.73. The Committee then enquired about the position of arrears. 
The witness stated that the company were to pay the arrears in 
three instalments of Rs. 21,000 each. Two instalments had already 
been paid according to the orders of the Administration. The Third 
instalment was due to be paid within 31st March, 1966. The com- 
pany were paying the current dues regularly. 

2.74. In reply to another question the witness stated that the 
present lease agreement would expire on 30th September, 1967. 
The Committee suggest that on expiry of this lease, a fresh agree-. 
ment may be entered into after inviting open tenders. Necessary 
action in this connection may be initiated well in advance. The 
rates prevalent in the neighbouring areas of Assam should also be 
duly taken into consideration when fixing the rate of royalty. The 
agreement should also include a clause regarding revision of royalty 
rates at intervals of 3 to 5 years. 

Ministry of HomeAffairs 

Arrears of Sa1.e~ Tax of Delhi Administration, para 86, pages 84-85: 

2.75. The position of arrears of tax demands both under the Cen- 
tral and Local Act as on 1st April, 1964 was as shown below:- 

(In lakhs of Rupees) 

Local Catral 

Demand raised during the year 1963-64 . .37.92 1q.w 



Adjustment by write off during the year 1963-64 ro 17 3 '45 
Readjustment due to rectification of erpom . (-)oo. rg ($ )o ~ 6 7  
Balance Arrears on 1-4-64 . 90.65 14.57 

There were 27 cases in which the amount due from individual 
.dealers was more than Rs. 50,000 and the total amount involved in 
those cases was Rs. 48.20 lakhs. 

2.76. The Department informed Audit that out of the amounts the 
effective recoverable arrears both under Local and Central Act as 
.on 1st April, 1964, were only to the extent of Rs. 30.72 lakhs and 
Rs. 11.67 lakhs respectively, the balance of Rs. 59.93 lakhs and 
'Rs. 2.90 lakhs being accounted for as under:- 

(In lakhs of Rupees) 
- -. - 

Local Central 
- .-- --- 

(i) Recovery stayed by High Court . 4.17 00.69 

(ii) Amount involved in insolvencv cases 1.38 00.18 

(iii) Amount proposed to be written off . 54.38 02-03 
-. 

59 '93 02 '90 -- - .- - -- - - -. - - -- -- - - - - -- -- - - 
2.77. The year-wise break of the outstanding amount exceeding 

Rs. 50,000 is ~ O ~ ~ O W S :  - 
(In lakhs of Rupees) 



2.78. The Committee desired to  know the reasons for the pr& 
to write off Rs. 56.41 lakhs, a large proportion of the - a m r s .  The 
Chief Commissioner informed the Committee that the question of 
Sales Tax arrears and collections in  Delhi had figured before the 
P.A.C. last year. The main reason was that a large number of people 
who were not dealers at  all had registered themselves as dealers 
liable to Sales Tax. Though sales were made to the public yet in 
order to get away from sales tax, the transactions were shown as 
transfers from dealers to dealers who were not in  existence a t  all. 
The staff employed were inexperienced and did not know the intri- 
cacies of the sales tax. While the adjustments and arrears were 
being worked out it was found that most of the firms were b o p  
and nonexistent and therefore, recovery of arrears became a p r o b  
lem. Orders laying down the conditions of write of£ had been re- 
ceived from the Ministry of Finance in May, 1964 and the process 
of write off of was proceedings. A sum of Rs. 13:65 lakhs had been 
written off during the period between 1st April, 1964 and 31st May, 
1965. I 

2.79. On being asked about the Delhi Sales Tax Bill, the Chief 
Commissioner stated that on the loopholes being noticed in the 
Sales Tax Act, an amending Bill had been drawn up and was likely 
to be introduced in the Parliament soon. That would make the 
people liable to pay :ales tax in case5 of transfer of businers, dis- 
solution of firms etc. Provision had also been made for penal action 
such as retaining registration certificates. demanding securitv from 
new dealers, cancellation of registration etc. Cancellation was pro- 
vided, if the dealers were at fault. or if they gave false declaration or 
did not give security. 

2.80. In reply to a further question, the Committee were informed 
that an assessment on Bharat Sevak Samaj had been completed. A 
sum of Rs. 35,000 was outstanding as on 1st July, 1965. Out of the 
total amount of Rs. 75,000 against the Sarnaj, a sum of Rs. 35.00Q was 
outstanding as on 1st July, 1964 against Bharat Sevak Samaj. The 
Samaj was paying the amount in instalments of Rs. 2.500 per month. 

2.81. In reply to a further question, the witness stated that a 
sum of Rs. 14 lakhs had been written off and the balance to be 
written off was Rs. 40 lakhs. 

2.82. On being asked as to how a person could be called a bogus 
dealer, when the person concerned had to furnish his return on sales 
tax due from him, the Commissioner of Sales Tax, Delhi informed 
the Committee that a dealer was required to pay sales tax only on 
his sales to a consumer or to an unregistered dealer. The p i t i o n  



was that the sale from one dealer to another was not liable to sales 
tax. The bogus dealers by their false declarations to certain whole- 
salers had shown that they had purchased goods from them when 
actually the bogus dealers had not made any purchases, and the  
wholesale dealer had actually effected their sales to other unregis- 
tered dealers who should have been charged to sales tax. There were 
other bogus dealers also who had shown that they were not liable Q 
any sales tax because they had effected their sales to other register- 
ed dealers also. I t  was found on verification by the Department that 
the dealers had not effected sales to registered dealers and hence the 
demand was raised, as they were liable to pay sales tax. 

2.83 The Committee drew the attention of the witness to para 76 
of their 28th Report (Third Lok Sabha) and desired to know the 
position regarding the question of shifting the burden of sales tax 
from the last to the first point in respect of more commodities in 
order to prevent evasion of tax. The Chief Commissioner informed 
the Committee that action was being taken progressively to shift 
the burden of sales tax from the last to first point and that had been 
done in the case of cement, tyres and tubes, motorcycles etc. dur- 
ing ,this year. Other items were under consideration. 

2.84. The Committee note that out of the arrears of Rs. 54.38 la& 
stated to be irrecoverable. a sum of about Rs. 14 lakhs has been 
written off so far. The Committee also note that the need for writ- 
ing off arose because of the bogus dealers coming into existence for 
the purpose of evading sales tax liability. In this connection the 
Committee would like the administration to investigate and make 
special efforts to find out whose nominee these bogus dealers wero 
ie . ,  who had created them for evading sales tax.. It is only therc- 
after that the question of write off should be considered. 

2.85. The Committee also desire that the Rill to amend the Delhi 
Sales Tax Acts should be Analised early, so that loopholes in the 
administration of Sales Tax may be plugged. The Ministry of Home 
Affairs should also keep under review the question of shifting the 
burden of sales tax from the last to the first point in respect of more 
commodities in order to prevent the evasion of tax. The Committee 
also suggest that a census of dealers registered under the Sales Tax 
Act should also be taken periodically with a view to detect bogus 
dealers. 

2.86. The Committee note that in pursuance of the recommenda- 
tions made in para 76 of their 28th Beport the Ministry are taking 
awtain remedial measures to pwmt accumulation of arrears ef 



~~ tax and current demands. They hope that the matter will be 
kept under review. The Committee would like to watch tho pro- 
gmes made in this matter through future Audit Reports. 

Ministry of Food & Agriculture 
(Department of Agriculture) 

Anears of Land Revenue i n  the Union Territory of Delhi--Para 87, 
page 85. 

2.87. The position of arrears of Land Revenue in the Union Terri- 
tory of Delhi as on 1st April, 1.964 is given below:- 

Year Amount 
Rs. 

- -- - - - - - -- - -- - --- - -- 
( I )  Arrears of Land Revenue on I -4- I 963 39.76,879 

(2) Deman~i raised during 1963-64 . Nil 

(3) Collection during the year . 4776,342 

(4) Adjustment and write off etc. during the year . Nil 

(5) Balance arrears on 3 r -3-1964 . 35,007537 

The Department mformed Audit in January, 1965 that the de- 
mand for the year 1963-64 had not yet been assessed for want of 
certain statements which were stated to be under preparation. 

2.88. Explaining 'he reasons for arrears in collections, the Deputy 
Con~miss~onrr, Dc1i11. stated that arrears accumulated during the 
period 1954 to 196.1. After thc ~ntroducticn of land reforms in July, 
1954. the en t~ re  rc.o!~rd of rights of thc new Class of propr~etors had 
to he prepared afresh. Implementation of these reforms was un- 
fortunately delayc 1 because of the stay orders issued by the High 
Court as a result of a writ petition. Xt took sometime to get these 
High orders vacated. The land reforms, therefore, could not be im- 
plemented before 1960. The work relating to the preparation of the 



relevant revenue records and raising of demand, therefore, received 
a set back and remained held up during this period. Tha demand 
covering a period of eight years could be raised ultimately in 1962. 
At that time, natural calamities had become a kind of annual fea- 
ture in Delhi. This retarded the progress of recovery. Last year, 
unprecedented floods inundated a very large portion of the rural 
areas, leaving the peasants with no capacity to pay the land revenue. 
He added that all efforts were now being made to make the recover- 
ies and it  was hoped that a substantial portion of the arrears would 
be recovered during the next few years. It  could not be done in one 
year. It  had to be done in small instalrnents. Out of the present 
arrears a sum of Rs. 2 lakhs to Rs. 3 lakhs might in fact have to be 
remitted because of damage to crops. The statements were under 
preparation and they had already remltted Rs. 50,700 but further 
statements were still to comc. The witness further stated that the 
incidence of land revenlie in Delhi on the cultivators worked out to 
Rs. 2.2 per acre which was not at all heavy. Therefore, they hoped 
to recover all these arrears in course of time without difficulty. The 
witness added that for raising the current land revenue they had to 
get the signature of the Chief Commissioner. That formality had 
still to br! gme throu~h.  Before that. they always checked up all 
the figures very carefully as o i c -  the demand had been raised, they 
considered it msst be collected. This had since been dvne and the de- 
mand had been raised for a sum of Rs. 3,99.000. In reply to a ques- 
tion, the witness statcd that the entire sum of Rs. 35 lakhs was re- 
coverable barring the amount that might have to be remitted. The 
Committee enquired why the demand for the year 1963-64 had not 
been assessed. The witness stated that it had since been done and 
the demand was under preparation. It was being collected. In 
reply to a question. the witness stated that the total demand raised 
during 1963-64 was Rs. 3.99 lakhs. There would be no difficulty in 
collecting it. It would be done in instahents. At present they 
had divided the Union Territory into two parts-flood areas and non- 
flood areas. For the flood areas they were collecting the land reve- 
nue for that year and for the previous year. For the non-flood areas 
they were collecting land revenues for the year plus for the two 
earlier years. 

2.89. In reply to a qucstion, the witness stated that their collec- 
tion for the year 1964-65 was Rs. 2-04 lakhs. He added that it waa 
the fasli year and the year was not over. His estimate was that this 
year it might cross Rs. 5 lakhs limit. The Committee pointed out 
that since their annual demand was Rs. 4 lakhs they would be re- 
covering only Rs. 1 lakh extra every year. The witness stated that 
f a r  part of the year there was flood and they could not collect any 



thing. In reply to a question, the witness stated that ifi the non- 
flood areas they hoped to recover the whole amount in four years 
and in the flood areas in eight years. 

2.90. The Committee trust that arrears of land revenue would be 
recovered pronlptly and that such arrears would not be allowed 'a 
accumulate in future. 



GENERAL 

While examining the Audit Report (Civil) on ~ e v i n u e  Receipts, 
1965, the Committee came across a few unsatisfactory features of 
the administration of tax laws. In this connection. they would like 
to draw specific attention to the following paragraphs of their Re- 
port. 

I. Dilution of authority of Parliament by executive fint--Paras 3.208-- 
3.216 of Forty-fourth Report of the P.A.C. (1965-66). 

