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1, the Chairman of the Public Accounts Commitlee, as autnorised 
by the Comm:ttee, do present on their behalf this Seventy-Third 
Report (Fourth Lok Sabha) on Chapters IV & V of Audit Heport 
(Civil) on Revenue Receipts, 1968 relating to Direct Taxes. 

2. The Au&t Report (Civil) on Revenue Receipts, 1968 was laid 
on the Table of the House on the 10th May, 1968. The Corcmittee ex- 
amined the paragraphs relatlng to Direct Taxes at their sitting# 
held on the 20th an3 21st Janasry, 1359 (FN &AN). The Committee 
considered and finalised this Report a t  their si:ting held on the 18tb 
April, 1969 (AN). hlinutrs of these sittings of the Cnmmitt?e form 
i'iiri 11' of the Report. 

3. A statement sIiowing the summary of the main caiclusicns/ 
recommendations of the Committee is appecded to the Report. For 
facility of reference these have been printed in thick type in the 
body of the Report. 

4. The Comm:ttec placc on record their ;pp:eciation of the ass:!+ 
tame renderci to them in the examimtiox these accounts bj the 
Comptroller and Auditor General o! India. 

5. 'Ihe Committee would also 1:h t ~ ,  cxprcs; !he:r t h a n k  to the 
officer; of the Ministry of Finance icr the co-operation extended by 
t h ~ m  in p i n g  information to the Committee. 

N n v  D m ;  M. R. hl ASANI, 
A N 2  18. 1960. --  Chuinnon, 
Chaitra 28. 1-891 (s&) Publtc -I( r ollnts Co?n,nitMa 



.4RREARS OF ASSESSMENTS rlSD T.4X DEMANDS 

*Corporation TRX and Taxcs on Income other than Corporation Tax 

. --  
430 (All) LS--2. 



Government salary csses and non-Gmernment salary 
uses ~ ~ I O W  RE. 18,ooo . . 7,4035 9,60,219 

IL-C --- 
24331,536 27,019733 - -- 

[paragraph 39 of Audit Report (Civil) on Revenue Receipts, lw:. 
1.2. The following table shows the number of assessees on record 

as at the end of 1961-62 to 1966-67. 

'I'otal No. 
of 

3SSC SSCCS 

Out of the addition of 2,70,197 cases during the year 1M-67, 
2,11,984 relate to Government salary cases and non-Government 
salary cases below Rs. 18,000 and the balance 58,213 relates to other 
categories of cases. 

1.3. According to a statement furnished by the Ministry, the 
status-wise break-up of 27,03,097* assessees for the year 1966-67 is 
as under: -- - ---- -- --.-- - - -. - -- - - 

Tndiriduals . . 22 ?4,117 

Firms (A break-up into registered and unregistered firms 
is n t available) . 2,86,266 

Companies . . 26,787 

Hindu Undivided Families . . I , ~ o , x ~  

Others . 15,424 

1.4. According to another statement furnished by the Ministry, 
the break-up of amounts collected under (1) Taxes on Income (other 
- - -  ---- ___- - . - - - - - . .... - . 

Revised figure determined on verification. 



. . . . .  
th. ~ p k t i o n  Tax), and (ii) Corporation Tax during 1966-87 

" 

''i) R\. way of tax deducted at source . 
(b', Hy way of advance tax . 
c'. By way of tm collected hl. self-assessment 1 
id\ By way of tax paid on provisional assessment j 
ic) R ,  way of ta.. on regular demand . 

Amounts c lleacd 
durin 1966-67- 

under -- 
Taxes on Corpora- 
inc6the tion Tax 
(other 

than 
Carpora- 
tion Tax) 

''In crores of Rupees) - - .. . - - - 
80.36 27.86 

i S) Portion of (e) relatable t,, : 

(i) Ikmands made in earlier years 
(ii) Demands made in the current year . . . . . 

(iiij The percenage of recovery with refcrcnce 
to these figures . . . . . 

N. R.-Separate figures in respect of (c), (d! and break-up of figurn & 
(e) as indicated in (f) are not available. 

1.5. Referring to the following observations of the AdminisML- 
tive Reforms Commission Workfng Group made in paras 2.627 at 
their Report on the Central Direct Taxes Admin4stration, the Corb- 
mittee desired to know whether the Ministry had taken any s-8 
to cut out relatively unproductive work: 

"Of the 47.65 lakhs assessments (including arrears and cur- 
rent) for disposal about 36 lakhs comprise of business 
cases with incomes of Rs. 5,000 or less, all salary c q  
and cases with incomes other than from business or s h y .  
About 6.5 lakhs of assessments relate to business incomes 
between Rs. 5,000 and Rs. 10,000. Thus, out of a total of 
47.65 lakhs of assessments 42.34 lakhs are those which 
can be regarded as cases which are not important from 
revenue point of view and do not require much scrutiny." 



"For lack of statistical information, it is difficult to precisely 
estimate the extent of revenue involved in these 42.34 
lakhs of cases. but by projecting the figures reported in 
the All India Statement No. 5 published in the Income-tax 
Revenue Statistics for the year 1963-64 the amount of re- 
venue involved in these cases will not exceed 4 per ccnt of 
the total tas  assessed in a year. The total tax i~>scss~d  in 
the year 1966-67 was Rs. 517.23 crores. 4 per cent of thls is 
Rs. 20 crores. The average expenditure per assessment 
has been estimated by the Director of Inspertion, Income- 
tax (R.S. & P.) at around Rs. 46. At the rate of Rs. 46 
per assessment. the total expenditwe on 42.34 lakhs cesrs 
would come to Rs 19.50 crores. This would show that the 
revenue yield from these 42.34 lakhs cases is just about 
equal to the expenditure incurred in raising it. The ex- 
chequer thus gets no gain by the time and labour and 
expenditure incurred in scrutmising cases falling in these 
lower categories. The first reform which suggests itself 
to us, therefore. is that the attention now devoted to 
these cases must be diverted completely to thc remaining 
5 lakhs cases falling ~n categories I and 11." 

1.6. The Chairman. Central Board of Direct Taxes stated: "It 1s 
quite true from the way in which we were disposing of assessments 
previousl?. that we were spending a dispropcrtionatc arnounl of tinxi 
and labour on small cases. But with the concurrence of the Comp- 
troller and Auditor General, \:.r have introduced a small income-tax 
assessment scheme. We have made some further improvements 
streamlining the procedure. . . . . . . .This scheme had been in force 
earlier. but some concrete structural improvements were made in 
October. 196'7; further improvements were made. .in MayjJunc. 
1962. This s c h ~ m c  is working very :vc~ll now. At present, diirpo::;~! 
of small cases is much more rapid.. . . . .Based on the results we 
h a w  achieved. I propose to discuss it further with the Comptroller 
and Andiior General and consider extension of the schcmc." 

1.7. A s  txr thr salivnt i~i i tuies of the Smal! Incornc. Caws A c  r s +  
rncnt Scheme. in  a note fumishcad to the Committt~tr, the Mini. t 
h a x  stated as follows: 

"Under this scheme, incomes returned by the asscssees are a m ? .  
ted subject to a small test-check and with certain safe- 
guards. The scheme bpplied to cases with incomes of 
R . .  15,000 or less in Bombay and Calcutta and Rs. 10,080 
or less in other places. In the case of registered firms 
with 4 or more partners, the scheme applies to all cases 



with total income upto Rs. 20,000. The important feature 
of this scheme is that the assessees are put on trust. This 
:ummary method of assessment saves the time of the 
assessees and of the officers and the labour and expense 
involved in attending Income-tax Offices is eliminated." 

1.8. The Final Report on Rationalisation and Simplification of 
Tax Structure contains the following observations on the subject: 

" . . . . . .The drive for cmolling more and more people in the 
tax register has produced results \\.hi& are impressive 
only superficially. In terms of growth of revenue. even 
potentially, this rather represents a diffusion of adminis- 
trative effcrt. . . . . .Some Revenue officials have estimated 
that if work nn petty assessments is c u t  w t ,  t5e im!)rove- 
ment in the quality and speed with which the remaining 
work can be done-c.g.. by expeditious disposal of appeals, 
better investigation, etc., will lead to increase of tax col- 
lections by Rs. 100 crores for some years besides an im- 
mediate increase of about Rs. 300 crores merely b? finali- 
satlon of pending assessments. I am not in a position to 
comment on these figures-maybe they are n bit c?t:- 
mistic-but there is no doubt whatever that a very sub- 
stantial improvement can be expected. For both economy 
and on practical administrative grounds I would. there- 
fore. strongly recommend a substantial raising of thr 
esemptior~ !imit and would suggcst that the iimit he 
fixed at Rs. 7,500 for  individual.^ and Rs. i0.000 or 11.M0 
for Hindu Undivided Families. This would be justifiable 
merely on thc increase in prices ignoring all other C.T- 

siderations. Ry doing so. the number of tas  paycrz in 
the register will bc reduced by about I.; million (on the 
assumption that to the 700,000 in this class in 1363-64 would 
have been added one million out of the increase of 1.2 
million since then).  The "loss of revenue" as conven- 
tionally understood will only be of rhta  order oC Rs. 7 to 
8 crores. In 1963-64, the rt>vt.!lull f:.o;:l !his range :llr ';:\: 

payers bclvw Rs. 7.500 was only Rs. 5.82 crores. . . . . . . 
" 

1.9. The Committee desired to know the views of Government 011 
the recotnmcndation made in the abovementioned Report regarding 
the raising of the exemption-limit. The Chairman Central Eoard 
of Direct Tams  stated that in para 2.8 of their Report. the Working 
Group of thc Administrative Reforms Commission had come to the 
conclusion "that it \vould not be a wise or right step to raise t.3~ 
exemption limit.'' 



1.10. The representative of the Ministry of Finance stated:, "The 
approach can ody be considered in prospective ternis. We would go 
into the question of costing when we find that with the changes in 
the procedure how much the rate of disposal can be got 
expedited and how much of the cost of collection can he brought 
down. Obviously, there will not be much justification for continuing 
with the assessment of small incomes if one finds that the taxation 
of this group results in minus revenue. If the net proceeds are nil, 
there will be no justification. but efforts are being made to bring down 
the cost of collection." 

1.11. The Committee enquired whether it would not be worth- 
while to amend the law and make the assessment machinery automa- 
tic in the case of salaried classes-Government servants and em- 
ployees of limited companies. The Chairman, Central Board of 
Direct Taxes stated: "In fact even at present, taxes from their salaries 
are deducted at source. . . . . . . .There are about 4 lakh caws which 
are not dealt with by the Income-Tax Department at all. But such 
an employee may purchase some shares or some house and he may 
not account for it. We do want to get at him in such cases. Thi pre- 
sent provision gives enough scope for that." The Committee enquired 
whether the purpose could not be achieved if the assessees made a 
solemn declaration that he had no other source of income. Tht~ wit- 
ness stated! "We will consider it." 

1.12. The Committee then referred to the following recomi~lenda- 
tion of the Worlung Group of the Administrative Reforms Cornmis- 
sion made in para 2.49 of their Report: " .  . . . . All the cases wliich 
have been closed 'N.A.' (non-assessment cases) for the past three 
years should be removed from the Register unless therc is any in-  
formation on record that they are likely to have taxable reveliue or 
unless there are any proceedings pending in respect of thesis cas~s." 
The Committee desired to know whether any action had becn taken 
purwant to the above recommendation. The Chairman. Central 
Board of Direct Taxes stated: "I issued instructions in July that 
the Officers should look into the files and all cascs whirti had rc- 
mained N.A. for three years should be weeded out, If any of them 
is proposed to be retained, they should take the permissioli of the 
Inspecting Assistant Commissioners. As a result of this. wc haw 
weeded out 75,294 cases." 

1.13. Referring to the figures of cost of collection of tax from 
small incomes mentioned in para 2.7 of the Report of the Working 
Group, the witness stated: " . . .According to those figures the 
total expenditure on small income-tax cases comes to Rs. 19.50 
crores. . . . . . May I submit that the total expenditure on all income- 
tax cases was only Rs. 10.68 crores; there is something wrong there 



. . . . . . Obviously, the cost of dealing with small income cases will 
'be much less. . . . . . " 

1.14. The Committee desired to know the yield irom, and the 
cost of collection of, taxes on small incomes for the three years end- 
ing 31st March 1968. In a note furnished to the Committee, the 
'Ministry have stated : 

"The cost of collection relating to the small income cases and 
the tax yield the reform have been estimated by the 
Working Group of the Administrative Reforms Commis- 
sion. The Ministry feels that the basis of their estimates 
will have to be substantially modified for arriving at more 
realistic estimates. The following variations are sug- 
gested : 

" ( I )  Instead of adopting a dead average for different cate- 
gories of assessments, the principle of weighted average 
may be followed. This will mean that one category I 
case will be taken to equal 20 category V cases. a cde- 
gory I1 case will count as 5 category V cases. and so on. 

" ( 2 )  In estimating tho tnx from caces falling in categories 
111, IV and V, the Working Group has assumed that the 
total income in all such cases would be below 
Rs. 10,000. This is incorrect because the following 
types of income exceeding Rs. 10.000 would also come 
under this category: 

(a) Business cases with income between Rs. 10,000 and 
R';. 15.000. 

(b) Salary and property cases with income of Rs. 10,000 
and above without any limit. 

"The error will be substantially corrected if the yield from the 
categories 111, IV and V cases is estimated at the rate of 8 per cent 
instead of 4 per cent of the demand made per year as done by the 
Working Group. 

" f i r  making adj.ustments as suggested above, the Ministrv 
estimates the cost of collection relating to categories 111, N and V 



cases and thc yicld thcrefroln to be as follows: 

(In crorrs of rupees) 

1.15. Analysing the causes for the mistakr.;, made 11). the Inc-)me- 
tas  Officers. the Public Accounts Comnlittce (1964-6.51. i n  para 3 of 
their 28th Repor: (Third Lnk Sabha) nbserv~~d ;ts foi:o\r.-: 

1.16. Tiic Cornmit:w desirtd to know the avcragi. work!oarl of an 
Income-! .?. Oficcr. In  a note furnished t.1 thc  Cnm~:~ittc.c., the 
Minic:r:: have stated as follows: 

"'The avcrsge worklod of an  Income-tax Ofliwr durli~:: the 
Enanria' years 1965-66 to 1967-68 is shown brln:?. 



"On the hasis of the performance till 31st January 1969 and 
the usual accelerated rate of disposal during Ihc last two 
months of the financial year one may estimate the aggre- 
gate disposals during the year 1M8-69 to he as follows: 

":Is on 31st October 1968 therr were 1950 Int.omc-tax Oficerc 
on actual assessment duty. 'Tahng thls to rcpresent the 
avtaragr for thc whole year 1968-69, tnc tikspoiai pe Tn- 
come-tas Officer for this year wouid work c l r 7 '  to 1691 " 

1.17. Thr Working (iroup of thc. Administrat~vc Rcitxms C<)r?-:.?;;- 
sion which cons.dcred the ilnplications of the increase in the Run?- 
bcr of assessments on tht. ivorkload o f  Income-tas O ~ T i c c j  made the 
folloiving observations : 



"To recruit 1,500 oacers, give them adequate training and post 
them to regular chgrges cannot be done in me course 
of one or two years. Even providing for an annual i n t ~ k e  
of 100 ofacers i t  will take 15 years to have a further corn- 
plement of 1,500 officers and by that time the number of 
assessments would far outstrip the number of assessing 
officers, bringing the problem back where it was. It will 
also involve the problems of additional accommodation 
and staff. Therefore, the better course would be to ra- 
tionalise the procedures relating to completion of a?sess- 
ments and fix proper priorities in regard to: 

(a) disposal of existing and arrear cases; and 

(b) the extent of scrutiny to be exercised before accept- 
ing the returns of incomr for the various catrgorira.q 
of assessees." 

