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INTRODUCTION

I, the Chairman of the Public Accounts Committee, as autho-
rised by the Committee, do present on their behalf this Twenty
Fifth Report on the Action Taken by Government on the recoms-
mendations of the Public Accounts Committee contained in their
117th Report (Fourth Lok Sabha) on the Audit Report (Civil) on
Revenue Receipts, 1969 relating to Direct Taxes.

2. On the 8th July, 1971, an ‘Action Taken’ Sub-Committee was
appointed to scrutinise the replies received from Government in pur-
suance of the recommendations made by the Committee in their
earlier Reports. The Sub-Committee was constituted with the
following Members :

1. Shri B. S. Murthy Convener.

2. Shri Bhagwat Jha Azad ]

3. Shri Ram Sahai Pandey

4. Shri C. C. Desai L Members.
5. Shri Thillai Villalan J

6. Shri Shyam Lal Yadav.

3. The Action Taken Sub-Committee of the Public Accounts
Committee (1971-72) considered and adopted this Report at their
sitting held on the 9th March. 1972. The Report was finally adopt-
ed by the Public Accounts Committee on the 10th April, 1972.

4, For facility of reference the main conclusion/recommendations
of the Committee have been printed in thick type in the body of
the Report. A statement showing the summary of the main recom-
mendations/observations of the Committee is appended fo the
Report (Appendix).

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

ERA SEZHIYAN,
New DrLyi; Chairman,
April, 1972. Public Accounts Committee.
Chaitra, 1894 (S)
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CHAPTER 1

REPORT

1.1. This Report of the Committee deals with action taken by
Government on the recommendations contained in their 117th
Report (Fourth Lok Sabha) vn the Audit Report (Civil) on Revenue
Receipts 1969 relating to Direct Taxes.

1.2. Action Taken Notes have been received in respect of all the
97 recommendations contained in the Report.

1.3. The action taken notes/statements on the recommendations
of the Committee have been categorised under the following heads:

(i) Recommendations. observations that have been accepted by
Governimnent.

Sl Nos. 2. 5-6, 7—9. 11, 13—17, 20, 22, 25, 27, 28—31, 33—
36, 38, 42—47, 49, 50, 51, 52, 53 and 54, 55, 56-57, 60, 61,
63, 65. 66, 68, 69, 70, 71, 72, 73, 7479, 83, 84, 85. 37,
88. 89. 90. 93. 94, 95, 96 and 97.

(ii) Recommendations/observations which the Committee do
not desire to pursue in view of the replies of Government.

SI. Nos. 40-41, 81 and 82.

(iii) Recommendations/observations replies to which have not
been accepted by Committee and which require reitera-
tion.

S1. Nos. 4 and 19.

(iv) Recommendations/observations in respect of which Gov-
ernment have furnished interim replies.

SL Nos. 1, 3, 10, 12, 18, 21, 23, 24, 26, 32, 37, 39, 48, 58,
59, 62, 64, 67, 80. 86, 91 and 92.
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1.4. The Commiitee hope that the final replies in respect of those
recommendations to which only interim replies have so far been

furnished will be submitted-to them expeditiously after getting them
vetted by Audit.

1.5. The Committee will now deal with action taken by Govern-
ment on some of the recommendations.

Pilot studies to determine cost of collection of Income-tax—Para-
graph 1.10 (Sr.~No. -1}.

1.6. In paragraph 1.10 the Committee while referring an earlier
recommendation for conducting pilot studies to determine cost of
collection of tax made the following observations:

“The Committee observe that while the drive to locate new
assessees has produced very impressive resulis in terms of
numbers, the addition to the assessees has been mainly of
salaried and small income cases. The addition of these
cases might not substantially augment the tax revenue,
particularly in respect of small income groups, where it
is even possible that the cost of collection might out-
weigh the revenue realised. The Committee have already
drawn attention to this point in paragraph 1.10 of their
Hundredth Report (Fourth Lok Sabha) and would like
pilot studies to be conducted in selected ranges to deter-
mine the cost of collection in respect of various income
brackets vis-g-vis revenue realised.”

1.7, In their reply dated 28th December, 1970, the Ministry of

Finance (Department of Revenue and Insurance) have stated as
follows :

“The pilot studies to be conducted in selected ranges to deter-
mine the cost of collection in respect of various income
brackets, as recommended in paragraph 1.10 of the Pub-
lic Accounts Committee’s 100th Report are nearing com-

pletion. The results will be intimated to the Committee
as early as possible.”

1.8. The Committee hope that the pilot studies to determine cost
of collection in respect of various income brackets vis-a-vis revenue
realised have been completed since they were stated to be nearing
completion on 28th December, 1970. The Committee would like to
know the outcome of the pilot studies.
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Increase in cases of wunder-assessment of Tax—paragraph 131
(Sr. No. 4).

1.9, In para 1.31 of the Report, the Committee made the following
observation regarding under assessments in a large number of cases: —

“In the opinion of the Committee, the large number of cases
of under-assessment brought to notice year after year is
indicative of a deep seated malaise in the Income-tax
Department. It is significant that these cases were thrown
up in the course of a test-audit which covered only a
percentage of assessments done in the Department. The
Finance Secretary himself admitted during evidence that
the number of cases founder-assessment ‘has been going
up in the last three of four years' and that this tendency
has been causing Government ‘grave concern’.”

1.10. The Department of Revenue & Insurance have furnished the
following remarks in their note dated 9th November, 1960: —-

“The Audit have reported the following number of cases of
under-assessment in the Audit Reports of different years:

Year of  Tinancial No. of case inviloving under
Audit vears charge of tax
Report broadly
covered Cases with Cases with Total
tax effect tax effect
of below
Rs. 10,000 Rs. 10,000
and above,
1966 1964-65 . . . . . . 653 8,488 9,141
1967 1965-66 . . . . . . . 640 9,232 9,872
1968 1966-67 .o . . . . 687 8,782 9,469
1969 1967-68 . . . R R . 689 10,291 10,980
1970 1968-69 . . . . . . 840 11,578 12,418

In terms of absolute number, there has undoubtedly been an
increase year by year (with the exception of the cases reported in
the Audit Report, 1968). But the Ministry feel that the figures
should be read in the context of (i) the total number of cases
actually audited during the relevant “audit cycles” from 1st Sep-
tember to 31st August, (ii) the total number of assessments disposed

of during the corresponding financial years; otherwise, they would
give a rather distorted picture.

2. The Ministry do not have any data regarding the actual num-
ber of cases scrutinised by the C&A.G’s Revenue Audit parties dur-
ing an audit cycle, for, the Audit report only on the cases in which
the mistakes have been found and do not furnish any data regard-
ing the cases where no mistakes were found. As such, no compari-
son as at (i), suggested above is possible. Generally speaking
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3. So far as the problem of recovery of taxes from assessees who
go underground for a period of 8 ycars or more is concerned, the
Government may state that upder Section 271(1) of the Income-tax
Act, 1961 when an assessee is in default or is deemed to be in default
in paying tax, the Income-tax Officer can forward to the Tax Re-
covery Officer a certificate specifying the amount of arrear due from
the assessee. The Tax Recovery Officer, on receipt of such a certi-
ficate, proceeds to recover the demand by one or more of the modes
mentioned in the Second Schedule of the Income-tax Act, 1961. Once
the recovery proceedings are commenced within the prescribed time-
limit, they can be completed any time. The Government feel that
the existing provisions regarding recovery are quite adequate even
for meeting the cases of persons who go underground. For tracing
them out, administrative measures are necessary, not legal ones.
The Government would like to await the recommendations of the
Direct Taxes Enquiry Comimittee in this respect.

1.14. The Committee note the Government’s view that the object
of foiling assessees secking to go unassessed for years together could
be achieved by strengthening the Intelligence Wing of the Income-
Tax Depariment and that some suggestions in this regard have al-
ready been made to the Direct Taxes Enquiry Committee. The Com-
mittee would like to emphasise particularly in this connection that
the mathods adopted by Intelligence Wing of the Department should
be improved.

1.15. As regards the recovery of taxes from assessees who go un-
derground till the period of limitation of 8 years is over, Government
have opined that for tracing them out administrative measures are:
necessary rather than legal ones and they are awaiting the recom-
mendation of the Direct Taxes Enquiry Committee. The Committee
would like to be apprised of the recommendations of the Enquiry
Committee in this regard and the action taken by Government
thereon. 4

Income escaping assessment—para 1.88 (S. No. 18)

1.16. Referring to a case of capital gains escaping assessment, the
Committee made the following observation in paragraph 1.88:—

“An important issue which emerges from this case is the-
magnitude of the problem of under-declaration of value-
of properties for tax purposes. The value of one of
the properties acquired by the State at Rs. 26.40 lakhs had
been declared by the assessee in the Wealth-tax return as-
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Rs. 1,80,000. The declared value in this case was thus
about 1|15th of the Market Value. In the case of the other
property, the declared value was about 1{10th of the mar-
ket value determined by the Land Acquisition Officer.
These are not stray isolated cases. In another case men-
tioned in the later part of this Report, the declared value
of the property for the purpose of Wealth Tax which was
based on municipal valuation was found to be just a frac-
tion of the market value. The Committee have also in
para 1.30 of their Hundredth Report (Fourth Lok Sabha)
drawn attention to the results of a sample survey recently
conducted by the newly created Valuation Cell which dis-
closed that the value of 71 properties in Delhi was 73 per
cent more than what was shown in the returns filed by
assessees. These cases illustrate the extent to which
property values are depressed in tax returns, The Com-
mittee note that for proper evaluation of properties, a
Valuation Cell has been created by Government. The
Committee have already emphasised the need to under-
take a survey of all metropolitan praoperties in accord-
ance with a time-bound programme (vide para 1.31 of
their Hundredth Report). They would like immediate
action to be taken in this regard.”

1.17. In their note dated 7-12-1970, the Department of Revenue &
Tnsurance stated as follows:

“The recommendation of the Committee has been noted for
compliance. The Committee will be informed of the steps
taken by the Government to implement the recommenda-
tion in due course.” '

1.18. The Committee would like to know the results of the survey
promised to be undertaken by the Government in regard to all metro-
politan properties in accordance with a time bound programme.

Income Tax and Wealth Tax—Para 1.89 & 2.7 (S. Nos. 19 and r8)

1.19. Suggesting a system of integrated tax return on both wealth
and income-tax the Committee made the following observation in
paragraphs 1.89 and 2.7.—

“Another useful safeguard would be to have an integrated tax
return covering both wealth and income tax. The experi-
ence in the instant case itself suggests that it would be a
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useful tool for checking concealment of income. The Com--
mittee have already suggested the institution of an inte-
grated return in para 1:50 of their Seventy-Third Report..
The Committee have further suggested in para 123 of
their Hundredth Report that it would not be necessary to
burden all the assessees with the obligation of having to-
submit an ntegrated return. Only assessees liable to both
income tax and wealth tax need be called upon to do so.
This purpose could be achieved by having a different form
of return for such assessees. The Committee would like
Government to consider these suggestions and come to an
early decision. It seems to the Committee imperative that
if the quality of tax administration is to be improved, it is
essential to co-ordinate properly the administration of in-
come-tax and wealth-tax.

“The Committee would like to point out that since 1963-64 the
proceeds from wealth tax have been almost stationary at
Rs. 10 crores, in spite of a rise in the number of assessees—
from 67,057 in 1964-65 to 1,05,934 in 1968-69. This suggests
that there is a large scope for improving the administra-
tion of the fax. In the Committee’s opinion, this would
call for efforts in two directions. In the first place, it
would be necessary to make concerted efforts to bring
down the arrears in assessments. Later in this Report, the
Committee have drawn attention to the fact that there are
pending assessments dating back to 1963-64 and even
carlier years. A programme for their expeditious
clearance would have to be drawn up. Secondly the pro-
cedure for valuation will have to be streamlined. The
Committee note that in regard to real estate, the Board
have recently asked the Commissioners of Income-tax to
conduct a census of house properties in major cities and
towns {0 check up whether there had been any evasion of
Wealth-Tax and to report the progress made by the end
of 1970. The Committee would like to be informed of the
results of the census. For the purpose of valuation, the
Board maintains a valuation cell, apart from a panel of
registered valuers who assess the value of properties for
purpose of tax. It would be necessary to devise adequate
checks over the work of valuers to ensure that the valua-
tion is correctly and fairly done. Another measure that
the Department would adopt, to have a check on valua-
tion, is a system of integrated return for wealth and’
income-tax (from assessees who are liable to pay both), as.
suggested by the Committee elsewhere in this Report.”



... 1.20. In their replies dated the 3rd and 7th December, 1970, the:
Department of Revenue and Insurance stated as follows seriatim:

“In the Wealth-tax return form, it has been made obligatory
for the assessees to furnish the following information per-
taining to their Income-tax assessments:—

(1) Whether the assessee has furnished the return of income-
under the Income-tax Act, 1961 (43 of 1961) for the
same assessment year? If so, on what date?

(2) The total income declared in that return.

(3) The designation of the Income-tax Officer to whom the
return of income was furnished.

(4) General Index Register nimber of the Income-tax case,
if available. The Government hope that now there will
be better co-ordination in matter connected with the
administration of Income-tax and Wealth-tax.”

“The first recommendation of the Committee, that concerted
efforts should be made to bring down the arrears in assess-
ment, has been followed. During the recent Conference
of Commissioners of Income-tax held in May, 1970, special
emphasis was laid by the Board on the need for liquidating
the arrears of Wealth-tax assessments. The Commissioners
were asked to deploy more officers for the disposal of
Wealth-tax assessments during the current financial vear
and to fix separate targets of dispospls for such assess-
ments. The Commissioners of Income-tax have since
reported that they have taken appropriate action in the
matter. Accordingly it is hoped that by the end of this
financial year the number of such pending assessments
would substantially come down.

Steps to implement the recommendation for streamlining the
procedures for valuation and taking up a census of house-
properties have also been taken. As a result of the census
of house properties as many as 5477 new cases have:
already been detected.

The third recommendation for integrating the returns. of
wealth-tax is being examined by the Government.”

1.21. The Committee note that certain modifications to the-
Wealth, Tax return form have been made to ensure better coordi--
nation in matters connected with administration of income tax and’
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‘wealth tax. The Committee would, however, like to reiterate that
-the feasibility of integrating the returns wherever necessary should
be examined specially in view of the fact that assessing atrthority
is common for both Income-tax and Wealth-tax,

1.22. As regards the arrears of assessment of Wealth-tax, the
Committee would like to suggest that suitable target date should be
fixed for the clearance.

1.23. The Committee note that as a result of the census of house
properties, 5477 new cases have been detected. K is, however, not
clear whether the number of new assessees is spread over all the
<harges or limitcd to a few of them. The Committee trust that the
-census of house properties in all the charges would be undertaken
and completed under a time-bound programme as recommended
«earlier in this report.

1.24. The Committee would like to know the steps taken to devise
adequate checks over the work of valuers to ensure that valuation
is correctly and fairly done as already suggested by the Committee,

Cases involving bogus hundi, loans—Para 1.102—(S. No. 22)

1.25. Commenting on cases involving bogus hundi dealers the
«Committee made the following observation in para 1.102:

“The Committee note that the Board have circulated lists of
bogus hundi dealers to the assessing officers. “They desire
that the Board would keep the position under constant
watch with a view to finding out whether any new devi-
ces are being used for concealment of income. It was
stated during evidence that in a recent case some asses-
sees had resorted to the expedient of crossword puzzles
to conceal income. The Committee trust that the Depart-
ment will maintain constant vigilance and keep the asses-
sing officers fully posted with the result of their findings
in various types of cases involving concealment. Govern-
ment should take such other measures as may be found

necessary for making concealment of ‘income unreward-

ing.” T
1.26. The Department of Revenue and Insurance ‘haye furnished.

the following remarks in their note dated 23rd November, 1970
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“The observations of the Committee have been noted by the
Government,

2. The method of using crossword puzzles to bring unaccounted
money into the books of accounts of the assessees was noticed only
in a few Commissioners’ charges and has been checked. Investiga-
tions are, however, in progress to find out whether parties else-
where also were involved in this racket.

3. The Central Board of Direct Taxes regularly circulate infor-
mation regarding the common methods of concealment detected.
This is done through Bulletins issued quarterly. In addition to this,
refresher course and seminars for discussing the latest methods of
concealment adopted by the assessees and the steps to combat the
same are being organised from time to time for the senior officers
of the Department engaged in the detection of evasion.

4. The Government have already appointed the Wanchoo Com-
mittee, who would suggest devices for further curbing not only tax
evasion but also tax avoidance.

5. For making tax evasion unrewarding, the penalties leviable
under the Income-tax and Wealth-tax Acts were pitched up with
effect from 1.4.1968 to a minimum of 100 per cent of the income or

wealth sought to be evaded, while the maximum was put at twice
this limit.”

1.27. The Committee would like to know the recommendations
made by the Wanchoo Committee appointed to go into the question of
tax evasion and action taken by Government in pursuance thercof
which the Committee hope would be taken cxpeditiously., The Com-
mittee would also like to know the interim measures taken for arrest-

ing tax evasions on the basis of the Direct Taxes Inquiry Committee’s
Report,

Rebate under Income Tax Law—Para 1.194 (S. No. 43)

1.28. Commenting on a case of allowance of excess development

rebate in para 1.194 of the Report, the Committee made the follow-
ing observations:—

“An essential condition for admissibility of development re-
bate under the Income-tax law is that the plant and ma-
3158 LS—2.
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chinery in respect of which such rebate is claimed should
have been in use in the previous year relevant to the asses-
sment year. In this case, however, the assessing officer
allowed development rebate without verifying whether
this requ.rement had been fulfilled. Subsequently when
Audit pointed out the omission, the Department reviewed
the case and found that rebate to the tune of Rs. 26,80,877-
had been allowed in excess. After a further review
the excess development rebate has been computed at
Rs. 7,24,677|-, as against Rs. 26,80.877/- initially reported.
It was urged by Government that the assessing officer had
relied on the figures of cost of plant and machinery, duly
certified by the Accountant General, Madhya Pradesh. The
Committee arce unable to accept th's explanation, for they
find a wide variation between the figures of cost men-
tioned in the Development Rebate chart furnished by the
assessee and figures contained in the audited statement of
capital expenditure. Bosides, the assessing officer failed
to notice that the assessee had not given part.culars re-
garding date of installation of assets in respect of which
rebate was claimed. In the absence of thig data it is not
clear how the assessing officor came to the conclusion
that the assets were in use. In the opinion of the Com-
mittee, the assessing officer failed to verify whether the
essential conditigns of admissibility of development re-
bate laid down under the law had been fulfilled. The
Committee desire that Governmoent should take a serious
notice of such omissions.

1.29. In their note dated 7.12.70, the Department of Revenue and
‘nsurance stated as follows:—

“The observations of the Comm:itce have been noted for com-
pliance.”

1.30. The Committee would like Government to take suitable
action against the officials who failed to verify whether the essential
condjtions of admissibility of development rebate laid down under
the law had becn fulfilled,

outstanding cases in which panel super tax/income tax under Section
23A of Income Tax Act 1922—Para 1.254 (S. No. 60)

1.31. In paragraph 1.254 the Committee made the following ob-
servations regarding number of pending cases under Section 23A of
Ineome Tax Act 1922:
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“The Comm:ttee are concerned to observe that the number of
outstanding cases in which penal Super-Tax/Income-tax
under Section 23A[104 of the Income Tax Act, 1922|1961
is leviable has risen from 2477 as on 31st March 1968 to
2593 as on 31st March 1969. The amount of tax involved
which on 31st March 1968 was Rs. 3.02 crores rose to Rs. 4.31
crores on 31st March 1969—an increase of over 50 per cent.
The Committee note that the Board had issued instructions
to the Commissioners of Income-Tax to complete all the
cases pending under the old Act by 30th September 1969.
This could not be done and the indication now is that it
would take another year to clear these cases. The Com-
mittee would like all the cases pending under the old Act
to be finalised by the new target date (30th September
1970) and substantial progress also made towards the
clearance of cases pending under the 1961 Act.”

1.32. In their reply dated 6-3.71, the Department of Revenue and
Insurance stated as follows:

1. The recommendations of the PAC has been noted.
2. Commissioners of Income-tax have heen asked to:

(i) make every effort to complete all cases pending under the
old Act by 30-9-70 and to report compliance.

(i) expedite disposal of the cascs pending under the new Act.

3. A copy of the instructions istued to them in this regard is en-
closed (Annexure).

4. 83 cases under Section 23A of the Income-tax Act, 1922 and 1,296
cases under Section 104 of the Income-tax Act, 1961 were pending as
on 31-12-70, as against 99 and 2,227 cases respectively, as on 30-9-70.

1.33. The Commiitee note that 83 cases under Section 23-A of In-
come tax Act 1922 were pending as on 31st December 1970 although
these were expected to be finalised by 30-9-70, the revised target date
fixed by Government. The Committee would like to know from Gov-
ernment whether at least these cases have been finalised by now.

Under assessment of duty due to incorrect valuation of property—
Para 2.49 (Sr. No, 78)

1.34. Referring to a case of underassessment of duty due to incor-
rect valuation of property in para 2.49 of the Report, the Committee
made the following observations:—
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“In the Committee’s view, the whole case calls for a compre-
hensive review, with a view to determining what should
be the value for purpose of estate duty. In the course of
the review, it should also be examined why such a grossly
depressed value as Rs. 3.20 lakhs was accepted for purpose
of wealth-tax assessments during the period 1957-58 to
1961-62. It would also be necessary to investigate to what
extent the assessee failed to declare the correct value, both
for purpose of wealth-tax and estate duty and to what ex-
tent the assessing officers were lax and why different
values declared at different points of time were not linked
up. Appropriate action should also be taken to recover the
taxes the assessee escaped by underlying the property at
different stages.”

1.35. The Department of Revenue and Insurance have furnished
the following remarks in their note dated 8th December, 1870:

“As desired by the Committee the case has been comprehensive-
ly reviewed by the Government.

The question of what should be the value for the purpose of
Estate Duty assessment is only of academic interest because any
possible action for reopening the Estate Duty assessment had become
time-barred even before the Audit looked into this case. The assess
ment had been made on 29th September, 1964 and the Audit objection
was received only on 7th December, 1968* action under section
59/73A(b) of the Estate Duty Act could have been taken only upto
28th September, 1967.

In this case the date of valuation is 19th December, 1962, Since
the Agreement for the sale of the property for Rs. 50,74,086 was made
only within period of about 9 months from this date, it might have
been possible to put the value of the estate at about Rs. 50 lakhs, had
the Deputy Controller of Estate Duty taken the figure at which the
agreement of sale had been executed. It is unfortunate that having
been satisfied with the value of Rs. 24,48,600 as supported by a
Valuer’s certificate (this was eight times the value adopted for
wealth-tax assessment) he did not ask for the actual price agreed
upon with the intending buyer in September 1963. His bonafides are,
however, established by the fact that he had insisted on the payment
of Rs. 2 lakhs against the assessee’s future tax liability before issuing
a clearance certificate for the sale of property.

‘Accordmg to Audit, the local Audit Report containing the Ob-
jection was issued on 30th October, 1968.
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Regarding the wealth-tax assessments it has been found that it
was the assessee who had declared the value of the property at Rs. 2
lakhs. This was stated to be an estimated. The W.T.0. who made
the assessment for 1957-58 and 1958-59 on 17th Februady, 1959 and
that for 1959-60 on 31st December, 1859 valued the building at
Rs. 1,98,500 on the basis of 20 times the net rental value; to this he
added Rs. 1,20,000 as the value of land arriving at an aggregate value
of Rs. 3,18,500 for each of these three years. For the assessment
years 1960-61 and 1961-62 the value adopted was Rs. 3,20,000.

It has not been possible to reopen the wealth-tax assessment for
the years 1957-58 to 1959-60 but the assessment for the two years
next following have been reopened. The Wealth-tax assessments
for the later years are pending. The valuation for these years is
likely to be influenced by the fact that the property has since been
valued bv the Valuation Cell at Rs. 8,75.000 as on 1st January, 1954.

The primary responsibility for the widely divergent valuation of
the property for the purpose of wealth-tax and estate duty assess-
ments has been the assessee’s. For wealth-tax assessments he defini-
tely misled the Department by putting -a valuation of only
Rs. 2,00,000. The Wealth-tax Officer proceeded on the basis of the
rent capitalisation method which was prevalent at the relevant time.
The valuation for the Estate Duty was based on a certificate dated
7th June, 1963 by M/s Shapoorjee N. Chandbhoy & Co. Here the
Deputy Controller had not reasons to suspect that the valuation had

been put low. As stated earlier it was eight times the value adopted
for wealth-tax purposes.

A link-up between tlie value adopted in the Estate Duty assess-
ment made in 1964 with the valuation taken for wealth-tax purpose
could have been attempted. The Government regret that it was not
done till the Audit came into the picture. The instructions are being
issued to prevent a recurrence of such failures and to ensure better
coordination between those who assessed Estate Duty and to ensure
better coordination between those who assessed Estate Duty and
those who assessed Wealth-tax and Capital gains tax.