3.2. (a) In that case fixation of the lower tariff value resulted in less 
collection of excise duty on carbon dioxide and cellophane to the 
extent of Rs. 10.74 lakhs and 4.85 lakhs respectively. Apart from 
the loss of revenue suffered by Government, the firing of the lower 
tariff rates amounts to forestalling Parliament's intention by Exe- 
cutive fiat. In this connection, the Committee would also like to 
invite the attention of the Government to Para 61 of their 27th Re- 
port where they had come across a similar case of fixing of tariff 
value of motor vehicles. 

3.3. (h) In Paras 3.33 to 3.40 of their Forty-fourth Report (1965-66) 
the Committee have commented upon a case involving non-levy of 
additional excise duty on jute batching oil. In that case the Board 
of Excise and Customs issued a notification giving retrospective 
effect to the exemption and that resulted in foregoing a duty of 
Rs. 33-40 lakhs. The Committee also noted the opinion of the Min- 
istry of Law that Government notifications could not be given retro- 
spective effect in such cases unless that power was expressly confer- 
red by the Statute. Even the witness agreed that the issue of.the 
notification giving the retrospective effect to exemption was only a 
practical expediency and that under the powers &%legated by the 
Parliament, exemption could be allowed only prospectively. 

II. Non-carrying of the intention of Parliament as per letter of Inw. 
3.4. In paras 2.3 to 2.8 of this Report the Committee have com- 

mented upon a case where a loss of revenue to the extent of Rs. 10' 71 
lakhs has taken place due to short levy of tax under the Delhi Motor 
Vehicles Taxation Act, 1962. This took place as the Delhi Adminis- 



tration did not levy tax in accordance with the schedule appended 
to the act as passed  by the Parliament in cases of vehicles having 
laden weight of 10 tons and above. This had to be regularised sub- 
sequently by an amendment to the Act by Parliament. 

In. Non-implementation of the intentions of Parliament by not 
framing wles. 

3.5. The Cotton Fabrics (Additional Excise Duty) Act, 1957 was en- 
acted by Parliament so as to provide for the levy and collection of 
additional duty of excise in those cases where the quantity of cotton 
fabrics exported by any mill in any year fell short of export quota 
in that year. The provisions of the aforesaid Act could not be 
brought into &ect wen  after the expiry of a period of seven years 
as the rules for the carrying out the purposes of the Act had not 
been framed by the Government. The Committee have commented 
in detail on this case in paras 3.235 to 3.260 of their 44th Report. De- 
lay in framing the rules thus, negatived the expressed intentions of 
Parliament and side-tracked its authority. 

3.6. The Committea take a strong exception to the dilution of the 
authority of Parliament by executive fiat and/or to the non-eamyhg 
of the intentions of Parliament .s per the letter and spirit of law. 
The Committee desire that the Acts passed by the Parliament should 
be implemented fully in letter and spirit. If however, some difficul- 
ties arise in implementing an Act, the Executive should approacb the 
Parliament promptly with suitable amendments to the statutes. 
The Committee also desire that the Ministry of Finance should issue 
suitable instructions in this regard. 

. 3.7. Another disquieting feature pointed out by the Committee 
in paras 3.173 to 3.175 of their 44th Report is regarding lack of uni- 
formity in administration of tax laws. Different officers sometimes 
give different interpretations of the law with the result that citizens 
may be taxed differently under the same statute. This obvimdy 
amounts to executive discrimination. The Committee cannot aver 
emphasize the basic need of ensuring that under the same statcrte 
and at the same time, people w not charged different rates of tax 
due to didterent adminbtmtire interpretations or other failures. 

R. R. MORARKA. 
CMrman. 

Public Accounts Committee. 



A P P E N D I C E S  



APPENDIX I 
MINISTRY OF FINANCE 

(Department of %venue) 

Further information required by the Public Accounts Committee at 
th?ir Sittings held on the 15th to 21st Octobm, 1965 on the Audit 
Report (Civil) on Revenue Receipts, 1965. 

Item 24 pa+a 59, Results of test audit in General 

A statement showing how much of the under assessment of tax 
pointed out by Audit and accepted by Government in the Audit Re- 
port, 1962, 1963 and 1964 has since been realised by Government. 

Reply of the Ministry: 

The information was called for from the Commissioners of In- 
come-tax. So far only 22 Commissioners have furnished the infor- 
mation. The information received so far indicate the following m- 
tion: - 

(F~gures in lalths of rupees) 

Audit Report Amount rmlised 

Complete information in respect of all the  charge^ will be hu- 
niahed to the Committee soon 

S A. L NARAYANA ROW. 
Juint Sccratmy to the Coot. of frrdtL 



APPENDIX I1 
MINISTRY OF FINANCE 

(Department of Revenue) 

SUBJECT: -Paragraph 62 (a) of the Audit Report (Civil) on R m m u  
Receipts, 1965-Failure to  apply the provisions of the 
Finance Acts prope~ly- 

Regarding the above, the P.A.C. desired that 

"a note may be furnished about the way the Income-tax W- 
cer concerned interpreted the law in the four cases during 
the period he was in charge of these cases". 

2. The PAC also desired to know what was the treatment given 
by the same I.T.O. in the other cases in his charge. Was the relief 
regarding 'section 99(l) (iv) dividends in the other cases of his 
charge granted on the basis of the average rate or the flat rate? 

A note (Annexure) explaining the whole position is enclosed for 
P.A.C.'s information. 

S. A. L. NARAYANA ROW, 
Joint Secretary to the  Coat.  of India. 

Min. of Fin. (Deptt. of h v . )  F. No. 36/28/64-IT(A1) (II),  
dated 10-1 1-1965. 



ANNEXURE 
MINISTRY OF FINANCE 

(Department of Revenue) 

Para 62 ( a )  of the Audit Rqort ,  1965 

In the cases of the four companies there were certain i n t e r c o r p  
rate dividends on which super-tax was nat payable u/s 99(1) (iv) of 
the Income-tax Act, 1961. Scc. 99 (1) (iv) (as,  applicable for the 
above years) says that super-tax shall not be payable by an assessee 
in respect of certain intercorporate dividends included in the total 
income. Sec. 110 says that where there is included in the total in- 
come of an assessee any income on which no super-tax is payable, 
the assessee shall ue entitled to a deduction from the amount of 
the super-tax of a sum equal to the super-tax caiculated at the 
'average rate of super-tax' on the amount on which no super-tax is 
payable. The 'average rate of super-tax' was defined in section 2(11) 
as meaning the rate arrived a? by dividing the amount of s u p - t a x  
calculated on the total income by such total income. The Inccme- 
tax Officer has, therefore, allowed the super-tax relief on intercor- 
porate dividends at the avmage rate. 

2. The interpretation of the Income-tax Officer was in conformity 
with the provisim of law and this interpretation is further support- 
ed by the decision of the Bombay High Court in the case of Burma 
Shell Refineries Ltd. (56 ITR 310). 

3. It has been reported by the Commissioner that the Income-tax 
m c e r  has given relief u / s  99(l) (iv) at  the average rate in all cases 
in his charge and rebate a t  flat rate has not been granted in any case. 



APPENDIX I11 

MINISTRY OF FINANCE 
(Departmeat d Revenue) 

Items on which the additional information is required. 

What is the result of the action for rectification? 

Page 59, para 67 of the Audit Report (Civil) on Revenue Receipts, 
1965-Irregular set off of losses. 

Action taken by Government. 

The assessments have since been revised. Rectification has been 
made by allocating the h ' s  total income between the partners. The 
speculation loss has been ignored for this purpose. No additional de- 
mand was raised in the case of the firm itself but the rectifications 
in the partners' cases have resulted in- an additional demand of 
Rs. 24,065, which has been collected 

S. A. L. NARAYANA ROW, 
Joint Secretary to the Gmt. of India, 

M/F (Deptt. of Revenue) F. No. 36/14/64-IT (AI) , Dated 11-10-1965, 



APPENDIX N 
MINISTRY OF FINANCE 

(Department of Bevenue) 
Points on which the Public Accounts Committee desired to be fur- 

nished with further information at the sittings held on 15-10-65 
to 21-10-65. 

Information required by the Committee. 

(1) In how many cases out of 130 the amount in excess of the sum 
claimed was incorrectly allowed and what was the amount of tax 
under-assessed? 

(2) How did this mistake take place? 

Para 71 ( b )  of the Audit Report (Civil) on Revenue Receipts, 1965 
(Irregular exemptions). 

Action taken by Gouwnmtent. 
There are about 40 cases mentioned by the Audit which fall 

under the above-mentioned category. Full particulars in respect of' 
these cases have been called for from the Commissioners of Income- 
tax concerned and their replies are still awaited. The requisite in- 
formation will be furnished as soon as the same is received. 

Joint Secretory to the Gout. of )Rdia. 

Ministry of Finance (Deptt. of Revenue) F. No. 36/34/64-IT(AI), 
dated -11-1965. 



MINISTRY OF FINANCE 

(Departmdnt af Revenue) 

Points on which the Public Accounts Committee desired to be fur- 
nbhed with further information at the sitting held on 15th 
October, 1965 to 21st October, 1965. 

Para 75 (a )  of the Audit Report (Civil) on Revenue Receipts, 
1965 (Other lapses) . 

Informution required by the Committee. 

What is the explanation of the I.T.O. who failed to gross up 
dividends correctly? 

During the discussions the P.A.C. also desired to be furnished with 
t h e  results of further enquiries regarding the possibility of prose- 
cuting the officials of the Companies concerned for giving false cer- 
tificates. 

Action taken b y  Govern?nent. 

The facts ascertained regarding the cases of M/s . *  * * *and M l s .  
**** (other two companies) are as follows: -- 

- - .  
The 'above two companies are shareholders of **** .  From the 

detaild of the assessments in the case of Mfs .  ****, it appcars that 
the book profits, total income and the dividend declared were as. 
follows: - 

Assessmmt year Hook Assessed Dividend 
profits profits declared 

.- - - - - 

The dividends declared in respect of these two years are assessable 
in the hands of share holder companies in the assessment years 
1957-58, 1958-59 and 195940. 



It would appear from the above particulars that in each year the 
dividend declared is much less than the book profits. The assessed 
profits are also more than the .book profits though it is true that the 
depreciation actually allowed to the Company is more than what 
the Company had charged to its profit and loss account. There is 
nothing to show that the Company had not paid tax on its entire 
profits out of which the dividends were declared. However, 2s a re- 
.suit of objection by the Revenue Audit, the assessments in both the 
cases were revised by the Income-tax CX%cer for the assessment 
year 1959-60. Both the Companies appealed against the order of 
the Income-tax Officer and the A.A.C. has given them relief as he 
has held that the book-profits and the assessed profits of the divi- 
dend paying company being much higher than the amount of divi- 
dend declared it could not be sald that any part of the dividend has 
been distributed out of untaxed profits. The A.A.C. therefore held 
that grossing up of the dividend at 100 per cent instead of 97.2 per 
cent was correct. Though the C.I.T. is contesting the corrertness 
of A.A.C.'s order before the Tribunal, frilm the facts stated above it 
would be clear that there could not be any case for holding that M/s. 
****, had glven any false certificate as the certificate is correct on the 
basls to the book-profits of the Company. 

2. Full facts regarding the case of * * * *  (first non-resident com- 
pany) are being coll~cted and a further note will be submitted to the 
Public Accounts Committee as soon as they are received. 

S. A. L. NARAYANA ROW. 
J&nt Secrets? to the Gmt. of h d i a .  



APPENDIX VI 
MINISTRY OF FINANCE 
(Department af Revenue) 

Further information required by  the Public Accounts Committee a t  
their sittings b~ld on the 15th to 21st October, 1965 on the Audit 
Report (Ciuil) on Revenue Receipts, 1965. 

Item 30 Para 75(b)--Other Zupses. 

I t  was stated in evidence that in one of the five cases in which 
over Rs. 3 lakhs was involved, the income-tax ofacer had obtained 
the permission of the Inspecting Assistant Commissioner to waive 
the interest. A note may be furnished stating whether the interest 
was waived before the audit report or after the receipt of the audit 
report. 

Reply of the Ministry 

It has been reported by the Commissioner of Income-tax, West 
Bengal-III, Calcutta that the approval of the Inspecting Assistant 
Commissioner of Income-tax for waiving the interest chargeable- 
under section 18A(6) was obtained on 31st March, 1964 whereas the 
audit objection in this case was raised by the Revenue Audit Party 
during the period 17th July, 1964 to 28th July, 1964. 