1.18. The Working Group also called attention to the necessity for 
divesting Income-tas M c e r s  of certain functions now performed hy 
them. In this connection they obsemed as follows: 

"A gwd deal of time of the Inconwtax Offict,: is now t a l m ~  
lip in attending to daties ( i f  a varied naturt. which (.o\i' 1 
be profitably performed by an Inspector or a Supervisor. 
He has to send a numhrr of mnnthly/quarterlv/haIf-yttar- 
ly/annual returns to the higher authorit'w and ;I host of 
other statements arising from Parliamentary Q~cc>t:cc-. 
Audit queries and other Committees and Commissims. 
He has also to maintain w r y  many register:; which tic is 
expected to : cruti~~ist.  perscnally . . . . . Apart frcm thiq. 

the responsibility o f  sending thc other reports and maill- 
tilling the registers should be that of the Administrativf 
Income-tax Officer in functional Circles and il? rm-funis- 
tional Circles of the Inspector attached to t h v  Inconw-tax 
Officer. Where there is no Inspector, tht* Supenisor5 
should he in charge of this work. Thrse official.: should 
sign these statements and they should he r c y m ~ s i b l ~ ~  !'.I:' 

the accuracy of thc figures stated therein." 

1.19. The Committee observe that the number of ammias on 
record increased born 12,00367 as on 31-3-1962 to 27.08.733 on 
313.961. This sharp increase in the number of withoat a 
corresponding increase in the man-power rcsoureer of the L n C 0 ~ -  
tax Department has resulted in substantial accumulatZon of a@ssm 
ments, apart from "perfunctory assessments leading lo  endless l itb 
mtions. Audit criticisms and hitat ion to m." 



1-20. As pointed oat by #e plr ing  ClQtlp of tbt Adminttn- 
t h e  Ibforms C h i o n ,  it is "n6ther possible nor d@ra&P to 
4rtLk the problun of mounting assessments just by augmenting the 
strength of asmuiqg ofIicers and ministerial staff. A better &me 
would be "to ratio& the procedures relating to campbtron of 
assessments and fix proper priorities in regard to the msposal of 
misting and arrears cases and the extent of scrutiny to be exer- 
cised before accepting the retums of income for the various eate- 
gories of assessem." The Small Income Cases Assessment Scheme 
introduced by Government is from this point of view a step in the 
right direction. The Committee would like Government closely to 
watch the working of the Scheme, with a view to considering to 
what extent its scope could be extended, consistently with the need 
to stop tax evasion. 

1.21. The Committee would like to commend the fallowing other 
6uggestions to Government to tackle the problem of mounting 
awessmen ts: 

( i )  There would not be "much justification". as conceded by 
the representative of the Ministry of Finance, "for con- 
tinuing with the assessment of small incomes if one finds 
that the taxation of this group results in minus revenue." 
Government should therefore arrange for reliable data 
being collected about the cost of collection in respect of 
various inconw brackets vis-a-\.is revenue realised. This 
would help to dctem~ine which of the present categories 
of tax-payerg should continue to be borne on the tax re- 
gister and how assessment procedures should be simp&- 
fied, if the taxation of these categories is not to become 
a drag on Government revenues 

(ii) To enable assessing officers to devote their time effectively 
to assessment work, Government may exambe how far 
they can be divested of routine jobs. by a l temtfve 
arrangements on the lines suggested by the Study Group 
of the Administrative Reforms Commission. 

(iii) t'll cases which have been closed 'N.A.' (non-assessment 
cases) for the past thret: yecm may be struck off the tax 
register ''unless thew is information on racord that they 
are likely to have taxable revenue or ~111ess thew are m y  
proceedings pending in respect of these cases." 



Arrears of assessments 
Awdit ParagrnpI~ 

1.22. As on 31st March. 1967. 23.48 Inkhs cases were outstanding 
with Income-tas Officers pending assessment. The approsimate 
tax involved in these cases is stated by the Ministry to be about 
Rs. 90 crores. The position of pendency of assessments for the last 
three years is indicated below:- - - -.- -- ~ . ... . - ~ . . -- 

As on As on As on 
Sear 31-3-196 31-3-1966 31-3- !( ( -  -- ----.-- -- . - 

1962-63 and earlier years . . 2.54.828 1,41,780 32.346 
1963-64 . . 3.86456 2.rS,50? 1.00,7Z5 
1964-65 . . I 6.01.1rn 3,r&o3; 
1965-66 . . . I ~ S .  146 6.38.623 
1966-67 . . . . . 12,01,752 

TOTAL . . 17.L+.515 21,6~,52y 23.47.j 13 
. - - - 

Category-wise break-up of the cases that arc pending is as fnllona :- 
- - - .- - .- . - -. -. - . . . ~. 

.Is n ;!\ (11: 

31-3-rg6h 31-7-196- -- -- 
,.\ Business cases having i!;come over Ks. 25,000 I .x. I S i  I 41 2 7 ;  

lii) Business cases having inccrmc civcr KF. 
15,ooo hut not ex&g Ks. 25,000 1,14435 1,3f?,49S .. . . 

,I:I', Busincss cases having Income over 
Ks. 7,500 hu1 not e s c c e h g  l is .  15,cco - 1.99.353 3..;5.R66 

i ,  1 I case\ exirpt t llcac ment i o n d  
in Category (vj and rcfund cases - rz.?y,GSS I j t j S & l  

:v) Smail income scllcmc m c s ,  Ci~)vemmelt 
salary cases an.\ non-Gowrnment salary 
@SeS bc 0\\ < ,033 ' , 3 . ~ j . 6 ~ ~  

21 .(ig,529 23.4".5 13 - .~.~ .. . . . . . - 
The number of assessments completed ou: of the arrear asstbss- 

ments and out of current a";scssmcnts during Ihc  past f:'r> yc:!r.: ;irc7 

given below:- 
-- . -. - .. . -. . -~ . .. - - - . . .. . . . .. . - 
Financial ?;umber Numht r of assessments completed Numlri 

year ot' --- - of 
a~esss- Out of Out of 'Total I'crcmtaigc a w s s -  
mmts currr'nt ,I rrcus mLu~r. 

for ;xnSinc 
disposal at I tnc 

enti of t l ~ c  
- .. - . . - . -. . ---. .-- .- ---. .- .- - - . . . . . .- . - - - -. ---. . v:X' . . 

I 2 3 4 5 6 " 
I - ---.. - .--- ,, . - -  . -  

196243 ' 22,189376 7,96,815 5,12,902 ; I 3,09,717 59 .A 9,&659 
1*3a4 ' 27@9,Io7 5~2,670 5,60:031 r 482,701 54.7 1246,406 

.- - .- .- . -. 



rThc I cricntap !n column 6 rcprescnts c;nc ctisposetl of t v  tot:.l numher 
of ,:.wsrnrnt s fir c!lspor;al:. 

Tr! terms of pcrccntnpc ;LX! in i~hstrlutc tcrms, t h ~  m e x s  h a w  p)nc up. 
[Pan graph No. 58:;1'(. Auklit Report (Civil) I n Re\.cnuc Receipt ) 

1.23 I'hc following table shows the number of pending asses-  
merits. I :~grther  with the approximate amount of tax locked up  as at 
the end uf the years 1963-64. 1964-65, 1965-66 and 1966-67: 

SLI. .\mc,unt 
asse\~mcnts I t ~ k d  up 
renciinp I 'n cro~es 
(in Irkhsl c>f rupees; 

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

Thtb postion of pendency for the years 1964-65. 1965-66 and 
1966-67 In c ~ s c  of persons wih incomes abuve Rs. 25,000 was as lol- 
10\vs.--- 

1.24. Thtl following table shows the status-wise pendency as at 
?he end of March, 1966 and March. 1967:- 



1.25. In a note furnished to the Committee Appendix I, tha 
Ministry have stated:- 

"Audit Para I18 htis correctly drawn attention to iiicrcaw in 
arrears of a#ksments. However, on 31.3.1968 aT& ' *  .E were brought down to 23.30 lakhs-a reduction of 18, 
as compared with end of preceding year. In addition, 
as there were 23 lakhs of assessees (other than 4 lakhs of 
salary assessees), we had to do 23 lakhs new assevsments 
this year. This problem has been engaging the contlnual 
attention of the Board who have discussed it with the 
Commissioners. As a result, various administrative and 
technical measures, including strengthening of staff werc 
taken. Target has been fixed to complete 800,000 more 
assessments this year. This target will not only be rea- 
ched but improved. Upto the end of December, 1968 thc 
Department has done 578,000 more assessments (21 .a? 
lakhs against 15.54 lakhs last year.) At this rate, w r  
should exceed the figure of 800,000 targeted. 

'I'lough a high percentage of the cases disposed of represec' 
cases in the 'small income' group, the procedures f o r  
which were streamlined, there has been an Increase. 
ranging from 35 to 40 per cent in the disposd of hig+er 
category cases. For instance, in cases falling under caL 
gory I (business incomes above Rs. 25,000), 116,941 *ss 
ments were disposed of till December, 1968, as compa.ked 
with 87,140-an increase of 34 per cent." 

1%. The Committee desired to know whether any special steps 
were proposed to be taken to liquidate high income cases on a prio- 
rity basis. In a note furnished to the Committee, the Ministry hatv 
stated as follous: 

"The following steps have been taken for liquidating high 
fncome cases more promptly then in the post: 

(a )  The time-limit for completion of assnsments has been 
reduced from 4 years to 2 years by stages. From the 
assessment year 1970-71 onwards, the time-limit wrll be 
two years only. 

Ib) The cases of companies and higher category of bui~lnes.~ 
cases are being increasingly centralbed under experi- 
enced Income-tax Ofiicers. Since the jurisdiction of 
Income-tax Omcers is generally territorial, a total W P -  
Bation of such cases may not be posible. 



(e) h r  skuring prop& and ptompt atlention to complicated 
&is with wide raniiflcations in more than one Corn- 
rniidoner's charge, the Central char& at hmbay,  Cal- 
cutta, Delhi and Madras have been tecently provided 
with 40 additional Income-tax m c e r s  under 4 new 
1.A.Cs." 

1.27. Referring to the reduction of the period of limitation im 
four to two years, the Committee pointed out that the assessing WE- 
cers could make assessments under section 144 of the Income-lau 
Act, and subsequently, re-open the assessments, thereby circumvent- 
ing the object underlying the reduction of the period of limitati~ii. 
The Finance Secretary stated: "Government will see that this iort 
of circumvention does not happen." Asked whether Governnicnt 
would issue instruction4 in this regard. the Chairman. Cnntral Hoard 
of Direct Taxes stated: "We are already watching i t .  We have 
issued instructions drawing attention to the new p;o:.i,;::a i!l.+: the 
assessments for 1W-69 should be completed within :her? years 2r.d 
those for later years within two years." 

1.28. The Committee note that the Administrative Reforms C m -  
mission Working Group have exhaustively dealt with the problem 2: 
arrears of assessments in their Report on Central Direct Taxes Ad- 
ministration. The following an some of the remedial measure4 W- 
gcsted by the Working Group: 

(a)  "Assessments are delayed by frequent adjournments ana 
more cases are adjourned by the Income-tax Otficers than 
got adjourned by the assessees. In order to avoid adjourn- 
ments, the Income-tax Officer should pre-study the cases 
and prepare a weekly or fortnightly list of cases for h w -  
ing and then only have notices for hearing issued." 

(h)  "As assessees flnd it advantageous to delay returns till 
~eptember  of every year or w e n  to delay thereafter on 
payment of interest. which is less than the market rate 
of interest, the Law may be amended to provide that in 
all cases, other than companies, returns should be received 
by the SMh of June and in cases of Comprahr by the 30th 
of September. Interest should run from the expiry of 
these dates and should carry 12 per cent rate. 

Reduction or waiver of interest should be only for reasons 
recorded in writing." 

(c) ''The time limit for making a s s m e n t s  should be reduced 
from 4 to 3 wars pntscntiy and 2 years ultimately." 



(d) "In the rases of existing assessees who fail to file their re- 
turns voluntarily. es parte assessment should bc made 
permi-sible without issuing any further notice, by olnrnd- 
ing Sertinn 144." 

(e) "Assessment under Stlction 1.13 ( I ) ,  accepting tlw return 
after making addition> for routine inadmissible expenses 
shodd !w nladl. permissible without isstling a notice unclrr 
secticln 143(2). hy amendinq section 143(1)." 

( f )  "A tiiuc limit for n u k i n g  ~w.wessments ~undrr section 
I46 and under Sect!ons 250, 254. 260. 262. 263 or 264 Fur- 
sumt to appellate cl~rrc'tions should h r  prcscs~bed." 

( g )  "The ;)rocedure of making p:'o\'isiona! assessmrnts which 
is time-consuming an:! ul?nchcc.ss:1ry should bc given up 
and section 141 shoulil be delctcvl. Section 1MA rrquwing 
payment of t a s  on self nssc.ssmtlnt should be mittit. appli- 
cable to all assessecs." 



Chat the Working Group of the Administrative Bcforme Commiukm 
have made a number of useful suggestions for bringing down the 
number of pending assessments. The Committee would like par- 
ticularly to draw attention to the following suggestions: 

(i) Fixing of time-limits for assessments which have been rc- 
opened, for posting cases for hearing and for the issue of 
assessment orders. 

( i i )  Dispe~~sing with pmvisional assessments. 

The Committx* wnl~ld like tn be apprised of the action taken hg 
Government pursuant to thc foregoing suggestions. 

Pendency of Supcr Profits Tax and Sur Tax l\s~essments* 

:! t Paragraph 

130. The position regarding d~sposal of Super Profits Tax assess- 
mcnts and Sur Tax assessments during 1966-67 and the assessments 
pcnciing as on 31st March. 1967 are as follows: 

-- . - . . - 
S\;~.rn!.::. tjf 21w\ for ,li\p r \ . d  .!u:.ing 1966-6- 2 .  

2 .  Numl>;s i ~ f  i.,t\c\ lisp.w.1 ,ti ;.r;,vis:~nally . 
3 .  Number of CAL.~ disp:~wii r . 1  iinnll!. 
-4.  Am lunt rd d,m n ! r~tc:.! ,In ;wl \ .~ \ l ,u~d  

; i w s s m n t s  . 
> Arnwnt  of c;.cri i~u~.~ <'t~!I..<i~s! $72 : y , ~ v i s ~ ~ ~ n d  

.I% cc.a,mcnl G - 
$1. :\mt~unr of ,!.,msn ! r.~i,c.! tm :.\rial ,r\sc>s- 

mm!( 
-. Am R L ~ I  &I!' c!cm rnd i3dlstc:, r b '  find ~sscsx- 

mcnts 
\ .  Numhcr 111' z r w x  !kn!inc i ls  cvl ?Is1 .\\iw&, 

196: . 

1.31 In a statement furnwhed to t he  Committee, the Ministry have 
~ndicated the following position regarding diJpaspl of Super P:oflts 

~. -- - - - - -  -- --- - ------- 
*Ftgur:r arc ar furnlshrd t y ~ h e  M~ntsty! 