Though the Estate Duty assessment cannot be reopened, a part
of the tax list by adopting a valuation lower than what could have
been taken has been practically recovered by levying higher capital
gains tax. The assessee had claimed a deduction of Rs. 28,31,700 as
the value as on 1st January, 1954, but the Department has allowed
only Rs. 875,000, As already mentioned above, the Wealth-tax assess-
ments for 1960-61 and 1961-62 have been reopened. The additional
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Wealth-tax for these years, if any, will be sought to be fully recover-
ed.

1.36. In regard to the facts of this particular case, it is disquieting
to note that ne investigation was at all made about the sale of the
property at the time of making the Estate Duty assessment. The
question of investigation of the bonafides of the officers concerned is
not so important as the fact that there has been a loss of revenue to
Government on account of administrative failure. The Committee
hope that appropriate action would be taken against the officials con-

cerned,

1.37. The same observations apply to the Wealth tax assessments
also. The Committee are glad that the Government propose to issue
instructions to prevent recurrence of such mistakes in respect of
Estate Duty, Wealth-tax and capital gains tax assessments,

1.38. According to the Government’s reply a part of the taxt lost
by adopting a valuation lower than what would have been taken has
been practically recovered by leving higher capital gains tax. But
according to Audit as against loss of revenue of Rs. 9,12,397 under
estate duty, excess capital gain tax levied by the department is only
Rs. 2,93,506 by adopting the value of the building on 1st January,
1954 at Rs. 8,75,000 as per departmental valuation as against
KRs. 38,31,700 returned by the assessee. Further it is learnt that the
assessee had gone in appeal against the computation of capital gains
and had paid only part of tax on the capital gains. The Committee
would like to know the outcome.

Allowance of a debit in computing the value of Estate—Para 2.66-2.67
(S. Nos. 81-82)

1.39. Commenting on a case of allowance of a debit in computing
the value of an estate, the Committee made the following observations
in paras 2.66-2.67 of the Report:~—

“This case is of more than ordinary interest because of some
peculiar features. On the death of a partner in a partner-
ship firm (in April, 1944) his widow inherited all his
assets and liabilities in the firm. While assessing duty on
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her estate after her demise (June, 1964), a deduction was
allowed by the assessing oliicor on account of a debit bal-
ance of Rs, 2.64 lakhs in the books of the firm which
appeared in her husband’s name, on the ground that it
represented a debt owned by the deceased lady. However,
account was not taken of her husband’s share of goodwill
in the firm, which had not been paid to her by the firm,
on the ground that the deceased could not legally have
enforced the claim because of the operation of time bar.
If the time-bar precluded a claim for share or goodwill hy
the deceased, it also protected the decesi»d lady against
any claim on account of the loan which stood in the name
of her husband in the firm’s books. It is not clear why
the assessing officer chose to disregard this aspect of the
case while assessing duty. The Committee also note in
this connection thai in their letter of 14th Decombior, 1962
the firm ilsclf had clearly indicated that the diobit bitance
was not considered by them as ‘a loan made’ to the
deceased lady. In the circumstances, the deduction un this

account made in the estate duty assessment clearly lacked
justification.

The Committee note that amount of Rs. 2.64 lakhs has since
been paid to the firm by the heirs of the deceased lady. It
is significant that this settlement has taken place after
Audit became seized of the matter.  While this no doubt
validates the assessment made in this case. the Comimiiige
would like the Board to investigate fully the circumstances
in which the settlement took place us they appear prima
facie suspect.”

1.40. In their reply dated 8th December, 1970, the Department of
Revenue & Insurance stated as follows:—

“The Ministry would like to place the following facts which clari-
{y the actual position:—

(i) On the death of Shri—————— the firm M/s.
was not dissolved and it was continued with {wo new partners. The
firms’ goodwill was not valued nor the incoming partners charged sny
sum for goodwill. Besides, the partnership deed did not have any
provision for valuing the firm’s goodwill. There was thus on question

of giving a share of the goodwill to the widow of the deceased part-
ner.
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(i) M/s. had a current account in their books in
the name of the deceased partner. It had a debit balance, which was
transferred on his death to the account of Mrs.
The firmed did not charge any interest on the debit balance. Explam-
ing why interest was not charge by them on this account, the firm
stated in a letter dated 14th December, 1962 to the Income-tax
Officer A-V Ward, Bombay, as follows:—

o  — the amount shown on the debit is not by way of
the loan made to Mrs. . It is only a conti-
nuity of the account of the late Mr.
for circumstances already explained, and we would repeat
that we feel that in view of the fact that no goodwill has
been paid to Mrfs. , this ljttle service
rendered by us cannot be considered to be extraordinary or
beyond what we should do in the circumstances already
explained.”

(iii) The lady died on 27th June, 1964, when the debit balance in
her account with M/s. stood at Rs. 2,64,402/Pl. The
entire amount was paid off to the firm by her successors. As the
account was a running one, the amount due from the lady had not
become an irrecoverable debt and her successors paid the amount to
the firm without any knowledge about the audit objection.

(iv) The legal representatives of the deceased lady had filed an
affidavit before the High Court on 16th January, 1967 for obtaining
probate. The debt to M/s. was duly admitted in it.
This was more than a year and a half before the Audit raised the
objection. (The objection was received on 3rd September, 1968).

The Ministry feel that even apart from the evidence of the affi-
davit filed before the High Court, it might reasonably be assumed
that they could have no interest in paying off a large sum to the
firm simply to thwart an audit objection to which they were not a
party.

Audit had the following comments to offer:

(2) “The amount of loan under reference was not actually
paid off to the firm but was adjusted in 1968 to the per-
sonal account to one of the partners, who is the brother
of the deceased Mrs...................

(b) “The debit balance in the account of....................
and Mrs............. was not by way of loan is confirm-
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ed by the surviving partner’s letter dated 14th Decem-
ber, 1962 and the Appellate Assistant Commissioner’s
order 13th May, 1963 in the case of the firm.

(c) It is stated in the Ministry reply that on the death of
Mrs............. the firm was continued with two new
partners. But it is seen that on the death of one of the
partners the other partner carried on the business as a
poprietary concern for some time and thereafter formed
a new partnership.”

(d) Merely because the surviving partner did not close the ac-
counts on the date of death and divided the assets and lia-
bilities between the two erstwhile partners of the firm in-
cluding the value of goodwill, it may not be a ground for
the tax authorities to ignore the value thereof. The pay-
ment for goodwill was acknowledged by the firm in its
letter dated 14th December, 1962 and also referred to in the
orders of the Appellate Assistant Commissioner dated 13th
May, 1963.

1.41. In the light of the facts brought out by Audit, the Committee
would like the Government to investigate the matter further and
intimate the committee,



CHAPTER 11

RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN
ACCEPTED BY GOVERNMENT

Recommendation

1.11, The Committee feel that the emphasis in the drive to enroll
new assessees should be on cases with revenue potential. There are
special Investigation Branches in Commissioners’ charges which are
responsible for collecting information from Government agencies,
municipalities and other organisations like banks, financing com-
panies, etc.,, so as to discover new assessees or sources of income
not disclosed by existing ones. The Administrative Reforms Com-
mission reported that the working of these Special Investigation
Branches is ‘unsatisiactory” due, amongst other things, to lakh of
adequate supervision and their being saddled with items of work not
relevant to their main functions. These defects in the working of
these branches should be removed. The Committee feel that if all
the available information is collected from these sources and syste-
matically analysed and promptly processed in each Commissioner’s
charge it would lead to the discovery of most of the persons liable
to assessment. Apart from this, external surveys should also be
conducted in selected areas in accordance with a time-bound pro-
gramme as suggested by the Committee in paragraph 1.31 of their
Hundredth Report.

[Sl. No. 2 (Paragraph No. 1.11) of Appendix to 117th Report—
4th Lok Sabha].

Action Taken

1.11. The Committee’s observations have been noted for proper
necessary action. It may be stated that for improving the super-
vision of the Special Investigation Branches in the different Commis-
sioners charges, the supervision of these units has now been made
the responsibility of the Additional Commissioners of Income-tax,
a new cadre of senior administrative service officers. The question
of suitably relieving the Special Investigation Branches of the items
of work not quite relevant to their main job will be considered by
the Additional Commissioners and steps taken accordingly. Action

20
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has already been taken to augment the strength of Income-tax
Inspectors in the Department so that external survey work, which
was temporarily suspended, can be revived.

[Department of Revenue and Insurance D.O. No. 241]28|70-IT (Audit)
dated 28-12-1970].

Recommendation

1.32. (i) While the under-assessments have been caused by a
multiplicity of reasons, an important contributory factor, in the
opinion of the Committee, has been the tendency on the part of
many Income-tax Officers to delay and rush through assessments
at the close of the financial year. During the course of discussions
on individual Audit paragraphs, the Committee noticed that quite
a number of cases in which mistakes or irregularities occurred had
been rushed through in the months of February-March. The repre-
sentative of the Board also conceded that the Income-tax Depart-
ment tended to work at a “snail’s pace” in the initial months of the
financial year. The Commitiee have already drawn attention to
this matter in their pervious reports and would like Government
to take effective steps to curb this tendency so that woik is evenly
spaced out over the year.

1.33. (ii) In re-ordering the assessment work, it is important to
ensure that high income cases are taken up for assessment suffi-
ciently in time during the course of the year. The efforts should
be to finalise all such cases by the end of December. The Committee
would like the Board to issue suitable instructions te this effect, so
that range officers who are responsible for fixing the priorities for
assessment take suitable action in the matter.

[Sl. No. 5 (Paragraph No. 1.32 & 1.33) of Appendix to 117th Report—
4th Lok Sabha].

Action Taken

1.32 & 1.33. The observations of the Committee have been noted
and instructions issued by the Government accordingly. A copy
of the instructions issued by the Government is placed below.

[Deptt. of Revenue and Insurance D.O. No. 246|28{70-IT (Audit)
dated 31-12-1970].
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F. No. 385/89/70-1TB
CENTRAL BOARD OF DIRECT TAXES
North Block, New Delhi. the 3rd November, 1970
From
Shri R. D. Sexana,
Secretary, Central Board of Direct Taxes,
To
All Commissioners of Income-tax

Sir

Sus: Public Accounts Committee—Recommendations made by
the Committee in puras 1.32 and 1.33 of its 117th Report.

I am directed to say that the Public Accounts Committee have
made the following observations in paras 132 and 1.33 of its 117th

Report : —
Para 1.32:

“While the under-assessments have been caused by a multi-

plicity of reasons, an important contributory factor, in the
opinion of the Committee has been the tendency on the
part of many Income-tax Officers to delay and rush
through assessments at the close of the financial year.
During the course of discussions on individual audit para-
graphs, the Committee noticed that quite a number of
cases in which mistakes or irregularities occurred had
been rushed through in the months of February-March.
The representative of the Board also conceded that the
Income-tax Department tended to work at a “snail’s pace”
in the initial months of the financial year. The Commit-
tee have already drawn attention to this matter in their
previous reports and would like Government to take effec-
tive steps to curb this tendency so that the work is evenly
spaced out over the year.

In re-ordering the assessment work, it is important to ensure

that high income cases are taken up for assessment suffi-
ciently in time during the course of the year. The efforts
should be to finalise all such cases by the end of December.
The Committee would like the Board to issue suitable
instructions to this effect, so that range officers who are
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responsible for fixing the priorities for assessment take
suitable action in the matter.

2. Regarding para 1.32, instructions have already been issued vide
letter No. 3/3|68-IT (Audit), dated 8th October, 1968 wherein you
were requested to ensure that the Income-tax Officers plan their
programme of work in such a way that assessments of cases involv-
ing large incomes are not crowded into the last month and the last
week of the financial year. The Board desire that these instrue-
tions should be scrupulously followed while planning the programme
for disposal of assessments.

3. Regarding para 1.33, efforts should be made to finalise all high
income cases by the end of December as desired by the Committee.

Yours faithfully,
(8d}-) (R. D. SAXENA),
Secy., Central Board of Direct Taxes.

Recommendation

1.34. The Committee would like the following steps to be taken
to minimise the possibility of under-assessments:

(i) The time-lag between the final hearing in a case and the

(ii)

(iit)

decision by an assessing officer should be the minimum.
The Board should consider whether as a working rule the
time-limit for issuing as assessment order should be fixed
as fourteen days after the date of last hearing. The re-
presentative of the Board constitute a reasonable period.

Internal Audit has not so far played an effective role in
checking faulty assessments. A number of assessments
were in fact checked by it only after they had been scruti-
nised by statutory audit. Now that Internal Audit organi-
sation has been strengthened and the scope of its functions
also enlarged, the Committee hope it would be possible
for this organisation to detect all cases of under-assess-
ment well in time, Based on the experience of its perform-
ance Government should consider the question of extend-
ing its scrutiny to cases below Rs. 50.000.

Under the Board’s instructions, in cases of incomes over
Rs. 10,000, tax calculations are required to be checked by
the Head Clerk/Supervisor and in cases of incomee over
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Rs. 1 lakh, calculations are required to be counter-checked
by the Income-tax Officer himself. The Committee obser-
ved during their examination of cases that in a number of
high income cases (over Rs. 1 lakh), the prescribed
counter-check had not been wexercised by Income-tax
Officers. The Committee desire that the Board should
take a serious view of such lapses. To speed up arithemeti-
cal computation, the Board should arrange to have ready
reckoners supplied to the staff in charge of the work,

(iv) It was stated during evidence that there had been a
deterioration in the quality of work done by assessing
officers. The Committee note that the Department is now
maintaining a record of the Income-tax Officers making
mistakes.

The Inspecting Assistant Commissioners have also taken action to
watch the work of assessing officers. Apart from this, Government
should examine what positive measures should be adopted to im-
prove quality through ‘in-service’ training, rationalisation of
assessment procedure, relief from routine work etc. This is a matter
on which the Committee have made suggestions from time to time
and should engage the constant attention of Government.

[S. No. 6 (Para No. 1.34) of Appendix to 117th Report
(4th Lok Sabha)].

Action Taken

The Government have taken the following steps in pursuance of
the Committee’s recommendations:

(i) Instructions have been issued by the Central Board of
Direct Taxes, fixing a time-limit for the passing of an
assessment order after the date of last hearing. (Copy
enclosed).

(ii) The Director of Inspection (Income-tax & Audit) has
issued instructions to the Internal Audit Parties for
attending to the following types of cases on priority
basis:

(a) All company assessments irrespective of income;

(b) All non-company assessments with Total Income of
Rs. 10,000 and over;

(c¢) All W.T., ET., G.T. assessments where the tax levied
exceeds Rs. 10,000,
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(d) Al] direct refunds, where the refund exceeds Rs. 50,000.
A further extension of the limit may not be possible with-
out a suitable increase in the number of Internal Audit
Parties (their present strength all over India is 92 only).

(iii) Instructions have been issued for strictly enforcing the

checking of tax calculations by Head Clerks, Supervisors
and Income-tax Officers at appropriate levels. They will
be supplied with ready reckoners. (Copy of DRoard’s ins-
truction enclosed).

(iv) The Centiral Board of Direct Taxes are already working

on the Committee’s suggestions for improving the quality
of work of the assessing officers by (a) ‘in-service’ train-
ing, (b) rationalisation of assessment procedure, and (c)
relief from routine work. In-service training is periodi-
cally imparted through refresher courses. A scheme for
holding a special refresher course for officers posted in
Companies Circles, where the Audit generally find mis-
takes involving substantia] revenue is being processed.
The rationalisation of assessment procedure and separation
of routine work from assessment work are being effected
through the Functional Scheme, the Small Income Scheme
and an amendment of Section 139 of the Income-tax Act
proposed in the Taxation Laws (Amendment) Bill, 1969.

[Department of Revenue and Insurance D.O. No. 241/23/TO

Audit and PAC, dated 14-5-7!.]

F. No. 241/23/70-IT (Audit)
(GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 23rd October, 1970.

Shri S. Bhattacharyya,

Secretary, Central Board of Direct Taxes.

All Commissioners of Income-tax.

SusJsect: —Delay in passing orders by assessing officers after final

hearing—Avoidance of—,

The Public Accounts Committee have noticed in some cases a
substantial time-lag between the final hearing of a case and the
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passing of an assessment order. Such delays often lead to errors
resulting from forgetfulness. Besides, there is a risk of the assess-
ment order not presenting the cases of the assessee and the Depart-
ment in the proper perspective. Accordingly, the Board desire that
the assessing officers should make all efforts to see that the assess-
ment orders are passed immediately after the hearing is over. In
complicated cases or those involving the handling of voluminous
materials, it may not be possible to pass an order immediately after
the hearing. Even in such cases, the order should be passed within
14 working days after the date of last hearing.

2. The Board will look with disfavour to any deviation, without
adequate justification, from the prescribed time-limit. Where any
deviations occur, the Income-tax Officer shall send a written report
to the concerned Inspecting Assistant Commissioner of Income-tax
and the latter will have to satisfy himself about the adequacy of the
reasons for the delay. If he is not satisfied, it should be brought to
the notice of the C.I.T. for suitable action.

Yours faithfully,

(Sdj-) S. BHATTACHARYYA,
Secretary,

Central Board of Direct Taxes.

F. No. 9/37/68-IT (Audit)

GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 23rd Ortnber, 1970.

From

Shri S. Bhattac;xaryya,

Secretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax
Sir,

SussecT: —Checking of tax calculations—Enforcement of the instruc-
tions regarding—

Please refer to the Board’s instructions contained in their letter
of even number dated 3rd September, 1969 regarding the checking
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-of tax calculations by Income-tax Oﬂiéers in cases where the income
-assessed is Rs. 1 lakh or more.

2. The Public Accounts Committee were surprised to see the
large number of cases with total income exceeding Rs. 1 lakh, com-
mented on in the Audit Report, 1969, in which the Income-tax
"Officers had failed to check tax calculations. At para 1.34 of their

117th Report (1969-70), they have desired that the Board should
take a serious view of such lapses.

~+3. In an earlier letter F. No. 36/40/67-IT(Audit) dated 3lst
Déeember, 1968, the Board have already instructed the Commijs-
sioners of Income-tax that a serious notice should be taken of any
Tncome-tax Officer’s failure to personally check tax calculations of
Income-tax, in the cases where the total income is Rs. 1 lakh or
-over. They believe that the lapses noticed in past years will not
‘be repeated and that the responsibility of checking tax calculations
will not be sought to be avoided on the untenable plea that it is the
job of the Tax Calculation Cell in a Functional Range—The D.L
(IT. & Audit) is being asked to suggest what credit in terms of units

of disposal should be given to the Income-tax Officers checking tax
«alculation in such cases.

4. The Board fee] that the Head Clerks and Supervisors alse have
not been exercising proper check on tax calculations as required
-under the Board’s instructions contained in Chapter XII, Para 22
{xvii) of the Office Manual, Vol. II, Section II. They desire that
any lapses on their part also should be suitably dealt with.

Yours faithfully,
23-10-70
(Sd|-) S. BHATTACHARYYA,

Secretary,
Central Board of Direct Taxes.

3158 LS—3. S
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Recommendation

1.42. The data furnished by Government indicates that the num-
ber of pending Income-tax assessments has come down from 23,29,656
as on 31st March, 1968 to 15,84,657 as on 31st March, 1969. From
the category-wise analysis of the pending assessments, the Com-
mittee, however, observe that the reduction has been only in lower
income categories (categories III, IV and V). As regards Category
I—business incomes exceeding Rs. 25,000, the pendency has been
continuously going up. The number of pending cases in this cate-
gorv which was 1,64,810 as on 31st March, 1968 rose to 1,94,454 as.
on 31st March, 1969—an increase of 18 per cent in one year alone.
Compared to the pendency on 31st March, 1966, the increase was as
nigh as 62 per cent. The Committee are unhappy at the increase in:
vending assessments of bigger cases. The Committee have already
drawn attention to this matter in paragraph 1.12 of their Hundredth
Report (Fourth Lok Sabha)., They would like the Board to draw
up a suitable programme of priorities for disposal of assessments so
that these cases, which have high revenue potentiality, receive
greater attention at the hands of assessing officers.

[S. No. 7 (Para No. 1.42) of Appendix to 117th Report
(4th Lok Sabha)].

Action Taken
The concern of the Public Accounts Committee about the increasc
in the pendency of Category I assessments is shared by the Govern-
ment. They have already issued suitable instructions to the Com-
missioners of Income-tax, on the basis of the Committee’s recom-
mendations at paragraph 1.12 of their 100th Report. A copy of the
instructions issued is attached.

[Department of Revenue and Insurance D.O. No. 241/18/70-
IT (Audit) dated 26-12-70].

Copy of Instructions No. 189 issued under Board’s F. No. 385/57/70-
ITB dated 6-7-70 to all Commissioners of Income-tax
SuBJECT: —Public Accounts Committee—Recommendations made in
100th Report—Disposal of Category I cases.

The Public Accounts Committee has made the following recom-
mendations in para 1.12 of the its 100th Report regarding pendency
of Category I cases:

“The data furnished to the Committee also shows that the
pendency in Category I cases, which relate to the higher
income brackets, had risen from 1.64 lakhs as on 313t
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March, 1968 to 1.94 lakhs as on 31st March, 1969. These
are the cases with revenue potentiality which merit grea-
ter attention from the Department. The Committee hope
that Government will draw up a suitable programme of
priorities to ensure that Income-tax Officers devote ade-
quate time to the examination of cases involving larger
revenue.”

2. The Board have carefully considered the question of drawing
up a suitable programme of priorities for the disposal of Category
I assessments. During the current vear all the assessments rela-
ing to the assessment year 1966-67 will have to be finalised to save
the time bar whereas during the financial year 1971-72 there would
be three time-barring assessments viz. assessments relating to asses-
sment years 1967-68, 1968-69 and 1969-70. Thus, unless a systematic
programme is drawn up for the disposal of ‘these assessments, the
Income-tax Officers may not be able to devote adequate time to the
examination of cases involving larger revenue, during the financial
vear 1971-72. In order to avo.d such a contingency the Board have
decided that a large number of Category I cases should be disposed
of during the current year itself and in any case all Category I
assessments for the assessment years 1966-67 and 1967-68 should be
disposed of during the year itself. This will normally leave behind
only the time-barring assessments for 1968-69 gnd 1969-70 for dis-
posal during the year 1971-72. You may, therefore. take immedi-
ate steps to ensure that the above instructions are implemented and
the pendency of Category I cases is brought down considerably by
the end of 1970-71.

Recommendation

1.43. The Committee note that the Board expected to reduce the
pendency to ten lakh assessments by the end of the financial year
1969-70 and to “an insignificant figure” by 1972, The Committee
trust that vigorous efforts will be made by the Board to fulfll the
undertaking given by it.

[S. No. 8 (Paragraph No. 1.43) of Appendix to 117th Report (4th
Lok Sabha)]

Action Taken

The Central Board of Direct Taxes have instructed the Commis-
sioners of Income-tax to make all out efforts to reduce the penden-
cy of assessments. It is expected that the pendency as on 31-3-1971
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would be about 8.5 lakh assessments and by 31.3.72 it would be fur-
ther reduced to about two to three months’ workload. A copy of
the instructions is placed below for the information of the Commit-
tee.