S A L. NARAYANA ROW, 
Joint S m  to the Gstt. of Mia, 



APPENDIX VLI 
MINISTRY OF FINANCE 

Poinu on which the Public Accounts Committew &tired to be fut- 
llished with further infarmation at their sitting held ma 20th 
October, 1966. 

Point mised by the Committee 

A note may be furnished stating how the mistake in this casc 
occurred and whether an enquiry has been made into the matter by 
the Commissioner. 

Action taken by Government 

Para 75(e) of the Audit Report, (Civil) on Revenue Receips. 
1965. 

The above case was being assessed at Motihari in Bihar. The 
assessment for 1957-58 was completed on 28th January, 1958 and the 
total amount payable was determined at Rs. 7.922.37. Against this 
demand, the following payments were made bv the assessee:- 

Rs. 

3 r - ro-56-Advance Tax . 300.00 

20-1 2-57-Provisional Assessment Tax . . 282.19 

2. With the transfer of jurisdiction over Wealth 9 x  assessees to 
Income-tax OfRcer, Muzaffarpur the file was transferred from In- 
come-tax Oflcer, Motihari to Income-tax Omcer. Muzaffarpur on 
26th November, 1958. For the assessment year 1957-58 there was 
an outstanding demand of Rs. 6.835.93 and this demand should have 
been transferred to Income-tax ORBcer. Muzaffarpur. However, this 
demand was not shown as outstanding in the transfer memo and 
the only demand which was shown as outstanding was a demmd of 



Rs. 20,011.43 for the assessment year 195657. The case was re- 
transferred by Income-tax M c e .  M d a r p u r  to Income-tax OfBcer, 
Motihari on 29th July, 1961 and naturally in the transfer memo n o  
outstanding demand for 1957-58 was shown. Thus, when the case 
was received back at Motihari, no outstanding demand was shown 
for the assessment year 1957-58. As a result of appellate orders, the 
demand was reduced from Rs. 7,922.37 to 5,179.89. At that time it 
was taken for granted that no demand being outstanding for the as- 
sessment year that total demand of Rs. 7,922.37 must have been paid. 
After allowing this credit to the assessee a refund of Rs. 2.742.48 was- 
granted. In fact. as the total payments made by the assessee had been 
onlv Rs. 1.086.44. The actual excess refund amounted to Rs. 6.1135.93. 
This mistake was pointed out by the audit and the excess refund' 
was recovered by adjustment against the other refunds due to the 
assessee on 15th November. 1962. 

2. The mistake. thus, took place when the outstanding demand 
of Rs. 6,835.93 was not shown in the transfer memo dated 26th No- 
vember, 1958 when the file was transferred from Income-tax Of% 
cer. Motihari to Income-tax Officer. Muzaffarpur. However, in the 
Demand and Collection register. the outstanding demand was shown 
as transferred to Income-tax Officer, Muzaffarpur. Thus, the mis- 
take occurred in omitting to mention in the transfer memo the out- 
standing demand which was being shown as transferred in the D m -  
mand and Collection register. In respect of the demand of another 
year which was also shown as transferred in the Demand and Col- 
lection register, the transfer memo had been correctly filled and 
the demand was taken over by the Income-tax Officer Muzaffarpur. 

4. It has been reported by the Commissioner that on the basis 
of enquiries made by him the indentity of the person who prepared 
the transfer memo dated 26th November, 1958 has not yet been fully 
established but the Commissioner is making further enquiries and 
he hopes to be able to establish the concerned person's identity soon. 
He will then call for the explanation of the official concerned and 
take action against him. The Commissioner is also making enquiries 
regarding the person who prepared the assessment farm at the time 
when the refund was granted. Suitable action will be taken against 
the oPBcials found responsible for the lapse. 

G. S. SRIVASTAVA, 
Joint Secretary to the Gout. of hdia. 

M n .  of Finance (Deptt. of Revenue & Insurance) F. No. 36/31/SC- 
FT (AI) , dated -2-196. 



List of points on which the Public Accounts Committee desired to be- 
furnished with further i n f o k t i o n  a t  their sittings held on the 

15th to 21st October, 1965 

P a a  77(b) 

Instructions interpreting the provisions of law are gene- 
rally issued by the Board after consulting the Ministry of Law and in 
aonformity with the advice given by them. Copies of such instructions 
are forwarded to the Comptroller and Auditor General. The Board 
does not generally issue instructions modifying the provisions of law. 
In the few instances where such instructions were issued in the past, 
they were designed to mitigate hardship not intended under the provi- 
sions of the law. Usually, the question of suitably amending the law 
to bring it in line with the real intention is simultaneously taken up for 
consideration. 

2. The general practice of the Expenditure Department of previ- 
ously consulting Audit in regard to orders relating to modifications and 
interpretations of Rules and Regulations cannot provide a proper com- 
parison in this regard. The Department of Expenditure is concerned 
with modifications and interpretations of the Financial Rules with re- 
gard to which the Comptroller and Auditor General is the final arbiter. 
Interpretation of the provisions of the Income-tax Act and other direct 
taxes enactments. on the other hand, rests on the view which the 
various High Courts and the Supreme Court may take of these provi- 
sions. In view of this position, it is not necessary for us to consult any 
other authority except the Ministry of Law before issuing general ins- 
tructions interpreting the provisions of these enactments. 



MINISTRY OF FINANCE 
(Delutt. at Bsveaue) 

. - Addthoncrl Infomurtion required by the Public Account8 Committee on 
Central Government Audit Report (Ciuil) on revenue receipt$, 

1965. 
Item 23: Pages 76-77, Para 80: Atrears of tax demrrndo. 

(I) Out of the arrears of Rs. 277:76 crores, what are the e4fectirs 
..pfiears? 

(2) Details of amounts due from the following categories may be 
furnished ; 

(a) Due from companies under liquidation, 

(b) Due from persons who have left India, 

(c) Covered by certificates to Tax Recovery Ofacers of State 
Governments. 

(3) The Year-wise and charge-wise break-up of the gross arrearo 
..of Rs. 277.76 crores may be furnished. 

(4) The amount which is proposed to be written off out of these 
arrears, for the reasons given in para 79 of the Audit Report, 1965 may 
be hunished. 

Reply of the Ministry 

(1) The figure of gross arrears of Rs. 277.76 crores given in the 
Audit Report, 1965 were only provisional figures. The final fig- 
after decking by internal audit parties are now available. According 
to these figures, the gross arrears of Income-tax as on 31-3-1981 
amounted to Rs. 282.37 crores. The effective arrears work out . to 
Rs. 161.41 crores wide the statement at Annexure 1. 

(2) (a) Amount due from companies under 
liquidation Rs. 6.77 crorea. 

(b) Amount due from persons who have 
left India Rs. 7.54 crorea. 

(c) Amount covered by certificates to tax 
recovery omckrs of State Governments. Rs. 157.70 crorer. 



(3) A statement showing the year-wise and charge-wise break-up 
of the gross arrears of Rs. 282.37 crores is given in Annexwe 11. 

(4) The amount estimated to be irrecoverable out of the grodl 
arrears of Rs. 282.37 crores is Ra. 45.61 crores and the break-up of the 
same is given below: - . 

(Rs. in crores) 

(i) Due from persons who have left India 
leaving no assets. 7.54 

(ii) From companies under liquidation 6- 99 
(iii) From others 31.98 

(This has been vetted by audit vide Shri Gauri Shanker's D.O. No. 
2885-RevJ265-64Vol. 11 dated 6-10-65). 

S. A. L. NARAYANA ROW, 
Joint Secretary to the Gout. of India 

Authorised for Issue 
(M. M. PRASAD) 

Under Secretary to the Government of India 



ANNEXURE .I 

Statement rhowing the eflcctive arrears of Incarnotax ae on 31-3-1964. 
( F i i  in mrC8 of Rs.) 

Gross demand outstanding . 282 -37 
Ccduct amount not fallen due . 54 '49 

Balana . 227088 

Less deduction apectcd on account of- 

(i) Double Incometax Relief . 3 '40 

(ii) Appellate Relief I3 '35 

(ii) Protective assessments 4.11 

Break-up of the wtal demmfdr in mean 
Irrecoverable demand 

(a) From persons who left India . 7'54 
(b) From Companies under liquidation . 6-09 

(c) Prom cams pending before Collectors . 31 ~ 9 8  

45 '61 --- 
Recoverable demand . 161 .41 - 



s=- 

(Figures in t h o u d s  of ruprer ) 

hndhrr . . . . 4~09 2x164 9740 330Y 68127 

A ~ u n  . . .  a038 7036 3078 15235 373 87 

Bihu & Orism . . 4932 26544 11334 33612 76422 

Bombay City I . . . 28074 100641 28467 67411 -593 

-bay City 11 5~570 80740 27138 75329 235777 

h n b r y  City 111 . . - . 18627 62201 21104 75618 187610 

Bombay Gntrd . . 15986 75137 16064 28884 146071 

Poonr . 6913 16825 5790 25223 ~ 7 5 1  

Delhi . . 27441 53274 15- 27770 133486 

Delhi Gntrd . . . 28384 8003 31023 68110 

Gujuat . 865 18039 7566 44927 71397 

Kernla . . 1x42 16034 4570 2x809 44555 

M d y a  Pdsrh  . . . a866 51-3 18062 36471 1o8qgl 

M d r u .  . . . . .lo155 3x966 13339 66374 111834 

Myaorr . 1468 11985 8Wj %a49 55795 

h i & . .  . . . 6118 1dr1 8731 27946 5 ~ 0 6  

UturPndnh . . . 36540 55x58 11700 441S7 147655 

Wat Bcngnl . . . . W 9 1 3  2975% W58l u8786 756834 

Calcutta Ctntd . . . 33653 103~1 33783 71503 ~ 2 8 0  - 
Toru . . 389510 1067-7 367114 999301 2&36& 

-- 



APPEM)M X 
MINISTRY OF FINANCE 

(Department of Bevenue) 

Item 34 Para &Refunds: 
(i) In how many cases interest totalling Rs. 14,000/- was paid? 

What is the highest amount of interest paid? 
(ii) What are the reasons for delay in settlement of refund cases 

which have been outstanding for more than 2 years? 

RcpZy of the Ministrg 

(i) The information has been called for from the Commissioncr~ 
and the same will be furnished to the Committee as early 
as possible. 

(ii) There were 59 refund applications which were outstanding 
for two years or more on 31.3.64. Information has so far 
been received from the Commissioners of Income-tax re- 
garding 56 applications. It has been reported by the Com- 
missioners that out of these 25 application8 have since been 
disposed off leaving a balance of 31. The reasons for the 
pendency have been called jot from the Cornmisstonen of 
hkmutajt and will be furnished to the Committee  too^ 

S. A. L. NhRAYANA ROW, 
Joint Sectetaty to the C o o t r n W  of Z n d k  



APPENDIX XI 

Copy of D.O. letter No. F.30151 dt. 20-11-1952 from Shri R. K. R w -  
tomjee Adviser to Gomrnm of Assam & NEFA to Shri P. 
Mukherjee, Assam Saw Mills and Timber Co., Ltd., Calcutta. 

With reference to our discussions on the 8th of November regard- 
ing the Lease proposed to be granted to the Assam Saw Mills and 
Timber Co. Ltd., this is to confirm that we should be prepared to con- 
sider fixing the royalty rate at -/l1/6 per cft. for veneer timber and 
timber placed in class A of Schedule B for the period October the 1st 
1952 until March the 1st 1954. The royalty rate of -11116 per cft. will 
apply during the above period, to logs of all girth as may be considered 
utilisable for veneer and sawn timber in terms of clause 2 (vii), (page 
7) of the Draft Lease. The Company would thus be given ample time, 
under the above arrangements, to lay down its policy and make ib 
plans for the future, pending the refixing of the royalty rate for a three- 
year-period taking effect from March the 1st 1964. Some slight modi- 
fication in the wording of clause XII at page 9 of the Draft Lease will 
be necessary to provide for the implementation of the above proposal. 