Tax assessments and Sur-tax assessments during 1967-68: 

Super Sur-tax 
Profit 
Tax 

I. No. of. cases for disposal during 1967-68 . 1,087 4,374 

2. Xo. of cases &posed of provisionally 4 387 
3. So.  of cases disposed of finally . 571 936 

(including 
689 pending) 

Rs. Rs. 
lakhs Cj.om 

4. Amount of demand raised on provisional 
assessments . ,, 23.81 .. 12 1 1  

5 .  .-om of cianand collected on provisional 
assessments . .. 1.56 .. 1 1  23 

6. rlmount of demand raised on final assessments . , . 5 . 5 8  . , : - 62 

7. .hmt of demandcolicctcd on final assessments . . 2 . 5  I . . 34 

8. No. of cases pending as on 31-3-1968 5 16 3843% 
.including 
2,330 pending 

1.32. The Committee desired to know the reasons fur dclag in Ih:. 
disposal of Super Profits Tax and Sur-Tax assessments and the reme- 
dial measures taken or proposed to be taken in the matter. 'In a 
note furnished to the Committee, the Ministry have stated as f o l l o ~ ~ s :  

''The main reason for the pendency uf Super Profits Tax anci 
Sur-Tax assessments is that these cases are linkell up wit:>. 
the b p o s a l  of the relevant Income-tax asressmenis 
Without first ascertaining the total income of an asscsstte 
company, tts 'chargeable profits' cannot be determined 
Another reason is the camplexity of the calcul~tiors  in-  
volved." 

"A clearance drive for the dsposal of awtlsments, CUW'~'~? 
cases of all categories was started in August, 1968. ha- 
already yielded g& results. The number of ~at@Pr! '  
T cases dispolscd of during the yenr (upto 31.1.1969) iq mnrr 
than 40 per cent of whet it was in the year precedW The 



rate of disposal of category I assessmznts is certain to be 
steepened with the reduction of the statutory time-limit 
for compktion of Income-tax assessments to only 2 years 
from the assessment year 1969-70 onwards. These I:IC;L- 

sures will remove the initial difficulty about takinv un 
Super Profits Tax and Sur-tax a-sessments." 

"The other cause for pendency will be soug!it to be rernovea 
by transferring the Super Profits Tax and Sur-tax assess- 
ments to the senior-most Income-tax Officers in the Com- 
panies Circles." 

1.33. Analysing the reasons for the pendency of Super Profits 
Tax cases, the Chairman, Central Board of Direct Taxes s!n?ed that 
several cases had been kept pending at the instances of the assessees. 
He, however, could not indicatt. :he exact number of such cases. '3- 
Committee t!nquired whether the Bcard were in a position tc a ~ . ~ u n !  
that barring the cases which had been kcpr pending for compelling 
reasons, all other cases v:ould be completed during the course of the 
next twelve months. The witness sta!ed: 'We can give that assur 
ance." 

1.34. The Committee note that 516 Super Yrofi& Tax and 3,438 
Sur-tax n w s m e n t s  were pending as on 31st March, 1968 The dis- 
posal of thew cases is obviously linked with the disposal of the PI+ 
vant income-tax assessments and the Committee would l ike concert- 
ed steps to be taken for their clearance. The Committee note that 
the Board expects all the pending Super-Profits Tax and Sur-tax 
assessments to be cleared within the next twelve months, except for 
those which have to be kept pt,lcliug for compelling rcarons. They 
~ o u l d  like to watch tire position in this regard. 

135. From the information iurnishcd by the Department, the 
Committee note thnt of demands aggregating Rs. 13.2 crares r a i d  
h 1,507 super-profits tax and sur-tax cases finalised in 1967-68, a sum 
of Rq. 5.35 ccrores m a i n s  to be rcaliscd. The Conunittee would like 
to be informed of the progress made in the rcalisation of the bnlrncc 
due. 



of those pending on 31st March, 1967 under the Excess Profits Tax 
Act. 1940 and Business Profits Tax Act. 1947 are shown below:- 

. ------- - . - . - . . - - - .- -- - . - _  

Excess Business 
Profits Profits 
Tax Tax 

. . - -. .- 
'Total num;.,: of cases pending tor disposal 
by way of final assessments on 1st .4pril. 
19'56 . 1 1 1  30 

'I'ntal number of wses out ot ( 1 1  in \\.hiill 
provisional ascessments have been made I c 1 

Number ot cases in which re-asscssrnent pro- 
ceedings i t  any, started during the vear 1966-67 
Execs) Profits Tax Act, 1949. ix . .  numher 
ot mes  added during the year'!; Sil Nil 
'rota1 numbs out of ' ' I  1 and (3) disposcJ of 
during thc year I I . . 
Total number pending ason 31 st March. 1967 ~cn 

[Paragraph St). 58(c) Audit Report ~'(:iuil' on He\ cnue Ke~eipts. 1968 ] 

1.37. 7i-w p s i t i o n  of pendency of Esccbs.s Profits ?'as 'Husiness 
Profits Tax cases as on 31st March. 1965 31s: %larch. 1% and 31st 
March. 1967 :I compared bt+w: 

The number of cases d!.:prised of d u r ~ n g  thr- last t h r w  ya:s  was 
:i. !allows. 



1.38. In a statement furnished to the Committee, the Ministry 
have indicated the following position of pendency as on 31st July, 
1968: 

I .  'Total numbcr ol cases pending for disposal 
by way of final asscssmcnts on 1-4-1967 . I "A . s 

2. 'I'otal numbcr of cases out of ( I )  in which pro- 
visional assesrnents have been made . . 

3. No. of GLWS in which re-assessment prtxecciings, 
if  any, staneddurinpthc priod 1-4-6-t(~!r---(ih 
(Excess Profits Tax Act, ryqo, r.e., 
number rrt ca.w\ added dunng the p r d  . . . . . 

4 I'utal numhcr out nf I r )  and (31 &posed (11 

during thc pcr~cd from I -4- I *; to 3 I -7- I Mh 4 4 10 

i 1'ht. iim uil? of '1':is (;?:pi- sirnalc; in*;ol~r J Ks. Ks. 
1 i 1 i  . Iakhs 26: 6c iakhs - cc, 

. - .. . + 

I.:?!) T h v  Cornnutttv tit*sirwl to know :ht reasons for delay in 
the dis!) +nl of Excrbss Profits Tax/Bu~iness Pro9ts Tax case.; and 
thr mcnsurth:; tnkcn or proprsrd to bc taken to expedite the disposal 
of thcw ca5cs. In :I rmtc !t~:.ni:;hcu! to t hc  Committee, t h ~  Minis tn  
ha\.t. as f~il 'oivs.  

Pr )fits Tax iind Business Profits Tas assessments are 

Excess Business 
Profits Profits 
Tax Tax 

.-\sex?- .*- 
m a w  m a t ~  



1.40. As to the measures taken to expedite the disposal of pend- 
ing assessments, the Ministry have stated: ''The Member in  charge 
of Excess Profits Tax and Business Profits Tax matters addressed on 
13th November. 1968 four Commissioners of Income-tax, in whose 
charge the Excess Profits Tas and Businesq Profits Tax as.sessments 
were pending, asking them to  take all necessary steps for having 
the cases finaliscd by 1st February. 1969. As t,) whether all the 
cases have been disposed of by the target date is not yet known." 

1.41. \W!C the Cornmittcc recognisc thnt some pmpcss has been 
lnade in the denrance of pending Exces~ Profits* and Rusbess Pro- 
fits Tax cases, they would like the Department to take steps to ensure 
that thv rem:Gnine 71 cases are speedily cleared. According to the 
t r v d  # i - . - r ! .  t h e w  c.:i tss were to hare been cleared by 1st February. 
1 I '  ': C':mmitrep wouId like to knaw whether this has been 
done. 

Arrears of awessnwnt of Wealt h-tax 

:.42. AS GII Rist March. 1967. Wealth-!ax assessments arc pcndinq 
i : ~  ii9.282 case: 3nd approximate amount of tax involvcd in these as- 
secsmnts is re:;iortcd to be Rs. 252.77 hkh:. T11c yearwise break. 
up of the outstanding is given below:- 

KO. of Approx. 
a.se~srnents amount of 

pending as tax involved 
on 3rst (figures in 

.Liarch. thousands 
l(r67. Of IW~CCS': 

1.43. The Cormi t l ec  desired to know thc. Imsons f ,r 'almost stag- 
' .a t '  i.:txeed; u n d v  the HTr,lrlth Tax The Chairman, Central B O ~  



of Direct Taxes stated: "We have ourselves been studying this mat- 
ter and I have been in correspondence with the more important Com- 
missioners in the bigger cities on the subject. . . . . . Taking the Urban 
Wealth Tax, because of problems of valuation, lack of civic consci- 
ousness and other factors, assessments have not been completed. We 
are now devoting more attention to i t . .  . .With the recent changes in 
the law providing for more deterrent penalties, we find that a much 
larger number of Wealth Tax returns is coming in. Also the assessees 
are going to authorised valuer and availing of their services which 
we hope wiil have a hcaithv effect. Also we are gearing up simul- 
taneously our nssessmcnts and collection machinery.. . .(But), we 
can do only one thing at a timc. First. I am seeing that the Income- 
tax assessments are disposed of and then we wiIl be attending to 
collection and disposal of wealth tax casts. Our efforts this year 
are to bring down the number of cases pending to a minimum level- 
at b ~ s t  two-thirds of what it is in the beginning of the year." 

1.44. The Committee desired to know the final figures of Weaith 
Tax assessments, pending as on Blst March, 1967. They also en- 
quired whether any special measures were taken or proposed to be 
taken by the Income-tas Department for the expeditious clearance 
<)f srrcars of assessments In their reply. the Ministry have stated: 

"Thc figures g:ven i n  para %(dl of the Audit Report, 1968 
were provisional figures. The correct figures of Wealth 
Tax sssessments, pending as on 31st March. 1967. are fur- 
nished below.- 

- --- - --. 

Year 

-- 

So.  
&sStS5- 
mats  

p tnh l !  
as on 

31 -3-1967 
- .. 

4.261 
3455 
%31c 

18,573 

399836 



"It will be seen that as  on 31st March, 1967, there were 74,232 
assessments pending, which comes to about 9 months' 
workload. The Board have been issuing instructions from 
time to time for expeditious disposal of arrear assessments. 
The latest instructions were issued on 20th August, 1968. 
It  is expected that by 31st March, 1%9, the arrears of 
Wealth Tax Assessments would be brought down by at 
least 50 per cent as compared to the pcndcnc? as on 31s t  
March. 1968." 

1.45. The Committee enquired i rhc thcr  thew was a ha: o t  !i : .11- 

tation fnr rnr?r?c!: Jn n f  Wealth Tns a.:wssmcnls. T;: . ..:.it,:(.!.,.; :.i.p- 

plied in the negative. The Committee desired to know the views 
of Government regarding laying down of n statutory tine-li11:ir f(t:. 

completion of Wealth Tns assessment.:. I n  thci:. rcbply, the Minis- 
try h a w  s!ii!e:i: 

"The Bm:-c? arc not i~ favour of p;'cwribing a n y  tsmcb-iinilt 

for completing the Wealth TRX asw:sments. Thc ~ss:lc. 
was discussed in the Cornmissioncrs' Confcrcnce held in 
July. 1968 wherein it was decidcd that t ho  Comrnissioncrs 
should ensure the completion of Wealth Tax  asscssmr~nts 
c~rdixri ly ;:;ithin twc! yenrs from t h o  cnd of !hc> rca!cavnnt 
assescmcnt year." 

1 .%. Dul-i!. r c.\.idp:~,.c. tht.  Clr:,il-n~ar~. Cvntral  l 3 o a d  of i ).: N! 
Taxes stated: "I thmk for instructions ~ v i i l  be more uwful J : ,  Crg!lt- 

pleting the assessmrnts, . . . . .Now tha t  we lire bringing the Incumt?- 
tax assessments within the two year limit, t he  Wealth Tax 
rnents are alsn brrupht in automatically." 



that the administration of the tax needs improvement. 
The establishment of a Valuation Department which I 
have already recommended in another connection will be 
very useful for this purpose. There is also more room 
for usin!! the ~:.calth tax for improving th quality of ad- 
ministration of income tax. Much could be gained if the 
wealth tax and the income tax return:; are meaningfully 
h a l t  with together. This is not usualiy do:.; ., although 
c..L7en today the same o f i c c ~  deal.; with bath types of cases." 

1.18. ' l 'h t !  Workiny: Grcup set up by the Administrativc! Reforms 
Commiss~on haye  in their Heport on thc (.'c.vtr;i! L1irec.t Taxes .M- 
ministration. u!)sc:.vi.;i iih f o ; h ~ . s :  



of the previous year, comprising ali the moveable and 
immoveable property, together with particulars of all 
gifts made during that year, whether they are taxable 
gifts or not." 

1.49. The Committee desired to know the views of Government 
on the above recommendation of the Administrative Reforms Com- 
mission Working Group. The Chairman, Central Board of Direct 
Taxes stated: "This point has been considered. In fact, we thought 
of having one consolidated return for income-tax, wealth tax, ex- 
penditure t a x  etc. But then we have to remember that the wealth 
T E S ,  expenditure tax. gift tax, etc. are paid by only a small number 
a: assessees In  fact some of them may be having only small in- 
comes and rice-z'ersa. One may be havlng property worth Rs. 2 
lakhs In the countryside whlch may not give any return. There 
arc some ladies in that category. To burden them with the submis 
sion of both I~wome-tax and Wealth Tax returns, when they are 
not subjected to both the taxes, will be an unnecessary harctsl?ip" 
He also stated that "the more enlightened of the assessees and their 
auditors p e t e r  to have all the forms together. Further. "as the 
Income-Tas Officer iq  also the Wealth Tax Officer, he makes i t  a 
point in such cases to esamine both the returns at  thc same t i n i t ' .  
?hey are sent also to thc asseFser practically on thc same date." 

1.50. The Committee find the position in regard to pending Wealth 
Tax assessments rather unsatisfactory as, at the end of March, L967. 
74,232 cases involving Rs. 5.26 crores were pending, over a fifth of 
tbese for more than two years. The Committee feel that concert- 
ed action for the clearance of these cases is called for. There is also 
need to link thew cases with the correspondinR income-tax assess- 
ments so that '.the quality of administration of income-tax" c o ~ l d  
be improved and it could be ensured that tax evasion is curbed. The 
Committee would. in this connection, like Government to examine 
the suggestion made by the Working Group of the ~dministmtivc 
Reforms Commission for an integrated return. 

lncome from Property 

i 5' Tile Cumrn~t:c~c cic+srt*d to know as to how thc ~ e ~ a r t ~ n p n t  
f nsureci fha: incomr. ~ T ~ I : ; ?  property were duly assecsr,d. The C h l r  
man, Ccntral Bonrtl o f  l j~rec t  Taxes statcd; "Our inspectors Ro 
?hrough the rwn~cipal records and as soon as a new building come' 

1, they 3ssr.s tht. rw!nl value in their registers; they also info 
!he source of funds, oct of which the property has been constmctcd. 

l o p  if any incnrne has mcaped tax. The income from provrtv I' 



,not shown separately. It is included in their total income shown 
3here." 

1.52. The Ministry have added: 
"Where an assessee declares an income from property. +\.p 

'department does scrutinise in the first year of assessment 
whether the income returned is adequate, in relation to 
the municipal value of the ~roper ty  and the rent realised, 
if any. In the subsequent assessm~nts also, there is an 
element of check. The Committee is evidently more con- 
cerned about the properties, the existence of which is not 
declared before the Income tax Department. Such cases 
are sought to be covered by systematic door to door sur- 
vey by squads of Inspectors. Further, the Special Inves- 
tigation Branches, attached to the office of each Commis- 
sioner of Income-tax collect information regarding the new 
constructions from the municipal authorities and take suit- 
able action for initiating assessments. No zpecial review 
regarding the Department's work for assessing the income 
from property has been undertaken so far." 