Department of Revenue and Insurance O.M. No. 241-/20/70-11
(Audit) dated 22-1-71]

Statement showing the Targets of Carry-Forward of Assessments
for the various C.LT. Charges as on 31st March, 1971

Total work- Disposals Targets for
load of anticipated carry-forward
C.1I.T. Charges cases for during of assess-
disposal dur- 1970-71  ments as on
ing 1970-71 3I1-3-1971,
(Estimated)
1. Andhra Pradesh I
R . . 2,30,000 1,90,500 29,500
2. 1] X II
3. Assam |, . . , . . s 1,04,000 68,060 35,940
4. Bihar | . , . . . ) 1,51,000 1,36,520 14,480
5. Orissa | . . . . . 73,000 47,000 26,000
6. Bombay City-1
7. qubay City-I1 . . . . 6,36,000 5.,73,200 62,800
8. Bombay City-III
9. Bombay (Central) . , . . 6,000 2,800 3,200
10. Poona | . . , . . . 2,09,000 1,84.220 24,780
1. Delhi-t |
R |
12, Delhi-l1 . . , . 3,39,000 2,85,000 54,000
13. DelhiHI "}
14. Delhi (Central) . . . . . 4,000 2,900 1,100
1s. Rajasthen . . . . . 1,74,000  1,26,000 48,000
16. Gujarat I
17. Gujarat II \ . 4,00,000 3,29,000 71,000
18. Gujgrat II1
19. Kerala,, . . , . . R 85,000 83,700 1,800
20. Madhya Prad®slr: ... | . . , 2,50,000 2,23,000-.. ' 27,000
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.21, Madras I 1)

) ' 2,91,000 2,56,000 26,000
22, Madras 11 . . . .
23. Madras (Central) | 6,000 2,300 3,700
:4.. Mysore, 1,50,000 1,44,000 6,000
25. Punjeb ee e 1,85,000 1,80,200 4,800
26. Lucknow . . ) . . . 1,44,000 1,32,200 11,800
27. Kanpur 1,77,000 1,66,000 11,000

28. West Bengal-I
2¢. West Bengal-IT 10,36,500 6.45,000 3,91,500
30. West Bengal-1II

31. Calcutta (Central),

5,000 3,300 1,700
TorAL 46,46,000 37,89,900 8,56,100
D.O.F. No. 385!44{70-ITB
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 21st August, 1970.
My dear

SusJect: —Target for pendency of assessments as on 31-3-1971,

Please refer to item No. I of the minutes of the technical
matters discussed at the Conference of the Commissioners of
Income-tax held in May, 1970 which was circulated under Board’s
letter F. No. 385/50/70—ITB dated 23rd May, 1970. It was decided
in the said Conference that the All-India target should be fixed in
terms of pendency of assessments to be carried forward as on
1-3-1971 and such target may be fixed at 8 lakhs, It was further
decided that the Board may fix separate targets for pendency of
assessments to be carried forward as on 31-3-1971 ‘n each Commis-
sioner’'s charge. The Board have since reviewed the position of
workload and the manpower resources available in each Commis-
sioner of Income-tax’s charge. The targets of pendency of
assessments to be carried forward as on 31-3-1971 in each Commis-
sioner’s charge as approved by the Board are shown in column 4 of
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the statement annexed. These targets have been fixed having
regard to the following factors:

(i) The workload of cases for disposal during 1970-71 has
been estimated on the basis of number of cases on G.LR,,
number of new cases and voluntary returns likely to be
added and the number of re-assessments likely to be
reopened during the year. The number of new cases,
voluntary returns and the assessments likely to be
reopened has been estimated having regard.toc the normal
economic growth and the All-India average number of
cases added during 1969-70.

(i) The disposals during 1970-71 shown in column 3 of the
statement have been estimated having regard to the
average disposal per I.T.O. in each charge and the
number of ITO employed on assessment work.
Adjustments have, however, been made in certain Com-
missioners’ charges where the average output of the
Income-tax Officers during 1969-70 was considered as low
by the Board.

2. The Board have fixed a consolidated target for the pendency
of assessments as on 31-3-1971 for multi-Commissioners’ charges
and desire that the targets for the individual Commissioners’ charges
comprised therein, may be fixed after mutual discussions. The
Board further desire that every attempt should be made to achieve
the targets of pendency of assessments as fixed by the Board. It
may be clarified that the figures of anticipated workload and dis-
posals during 1970-71 have been furnished in the annexed statement
merely for facility of reference and the performance of each Com-
missioner’s charge will be judged only with reference to the target
for pendency of assessments as fixed by the Board. It is, therefore,
needless to stress that it would be imperative for each Commlssmner
of Income-tax and the Inspecting Assistant Commissioners of In-
come-tax working under him to curb the tendency on the part of
Income-tax Officers to boost up disposals by adding infructuous
cases which, in the ultimate analysis load to increase in the pen-
dency of assessments at the end of the year.

Yours sincerely,
3d/- M. B. PALEXAR,

Shri
Commissioner of Income-tax
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Recommendation

1.54. The Committee are perturbed over the progressive increase
of (net effective) arrears of Income-tax. The net effective arrears
which amounted to Rs. 161.41 crores on 31st March, 1964 rose to
Rs. 435.49 crores as on 31st March, 1969. The percentage of realisa-
tions to outstandings has been continuously going down and has
fallen from 141 on 31st March, 1965 to 74 on 31st March, 1968, Year
after year, Government have been enumerating the steps taken by
them, besides addition to the numerative strength of the staff, to
arrest the growth in arrears but it is obvious that they have not had
the desired effect. The Committee feel that the Department would
have to launch an all-out drive if a substantial reduction in tax
arrears is to be brought about.

{S. No. 9-(Paragraph No. 1.54) of Appendix to 117th Report—4th
Lok Sabha]

Action Taken

As a result of the measures taken by the Ministry earlier for
reducing the arrears of taxes, we have been able to achieve a cer-
tain measure of success inasmuch as the collections out of arrears
upto 30.9.70 this year came to Rs. 96.29 crores as against the corres-
ponding figure of 72.65 crores for the last year. In terms of percen-
tage also the collection out of arrears came to 12.5 this year (upto
30.9.70) as compared to 10.3 for the last year.

2. The Government have taken the following further steps ior
reducing the tax arrears:

(i) The problem of improving the position of Income-tax
arrears was discussed and the need for arresting the
growth of tax arrears stressed at the Conference of Com-
missioners of Income-tax held in May 1970. It was also
decided that a special drive “RAT” (Reduction of Arrears
of Tax) should be launched in all the Commissioner’s
charges to reduce the outstanding tax demands.

(ii) Four posts of Additional Commissioners of Income-tax
(Recovery) have been created in the City Charges of
Bombay, Calcutta, Delhi and Madras.
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(iii) Sixty posts of Income-tax Officers have been recently
sanctioned by the Government for attending to the work
of liquidation of arrears. e

The impact of these additional measures taken during the ﬁnancr.a!
year 1970-71 wouldﬁbe known only after some time.

[Department of Revenue and Insurance D.O. No. 241/5/70-11, (Audxt}
dated 8-12-70F

Recommendation.

1.56. One-of the suggestions made by the Working Group of the
Administrative Reforms Commission was that the Act should be
amended “to provide that where an appeal is preferred againsi an
assessment, such an appeal will not be admitted unless the tax is
paid on the undisputed amount involved in the assessment.” While
expressing difficulty in implementing the above suggestion, Govern-
ment have stated that Income-tax Officers have, even now, adequate
powers under the Income-tax Act to enforce the collection of tax
even where assessments are under appeal. To ensure that by filing
appeals assessees are not able to retain undisputed tax dues, the
Committee desire that Government should issue instructions to
assessing- officers to make maximum use of their powers for timely
recovery of tax dues. This would also reduce the number of
frivolous appeals.

[S. N. 11-‘(Paragraph No. 1.56) of Appendix to 117th Report—4th
Lok Sabhal

Action Taken

Instructions have since been issued in the matter. A copy of the

instructions is attached herewith for the 1nformat10n of the Com-
mittee,

[Department of Revenue and Insurance D.O. No. 241/7/70-I1T
(Audit) dated 28-12-70].
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F. No. 404|132{70- ITCC
GOVERNMENT OF Imm.
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 14th Sepiember, 1970:
From

The Secretary,

Central Board of Direct Taxes
To

All Commissioners of Income-tax,
Sir,

SuBJEcT: —Undisputed tax—Recovery ofswInstructions regarding.

Under Section 220(6) of the Income-tax Act, 1961, when an
assessee has presented an appeal before the Appellate Assistant
Commissioner under section 246, the Income-tax Officer may, in
his discretion treat the assessee as not being in default in respect of
the amount in dispute in appeal during the period of the pendency
of the appeal. The Board would like to emphasise that the discre-
- tionsry powers given by Section 220(6) are to be exercised in res-
pect of disputed taxes only. Similarly, the instructions contained in
‘the Board’s letter F. No. 16/69-ITCC dated 21st August, 1969 (Ins-
truction No. 95) also refer to disputed demands only.

2. The Board desire that all possible steps should be taken for
the recovery of undisputed taxes by the Income-tax Officers and
the assessees should not be allowed to withhold .payment of the
undisputed demand merely because they have filed appeals before
the Appellate Assistant Commissioners of Income-tax. While re-
viewing the arrears of taxes, the Commissioners of Income-tax!
Inspecting Assistant Commissioners -should ensure that these instruc-
tion are being scrupulously followed by the Income-tax Officers.

Yours faithfully,

Sd!- R. D. SAXENA,
Secretary,
Central Board of Direct Taxes.

Recommendation

1.68, In successive Reports on Direct Taxes, the Committee have:
been expressing concern over the heavy pendency of appeals with
Appellate Assistant Commissioners. The number of such -cases,
which, at the end of June, 1965, was 1,20, 736 mcreased to 2,30,783
at the end of June, 1969—an increase of over 90 per cent. It is not
only the large number of pending appeals that is disturbing but
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.also the time taken for disposal. Of the appeals pending with the
Appellate Assistant Commissioners on 30th June, 1969, nearly 8,000
had been pending for more than three years.

1.69. The Committee have been certain suggestions in regard to
the measures necessary to cope with this situation in parss 1.67
and 1.68 of their Hundredth Report (Fourth Lok Sabha). They
would like them to be acted upon.

[Serial Nos. 13 and 14 and Paras. 1.68 and 1.69 of Appendix to the
117th Report, 1969-71]

Action Taken

1.68. The Government share the concern of the Committee about
the heavy pendency of appeals with the Appellate Assistant Com-
missioners of Income-tax. The latest position regarding the pen-
dency of appeals and a comparison with the position in earlier
years are given below:

Period Pendency Institu-  Disposals Pend ency
at the tions at the end
beginning of the per-
of the per- iod
iod
1968-69 . . . . . 1,86,211 2,16,601 1,94,424 2,08,478
fy.
19?9-70 . S . . 208478  2,39,792 2,31,485 2,16,785
Y.
1969-70 . . R . . 208,478 1,06,418 1,07,655 2,07,241
(upto 30-9-69)
1970-71 . . . . . 2,16,785 1,14,500 1,05,593 2,25,692

(upto 30-9-70)

1.69. Attention is invited to the Ministry’s replies to paras 1.6’%
and 1.68 of the Committee’s 100th Report (1969-70).

[Department of Revenue and Insurance D.O. No. 241/28/70-1T (Audit)
dated 8th December, 1970]

Recommendation

1.85. The Committee take a very serious view of the omission
that occurred in this case.

1.86. The assessee made substantial capital gains amounting to
Rs. 33.60 lakhs in 1960-61 which he did not report in his assessments.
The assessing officer who finalised the assessment on the 31st March,
1962, also failed to detect this concealment. It was left to Audit to
point out after a cross check of the income-tax return with the
relevant wealth-tax return that an omission had occurred, after
which the department raised the demand.
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1.87. The Committee were informed during evidence that the
explanation of the Income-tax Officer for his failure to take the
capital gains into account was that as the properties had been ac-
-quired by Government, it was not a case of capital gains. The Com-
mittee see little force in this explanation. Considering the magni-
tude of the case, the assessing officer should have even if he had
entertained such doubts, sought instructions from his superiors. The
Committee note that the officer concerned has been warned.

{S. Nos. 15—17 (Paragraph Nos. 1-—85-187) of Appendix to 117th
Report—4th Lok Sabha].

1.85. to 1.87: The observations of the Committee have been noted.

[Department of Revenue and Insurance D.O. No. 241/44/70-IT (Audit)
dated 7-12-70].

Recommendation

1.100. The Committee are surprised to note that the Income-tax
Officer in this case who had himself detected in the course of
assessment concealed income of Rs. 1,25,000, representing bogus
hundi loans and discussed it at length in his assessment order should
have omitted to add it back to the total income of the assessee.
There was also a mistake in totalling. The cumulative effect of the
two mistakes was short-levy to the extent of Rs. 1,15,034. The Com-
mitte note that although this was a high income case it was not
scrutinised in Internal Audit. The Committee consider the omis-
sions regrettable.

[S. No. 20— (Paragraph No. 1.100) of Appendix to 117th Report—
4th Lok Sabha]

Action Taken

The Income-tax Officer concerned has already been cautioned.
The Internal Audit Party and the Comptroller and Auditor General’s
Revenue Audit Unit requisitioned the records of the case, almost
simultaneously, in April 1968. The latter was supplied the papers
earlier,—It is regretted that the Internal Audit Party came to the
scene about a year after the assessment had been made. With the
present policy of the Internal Audit Parties scrutinising the cases
with large income on priority basis, such delays are not likely to
occur.

2. The assessment in question had been set aside by the Appellate
Assistant Commissioner, Before the assessment could be completed
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de novo, the assessee filed a petition for settlement, wherein the
hundi loans have been surrendered as the assessee’s income., The
petition is under consideration by the Commissioner of Income-tax.

3. The Board keep a watch on the various devices used to conceal.
income. Various types of -cases involving concealment are duly
reported in the Income-tax Bulletins, which are published quarterly
and distributed to all Indome-tax Officers.

[Department of Revenue and Insurance D.O. No. 9/291/68 IT (Audit)
20-11-70]

Recommendation

1.102. The Committee note that the Board have circulated lists
of bogus hundi dealers to the assessing officers. They desire that
the Board would keep the position under constant watch with a
view to finding out whether any new devices are being used for
concealment of income. It was stated during evidence that in a
recent case some assessecs had resorted to the expedient of crossword
puzzles to conceal income. The Committee trust that the Depart-
ment will maintain constant vigilance and keep the assessing officers
fully posted with the result of their findings in various types of
cases involving concealment. Government should take such other

measures as may be found necessary for making concealment of
income unrewarding.

[Serial No. 22 and Para 1.102 of Appendix to the 117th Report
(1969-70) ]

Action Taken

The observations of the Commitiee have been noted by the
Government.

‘2. The method of using crossword puzzles to bring unaccounted
moriey -into the books of accounts of the assessees was noticed only
in a few Commissioners’ charges and has been checked. Investiga-

tions are, however, in progress to find out whether parties elsewhere
also were involved in this racket.

3. The Central Board of Direct Taxes regularly circulate informa-
‘tion regarding the common methods of concealment detected.
This is done through Bulletins issued quarterly. In addition to this,
refresher course and sem;,nars for discussing the latest methods of
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concealment adgpted by the assessees and the steps to combat the
.same are being organised from time to time for the senior officers
-of the Department engaged in the detection of evasion.

4. The Government have already appointed the Wanchoo Com-

mittee, who ‘would suggest devices for further curbing not only ‘tax
evasion but also tax avoidance.

5. For making tax evasion unrewarding, the penalties leviable
under the Income-tax and Wealth-tax Acts were pitched up with
-effect from 1st April, 1968 to a minimum of 100 per cent of the

income or wealth sought to be evaded, while the maximum was put
-at twice this limit.

[Department of Revenue and Insurance D.O. No. 241/9/70-IT
(Audit) dated 28-12-70]

Recommendation

1.115. The Committee note the Board have issued instructions
for a special review of all high income group assessments. The
Committee trust that as a result of the review, other cases of bogus
hundi loans, if any, will be unearthed and incomes escaping assess-
ments by way of such loans brought within the tax net. The Com-
mittee also hope that Government would maintain constant vigi-

lance lest new rackets emerge in place of old rackets detected by
the Department.

[Sl. No. 25— (Paragraph No. 1.115) of Appendix to 117th Report—
4th Lok Sabha].

Action Taken

1.115. The Committee’s suggestions have been noted. In this
-connection, the Ministry’s reply to Para 1.102 of the PAC’s 117th
"Report may please be seen,

'[Deptt. of Insurance and Revenue D.O. No. 241|47|70-IT (Audit)
dated 31-12-1970].

Recommendation

1.123. The Committee note that in respect of both the cases men-
-tioned in the Audit paragraph which were handled by the same
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Income-tax Officer, the tax on an income of Rs. 3 lakhs to be worked
out on a slab basis was calculated by computing the tax on Rs. 1
lakh in the first instance and then multiplying it by 3. It is sur-
prising that such an elementary mistake was made by an assessing.
officer. There have been other instances in the past of similar
mistakes. As action has been taken against the officer, the Com-
mittee do not wish to pursue this case further. The Board should,.
however, take steps to ensure that these mistakes do not recur.

1.120. The Committee note that the various items of expenses
disallowed by the assessing officer in this case aggregated
Rs. 2,93,975, Due, however, to a mistake in totalling, the amount
of disallowed expenses was taken as Rs. 1,93,975, resulting in an
under-assessment of Rs. 55,024, While the Committee note that
tax short-levied has since been adjusted, they cannot help pointing
out that the mistake occurred in a Central Circle where the num-
ber of assessments dealt with is comparatively less. The Com-
mittee further observe that though this was a big income case, it
had not been subjected to a counter-check at the original assess-
ment or the revised assessment stage. Nor had the assessment been
scrutinised in Internal Audit. The Committee note that according
to the instructions now issued by the Board, cases of the present
type would come in priority category for the purpose of scrutiny
by Internal Audit. The Committee trust that the Board will ensure
that their instructions in regard to counter-check of tax calcula-
tions as also scrutiny by Internal Audit are strictly complied with.

[Sl. Nos. 27-28 and paras 1.123 & 1.129 of Appendix to 117th Report
of the PAC (1969-70) 1.

Action Taken
The observations of the Committee have been noted for com-
pliance.
[Deptt. of Revenue & Insurance D.O. No. 241{24|70-IT (Audit)
dated 20-11-1971].

Recommendation

1.135. The Committee note that the normal policy followed by

" the Board is to allow benefit to an assessee arising from his recog-
nition as a company for assessments pending on the date on which
the assessee applies for suich recognition. In this case, however,
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recognition as & company was given with retrospective effect-
covering those assessment years for which assessments had already
been completed on the crucial date. The Committee do not in prin-
ciple approve of deviations from general polices laid down by the
Government. They feel that if in any case, an exception has to
be made, it should be in accordance with well-defined criteria
within the four corners of law. It is also essential that the benefits
of such exceptions should be available to anyone who satisfies the
criteria.

1.136. The Committee note that there is no provision in the
Income Tax Act, 1961 enabling or barring the Board from issuing
an order according the status of a company to an assessee with
retrospective effect. After the matter was raised by the Com-
mittee, it has been referred to the Ministry of Law for opinion.
The Committee would like to be informed of the opinion of the
Ministry of Law in the matter.

[Sl. Nos. 29 & 30 and Paras 1.135 & 1.136 of Appendix to 117th
Report (1969-70) 1.

Action Taken

1.135. The observations of the Committee have been noted for
guidance.

1.136. The point in question was referred to the Ministry of Law
for their advice. That Ministry have stated that it would not be
in order to grant such a declaration with respect to the assessment
years prior to that in which the application is actually made, even
though the assessment proceedings for these have not been finalised
on that date.

The Ministry of Law are also of the opinion that a declaration:
cannot have retrospective effect to the assessments which had been
completed when the application for such declaration was made.

Since the acceptane of the Law Ministry’s opinion will have a
far-reaching effect and would particularly affect a large number
of foreign companies operating in India, the Cenral Board of
Direct Taxes are considering whether an amendment of Section
2(17) is called for. Meanwhile, they have been following the
advice of the Ministry of Law dealing with the pending applications
seeking- recognition as companies.

[Deptt. of Revenue & Insurance D.O. No. 241[48(70-IT (Audit) dated
7-12-19707..
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Recommendation

1.49. The Committee observe that the company in question, not
being a priority industry, was assessable to supertax at the effec-
tive rate of 35 per cent. However, just on the basis of the cnm-
pany’s name which included the word ‘metal’ (a priority industry)”,
the Income-tax Department treated it as one engaged in a priority
industry and assessed it to a lower effective rate of super-tax (29
per cent) applicable to priority industries. Another mistake made
by the Department was that non-business income of the company
which was chargeable to super-tax at 35 per cent was charged at
the rate of 25 per cent. The cumulative effect of the two mistakes
was an under-charge of tax to the tune of Rs. 8,83,738.

1.150, While the Committee note that the whole amount of
short levy has since been recovered, they consider that the officials
concerned were extremely lax. Another lapse that occurred in
this cases was that though the assessment was to have been counter-
checked by the Income-tax Officer, as the assessee’s income exceed-
ed Rs. 1 lakh, this was not done, with the result that the mistake
made at the lower level remained undetected. It was stated that
this officer was found to have made mistakes in as many as 49 cases
-assessed by him and that a character roll warning had beengiven
to him. The Committee are not satisfied with this. They desire
that Government should review the matter and see whether deter-
rent punishment is not called for in this case.

1.151. A further omission revealed was that although the case
belonged to a company circle, the assessment was not checked in
Internal Audit. The Committee would like such omissions to be
seriously viewed in future,

1Sl Nos. 31 to 33 & Paras 1.149 to 1.151 of Appendix II to the 117th
Report, 1970].

Action Taken

1,149 & 1.150. The Committee have already been pleased to con-
sider the following points which lighten the Income-tax Officer’s
fault:

(1) It was not he whoever suggested that the assessee was
engaged in running a “Priority industry”.

(2) The relevant assessment year was the very first year in
which the idea of priority industries had been introdueed.
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(3) It was not.a case of the application 6f a straight rate of
tax. The company was first charged tax at the general
rate of 56 per cent and a rebate at a- prescribed percen-
tage, depending upon the nature of the company and the
activities it was engaged in, was to have been worked
out. In the instant case, the office made a mistake about
the nature of the assessee company’s activities,

2. As the Income-tax Officer had failed to exercise a check of
the tax calculation, in the course of which the mistake made by
his offie could have been detected, and mistakes had been found
in 48 other cases handled by him in the Companies charge in ques-
tion, “character roll warning” had been given to him. The Com-
mittee, however, desire the Government to review the matter and
see whether a deterrent punishment was not called for.

3. A character roll warning differs from simple warning in that
4 copy of it is placed in the concerned wofficials’s character roll.
The fault calling for the warning is thus permanently recorded.
The administration of a character roll warning is ustally consi-
dered serious enough. As the Committee have desired, the Govern-
ment are reconsidering the matter in the background of the nature
and extent of the faults committed by the ITO in the 48 others
cases. A report of the Commissioner of Income-tax about the
Officer’s share of responsibility in the mistakes committee in these
cases is awaited. The Government will take a final decision on
receipt of the same and comm’unicate the results to the Committee.

1.151. The Internal Audit Parties could not check the case pri-
marily because of their preoccupation with other large cases, as
well as with checking and reconciling arrear demands carried for-
ward in the Demand and Collection Registers. The latter item of
work has since been taken away from the Internal Audit Parties
.and henceforth they are expected to concentrate their attention on
.auditing of individual cases. Since the company cases and other
important revenue yielding cases are now required to be checked

by the IAPs on a priority basis, such omissions are not likely to
-occur in the future.

[Deptt of Revenue & Insurance D.O. No. 24/32|70-IT (Audit) dated
18-3-71].

Reeommendation

1.161. The Committee observe that in computing the allowance
o be made for depreciation, the assessing ofﬂcers failed to apply
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correctly the relevant provisions in the Income-tax Act. This mis-
take occurred not in one but .16 other Commissioners’ offices. None
of the assessing officers was apparently aware that the Income-
tax Act, 1961 had made a substantial departure from the provisions
of the 1922 Act in that the actual cost of an asset (for purpose of
depreciation) was to be reckoned after excluding the portion of the
cost met not only by Government or a local or public authority
alone (as in 1922 Act), but by “any person or authority” other than
the assessee. It was stated by that the mistake that occurred
could not be detected by Internal Audit as at that time its scope
did not extend to checking correctness of depreciation allowances
made in assessments.

[SL No. 34 & para 1161 of Appendix to the PAC's 117 Report,
1969-701.

Action Taken

The Committee’s observations have been noted, The Ministry’s
reply to the Committee’s recommendations at paragraph 1.162 of
their 117 Report (1969-70) may please be referred to in this con-
nection.

[Deptt. of Revenue & Insurance D.O. No. 241|11{70-IT (Audit) dated
19-1-71].

Recommendation

1.161. The Committee observe that in computing the allowance
to be made for depreciation, the assessing officers failed to apply
correctly the relevant provisions iA the Income-tax Act. This mis-
take occurred not in one but 16 other Commissioners’ offices. None
of the assessing officers was apparently aware that the Income-tax
Act, 1961 had made a substantial departure from the provisions of
the 1922 Act in that the actual cost of an asset (for purpose of
depreciation was to be reckoned after excluding the portion of the
cost met not only by Government or a local or public authority
alone (as in 1922 Act, but by “any person or authority” other than
the assessee. It was stated by that the mistake that occurred
could not be detected by International Audit as at that time its
scope did not extend to checking correctness of depreciation allow-
ances made in assessments.

[Serial No. 35 and para 1.161 of Appendix to the PAC’s 117th Report,.
1969-70].

Action Taken

The .Coinmittee’s observations have been'noted. The Ministry's
reply to the Committee’s recommendations at paragraph 1.162
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their 117th Report (1969-70) may please be referred to in this

connection.

[Department of Revenue and Insurance D.O. No. 241/11/70-IT
(Audit) dated 20-11-70].

Recommendation

1.172. The Committee observe that the assessing officer allowed
depreciation in this case at a higher rate than admissible under the
rules. The rules allow varying rates of depreciation ranging from
9 per cent to 40 per cent to specified industries and a general rate of
7 per cent which would apply to industries not so specified. Accord-
ingly, the assessee, a blade manufacturing concern, which was not
covered by the special rates specified in the rules, was entitled to
depreciation at 7 per cent. However, the assessing officer allowed
depreciation to the assessee at the special rate (10 per cent) in two
successive assessments, with the result that there was a short-levy
of tax to the tune of Rs. 1.26 lakhs. A similar mistake occurred
in the subsequent year also.