The other points raised in Mr. Steven's letter No. L & R/19 (N)-521 
269 dated 3rd/5th November, 19!52. are under examination and a fur- 
ther communication will follow in due course. 



Copy of letter No. ASM dated the 29th November, 1952 from Shri P. 
Mukherjee, Assam Saw Milk and Timber Co., Ltd., C/wrteriad 

Bank Buildings, Calcutta-1 to Shri R. K. Rustomjee, Esq, 
Adviser to the Governor of Assam, North East Frontier 

Agency, Shillong. 

I acknowledge with thanks receipt of your D.O. letter N a  F. 
30/51 of 20th November. 

I have put your proposal before the Board of Directors of this 
Company and they consider that they are prepared to accept the 
rate of -/11/6 per cft. royalty provided t h a t  

(a) the period befo~e any further change is made is extended 
to 31st March 1954 as this is the half year of the Company, 
and 

fb) six months' notice of the change with information as to 
what the altered rate will must be given, i.e. we must 
know by 30th September 1953 what your royalty rate will 
be for the 3 year period commencing 1st April 1954, for 
preferably to enable us to work on a standard royalty 
basis for the complete financial years in future, we would 
suggest that the royalty is re-fixed for 3) years from 1st 
April 1954 

Although we are accepting your offer so that we can proceed with 
production at Narnsai without the complete uncertainty which now 
exists, we draw your attention to the fact that the estimated cost 
of producing panels this year with a royalty rate of -/11/6 works out 
a t  Rs. 8111- per set and we have decided to quote Rs. 7/12/- per set 
of 24" x 19" panels other sizes being at v o  rata reduced rates. 

The Assam Railway & Trading Co. are quoting Rs. 7141- for an 
equivalent set of panels and their panels are as good as ours. As a 
result we have had refusals of our offer of panels from several cus- 
tamers who have taken our panels for years because the present 
slump in tea is causing than to consider price above everything elsa 
and in fact certain companies in Calcutta are quoting Rs. 6/12/- 
per set. 



Tha Assam Railway & Trading Co. have not only the advantage 
of a -/?/- royalty rate but are producing 5 lakhs or more sets of 
ganels, and we must take it very clear to you that in accepting the 
offer you have made we do so under protest, and must insist that you 
realise the serious handicap under which you are forcing us to do 
business, a handicap which if continued permanently, can only in 
the end affect your revenue as well as our profit. 

One other point we must make clear and that is that you agree 
that future rates will by and large be in line with the royalty rates 
hnposed on our competitors who extract timber whether operating 
in Assam or elsewhere. 

I note that the other points raised by Mr. Steven in regard to 
lease conditions will be clarified by a further letter from you 



APPENDIX Xm 

Copy o j  letter No. N-1/745/1/64 dt. 31-12-1964 ftom the Ministry of 
External A@& to the Accountant Genml, Cuntral Revenues. 

No. NI/745/1/64 
To 

The A.G.C.R., 
New Delhi. 

SUB: Draft para on loss of revenue in the Forest Department of 
NEFA. 

Sir, 
As desired by the A.G., Assam and Nagaland, Shillong in his tele- 

gram No. Re. 11/523 dated the 25th December, 1964 the Ministry's 
comments on the Draft Para sent by the A.G. Assam and Nagaland 
are given:- 

1. The Draft Para appears to have been based on the report of 
the Chartered Accountants entrusted with the examination of the 
&airs of Assam Saw Mill and Timber Co. from 1-10-53 to 31-1-59 in 
March, 1960. The conclusions of the Chartered Accountants were 
based on inadequate date as was admitted by them in their report. 
In the absence of proper records to show the extraction of each 
variety of timber, they took the total expenses incurred in the extrac- 
tion of the timber of all the variety added together and the total 
timber extracted to arrive at an average cost of per cft. The local 
Administration have held that the assumption was erroneous an& 
tended to be highly exaggerated and was 'without valid facts of the 
case for the following considerations: 

(a) The quantity of timber ehown as extracted included both 
veneerable and non-veneerable species whereas the vaXw 
of the logs has been assessed at the r a h  f3xed by the 
A8sa.m Government for veneerable logs, which are mu& 
higher priced than mm-veneerable logs. 

(b) The price of veneerdble logs is for delivery of selectad' 
lo@ in the Plywood Mills, which are generally situated 
at railhead whereas a lease-holder is assessed royalty an& 



has to bear the extraction charges far all timbef, good, 
bad or indifferent and the Mill is situated 25 miles away 
from Railhead. 

(c) This is the. only Company using Hellock for veneering 
purposes; but as outtarn of veneer in the case of Hollock. 
is'about 50% of that of Hollong, for which the price f l x d  
by the Assam Government is Rs. 3.37 the price of Hollock 
should, therefore, be about half of that at which calcula- 
tion has been made by the Chartered Accountants. 

(d) The total quantity of logs shown as extracted by the 
Chartered Accountants also includes a very large propor- 
tion of Hollock species which in so far as plywood manu- 
facture is cuncerned can be taken as equal only to half 
the price of Hollong and Mekai logs as the outturn d 
VeneefS from Hollock is only half of that from Hollong- 
Mekai species. The timber extracted also includes other 
inferior species which are not suitable for plywood pm- 
duction at all. This factor also, therefore, vitiates the cal- 
culation of the Chartered Accountants. It is also observed 
that the company saved a sum of Rs. 24.50 lakhs during 
the period from 1953-59 was based on cost calculations and 
cost accounting without reference to the audited accounts 
of the Company which disclosed considerable losses dur- 
ing the relevant periods. In other words there was no 
reconciliation between the cost accounts and the financial 
accounts and the conclusions drawn cannot therefore, be 
upheld. 

(e) Consequent upon the increase in the rates of royalty by 
the Assam Government. the Company was served with a 
notice on 25-457 to pay increased royalty w.ef. 1-1057. 
The Company on the ground of continuing lossq; in its 
operation expressed its inability to pay royalty at the en- 
hanced rates. According to published accounts the lossem 
of the company during the period from September 1964 
to September, 1959, amounted to Rs. 995,034. The local 
Administration sought the approval of the Government 
about the royalty that might be charged from the Com- 
pany. The necessary approval to the royalty r a t e  being 
fixed after taking into consideration the various factom 
was that the enhanced rates of royalty might not kill the 
Company, was conveyed keeping in view the fact that it 
was not fair to compare the facilities available for extrac- 
tion of timber in Assam Forests to those in =A. 



(f) The revised rates of royalty were being charged with effect 
from 1-10-59. The company had been paying myalty at 
the enhanced rates w.e.f. 1-10-60, the amount from 1-10-59 
to 30-9-60 being allowed to be paid in three annual Instal- 
ments The first instalment of Rs. 21,142.13 had already 
been paid. The balance would be paid by the Company 
by 313-1965 and 31-3-66. 

(g) A monopoly fee was to be levied at specified rates sub 
ject to the establishment of a permanent road link bet- 
ween Namsai and Railhead w.e.f. 30-9-61. All weather 
road proposed to be constructed has not yet been comp 
leted. 

2. For the reasons stated above it is not possible to arrive at the 
notional loss of Rs. 1.50 lakhs on the basis of the Chsrtered Account 
ants' report. The basic consideration is that the results disclosed in 
the cost accounts were not corborated by the facts shown in the 
audited financial accounts. It is accordingly suggested that the pro- 
posed Draft para may please be dropped. 

Yours faithfully, 
S. C. DUTTA, 

Deputy Secretary to the Govt. of India. 

Copy forwarded to: - 
1, The Accountant General, Assam and Nagaland, Shillong with 

reference to his telegram quoted above. 
2. Adviser to the Governor of Assam, Shillong. 

3. BF. I1 Section. 

S. C. DUITA, 
Deputy Secretary to the Govt. of India. 



Summary of main Conclusions lRecommendationa - - ------- --- -- 
S. Pera No. Ministrv!Department Conclusion/Recommendation 
No. of Report concerned - C 

1 2 - 3 ----- -- - -- 4 -- - 
I 1 .3  Finance The Committee would like to be furnished with complete informa- 

tion in respect of the amounts realised out of the under-assessmenb, 
(Depn of Revenue) pointed out by Audit. 

a I . IO  -do- The Committee are glad to note the steps taken to improve the 
working of the Income-tax Department and the internal audit organi- 
sation. They tmst that with the enlargement of the scope of internal 
audit, its effectiveness would improve. The Committee would sug- 
gest that the Ministry should consider the feasibility of maintaining 
in the Central Ofice or in the Commissioner's oflice a register show- 
ing the nature of audit objections, the offlcers responsible, the tax 
effect and the action taken on cases detected by Revenue Audit. Such 
a register would help the Board as well as to pursue and settle the 
cases objected to by Revenue Audit at one place. It would also help 
in keeping a watch over cases which are likely to get time barred 
with the passage of time. 

The Committee regret to note that the information desired by 
them in para 3 of their 28th Report has taken the Board 12 months to 
collect and is still incomplete. This gives the impressicn that the ' 

Commissioners do not act promptly on the instructions of the Board. 
, - --- __L ---- * - 



- -.- - 
The Committee hope that steps would be taken to collect the factual 
information forthwith and supplied to the Committee. 

4 I . X I  Finance - From the note furnished by the Board of Direct Taxes, the Com- 
(Deptt . of Revenue) mittee observe that sums of Rs. 15.83 lakhs, Rs. 57.61 lakhs and 

Rs. 59.83 lakhs were reported to have been recovered out of the under- 
assessment pointed out in Audit Report for the years 1962, 1963 and 
1964 respectively. The Audit pointed out the under-assessment to 
the extent of Rs. 1.21 mores, Rs. 1: 19 mores and Rs. 2.29 mores in the 
Audit Reports of 1!362, 1963, and 1964 respectively. The Committee ; 
feel that the Department has not been quite prompt in settlement of a 
the cases of under-assessment pointed out by Audit. During evidence 
the Committee were informed that still there were 132 cases involv- 
ing a sum of Rs. 76.12 lakhs in respect of which action had yet to be 
taken by the Ministry, though more than 12 months had elapsed. The 
Committee feel that there is 2 danger of some of these cases getting 
time-barred. The Committee desire that the Board should first clear- 
ly decide whether the audit objections raised on dicerent c a w  of 
under-assessment are to be accepted and if so, demands should be 
raised well in time in order to prevent these cases from getting time- 
barred. They desire that the Commissioner of Income-tax and the 
Board should keep a watch over the cases of under-assessment, so 
that the amounts under-assessed are malised promptly. In thiu 



connection, the Committee were concerned to learn that the work- 
load of I.T. ofiicers had further increased in 1964-65. The average 
disposals from I.T.O. in 1964-65 was 1293 cases as against 1003 cases 
in 1962-63. The Committee would also like to reiterate the recom- 
mendation made by them in para 3 of their 28th Report regarding 
reducing the work-load of income-tax officers with a view to obtaining 
the optmum e5ciency and also the desirability of investigating in 
detail tho cases involving aa under-assessment beyond a certain 
amount. 

The Committee regret to note that this calculation mistake com- 
mitted by the UM= escaped notice of not only by the I.T.O. but ahso 
that of Internal Audit Party. It appears that even the Internal Audit 
did not check arithmetical calculation which was one of their main % 
duties to do, as otherwise this should have, been detected by them 
and it was only when this case came to the notice of the Revenue 
Audit that the under-assessment came to light. The Committee fed 
,that all the persons involved in this case viz. the UDC, IT0 and the 
Internal Audit Party were negligent. The Committee note that the 
UDC and the Internal Audit Party had been warned in this case and 
that the mistake in calculation has been rectified and the necessary 
demands issued. They would, however, recommend that learning 
from this case the Board should examine the desirability of elimina- 
ting the paise and introducing the system of rounding off of the 
amounts to the nearest rupee in such cases in order to minimise the 
risk of wrong calculation in future. 



6 I . t 4  Finance 
- - - 

(Deptt. of Revenue) 

The Committee are surprised to note that in this case, the I.T.O. 
took the hasty step of trying to rectify the mistake without reference 
to records and in the process committed another mistake. While the 
Committee note that the Department has since recovered the amount 
of under-assessment, they would impress upon the Board to instruct 
the officers to exercise greater vigilance and caution. They also trust 
that with extension of scope of internal audit, such cases will not 
recur. 