1.53. The Committee desired to be furnished with a statement re- 
~arding assessment of incozw from property in the ?even major 
cities of India for five years ending 31st March. 1968. 
i n  their rcp!l;, the Ministrv have stated: 

"Within the time avxlab'e it has not been possible to collect 
the infarmation regarding thc assessment of income from 
propcrty in the seven major cities of India for five years 
ending 31st March, 1968. State-wise statistics are avail- 
able for the ascessment years 1963-64 and 1964-63 only ard 
therefrom stattctics in re,aard to Delhi only can be furnish- 
ed. The figures for Delhi for the financial years 1960-61 
to 1964-65 arc furn;shed below: 



1.54. me Final Report on Rationalisation and Simplification 01 
Tax Structure. inter-alia, contains thc following observations r1)- 
garding Income from property: 

1.55, The Adminls?ia:lve Refornk; Cnrnm~: :  .tor! :viio c.ons!dr:c"! 
the question ( , f  determina:ion of incorn? from iiotisc property mads 
the f o l l o w n g  suppcqtion in their Rcprl~t !rl! Cr*!!tl.;~l Direct T:lx(,. 
Administration: 

1.56. The Con~mittct ~rould like Governmrnt to cxnminc how th" 
existing systcn~ for detcrm~nefion of income from property cnn b" 
streamlined and improved to c.n\arc that p r o p r t i ~  are rnrcfilll' 
and c o f l ~ t l ~  ~ d ~ d  and incow therefrom propmrlr. ddcnninrd D ~ ' '  



assessed. In this connection, they would like to invite attention b 
tbe suggestion of the Administrative Reforms Commission for the 
amendment of the Income-tax Act to provide for determination of 
the annual value of house property on the basis of the annual rentals 
received or receivable or the municipal valuation, whichever is 
gra ter .  

1.57. From the information furnished by Gowrnment. the Com- 
mittee observe that the number of assessments relating to property 
income in Delhi has not shown a very perceptible rise over the nerbd 
1962-63 to 1964-65. It is well known that there has heen a stlbstan- 
tial increase in real estate invcxtment in Iklhi and other metropoli- 
tan cities i n  the last few years. The Committee would therefore 
like Government to review thc position in all the major cities to en- 
sure that thc owners of these properties havc not escaped tax either 
on income channelised into these invrstments o r  on income accruing 
from the properties. 

Arrears of tax demand\ 

1.58. Thc tota! cu t s tand~ng  tiw-ialid of b . 4 ~  on 31sl hlarch. 1967 
.:al Rs 541 73 clores 'I'ilc, h n k - t i p  (3' thtb arrears betivccn Corpc- 
ra t ion  Tax. Tax on Income. other t!i:in Corporation tax and !n ter rcb  



1.59. The following table brings out the comparison between ,the 
demands of tax in arrears to total realisation in the co~wspondin: 
years: 

Tom1 .4rre~s Pet<xnt~ge 
Period (year ur J i g )  rcdissticm rut- of Column 

standing 3 to Co- 
lumn 2 

March. 1965 . - 456.80 322.72 0 

1.60. The break-up of the arrears between Corporation Tax, Tss, ; 
on incomes other than Corporation Tax and interest end the years 
to which they relate are given below: 

(iij h e a r s  of ~ y c & ! q  tcl 
1965-66 28.33 122.12 -a26  I < - . - ]  

1.61. The following table intlicates the position regarding effective 
and non-effective arrears of h m e - b x  and Corporation Tax as 
m 31st March, 1966 and 31st Merch, 1987: 



(a) rota1 arrears of Income Tax 
oad Corporati& n Tax 
outstandig 

(b) Effective rvrears our of 
(a) a b m  

(c) Non-effective ilrreprs out 
of (a) above . 

id) Break-up of non-f ffcctivc 
arrears : 

(i) Amount p A n g  settle 
ment of DIT or other 
relief claims 

(ii) Amount due from p3r- 
sons who have left Inciia 
Icaving txhind no assets 

,. . . 
,111)  Amount due from am- 

panies unlicr liqui.!aticln - 
';v) Anears nf Excess I'ro- 

t its Tu 

(111 Amount p.dinr ;is- 
pvw! of 3pprdo '!: ! ! I ( h 
stay has bccn g ru l t i c i ,  . 

ix) .411 other mounts cib 
v c r d  by trrrifimtcs csti- 
nl ,re.! to hc iorcco~erablt. 

1.62. During evidence, the Chairman, Central Board of Durtct 
Taxes stated: "As on 31st March. 1968. the Rgue of arrears is 



Rs. 622.61 crores and the net figure is Rs. 374.52 crores. Here I may 
explain that the practice of presenting thc gross arrears is really not 
correct, because it includes even demands which have not fallen due. 
Whenever we have been asking the hcome-tax OfRcers to give us 
figures of arrears they have been quoting the figures from the demand 
and collection register. . . . Really speaking. the demand which has 
not fallen due should be excluded. Then, whenever the assessee 
pays acivance tax, it usually takes a period of three months for the 
Income-tas Officer to adjust it. That has also to be excluded. Then, 
there are stay orders by Courts or nppcals pending before the Assis- 
tant Commissioner or !ncomc-tax Appelldie Tribunal. If the Ins- 
pecting Assistant Comrr.ission!~r or the Income-tas C,fficc.r permits 
an assessee not to pay thc t n s .  or p;i!. (>::I;. ;I portio.1 until the appeal 
is disposed of', that has also to bc esc1udc:i. 1.f you exclude all that. 
the arrears as on 31st )larch. 1!68 conlr to Rs. 274.52 crores." 

1.63. Giving details of dductions made from the gross arrears to 
arrive a t  the figures of net arrears. the Finance Secretary stated thet 
Rs. 153.7 crores represented demands not fallen due, advance tax 
availing adjustment amounted to Rs. 56 crores and collections stayed 
by higher authorities or Income-tux Officrrs amounted to Rs. 38 
crores. making a Iota1 of Rs. 2.18 crorcs. 

In replj- t ,  a qucs:!on. thc Cha!rman. Central Bmrd of D~rect 
Taxes stated that tl10 above figures of net arrears (uiz. Rs. 374.51 
crores) includede the amounts in respect of which proceedings were 
pending before recovery Of!lcers. 

In reply to another ques::on. i ~ c  stated that the aforemid figure 
( f  net arrears (Rs 374.52 crort.5) also ~ncluded "a large numhtbr of 
iirrears relating to U'sr Y~sr? :ind Post-War Years." 

1.64. Dur~ng the course of oxamlnatlon of Flnuncr Accc~unts in 
Ju ly ,  1968. the Comm!ttw had enquired about uncollectable arrears. 
The Finance Sccrrtarv had stated: "We are working on these figures. 
The Government instructlcns have still to he obtained. It  is W' 
estimate that somawhrrc about Rs 60 to 70 rmres of titles are such 
ac  arc not capable. of henp ! rali:;Pd." 

1.65. As to the reasons for uncollectablc arrears, the witness had 
slated that some assessees had left the country and the assets of 

some others had got dissipated. The Committee had enquired whe* 
ther any party cculd get out of the country without praducinR 
Incmw-tax cleamnce certiflcat~. The Finance SceretaW stded' 



"Such cases are not nlany. There are a few such cases. Prooabiy 
the assessmtmts were not finallsed before they left. I t  takes t . m ~  to 
final~se the asscssmcnt, part~cularlg w l ~ e n  the Omcr rs ai'e faced x i t h  
a heavy load of work. In  bc4wecn ~ f  somebody gets out and cues 
not come back and wc cannot lay our hands on any other a3>rt - :he 
arrt3ar w ~ l l  b ~ c o m e  u n r c a h ~ b l r .  " 

I.(;;. i ) : l : .~nl :  t i l t .  ccrurw III t ..:cle!lc~:. :!: .T:II::!:~!.?. i9ti9, :h r  Ckair-  
* ! , : i ~ ? .  C'c-nt~l:i! Bct;i:.d c s f  D i : ' t ~ t  T::svs str-i!t.:i: "I:> rt ::::rn!jcr ctf cases, 
:!:! ;~.isc.+r~t,s : i n .  drd \ \ I .  t i ( !  !: t 1::ivr :in.: a.iscts. Thosc. cnscs 

! , ~ ~ : ; l ( l  r t s ,~ i !y  ! ! ; ~ \ , t ,  i l ( s t a n  \I.,; :!:t-r? o!? i , : ~ :  \:!:*, i ~ f ? i c t ~ ; ~ s \  arcs r t d : :  :.-z!:t 
' ,  ..\.!.i:c- I . ; :  f t . ; ! : . ! ~ ! ;  :!!:it !!;t...t, n;.pht t ~ .  (i;;t%.-;t .!led. Because :his 
.J,! l l: i \ .t l  ; { ) i ~ ~ ; i i  % ~ ~ ~ i : l l  C ~ . : I I ! I I I ! ~ ( . ~ . S .  E \ . J ~  ::i : ' c , ~pc~ t  , , f  dt.msr;f - cf 

. . .  ?:., 5 l; tk\ i> ; I ! I ( I  I , \ ,  .- i i > t *  ( ' t ,~~?!! ' .  ,,i!l!\tt: ' , ' .I::  .-,I ' > i i : i>  :',{'*.) t , :  !?:. ~ t i l -  
. . 

+ :,<,ic.s :,nd sv!?tl ! 4 . i . l  !:!!?\t,ndnt:.\:!>. ! i : ! ? r t ~  :>i , i y $ t h  . ::\kc ?he ., ecl-  
,-. : I .  :! lt>n t!lcrc. ;\ , ; I :  :;<'I I N .  '.rit:c.;sm. Ti?:.... , &.:;I !.c:;:!?: ? , I  iy'. *he 
I.. :',,.: t i c * r . , ' ~ : \ ,  11 )  i;!\;!r;i ; t ] s t ~  :,i,'%, ;I:.,# :,,:: ,'.i;:.,y '):is. T;::. :>?$+ 

:,, , s  \);IS 111 , t  !>ot ! I  .GO I;,:. i~>\it .h,  ; t i :  tv,,. !) ,;),, + + ~ ; i !  ~2 f + p  1 ,0 *7 , .  . . , . ," 3. ng 
8s. :  $81 th i s  yt-ar :I:;:! tilt- 1;t.xt yl.:i!. :\.,, :v:!] :I':?:I: : , LVr;:o i;? .-'.~b- 

I 111 r c ~ a r i i  t i )  pc*:ty ;irrxmn:s. I\.(. h:i\.e isileci i n s : : ~ ~ , :  , .Rs,  

': c-.!nst~ll;~t:Isn tvtt!) l i l t .  Cornptr,%!!cr ; I I ! { ~  :!:~;i~tor t';t,ncr;rl t"  !he 
i ! . ,  ~ ! I H ~ - ~ ; I X  O f i ~ r s  :'\ wri!+> d t ~ : t n , k  L I ~ > : ~ ~  I?.<. 2 ;  *bv?wv. t h 7 .  '5nd 
: h i  ; . i t  t i  , !  t ! ' 1 1 ;  t :! n i ~ c c ! ' ~ . r '  hp 
. :  i f i t ~ t i :  .'\\'c ]l;lt.c* ci\y.n : ; ; !  I : mn! tp~ . the  
i ;  , : i 3 c i   IS p r ~ ~ ~ r ; i ! ? > m ~ ~  of \\-ri::n- I*!? (,: 1 h t 1 ~ t \  .::~tbc0ver3h!,~ i?e- 
..l..,,_ .,..I!. ,, , I . con1pt: , 5 i l t , r  ; I ! I J  .4t;d::. t!- ~ ; t h ~ ; t l  b:: :t i :bat. v,";:!I 3 

;v t o  prraxr.ntinq n cio;ir.r>r p!c.tu!.ts , , if t ! ~  :irw;l:.s. ht. wn'; n r c ~ x c d  
' ;titi.r lhr fo rm 4 1 f  t i i t *  !.ti,lc 1:' ! t t r +  t { : ~ . ~ l . c i  <'!t'iiri\' :??d!r;tte:: the 
:,::!>li~:tt of grras \it:ni;intL rnist r i  ;rnd lhr ;\n'iount stn?.t&ii by thr ;'ii>pt'l- 
i : : : ( s  u ~ ~ t h o r i t y .  Ttw Citi~:rn~:~tl,  C w t r a l  f30:1rct c:f D i m t  Taws .;::lrc.d: 
''\Yt. will rlisc.uss this \v i th  t ! : ~  Ccm~ptr~uller and :IUC!~I~>~ Ge: ;cn l  
' * ! ! l  jwscmt fip~rcts \ v t~ : ch  ~ 1 1 1  ~ ! V P  thp  m i l  sttrte of afflrirs." 



1.68. In a note. the Ministry have stated: 

"The Comptroller and Auditor General wishes to show in the 
future Audit Reports only the net effective figures cf tar;, 
which are clearly outstanding without recovery. For the 
proposed Audit Report. 1969. he has just asked the Minis- 
ter to repart the emounts stayed pending appeal decisions. 
The Ministry is trying tn furnish the requisite information 
regarding the amounts of tax stayed by the appellate 
authorities. including the High Courts and the Supreme 
Court, as on 31st March. 1968." 

1.69. In para 3.19 of their Report on the Central Direct T a w s  Ad- 
ministration. the Administrative R~fornis  Commission Working 
Group have observed as follows: 

"The resl and the more berlous reason for heavy nircars is tile 
tendency on the part of many Income-tas Oficers to dcl;ly the a s s w -  
mm:s till the end of the financial year and make rumulatlve assess- 
meR:s for more than one vear, past~rularly In big assc.;srncnts case., 
resulting in piling up of huge demands ivhlch mturally the assessre 
is mable  to discharge. Out of a total demand of Hs 366 crorrs 
rz:sed In 1965-66. demand f o ~  Rs. 152 croses was raised i n  the c los~rc  
months of February and March, 1966. Out of thls. demand for  
Rs. :06 crores was ralsed in the closing month of March and near 
ab:lat one-half of thls 106 crores was raised in the last seven da\s  o! 
March. The total number of assessmcnts completc~d during tht. last 
seven days was nearly 64,000. When assessments are hurric4 
tKrough like this in the closing months af the year, a natural ten- 
dency is to make huge additions expecting the matter t:) be set right 
on appeals. When the matter comes up on appeal the appllatc> 
authr i ty  remands the case for full investigation or sets aside the 
ascessment for being re-done after further examination. This f i i w  
un!imited time to the Income-tax OfRcer to submit the r e m a ~ d  st1- 

V! or complete the set aside assessment. We have suggested (ear- 
lier) that a time limit should be impsed for redoing t h ~  set-asi(lf1 
assessments. For submitting remand reports also, we would . s L ~ F ~ S ( ' S ~  
that a suitable time limit should be laid &n and i f  no remand re- 
port is submitted by the Income-bttx Oftlcer by that date, the al p~~~ 
fhuld be disposed of by the Appellate authorities without ~ 1 . h  re- 
ports and the responsibilitv for loss of revenue in such cases sh"Jd 
rest on the Income-tax Officer." 



1.70. .In para 1.27 of their 17th Report, the Public Accounts Cam- 
mittee (1967-68), inter alia, observed as follows: 

"The Committee desire that Government make a thorough probe k, 
ascertain whether the disparity in book figures ad arrears of demand 
and effective demand is due to a tendency on the part of assessing 
officers to create high and unrealistic demalrtls which, on the one 
hand, might lead to wasteful litigation and on the other fictitiously 
boost the demand figures with its other pernicious ramifications." 
The Committee would also like Government to examine all cases 
involving non-recover?; of taxes uf Rs. 1,00,000 and above out of the 
total irrecoverable amount of Rs. 37.85 crores. The Committee have 
no doubt that Government will take suitable action against the offi- 
cers found responsible for neglect, if any, in respect of the irrecover- 
ab!e demands mentioned above." 