1.174, Government have also informed the Committee that they
propose to undertake a review early in the next financial year to
ascertain whether a similar mistake had occurred in assessments
of other blade manufacturing concerns. The Committee would like
to be informed of the results of the review and the rectificatory
action taken pursuant thereto.

[Serial Nos. 36 & 38 and Paras 1.172 & 1.174 of Appendix to the
‘ 117th Report, 1969-70].

Action Taken

1.172. The Committee’s observations have been noted. The as-
sessments for the years 1962-63 and 1963-64 are being rectified u/s.
154 of the Income-tax Act, 1961, The Committee will be informed
of the results of rectification in due course.

1.174. A review of cases of razor blade manufacturers was con-
ducted. Only in one case a mistake of similar nature was detected.
Necessary rectificatory action has already been taken.

[Department of Revenue and Insurance D.O. No. 241/40/70-IT
(Audit) dated 7th December, 1970].

Recommendation
1.185. The Committee note that the Board have asked the In-
come-tax Officers to furnish data regarding cases in which depre-
ciation had been allowed on the cost of land together with the re-
venue involved. The Committee trust that efforts will be made
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.ciation has been wrongly allowed on the cost of land.

[Serial No, 42 and Para 1.185 of Appendix to the P.A.C's 117th
Report, 1969-70].

Action Taken

On the basis of the Supreme Court decision in the case of C.I.T,,
Patiala V. Alps Theatre, 65 ITR 377, it was originally decided by
the Ministry to reopen the assessments where depreciation had been
wrongly allowed on land, only if the revenue involved in a year
or more covered by Section 147 (b) was at least Rs. 1,000. At the
instance of the C&AG, this limit was reduced to Rs. 500 for the
CommisSioners’ charges other than those at Bombay, Calcutta,
Madras and Delhi. Copies of the instructions issued to the Com-
missioners of Income-tax on 12th September 1967 and 29th March,

-1968 are placed below. Action for recovery of tax has been taken
by them accordingly.

[Department of Revenue and Insurance D.O. No. 241/42/70-IT
(Audit), dated 28-12-1970].

F. No. 75/152/64-ITJ (31)

CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 12th September, 1967/
21st Bhadra, 1889 (Saka)

From

Shri Jagdish Chand,
Secretary, Central Board of Direct Taxes.

To

The Commissioners, of Income-tax,
Calcutta, Bombay Madras and Delhi.

Sir,

SusJsrct: —Supreme Court’s decision in the case of M/s Alps Theatre,
Patiala—Disallowance of depreciation on land.

‘Please refer to the Board’s letter of even number dated the 24th
April, 1967 with which a copy of the Supreme Court’s decision in
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the case of Alps Theatre had been circulated.

The decision has
since been reported in (1967) 65 ITR 377,

2. Very briefly, the decision of the Supreme Court is to the
effect that depreciation uls 10(2) (vi) of the Indian Income-tax Act,
1922 is not allowable on the cost of the land on which the building
is erected but only on the cost of the super-structure. The effect
of the Supreme Court’s decision is that the law as now pronounced
will be deemed to have existed from the very beginning. Hence,
the question of taking action in those cases where assessments have
been made contrary to the Supreme Court’s decision will need con-
sideration. The past assessments can be reopened uls 147 (b) of the
LT. Act, 1961 wherever the time limit is still available.

3. In those cases where the costs of the building and land are
separately available in the files, there will be no difficulty in revis-
ing the assessments. However, some difficulty will arise in those
cases where the cost of the land and building is shown together. In
such cases, an estimate of the value of land will have to be made.
The matter can be discussed with the assessees or their represen-

tatives if necessary and a fair estimate of the value of land should
be arrived at.

4. Legally, all those cases where depreciation has been allowed
on land can be revised. However, it is felt that labour involved
in all such cases will not be commensurate with the results inten-
ded to be achieved. Hence the Board has decided after consulting
the Comptroller & Auditor General of India, that only those cases
should be reopened uls 147(b) in which revenue involved in one
year or more cumulatively comes to Rs. 1000 or more.

5. The contents of this letter may be brought to the notice of all
the officers working under you and they may be directed to take
action on the lines indicated above.

Yours faithtully,
84|-

JAGDISH CHANT
Secretary, Central Board of Direct T:oxo
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Copy

F. No. 75/152|64-ITJ

CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 29th March, 1968

From

The Under Secretary,
Central Board of Direct Taxes.

To

All the Commissioners of Income-tax, (except Commissioners
of Income-tax at Calcutta, Bombay, Madras and Delhi).

Sir,

SuBJEcT: Supreme Court’s decision in the case of M|s Alps Theatre,
Patiala—Disallowance of depreciation on land.

Please refer to the correspondence resting with Board’s circular
F. No. 75/152/64-ITJ (37) dated the 29th November, 1967, and your
replies thereto.

2. The Board have decided that as a result of Supreme Court's
decision in the case of M|s Alps Theatre, Patiala, only those cases
- should be reopened in which revenue involved in one year or more
cumulative comes to Rs. 500 or more. Instructions may please be
issued to the field officers working in your charge to take necessary,
action on these lines.

Yours faithfully,
sd|-
(P. G. GANDHI),
Under Secretary.
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Becommendl_ﬁon

1.194. An essential condition for admissibility of development
rebate under the Income-tax law is that the plant and machinery
in respect of which such rebate is claimed should have been in use
in the previous year relevant to the assessment year. In this case,
however, the assessing officer allowed development rebate without
verifying whether this requirement had been fulfilled. Subsequent-
ly when Audit pointed out the omission, the Department reviewed
the case and found that rebate to the tune of Rs. 26,80,877/- had
been allowed in excess. After a further review the excess devel-
opment rebate has been computed at Rs. 7,24,677/-, as against
Rs. 26,80,877/- initially reported. It was urged by Government that
the assessing officer had relied on the figures of cost of plant and
machinery, duly certified by the Accountant General, Madhya Pra-
desh. The Committee are unable to accept this explanation, for
they find a wide variation between the figures of cost mentioned in
the Development Rebate chart furnished by the assessee and figures
contained in the audited statement of capital expenditure. Besides,
the assessing officer failed to notice that the assessee had not given
particulars regarding date of installation of assets in respect of
which rebate was claimed. In the absence of this data it is not
clear how the assessing officer came to the conclusion that the
assets were in use. In the opinion of the Committee, the assessing
officer failed to verify whether the essential conditions of admissi-
bility of development rebate laid down under the law had been
fulfilled. The Committee desire that Government should take a
serious notice of such omissions.

{SI. No. 43 and Para 1.194 of Appendix to the 117th Report, 1970].

Action Taken

The observations of the Committee have been noted for -
pliance.

[Department of Revenue and Insurance D.O. No. 241/34470~I’I’
(Audit) dt. 7-12-70]

Recommendation

1.195. In their successive Reports on Direct Taxes, the Committee
have been expressing concern over mistakes in working out depre-
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ciation and development rebate. There has been no perceptible:

improvement in the position. The amount of under-assessment

on this account reported to this Committee last year was Rs. 41.94

lakhs and it has risen now to Rs. 93.80 lakhs. In paragraph 3.66

of their 73rd Report (Fourth Lok Sabhd), the Committée had

asserted the need for the rationalisation of the provisions of the:

Act bearing on depreciation and .developrtient rebate. Pursuant to |
this recommendation, Government have framed and published

draft Rules to replace the existing rates of deprec1at10n by conso-

lidated rates on industry-wise basis and invited * public opinion

thereon. The Committee trust.that in the light of suggestions
received from the trade and industry Government will be able to
work out a simple and rational depreciation rate schedule.”

[Serial No 44 and para 1.195 of Appendix to the P.A.C's-117th
Report (1969-70) J

Action :' Taken

With a view to simplifying the rate schedule of depreciation and
rationalising the calculation of depreciation, the Government have:
already amended the Income-tax Rules, 1962. The amended pro-

visions, which are to take effect from the assessment year 1970-7%
onwards, have the following broad features:

(i) Machinery and plant have been re-classified under seven
categories, with rates of depreciation of 5 per cent, 10
per cent, 15 per cent, 20 per cent, 30 per cent, 40 per cent
and 100 per cent in replacement of the existing 17 cate-

gories with rates ranging between 2.5 per cent and
© 100 per cent; and

(2) Depreciation will now be allowed for the full year even
in respect of assets which were used only for a short
period during the relevant accounting year.

The charges were effected after duly considering the suggestions
received from the trade and industry, as also from the various
associations and private bodies and even individuals.

[Department of Revenue and Insurance D.O. No. 241/12/70-IT
‘(Audit) dt. 25-9-70.3
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Recommendation

1.166. Anather aspect to which the Cqmnnttee would hke to draw
attention is that Internal Audit had not been going into questions re-
lating to depreciation and development rebate while checking assess-
ments. Till recently, the scope of Internal audit was limited to
scrutiny of arithmetical calculations., Although Internal Audit Par-
ties are now required to check whether depreciation on a particular
asset has been calculated with reference to the period of use and also
whether the total depreciation allowed exceeds the original cost,
there are still no specific instructions authorising them to check the
admissibility of depreciation on intangible assets. The Committee
feel that this should be specifically brought within fhe purview of
Internal Audit. The Commitee would, in this connection, draw at-
tention to their observations in para 1.41 of their Hundredth Report
(Fourth Lok Sabha).

[Serial No. 45 and Para 1.136 of Appendlx to the 117th Report,
1969-70].

Action Taken

The Board have since issued instructions requiring the Income-
tax Officers to obtain a break-up of the assets into tangible and in-
tangible ones, to enable the Internal Audit Parties to make necessary
scrutiny at the time of audit. (A copy is placed below).

[Department of Revenue and Insurance D.O. No. 241/13/70—LT.
(Audit) dt. 7-12-70].

Copy of Instruction No. 237 (F. No. 202/52/70-ITA-(II) dated 7-11-1870
from Shri S. N. Nautial, Secretary, Central Board of Direct
Taxes, New Delhi to all Commissioners of Income-tax.

Subject: Recommendations of the PAC in their 117th Report
(1969-70) to the fourth Lok Sabha—Para 1.196—Imple-
mentation of—Depreciation on intangible assets.

In para 1.196 of their 117th Report (1968-70) to the Fourth Lok

Sabha, the Public Accounts Committee have made the following re-
commendation:

“1.196. Another aspect to which the Committee would like to
draw attention is that Internal Audit had not been going
into questions relating to depreciation and development
rebate while checking assessments. Till recently, the
scope of internal audit was limited to scrutiny of arith-
metical calculations. Although Internal Audit Parties are- -
now required to check whether depreciation on a parti-



cular asset has been calculated with reference to the period
of use and also whether the total depreciation allowed ex-
ceeds the original cost, there are still no specific instruc-
tions authorising them to check the admissibility of depre-
ciation on intangible assets. The Committee feel that this
should be specifically brought within the purview of In-
ternal Audit. The Committee would, in this connection,
draw attention to their observations in para 1.41 of their
Hundredth Report (Fourth Lok Sabha).”

2. The Internal Audit Parties have already been asked to scruti.
nise the admissibility of depreciation and development rebate, vide
Board’s Instruction No. 52 [F. No. 5/4/69-IT (Audit) dated 265-1969]
Besides, detailed procedure for checking development rebate has
been laid down in Chapter II-E of the Internal Audit Manual.

3. Regarding admissibility of depreciation on intangible assets,
hardly any of the records scrutinised by the Internal Audit Parties
indicate a break up of the assets into tangible and intangible ones.
s the Audit Parties are not expected to collect any materials which
are not already on record, it will be quite futile to ask them to
scrutinise whether the assets include intangible ones also. The bet-
ter course would, therefore, be for the Income-tax Officers to obtain
a break-up of the assets into tangible and intangible ones. The
Internal Audit Parties should, thereafter, be asked to check up
whether they have done so and whether any depreciation has been
incorrectly allowed on intangible assets as well.

4. The Board desire that the above instructions may please be
brought to the notice of the assessing officers and the Internal Audit
Parties under your charge, immediately, for compliance.

Recommendation

1.197. The Committee also feel that in the course of check of as-
sessments by Inspecting Assistant Commissioners, the allowances
made in assessments on account of depreciation and development re-
bate should receive their special attention.

{Serial No. 46 and Para 1.197 of Appendix to the 117th Report,
1069-70].

‘ Action Taken

In the course of inspection of assessments, Inspecting Assistant
Commissioners of Income-tax do check the allowances made on ac-
count .of depreciation and development rebate. 'They are now being
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asked to scrutinise such allowances in about a dozen of the largest
cases in each Income-tax Officer’s charge every year, irrespective of
whether or not these cases are taken up for general inspection. (A
copy of the instructions is appended to this reply.)

[Department of Revenue and Insurance D.O. No . 241/39/70-LT.
. (Audit) dt. 1-1-71].

F. No. M-30/100/70/DIT

DIRECTORATE OF INSPECTION (INCOME-TAX)
4th Floor, Mayur Bhavan, New Delhi-1.
Dated 10th November, 1970,

From
The Director of Inspection (Income-tax & Audit)
New Delhi.

To
All Commissioners of Income-tax.
Sir,
Sub: Recommendations of the PAC made in their 117th Report
(1969-70) to Fourth Lok Sabha Para 1.197—Implementa-
tion of—Checking of Development Rebate and Deprecia-

tion in important cases by Inspecting Assistant Commis-
sioners—

In para 1.197 of their 117th Report (1969-70) to the Fourth Lok
Sabha, the Public Accounts Committee have made the following re-
commendation:

“The Committee also feel that in the course of the check of as-
sessments by Inspecting Assistant Commissioners, the
allowances made in assessments on account of deprecia-
tion and development rebate should receive their special
attention.”

2. The Board have accepted the recommendation and have decid-
ed that all Inspecting Assistant Commissioners should scrutinise
about a dozen of the largest cases in each ITO’s charge every year.
The Inspecting Assistant Commissioners of Income-tax incharge of
Non-Company Ranges should select cases with income or loss ex-
ceeding Rs. 50,000. The scrutiny should be confined to see that all
the principles have been correctly applied in determining the admis-
sibility of depreciation, double and triple shift allowance and deve-
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lopment rebate, that the rates applied are correct and that withdrawal
of development rebate has also been duly considered in appropriate
cases. It would not be necessary for thé Inspecting Asstt. Commis-
sioners to check the arithmatical accurancy of the calculations. A
certificate that the case had been checked by the Inspecting Assistant
Commissioner in pursuance of the instructions in this letter should
be recorded on LT.N.S. 150 of each case checked. You are, therefore,

requested to instruct all Inspecting Assistant Commissioners in your
charge accordingly.

3. The Board also desire that half yearly reports should be sent
by the Commissioners of Income-tax to this Directorate by the 15th
of October, and 15th of April each year showing the progress made
by the TACs in their charges during the half years ending on 30th
of September and 31st of March each year. The report for the half
year ending on 31st of March 1971 may, therefore, be sent by the
15th of April, 1971 at the latest.

Yours faithfully,
Sd/-
R. N. LIMAYE,

Director of Inspection (Income-tax).

Recommendation

1.204. The Committee observe that the Companies (Profits). Sur-
Tax payable on the amount by which the profits of a company ex-
ceed the amount of statutory deduction. The statutory deduction is
equal to 10 per cent of the capital computed in the manner laid downr
In the Act. Capital for purpose of computing the statutory deduc-
tion includes debentures, but it was explained during evidence that
the intention of the Act is only to include such of the long-term loans
as are intended to create capital assets. In this case, the company
issued debentures for Rs. 75 lakhs just for the purpose of lodging
them with its bankers as security against cash credit obtained from
the bank. The debentures did not, therefore, contribute towards
creation of capital assets and did not qualify for inclusion in capital.
The assessing officer, however, treated the debentures forming part
of ‘capital’, with the result that the statutory deduction was over-

stated by Rs. 7.5 lakhs with a corresponding reductfon in chargeable
profits.

[Serial Nos. 47 and paras 1.204 of the Appendix to the 117th Report
of the PAC (1969-70)1.
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Action taken
The recommendations of the Committee have been noted by the
Government for an early amendment of the law, and a further report

will be sent to the Committee on the steps-taken in this regard in due
course,

{Department of Rev. & Insurance D,O. No. 241/14/70-IT (Audit) dt.
20-11-701.

Recommendation

1,209. The Committee observe that in the original assessment of
the old company for the year 1960-61 made in March, 1962, an amount
of £25 lakhs representing management fee paid to the holding com-
pany in London was allowed as reasonable expenses. On this basis,
£62,707 allocated by the old company to the new company as its
share of management fee was allowed by the assessing officer in the
assessment of the new company for that assessment year made in
February, 1965. The assessment of the old company was, however,
reopened in September, 1965 when the management fee of £2.5 lakhs
originally allowed was reduced to £1 lakh. The amount of £82,707,
however, allowed to the new company ag its share of the total man-
agement fee remained unaltered. The Committee feel that, after
revising the assessment of old company the Income-tax Ojcer, who
had also made the assessment of the new company, should have re-
opened it and made a consequential change therein. This unfortu-
nately was not done.

1.210. The Committee note that the question of disallowance is
now under appeal to the Tribunal. After a final decision is reached,
appropriate adjustments should be made in the assessments relating
to the old as well as the new company.

TSerial Nos. 49-50 and Paras 1.209 and 1.210 of Appendix to the 117th
Report, 1969-70].

Action taken

1.209 & 1.210. The observations of the Committee have been not-
<d.

2. The Income Tax Appellate Tribunal has allowed the appeal
filed by the Assam Ofl Company Ltd., wherein an amount of £1.5
lakhs had been disallowed out of the management feés paid to the
holding company in London. As a result of the Tribunal’s order,
the original allowance of £2.5 lakhs stands restored. Consequently,
no adjustment is called for in the hands of the new company for the



present. The decision of the Tribunal has not been accepted by the
Department and a reference application has been filed. If the High
Court upholds any dis-allowance out of the management expenses

claimed by the Assam Oil Co. Ltd., consequential action will be taken
in the case of M/s. Oil India Ltd.

[Department of Rev. & Ingurance D.O. No. 241/33/70-IT (Audit) dt.
2-11-70].

Recommendation

1.218. The Committee note that the assessing officer allowed a2
deduction in this case which the assessee himself had not claimed.
The consequent undercharge was Rs. 56,402. The mistake ‘was
noticed neither by the officer who initially made the assessment nor
by his successor who actually finalised the assessment. It is obvious
that the scrutiny done by both these officers was far from thorough.
It is also regrettable that though the assessee belonged to a high
income group, the assessmdnt was not scrutinised by the Internal
Audit before statutory Audit took up the case.

1.219. As the short-levy has been recovered, the Committee do
not wish to pursue the case further. The Board should, however,
take precautions against the recurrence of such cases.

[Serial Nos. 51 & 52 and Paras 1.218 and 1.219 of Appendix II to
the 117th Report, 1970].

Action taken

The observations of the Committee have been noted by the
Government. Intermal Audit Parties have since been asked to
check inter alia, whether any capital expenditure has been charged
to revenue.

2. Instructions have also been issued to assessing officers to take
proper precautions against committing errors of this nature. A copy
of the instructions is attached.

[Department of Rev. & Insurance D.O. No. 241/21/70111 (Audit)
dated 22-11-1970].

Copy of Instruction No. 115 (F. No. 9/269/68-IT (Audit) dated 3-10-
69 addressed to all Commissioners of Income-tax by.

Balbir Singh, Secretary, C.B.D.T.

SusJect : Mistakes commented on in the Auciit, Report, ‘1;969
Practice of Income-tax Officers blindly adopting the
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draft assessment orders left by the predecessor—
Instructions regard.

A case has come to the notice of the Board where an Income-
fax Officer signed an assessment order drafted by his predecessor
in office without satisfying himself as to the correctness of the ten-
tative computation of income even when he gave a formal hearing
to the assessee before passing the assessment order. This led to a
very serious mistake of under-assessment which has been adversely
commented upon by the Audit. The Board consider that the pre-
decessor’s draft could at best be a guide to the succeeding officer
and the latter would not be justified in passing the blame to the
predecessor for mistakes in the order actually passed by him. The
responsibility would obviously be of the officer who passes the

order.
2. This may please be brought to the motice of all the assessing
officers under your jurisdiction.

Recommendation

1.229. The Committee feel that the executive instructions issued
by the Board in this case were contrary to the provisions of law as
it then stood. In December, 1962, when the Board issued nstruc-
tions making newly-imported second-hand plant and machinery eligi-
Yle for “Tax Holiday” and Development Rebate benefits, the position
In law was that no development rebate was admissible on second-
hand plant and machinery. “Tax Holiday” was admissible to a
newly established industrial undertaking using second-hand plant
and machinery, but the law clearly stipulated that the value of such
second-hand plant and machinery should be excluded while com-
puting capital for purpose of tax and that it should not exceed 20 per
cent of the total value of assets. In view of this position, the Board
clearly exceeded their authority while issuing the instructions.

1.230. The Committee do not consider the con';:essions extended
by these executive instructions objectionable in principle. But the:
concessions should have been extended by the due process of law..
Yhe Committee note that in regard to development rebate the posi-
tion has since been legalised by amendment to the Act which came
nto effect from the assessment year 1965-66. Similar action should
ulso be taken to give due statutory backing to the tax holiday con--
‘cessions extended by the executive instructions of 1962.

ISerial Nos. 53 & 54 and Paras 1.229 and 1.230 of Appendix to the-
117th Report, 1869-70].
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Action taken
The observations of the Committee have been noted. Action is
Peing contemplated to give due statutory backing to the tax holiday

concessions extended by the executive instructions of 1962 and a
report will be made to the Committee in due course.

{Department of Rev. & Insurance D.O. No, 241)49|70-LT )Audit)
- dt. 7-12-70].

Recommendation

1.234. The Committee note that in terms of the Board's instruc-
tions of 1956 and 1960, variable bonus or commission not in excess
- .of 50 per cent of salary was required to be excluded from salary
. for the purpose of computation of value of rent-free accommodation.
These instructions being in conflict with the definition of the term
~ ‘salary’ in the Income-tax Rules, 1962 were withdrawn by the Board
- in 1965, While withdrawing these instructions, the Board, however,
directed that assessments for the year 1964-85 and earlier years
should be completed on the basis of earlier instructions. In the
opinion of the Committee, it was not eorrect on the part of the Board
; to have given such a direction. They feel that after the Board had
come to the conclusion that their instructions of 1956 and 1960
“-violated the statutory provisions, they should have applied the cor
Tect provision with immediate effect and taken rectificatory action
~ wherever possible. By not adopting this course, the Board not
only lost sizable account of revenue (over Rs. 1.60 lakhs) but also
directed an illegality to be continued till the close of the financial
year. The Committee trust that the Board will take care to avoid
=pch mistakes in future.

Action taken

. The recommendations of the Committee have been noted for
necessary action.

-{Department of Revenue & Insurance D.O. No. 9/2/282/68—IT
(Audit) dt. 31-12-70).

Recommendation

1.240. The Committee note that, according to the law, as judicial-
“ly interpreted, the written down value of an asset used partly for
~business purposes and partly for non-business purpeses is to be
arrived at, after deducting from the actual cost the depreciation
.atually allowed to an assessee and not any notiona]l depreciation
# Jowable. The Committee regret to observe that even though
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Andit drew the attention of the Board to the fact that the practice
of deducting the national allowable depreciation followed by the
Department was not compatible with the judicial interpretation of
the law, the Board allowed the old practice to continue. Even in
October, 1967, when the law on the subject had sufficient crystallised
the Board issued instructions which were at variance with the law
as interpreted by judicial authorities. The Committee note that
after the Bombay High Court refused leave to the Department to
appeal to the Supreme Court in a case bearing on the point, it with-
drew the aforesaid instructions. The Committee desire that before
issuing instructions in such matters, the Board should invariably take
imto account the interpretation of the law by the judiciary and take
adequate legal advice.

1.241. The Committee would also like to stress that if Govern-
ment feel that a law, as judicially interpreted, does not properly
translate the intention underlying the law, they should come before
Parliament with an amending Bill. It is not appropriate to get
round difficulties of this nature by issuing instructions which are
incompatible with the law as interpreted by the judiciary.

{Serial Nos. 56 and 57 and Paras 1.240 and 1.241 of Appendix to the
117th Report, 1969-70].

Action taken

1240 & 1.241. The observations of the Committee have been noted
for future guidance,

[Department of Rev. & Insurance D.O. No. 241'46/70—LT (Audit)
dt. 9-11-70].