The Committee would like to reiterate the recommendation made 
by them in para 29 of their 28th Report (Third Lok Sabha) that since 4 
calculation of depreciation allowance is complicated, the Department 
should give adequate training in this respect to the stafP in company 
circles so that such mistakes are eliminated. 

The Committee would also like to be informed whether I.kCs. 
explanation has been received and whether it has been found to be 
satisfactory. 

While the Committee observe from the note that the relief given 
by the IT0 was strictly according to the letter of the law, as it stood 
then, and he applied it uniformly in all cases, they feel that the time- 
lag between the enforcement of the original Act and its amendment 
for the purpose of removing the defect in the wording of the relemnt 
section was inordinately long. 



-do- The Committee consider it a serious matter that although the Inter- 
nal Audit Party checked one of the two cases involving an under- 
assessment and pointed out the mistake in middle of 1962, necessary 
action to rectify the assessment was not taken until it was again point- 
ed out by Revenue Audit in January, 1964. The Committee hope that 
suitable steps would be taken to ensure that prompt acpon is taken 
to rectify mistakes as soon as they are detected by any agency. 

-do- The Committee regret to note that the incorrect exemption given 
in this case resulted in an under-assessment of tax to the extent of 
Rs. 28,200 and that 4 Income-tax officers did not detect this under- 
assessment. It appears that the assessments were made in a routine 
manner by all the officers. This also resulted in a loss of revenue of r 

W Rs. 10,726 for the assessment years 1958-59 and 1959-60 on account of = 
time-bar. 

The Committee would also like to be informed of the rec&ery of 
Rs. 2,892 relating to the demand for the year 1962-63. 

-do- The Committee note that the mistake in this case has been redi- 
fied and the full amount due recovered. They would, however, like 
to point out that such mistakes are mainly due to the complicated 
nature of the tax laws which are subjected to changes every year. 
These changes are confined not only to the rate of tax, but even the 
structural changes are made frequently. The Committee appreciate 
that in a growing economy appropriate changes in tax structure some- 

- .  . . 



-- 
times do become inevitable. They, however, feel that the basic 
change in the scheme of the Act must be avoided as far as possible. 
That also feel that an attempt should be made to simplify the taxation 
law as far as possible and that the changes in the taxation laws should 
thereafter be kept to the minimum necessary. 

t a  I .48 Pinaace The Committee hope that care will be taken to avoid such mistakes 
(Depn. of R ~ ~ ~ ~ )  in computing of income in future. - - 

It is learnt from Audit that the local audit Memo was issued on 
13 t - 3 :  40- 29-8-1963 and the draft report was discussed on 9-9-1963. The appeal 

was disposed of on 289-1963. The report received by the I.T.O. on 
11-10-1963 was the formal inspection report. Therefore there was 
adequate time for the I.T.O. to ask for enhancement on the basis of 
the local audit memo which he had received in August 1963 itself 
before the A.A.C. disposed of the appeal. The Committee regret that 
this has not been done. This failure reflects an apathy on the part 
of the I.T.Os in regard to points raised in audit. 

-do- The Committee hope that with the amendment of Section 154 of 
the Income-tax Act, such losses of revenue would be avoided, as it 
confers powers on the Government to rectify mistakes'by ITOs even 
where an order has been passed by the Appellate Assistant Commis- 
sioner. 

-do- The Committee would like to know the circumstances under which 
the Commissioner of Incometax made reference to the High Court 



t6 1*68 Do. 

that royalties and dividends should be regarded as capital e x p m d i ~ , '  
. . 

when the Board's circular was to the contrary. 

The Committee dealt with in some detail the mistakes resulting-in 
wrong computation of depreciation and development rebates in para 
24 (a) and in para 29 of their 28th Report (Third Lok Sabha) . T&y 
regret to note that the number of cases in which mistakes were detect- 
ed in computing depreciation and development rebates admissible, 
increased to 2,089 involving an under-assessment of tax to the extent 
of Rs. 75.9'7 lakhs as against 574 cases in 1963, involving an amo&t 
of Rs. 29: 13 lakhs and 678 cases; in 1964, involving an amount' of 
Rs. 33.83 lakhs. Even during evidence the witness stated that a 
review of such cases in the city of Bombay has brought out mistakes 
in 912 cases out of a total of 6,822 cases reviewed. The amount in- ?@ 
volved in these 912 cases was Rs. 24- 23 lalshs. In view of the r e d t  
of review in Bombay the Committee suggest that the Board should 
get special review conducted in all other charges also. They would 
Qke to be infonned of the results of such a special review. 

17 1.69 Do. Since the numerous mistakes take place in calculation of tbe deve- 
lopment rebate and depreciation allowances which result in an qader- 

, assessment, the Committee suggest that (a) suitable instructions con- 
t a w g  comprehensive details should be issued to all the Incometax 
Officers for calculation of these rebates and allowances, (b) train- 
ing should be given to the field staff in making such calculations. 

sm (ru) rslst 





Do. 

Do. 

aa 1.87 Do. 

(ii) The Committee would like to be informed whether the ad& 
tional demand raised in respect of assessment years 195748 to 195960 
has since been realised. 

The Committee feel concerned over such costly commit- 
ted through oversight by ITOs as occurred in the present case whfcb 
resulted in non-levy of tax amounting to Rs. 64,332. They desire that 
the ITOs should be more careful in dealing with assessments involv- 
ing large amounts of tax with a view to avoiding not only mistab 
on points of law, but also those relating to calculations. 

The Committee regret to point out that in this case the LT.0. made 
a mistake in not disallowing a clearly inadmissible item of develop 
ment rebate on a certain asset. I t  is also surprising that although 
the Inspecting Assistant Commissioner checked the assessment. he 
did not go into the accuracy of the arithmetical computation of 
income. If the inspection by Assistant Commissioners is to be pur- 
poseful, they should, while inspecting the assessments, besides going 
into the legal points, also ensure that the arithmetical calculations 
are correct, especially in the case of companies, when large amounts 
are involved. 

The Committee regret to find that in this case the clear prcwisio~w 
of the Income-tax Act were ignored by the Income-tax Omea, 
resulting in an under-assessment of Rs. 24,W. They hope that such 
mistakes would be avoided in future. 



Y 1 . 9  NU= The Committee takes serious note of such omissions in d & d -  
@tPtt. of Revenue) nation of the income in case of firms. It is unfortunate that eien 

though the department had a system of internal audit, this aspect 
was outside their scope at that time. The Committee hope that with 
the extension of the scope of Internal Audit such mistakes will not 
go undetected by them. 

25 I'IOI Do. 

In view of the f a d  that two contradictory opinions have been 
expressed by the Ministry of Law in 1959 and 1964, the Committee 
suggest that the opinion of the Attorney-General may be obtained. 5 

The Committee feel concerned over such omissions of the Income- 
tax OfEcem as occurred in the present case in respect of the assess- 
ment years 1B5-56, 195657 and 1957-58. The Income-tax 088cer 
failed to notice that the h ' s  application for registration was not 
complete in as much as it had not been signed by all the adult part- 
ners of the firm and granted registration for the years without 
having this requirement ful6Ued. What is more serious, although 
the af8cer who scrutinized the application for the ass&sment year 
195859 did detect the mistake, he took the extreme step of refusing 
renewal of registration for want of this rather technical requirement 
and assessing it as an unregistered firm. He should better have 
asked the firm to get the application signed by all  its adult partners. 



Do. 

Do. 

This omission on the part of the T.T.O. resulted in the case going 
before the tribunal and hardship to the firm. 

The Committee are glnd to note that the Income-tax Act. 1961 
contains a provision that a n  I.T.O. should not rejectfhe application 
merely on the ground that t??e same was not in order, but he should 
give sufEicient opportunity to the assessee to rectify defects within 
one month. The Committee understand that the Board have alsci 
issued instructions in 1961 that if the technical defects were of the 
nature that could be removed, these should be got removed. But 
what the Committee are  anxious about is that this liberalisation 
envisaged in the Income-tax Act and instructions should a c t u d y  
be observed in letter and spirit by the I.T.Os., so that the intention 
of the Parliament may be implemented and undue hardship to  the 
assessees avoided. The Committee would like the Board to take 
effective steps to ensure that the snirit of the Act as well as ins- 
tructions of the Board in this respect are precisely observed. 

The Committee feel concerned about the practice adopted by 
the assessee in this case to circumvrnt the levy of capital gains tax 
while submitting his income-tax rcturn by undervaluing the shares 
sold to his own relative. In his return for Wealth Tax submitted 
earlier and subsequently, the sharps were assessed at a much higher 
value (about double the face v ~ l u e ) .  Similar cases of undervaluing 
asseta in income tax r ~ t u r n s  were reported in para 34(b) of the 
Audit Report (Civil) on Revenue Receipts. 1963. The Committee 
suggested that a suitable procedure should be adopted by the 



-.A -- -- - -- 
Department whereby assessment of both the income tax and wealth 
tax is done simultaneously so that the I.T.O. should be able to corc 
relate the value of assets disclosed in the two returns. 

r8 t . t t 1  Pinance 
(Deptt. of Revenue) 

rg 1.115 Do. 

L ~ h e  Cormnitke are surprised to learn that wealth tax, Gift Tu 
and Estate duty which are also direct taxes have not yet been 
authorised by Government for being brought under the purview af 
Revenue Audit. The Committee feel that this should have been 
done simultaneously when Revenue Audit was extended to Income 
Tax. The receipts from these taxes are increasing and it is also 
necessary to correlate the data given in income tax returns and 
other taxes returns to detect malpractices of the kind reported in 
the present case. In view of the singular service rendered by the 
Revenue Audit to the assessment and collection of Income-tax 
toms and central excise, it is the considered opinion of the Com- 
mittee that the scope of the Revenue Audit should be suitably extend- 
ed forthwith so as to include all the central taxes without any dioc 
tinction and reservation. 1 

The Committee regret to note that in the present c h  neither the 
I.T.O. who made the assessment, nor the Inspecting Asstt. Commis- 
sioner who checked it, was able to detect that a clear item of busi- 
ness profit was shown as a capital gain. This indicates that scrutiny 
made by the two officers was perfunctory. The Committee desire 



Do. 

Do. 

that the oflicen should be more careful while scrutinidng the 
accounts of companies, even though these might have been certified 
by qualifted accountants. 

The Committee regret to note that the same mistake, Ce., failure 
to apply the provisions of the income-tax Act to assess the income 
of minors in the hands of parents, was persistently c o d t t e d  by 
nine Income-tax officers, over a period of eight years from 1947-48 
to 1955-56. Once the mistake occurred, the succeeding ofEcers re- 
peated it without independently going into the basis of ~~ssessment. 
It is most unfortunate that inspite of this Board telling their ofBcem 
repeatedly not to follow the basis of the earlier assessment a mistake 
like the present one has happened. This shows the routine or casual 
treatment which is given to the Boards instructions/advice. The 
Committee suggest that based on the defects noticed in this case !$ 
suitable instructions may be issued to all I.T. oBcers to be more 
careful in such cases. The Committee would also like to know the 
result of the appeal made by the Department. 

The Committee are surprised that in 195334 the Commissioner 
at his own level gave a ruling that the ladies in question were not 
wives of the assessee but 'ladies in position'. As the case was cam- 
plicated and unique, without any parallel, and also involved a large 
amount of revenue, the officer should have referred it to the Board 
and the Law Ministry. This omission on the part of the ofllcer has 
resulted in jeopardising considerable revenue (Rs, 38,496) for the 
years 1951-52 to 195435, the assessments for which have become 



-- -- ~ - 

the-barred, and Rs. 996,928 for the subsequent years 195556 ta 
1958-59. 

31 I -  113 Finance The Committee would like to know the outcome of writ petition 
@cpn. of Revenue) filed by assessee in the High Court challenging the jurisdiction of 

the I.T.O. to reopen the assessments for 1955-56 to 1958-59 involving 
tax effect of Rs. 9,96,928. 