1 . 7 .  The Committee desired to know whether the Board had 
taken any action pursuant to the above mentioned observations of 
the Administmtive Reforms Commission working Group and the 
Paolic Accounts Committee (3967-68). The Chairman. Central 
Eca:d of Direct Taxes stated: "We ourselves are aware of this prob- 
:rm cf completing assessments in a hurry which is to escape the 
::rr!c bar. Most of  thcse cases arise in the Central circler: partly be- 
ci.;se of the non-cooperative attitude of the assessees. We discussed 
:his prvblem in the conference of the Commissioners of Income-tax 
i~nt l  we decided to strengthen the Central charge suitably by experi- 
cnced officers. In fact. thereafter. I have had 4 Assistant Commis- 
>:.'ncrs anti 40 senior Income-tax officers added to the Central charge. 
As n result of this I think this year not only will they be e t l e  to 
dispose of time-bar assessments but also. assessments of one more 
yew. We will also be more selective in transferring cases to the 
Central charge and more positive in transmitting cases from the 
Central charges so that wit11 the necessary assistance from higher 
authorities, officers may make more realistic assessments. I think, 
this year our record will be much better than in the past about the 
number of time-bar assessments completed well before the e ~ d  of 
f?w year. We are giving a good deal of emphesis on this point." 

1.72. The Committee enquired whether the assessing omcexs had 
a properly-phased programme of assessments. The Chairman. Cm- 
h l  Board of Direct Taxes stated: "There is a planned programme 
nf disposing of a s e s  for every Income-tax OfRcer. This is the cnnt 
r r  king-pin of the whole scheme fm this year. Every Income-tax 
09ct-r was asked to look into the assessments and state, month- 



wise. what he will be able to dispose of. So far as the Central charg- 
es and Special Circles are concerned, this has been looked into care- 
fully by the Inspecting Commissioner and thC CommiSsioner. We in 
the Bmrd have also loakcd into ~ t .  Some Income-tax Officers said 
that he would dispose of so many cascs in March. We said. 'You 
have to dispose them of earlier'. . . . . . . .We are louking at it In re+ 
pect of each Inccme-tax cirle." 

1.73. In a note the Ministry have added: "Tl~c. Ministry is alive 
tc the criticism that a part of thc arrears may he duc to over-pitched 
assessments. For csamining to what cstent this criticim is justified. 
the I . i~n;stry had recently undertaken a study of thc appt'ilatc orders 
passed i n  s is  .+pellate Assistant Commiss~oners' Ranges in Uttar 
Pradeh .  Delhi and Punjab. Thc study has not indicatcti a:)\. st.ric,u.i 
malady. On the basis of the findings of the Study Team. i n s t r ~ c -  
tlons have. however. been issued by the Cencral h a r d  of Direct 
Txses ul-ging ;he asstssing of3ccrs to cscrcisc re;!m::li in :il;.~liinq 
sssessments. Fu:tht~r r;:udips in othcr c t la rps  tvill bt, ~ t n d e ~ t s k t : ; ~  
and ~uita!?!~.  sic;^ taken to c u r b  any tcndency to  o\.i.r-pitc,!~ aLst.s.i- 
rncnts." 



(ii;) Take over tax recovery work from State Governments. 

(N) Expedite the write off or irrecoverable de!na!ltls." 

"Steps were taken to implement the dccisions. l 'hc most impor- 
tan? step was the taking over of recovery work from the State Gov- 
c.rnmrnts fully in Dclhi. Xndhra Pradcsh. Gujara!. Rala~ithan a i ~ d  
Bombay and partly in West Bengal, Madras. Xysore and Uttar Pra- 
dc>h. In the other States also, steps on similar lines are being taken. 
A* a result of the measure taken for imptovinq col:i:ctil.ln. the yield 
nut  c,f arrcw and currunt demand has irnprrlived ~ i t i r : ! ~ ~  1968-69, as 
;vol!id i ~ c l  tavidcnt fro!n the fd low~ng  romparati:.t. fi;ure.; : 
- ..-. . . . -. - - - . . . --. . . - . - -. - -. - - . -- 
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.djlt,', 2;ltl~ 
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1-76. Rrfcrrlng to thr  demnnds lockcd up on accilutlt of court pro- 
cwdings, the Chntrman. Cct~tr;\l h a r d  of Dlrtu.! 7 ' 3 ~ s  slated: 
" . . . The Conrm~sstoncrs had rnlormnl discussion; \ n t h  thc Chief 
.rust;ces of many States, ;and the C h i d  Justiccs h a w  agreed tr~ 
r o n s t ~ t u t ~  a Specla1 Tax Bench for hearing the writ yetitions . . 



In Uttar Pradesh where there are a very large nirmber of arrears, 
the Tax Bench will be sitting continuously for this purposc. The 
same is the case with regard to Madras, Gujarat and many other 
States. I t  is only in Calcutta that there is a difficult problem, but 
there also we have met the Chief Justice and requested him to help 
and he has said that he would be constituting a Special Tax Bench." 

1.77. Enumerating the other measures taken bv the Board to 
improve the position. the representative of the h a r d  referred 11) 

the recently introduced functional system. He stated: "The basic 
feature before the functional system was. introduced was that the 
same Income-tax Officer was asked to do a number of things. Under 
the new system. one Income-tax Officer is concerned with assessment. 
another with collections and another with various rniscrl1:uicow 
matters. like administration, sending reports and rcturm. etc. Pre- 
viously the fact was that the emphasis had always becan on the 
assessment part of it with the result that the collection work and 
public relations work had suffered very much. The functicln:11 s!;- 
tem has set right these things. An Income-tax Officer is resp,wiblc 
so!ely for collections and he sees that reminders arc! isswd. penalty 
action is taken, etc. Previously these matters used to remaiil n q -  
Iected and queries from assessees unanswered. Undcr ttie iunc- 
tional system, we maintain arrear sheets and ledger cards for ~ t c h -  
ing recoveries. We have also standardised the procedure. \Ye h a w  
drawn up the work programme and work schedules for troch cicrk. 
We invited the comments of all the Commissioners. . . . . . All of them 
agreed that the scheme was good though there were some individual 
hfferences of opinion on particular matters. Now, aftcr discus.iin:. 
with them, the procedure has been finalised. I think the system is 
now yielding very good results. In the gears to comc, it will be seen 
that this is one of the most important measures takell by Govern- 
ment to reorganise the Department and to make it mwc efficient ar;d 
more serviceable to the tax-payer. 

1.78. The Committee enquired whether as a result of thc fuw-  
t i o ~ a l  separation between assessment and collection, it w a ~  not like- 
1s that the Department might not be able to get the cooperation of 
thc assessees as before. They also enquired whether, as a result of 
the reduction of the time-limit for assessment from four to two Years. 
there was not a likelihood of the assessing oPRcer completing the 
assessments just to comply with the provisions of the law and keep- 
ing the matter pending without rcalising the tax. The Finance Secre- 
tary stated: "These are valid mis-givings and they should be looked 
into and necessary precautions taken." 



1.79. In a further note (Appendix I ) ,  the hlinister have added: 

"Arrears of tax collections: 

(a) Collection position is also kept under c!~;:r.tant review. 
The estension of the Functional Scheme to 89 out of I22 
Ranges has itscif resultc-d in greater attentior. being p i c !  
to collections. Further, recovery work ?xis been taken 
over from the State Govtmments in 9 S ! a w  (6 fully sr.d 
3 partly). 

Ib) Other steps taken to improve collections are- 

t i)  maintenance of arrears sheets and 1edgc:r cards; 

(ii) constant and systematic review b?- sen;or officers; 

(iii) strict cnfcrrccmwt of rcctrtwy measurch; including lei,-:: 
of penalties; 

*(iv) attachment of assets and credit balances; 

(v) sale of attached assets etc.; and 

(vi) publication of names and defaulters in :he n e w  papers 
(Rs. 1 lakh in Bombay and Calcutta ar,d Rs. 25.000 itl 
other charges) ." 

"A systematic rcvieii. (if old nrrcars and a driv,. for write 05 
of irrecoverable  mounts by tVarious au:horities is under 
way. Upto 31st Deccmbcr 1968. collectiar~s were better 
by Rs. 33.17 crorcs than in the correspowling period last 
ytxr (Rs. 397.74 crores against 364.37 crorrs) ." 

1.80. The Committee rannot help expressing their concern over 
the i~~cretlsc in arrears" of income-tax from Rs. 2.11.67 crores 
as on 31st March, 1966 to 320.87 crorcs as on 31st March. 1967. 
The provisions of the Act contain built-in safeguards againsr accunru- 
lation of arrears which the Committee feel should be purposefully 
mforced. so that the problem of arwars could be cffrctively tackled. 
In this connection the Committw would like Government tn consi- 
(lcr the adoption of the following preventive steps to avoid accnnin- 
lation of arrears: 

(i) Tax on dividends and srtlnries statutorily dcduc~ihk at 
source constitute a major portion of the total tax rcalisa. 
tion. Elsawhere in this Report, the Committee have drawn 
attention to instances of failure to remit taxes deducted at 



source. The departnwntal machinery should be gpared to 
check complialice with the provisions of law in this r q a r d .  

(ii) Advance Tax which is c.ollccted also accounts for a major 
portion of the t a r  realisations. Thr Depart~nelrt should 
work out an arrangement to ensure that advance t a s  
notices are duly issurd and collections watdled. 

(iii) "The real and serious reason for heavy arrears", as 
pointed out by the Wi'orking Group of Administrative Re- 
forms Commission. "is the tendency on tlw part of Inany 
Income-tas Oficers to delay assrss~ncnts till the end af 
the financial J'CRr atid make cumulative assessnlents for 
more than one year, l~articulnrly in big i~ssessme~i! caws. 
resulting in p i l l i q  u p  huge demands which naturally the 
assessee is unable to discharge." This trnclcncy should br 
firmly rhrckcd and the asscssmcnt work spaced out e ~ r n l y  
over the year. 

(iv) The Department should also firmly curb any tendr~tcy on 
the part of assessing oniccrl; to over-pitch iissessmc~nts, as 
these result in needless inflation of demands and arrears. 
The Comn~ittec had already drawn attention to this pro- 
blenl in para 1.27 of their 17th Report (Fourth I ~ o k  Sabhrl) 
and they hopc that thr mattrr will hc* kthpt 1111der constsnt 
study. 

1.81. The Co~nniittee note that sonic part of the arrears is dac. to 
pe~lding court rases. The Committee are glad that Covern~?lent 
have, in cons~~ltation wit11 the judiciary. tnkcn steps to espcdite 
disposal of these cases. They hopc this ~ o u l d  bring about somr im- 
provcmcnt in the arrears position. The Commitlec tronltl in this 
connection like Government to consider the suggestion madv hy the 
Working Croup of the Administrative Reforms Cotnmission to tlw 
effect that the Act should he a~ncnded to "provide that where an i~p -  
peal is preferred against an assessment, such an appeal will not he 
admitted unless tax is paid on the undisputed amount involved in 
the assessment." An allied suggestion made by the Working Group 
to reduce arrears is to fix "a time limit for giving effect to appellate 
orders". so that tax demands disallowed are promptly refunded to 
assessees. This, apart from creating n better public image of the 
Department. would also tend to make the pictu1.e of arrears nlorc 
realistic. 

1.82. Amongst other suggestions for anrending the law to tackle 
the problem of arrears is the one relating to demands against as- 
sessees who have become untraceable. The Working G r w p  of the 



Administrative Reforms Commission have pointed out that there 
is a tendency for assessees to go "underground till the period of limi- 
tation of 8 years is over" to evade demands made against them. The 
Committee would like it to be considered whether amendment of the 
law to make it permissible to re-open assessments in such cases with- 
out any time-limit would help to meet this situation. 

1.83. Finally, the Committee would also like Government to gear 
up their recovery mechanism. The Committee note in this respect 
that the Commissioners are progressively taking over the work hit- 
herto done by the State Governments. The Committee hope that ihe 
recovery squads would function effectively and energetically te 
realise all recoverable tax dues. 



CHAPTER, I1 

RESULTS OF TEST AUDIT 

.Audit Paragraph 

2.1. (i) During the period from 1st September, 1966 to 31st 
August. 1967 a test audit of the documents of the Income-Tax Offices 
revealed a total under-assessment of tax of Rs. 1179.98 lakhs in 9469 
cases and over-assessment of tax of Rs. 58.73 lakhs in 2392 cases. 
Besides these, various defects in following the prescribed procedure 
also came to the notice of audit. 

Of the total 9469 cases of under-assessments short-levy oi  tas  [ i f  

Rs. 1088.94 lakhs noticed in 687 cases alone. The remaining (0,782 
cases accounted for an under-assessment of tas  of Rs. 9104 lakhs. 

The position regarding rectification of the cases of under-asses- 
ment mentioned above is indicated below:- 

No. of Amount 
cases inlakhof 

f l P S  

(a) Cases since rectified or being rectified b~ the 
Department of Revenue 54@ 

@) Cases where no rectification is possible because of 
timebar resulting in loss of revenue . . 46 

(c) Cases where rectificatory action has still to be 
taken by the Department of Revenue . 3771 

(d) Caws still under correspondence with the Mi- 
nistry : 

(i) where final replies from the Ministry are due 19 

(i) where after discussion with the Ministry 
verification by audit is in hand . 137 

'This 'includes a sum of Rs. 4 .  lo crorc.s in rhc caw of a <i,1p0riit ion nn t i . ~  
ground of i n w ~ r r ~  status accorded in thc awrsrmcnr. 7hc kealitv of i w c  ~nvolvcd is under cxaminarion by the Ministry i n  anolhcr w c .  



-. - ,.----- 

Over-assessment No. of Amount 
cases in lakhs 

of NpeCS 

(a) Cases since rectified or being rectified by the 
Department of Revenue 2074 151.35 

(b) Cases where no rectificatory action is possible 
because of timcbar . 5 0.W 

(c) Cases where rectificatory action has still to be 
taken by the Department of Revenue . 313 - 7'29 

TOTAL . 
.---- . -- 

2392 58'73 

(ii) The under-assessment of tax of Rs. I 179. y8Jakhs has been the result 
o i  the following lapses :- 

Amount 
in lakhs 
of rupees 

Errors and omissions attributable to negligence or failure 
to apply the correct rates of tax . 33'99 
Incorrect computation of income under the head "salary" . 3-11  
Incorrect computation of income unda  the head "House 
property" . . 3'35 

(4) Incorrect computntion of income from "Business" . . 91.86 

( 5 )  Under-assessment arising from wrong computation of 
development rebate and depreciation . 41'94 

(6) Irregular exemption from tnx of newly established indus- 
trial undertakings or hotels . -9.22 

(7) Incorrect allowance of rebate of tax in relation to exports . I .33 
(8) Other irregular exemption or excess reliefs given . 294'56 
(9) Incorrect computation of super-tax'income-tau payable 

by companies . . . 29.20 

:(lo) Son-levy of additional super-tax income-tax under Secaon 
23.4 roj of' 1.T. Act, 1921 1961 , . 36-22 

'12) Mistakes committed while giving &ca to appellate orders . 3 .02  
(13) Income escaping usscsrncnt . 83.50 
(14) Incorrect dctermination of' super-profits tax or sur-tax . 5 . 9 7  
(IS) Other lapses . . 502.23 

ph qo(i) & (i) of Audit Repon 
on Revcnue Receipts, LT 



2.2. In a note furnished to the Committee, the Ministry have indi- 
cated the following position as on 31-8-1968 regarding rectification of 
cases of under-assessment and over-assessment mentioned in the  
Audit paragraph : 

" C N X R  ASSESSMENT 
(Ceses involving RF 1 3 . 0 ~  and D ~ O V C )  

L_I___ __- -- - - ---- 
No. of Amount 
cascs (in lakhs 

of Rs.) 

a) Cases since rectified or being 
rectiiied by the Department 
of Ke\.enuc 217 70'33  

(b) Cases where no rectification (In cach such 
is possible because of timc- casc audit rais- 
bar resultimp in loss of revenue IZ 3 .46  cd ohjcction 

aftcr any possi- 
ble action was 
b a r d  by time) 

(c) Cases *here rectifiuton 
action has still to be taken b! 
the Department of Revenue . 61 24.79 

(d) Cases still under corrcspon- 
dence with the Alinistry . 120 6 3 . 4 9  

e) Cases where the .Audit objcc- 
tiuns have been found un- ('l'hc total shown 
acceptable by the Ministry . 277 912.04 in the Audit - Report, 1968is 

687 1,074.13 Rs. 1,088.94 
lakhs. 'I'hc di- 
ficrcnce is due 
to variations 
caused by ap- 
pellate orders.) 