Recommendation

1254. The Committee are concerned to observe that the number
of outstanding cases in which penal Super-tax!Income-tax under
Section 23A|104 of the Income-tax Act, 1922/1961 is leviable has risen
from 2477 as on 31st March, 1968 to 2593 as on 31st March, 1969.
The amount of tax involved which on 31st March, 1968 was Rs. 3.02
crores rose to Rs. 431 crores on 31st March, 1969—an increase of
over 50 per cent. The Committee note that the Board had issued
instructions to the Commissioners of Income-tax to complete all the
cases pending under the old Act by 30th September, 1969. This
-could not be done and the indication now is that it would take an-
other year to clear these cases. The Committee would like all the

3158 LS5,
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cases pending under the old Act to be finalised by the new target
date (30th September, 170) and substantial progress also made to-
wards the clesrance of cases pending under the 1961 Act.

{Serial No. 60 and Para 1.254 of Appendix to the 117th Report, 1969~
70}-

Action taken
The recommendations of the P.A.C. have beeh noted.

2. Commissioners of Income-tax have been asked to:

(i) make every effort to complete all cases pending under th
old Act by 30-9-70 and to report compliance. ‘

(ii) to expedite disposal of the cases pending under the new
Act.

3. A copy of the instructions issued to them in this regard is
enclosed. :

4. 83 cases under Section 23A of the Income-tax Act, 1922 and
1,296 cases under Section 104 of the Income-tax Act, 1961 were pend-
ing as on 31-12-1970, as against 99 and 2,227 cases respectively, as on
30-9-70.

[Department of Rev. & Insurance D.O. No. 241/195/IT (Audit)
dt. 6-8-711.

COPY

MOST IMMEDIATE
RAC MATTER

F. No. 241/15/70-IT (Audit)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES,
New Delhi, dated the 16th July, 1970

From
Shri S. N. Shende,
Under Secretary, Central Board of Direct Taxes.



To

All the Commissioners of Income-tax.
Sir,

SuBJEcT: Recommendation of the PAC in their 117th Report—
Clearance of cases pending u/s 23-A/104 of the LT.
Act, 1922/1961.

In para 1.254 of their 117th Report the Public Accounts Com-
mittee have made the following remarks: —

“1.254: The Committee are concerned to observe that the num-
ber of outstanding cases in which penal Super-tax;Income-
tax under Section 23A/104 of the Income-tax Act, 1922/
1961 is leviable has risen from 2477 as on 31st March, 1968
to 2593 as on 31st March, 1969. The amount of tax involved
which on 31st March, 1968 was Rs. 3.02 crores rose to
Rs. 4.31 crores on 31st March 1969—an increase of over
50 per cent. The Committee note that the Board had
issued instructions to the Commissioners of Income-tax
to complete all the cases pending under the old Act by
30th September, 1969. This could not be done and the
indication now is that it would take another vear to clear
these cases. The Committee would like all cases
pending under the old Act to be finalised by the new
target, date (30th September 1970) and substantial pro-
gress also made towards the clearance of cases pending
under the 1961 Act.”

2. In view of the recommendation of the P.A.C.. the Board desire
that every effort should be made to complete all the pending cases
under Section 23-A of the Income-tax Act, 1922 before 30th Sep-
tember, 1970 and also that substantial progress should be made
towards the clearance of cases pending under the 1981 Act. In
order that the Board may be kept informed about the progress
made in the matter, a report may please be sent in the following
rroforma by 10th of every month beginning with the month of
August, 1970.
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C.I.T.s No.of outstand- Cases out of 2 No. of cases dis- No. of cases pen-
charge ing cases as on for disposal at posed of during ding on the last
31-3-1969 the beginning of  the month, day ofthe month,
the month,

' 2 r
u's. u’'s, uls. u's. u's, u's. u's, u's.

23A 104 23A 104 23A 104 23A 104
2(a) 2(b)  3(a) 3(b) 4 4(b) s(a) 5(b)

Sd/-
(S. N. SHANDE),
Under Secretary, Central Board of Direct Taxes.

Recommendation

1.267: The Income-tax Act provides for companies in which pub-
lic are not substantially interested paying more tax than companies
in which public are substantially interested.  Accordingly to the
Act, as it stood prior to amendment in 1965, a company in which
51 per cent or more of the shares were held by another company was
to be treated as a company in which public are not substantially in-
terested, even if the company holding the shares was itself a public
company. The Committee note that in this case the assessing officer
treated a company of this type (where more than 51 per cent of
shares were held by a foreign company) as a widely held company,
with the result that there was an under-assessment of tax to the
extent of Rs. 23.06 lakhs. The mistake arose because the assessing
officer gave the benefit of the amendment of retrospectively the law
i.e. with effect from the vear 1964-65, instead of from the year 1965-
66 when it took effect. While the Committee note that the amount
of short-levy has since been recovered in this case, they cannot help
observing that in giving the benefit of the amendment to the com-
pany in question with retrospective effect, the assescing officer had
gravely erred.

1.269. The Committee had asked for data about companies where
a major portion of the shares are held by a foreign company but
their status for purpose of assessment is deemed as companies in
which the public are substantially interested. The Committee note
that this is being collected. The Committee would like to await
this information.

[Serial Nos. 61 & 63 and Paras 1.267 & 1.269 of Appendix to the 117th
Report, 1969-70].
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Action Taken

1.267: The Committees Observations have been noted by the
Ministry. ‘

1.269: The number of companies where a major portion of the
shares are held by a foreign company, but their status for purpose
of assessment is deemed &s companies in which the public are subs-
tantially interested is 57. The names of these companies, along with
relevant details, are given in the annexure,

[Department of Rev. & Insurance D.O. No. 241{37|70—IT (Audit)
dt. 12-11-70].



ANNEXURE

Total No. of Total face
shares issued value of shares

S1 Name of the Indian company
No
1 2
1. M’s. Indian Explosives Ltd. .
2. .. Union Carbide India Ltd,
3. Metal Box Co. of India Ltd
4. . Guest Keen Williams Ltd
s. ,» Indian Aluminium Co. Ltd
6. Alkali & Chemical Corpn. of India Ltd
7. s Indian Oxygen Ltd
8. ,,»  Hardellia Chemicals Ltd
9. .» Dunlop Rubber Co. Lid.
10. ,»  Tube Investments of India Ltid.
1. ,» Chemicals & Fibres of India Ltd.

12. ,

Ciba of India Ltd.

3 4
2,14,82,000 21,48,20,000
81,90,000 8,19,00,000
66,71,250 6,94,12,500
62,21,874 6,32,18,740
60,05,349 6,00,53,490
43,71,000  4,65,00,000
46,30,000 4,62,00,000
40.21,006 4.02,10,060
45,00,000 4,00,00,000
3.75.000 3,75.00,000
35.00,000 3,50.00,000
3,25.,000 3,25,00,000

No. of shares

Face value of Percentage of

held by fore- shares held by column (s) to

ign companies foreigp comi- col (3).
panies.
s 6 7
1,09,60,000 10,96,00,000 51%
49,14,000  4,91,40,000 60%
40,02,016  4,00,00,160 57-65%
38,09.999  3,80,99,9% 60-2%
39,08,242 3,90,82.420 65-07%
24,54,390  2,46,43,000 52-7%
30,52,000 3,05,20,000 665
23,23,916  2,32,39,160 57°7%
23,085,807 2.30,50,000 51-24%
2,25,000 2,25,00,000 60%
21,00,000 2,10,00,000 %
2,11,250 2,1%,25,000 61%

¥9



13.
14.
1s.
16.
17.
18
19.
20,
21,
22.
23.
24.
25.
26.
27.
+8.

29

2

s

»”

2

»

1

2]

»

Utkal Machinery Lid.
Hindustan Bron Boveri Ltd
Ceat Tyres of India Ltd
Pfizer Ltd .
Vazir Sultan Tobacco Co. Lid.
Goodyear India Lid

Britannia Biscuit Co. Ltd
1.C.1. (India) Lid.

Kirloskar Cummins Lid.

Food Specialities Ltd. |
Sandvik Asia Ltd., Poona
Avery Indie Ltd, . .

Wyman Gordon India Litd

English Elecotric Co. (India) Ltd .

Reckitt & Colman of India Ltd.

Indian Detonators Ltd..

Beots Pure Drug Co. (India) Ltd.

31,00,000
2,79,736
2,76 000

26,60,000@
20,29,543*
20,01,500

16,61,580

1,60,000
1.50,000
13,77,850
1,10,000
10,14,000
1,00,000

10,00,000

9,50,000
90,000

7,50,000

3,10,00,000
3,79,73,600
2,76,00,000
2,56,68.420
2,29,54,300
2,00,15,000
1,66,15,800
1,60,00,000
1,50,,00,000
1.37,78,500
1,10,00,000
1,01 40,000
1,00,00,0CC
1,00,00,000
95,00,000
90,00,000

75,00,000

19,34,400
1,40,002
1,65,190

20,00,000

13,512,240

16,01,500
8,835,570
1,60,000

75,000

11,35,000

66,000
10,14,000
50,000
7,50,000
9,50,000
4,50,000

4,50,000

19,34,400
1,40,00,200
1,65,10,000
2,00,00,000
1,31,22,400
1,60,15,000

88,58,700
1,60,00,000

75,00,000

1,13,50,000

66,00,000
1,01,40,000

50,00,000

75,00,000

95,00,000

45,00,000

45,00,000.

62" 4%
50-067%
56-23%
75%
57%
80-017%
53-2%
100 o
50%
817
6070
1007%
50%
75%

100%

€9



30. Ms.

3I.
32.
33.
34.
35.
36.
37-
18.
39-
40.

41.

43
&4
43

»

L1

(2]

British Paints (India) Ltd
Cyanamid (India) Ltd .

Basf India Ltd. . .

Vickers Sperry of India Ltd

International Computers Indian Manufacture Ltd .

Triveni Engg. Works Ltd .
Fenner Cockill Ltd. . . . .

Crompton Engg. Co. (Madras) Led, . .

Aspinwall & Co. Ltd . . . - .

Johnson & Johnson India Ltd .

Renbaxy Laboratories . .

Shalimar Paints Ltd | . . . . .
Gabriel (India) Ltd | . .

Crooks Interfran Ltd . . . .

Amevican Universal Blectsic (D Ldd . .
Oriontal Carpet Mfge (Indla P Led .

7,50,000

70,146
5,25,000
§,10,000

50,000
4,25,000

4,0,000
40,000
3,80,200*
36,000
32,908
3,20,000
38,000
3,600
26,000

3500

75,00,000

70,14,600
52,50,000
$1,00,000

50,00,000
42,50,000
40,00,000

40,0C,000
38,02,000

36,00,000
32,90,800

32,00,000

30,00,000

27,00,000

26,00,000

{a3,00,000

4,12,241
45,595
2,62,500
2.55000
30,000
2,12,500

22,000
20,000
2,09,269

27,000
16,454
2,40,000
19,000
900

13,000

33000

6

7

41,22,410
45,59,500
26,25%,000
25,50,000
30,00,000
21,25,00
22,00,000
20,00,000
20,92,690
27,00,000
16,45,400
24,00,000
19,00,000
6,75,000
¥3,00,000
25,0000

55%
65%
50%
50%
60%
50%
55%
50%
55-04%
75%
50%
75%
50%
50%
50%
9%

99



51%

46. M/s. Bengal Inget Co, Ltd, 24,000 24,00,000 12,240 12,24,000
47- .,  Waldies Ltd, . . . .. 22,400 22,40,000 13,440 12,44,000 60%
48. . Atlas Capco (India) P, Ltd. , 1,816 18,16,000 1,816 18,16,000 100%
49. ., British Drug House 1,50,000 15,00,000 1,49,998 14,99,980 100%
50. ,» Indian Textile Paper Tube Co. Ltd 15,000 15,00,000 7,700 7,70,000 51-33%
sI. ,» Siemens India Ltd 12,000 12,00,000 6,120 6,12,000 517,
52. ,» Asponwall & Co. (Trav) Ltd. 1,00,000 10,00,000 54,683 5,46,830 54-68%
53. ,» Nocte Tinber & Tea Co. P. Lid 1,00,000 10,00,000 60,000 6,00,000 60%
54. ,» Eyre Smelting (P) Ltd. . . 1,00,000 10,00,000 1,00,000 10,00,000 100%
55. ,» Gresham & Craven of India Ltd. . 93,332 9,33,320 93,332 9,33,320 100%;,
56. ,» Indian Schering Lid 6,000 6,00,000 5,016 5,01,600 83-6%,
57- ,» Colgate Palmolive . . . 1,500 1,50,000 1,500 1,50,000 1007

*Includes preference and ordinary shares.
£Includes shares not issued/fully paid.
@Includes shares podfully paid.
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Recommendation

1.280. The Committee observe that under the Income-tax Act,
dividend income received by a company from another company is
entitled to rebate. The rebate is to be calculated with reference to
the net dividend income, after deducting the expenses incurred in
earning the dividend income. In the case under report, however,
the rebate was calculated with reference to the gross amount of
inter-corporate dividend, without deducting the expenditure incur-
red in earning it. This resulted in excess rebate of Rs. 59,825
being granted. While the Committee note that the amount of tax
short-levied has since been recovered, they feel that, with a little
care on the part of the assessing officer, the mistake could have been
avoided. The Committee also note that though the case belonged
to a company circle, it had not been checked in Internal Audit. The
Committee trust that the Board will ensure that such omissions do
not recur.

[Serial No. 65 and Para 1280 of Appendix to the 117th Report,
1963-701.
Action taken
The observations of the Committee are noted.
2. Instructions have since been issued to the assessing officers

and the Internal Audit Parties for avoiding similar mistakes (copy
.enclosed).

{Department of Rev. & Insurance D.O. No. 241!36]70—LT
(Audit) dt. 1-1-71].

INSTRUCTION NO. 234

F. No. 241|36/70-IT (AUDIT)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, dated the 24th October, 1970,

From
Shri S. N. Nautial,
T Secretary, Central Board of Direct Taxes.
0
Sir,

The All Commissioners of Income-tax,
SUB:—-Recommenflations of the Public Accounts Committee
que in their 117th Report (1969-70) to Fourth
Lok Sabha—Para 1.280—Implementation of

In para 1.280 of their 117th Report (1969-70) to the Fourth L
ok
Sabha. the Public Accounts Committee have recommended as
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under:f-—

“1.280. The Committee observe that under the Income-tax
Act, dividend income received by a company from another
company is entitled to rebate. The rebate is to be calcu-
lated with reference to the net dividend income, after
deéducting the expenses incurred in earning the dividend
income. In the case under report, however, the rebate
was calculated with reference to the gross amount of
inter-corporate dividend, without deducting the expendi-
ture incurred in earning it. This resulted in excess re-
bate of Rs. 59,825- being granted. The Committee feel
that, with a little care on the part of the assessing officer,
the mistake could have been avoided. The Committee
also note that though the case belonged to a company
Circle, it had not been checked in Internal Audit. The

Committee trust that the Board will ensure that such
omissions do not recur.”

2. The Board desire that the Income-tax Officers should note the
correct mode of giving rebate on inter-corporate dividend and the

Internal Audit Parties should report any instances of deviation
noticed by them.

Yours faithfully,

(S. N. NAUTIAL)
Secretary, Central Board of Direct Taxes.

Copy forwarded to the DI(IT & Audit), New Delhi, for informa-
tion.

‘Recommendation

1.284. The Committee observe that erstwhil ruling chiefs and
princes of Indian States ceased to enjoy with egect from 1st April,
1963 exemption in respect of income derived by them as interest
on Government securities. In this case, however, the assessing
officer gave the benefit of exemption to such income of an ex-ruler
amounting to Rs. 1,84,793 in the assessment year 1063-64, as a result
of which there was a short<levy of tax of Rs. 1,63,179. The Com-

mittee consider this failure on the part of the assessing officer
regrettable.
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1.285. The Committee note that, after a fresh assessment, an .
additional demand of Rs. 1,57,130 was raised on this account, of
which a sum of Rs. 72,964 has since been recovered. The recovery
of the balance has been kept pending, as a question has arisen whe-
ther the entire interest of Rs. 1,84,793 pertains to the assessment
year 1963-64 or a part of it is assessable in 1962-63. The Com-
mittee would like to be appraised of the decision in this regard.

[S1. No. 66 and Para 1.284 of Appendix to 117th Report, 1969-70].

Action taken

Para 1.284. The Income-tax Officer has already been warned.
[Deptt. of Revenue & Insurance D.O. No. 241/26/70-IT (Audit) dated
28-11-70].

Recommendation

The Committee would like to point out that since 1963-64 the
proceeds from wealth-tax have been almost stationary at Rs. 10
crores—11 crores, in spite of a rise in the number of assessees—from
67,057 in 1964-65 to 1,05,934 in 1968-69. This suggests that there is
a large scope for improving the administration of the tax. In the
Committee’s opinion, this would call for efforts in two directions.
In the first place it would be necessary to make concerted efforts to
bring down the arrears in assessments. Later in this Report, the
Committee have drawn attention to the fact that there are pending
assessments dating back to 1963-64 and even earlier years. A pro-
gramme for their expeditious clearance would have to be drawn up.
Secondly, the procedure for valuation will have to be streamlined.
The Committee note that in regard to real estate, the Board have
recently asked the Commissioners of Income-tax to conduct a cen-
sus of house properties in major cities and towns to check up whe-
ther there had been any evasion of Wealth-tax and to report the
progress made by the end of 1970. The Committee would like to
be informed of the results of the census. For the purpose of valua-
tion, the Board maintains a valuation cell, apart from a panel of
registered valuers who assess the value of properties for purpose of
tax. It would be necessary to devise adequate checks over the work
of valuers to ensure that the valuation is correctly and fairly done.
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Another measure that the Department should adopt, to have a
check on valuation, is a system of integrated return for wealth and
income-tax (from assessees who are liable to pay both), as suggest-
ed by the Committee elsewhere in this Report.

[S. No. 68 (Para No. 27) of Appendix to 117th Report—4th Lok
Sabha].

Action Taken

The first recommendation of the Committee, that concerted
efforts should be made to bring down the arrears in assessment,
has been followed. During the recent Conference of Commissioners
of Income-tax held in May 1970, special emphasis was laid by the
Board on the need for liquidating the arrears of Wealth-tax assess-
ments. The Commissioners were asked to deploy more officers for
the disposal of Wealth-tax assessments during the current financial
vear and to fix separate targets of disposals for such assessments.
The Commissioners of Income-tax have since reported that they
have taken appropriate action in the matter. Accordingly it is
hoped that by the end of this financial year the number of such
pending assessments would substantially come down.

Steps to implement the recommendation for streamlining the
procedures for valuation and taking up a census of house properties
have also been taken. As a result of the census of house proper-
ties as many as 5477 new cases have already been detected.

The third recommendation for integrating the returns of wealth-
tax and income-tax is being examined by the Government.

{Dept. of Rev. & Insurance D.O. No. 3268 (1) |70-WT, dated 3-12-70].
Recommendation

The Committee are concerned over a steep rise in the arrears
of demands under the Wealth-tax, Gift-tax and Estate Duty. The
aggregate of the arrears under these taxes which amounted to
Rs. 15.29 crores as on 31st March, 1966 rose to Rs. 21.60 crores on 30th
November, 1969-—a rise .of over 40 per cent. The Committee fur-
ther observe that while in case of Gift-tax, the arrears as on 3lst
March, 1968 were equal to the entire receipts during 1967-68, in case
of Estate Duty, the arrears as on 31st March, 1968 were 1-1/2 times
the entire receipts during 1967-68. The Committee note that ins-
tructions have been issued by the Board to the Commissioners of
Income-tax to ensure that arrears under these taxes are reduced
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by at least 50 per cent by the end of the current financial year.
The Committee consider this to be a modest target. They would
like all-out efforts to be made for the clearance of arrears before
the close of the financial year.

[Sl. No. 69 (Para No. 2.13) of Appendix to 117th Report-—4th Lok
Sabha].

Action Taken

The Government have noted the recommendations of the Com-
mittee. The Board have issued instructions (copy enclosed) to the:
Commissioners to make all out efforts for the collection of the
arrear demand by the end of the financial year.

[Dept. of Rev. & Insurance D.O. No. 32618(2) [70-WT, dt. 3-11-70].

F. No. 326/8(2) |70-WT
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the %th November, 1970

From

Shri Balbir Singh,
Secretary, Central Board of Direct Taxes.

To
All Commissioners of Income-tax, ,
SuBJECT: —Expeditious collection of arrear demands—Wealth-
tax, Estate duty and Gift-tax,
Sir,

The Public Accounts Committee in para 2.13 of their 117th Report
for 1969-70 have again adversely commented upon the mounting
arrears of wealth-tax, Estate Duty and Gift-tax. The Board have
- noticed that, despite the specific instructions issued through F. No.
15]61|68-1T (Audit) dated 26th August, 1969, the collection out of the
arrear Estate Duty, Wealth-tax, and Gift-tax demands have not
been upto the mark.
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2. The Board would like all out efforts to be made for the clear-
ance of the arrears before the close of the financial year. The
Commissioners should personally leok into the matter and ensure
that the arrears are reduced at least by 50 per cent by the end of
the current financial year.

Yours faithfully,
(Sd-)
(BALBIR SINGH),
Secy. Central Board of Direct Taxes.

Recommendation

The Committee are unhappy over the rise in pendency of
Wealth-tax assessments. The number of pending assessments
which as on 31st March, 1966 was 54,240 rose to 1,20,666 as on 31st
March, 1869—an increase of over 120 per cent in three years. The
amount of tax blocked up in pending assessments as on 31st March,
1967 was Rs. 7.4 crores compared to Rs., 526 crores as on 3lst
March, 1967. During evidence, the representative of the Board
conceded that this item of work had been neglected till recently.
The Committee note that instructions have now been issued by the
Board for the expeditious clearance of those cases. The Com-
mittee would like to definite deadline to be set for this purpose.
[Sl. No. 70 (Para No. 2.19) of Appendix to 117th Report—4th Lok

Sabha].

Action taken

The instructions issued by the Board on the recommendations
of the Committee in this regard, are being vigorously followed. As
already submitted in reply to recommendation at para 2.7, concert-
ed efforts are being made to reduce the pendency substantially by
the end of the current financial year.

[Dept. of Rev. & Insurance D.O. No. 363/8(3) 70-WT, dt. 2-12-70].
Recommendation

The Committee note that the number of pending Gift-tax assess-
ments as on 3lst March, 1968 was 7762, involving an amount of
Rs. 37.58 lakhs. The number of pending Estate Duty assessments
on that date was 8,299, involving a duty of Rs. 7.48 crores. The
Committee would like concerted efforts for the clearance of these
cases to be made by the Board.

[Sl. Nu. 71— (Para 2.20) of Appendix to 117th Report—4th Lok
Sabha].
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Action taken

The recommendation of the Committee have been noted. The
Board are taking appropriate action in the matter. It is hoped

that the arrear pendency would be substantially reduced by the
end of the current financial year.

[Dept. of Rev. & Insurance D.O. No. 309{15/70-ED, dt. 2-12-70].
Recommendation

The Committee are concerned over the heavy pendency of
appeals in respect of Wealth-tax and Gift-tax. They observe that
the appeals pending for more than one year under both these
categories accounted for nearly 30 per cent of the aggregate pen-
dency on that date. The position in respect of revision petitions
is more disquietening. The number of pending Wealth-tax revi-
sion petitions on 31st March, 1968 was more than 2-1i4 times of that
on 31st March, 1966. The rise in steeper in case of Gift-tax. The
number of revision petitions in respect of this tax pending on 31st
March, 1968 was more than four times that on 31st March, 1966.
‘The Committee would like Government to take steps to bring

down the pendency of appeal|revision petitions in respect of these
taxes.

[Sl. No. 72 (Para No. 2.26) of Appendix to 117th Report—4th Lok
Sabha].

The Government have noted the recommendation and appro-
priate steps are being taken to bring down the pendency of appeal
revision petitions of these taxes.

[Dept. of Rev. & Insurance D.O. No. 326/8(4) '70-WT. dt. 2-12-70].
Recommendation

The Committee regret to note the steep rise in the pendency
of Estate Duty appeals. The number of appeals pending with the
Appellate Controller of Estate Duty which was 997 on 31st March.
1968—arise of about 60 per cent in two vears. The Committee
would like Government to take concrete measures to bring down
the pendency of Estate Duty appeals to the bharest minimum.

[S. No. 73—(Para No. 2.29) of Appendix to 117th Report—4th
Lok Sahhal.

Action taken

The recommendation of the Committee has been noted. The
Board are taking appropriate steps and it is hoped that the pen-



dency of Estate Duty appeals, particularly the older ones, would
be reduced to the barest minimum,

[Dept. of Rev. and Insurance D.O. No. 309/16/70-ED dated 2-12-70].
Recommendation

The Committee cannot help feeling that there was systematic
undervaluation of the property in this case at every stage.