33 1. 130 Do. The Committee feel concerned to note that even though these 
cases of allowance of insurance rebate were not to complicated, there 
appeared to be a general type of mistake committed by the I.T.Os., 
as judged from occurence of 155 defective cases out of a small num- 
ber of cases checked in test audit in the charges of only 16 com- 
missioners. The Committee hope that with the simplification of the 
law by providing for straight deductions instead of rebates, the 
mistakes would be substantially reduced, if not completely eliminat- 
ed. The Committee suggest that the matter should be kept under 
review with a view to introducing further simplication in procedure, 
if necessary. For this purmse it would be desirabIe that some per- 
centage of cases is checked by the Tnternal Audit also. 

Do. The Committee find it surprising that in these 40 cases, rebaG 
was allowed on the amount in excess of the sum claimed by the 
assessees. They hope that these cases will be scrutinized careftdl7 
grid action taken against: the delinquent ofacers. 



Do. The Committee regret to note that this is another cas&whe& 
dthough a difficult point was involved, the I.T.O. did not codder' 

it necessary to refer the matter to the higher authorities before 
completing the assessment of a big company like the one in the 
present case for the years 1957-58 to 1960-61. What & more pgreb 
table is that even after the Board issued a circular in 1961 CO& 
taining comprehensive in~tructions regarding computing of capital 
employed in an undertaking. the 1.T.O. made the same mistake in 
January, 1962 while making the assessment for the year 1961-62. 
The mistake made in 1961-62 merits serious notice. The Committee 
also view with conwrn the omission on the part of the Inspecting 
Asstt. Commissioner who looked into some of these assessments, s but did not r ~ p o r t  anvthinq. Rut for the point taken u p  by Audit, 
a tax revenue of Rs. 3.80 lakhs would hnve remained unrealised in 
these two cases of compaqies and Rs. 3-92 lakhs in the case of share- 
holders. The Committee surgest that the Board of Direct Taxes 
should take A serious view of surh omission and cases involving an 
under awssment  of t ax  of Rq. 10.000 or ahove should be investigated 
in detail with a view to remove anv defects in procedure as also to  
see that no mnlnfidc wns involved. They should also fix responsibility 
for such lapses. 

< 

& 1 I39 Do. The Committee d ~ s i r c  thqt thp nerfnrmance of the ~ncome  Tax' 
oflcers in comnanv rirclw sholrld bo assessed from time to time in 
order to applv any further correctives. * - - -- -- -- - ----- - - 



--- 
17 x W : s )  Fieoacc The committee regret to note that- although in each of these three 

(DePtt. of Revenue) cases. the excess refund involved was more than R a  1 lakh, the 

Do. 

calc&tion was not checked by the I.T.O. concerned as required -under 
departmental instructions and the mistake remained unnoticed for 
about 30 months, till it was pointed out by Audit. The Committee 
hope that the I.T.Os will strictly observe the instructions issued by 
the Board in July, 1964 that in all cases where refund granted as a 
result of revision of assessment consequent on an appellate order ex- 
ceeded Rs. 1 Zakh, the I.T.O. should obtain prior approval of the 
Inspection Asstt. Commissioner and such cases of large emess re- 
funs will be strictly avoided. The Committee suggest that the Inspect % ing Asstt. Commissioner should specifically check during these 
inspections as to how far the departmental instructions were carried 
out by the Income Tax Officers so far as assessment of taxes was con- 
cerned. Failure to carry out departmental instructions should be 
viewed seriously. 

The Committee also desire that adequate action should be taken 
against the I.T.O. for his negligence and failure whiclf jeopardfsed the 
Government revenue to this large extent. 

The Committee consider it unfortunate that Appellate Asstt C o n  
missioner mentioned the figure of development rebate as Rs. 34'98 
lakhs instead of Rs. 26.90 lakhs. What is more regrettable is that . 



Do. 

the I.T.O. who had himself earlier corrected thb arithmatical e ~ m c  
of a sum of Rs. 8.08 lakhs having been added twice ever did not 
check up the amount of allowance while giving effect to the order d 
the Appellate Asstt. Commissioner, and this resulted in an anSSt 
refund of Rs. 5:08 lakhs. The Committee are surprised to know that 
although this case related to a big company involving a substantid 
amount of refund, it was neither checked by the Internal Audit Party 
nor the Inspecting S W  . - . .  . .  

The Committee regret to observe that in this case the oders of 
the Appellate Tribunal were not properly given effect to resulting ia 
an underassessment of tax to the extent of Rs. 19,412. The Committee 
consider it very unsatisfactory that the I.T.O. who committed the mis- 
take was so much over-burdened with work at the particular time 
that he had to hold five important charges. The Committee hope that 
suitable administrative. arrangements will be made to avoid such 
instances in future. 

Do. 
The Committee feel concerned over the mistakes made by the 

I.T.O. in the levy of additional super tax involving Short-levy of tax 
to the extent of Rs. 3,14,756. It is regrettable that the Assistant Com- 
missioner who checked up this case, could not detect the mistake, 
although it involved a question of application of law. The Committee 
hope that the Central Board of Direct Taxes would take suitable &pa 
to ensure that such mistakes are avoided in future. 



-- -- 
41 1.158 Finance The Committee regret to observe that the inco~~ec t  notice i@u&l 

(Deptt. of Revenue) by the Income-tax Officer to the company to declare further dividends 
resulted in clear loss of revenue to the extent of Rs. 47,900. 

Do. 

In their earlier Reports (Para 53 of 21st Report and para 41- of 
28th Report-Third Lok Sabha), the Committee have adversely com- 
mented upon non-levy of additional super-tax under Section 23-A 
of the Income-tax Act, 1922 and desired that the procedure shotrld 
be tightened, and the Board should keep close watch on the position. 
The Committee are concerned to find that the Audit Report, 1965 had 
also disclosed under-awwment of super tax of Rs. 25.57 Iakhs In- 
volved in 80 cases. The Committee would like to know about the 
action taken bv the Roard of Direct Taxes to tighten the procedure 
with a view to eliminate such cases. 

( i )  The Committee feel that thiq was a dd2matelv devised and 
plann~d scheme to evade tax and defraud the Government. They 
also feel that suecia1 care is necessary in assessine the companies of 
this group and there chnuld he proper coordination between the 
1.T.Os. dealing with them. 

(ii) The Clnmmitt~e reu-et to  not^ that in this case there WaS 
failure on the  art o f  the T.T 0. who aqsesces the comvanv de4aritijlj 
the dividend to verify that the romnanv had filed a statutory 



t4 tbis &ect as r e q d  under the law. The orticer atso failed to 
&cum the kT.0. a s s , e w  the other companies to whom shares w w  
&PPsferred about the declaration of dividend. The result was %laat 
the I.T.O. aimsing company No. 3, in whose name the dwidend &ood 
cre&ted on t&e crucial date and whose books were with -the Special 
Palice Establishment, was not aware of the declaration of the dividemi 
while mnkmg the assessment on the basis of the previous year's 
income. It is also regrettable that the I.T.O. assessing the third corn- 
paay made unnecewuy hurry in completing the assessment without 
looking into the books of the company which were with the SPE. 
It is surprising that the SPE kept the books for seven years && 
September, 11955 to September, 1962. I t  is aka surprising that the 
I.T.O. made no &arts either to obtain copies of relevent entries w r 

even to inspect the books while they are in the SPE's custody. 8 

(iii) The Committee note the remedid action taken by ,the 
Deptt. to establish better coordination among I.T.05 in commuaicat 
ing the information about the declaration of dividends Further, the 
companies controlled by the same group are concentrated in the same 
charge at various stations. The Committee desire that Government 
should consider what further measures are necessary to prevent re 
currences of such cases. They would also like to know the outcome 
of the present case. The Committee suggest that necessary investi- 
gation should be made to discover the possibility of collusion between 
the assessee Group of wmpanies and the revenue offlcefi. 



I a 3 4 - 
(iv) The Committee also suggest that cases pertaining to the otherl. 

companies of this group refemed to in this case should be r e v i e d  

44 ''77 Finance The Committee are not happy over the delay in the d h ~ o d  of 
(Deptt. Revenue) the appeal filed by the assessee in this case, resulting in a hp 

amount of demand (Rs. 3.18 lakhs) outstanding. They hope that the 
Commissioners will strictly follow the recent instructions of the 
Board that where substantial amounts were involved pendfng ded- 
sion on appeals, the Appellate Assistant Commissfoner would take 
up such cases quickly. I 

(i) The Committee regret to oibswve that this is a clear case of !c 
omission to tax the income when all the facts were availam on 
cord. The Committee rather feel concerned over such amicsslans 
occurring in the Special Investigation Circles who have to deal dtb 
comparatively less number of cases. 

(ii) In the present case before the I.T.O. relinquished charge fn 
April, 1962, he should have mentioned in detail the adlon requtred 
to be taken to his successor, so that the assessment for the year 1- 
57 could be reopened. This apparently was not done. 1t is all the 
more regrettable to note that the same I.T. OPBcer was concerned 
with an other case involving an under assessment of Rs. 67,MM. The 
Committee suggest that this case may be investigated in dew with 



a view to fixing responsibility, and taking disdpllnarp rktnrt 
oficers concerned. 

(i) The Committee regret to note that in the case of the first 
Company the Income-tax Ofacer failed to gnws up dividends ax- 
rectly, though the assessment records of themmpany declaring divi- 
dends were available in the same income-tax oms?. What is XUOX'C! 
serious is that although the percentage of taxed profits was indi- 
cated as 'nil' in the dividend warrant filed by the assessee for the . 
year 1959-60, the IT0 concerned grossed up the net dividend by 
taking 100 per cent of profits as taxable. The lapse on the part of 
ITOs resulted in excess credit of Rs. 2,36,344 in respect of the gears 
1955-56 to 1959-60, a part of which has become a less as the rectifl- 
cation of assessments had become timebarred. Y 

U 
(A 

(ii) Another unsatisfactory aspect of this case Is that there was 
delay in investigating into this after it was bmught to the notice of 
the Board by Audit. The Committee would like to know about the 
action taken against the company for filing false certificates and &o 
against the IT0 for his omission. The Ministry should a h  examine 
what further remedial measures are necessarg to guard against the 
share holder Aling false returns. 

(iii) The Committee would like to know the outcome of the appeal 
fled by the C.I.T. before the tribunal. 

(iv) The Committee are surprised that the Internal Audit Party 
did not even check that the I.T.O. had got the caMcates furnished 



- 
by a e  Comganies verified. The Corrrmittee were informed that 
iqstrpctions' wduld issued to the Internal Audit ,to condyt $his 
type ok examination They t& that in future the 1k&rnal ~ u h i t  
would be careful so that such mistakes may not go undetected. 

47 1.204 Fdance (i) The Committee are unhappy to note that inspite of their ear- 
b t t .  of Reverme) lies recommendations [para 66 of 21st Report (Third Lok Sabha) 

and para 44 of 28th Report (Third Lok Sabha) 1 there had been omis- 
sion to levy penal interest. Out of the 347 cases reported in the 
audit para, in five cases alone the penal interest omitted to be levied 
was about Rr. 3.19 lakhs. This resulted to the loss of revenue to 
Government a s  in one case Rs. 50,475 were waived and in another 
case Rs. 72,329 could not be rectified k u s e  of time bar. The Com- 
mittee desire that such lapses should be strictly avoided and p a l  
interest, wherever leviable should be levied, unless waived by the 
competent Authority, for adequate reasons to be recorded. 

(ii) During evidence, it was stated that instructions had Wen 
issued to CoIIZIILissioners of Incornstax to ensure that penal interest 
would be levied in all the cases wherever it was l h b l e .  The 
XTOs had also been asked while making assessqent, to look into the 
earper ~ssessment also and to see whether there had been any men- 
tion of it in earlier year also. They hope, that with the issue of 

instructions, such lapses will not occur in future. 



1.a19 Do. 

Do. 

They regret to note that such a glaring mistake had taken pbce 
and yet it was not detected at any level in Income-tax Deptt. It is 
surprising that even though this ifregularity was pointed out by 
Audit in June, 1962, yet the Commissioner who was looking into the 
case had not submitted his final report. The Committee desire that 
the report in this case should be finalised early and &table action 
should be taken against persons responsible for the lapses. 