(Cases involving l e s  than Ks. IO,CCC,> 
- - -  .--- -- 

S o  of Amount 
C a w  (in lakha 

of Ks.) 

(a) Cases since rectified or  being rtxtificd by the 
Department of Revenue . 

--- - -  - - - -  - -. - .̂ "_ 

. 4 3 3 4  3740 -- - __e- 



(h) Cases where no rectification is possible because 
of time bar resulting in loss of revenue . 74 I.* 

(c) C,ISL'S whcre rccrificatory action has srill to  he 
ti~kcn h!. the Department (11' Rcvcnuc . . 3,265 37'95 

(ti) Cases still undcr correspondence with the Jlini- 
stry . . . . . 786 8.90 

(e) Cascs where the .4u,lit ohjcctions 1i.1vc I-cen C)unil 
unucccptahle by the .\\inistry . 2- 3 5 - 3 0  

8,782 51 .oq 



(d) Cases still under correspondence with the hlinistry : 

(i) where final rrplies from the Ministry arc 
due . 48 437'63 

(ii) where after discussion with the Ministry 
variation by audit is in hand . rqo 100-qx 

(e) Items deltted or dropped . 32 73'56 -- 
Total 687 1088.94" 

---* .-.- -- - 
UNDER .\SSESSMENT 

(((a) Cases since rectified or heing rectified \y the 
department of Revenue . 

I,\>) Cases \vhere no rectifiat~on 1s possible bec~use 
of time-bar 

jc' Cases where re~rificdtor?. action is still to hc t.lken 
by the department of Revenue . 

(d Cases still under correspcmdencc wrh thc 
.\linisty; : 

:i' where find1 repiles from the .\liniwy arc due 
(ii: where diter iirscvss~on uith the .\linisrn verl- 

fiation hy audlt is in hand . 

(c) Items deleted or dropped . 

- _ .  __.I"_ _ _ . _ _ _ _ -  _ -...-.- - -  ...---- -- 
OVER .\SSESS.VENT 

"(a) Cases since rectified or heing rectified by the 
department of Hevmue . . . 215.4 52 -77  

(b) Cases where no rectification is p s i h l e  beau 
of time-bar . . 5 0.09 

(c) Cases where rectificatory anion has still to be 
taken by the department of Revenue . 223 5'57 

(d) Cam where audit objection has not been 
accepted . 10 0.30 



2.3. During evidence, the Committee enquired as to out of the. 
9469 cases of underassessment (involving an amount of b. 1179,98 
lakhs) and 2392 cases of over-assessment (involving an amount of 
Rs. 58.73 lakhs) mentioned in the Audit Report, how many had been 
subjected to internal audit earlier. The Chairman. Central Board of 
Direct Taxes stated that a majority of the mistakes pointed out in 
the Audit paragraph related to questions of interprctntion of law 
which was hitherto beyond the scope of Internal Audit. Till recent- 
ly. they could not even go into questions of depreciation allowance, 
development rebate. etc. Their function was mostly confined to 
arthmetical test checks. But the Internal Audit was now being 
strengthened both quantitatively and qualitatively and they would 
be able to look into quasi-judicial questions. It was p r o p o ~ d  to 
in t rdure  suitable refresher courses for Internal Audit parties and 
place them under the charge of an Inspecting Assistant Comrnis- 
sic tw. as recommended by the Administrative Reforms Commis- 
s:i :? He also proposed to address the Commissioners to direct the 
Internal Audit Parties to look into !he errors pomted out in the 
A.:di: Report 

.-Is to other nicasures proposed t ~ )  be taken by the Board to obviate 
t k c  ttumt.nccm of thv mistakes pointed out in the Aud~t paragraph. 
he >tatt.d that they were simpllfy~ng us caiculat~ons. Hitherto the 
1r:clwe-:as Officers' mmn attention was concentrated on gettlng the 
a>>t.>smc*nt order completed Hc left the tas calculations to clerks 
arrd supemiscrrs, whjch got neglected in the 'stress and strain' of 
work  He was now thinking of drawing the attention of Income-tax 
Or?icc:s to the importance of tas calculations. The system of func- 
twna:  dlstrlbut Ion lrltroduccd by the Board would also be helpful 
In Th:s regard. The wtness hoprd that as a result of these measures. 
t h t s  would be able to show 'a notlceabie improvement in not too 
d~s?snt future.' 

In reply to ri question, the witness stated that of the cases of 
ovrr-assessment mentioned in the Audit paragraph. 8Q related 16 
Cc.n!ral Charges 330 r a m  of over-assessment and 316 cases of 
under-asscslrmcnt mlatcd to companies. 

2.4. The Committee desired to be furnished with a note on the 
W W  and functians oC Internal Audit and the measures taken or 
Prowsc?d tn be taken to make the functioning of Internal Aud!! mare 



effective. The Ministry have since furnished the note in which they 
have stated as follows: 

"The duty of the Internal Audit Parties, presentlv in force, is to 
check- 

A. -411 company cases? i r r e spc~ t iw  of income. 

B. Non-company cases- 

( i )  -411 cases with income over Rs. 50.000. 

(ii)  10 per cent of cases with income k tween  As. 3d?000 ;!nd 
Rs. 50.000. and 

( i i )  1 per cent of cases with incomc bclmv Rs. 30.000. 

C. All cases of Wealth-tax. Gift-tax and Espcndi turc- t~s .  
gk inp  priority to cases ir?\vlving a tax of Rs. 25.000. 

"Special pr~ority is to be taken to com!lany rases and all !):her 
cases with income over Rs. 50.000. In  :rdclition. th t .  Xuti'r i'lirtics 
are cspected to complete checking of t!x> drmn:ld ; m i  Collc.c7:i;.::1 
Regsterr of all ITOs under their jurisci~ctio~~.' '  



rules properly.. . . , .The Ministry ia considering the question af cr- 
panding the scope of Internal Audit Parties so as to cover the inter- 
pretation of law too, 'ts a limited extent not incompatible with the 
exercise of discretion by Income-tax OfNcer." 

"As has been already mentioned above, the Internal Audit Partiet 
are unable to cope with even their present work. This calls for rn 
increase in the number of Audit Parties, as also the strengthening 
of each party, both quantatively and qualitatively. As such, tbe 
Ministry has recently moved for the increase in the number of In- 
ternal Audit Parties from 71 to 120. Besides, it has been decided 
that the Internal Audit Parties should be headed not by Supervisors 
Grade 11, but by Inspectors who have qualified in the ITO's Exami- 
nation. They should be assisted by three UDCs (at present some of 
We Internal Audit Parties have only 2 UDCs) who are qualiAed in 
the Inspectors' Examination. It will of course take some time for 
implementing the decision. because diverting the trained hands 
from assessment charges to Audit will be possible only after their 
substitutes have acquired the required eqerience or have at least 
qone through some special courses of training." 

I 

"The following new measures for improving the efficiency and 
effectiveness of the Internal Audit Parties are being processed by 
the Ministry: 

(i) An Internal Audit Manual is to be published. A draft 
Manual has already been drawn up by the Directorate of 
inspection (Income-tax) . It will be printed after the 
Board has carefully examined the draft. 

(if) A separate Internal Audit Organisation, headed by a 
Director is to be set up. Tt will have a field organisation 
in the various Commissioners' charges. 

(iii) An Inspecting Assistant Commissioner in each Coanarf, 
sloner's charge will be put in charge of cooperation uld 
superviaion of the work of the Internal Audit Paw Pad 
tho Spodal Investigation Branch. This will be in ~WSU- 
anct of a mtqmendation made by the A m m  
reform Cornmimion. 

(iv) Groups of 5 to 6 Internal Audit Parties will be p b d  
lindar one Chief Auditor, who will be resporrcpible for &a&- 
ing their day-today work es also for seebag tht  tho ( 

Mow-up action on Audit objections i s  initiated rad EQQIL. 
pluted wit& a masonably sbort the." 



'*At present there is no separate machinery for a tollow-up of the 
objections raised by Revenue Audit and the collection and prOc%!f& 
ing of information required by the Public Accounts Committee. It 
ie expected that when the work relating to Internal Audit Parties 
has been reorganised on the lines indicated above, it will be possible 
to show a much better performance than now in respect of the follow- 
ing types of work: 

(i) Timely detection of mistakes; 

(ii) Follow-up action regarding the mistakes psintcd out by 
both Internal Audit Parties and Revenue Audit; 

(iii) Processing of information required by the Public Accounts 
Committee; and 

(iv) Fkviews desired by the Public Accounts Committee." 

25. The Committee note that a test audit disclosed unde-asreu- 
meat of tox amounting to Rs. 1101.16 lakhs in 9,161 caws during the 
period 1st September, 196@ to 31st August, 1967. Corrective action & 
still to be taken in 961 of these cases, involving Rs. 187.71 Iakhs, 
while in respect of 84 cases involving Rs. 4.99 lakhs action has become 
time-bamd. The Committee would l i e  corrective action to be 
speedily Brulised. In those casts where action is now pmluded by 
time-bar, the Committee would like Government to exlrminc whether 
there was m y  default on the part of the oficials eonmeti, wamnt- 
ing action against them. 

2.6. The Committee also note that in 48 cases involving RQ. 437.a 
Ilbs, where Audit are of the view that the* hrs b ~ n  under-- 
ment, the matter is still "under comspondencc." Tht Committee 
w a d  like these cases to be examinad expaditiourly and corrective 
action to be initiated promptly in all cases when it is  called for. 

27. The Committee taka a &dons view d t&, o~er-uswmn~b 
d i  in test-audit. In flSl such curer invo~v&g I&. 52.77 hkb. 
corrective action has been completed but -a is sfill to be taken 
in 223 c a m  invdvhg Bs. 6.57 lJrhr, 



33,'Tbs 'Committee observe that a luge number 04' tbsre err#l 
d mder=ancaementa and over-erresmaents escaped tbe notiee d 
htmd Audit putfa  ia tha DagwrtPQILc, This w e s t s  thc 4 ilra ~~ up their performula. The Committee note that r nttmbr 

(*.e rbpr b m  been t a k e a . i w ' ~ ~  regard. They. hope thrt &'a rcsuft, 
ribs work of thew putiw d l  ahuw qualitative improvement 



TJNDER-ASSESSMENTS OF TAX-ERRORS AND OMISSIONS IPOl 
ASSESSMENTS 

(a) FAILURE TO APPLY THE CORRECT RATE OF TAX 

Audit Paragraph 
3.1. Under the provisions of the Income-tax Act, payment of iats 

rest on tax dues is not an admissible expenditure. In the Pro& ad' 
Loss account of a company, for the previous year relevant to the 
assessment year 1965-66, a sum of E 12,123 was debited as interest O, 
Indian taxation. While determining the total income of the 
pany, the Income-tax Officer. instead of disallowing the sum and ad- 
ding it back to the book profits. deducted it from the book pratitrr 
and assessed it separately a i  "income from other sources". Thus, 
on the one hand, the income from business was reduced and m n h  
sessed to the extent of E 24,246 and on the other hand, the iaeorma 
from other sources was overassessed to the extent of E 12,123, In 
the total income of the company for the assessment year 196545 UWB 
underassessed to the ex tent of £ 12,123 or Rs. 1,61,640, the sfior2.Ierg 
of tax being Rs. 1,05,066. Further as the company was alIoffed fntt- 
rest on excess payment of advance tax made by it for the - 
ment year 1965-66, the undercharge of tax mentioned ahwe, 
resulted in excess payment of interest to it to the extent of Ks. 5,m 
Report regarding dectification and recovery of the tax is awaited. 

paragraph No. 41 (b), Audit Report (Civil) on Revenue b d p &  
19681 

3.2. During evidence, the Chairman, Central Board af Mrsdt 
Taxes stated that in the statement of accounts for the a s s e m  
year 1965-66, f 12,123 was shown as interest on Indian Tax I # I ~  
The Income-Tax Ofacer overlooked the fact that it was an iw of 
debit and mistook it as interest on Indian taxes. The explrnr* 
the Income-tax M c e r  had been called for. His explmtlon tm 
in the earlier years' assessments, the company had &own fnm 
received from the Indian Government on advance tax prld. wit- 
going into the matter, he thought that E 12,1211 w u  oirc -' 

received from Government for the orsoaanmt year 196566 t t ~ ~ -  
ted as mcb in the assessment order. 



a. Aek:ed whether the IEUBssment order had been checlted by 
dw Inspecting Assistant Commissioner, the witnese stated: "The Ins- 
yeding Assistant Commitaioner (has) mid that he actwlly saw the 
draft assessment order but at that time the records were with Olb 
Appellate Tribunal in connection with another year's assessment." 

3.4 In reply to a question, he stated that the Commissioner of 
-me-tax who had looked into the case was of the view that no 

ji&s were involved. Asked whether the case had been investi- 
by the Directorate of Inspection (Investigation), he stated: "It 

h not physically possible for the Directorate of Inspection (Inversti- 
*tion) to check all these things." 

3.5. The Committee desired that the case should be inquired ink, 
and a report submitted to them. In a note, the Ministry have stated: 
%e matter has been inquired into. No mZa fides are involved in 
tbe case." The Ministry have also stated that "no similar mistakes 
lbad occurred in the past assessments made by the Income-tax OfB- 
sar." In reply to a question, the Ministry have stated that the shart 
kvy of Rs. 1.05 lakhs had been recovered from the company on 
1210-1968. 

36.  The Committee understand from Audit that the mistake oc- 
curred in a Central circle where the number of assessments expected 
$0 be completed in a year is comparatively less than in other circles. 

3.1. The Committee observe that the Inmme-tax Mcer ,  instad 
4 din-allowing the inadmissible deduction of f 12,123 on account of 
it6l.sa on tax dues and adding it back to the book profits, deducted 
it froam the W profits, thereby reducing the assessahlc income by 
E 24,W. Another mistake made by the Income-tax OtRccr was ta 
rrcsss the amount of £ 12,123 which was actually an exptndittlre 
31gn as ~JUWIXB~ under 'other sources of income! The cumutalve 
n r a l t  d the two mistakes was under-asstssment of tax to tl?e tune of 
Itr 1,@6,066 and excess payment of interest to the tune of Rs. 5,078. 
While tbc Committee note that the short levy of Rs. 1.03 l a u s  hrs 
since been movered, they cannot trclp observing that the short 1- 
rru c r u d  by negligence on the part of the official concerned. It bs 
regrettable that tbc mistake should have occurred in a Central Circls 
rbsm the number of a.wessmtnis e ~ p ~ t e d  to be aompletcrt is cam- 
rratively l a  (hra in other Circles. Thc Committtcr would Iltc tb 
Baud to t& th- matters and the enqairios mom sedaul3.. Iba 
&udlhaM h u e  det.ikd instructions as to the c k h  it mats its 
4 c a n  to Q X ~ W  to avoid such niistakes in uwsment.  