In the first letter, the value of the property was assessed for
the purpose of wealth-tax for the years 1957-58 to 1961-62 at Rs. 3.20
lakhs. This represented a gross undervaluation as a return filed
subsequently, in connection with the assessment of Capital Gains

tax, showed the value of the property in January, 1954 to be as
much as Rs, 28.31 lakhs.

Subsequently the property was valued by the Income-tax
Department in September, 1964, at Rs. 24.48 lakhs for purpose of
levy of estate duty (which became payable with the assessee’s
death n December, 1862). This again did not represent the cor-
rect value, as a year prior to the assessment, ie. in September,
1963. an agreement had been executed for the sale of the property
at Rs. 50,74 lakhs. Of this a sum of Rs. 35 lakhs had also been
paid to the accountable person before the assessment took place.
The officer who assessed the estate duty was appargntly not aware
of this transaction when he made the assessment, nor was he
apprised of it thereafter by the officer who assessed the capital
gains tax, when he received the copy of the szle agreement.

Government have argued the valuation shown in the sale agree-
ment for the property may not be relevant for purpose of assess-
ment of estate duty, as that valuation assumed vacant possession
of the property which did not exist at the time of the death of

the assessee. The Committee are not convinced by this argument
for the following reasons:

(i) The Committee had specifically asked for information
about the proportion of the property in possession of the
assessee and other tenants in September, 1963, when the
sale agreement was executed. The Committee had also
asked whether vacant possession of the property was
available when the sale deed was signed. The Board
have not so far been able to furnish information on these
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points. The Committee are not, therefore, .able to under-
stand on what basis the view has been taken that vacant
poszession of the property was not available when the
sale took place.

Even assuming that vacant possession was not available,
the Committee are not able to see why that should
make a difference to the valuation for purpose of assess-
ment of Estate Duty. Section 36 of Estate Duty. Act,
1953 provides that the value of any property should be
estimated at “the price which it would fetch if sold in
the open market at the time of deceased’s death”. The
assessing officer has therefore to make an estimate and
the only consideration for which a reduction in the esti-
mate can be made is that set out in the proviso in sec.
36(2) which stipulates that “if the value of the property
has depreciated by reason of the death of the deceased”
it should be taken into account.

It seems to be necessary to have uniform principles for
valuing a property, be it for the purpose of wealth-tax,
capital gains tax or estate duty. The valuation adopted
by the Deptt. for the purpose of capital gains tax did
not discount the value on the consideration that vacant
possession was not available; in point of fact, the valua-
tion as on 1st January, 1954 assumed vacant possession
which obviously did not then exist. There is, therefore,
no reason why vacant possession should not bhe similar-
ly assumed when valuing the property for purpose of
estate duty.

Committee’s view, the whole case calls for a comprehen-
sive review, with a view to determining what should be
the value for purpose of estate duty. In the course of
the review, it rhould also be examined why such a gross-
ly depressed value as Rs. 3.20 lakhs was accepted for
purpose of wealth-tax assessments during the period
1957-58 to 1961-62. It would also be necessary to investi-

" gate to what extent the assessee failed to declare the

correct value, both for purpose of wealth-tax and estate
duty and to what extent the assessing officers were lax
and why different values declared .at different points of

' time were not linked up. Appropriate action should also

be taken to recover the taxes the assessee escaped by
undervalumg the property at different stages.
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‘The case alsp highlights the need for coordination between

sofficers who assess estate duty and those who assess wealth-tax
:and capital gains tax.

[Sl. Nos. 74—79—(Para No=. 2.45—2.50) of Appendix to 117th Re-
port—4th Lok Sabha].

Action Taken
Para 2.45 to 2.48.

The comments of the Committee have been noteg by the Gov-
ernment,

Para 2.49.

As desired by the Committee the case has been comprehensive-
ly reviewed by the Government.

The Question of what should be the value for the purpose of
Estate duty assessment is only of academic interest because any
possible action for reopening the Estate Duty assessment had
become time-barred even before the Audit looked into this case.
The assessment had been made on 29-9-1964 and the Audit ohjec-
tion was received only on 7-12-1968 action under section 59!73A(b)
of the Estate Duty Act could have been taken only upto 23-9-1967.

2. In this case the date of valuation is 19-12-1962. Since the
Agreement for the sale of the property for Rs. 50,74,086|- was made
only within period of about 9 months from this date, it miglit have
been possible to put the value of the estate at about Rs. 50 lakhs,
had the Deputy Controller of Estate Duty taken the figure at
which the agreement of sale had been executed. It is unfortunate
that having been satisfied with the value of Rs. 24,48,600!- as sup-
ported by a Valuer’s certificate (this was eight times the value
adopted for wealth-tax assessment) he did not ask for the actual
price agreed upon with the intending buyer in September, 1963.
His bonafides are, however, established by the fact that he had
insisted on the payment of Rs. 2 lakhs against the as-essee’s future
tax liability before issuing a clearance certificate for the sale of the
property.

3. Regarding the wealth-tax assessments it has been found that
it was the assessee who had declared the value of the property
at Rs. 2 lakhs. This was stated to be an estimate The W.T.O.
who male the assessment for 1957-58 and 1958-59 on 17-2-1959 and
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that for 1959-60 on 21-12-1959 valued the building at Rs. 188,500|-
on the basis of 20 times the net rental value; to this he added
Rs. 1,20,000- as the value of land arriving at an aggregate value of
Rs. 3,18,500|- for each of these three years. For the assessment years
1960-61 and 1961-62 the value adopted was Rs. 3,20,000-

4. It has not been possible to reopen the wealth-tax assessment
for the years 1957-58 to 1959-60 but the assessment for the two
vears next following have been reopened. The Wealth-tax assess-
ments for the later years are pending. The valuation for these
vears is likely to be influenced by the fact that the property has .

since been valued by the Valuation Cell at Rs. 8,75,000- as

on
1-1-1954.

5. The primary responsibility for the widely divergent valuation
of the property for the purpose of wealth-tax and estote duty
assessments has been the assessee’s. For wealth-tax assessments
he definitely musled the Department by putting a valuation of only
Rs. 2,00,000/-. The Wealth-tax Officer proceeded on the basis of the
rent capitalisation method which was prevalent at the relevant
time. The valuation for the Estate Duty was based on a certificate
dated 7-6-1963 by M]s Shapoorjee N. Chanabhoy & Co., Here the
Deputy Controller had nc reasons to suspect that the valuation

had been put low. As stated earlier it was eight times the value
adopted for wealth-tax purposes.

6. A link-up between the value adopted in the Estate Duty
assessment made in 1964 with the valuation taken for wealth-tax
purpose could have been attempted. The Government regret that
it was not done till the Audit came into the picture. The instruc-
tions are being issued to prevent a recurrence of such failures and
to ensure better coordination between those who assessed Estate
Duty and those who assessed Wealth-tax and Capital gains tax.

7. Though the Estate Duty assessment cannot be reopcned, a
part of the tax last by adopting a valuation lower than what could
have been taken has been practically recovered by levying higher
capital gains tax. The assessee had claimed a deduction of
Rs. 28,31,700/- as the value ag on 1-1-54, but the Department has zliow-
ed only Rs. 875,000-. As already mentioned above, the Wealth-
tax assessments for 1960-61 and 1961-62 have been reopened. The

additional wealth-tax for these years, if any will be sought to be
fully recovered.
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Para 2.50.

Necessary ‘instructions are being ‘ssued vide paragraph 6 of the
reply to paragraph 2.49.

fDept. of Rev. & Insurance D.O. No. 241 (Genera 1){70-IT (Audit)
dated 8-12-70].

INSTRUCTION NO. 246.
F. No. 297/1|70-E.D,

GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 8th December, 1970

From:

The Under Secretary,

Central Board of Direct Taxes.
To

All Commissioners of Income-tax.
Sir,

SuBJECT: —Estate Duty Act, 1953-—Section 74 (3)—Partial re-

lease from chdrge—Form ED 54—Amendment
thereof—

Attention is invited to Board’s Circular F. No. 1]6/57-E.D. dated
3rd May, 1957, intimating the form of certificate which the Control-
ler may, under the powers canferred on him by sub-section (3)
of Section 74 of the Estate Duty Act. issue in appropriate cases
on the application of the accountable person(s) for release of any
immovable property from the charge imposed thereon under sub-

section (1) of Section 74. This non-statutory form was numbered
as Form ED-53.

2. The Board have moted that in a case the certificate under
Section 74(3) was issued without ascertaining the sale price 2f
the property, and the estate duty assessment was completed by
including the returned value oi the property which was much less
as compared to the rale value. With a view to avoid any repet'tion
of such mistakes the Board desire that the issuing otficer must
insist for the written submission of full value of mortgageileasei
sale of the property before the certificate is issued.
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3. The Board have decided to amend the contents of Form. EDww
53 accordingly. In the amended form  (copy enclosed) the. full:
value of the property has to be mentioned in the column imme-
diately following the column “Description of Property”. This
amended form would be printed very soon. In the . meantime
cyclostyled copies may be used.

Yours faithfully,

Encls: As above.

Sdj- B. NIGAM
Under Secretary, Central Board of Direct Taxes..

REVISED FORM ED—53

ED. 53
GOVERNMENT OF INDIA
ESTATE DUTY
Office of the Controller of Estate Duty Circle No................
The............ 19....... .

Inthe Estate of................ciiiiint
Official Reference No............ ED.File....c......n. 19.......
Person (s) Accountable............ s e

Whereas under Section 74(1) of the Estate Duty Act, 1853;
there s a first charge in respect of estate duty payable on the said
estate, inter alia on the property mentioned herein of the deceased
and whereas the Controller|Deputy Controller|Assistant Controller
has, on application of the said accountable person(s) agreed to
issue certificate to enable the s aid accountable person(s) to raise
the amount of the estate duty payable by mortgageilease private
sale of the said property or some part thereof.

This is to certify that the Controller|Deputy ControllerjAss.stant
Controller both hereby authorise the said accountable person(s)
to make the proposed mortgage|leaseisale within a period of......
from the date of this certificate provided that all money payable
under such mortgage lease|sale shall be paid into the hands of the
ControllerDeputy Controller|Assistgnt Controller and not to the:
said accountable person(s) to the extent of .the Estate Duty
demanded. : i
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1. Description of Property:

..............

right, title or interest to or in the property in question is purport-
ed to be mortgagedileased|sold, as declared by the Accountable
Person(s): ‘

Controller

Dy. Controller of Estate Duty
Asstt. Controller

Seal of Controller of Estate Duty.

Recommendation

The Committee observe that, finalising the Wealth-tax assess-
ment in this case, the ascessing officer failed to look into earlier
years’ assessments. Consequently, he accepted the value of a pro-
perty as Rs. 58,000 as indicated by the assessee, though for the
earlier assessment years (1964-65 and 1965-66) the Wealth-tax
officer had valued the properties in question at Rs. 101,080 as
against the ‘returned’ value of Rs. 58,000. While the Committee
note that the amount of short-levy has since been recovered, they
cannot help observing that the Wealth-tax Officer concerned had
failed to properly discharge his functions. As the officer is report-
ed to have retired, the Committee do not wish to pursue this case
further. The committee desire that the Board should take strict
action in cases of such lapses. ‘

[S. No. 83— (Para No. 2.71) of Appendix to 117th Report—4th Lok
' Sabhal].

Action taken

The recommendation of the Committee has been noted.
[Dept. of Rev. & Insurance D.O. No. 326/8(6) |70-WT dated 2-12-70].
Recommendation

The Committee observe that while computing the net wealth of
the assessee for the purpose of Wealth-tax the assessing officer took
into account the value of the land sold by the assessee, instead of
the value of the particular land owned by him on the date of valua-
tion (31st March, 1966). This resulted in an under-assessment of
net wealth by Rs. 28,364. While the Committee note that the tax
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short levied has since been recovered, they feel that the assessing
officer was very lax, The Committee trust that the Board will im-
press upon the assessing officers to exercise greater care in future.

[S. No. 84 (Para No. 2.75) of Appendix to 117th Report
(4th Lok Sabha)].

Action Taken

The Board have issued the desired instructions (copy encolsed)

impressing upon the assessing offlcers to exercise greater care in
future.

[Deptt. of Rev. & Insurance D.O. No. 326/8(77) /70-WT.
2-12-701.
F. No. 326/8(7)/70-WT
GOVERNMENT OF INDIA

CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 9th November, 1970.
From

Shri Balbir Singh,
Secretary, Central Board of Direct Taxes

To
Al] Commissioners of Income-tax.
Sir,

SussecT: —Wealth-tax assessments—wrong adoption of figures.

The Board have noticed with concern that in a certain case the
Wealth-tax Officer included in the assessment the value of the land
sold by the assessee instead of the value of the land owned by him
on the date of valuation. In another case, for the assessment vears
1963-64, 1964-685 and 1985-66 though the value of equity shares held
by the assessee was determined on the basis of the market value,
for the assessment year 1966-67 the value returned by the assessee
at cost price, as shown in the Balance Sheet figures of the company
. was accepted. The Wealth-tax Officer over-looked the note append-
ed to the Balance-sheet that the market value of equity shares was
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much more than the cost price mentioned in the Balance-sheet. He
also failed to cross check the assessment in this respect with refer-
ence to previous assessments. The Public Accounts Committee have
adversely commented upon such laxity of the assessing oOfficers
(vide paragraphs 2.75 and 2.114 of their 117th Report—1969-70. The
Board desire that it should be impressed upon all the assessing
officers to exercise greater care in completing the assessments.

Yours faithfully,

Sd/-
(BALBIR §TI'GH),

Secretary, Central Board of Direct Taxes

Recommendation

The Committee observe that neither the Wealth-tax Act, 1957,
nor the Unit Trust of India Act, 1963 exempts investments in units
from Wealth Tax. In their circular letter of 2nd Sepbember, 1965,
the Board had slso clarified that, for the purpose of wealth-tax the
market value of Unit Certificates should be included in the net
wealth of assessees. In this case, however, the assessing officer
granted exemption to Unit Certificates of the value of Rs. 20,000
while assessing Wealth-tax in two cases. While the Committee |
note that the tax short-levied has since been recovered in both the
cases, the Committee cannot help observing that the assessing
officer showed utter lack of familiarity with the provisions of the

law bearing on his work. The Committee hope that these cases will
not recur.

[S. No. 85 (Para 2.82) of Appendix to 117th Report
(4th Lok Sabha)].

Action Taken

The Board had issued the instructions (copy enclosed) impres-
sing upon the assessing officers that the market value of the Unit
Certificates was not exempt from Wealth-tax. For conducting a
survey to ascertain whether similar lapses had occured in some
other cases the Board issued another letter (copy enclosed). Com-
plete results of the survey are yet awaited. It may be mentioned
that the market value of the Unit Certificates has since been exempt-
ed from wealth-tax in terms of Section 5(xxv) of Wealth-tax Act,
as amended through the Finance Act, 1970.
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- A report on the results of Review would . be mtxmated to the
Public Accounts Comn'nttee ih due course.

[Dept. of Rev. & Insurance D.O. No.’ 326/8(8)/70-WT dated
3-12. 70]..

, Recommendation -

The Committee observe that although exemption for jewellery
for purposes of wealth tax was completely withdrawn with effect
from the assessment year 1963-64, the exemption was incorrectly
given in three assessments for the years 196364 and 1965-66. A
regrettable feature of the case is that the omission took place, in-
spite of the detailed instructions issued by the Board after the
amendment of the relevant provisions of the Wealth Tax Act. It
is apparent that the assessing officers had not taken note of either

the change in the relevant provisions of the law or the instructions
issued by the Board.

[S."No. 87 (Para No. 2.88) of Appendix to 11th Report
(4th Lok Sabha)].

Action Taken

The Government have noted the recommendations of the Com-
mittee,

[Dept of Rev. & Insurance D.O. No 326/8(10)/70-WT dt.
2-12-70].

Recommendation

The Committee note that while in the first two cases the tax
short-levied has been recovered by adjustment against the refunds
due to the assessees, in the third cases, the assessments has been
re-opened. Government have indicated that at the time of complet-
ing the re-assessment proceedings, they would rectify the mistake.
The Committee would like to have a further report in the matter.

[S. No. 88 (Para No. 2.89) of Appendix to 117th Report
(4th Lok Sabha)].

Action taken

The reassessment proceedings for 1963-64, in the wealth-tax case
of Shri R. K. Dave of Allahabad have been completed by including
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the amount mentioned in the Audit objection. A sum of Rs. 90 was
recovered as additional tax. »

[Dept. of Rev. & Insurance D.O. No. 326/8(10)/70-WT, dt. 2-12-70].

Recommendation

The Committee note that the Board have now taken the view
that value of annuity deposits should be exempt from Wealth-tax
and that to give their view a statutory backing, Government pro-
Pose to amend the relevant provisions of the Wealth-tax Act with.
retrospective effect. However, at the time the assessments in ques-
tion were made, the instructions from the Board were that the
commuted value of annuities receivable on the relevant valuation
date should be included in the net wealth of an individual for the
purpose of wealth-tax. It is regrettable that inspite of these
instructions, three assessing officers omitted to include the com-
muted value of annuity deposits in net wealth in six assessments.
which they finalised. This is not the only case of its kind in which
instructigns regarding computation of net wealth issued by the
Board were over-looked by its officers in the course of their work..
The Committee have mentioned other suth instances in this Re-
port. The Committee would like the Board to devise ways to ensure:
that its instructions are strictly complied with by its officers in the
course of their work. Persistent disregard of such instructions.
should be visited with appropriate punishment.

[S. No. 89—(Para 2.95) of Appendix to 117th Report
(4th Lok Sabha)]..
~ Action Taken

The recommendations of the Committée have been noted. The

Board would take appropriate action against the officers who have
not complied with the instructions.

[Dept. of Rev. & Insurance D.O. No. 326/8(11)/70-WT, dt.
o 2-12-70].
Recommendation

The Committee note that in the Wealth Tax Assessment for the
year 1962-63, the assessee’s share of wealth from a firm was provi-
sionally taken as nil in the first case and Rs. 21,124 in the second case,
pending ascertainment of their actual shares. Although intimation
was received in the Wealth Tax Office that the actual share of the .
assessee in the first case was Rs. 67,059 and Rs. 27,0728 in the seccnd
case, no action to rectify the assessment was taken by tho assessing
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officer till January, 1968 when the omission was pointed out by Auiit,
The explanation of the Ministry for the omission is that there was
no mention of the share intimation in the order-sheet of the file. Nor
had the intimation been properly indexed. The Commiltee regret
that the assessment records were not properly maintained in this
case. They feel that the Board should issue instructions to the Com-
missioners to streamline the procedures for maintenance of assess-
ment records so that they clearly indicate whether any action in the
-case still remains to be taken and whether any information has been
received after the file was last seen by the assessing officer. The
Committee note in this connection that, on the Income-tax side, the
Board have prescribed a register called “Register of rectification of
Provisional share incomes”. The purpose of this Register is to en-
:able the Income-tax Officer to keep a watch over the rectification of
assessments in cases where share incomes were provisionally taken
as nil or at a certain figure as returned by assessees. The Commit-
tee would like the Board to consider the feasibility of maintaining
such a register on the Wealth Tax side also.

TS. No. 90 (Paragraph 2.100) of Appendix to 117th Itepnrt—4th Lok
Sabha]

Action taken

The recommendations of the Committee were noted. As the in-
-come-tax and wealth-tax assessments are made invariably by the
same officers they have been instructed to utilise the ‘Register for
rectification of Provisional Share income” for rectifying the com-
pleted wealth-tax assessments alongwith the income-tax assessments.
It has been again impressed upon the assessing officers to record all
proper entries in the Order-sheet as prescribed by the Board in the
Officer Manual, and periodically check the assessment records for
following up action resulting from the receipt of any fresh informa-
“tion.

'[Dept. of Rev. & Insurance D.O. No. 326/8(12)/70-WT dt. 3-12.70]

Recommendation

2.108. Another aspect to which the Committee would like to draw
attention is that the Board become aware of the omission on the
part of the Wealth Tax Officer sometime in January, 1968. The
.explanation of the assessing officer was, however, called for only a
few days before the consideration of the matter by the Public Ac-

. counts Committee (January 1970) i.e, after a period of two years.
The Committee desire that the Board should act promptly in such
-matters.
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[S. No. 93— (Para No. 2.108) of Appendix to 117th Report—4th Lok

Sabha],
Action taken

2.108. The recommendations of the Committee have been noted.
for compliance.

[Dept. of Rev. & Insurance D.O. No. 241 (Genl.) 70/IT dt. 8-12-70].

Recommendation

The Committee note that for three consecutive years 1963-64,.
1964-65 and 1965-66, the value of equity shares held by the assessee
in this case was determined on the basis of market value. How-
ever, for the assessment years 1966-67, the value returned by the
assessee at cost price as shown in the Balance Sheet figures of the
company was accepted. It is regrettable that the Wealth Tax Officer
was so remiss that he overlooked the note appended to the Balance
Sheet that the market value of equity shares was much more than
the cost price mentioned in the Balance Sheet. The officer also
failed to cross-check the assessment in this respect with reference
to previous assessments. The Committee would like the Ministry

1o impress upon the assessing officers the need to exercise greater
care in making assessments.

[SI. No. 94— (Para 2.114) of Appendix to 117th Report—4th Lok
Sabha]’
Action taken

The Ministry have noted the recommendations of the Committee.
Necessary instructions have been issued. (Copy enclosed).

[Dept. of Rev. & Insurance D.O. No. 326{8(14)|70-WT dt. 3-12-70]

F. No. 326/8(7)/70-W.T.
(GOVERNMENT OF INDIA

CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 9th November, 1970..
From

Shri Balbir Singh,

Secretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax.
Sir,
SusJsecT: Wealth-tax assessments—wrong adoption of figures.

The Board have noticed with concern that in a certain case the:
Wealth-tax Officer included in the assessment the value of the land’
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:sold by the assessee instead of the value of the residual land owned
by him on the date of valuation. In another case, for the assess-
ment years 1963-64, 1964-65 and 1885-66 though the value of equity
shares held by the assessee was determined on the basis of the
market value, for the assessment year 1966-67 the value returned
by the assessee at cost price, as shown in the Balance Sheet figures
-of the Company was accepted, The Wealth-tax Officer over-locked
the note appended to the Balance Sheet that the market value of
equity shares was much more than the cost price mentioned in the
Balance Sheet. He also failed to cross check the assessment in this
respect with reference to previous assessments. The Public Ac-
counts Committee have adversely commented upon such laxity of
the assessing officers (vide paragraphs 2.75 and 2.114 of their 117th
Report—1968-70). The Board desire that it should be impressed

upon all the assessing officers to exercise greater care in completing
'the assessments.

Yours faithfully,

Sd/- (BALBIR SINGH)
- Secretary, Central Board of Direct Taawes.

Copy forwarded to:-—

1. All Directors of Inspection, New Delhi.

2. Comptroller and Auditor General of India, New Delhi (20
‘copies).

3. Director, Revenue Audit, New Delhi.

4. Shri P. B. Venkatasubramaniam, Joint Secretary & Legal Ad-
visor, Ministry of Law, Dept. Legal Affairs, Shastri Bhavan, New
Delhi.

5. All Officers and Sections in the Technical Wing of CB.D.T.

6. Bulletin Section (3 spare copies).
Sd/- (B. NIGAM)
Under Secretary.
Central Board of Direct Taxes.
Recommendation

While the Committee note that the tax excess collected has since
been refunded to the assessee, they cannot help cbserving that there
was an omission on the part of the Wealth Tax Officer in not having
deducted from the total wealth of the assessee the debt owed by him
on the date of valuation. Suitable instructions should be issued to
prevent recurrence of a case of this kind.

{S. No. 95— (Para No. 2.118) of Appendix to 117th Report—4th Lok
' - Sabha]
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Actlion taken .

The ;ecofnmendaﬁon of the Committee has been noted. The
Board have issued instruction (copy enclosed) to prevent recur-
rence of such omission.

[Dept. of Rev. and Insurance D.O. No. 326/8(15)/70-WT, dt, 3-12-70].

F. No. 326/8(15) /70-W.T.
GOVERNMENT OF INDIA

CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 29th March, 1968.
From
Shri Balbir Singh,

Secretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax.
Sir,

SusJgecT: Omission to deduct debts owed—Wealth-tax assess-
ments—

A case has been detected by the Revenue Audit where the Wealth
'Tax Officer failed to allow deduction for the debts owed from the
taxable wealth. This resulted in the over-charge of wealth-tax by
a substantial amount. The Public Accounts Committee has adversely
commented on it (Vide Para 2.118 of their 117th Report—1969-70)

2. The Board desire that the assessing officers should be specifi-
cally instructed to exercise due care and each such deduction should
be allowed on merits. The officers should also carefully check the
data given in the return-form and also insist that Annexure VII of
the Form A of Wealth-tax return should be duly filled bv the

assessee for claiming the deduction in Section C (column 2) of Part
I of return.

Yours faithfully,

Sd/- (BALBIR SINGH)
Secretary, Central Board of Direct Taxes.