(i) The Committee are not happy over the cases of over-assess- 
ments which are as serious mistaka as under-assessments. The 
Committee feel that for no fault on the part of the assessees, they 
had been peaalised The Committee take a serious view of the 
cases of ov&-asmsments which have become time-barred. rn 

u 
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(ii) The Committee appreciate that in order to avoid assessments 
becoming time-barred after four years, the Internal Audit is arrang- 
ed in such a way that assessments are checked within a period of 
three years so as to allow one year for rectifiaation. But at pre- 
sent the Internal Audit Parties checked only a limited number of 
885e85ments and even out of a fbw cases checked by them in some 
cases mistakes escaped their notice. The Committee, therefore, feel 
that remedy lies in impmving the efficiency of the assessing machi- 
nery and the vigilance by the Internal Audit Deptt. 

The Committee are sorry to note that the Central Board of Re- 
venue h u e d  a circular in Noyqnk,  1982 giving a colutessfop l o  the 



cooperative banks, which had not been authorised by Parliament 
in the way it was given. 

(Depn. of Revenue) 

In evidence, it was admitted that the way the instruction$ were 
issued by the Deptt. of Revenue was wrong. The Committee note 
that the law has since been suitably amended to fin up this lacuna. 
The Committee trust that the Board would review their instructioxw 
if not already done, in the light of the amended law. 

The Committee note the stand taken by the Ministry. However, 
the Committee have came across several instance8, where instruc- ," 
tions have been issued and because af Audit subsequently objecting OC 

to them, the Govemmemt had to withdraw or change those ordew,. 
It seems to the Committee that instead of starting on wrong lines 
and rectifying them later, it would be advantageous to all concerned 
to have a second check to ensure that the instructions issued are 
well within the four corners of the law and the rules. On a consi- 
deration of the cases before them, the Committee are satisfied that 
it would be better if instructions relating to the interpretation oi 
the Act are issued in consultation with the Comptroller anc! Audi- 
tor General. This precedure need not, of course, extend to Admi- 
nistrative instructions with which the C. & A. G. is not generallg 
concerned. The Committee would accordingly urge the Govern- 
ment to reconsider the matter. 



ih ~ & m m ~ t # d r i ~ c e g a e s r u d o ~ a t b r t l p r o f ~ e w m t n f t t ;  
ed by She aaeeoeing &ero in these three aaees, Wep th~ugh t h ~  
were dealt  within company circles where generally efficient e W 1 8  

ere . p t e d .  .The concerned officers included in the ccrmputatiw of 
capital 'provision for taxation' and 'pmvisinn for dividends', neither 
.of which .could be construed as reserve, being the amounts set apart 
to meet &pee& liabilities known to exist on the date af the baljlgce 
sheet. Thie resulted in short levy of tax amounting to fi. 1,41,7QO 
which was realised after being pointed out by Revenue Audit. The 
Committee were informed that, a t  present, it was beyond the scope 
of the hternal  Audit to check computation af the capital. T h e  
Committee were, however, assured that the Internal Audit Deptt. 
would now be instructed to check up the super profit tax cases also. 
The Committee desire that suitable instructions extending scope of G 
Internal Audit to such cases may be issued and the cases already 'a 

cmpleted may also be reviewed. 

53 2.w bo. Prom the statemerit furnished to them, the Committee re-pet to 
note that there was inox'dinate delay in making assessments, wlrteh 
ultimately resblted in writing off of the tax demands. In some cases 
assessments were completed after the companies had gone into liqui- 
dation. The Committee emphasize the need for makit-g timely assess- 
ments and recoveries in cases of companies involving large tax lia- 
bilities, as delay in such cases is fraught with risks of huge losses to 
Government. The Committee also suggest that in future, cases of 
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abnormal delays in making assessments should also be investigated 
with a view of Anding out the failure of the Departmental o&em. 

S4 1.w mlancc (i) The C d t t e e  regret to note that the tax liability cf Rs. 
22.67 lakhs created initially was over estimated and that "if over- 

ofRevenue) assessment and over-lapping additions were set right, the tax-demand 
of Rs. 22,89,867.45 could be Axed at Rs. 7.74 lakhs." The Committee 
emphasize the need for curbing the tendency on the part of offleers 
to inflate the assessments as such a tendency would result in undue 
hardship and harassment to the assessees. 

(ii) It is also surprising to the Committee that in the present 
case even after the net liability was fixed at Rs. 7.44 l a b ,  the Spe- 
cial Committee while analysing the liability of the assessee again 
took the tax liability as Rs. 22 lakhs against the assets of Rs. 15 
lakhs. Ultimately, however, the Special Committee came to the 
finding that if the assessee paid a sum of Rs. 3 lakbs, the settlement 
would be fair and reasonable. The Committee do not Bnd adequate 
justification in settling the tax liability of the assessee at Rs. 3 lalrhr 
when the assessee had property worth Rs. 15 lakhs. In their opi- 
nion Government should have realised Rs. 7.44 la@q which w(ts 
wPrd4w w P ~ W  f!ummmh 



55 I 24f3 Do, 

56 1.257 Do. 

The Committee are lltlf~rfsed how the Special Committee 
mended that tlie assessee's offer of Rs. 3 lakhs ahould be accepted. 
Actually when the Government insisted on the payment of Rs. 4 
lakhs, the assessee accepted to pay the amount. Comrnitttx 
desire that the Special Committee should not be unduly liberal in 
recommending write off of tax demands. 

(i) The Committee feel concerned to note that the gross am8815 
have increased from Rs. 270.43 qo re s  as on 31.3.63 to Rs. 28237 
crores as on 31.3.64 out of which effective arrears are stated to Be 
Rs. 161.41 crores. What is more, an amount of Rs. 38.95 crores re- 
lates to the period prior to 31.334, out of which Bombay and West 
Bengal charges account for Rs. 13.21 crores and Rs. 15.86 crores res- I 

pectively (about 75 per cent). 
(ii) The Committee have repeatedly impressed that in the con- i5 

text of the present national emergency and economic development, 
it is imperative that the past arrears should be realised by intensi- 
fying the collection effort and current collections. should not be 
allowed to accumulate (of para 31 of 6th Report, Para 72 of 21st 
Report and para 67 of 28th Report--Third Lok Sabha). But there 
is no perceptible improvement in the position. They hope that 
efforts will cont~nue to be made to liquidate the arrears. 

(iii) During evidence the Committee were informed that a fair 
' portion of the arrears would be irrecoverable on account of the 
demands being inflated. It was stated that only course to reduce the 
arrears was to expedite the writing off process. The Committee hope 



v 

that as a result of the instructions issued recently after consultation 
with the Comptroller & Auditor General, to write off inflated demands 
partially leaving a sufficient margin for recovery, the arrears wodd 
be substantially reduced. The Committee desire that the process 
should be kept under review. The Committee also recommend th& 
at the time of agreeing to scale down the demand which is a- 
as inflated, ful l  payment of the balance or security in lieq t&~& 
should as far as possible, be insisted upon. Then, the inflated poTtim- 
of the demand as  well as the correct amount of m e m ~  would djsll 
appear. They .would watch the results through future Audit &@&% 

(iv) The Committee feel that the root cause of inflated demandP 
is. over-assessment by the ITOs should be effectively dealt with. & 
They were informed during evidence that it had been impre- 
the officers that over-assessment was worse than under-assessment; 
but that the introduction of a system of evaluating the work of 
individual officers on the basis of a record of over-assessments OX 
under-assessments was a very complicated question, which had I%? 
be considered much more carefully. The Committee hope that sQZ&Xe 
more effective procedure would be devised with a view to ensuring 
that reasonable demands are raised by the ITOs, and any tendency 
towards over or under-assessments is rooted out. 

- r.260 5 ' ,  Finance The Committee woqld like to know the results of their. exm+ 
neUolz, JDep,.d Rmw) 



Do. The Committee feel concerned to find that the number of pezldfng 
appeals increased from 74,120 as on 31-3-1963 to 84,736 as  on 3tLji-W 
and 1,16,356 as on 1-9-1965. This indicates that the position has M 
steadily deteriorating. The oldest case relates to 1953-54 In the 
21st and 28th Reports (3rd Lok Sabha) the Committee had observed 
that early and adequate action should be taken to b h g  down the 
arrears with the Appellate Asstt. Commissioners so as not t o  aceed. 
four months work load, as suggested by the Direct Taxes Adminis- 
tration Enquiry Committee. The Committee hope that with the pi 
posed increase in the number of Appellate Asstt. Commissioners, the. 
number of a ~ ~ e ~ l s  pendinq dispocnl would be redured and special 
attention would be g1ven to dispose of old outstanding appeals which 
have been pending dispo7al since 1953-54. The Committee also 
suggest that the number of the Appellate Asstt. Cornmissioners 
should be increased to the sanctioned strength without any further 
delay. 

(i) The Committee regret that the percentage of disposals. of. 
assessments had been progressively declining from 1959-60. The 
percentage has declined from 69.6 in 1959-60 to 54.7 in 1963-64. The 
pending assessments have increased from 5,08,777 a t  the end af 
1959-60 to 12,26,406 at the end of 1963-64. 

(ii) They trust that with the proposed addition of 360 Income- 
tax Ofllcers and introduction of mechanisation, the position w i l l  
improve. The Committee hope that the Board will carefully 
examine various aspects while planning the assessing machinery, so 
that the past arrears and increasing future assessments are tackled 
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effectively. In this connection the Ministry should also examine the 
feasibility of laying down targets to complete the arrears of assess- 
ments. The Committee would like to watch the progress made by 
the Department of Rwenue in this direction through future Audit 
Reports. 

60 1'274 Finance The Committee are not satisfied about the progress of d i . ~ p d  
of super prbfit tax assessments. They desire that vigorous efforts 

(Depn' of Revenue) should be made to expedite the h a 1  assessments. At the same time, 
utmost care should be taken in dealing with these complicated c W  
involving large amounts of tax. 

The Committee feel concerned over the delay in disposal of 
applications for refund. 862 applications for refund involving a 
refund of about Rs. 6,57,000 are outstanding for more than a year. 
The Committee desire that necessary steps shod4 be taken to 
expedite disposal of applications for refunds. The W t r y  may also 
consider if it is necessary to simplify the procedure @ this regard. 

Do. 
(i) The Committee are alarmed at  the amount of concealed 

income (Rs. 100 crores) disclosed as a result of about 600 raids and 
searches carried out by the Department. The largest amount in- 
volved in a single case was Rs. 1 mores. The Committee feel that 



the existence of large scale concealed income indicates that the 
Income-tax Department has not been fully effective in assessing the 
income correctly and preventing their concealment. The Commit- 
tee suggest that immediate steps should be taken by the Govern- 
ment to devise means to prevent such concealment h d  evasion of 
taxes. k > 4 ,  - 

(li) The Committee are glad to note that Ministry is lookrng 
mto the question of introducing organisational and legal changes in 
consultation with experts to make prosecutions more effective and 
that officers have also been sent to the U.S.A. for training in this 
particular aspect. The Committee hope that the matter would be 
kept under constant review. Y 

OI 
CA 

63 2.7 Tramport and ~~i on The Committee consider it very unfortunate that a serious mistake 
(Dew. of Transport, cropped up while drafting the Delhi Motor Vehicles Taxation Act, 

'l'ourism) 1962. What is more serious was that officers concerned while giving 
Delhi Administration. effect to the provisions of Act as passed by Parliament failed to 

implement the provision regarding levy of tax at the rate of Rs. 1001- 
for every tonne part thereof on a11 vehicles with a laden weight 
exceeding 10 tonnes. The Committee take a serious note of the action 
of the officers which was not in conformity with the provisions of 
the Act as passed by the Parliament. 