A* PcmrgfqPh- - t 1. '. # , a * 

5.8. The m p W i  payable by an essessee for the assemnent year 
lWl42 was '&d&'p th ,depr t&dt  i t  Rr 1,99,267 on lllh. 
February, 11966. At the ti& of'caltulating the total tax p@#e,. 
the figure was, howevb, &oneowly takh at Rs. 1,19,267 as a rath. 
of which the total tax payable was undercast to the extent lab' 
Br 80,000. , *he demand &ice for the tax payable w q  irw b 
the depeFtment on the basis of the reduced total figure. The certi- 
ficate proceedings for recovery of arrears of tax were elso initiated: 
on the same basis on 23rd Maroh, IS?. The assessment for the ye!p 
1961-62 had been checked by Internal h d i t  on 19th October, 1- 
but the mistake remained undetected. 
paragraph No. 41 (c) , Audit Report (Civil) on Revenue .Receipt., 

19681 
3.9. The Committee were informed by Audit that though the 

amount of super-tax was rightly computed, a mistake was conmdttai. 
while arriving at the amount of total tax payable by the assessee frrl 
thc a~setrament fonn. 

3.10. The Chairman, Cenhd Board of Direct Taxes informed tb 
Committee that the assessing otlfccr in this case was a senior Incomb. 
tax 05cer in West Bengal city I. The mistake was detected by tbs. 
Intuna1 Audit Party and when they *ere in the process of ncttdC 
cation, Audit also noticed it. The Committee enquired whether 
Incame-tax OfBcers should not be instructed to check the ~ c c u ) : ~  
of am-anent figures before fnsuing demand notices. The Chi- 
Central of Direct Taxes stated: Yt is impossible. Thc Income- 
tax OltBcenr have to deal with so many items of work. It b carp b 
say I will isrue instructions. But it is certain that instructions lpm' 
not be practically and honestly implemented. You know the w ~ Y  
in which the Income-tax O k  functjons. He has got time-barred 
aamments k) set in motion. He has so many recorb to hunish4to 
the Bnard. There are questions in Parliament. . . .In respect of thest 
things, miPtakes do get committed and no amount of fIllrtntctfon 
improve matters unless we relieve them of excessive work and 
instructions are there quite clear and beyond doubt!' In reply tl, 8 
question, he stated: "I am not saying that we win have to live M* 
(mistakes). We are constantly improving the environment." 

3.11. The Committee were informed by Audit that the mi- 
was pointed out by Internal Audit who had checked the ugssnnart 
bltder in October, 1966. The Committee enquired why ruEcwgal 
rectification had not effected in the d c o t e  p d f n b p l  id*- 
b the Department in March, 3967. In their reply, the MfafJttl 
have stated: "No rectification order was pmed on the date 61 * 



imm oi the recovery certiflcate, The recowrg d a t e  had to go 
on the bash of the Pip as per the demand register." "The s o b  
for rectifying the mistake was isaued on 8-4-1967 (subsequent to the 
Wue of the recovery certi5cate but prior to the Audit Msmo. ,M 
31-5-1967). The demand was revised in June, 1987 and tbe reawterJl 
certificate autometically was to be h u e d  on the basis of the raJlnd 
demand raisdM 

The Commttee enquired whether the Board had ascertained that 
there were no mu14 jk&s involved. The Chairman, Central Baruvl 
of Direct Taxes stated that the Commissioner of Income-tax who had 
gone into the cam was of the view that there were no wda tfdes. In 
reply to a further question, the Finance Secretary agreed to institute 
an inquiry into the case. In a subsequent note, the MinlstSg have 
stated: 'The Board has examined the matter and is satisfied that the 
mistake which was a born fide error had already been pointed out 
by the Internal Audit Party." 

3.12 As to the POQition regardug rsovery of the s h o r t l e v y ~  
Department have stated: "A sum of RR 5,JdO was collected m 
20-2-1968. The collection of the balance has been stayed pending 
disposlrl of an appeal before the IncomeTax Appellate Tribunal." 

$13, Tbe Committee note that though the uaolort af rgrQt 
payable by the uucs#e was corrtctly eommted at Bs. l,S@*, l& 
&wewasemmeowsly t a k e n a t B k 1 J S , S 7 r t t h e t i m e d ~  
of the bW tax dunand in the a s s a m a t  form. Tbto JCllrn &t 
before kmlsip the demand notice, (be Ineame-Tax lRtkrltkr bi & 
subjected tbe tax caldation in tbe .sscsa~at ador b r Iri)li(r 
cbscC 



(b) I~CORR]ECT COAaFUTATION OF INCOME 

Audit Paragraph 

3.16. Under the provisions of the Income-tax Act, 1961 unabsorbed 
loss of any assessment year pertaining to a business, carried forward 
for set& against future profits under the head "Profits and gains of 
business etc." in any subsequent assessment, cannot be so setsff after 
the business in question had ceased to exist. But if any pmfit arise, 
after such cessation, on account of sale of assets, etc. which are 
chargeable to tax under section 41, the loss if any that arose in the 
business in the last year of its working could alone be set-off against 
such profits. An assessee company which discontinued its business 
in the previous year relevant to assessment year 1963-64 had profits 
chargeable to tax under section 41 for the assessment year 1965-66. 
The Income-tax Officer allowed the setsff of the unabsorbed depre- 
ciation relating to assessment years 1961-62 and 1962-63 against such 
profits though the loss pertaining to the pear relevant to assessment 
year 1963-64 (being the year in which the said business was discon- 
tinued) should alone have been allowed the setsff. This mistake 
led to under-assessment of income of Rs. 2,29,357 with a consequential 
short-levy of tax of Rs. 1,14,579 for assessment year 1965-66. 

[Paragraph 44(a) of Audit Report (Civil) on Revenue Receipts, 
1968). 

3.17. The Committee were infonned by the Ministry that as the 
Audit objection had not been accepted, no rectification had been 
made. 

3.18. The Committee enquired whether the Law Ministry had been 
consulted on the point whether an assessee who derived taxable p* 
fits on sale of assets in a year subsequent to the year in which the 
business ceased to exist can adjust. against the profits, the carried- 
foward unabsorbed depreciation of ealier years. In their reply, the 
Mpistry have stated : 

"The mafter is still under examination. Steps are being taken 
to finalise it as early as possible.'' 

The Committee learn from audit that the Law Ministry have held 
th$t the audit objection is correctly taken. 

'3.19. In the Committee's opinion, this caw tdm .a im-t 
que5tion of law, i.e., whether, in terms of the Act, m M- who 
derives taxable profits in a year subsequent to tho year In whkl: 



Audit Paragraph 
320. A company is entitled to a deduction in respect of expendi- 

ture in the nature of entertainment expenditure at slab rates, the 
first dab being 1 per cent of the profits and gains of the business of 
Rs. 10 lakhs or less or Rs. 5,000 whichever is higher and at per 
cent on the next slab of proflts and gains of business of Rs. 40 lakhs. 

In the assessment of a company with a total income of Rs. 95,096 
for the assessment year 1961-62 a deduction of Rs. 42,086 towards 
entertainment expenditure was allowed without l imfng the deduc- 
tion to Rs. 5,000. This has accounted for an under-assessment of 
tax of Rs. 16,688. 

In another case the assessing ofacer allowed entertainment ex- 
penditure of Rs. 68,194 and Rs. 50,390 for the assessment years 
1961-62 and 1962-63 though according to the provisions of Income- 
tax Act, only deduction of Rs. 5,000 and Rs. 10.368 are admissible. 
The consequential under-assessment of tax is Rs. 51,516. The misP 
takes have since been rectified but report regarding recovery of the 
tax involved is awaited. 

[Paragraph No. 44(b), Audit Report (Civil) on Revenue Receipts, 
19681. 

3.21. The Chairman, Central Board of Direct Taxes stated that 
one of the assessees was from the U.P. and other from Bombay. The 
Commissioner's conclusion was that the mistake was due to over- 
? q h t  and that no. malo Mes wcre involved. The Committee en- 
qulred whether any instructions had been issued by the Board to 
ensure that the allowance to he made on account of entertainment 
vspenditure was properly computed. The Chairman, Central Board 
of Direct Taxes stated: "When this provision was introduced, we 
did issue elaborate Instructions. But the p i n t  is that the Incame- 
h s  Qfflcers get so mnny instructions. In this connection, the ques- 
tion of having a rckreshcr course is wry important.'' 

3.22. As to remedial measums, he stated that deductions to be 
"Il~wed on account of entertainment expenditure which had so far 
h n  beyond the scope of Internal Audit had been brought within 



their purview,:,He hoped that with the strengthening of Intaroal' 
Audit and the introduotion of We Manual of Internal Audit, they 
would be able to prevent mistakes of the present type. 

3.23. In reply to a question, the CommCittee were informed that 
EhFee cases of the present nature--in three different Commissioners* 
charges-had so far come k, notice. They desired to know whether 
the Ministry had conducted a review to verify that such mistakes 
had not oecunod in other cases. In a note, the Ministry have 
stabxi: "The Internal Audit Parties do check up if the entertain- 
ment expenditure is restricted to the limits prescribed. Hence no 
specific review d other cases was made regarding the application 
of this newly-introduced provision. Now that the scope of Internal 
Audit Parties is being exPended and as 4he Internal Audit Parties 
have to check up whether the computation of the total incomes of 
eornpahy cases is as per the provisions of law, it is hoped that in 
future such mistakes may not go undetected by the Internal Audit 
Parties." 

3.24. As regards the position of recovery from the two firms, the 
Ministry have stated as follows: "In one case, out of the adbitional 
demand of Rs. 16,688, a sum of Rs. 4,408 was collected by adjud. 
ments. As regards the balance, the matter is pending before the 
Itemmy 0111~er.~ "In other case, the additional demand of 
Ra 51,516 is a fraction of the tohl demand o~tstaading against the 
wsemas of the Group, which canhls thfs campy.  The Group 
is making payments in instalrnentr. Tin January, 1069, the fmtrrl- 
ments were Ra 1.50 l.lrhr per month. In Fchnuty, ,ud 
they were to pay another amount of Rs. 7.W l a w  The parrftion 
will be reviewed in April, 1969." 

325. The Ministry have further stated that the rswl oi both. 
the companies had been attached. 

3.27. The ~ommittee tmte that Intend Aodlt have km uL.d 
tbe coum of their work to cbcck deductlom ON rccoaat Of @a- 
meat expenditure. Govcmmenl .k, propowc b - fhtmrr 
Audit lad introduce r Manual of hrtemrl AuU. The -tbc? 
tnrd tbrt tbtse unngcmontr woclld larrd ~ l e b  -ko 
wbr -a. 



3.29. In the case of a company Ehe department completed the r+ 
gular assesgment for the year 1960-61 on 22nd March, 1962 on a lolls 
of &. 1,86,658 on the basis 'oi a provisional return supported by 
account; not audited by the auditors of the Company. Ekcords re- 
vealed that the company did not furnish the Anal accounts for tbe 
assessmefibl year 1960-61 and the Income4ax Officer, also, did not 
prerrs for the same. The figures shown under the heading, "corres- 
ponding figures for the previous year" in the accounts for 
ment year 1961-62 did not tally in all cases with the figures indicated' 
in the prbvisionel accounts for the assessment year 1960-61, which. 
was the basis of the asbmsment for the year 1960-61. The net rn 
sult of the discrepancies between the two sets of figures was fntle-- 
tion of the loss indicated in the provisional accounts for the asem- 
ment year 198681 to the extent of Rs. 1,44,109 with a corresponding* 
underassessment of income to the same extent. The undercharge. 
of tax on this account was Rs. 64,849 for the assessment year IsBMif. 
The mistake was neither noticed by the department when the. 
accounts for the arrserPsment year 1961-62 were mtinised by ths 
department a t  the time of asrressment made on 21st Ma&, 1968 DO?- 
at the time of revision of the assessment for 1960-61, on 4th A& 
1966 to assew the escaped income by wag of hundi loans. Report 
regarding recovery of the tax b awaited. 

{Paragraph No. M(c), Audit Report (Civil) on Rev- Bb- 
ceipts, 1988.3 t f 

I 

3.30. During ev~dcrrcc, the Chairman, Central Board of Direct 
Taxes opined that thc Income-tax OfRcer concerned "should not' 
have acted an the basis of a provisional return." He added: "The* 
a no such thing as provisional return. One could dle it infomi@y' 
just to establish the baM fidet, but no rrction can be taken on thr8. 
It is no return at dl." 

831. The Commjtta were intornwd by Audit that the assessaw 
had rlra fiW r&mw showing a loss of Rs. 47,384 on 19-11-1965 adP 
MW6, but the bcome,tax Oraccr did not take my action on tk. 
r d p t  of them rekunr. Thc Committee cnqulrad rPhoOleF tbe ac 



~sessee had Aled the subsequent return under section 22(8). The wit- 
ness replied in the negative. He stated that the assessee had filed 
the 'regular return' latw in response to a notice under section 148. 
In this return, he showed a smaller loss. The Committee enquired 
why the Incom~lisx Officer had allowed the original lose when the 
msessee had shown a smaller loss in the subsequent return. The 
witness stated: "He (the Income-tax Ofilcer) found t h ~ t  there had 
been certain Hundi Loans. . . . . . . . He got all the evidence to show 
that they were not real but bogus. He added that amount. He also 
added so many other commissions and payments which the assessee 
(was) supposed to have received. . . . . . . . He was trying to make 
(these) additions. But after doing it, he just saw the earlier order, 
assuming that it mufi have been made properly." The witness 
added: "Such mistakes are very unfortunate. The Income-tax 
OfRcer should have looked into it carefully and checked it up.. . . . . 
But, within the time and pressure, it is not always possible to start 
from We beginning and check up everything." 

In reply to a question, he stated: "This is a human error. . . . . . 
We do not doubt the bow Mes of the officer because he has really 
been doing very good work." Asked whether it was not a case of 
gross carelessness, he stated: "We will look into the matter." 

3.32. The Committee were informed by Audit that while complet- 
ing the assessment for the assessment year 1961-62, the Income-tax 

-Officer did not tally the opening balance shown in that year's ac- 
counts with the closing balance shown in the previous year's 
accounts. 

3.33. Regarding the latest position regarding rectification and re- 
covery, the Chairman, Central Board of Direct Taxes, stated that 

' they had tried to revise the assessment under section 147 but the 
assessee had gone to the High Court to obtain an interim stay of 
the proceedings. 

3.34. The Committee are surprised to learn that an rswmment 
should have been made by the Income-tax Offher on the bsdr of a 
provisional return which, a.5 the Chainnan of the Central &d of 
Direct Taxes conceded, was "no retom at all". The provi~ional re- 
turn showed a loss of Rs. 1.44 lakhs for 1980-61 which turned out to 
be inflated. It is a matter for regret that this mbtake c ~ d d  not be 
detected during the mswsrnent for the snbsequent year wb- the 
Income-tax Officer was expected to verify a d  tally the o w i n g  
balances shown in the accounts occompanyiap: tba retmm with the 
closing halances &own in the prcviaas year's accounts. Nw did the 
Department notice the mistake when the PI-cat wm ~ t r s d  
mother Income-tax OlRrer rho  was invtstigattmg W* wWd 



inaune of the aaaessee. The uerree himself Bled a fid return for 
tbe as8essment year 1960-61 on 19.11.1965 and 83.1966, &owing a brc 
of Bs 47,884, but tbe Inconue-tax Ol5m failed to take notice of the- 
mhtake even at this stage. 

3.55. From the foretgoing facts, the Committee cannot but con- 
elude that this is a case of gross carelessness at every stage. Tba 
Commjttee~ would Mke Government to impress on the Odicers con. 
cerned the fact that they bave been grossly negligent and shoaM 
be warned to be careful while the Government itself should emme- 
Prnpcr *ce. 