Copy forwarded to:—
< -1, All Directors of Inspectioh, New Delhi.

- 2. Comptroller and Auditor Geheral of India, New Delhx (20
copies)

- 3. Dirextor, Revenue Audit, New Delhi.
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4. Shri P. B. Venkatasubramaniam, Joint Secretary & Legal Ad-
visor, Ministry of Law, Dept. Legal Affairs, Shastri Bhavan, New
Delhi.

5. All Officers and Sections in the Technical Wing of C.B.D.T.

6. Bulletin Section (3 spare copies).

Sd/- (B. NIGAM)
Under Secrelary.
Central Board of Direct Taxes.

Recarumendation

The Committee note that there was over-levy of interest in both
the cases mentioned in the Audit paragraph. Although the Estate
Duty Rules lay down that interest for belated filing of returns is
to be levied for the period after the expiry of first six months from
the date of death, in the first case the Estate Duty Officer charged
interest for the entire period from the date of death. In the second
case, although the accountable, person had paid provisional duty
to the extent of Rs. 3,25,000, the Estate Duty Officer did not take it
into account while determining the total amount of interest due.
The cumulative effect of the two mistaskes was an over-assessment
of Rs. 32,209, While the Committee note that the assessments have
since been rectified in both the cases, they cannot help expressing
a sense of uneasiness because these mistakes have occurred in spite
of detailed instructions on the subject having been issued by the
Board. The Committee feel that the Board should take a serious

notice of such lapses.
[S. No. 96— (Para No. 2.124) of Appendix to 117th Report—4th Lok
Sabha]
Action taken

The observations qf the Committee have been noted. The Board
would take appropriate action in the event of such lapses.

Recommendation

3.1. The Committee have not made recommendations/observa-
tions in respect of some of the paragraphs of the Audit Report
(Civil) on Revenue Receipts, 1969. They expect that the Depart-
ment will nonetheless take note of the discussions in the Committee
"and take such action as is found necessary.

[S. No. 97 and Para 3.1 of Appendix to the 117th Report, 1969-701

The Committee’s recommendation has been noted for compliance.

[Dept. of Rev. & Insurance D.O. No. 241/52/70-IT {Audit)
dat. 8-12-707



CHAPTER 11I

RECOMMENDATIONS/OBSERVATIONS WHICH THE COMM/(T-
TEE DO NOT DESIRE TO PURSUE IN VIEW OF THE REPLIES
OF GOVERNMENT

Recommendation

1.183. In the opinion of the Committee, this is a bad case in which
a number of lapses occurred. These were mainly:—

(i) Under the Income-tax law, no depreciation is admissicle
on the cost of land. Yet initial, additional and normal
depreciation was allowed on such cost for nine consecu-
tive assessment years (1954-55 to 1962-63). The total in.
(admissible) depreciation so allowed was Rs. 5,78,772.

(ii) For the purpose of depreciation allowance, the cost of the
new cinema house was taken as Rs. 22,65,653, instead of
Rs. 17,23,653 shown in the certified accounts of the com-

pany. The excess depreciation on this account amounted
to Rs. 2,32,663.

(iii) The income from house property was computed on the
basis of municipal valuation even though valuation on the
basis of the rent receivable far exceeded the former. This
resulted in an under-assessment of income of Rs. 68,895,

(iv) Certain inadmissible expenses relating to the property let
out were not disallowed and added back in the computa-
tion of income resulting in under-assessment of business
income to the extent of Rs. 1,42,087.

The aggregate under-assessment of tax as a result of all the above
mistakes as also some other discrepancies amounted to Rs. 5,25,419.

1.184. A regrettable aspect of the case is that although the assess-
ments were completed by different assessing officers, all made the
same mistakes. Another significant feature of the case is that the
assessee had certain suspect hundi transactions on account of which
assessments for certain years were re-opened. The Committee note
that Government have accepted audit objections in respect of all
the mistakes except (i) above. Investigations into the mistakes are,
stated to be in progress. The Committee would like ‘¢ await the

n
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results of the investigations and of the action taken against the
officers pursuant to the findings.

As regards (i), Government have stated that certain facts are
being ascertained. The Committee would like to be informed of
Government’s decision in regard to admissibility of depreciation in
lands in the light of the facts collected.

As regards revision of assessments for the year 1954-55 onwards,.
the Board have expressed the view that detailed investigations will
have to be carried out for making out a case under section 147(a)
of the Act, read with Section 151(1) thereof. The Committee trust
that, after the completion of investigations, the Department will
take necessary steps for retrieving the revenue lost.

[S1. No. 40 and 41 and Paras 1.183 and 1.184 of Appendix to 117th
Report 1969-701

Action taken

1.183. Detailed investigations on the basis of audit objections were
made in the course of the assessment proceedings for the year 1965-
66. The facts which came to light as a result of these investigations
vis-a-vis the audit objections are stated below:

(i) It had been observed by the Audit that even though no
depreciation is admissible on the cost of land, initial, addi-
tional and normal depreciation was allowed on such cost
for nine consecutive assessment years. On scrutiny, it was
found that the old cinema building purchased by the
assessee stood on lease-hold land and the purchase price
included the value of the right in the lease-hold land, for
which the lease was to run for 99 years, The assessee is
also paying ground rent to the owner of the land at the
rate of Rs. 1,500/- per month. The old cinema building
was remodelled and reconstructed. Besides, a separate
new building (known as office building) was set up; it
fetches an annual rent of Rs. 1,30,000/-. It was because
of the scope for development and earning high rental in-
come that the assessee had paid a price of Rs. 12,50,000/-
for the old cinema, the intrinsic value of which was esti-
mated at Rs. 3,00,000/- only. Depreciation had been
allowed on the basis of the price thus paid.

(ii) During the course of investigations, it was found that the
cinema constructed by the assessee was not a new one and
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that, in spite of the major alterations and renovations
made to the old cinema building, only normal depreciation
was admissible, It was also noticed that the cost of the
new cinema building had been inflated. After detailed
scrutiny, the cost of construction of the new cinema build-
ing was determined at Rs. 10,50,000/-, bearing in mind the
proportionate cost of the old cinema also. Normal depre-
ciation was allowed on this cost of construction in the
assessments and excessive depreciation allowed earlier has
been withdrawn.

(iii) & (iv) These points were found to be correct and were
duly considered while completing the assessment for the
year 1965-66. Assessments for the earlier years are being
revised to bring to tax the escaped income on this score.

1.184. Assessments for the years 1957-58 to 1960-61 which were
reopened to consider certain hundi transactions of the assessee have
since been completed. Similarly, the set aside assessment for the
year 1962-63 has also been finalised. Assessments for the years
1954-55 to 1956-57 reopened u/s-147(a), read with Section 151 (1), of
the Income-tax Act, 1961 have recently been completed. The re-
assessments for the year 1961-62, 1963-64 and 1964-65 are pending.

The aggregate under-assessment of tax in this case can be ascer-
tained only after the re-assessments for all the years are finalised.

[Dept. of Rev. & Insurance D.O. No. 241/43/70-1T (Audit)
dt. 7-2-1970}

Recommendation

This case is of more than ordinary interest because of some
peculiar features. On the death of a partner in a partnership firm
(in April, 1944) his widow inherited all his assets and liabilities in
the firm. While assessing duty on her estate after her demise (June,
1964), a deduction was allowed by the assessing officer on account
of a debit balance of Rs. 2.64 lakhs in the books of the firm which
appeared in her husband’s name, on the ground that it represented
a debt owned by the deceased lady. However, account was not taken
of her husbands’s share of goodwill in the firm, which had not been
paid to her by the firm, on the ground that the deceased could not
legally have enforced the claim because of the operation of time bar.
If the time-bar precluded a claim for share of good-will by the de-
ceased, it also protected the deceased lady against any claim on
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account of the loan which stood in the name of her husband in the
firm’s books. It is not clear why the assessing officer chose to dis-
regard this aspect of the case while assessing duty. The Committee
a'so note in this connection that in their letter of 14th December,
1862 the firm itself had clearly indicated that the debit balance was
not considered by them as “a loan made” to the deceased lady. In
the circumstances, the deduction on this account made in the estate
duty assessment clearly lacked justification.

The Committee note that the amount of Rs. 2.64 lakhs has since
been paid to the firm by the heirs of the deceased lady. It is signi-
ficant that this settlement has taken place after Audit became seized
of the matter, While this no doubt validates the assessment made
in this case, the Committee would like the Board to investigate fully

the circumstances in which the settlement took place as they appear
prima facie suspect.

[S. No. 81-82— (Para Nos. 2.66-267) of Appendix to 117th Reporl...
4th Lok Sakhal

Action taken

The Ministry would like to place the following facts which clarify
the actual position:—

(i) On the death of Shri Temurus Cama, the firm M/s. Cama
Norton & Co. was not dissolved and it was continued with
two new partners. The firm’s goodwill was not vezlued
nor the incoming partners charged any sum for gocdwill.
Besides, the partnershlp deed did not have any provision
for valuing the firm’s goodwill. There was thus no ques-
tion of giving a share of the goodwill to the widow of the
deceased partner.

{ii) M|s. Cama Norton & Co. had a current account in their
books in the name of the deceased partner. It had a debit
balance, which was transferred on his death to the account
of Mrs. P. T. Cama. The firm did not charge any interest
on the debit balance. Explaining why interest was not
charged by them on this account, the firm stated in a
letter dated 14-12-82 to the Income-tax Officer A-V Ward,
Bombay as follows: —

“the amount shown on the debit is not by way of the loan
made to Mrs. P. T. Cama. It is only a continuity of the
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account of the late Mr. T. R. N. Cama for circumstances
already explained, and we would repeat that we feel
that in view of the faet that no goodwill has been paid
to Mrs. P. T. Cama, this little service rendered by us
cannot be considered to be cxtraordinary or beyond

what we should do in the circumstances already ex-
plained.”

(iii) The lady died on 27-6-64, when the debit balance in her

(iv)

account with Mis. Cama Norton & Co. stood at
Rs. 2,64,402/01. The entire amount was paid off to the
firm by her successors. As the account was a running
one, the amount due from the lady had not become an
irrecoverable debt and her successors paid the amount to
the firm without any knowledge about the audit objection.

The legal representatives of the deceased lady had filed
an affidavit before the High Court on 16-1-67 for obtaining
probate. The debt to M/s. Cama Norton & Co. was duly
admitted in it. This was more than a yvear and a half
before the Audit raised the objection. (The objection was
received on 3-9-68).

The Ministry feel that even apart from the evidence of the affidavit
filed before the High Court, it might reasonably be assumed that
they could have no interest in paying off a large sum to the firm
simply to thwart an audit objection to which they were not a party.

[Department of Rev. and Insurance D.O. No. 241(Genl.) /70-IT

(Audit) dt. 8-12-70]



CHAPTER 1V

RECOMMENDATIONS/OBSERVATIONS REPLIES TO WHICH
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND WHICH
REQUIRE REITERATION

Recommendation

In the opinion of the Committee, the large number of cases of
‘under-assessment brought to notice year after year is indicative of
a deep seated malaise in the Income Tax Department. It is signifi-
cant that these cases were thrown up in the course nf a test-audit
which covered only a percentage of assessments done in the Depart-
ment. The Finance Secretary himself admitted during evidence
that the number of cases of under-assessment “has been going up in
the last three or four years” and that this tendency has been causing
Government “grave concern”.

[Serial No. 4 and Para 1.31 of Appendix to the 117th Report, 1970]

Action taken

The Audit have reported the following number of cases of under-
assessment in the Audit Reports of different years:

Year of Audit Financial years No. of cases involving under-charge of tax
Report broadly covered

Cases with tax Cases with tax Total
effect of Rs. effect below
10,000 and above. Rs. 10,000

1966 1964-65 653 8,488 9,141
1967 1965-66 648 9, 232 "9,880
1968 1966-67 687 8,782 9,469
1969 1967-68 698 10,291 10,980
1970 1968-69 840 11,578 12,418

In terms of absolute number. There has undoubtedly been an
increase year by year (with the exception of the cases reported in
the Audit Report, 1968). But the Ministry feel that the figures should
be read in the context of (i) the total number of cases actually
audited during the relevant “audit cycles” from 1st September to

96
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3lst August, (ii) the total number of assessments disposed of during

the corresponding financial years; otherwise, they would give a
rather distorted picture,

2. The Ministry do not have any data regarding the actual num-
ber of cases scrutinised by the C & A.G’s Revenue Audit parties
during an audit cycle, for, the Audit report only on the cases in
which the mistakss have been found and do not furmish any data
regarding the cases where no mistakes were found. As such, no
comparison as at (i), suggested above is possible. Generally speak-
ing, however, the Ministry may state that the Revenue Audit have
been covering an increasingly large number of cases year by year
and the mistakes detected are not increasing proportionately.

3. A comparison of the cases in which mistakes were detected
with those actually disposed of during the correspending financial

years, is however, possible. The relevant figures are furnished
below:

Percentage
Year of Audit Financial vears To:al number of No. of cases in  of the figures
Report genarally assessments  which mistakes at col. (4) in re-
covered made (In lakhs)  were detected lation to those

in column (3)

1966 1964-65 18-42 9,141 0:496",
1967 1965-66 23 .89 9,880 0418,
1968 1966-67 24.18 9,469 ©-3917%
1969 1967-68 2557 10,680 0+429",
1970 1968-69 34°21 12,418 03639,

The figures definitely suggest that the cases involving mistakes
are declining year by year (with the exception of the period
covered by the Audit Report, 1969, when the mistakes appear to
haveg increased a little, without however, affecting the generally
falling trend).

4. On the basis of the above analysis the Government do not
feel that the increase in the number of cases in which mistakes
were detected by the Revenue Audit suggest any deep seated
malaise in the Income-tax Department.

{Dept. of Rev. & Insurance D.O. No. 241/41/70-IT (Audit), dated
9th November, 1970]
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Recommendation

Another useful safeguard would be to have an integrated tax
return covering both wealth and income tax. The experience in the
instant case itself suggests that it would be a useful tool for check-
ing concealment of income. The Committee have already suggested
the institution of an integrated return in para 1.50 of their Seventy-
Third Report. The Committee have further suggested in para 1.23
of their Hundredth Report that jt would not be necessary to burden
all the assessees with the obligation of having to submit an inte-
grated return. Only assessees liable to both income tax and wealth
tax nced be called upon to do so. This purpose could be achieved
by having a different form of return for such assessees. The Com-
mittee would like Government to consider these suggestions and
come to an early decision, It seems to the Committee imperative
that if the quality of tax administration is to be improved, it is

essential to co-ordinate properly the administration of income-tax
and wealth-tax.

[S. No. 19 and Paras 1.89 of Appendix to the 117th Report
(4th Lok Sabha)].

Action Taken

1.89. In the Wealth-tax return form, it has been made obligatory

for the assessees to furnish the following information pertaining to
their Income-tax assessments:—

(1) Whether the assessee has furnished the return of income
under the Income-tax Act, 1961 (43 of 1961) for the same
assessment year? If so, on what date?

(2) The total income declared in that return.

(3) The designation of the Income-tax Officer to whom the
return of income was furnished,

(4) General Index Register number of the Income-tax case,
if available. The Government hope that now there will
be better co-ordination in matters” connected with the
administration of Income-tax and Wealth-tax,

‘ [Dept. of Rev. & Insurance D.O. No. 241/44/70-IT (Audit), dt.
‘ 7-12-70].



CHAPTER V

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH
({OVERNMENT HAVE FURNISHED INTERIM REPLIES

Recommendation

1.10. The Committec observe that while the drive to locate new
assescees has produced very impressive results in terms of numbers,
the addition to the assessees have been mainly of salaried and smalil
income cases. The addition of these cases might not substantially
augment the tax revenue, particularly in respect of small income
groups, wiere it is even possible that the cost of collection might
outweigh the revenue realised. The Committee have already drawn
attention to this point in paragraph 1.10 of their Hundredth Report
(Fourth Lok Sabha) and would like pilot studies to be conducted in
selected ranges to determine the cost of collection in respect of
various income brackets vis-u-vis revenue realised,

[S. No. 1 and Para 1.10 of the Appendix to 117th Report of the

Public Accounts Committee (4th Lok Sabha)l

Action Taken

1.10. The pilot studies to be conducted in selected ranges to
determine the cost of collection in respect of various income brac-
kets, as recommended in paragraph 1.10 of the Public Accounts Com-
mittee’s 100th Report are nearing completion. The results will be
intimated to the Committee as early as possible.

[Dept. of Rev. & Insurance D.O. No. 241/28/70-IT (Audit),
dt. 28-12-70].

Recommendation

1.30. Over the years Audit has been reporting a large number o}
cases of under-assessment, During the year under report (ist Sep-
tember, 1967 to 31st August, 1968), the number of such cases dectect-
ed by Audit was 10,980 involving an under-assessment of Rs. 10.63
crores. The Committee note that Government have so far accepted
the under-assessment to the extent of Rs. 2.09 crores in 374 cases.

99
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64 cases of under-assessment are stated to be under examination,
including 2 cases involving a reported under-assessment of Rs. 4.03
crores, where the legality of issues is under examination by the
Attorney General. The Committee would like to be apprised of the
outcome of this examination and of the rectificatory action taken
pursuant to the acceptance of under-assessment in all the foregoing
cases. The cases under examination should also be speedily finalised.

[S. No. 3 and Para 1.30 of Appendix to the 117th Report, 1969-70].

Action Taken

Of the 64 cases under examination, two, with a reporfed {ax
effect of Rs. 4.03 crores, related to two statutory corporations. The
Audit view was that the interest paid by them to the Government,
which had made available to them large sums as loans, was not
admissible as deduction in computing their total income for the
purpose of Income-tax assessments. The Attorney General has
since advised that such payments made by the public corporations
to the participating governments are admissible deductions. This
opinion has been communicated to the Audit for reconsidering their
earlier view. .

2. In the remaining 62 cases, audit objections have since been
accepted in 33 cases, of which 32 have been rectified, raising an
additional demand of Rs. 3.46 lakhs. In 18 cases, objections have
not been accepted. The objections in the remaining 11 cases are
still under examination.

[Dept. of Rev. & Insurance D.O. No. 241/16/70-IT (Audit), dt.
9-11-707.

Recommendation

From the date regarding gross arrears, the Committee observe
that cases involving Rs. 1 lakh numbered 5,825 on 31st March, 1969.
These account for arrears of Rs. 284.38 croress out of the (gross
arrears) of Rs. 662.61 crores. The Committee would in this connec-
tion also like Government to consider whether a system of tax insu-
rance, on the lines prevalent in the United States, could be intro-
duced in the case of high incomes in this country.

[Serial No. 10 and Para 1.55 of the Appendix to the 117th Report of
the P.AC.]

Action Taken

The suggestion of the Committee has been taken up for conside-
ration in consultation with the Controller of Insurance. A further
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communication will follow as soon as a decision is arrived at in the
matter.

[Vetted by Audit, vide D.O. No. 3579-Rev. Q!144-70-I1 dated 2nd
November, 1970]

[Dept. of Rev. & Insurance D.O. No. 241|6/70-IT (Audit) dated 23rd
November, 1970}

Recommendation

1.57. In their 73rd Report (Fourth Lok Sabha), the Public Ac-
counts Committee (1968-69) had also referred to a tendency on the
part of assessees to “go underground till the period of limitatinn of
8 years was over” to evade demands made against them. The Com-
mittee had desired Government to consider whether an amendment
of the law to make it permissible to reopen assessments in such cases
without any time-limit would help to meet this situation. In their
reply, Government had indicated that the suggestion is under their
consideration. The Committee desire that an early decision should
be taken on the suggestion.

ISerial No. 12 and Para 1.57 of Appendix to the 117th Report, 1963-
i 2D 4
! ’

T b 70}
Action Taken

The Government have considered the recommendation from two
angles,—first, whether the time limit for initiating action regarding
the assessment of income which had escaped assessment should he
removed altogether in the type of cases the Committee have in view,
and, secondly, whether any special provisions for recovering of tax
should be made in respect of assessees who “go underground till the

period of limitation of 8 years was over” to evade demands made
against them.

2. The time-limits for initiating assessment proceedings in respect
of escaped income, as fixed under Section 149 of *he Income-tax Act,
1961, are 8 years in the cases where the income escaped assessment
is less than Rs. 50,000 and 16 years in the cases where such income
is Rs. 50,000 or over. These time and monetary limits were fixed
after a careful consideration of the Income-tax (Amendment) Bill,
1961 by the Select Committee. The Government feel that it wouid .
be advisable not to change the provisions so soon after they were
put on the statute book. The objective of foiling assessees seeking
1o go un-assessed for years together could be achieved by strengthen-
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ing the Intelligence Wing of the Income-tax Department. Some sug-
gestions in this regard have already been made to the Direct Taxes.
Enquiry Committee. The Government will take suitable steps after
their views are made known,

3. So far as the problem of recovery of taxes from assessees who
go underground for a period of 8 years or more is concerned, the
Government may state that under Section 271(1) of the Income-tax
Act, 1961 when an assessee is in default or is deemed to be in default
in paying tax, the Income-tax Officer can forward to the Tax Re-
covery Officer a certificate specifiying the amount of arrear due from
the assessec. The Tax Recovery Officer, on receipt of such a certi-
ficate, proceeds to recover the demand by one or more of the modes
mentioned in the Second Schedule of the Income-tax Act, 1961. Once
the recovery proceedings are commenced within the prescribed
time limit, they can he completed any time. The Government feel
that the existing provisions regarding recovery are quite adequate
even for meeting the cases of persons who go underground. For
tracing them out, administrative measures are necessary, not legal
ones. The Government would like to await the recommendations
of the Direct Taxes Enguiry Committee in this respect.

[Dept of Rev. & Insurance D.O. No. 241/8/70-IT (Audit) dated 8th
December, 1970]

Recommendation

1.88. An important issue which emerges from this case is the
magnitude of the problem of under-declaration of value of properties
for tax purposes. The value of one of the properties acquired by
the State at Rs. 26.40 lakhs had been declared by the assessee in the
Wealth-tax return as Rs. 1,80,000. The declared value in this case
was thus about 1/15th of the Market Value. In the case of the other
property, the declared value was about 1/10th of the market value
determined by the Land Acquisition Officer. These are not stray
isolated cases. In another case mentioned in the later part of this
Report, the declared value of the property for the purpose of Wealth
Tax which was based on municipal valuation was found to be just
a fraction of the market value. The Committee have also in para
1.30 of their Hundredth Report (Fourth Lok Sabha) drawn attention
to the results of a sample survey recently conducted by the newly
created Valuation Cell which disclosed that the value of 71 properties
in Delhi was 73 per cent more than what was shown in the returns
filed by assessees. These cases illustrate the extent to which pro-
perty values are depressed in tax returns. The Committee note that
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for proper evaluation of properties, a Valuation Cell has been created
by Government. The Committee have already emphasised the need
to undertake a survey of all metropolitan properties in accordance
with a time-bound programme (vide para 1.31 of their Hundredth

Report). They would like immediate action to be taken in this re-
gard.

[S. No. 18— (Para 1.88) of Appendix to 117th Report—4th Lok Sabha]
Action taken

1.88. The recommendation of the Committee has been noted for
compliance. The Committee will be informed of the steps taken by
the Government to implement the recommendation in due course.

Dept. of Rev. & Insurance D.O. No. 241/44/70-IT (Audit) dated 7th
December, 1970].

Recommendation

1.101. The Committee were given to understand that the assess-
ment in this csse is being reframed after the assessee went up in
appeal. The Committee would like to be apprised of the further
developments in this case.

[S. No. 21—(Para No. 1.101) of Appendix to 117th Report—4th Lok
Sabha].

Action Taken

2. The assessment in question had heen set aside by the Appel
late Assistant Commissioner. Before the assessment could be com-
pleted de novo, the assessee filed a petition for settlement, wherein
the hundi loans have been surrendered as the assessee’s income. The
petition is under consideration by the Commissioner of Income-tax.

[Dept. of Rev. & Insurance D.O. No. 9/291/68-IT (Audit) dated 20th
November, 1970]

Recommendation

1.113. The Committee feel that the assessing officer in this case
failed to take cognisance of very important instructions issued by
the Board while finalising the assessment. The Board had issued a
detailed circular in May, 1964 bringing to the notice of all assessing
officers the prevalance of bogus Hundi transactions and cautioning
them particularly against transactions involving certain Hundi ban-
kers. In the present case, though the assessees’ books showed certain
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cash credits stated to have been obtained from Hundi bankers who
figured in the suspect list circulated by the Board, the assessing offl-
cer held these Hundi loans amounting to Rs. 2,75,000 as genuine,
Subsequent investigations conducted at the instance of Audit revealed
that credit worth Rs. 3,36,000 introduced by the assessees in question
during the assessment years 1961-62 to 1964-65 represented secreted
income which was required to be taxed. In the opinion of the Com-
mittee, this is a fit case for investigation for fixing responsibility.