The Committee were given to understand that an enquiry had 
been ordered in the case. The Committee understand from the 



Delhi Administration that a result of the enquiry made into this, 
action is being taken against the offtcers concerned who have been 
found negligent in performance of their duties. The Committee 
desire that the Acts of Parliament once passed must be implemented 
by executive without any change or modification by themselves. 1l 
they And any mistake or 'absurd' situation arising from implement&- 
tion, they must come to Parliament for the necessary correctfon. 
The Committee also hope that the officers concerned with the drafting 
of various bills having financial implications would give utmost care 
in embodying the intentions of Government therein before bringfng 
them to Parliament. I 

64 2.13 Trrpas~ort and Aviation me Committee are not happy over an Automobile Association 
(Dcpn. ofTnntp?*y exercising the powers of a Motor Licensing OWcer for the ye- 
Shippig a~~ 1962-63 and 1963-64 without any notification by the Chid Commii, - 
~ e u  Adminis~etion. sioner empowering it to do so as required under the Act. The 

Tax oollected by the Association amounted to about Rs. 4.16 laWio= 
and Rs. 5.79 lakhs during 1962-63 and 1963-64 respectively. Noti- 
fication authorking the Association to collect the tax was issued 
by the Chief Cornmissioner only on 26th February, 195, Even no 
security was obtained from the Association till March-April, 1W. 
(Aceording to Audit, the seeuri ty actual1 y obtained from tbe 
tion was: Ten Year Defence Deposit Certificates, Rs. %,OW1 
Ra. 3,000; and Bank guarantee which was under consMe$atim t# 



Ministry, Rs. 12,000). The Committee are surprised to find that the 
financial interest of Government was not safeguarded during thb 
period. 

The Committee are not convinced of the reasons for the delay 
in drafting the agreement with the Automobile Association. In all 
cases where the financial interests of Government are involved in 
transactions with private bodies, agreement should be fbalised in 
advance. The Committee hope that in future such cases will not. 

@ Z.IS Transport and Aviatioa The Committee feel concerned over the delay in finalking the - question of obtaining security from the cashiers who handled the 
(Deptt. of Trmspo** large amounts of cash ranging upto Rs. 78,000 per day. They desire ' Tourism) that final decision should be taken in the matter without further loss 

of time. The Committee are surprised that the Government should 
not have agreed to pay Rs. 10 towards fidelity bond. The Committee 3 
cannot understand why Clerks utilised to work as Cashiers should be 
penalieed for this work. 

(i) The Committee feel concerned over the persisting non-obser- 
vance of the rules regarding authenticatian of individual entries by 
the Motor Licensing Officer, checking of the totals of subsidiary cash 
books etc. 

(ii) They are surprised how, in the absence of authentication of 
individual entries by the Motor Licensing Offlcer and checking d 
totals of subsidiary cash books, it was ensured that there was m, 
leakage of revenue! t 
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2.24 T ~ s p r t  and Aviation (iii) The Committee desire that the st& should be adequately - augmented as necessary to cope with bhe work as the non-observance 
(De~tt.  of Trans~ofl, of the rules in this behalf istlikely to result in defalcations, losses 
Shipping & Tourism) etc. 

Do. The Committee feel concerned to note that a test check of one 
mohth's account showed 23 cases of shortages of cash and 13 cases 
of cash in excess. This points to the need of having daily reconcilia- 
tion, as prescribed under the rules, between the total amounts for 
which the tax token, permits, etc. had been issued and the total 
amount collected in cash by cheques and by deposits into Treasury 
etc. They desire that adequate staff should be provided for doing 5 
this reconciliation work. 

Do. .The Committee regret to note that there is no effective machinery 
in Delhi to assess the demand of tax on motor +chicles-and to watch 
its recoveries. The Committee desire that the system followed in 
other States especially in Bombay city and Calcutta city should be 
studied with a view to devising an effective machinery in Delhf 
without adding much to the cost of collection. 

Do. The Committee emphasize the need for'introducing a system of 
internal check in the Deptt. in order to prevent and detect errors 
and irregularities in the financial proceedings of the subordinate 



dcers.  They desire that the necessary action should be taken to 
provide adequate (accounts-knowing) staff in the Department. 

7b a.48 Home Maits The Committee are surprised to know that because of change of 
Administration only, there was a delay of 10 years in Analising the 

NEFA agreement between the Administration and the companr The Com- 
mittee feel that a delay of 10 years in finalising an agreement with 
the company cannot be justified on any account. In the absence of 
any agreement in force, the Administration had to act on the pro- 
vision of the old agreement which was not logally binding on any 
of the parties The Committee desire that the circumstances leading 
to such delay in renewing the agreement be examined with a view 
to fixing the responsibility. 

Y 

Do. The Committee cannot approve of this ad b c  method of a private 8 
company working Government properties without any valid agree- 
ment but merely on mutual understanding as inl the opinion of the 
Committee such a procedure is not only irregular but also fraught 
with risks and should always be avoided. 

Do. The Committee regret to note that the Assam rates of royalty 
which were followed by the NEFA Administration upto 30th Sep 
tember, 1956 were given up without any reason w.e.f. 1st October, 
1956. Further, the profitability of the company and consequently 
its capacity to pay the enhanced rates was not investigated at the 
time when the royalty rates required revision w.e.f. 1st October, 
1@57 and when this was investigated in August, 1960 by - - 
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the C h a r t e d  Accountants it was found that the plea of the company 
that they were unable to pay enhanced rate of royalty due to the 
fact that they were incurring lossseven on the old rate of royalty, was 
found to be incorrect. It is all the more surprising that when the 
Administration increased the rate of royalty from 111 annas to Re. 1 
w.e.f. 1st October, 1959, they went only by the figures which the 
company had given regarding extra expenditure incurred by them, 
and the Administration accepted those figures without any verifica- 
tion. The Committee cannot therefore, view with equanimity the 
various lapses on the part of the Administration viz., (i) failure to 
follow the Assam rates from 1st October 1956 (ii) non-examination 8 
of the profitability of the company and not taking action when it 
was investigated by the Chartered Accountants that the Con)pany 
was in a position to pay enhanced royalty (iii) acceptance of the 
figures of extra expenditure furnished by the Company without any 
verificatlon and (iv) non-checking of balance-sheet of the company 
with their income-tax return. 

73 a 57 Homc Affairs The Committee are unable to appreciate the action-of the NEFA 
Administration about the fixation of royalty from time to time. There 

Aiirllinisua6on is neither logic nor consistency in the way the royalty has .been 
fixed. The royalty rate was Rs. 1-60 per c.ft. from 1st October 1960 
to 30th September 1981 with a provision of waiver of 6 m a s  per 
aft. for lack of road but again from 1st October 1961 to 30th Sep 
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tember 1963, the royalty was Re. 1, while from l$t October 1@63 td 
30th September 1966, the rate has again been fixed at Rs. 1*&0 
irrespectwe of absence of road. Although it was stated in evidence 
that the rate would increase by 6 annas per eft. as soon as road was 
provided, this increase has taken place because of inkease in sale 
proceeds, though the road is not yet there. 

The Committee fail to understand as to why the PJEFA Admi- 
nlstration considered the market rate of Rs. 3-6-0per c.ft. adopted 'by 
the Cnartered Accountant excessive as they themselves had informed 
the company that the market rate was not less than Rs. 3-8-0 per 
c.ft. If the Administration considered the rate of Rs. 3-6-0 per 
c.ft. adopted by the Chartered Accountant as too high, they should 
have explained the same in detail to the Che~tered Amountant giv- 
ing the reasons themfor. The Committee regret to note that this 
was not done. The Committee are not impressed by the argument 
that this rate of Rs. 3-8-0 per c . k  was a 'negotiating plea'. Since 
there is nothing to support this argument they feel that this is put 
forward now to cover up heir lapse. 

.(i) The Committee regret to note that while in fixing the royalty 
rates, the Administration wholly depended on the figures supplied 
by the company and claims made by them without any complete or 
proper varifications; they totally ignored the findings of the Char- 
tered Accountant speciaIIy appointed by them to look into the adairs 
of the company. I I 



- -  - - -- - . - - 
2-69 (ii) What is more objectionable, is the fact that in rejecting the 

@din& of the Chartered Accountant, the Administration took up the 
argument .that the examination was not complete and Government of 
India justified that action to Audit by criticising the findings of the 
Accountant, whereas the Accountant was prevented from examining 
the complete records, being asked not to g o  to Namsai. 

Do. 

(iii) In view of the fact that the Chartered Accountant's report 
was not acceptable to the NEFA Administration and further in view 
of the fact that the AdEnfnistration did not verify in detail the 
figures of extra expenditure supplied by the company, for determin- 
ing their claims for royalty, the Committee feel that the working s 
of this contract needs thorough and independent investigation. The 
Committee, therefore, suggest that the worldng of this contract 
should be investigated in detail taking into consideration the re- 
cords of the Chartered Accountant, the balance sheets of the Com- 
pany, and the Income Tax returns of the company with a dew to find- 
ing out whet he^ the rates of pyaltfes wepe fixed corPectly from time 
to t@e. b e  -1 1-i q?q7 1 --.! 

The Committee strongly deprecate the tendency as has been 
quite evident in the present case to continue to act on old agree- 
rnents/contracts wihich had expired without entering into new ones 
rmulting in a 1- of public revenues. 'Phey desire t lpt  t4e Mirzi& 
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try of Finance should issue suitable instructions on the subject 
that this tendency is totally curbed. 

The Committee suggest that on expiry of this lease, a fresh agree- 
ment may be entered into after inviting open tenders. Necessary 
action in this connection may be initiated well in advace. The rates 
prevalent in the neighbouring areas of Assam should ilso be duly 
taken into consideration when fixing the rate of royalty. The a- 
mmt should also include a clause regarding revision of royalty rates 
at invervals of 3 to 5 years. 

The Committee note that out of the arrears of Rs. 54:38 lakbs 
stated to be irrecoverable, a sum of about Rs. 14 lakhs has been 
written off so far. The Committee also note that the need for writing ,, * of arose because of the bogus dealers coming into existance for the w 
purpose of evading sales tax liability. In this connection the Com- 
mittee would like the administration to investigate and make special 
afforts to fhd out whose nominee these bogus dealers were ie., who 
had created them for evading Sales Tax. It is only thereafter that 
the question of write off should be considered. 
h e  Committee also desire that the Bill to amend the Delhi 
Sales, Tax 4ct should be findised early, so that loopholes in the 
administration of Sales Tax may be plugged. The Ministry of 
&me Mairs should also keep under review the question of shifting 
the burden of sales tax from the last to the first pdnf in respeat of 
more commodities in order to prevent the evasion of tax. The Cam- 



mittee rtrro suggest that a census of dealers n@ered under the Sales 
T u  Act ohodd also be taken periodically with r view to detect 
bow d e r l e d l  

Do. 

Fwd and Apiculture 
(Deptt. of Agric ulture) 

Revenue F-O(Depn Or 

The Committee note that in pursuance of the recommendations 
made in para 76 of their 28th &port the Minis- y e  taking certain 
remedial measures to prevent accumulation of arrears of sales tax 
and current demands. -They hope that the matter will be kept under 
review. The Committee would like to watch the progress made in 
this matter through future Audit Reports. 

-. 3, 
The Committee trust that arrears of land revenue would be re!- 

covered promptly and that such arrears wouId not be allowed to 
accumulate in future. 

 he Committee take a strong exception to the dilution of the 
authority of Parliament by executive 5at and or to the non-carrying 
of the intentions of Parliament as per the letter and spirit of law. 
The Committee desire that the Acts passed by the Parliament should 
be implemented fully in letter and spirit. If however, some Wcul -  
ties arise in implementing an Act, the Executive should approach 
the Parliament promptly with suitably amendments to the statutes. 
The Committee also desire that the Ministry of Finance should issue 
suitable instructions in this regard. . 1 



% 3.7 Finance 
(Deptt of Reveaue) 

Another disquieting feature pointed out by the Committee in 
paras 3.173 to 3.175 of their 44th Report is regarding lack of d m -  
m i e  in administration of tax laws. Different ofBcers sometimes give 
different interpretations of the law with the result that citizens pley 
be taxed diiIerently under the same statute. This obvious4 amounts 
to executive discrimination. The Committee cannot over emphasize 
the bark need of ensuring that under the same statute and at the 
same t h e ,  people are not charged different rates of tax due to dif- 
ferent administrative interpretations or other failures. 