1.114. The Committee note that the relevant assessments of the
assessees have been re-opened. The Committee would like to have

a report regarding recovery of the tax short-levied, and the action
taken as a result of investigation.

[Serial Nos. 23-24 and Paras 1.113 to 1.114 of Appendix to PAC’s 117th
, ‘ Report, 1969-70].
Action Taken

1.113. The original assessments for the years 1961-62 and 1962-G3
in the case of the firm and partners were completed prior to the issue
of Board’s circular dated 12th May, 1964, containing the names of
bogus hundi dealers. However, the assessments for the years 1363-64
and 1964-65 were completed after the issue of the circular. All the
assessments have been re-opened uls 147(a) of the Income-tax Act,
1961. Investigations are in progress regarding the genuineness of
the hundi transactions by the firm and its partners. The questicn of

fixing responsibility will be taken up after the re-assessments are
finalised.

1.114. The investigations regarding hundi loans in this case are
almost complete. During the course of investigations, certain infor-
mation regarding purchase and sale of motor chassis by persens sus-
pected to be the benamidars of the firm or its partners has heen
passed on to the officer concerned by the Intelligence Wing of the
Department. Enquiries in this connection are still under way. The
Committee will be informed of the results of re-assessments as soon
as the same are completed.

[Dept. of Rev. & Insurance D.O. No. 241/47/70-IT (Audit) dated 31st
December, 1970]

Recommendation

1.116. The Committee would also commend to Government the
suggestion made by the Administrative Reforms Commission that
indigenous bankers or hundi brokers or persons engaged in money
lending, other than banking companies, should be required to indi-
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cate in accounts of the business the money available for business and’
keep in banks all amounts in excess of a maximum to be prescribed

by law.

[Serial No. 26 and Para 1.116 of Appendix to the 117th Report, 1969-
70].

The suggestion of the Administrative Reforms Commission, as
commended by the Committee, is being considered by the Govern-
ment.

[Vetted by Audit—Vide D.O. letter No. 3987-Rev. A/144-70-IT dated
16th December, 1970].

[Dept. of Rev. & Insurance D.O. No. 241/10/70-IT (Audit) dated 28th
December, 1970].

Recommendation

1.150. While the Committee note that the whole amount of short
levy has since been reccvered, they consider that the officials con-
cerned were extremely lax. Another lapse that occurred in this case
was that though the arsessment was to have been counter-checked by
the Income-tax Officer, as the assessee’s income exceeded Rs. 1 lakh,
this was not done, with the result that the mistake made at the
lower level remained undetected. It was stated that this officer
was found to have made mistakes in as many as 49 cases assessed
by him and that a character roll warning had been given to him.
The Committee are not satisfied with this. They desire that Gov-
ernment should review the matter and see whether deterrent
punishment is not called for in this case.

[S. No. 32—(Para No. 1.150) of Appendix to 117th Report, 4th Lok
Sabha]

Action Taken

1.150. The Committee have already been pleased to consider the
following points which lighten the Income-tax Officer’s fault:

(1) It was not he who ever suggested that the assessee was
engaged in running a “Pricrity industry”.

(2) The relevant assessment year was the very first year in
which the idea of priority industries had been introduced.

(3) It was not a case of the application of a straight rate of
tax. The company was first charged tax at the general
rate of 55 per cent and a rebate at a prescribed percentage,
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depending upon the nature of the company and the
activities it was engaged in, was to have been worked
out. In the instant case, the office made a mistake about
the nature of the assessee company’s activities.

2. As the Income-Tax Officer had failed to exercise a check of
the tax calculation, in the course of which the mistake made by
his office could have been detected, and mistakes had been found
in 48 other cases handled by him in the Companies charge in ques-
tion. a “character roll warning” had been given to him. The Com-
mittee, however, desired the Government to review the matter and
see whether a deterrent punishment was not called for.

3. A character roll warning differs from simple warning in that
a copy of it is placed in the concerned official’s character roll. The
fault calling for the warning is thus permanently recorded. The
administration of character roll warning is usually considered
serious enough. As the Committee have desired, the Government
are reconsidering the matter in the background of the nature and
extent of the faults committed by the ITO in the 48 other cases.
A report of the Commissioner of Income-tax about the Officer’s
share of responsibility in the mistakes committed in these cases is
awaited. The Government wil]l take a final decision on receipt of
the same and communicate the results to the Committee.

[Dept. of Rev. & Insurapce D.O. No. 241/32/70- IT (Audit) dated
16-3-1971]

Recommendation

1.173. The Committee note that rectification has not been possible
so far as proceedings initiated in this regard for one of the assess-
ment years were questioned in court. The Department is stated to
be contemplating action under Section 154 of the Act. The Com-
mittee would like to be apprised of further developments in this
regard.

[S. No. 37—(Para No. 1.173) of Appendix to 117th Report—4th Lok
Sabhal

1.173. The Committee’s observations have been noted. The
assessments for the years 1962-63 and 1963-64 are being rectified
u/s. 154 of the Income-tax Act, 1961. The Committee will be inform-
¢d of the results of rectification in due course.

‘[Dept. of Rev. & Insurance D.O. No. 241/40/70-IT (Audit) dated
7-12-1970]
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Reconunendation .

1.175. Pursuant to suggestions made by the Committee in para-
graphs 3.65 and 3.66 of their Seventy-Taird Report, Government
have published draft rules for rationalisation of the provisions
regarding depreciation on an industry-wise basis. The Commitiee,
* however, note that for important industries like scooters and auto-
mobiles, electronics etc., industry-wise rates of depreciation have
not been prescribed. The Committee desire that Government should
consider the question of laying down suitable rates of depreciation
in respect of these industries also at an early date.

[Serial No. 39 and Para 1.175 of Appendix to the 117th Report, 19703
Action Taken

The recommendation of the Committee is under the active con-
gideration of the Government.

[Vetted by Audit, vide D.O. No. 3988-Rev.A|144-70-II dated
18-12-1970]

[Dept. of Rev. & Insurance D.O. No. 241/38/70-IT (Audit) dated
- 28-12-1970]
Recoemmendation

1.205. The Committee observe that the Act, as it at present
stands, permits of debentures being reckoned as part of capital
under these circ¢umstances, though this is not the intention. The
Finance Secretary admitted that the Act in this respect is “loosely
worded” and could, therefore, confer an unintended concession. As
this might result in a substantial amount of profits of companies
escaping tax, the Committee would like Government expeditiously
to consider the question of amending the relevant provision so as
to bring it in conformity with the underlying intention.

[Serial No. 48 para 1.205 of the Appendix to the 117th Report of the
PAC (1969-70)].
Action Taken

The recommendations of the Committee have been noted by the
Government for an early amendment of the law, and a further
report will be sent to the Committee on the steps taken in this
regard in due course.

[Vetted by Audit, vide D.O. No. 3225-Rev.A|[144-70-I1 dated 25-9-1970]
[Dept. of Rev. & Insurance D.O. No. 241/14/70-IT (Audit) dated

20-4-1970]
3158LS—8
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Recommendation

1.947. Under Section 23A/104 of the 1922/1961 Act, if a company
in which the public are not substantially interested fail to distri-
bute a prescribed percentageé of its distributable income as dividend:
within a specified period, it is liable to pay additional super-tax.
The Committee note that in respect of the first company mentioned
in the Audit paragraph the additional supér-tax was not levied for
a period of three consecutive years. The tax that was omitted to
be levied for these years was calculated as Rs. 1,52, 183 but the
Department has not been able to recover the money, owing to a
restraint order passed by court. The Committee would like to be
apprised of the further developments in this regard. The Com-
mittee would also like the Board, affer the case is finally decided
by the court to examine, whether there was an omission on the
part of the assessing officer and, if so, to take appropriate action.

1.248. The Committee note that the second case, where according
to Audit, there was an omission to levy super-tax of Rs. 61,656, is
still under correspondence. The Committee would like the case to
be settled early and steps taken to recover short-levy, if any. The
Committee would also like to be furnished with particulars of cases
where action under Section 104 had become time-barred during the
three years 1966-67 to 1968-69, together with the approximate
revenue forgone.

[Serial Nos. 58 & 59 and Paras 1.247 and 1.248 of Appendix to the
117th Report, 1969-70]

Action Taken

1.247. The restraint order in the case under consideration had
been vacated by the Calcutta High Court on 11th June, 1970. Con-
sequently, demand notices were served on the assessee on 25th
June, 1970. Meantime, the assessee has filed appeals before the
Appellate Assistant Commissioner challenging the validity and/or
egality of the orders under Section 23A of the Income-tax Act
1922, which are pending. The explanations of the assessing officer
concerned are being considered for taking appropriate action.

1.248. In this case, the Ministry is of the view that no action
M/s. 104 was called for. The Audit have disagreed with the Ministry
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and the matter is still under correspondence with them. Every
effort will be made to settle the dispute early, after consulting the
Ministry of Law.

The particulars of the cases where action under Section 104 had
become time-barred during the three years 1966-67 to 1968-69,
together with the approximate revenue foregone, are being gathered
from the field officers. The data will be furnished to the Committee
as soon as possible,

[Dept. of Rev. & Insurance D.O. No. 241/45/70-IT (Audit) dated
v e T . o T 16-11-19707

Recommendation

1.268. The Committee cobserve that a foreign company can be
treated as a company for the purpose of Indian Income-tax only
when a specific notification to this effect is issued by the Board.
In the absence of a notification such a company can be treated only
as an Association of Persons and will not be called upon to pay
all the taxes that will evolve on a simiarly situated Indian company
including the tax liabilities arising under Section 23A of the Income-
tax Act. The representative of the Board accepted during evidence
that this situation needs looking into. The Committee would like
the matter to be examined and suitable action to be taken
immediately.

[S. No. (para 1.268) of Appendix to 117th Report—4th Lok Sabha]

Action Taken

1.268. A foreign company is treated as a ‘company’ under the
Income-tax Act, 1961 generally when a specific notification to this
effect has been issued by the Central Board of Direct Taxes. But
in the cases of foreign concerns which were assessed or assessable
under the Income-tax Act, 1922 as a company for the assessment
vear 1947-48, the same treatment is meted out.

[Dept. of Rev. & Insurance D.O. No. 241/35/70-IT (Audit) dated
' : 12-11-1970]

Recommendation

1.273. The Committee note that, according to the opinion of the
Ministry of Law, receipts from surplus leom-hours should be treat-
ed as revenue receipts and expenditure incurred thereon as revenug
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expenditure. The Committee desire that ‘necessary action should
be taken in the light of this opinion.

[Serial No. 64 and Para 1.273 of Appendix to the 117th Report, 1970]
‘ _ Action Taken

While giving their opinion, the Ministry of Law suggested that,
since the matter had arisen on the basis of an audit objection, it
would be desirable to discuss the problem with the officers of the
Ministry of Finance and the Director of Revenue Audit. The pro~
posed discussion has not materialised so far. Efforts are being made
to hold a joint meeting early. The action suggested by the Com-

mittee will be taken after the outcome of the praposed joint dis
cussion is known,

[Vetted by Audit, vide D.O. letter No. 3676-Rev.A|144-70-1I, dated
R 4 12-11-1970]

[Dept. of Rev. & Insurance D.O. No. 241/26/70-IT (Audit), dated
7-12-1970]

Recommendation

1.285. The Committee note that, after a fresh assessment, an
additional demand of Rs. 1,57, 130 was raised on this account, of
which a sum of Rs. 72,964 has since been recovered. The recovery
of the balance has been kept pending, as a question has arisen
whether the entire interest of Rs. 184,793 pertains to the assess-
ment year 1963-64 or a part of it is assessable in 1962-63. The Com-
mittee would like to be appraised of the decision in this regard.

[Serial No. 67 and Para 1.285 of Appendix to the 117th Report,
’ 1969-70]

Action Taken

1.285. On appeal, the Appellate Assistant Commissioner of
Income-tax held that out of the total interest income of Rs. 1,84,795,
a sum of Rs. 51,145 related to the assessment year 1962-63. The
Appellate Assistant Commissioner’s decision has not been accepted

by the Department and an appeal has been filed before the Income-
tax Appellate Tribunal, which is pending disposal.

[Vetted by Audit, vide D.O. No. 3579-Rev.A|144-70-1I, dated
2-11-1970]

[Dept. of Rev. & Insurance D.O. No, 241/26/70-IT  (Audit), dated
. 28-11-1970]
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Recommendation

There are two other points arising out of the evidence given in
this case which the Committee would like Government to take note
of:

(i) Rule 14(3) of the Estate Duty Rules provides for the sale
value of the property being taken on the basis of assess-
ment, if the property has actually been sold “within a
short time after........ death.” Since the term “short
time” has not been defined the way is left open for
different assessing Officers adopting different periods in
this regard.

As this would lead to discriminatory treatment, the Committee
would like Government to consider how best consistency would
be brought in its determination.

(ii) For obtaining a tax clearance certificate for the proposed
sale of a property, an assessee has only to apprise the tax
authority of his intention T& sell. In the form prescribed
for this purpose for submission to the tax authority, he
is not required to indicate the pride at which the property
is proposed to be sold. As information about the actual
sale price is necessary for the proper determination of
taxes, it is necessary that the relevant form (E.D.-53) be
amplified to indicate the sale price.

[S. No. 80—(Para No. 2.51) of Appendix to 117th Report—4th Lok
" Sabhal.

Action Taken

2.51. The recommendation made in part (i) of the para, has been
noted. The Government is considering the suggestion to define the
period of time in the term “short time” as mentioned in Rul> 14(3)
of the Estate Duty Rules, in consultation with the Ministry of Law.

The second recommendation, as made in part (ii) of the para,
was considered and a suitable amendment so as to amplify the
relevant form has been made and a copy of the same is enclosed.

(Dept. of Rev. & Insurance D.O. No. 241(Genl)70-IT (Audit) dated
T 8-12-1970]

Recommendation

The Committee note that the Board propose to conduct a general
survey to find out whether a similar mistake had been committed
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by an other officer. The Committee would like to be informed of
the results of the survey, as also of rectificatory action, if any, taken
pursuant thereto.

[S. No. 86—(Para No. 2.83) of Appendix to 117th Report—4th Lok
Sabha}

Action Taken

The Board had issued the instructions (copy enclosed) impress-
ing upon the assessing officers that the market value of the Unit
Certificates was not exempt from Wealth-tax. For conducting a
survey to ascertain whether similar lapses had occurred in some
other cases the Board issued another letter (copy enclosed). Com-
plete results of the survey are yet awaited. It may be mentioned
that the market value of the Unit Cert'ficates has since been exempt-
ed from wealth-tax in terms of Section 5(xxv) of Wealth Tax Act,
as amended through the Finance Act, 1970.

"Dept. of Rev. & Insurance D.O. No. 326/8(8) /70-WT, dated 3-12-70]
Copy of letter F. No. 17/15/65-WT dated 2-9-1965

SusJecT: —Wealth tax Act, 1957—Liability of tax and Exemption:
Investment in  the Unit Trust of India—Clarification
regarding—

A question has arisen as to whether the investments made by
an assessee in the Unit Trust of India, qualifies for exemption from
the levy of Wealth tax.

2. Section 32 of the Unit Trust of India Act, 1963, as amended
by Section 73 of the Finance Act, 1965 provides for exemption from
the payment of Income-tax, to the extent provided therein, and
does not provide for any exemption from Wealth tax. In the cir-
cumstances, the market value of the Unit Certificates should be
included in the net wealth of the assessce for purposes of Wealth-tax
ussessments,
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F. No. 320/2/70-E.D.
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 28th January, 1970

-

From

The Under Secretary,
Central Board of Direct Taxes
Te

All Commissioners of Income-tax & Wealth tax.
Sir, )
SusJecTS—Public Accounts Committee—Meeting held in December/

January, 1970 on Audit Report, 1969—Pcra 75(a)—Incor-
rect exemption granted to Unit certificates—

The Public Accounts Committee in its recent meeting discussed
Para 75(a) of the Audit Report, 1969, wherein the Audit had
objected in two wealth-tax cases that the value of Unit Trust Certi-
ficates held by the assessees was wrongly granted exemption from
wealth-tax. The exemption in those two cases had been granted to
the Unit Trust Certificates by the Wealth-tax Officers, inspite of
Board’s instructions in F. No. 17/15/65-W.T. dated 2nd September,
1965 to the contrary. The Public Accounts Committee desired that
4 genera] review should be made in all Commissioner’s charges to
ensure that similar mistakes have not been committed in other
wealth-tax assessments. The Board therefore desire that the Com-
missioners should instruct the wealth-tax officers working in their
charges to conduct a general review on the point immediately and
to take action under Section 17 of the Wealth-tax Act, 1957 where-
ever called for. The result of the review and the action proposed
to he taken may be intimated to the Board by 15th March, 1970.

Yours faithfully,
Sd/-
Under Secretary, Central Board of Direct Taxes.
Recommendation

2.106 S. No. 91. The Committee note that the Wealth Tax Officer
who had detected the omission of the assessee to return the parti-
culars of a loan of Rs. 5,33,200 in the Wealth Tax return for the
assessmeint year 1965-66 did not reopen assessments for the earlier
years in which the same omission had taken place. The Committee
note that the Department had called for the explanation of Wealth
Tax Officer for his failure to do so. The Committee would like to be
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informed of the outcome of the examination of the matter by the
Department.
. '

2.107 S. No. 92. The Committee note that the assessments for the
assessment years 1960-61 to 1964-65 have since been reopened. But
the assessee has represented that the loan of Rs. 5,33,200 mentioned
in the Audit paragraph was fully covered by an overdraft and there
was, therefore, no escapement of wealth, The assessee’s represen-
tation is stated to be under the consideration of the Department.
The Committee would like to be informed of the outcome of the re-
assessment proceedings.

[Serial Nos. 91 to 92 and Paras 2.106 to 2.107 of Appendix to PA C's
117th Report, 969-70]

Action Taken

The Wealth Tax Officer’s explanation has been obtained. He
hus explained that in the assessment for the assessment year 1865-66
he included the loan to the Burma Industrial Company without
adjusting against it any overdraft, because the overdraft had been
extinguished before the relevant valuation date. He has further
explained that for the earlier assessment years the loan of
Rs. 5,33,200 would have been offset by a bank overdraft of a cor-
responding amount. This plea has been taken by the assessee as
well in connection with his assessments for the assessment years
1960-61 to 1965-66. On a preliminary scrutiny of the evidence, the
present Wealth Tax Officer feels that the assessee’s stand is correct
He has, however, asked the assessee to work out the position of
loan and bank overdraft from year to year for each of the assess-
ment years 1960-61 to 1968-69. The enquiry has been halted due
to heart attack recently suffered by the assessee after which he has
been medically advised to take complete rest for two months.

As soon as the Wealth Tax Officer’s enquiries are complete, a
further report will be sent to the Committee.

[Department of Revenue and Insurance D.O. No. 241(Genl.)/70-IT
(Audit) dated 8-12-1970]

New DeLHi; ERA SEZHIYAN,
April 1972 Chuirman,
Chaitra 1894 (S) Public Accounts Committee.



APPENDIX

Sl. No. Para No. of Ministry, Department ConclusiOnsiRe:onnnenda’ions
Report Concerned
1 2 3 4
I 1.4 —l.)e-partment of Revenue The Committee hope that the final replies in respect of those
& Insurance recommendations to which only interim replies have so far been
furnished, will be submitted to them expeditiously after gettmg
them vetted by Audit-
2 2.8 Min. of Finance (Deptt. The Committee hope that pilot studies to determine cost of col-
of Rev. & Insurance) Jection in respect of various income brackets vis a vis revenue re-
alised have been completed since they were stated to be nearing
completion on 28-12-1970. The Committee would like to know the
outcome of the pilot studies.
3 111 Department of Revenue  the Committee are surprised to note the Government’s view that

& Insurance

the increase in the number of cases of under-assessments detected
by audit do not suggest any deep-seated malaise in the Income-tax
Department because even the Finance Secretary in the course of
evidence had admitted that the increase in the number of cases
of under-assessment was a matter of grave concern. The statistical
percentages worked out by Government with reference to the total
number of disposals in a year is apt to mislead since the audit
checks are mainly in the nature of a test-checks are mainly in the
nature of a test-check and the mistakes pointed out are represen-

14



1.14

Deptt. of Rev. & Insurance

-do-

tative in character. A mere quantitative comparison of the total
number of cases disposed of to those commented on in audit will
hide rather than reveal the malady. They would therefore like
to suggest that Government should investigate the causes of at
least the repetitive mistakes pajnted out by Audit and take appro-
priate remedial measures besides ensuring prompt rectificatory
actions in individual cases. It is in this context that the Commit-
tee has been stressing the need to strengthen the internal checks
and internal audit of the Department so that the Department is

safeguard against errors which lead to under-assessments and loss

of revenue.

The Committee note the Government’s view that the object of
foiling assessees seeking to go un-assessed for years together could
be achieved by strengthening the Intelligence Wing of the Income-
Tax Department and that some suggestions in this regard have
already been made to the Direct Taxes Enquiry Committee. The
Committee would like to emphasise particularly in this connection

that the methods adopted by Intelligence Wing of the Department

should be improved.

As regards the recovery of taxes from assessees who go under-
ground till the period of limitation of 8 years is over, Government
have opined that for tracing them out administrative measures are
necessary rather than legal ones and they are awaiting the recom-

48
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-do-

-do-

-do-

~-do-

mendation of the Direct Taxes Enquiry Committee. The Com-
mittee would like to be apprised of the recommeéndations of the
Enquiry Committee in this regard and the action taken by Gov-
ernment thereon.

The Committee would like to know the results of the survey
promised to be undertaken by the Government in regard to all
metropolitan properties in accordance with a time bound programme.

The Committee note that certain modifications to the Wealth Tax
return form have been made to ensure better coordination in matters
connected with administration of income tax and wealth tax. The
Committee would, however, like to reiterate that the feasibility of
integrating the returns wherever necessary should be examined
specially in view of the fact that assessing authority is common for
both Income-tax and Wealth-tax.

As regards the arrears of assessment of Wealth-tax, the Com-

mittee would like to suggest that suitable target dule should be fixed
for the clearance.

The Committee note that as a result of the census of house pro-
perties, 5,477 new cases have been detected. It is, however, not
clear whether the number of new assessees is spread over all the
charges or limited to a few of them. The Committee trust that
the census of house properties in all the charges would be under-
taken and completed under a time-bound programme as recom-
mended earlier in this report.

LIt
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13

14

4

1.24

1.27

1.30

1133

1.36

Deptt. of Revenue
and Insurance

-do-

-do-

-do-

The Committee would like to know the steps taken to devise
adequate checks over the work of valuers to ensure that valuation
is correctly and fairly done as already suggested by the Committee.

The Committee would like to know the recommendations made
by the Wanchoo Committee appointed to go into the question of
tax evasion and action taken by Government in pursuance thereof
which the Committee hope would be taken expeditiously. The
Committee would also like to know the interim measures taken for
arresting tax evasions. On the basis of the Direct Taxes Inquiry
Committee’s Report.

The Committee would like Government to take suitable action
against the officials who failed to verify whether the essential con-
ditions of admissibility of development rebate laid down under the
law had been fulfilled. -

The Committee note that 83 cases under Section 23-A of Income-
tax Act, 1922 were pending as on 31st December, 1970 although
these were expected to be finalised by 30th September, 1970, the
revised target date fixed by Government. The Committee would
like to know from Government whether atleast these cases have
been finalised by now.

In regard to the facts of this particular case, it is disquiet-
ing to note that no investigation was at all made about the
sale of the property at the time of making the Estate Duty

811



15 1.37 ~do-

assessment. The question of investigaticn of the bonafides of the
afficers concernad is not so important as the fact that there has
bezn a loss of revenue to Government on account of administrative
failure. The Committee hope that appropriate action would be
taken against the officials comcerned.

1.37. The same observations apply to the Wealth tax assessments
al'o. The Committee are glad that the Government purpose to
issue instructions to prevent recurrcnee of such mistakes in re-
spect of Estate Duty, Wealth-tax and capital gans tax assessments.

According to the Government’s reply a rart of the tax lost by
adepting 2 valuation lower than what would have been tzken has
been practically recovered by leving higher capital ga'ns tax. But
according to Audit as against loss of revenue of Rs. 9,12,397 under
estate dutv, cxcess capital gain tax levied by the department is
only Rs. 29359 by adopting the value of the building on 1st
January. 1954 at Rs. 875,000 as per department~] valuation as aganst
Rs. 38.31.700 returned by the assessee. Further i- is 1sarnt that the
gsse oc hod gone in appeal against the comput~tcn of cap’ta’ gains
and had paid only part of tax on the capital gains. The Committee
would like to know the outcome.

In the light of the facts brought out by Aulit, the Committee
would like the Government to inve tigate th> matter further and
Intirnate the committee.

GMGIPND—1S-3158 LS—2572—1250.
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