3.36. TZIe Committee note that the Department tried to revise the 
assessment order, but the assessee went to the High Court to obtain 
an interim stay of the proceedings. The Committee would Iike to- 
have a further report regarding rectification recovery. 

Audit Paragraph 
3.37. For the assessment year 1964-65 a company debited a sum 

of Rs. 30,515 to the Profit and Loss account in respect of diminution 
in the value of assets. The under-valuation was carried out by the 
assessee to bring down the value of assets at par with the written 
down value computed by the Income Tax Officer under Section 32 of 
the Income Tax Act, 1961. 

Though diminution of a capital asset is not a revenue expendi- 
ture and no deduction is admissible on this account from income, 
the Income-Tax Otiicer allowed the claim. The income was thus 
short computed by Rs. 30,515 and there was under-assessment of 
tax to the extent of Rs. 15,257. Report regarding rectification and 
recovery of the tax is awaited. 

m a g r a p h  No. 44 (e) , Audit Report (Civil) on Revenue Re- 
ceipts, 1968. ] 

3.38. The Committee enquired under what provisions of the law 
the asrerrsee had rwalued his assets. The Chairman, Central Basrd' 
of Direct Taxes stated: "What the assessee did was to bring the 
depreciated value of the assets in his books in line with that adnib 
sible under the Income-tax Act." Although there was no provision 
in law specifically permitting an assessee to revalue his assets for 
brfnging it in line with Income-tax records, the Incomc4ax O&er 
had allowed it "In quity", In reply to a question, he stated: "Par- 
son*, 1 feel thir L 8 c u c  whese there is a good deal of force with. 
which we cur jurtfty the asmwe's claim." 



.to the assame a d  had already, dan given." The ~dt objiopa 
"4 that the bc company bad  claimed'$ it a k o z d  tim 
thrwgh the ProAt and Loss ~ & u n t .  This waa a mistake, 

&a. Explaining the circumstances in which $he mistake took 
place, the witness stated that according to the Income-tax O&er 
"while dictating the assessment order, he added the amount of 
Rs. 80,515. But the typist did not mention this allowance in the 
order. He made this mistake because (the) assessment was can- 
pleted on the last day of the month of March." In extenuation, he 
added: "You must know the terrific amount of strain on our In- 
come-tax Officer then and their anxiety to complete the work. In 
fact their duty is to see that all the legd formalities are fulfilled so 
that tbe assessee is not able to get them quashed. He dictates an 
order and I am sure one does not have the time to scrutinise every- 
thing." Asked why the assessment order was not made earlier, the 
witness stated: "There were not enough oflicers." He further 
stated: "The amount of revenue has increased several-fold in the 
last ten years but the staff was not increased correspondingly. . . . . . 
The law has (also) become much more complicated and one has to 
take a realistic view of these things." In reply to a question whether 
the case was checked by Internal Audit, the witness stated that 
the matter was beyond the scope of Internal Audit. 

3.41. The Committee enquired whether the case had been looked 
into. In a note, the Ministry have stated: "The case records were 
wrutinised further and it has been found that the debit item amount- 
ing to Rs. 30,514 was marked for disallowance by the ptsdecezlsor 
of the Income-tax Officer, who actually made this twmsment aver- 
looking that this item had to be disallowed. The successor war new 
to the charge and seems to have been tempted to complete the 
assessment on the basis of the materials already on record fn this 
case. EvidentIy, he was careless, but no ma& $de socms to be 
involved. The Income-tax Ofacer has already betn w d  to 
careful in future." 

3.42. As to the latest position regarding rectlhtiotl md r e ~ ~ ~ e r Y t  
the Ministry have stated: 'The M B C S P I I ~ ~ ~  hu been nvSlad under 
section 154, raising an additional h a n d  of Rs. 12,442 (m 8grfnst 
Rs. 15257 pointed out by Audit), The duction in the ~ W m t  is 
due to reduction in the value of the company on rppsrl. Ths lmowt 
has not been collected yet.* 



Audit Paragraph 

8.44. Super Profits Tax Act, 1963, provides for the levy of tax 
on companies making large profits in relation to capital computed 
under that Act. The assessees are aliowed a standard deduction 
from the profit an amount equal to 6 per cent of We capital of the 
company or Rs. 50,000 whichever is greater. For the computation 
of the capital for this purpose, in addition to paid up capital, re- 
serves are also included. , 

It was noticed that in certain cases, the assessees were allowed 
to include in the computation of the capital the credit balance of the 
Profit and Loss Account, the provision for taxation and provision 
for payment of dividend. On the basis of the criterion laid down in 
this regard by the Supreme Court in the case of C. I. T. Fhmbay 
Vs. Century Spinning and Manufacturing Co. Ltd. the credit bal- 
ance in PIDfit and Loss Account, provision for taxation and for 
dividend proposed should not be treated to constitu!e a reserve far 
inclusion in the computation of the capital. Accordingly, stmdard 
deduction at 6 per cent of the capital was allowed on a larger amount 
than admissible under the Act resulting in under-assessment of 
Super Profits Tax, in four cases to the extent of Rg. 1,10,516 for 
the assegarnent year 196564. Report regarding rectification and re- 
covery of the tax is awaitd. 

Paragdaph 54 (b) of Audit Report (Civil), on Revenue Receipts, 
19681. 

3.45. The C o m m k  were informed by Audit that a clarification 
regarding computation of capltal had been given by the Board in 
h i r  circular dated 28-10-43. 

3.48. In plrr 1.384 of thdr  46th Report (Third wh), 
Public ACCOUI)I~ M t b e  (IWSM) hod that 
0fIatsnulAWtrbauMba ~ d c d m a s k , c o w u ~ ~  
W c r  &par wtr Tax and Sur-tax ~~ 
were I- h t  dbrble btructionr had baea is~ued bY 
b d 1 n ~ ~ d 1 ~ u r h , 1 9 8 ( 1 u d J u w t , 1 9 6 1 1 b * * f i c c t  
*at the && ol dwlrtba and computation of capla dxdd 
@"trusknl ta Iumm4m ofllcm. 



5.47. The Committee enquired whether the amssmente in the 
cases mentioned in the Audit paragraph were checked by Incoma 
tax Ofacers. In their reply, the Ministry have stated: 

' m e  assessments in question do not seem to have been checked 
by the Income-tax OfEcer personally. He has been asked to be 
more careful in future." 

3.48. As .to rectification lrecovery, the Ministry have stated: 

"The assessments in these cases have. been revised, raising addi- 
tional demand of Rs. 52,481.40, Rs. 4,070,50, Rs. 45,592.80 and 
Rs. 6,328.60, which have since been recovered." 

3.49. The Committee regret that despite instructions given by the 
Board in 1963 as to what should be reckoned as capital far purposes 
of the levy of Super Profits tax, 'provision' made by certain com- 
panies for taxation, dividend etc. was reckoned as part of capital. 
This resulted in depressiag the amount of profits in these cases and 
a consequential under-assessment of tax, which has since been re- 
covered. The Committee trust that the Board will take adequate 
steps to safeguard against the recurrence of such under-assessments, 
by ensuring that innstructions issued by tbem are ctrictly complied 
with by amtsshg odicers. 

Audit paragraph 

3.50. A compny carrying on business in mining of copper and 
kayanite ores and manufacture of copper and brass incurred an 
expenditure of Rs. 4,60,944 on prospecting and development of mines 
in the previous year relevant to the assessment year 1960.61. The 
expenditure was capitalised by the company and though the item 
was only an intangible -t, the Income-tax Mcer wrongly albwed 
on it development rebate of Ib. 1,15,236 &r the asesermQDt Year 
1960-61 and depreciatiun of lir. 8,02,993 &r the rruslonent Years 
1980-61 to 1962-63 result@ in an uadcr-t d b x  of 
b. 2,06,771. The Ministry have inWted that action hu b a a  fni- 
Wed (O mtify the mistake. Report y l r -  rwtihstlm 

af the tax is awaited. 



3.61. The Committee derired to know the circurrmtances fn which 
the Income-tax Ofilcer had allowed depreciation and development 
rebate on cap i ta l id  expenditure. In their reply, the Ministry bave 
stated: 

"The Income-tax Ofacer did not understand the true nature 
of the asset. There was an error of judgement. The 
ofPlcer did not allow the depreciation and development 
rebate on prospecting and dwelopment expenses aa these 
were fictitious assets. The cost of mine shafts and "Sw 
h c e  Diamond Drilling" were shown separately and the 
Income-tax Oflcer erred in ccmsidering both these i t e m  
as representing "cost of machinery." 

(i) In the assessment year 1960-61, the depreciation and develcp- 
ment rebate were not allowed by the oflcer on Rs. 7,56991 represent- 
ing prospecting and development expenses. However, he alowed 
depreciation and development rebate on Diamond Drilling, the cost 
of which was Rs. 4,60.944. In the t w  subsequent assessment years 
196142 and 1962-63, depreciution was allowed on the Written Down 
Value (WDB) of "Diamond Drilling." In these two subsequent 
years, there were further additions of Rs. 4,42,765 and Rs. 2,66,77f 
on "Diamond Drilling". No depreciation and development rebate 
were allowed on these additions on the ground that these wtre  fictt- 
tious assets. 

(ii) The mistake occurred as, in the statement of depreciation, 
expenditure incurred was shown as "cost of Diamond Drillingw. 
As a matter of fact, the amount represents cost of Diamond bits and 
%*ages paid to labour. The cojt of machines to which the bits are 
attached was shown separately. From the way the items were shown 
in the statement of assets, it was not clear whether the a m o u t  debit- 
ed in the account of Diamond Drilling represented the cost of mach- 
ines also. It is under the above circumstances that the mistake 
*curred in having allowed depreciation and development rabate in 
the assessment year 1986.61. 



Law, the Written Down Value having been once determined in the 
previous yean c o d i d ~ o t  be changed W W u t  rCvfsirfgG the earlier 
ass'essments, holding that these were assets on which de.preciation 
and development rebate was not allowable. Moreover, in a case 
like this, where each assessment is a challenge to the assessing 
Wcer ,  it was obvfdns that the Income-tax Mcer ,  was engrossed 
ln the examination of various other claims made." 

3.52. As to the particulars furnished by the assessee for the 
aliowance of depreciation and tlevelopment rebate, the Ministry have 
stated: . . 

"In the statement of "Plant and Machinery installed" during 
the period 1-4-1948 to 31-12-1958, cost of Surface 
Diamond Drilling was included by the assessee company 
for tieprechtion purposes." 

3.53. The Committee enquired whether any depreciation and 
development rebate was allowed on the cepitalised expenditure in 
the assessment years subsequent to 1962-63, and if so, whether the 
relevant assessments had been rectified. In their redg, the Minis- 
try have stated as follows: 

"For the assessment year 1963-64, no depreciation and deve- 
lopment rebate were allawed in respect of t h~ !  capitalised 
expenditure relating to "Surface Diamond Drilling!' The 
assessment for 1964-65 is pending." 

3.54. The Committee then desired to know whether any depre 
ciation and development rebate was allowed on the eopitalised ex- 
penditure in the assessment years prior to 1960-61; and, if so, whe- 
ther the relevant rlsrresanents had been rpctiAed. The Ministry 
have stated as follows: 

"Depreciation and development rebate were allowed an the 
capitalised expenditure in the assessment yeom 1957-58 to 
1959-60. These assessments have not been rectified as, 
under the law, no ection can be taken under section 154 
or 147@) due to limitation." 

3.55. The Committee enquired whether all the tbnc a m e n t s  
were completed by the same Income-tax Mcer or by different 
bomc.tax Officers. The Ministry have stated: 



completed by another officer (thia oflcer disallowed 
depreciation and development rebate on the addition8 
shown on Diurnond Drilling but inadvertantly allowed 
depreciation on the Written Down Value of the ikmr 
claimd as assets, in the earlier years)." 

3.56. The Committee then d.eaired to know whether the mess- 
ments were checked in internal audit or whether the draft asses, 
ment orders for the three years were shown to Inspecting Asgistant 
Commissioner for approval. In their reply, the Ministry have 
stated: 

"The assessments for 1960-61 end 1961-62 were checked by 
the Internal Audit Party. The assessment for 196243 war 
not checked by the Internal Audit Party. The assesam- 
order fur 1960-61 was shown to the Inspecting Assistant 
Commissioner for approval. The position regarding sub- 
sequent assessments for 1961-62 and 1962-63 is being 
ascertained." 

357. During evidence, the Chairman, Central Board of Direct 
Taxes stated that the case had occurred in a Special Circle. While 
making assessments for 1961-62 and 1962-63, the Income-tax M c e s  
"disallowed the development rebate" and stated that "the erpensca 
could be claimed es revenue expenditure". But what he did not 
do was to take the matter tw its logical conclusion by disallowing 
also the depreciation on the previous Written Down Value. The 
Committee desRed to know the date of purchase shown in the return. 
The Chairman, Central Board of Direct Tare stated: Ususface 
Mamond Drilling Is t h e n  throughout the peer." 

358. As to the measures taken to prevent the recurrence uf such 
mistakes, the witness stated that they had hued a circular for 
checking up the accounts for lWFI-85, 1965.66 and 196867 in all cases 
above Rs. 50,000. They had also asked for a special check-up of 
deprechtion allowrnce and development rebate. 

3.59. As a result of strengthening of internal audit and extension 
of the scope of their checks, it would be passfble to detect m5uch mia 
taker. Inbwnrf Audit Parties would ensure that a continuous check 
was exrrcfsod. 



Ycrr No. of csss 

3.61. The Committee drew the attention of the Ministry to para 
1.68 of their 46th Report (Third Lok Sabha) where, cases of thin 
type had  been commented upon and enquired whether a review of 
the assessments haki been made. In reply it has been stated that ell 
assessments subject to the prescribed 1i:sits :.:kiting to  the years 
1961-62 to 1863-64 were covered by a review. In regard to review 
fvr subsequent years, the Ministry have stated that issues relating 
to depreciation and development rebate hod been covered in the 
Report on 'Rationalisation and Simplification of Tax Structure' and 
Government is seized of the matter. A review was, therefore, 
Usupplemntary" and was not being taken up immediately. 

3.62. The Report on Ratiomlisation and Simplification of Tax 
Structure contains the following observations in regard to  deprecia- 
tion and amortisation: 

'There can be little doubt that in computing profit all true 
costs, whether immediately incurred or not, should be 
allowed for. Otherwise the incidence of taxation will 
become uneven in unintended ways and will discourage 
enterprise and growth. It is therefore, necessary that all 
expenditure legitimately incurred for the purpose of the 
industry or business should be allowed aa a deduction 
either as revenue expenditure or otherwise, mainly 
through depreciation. At present a number of elements 
of real cost fall between two stools. Even now all ex- 

penditure is rightly classifled under two broad heads, 
revenue and capital. There is no difaculty about revenue 
expenditure. But not all capital expenditure qualifies for 
depreciation only capital expenditure which results fn 
physical assets (other than land) doer so. But a number 
of types of 'capital expenditure', rightly so clrssified, do 
not result in such identifiable physical assets. Nevedhe 
IW they are in the peral l tg  of c a m  nca* .q and 
legitimate. I give below a list as exhaustive as I cab 
make it: 



1. Expenses incurred before setting up of a business- 

(i) Preliminary expenses of companies including expenma 
on processing a foreign mllaboration agreement, stamp 
duty thereon, etc. 

(ii ) Preoperative expenses on Administrative and accounts 
departments and such other expenses which do hot 
directly relate to the erection of building, plant and 
machinery, etc. 

(iii) Expenses on issue of capital. For example, expenses 
incurred cn printing of prospectus, payment of under- 

writing commission and brokerage, etc. 

(iv) Expenses on market surveys before launching a new 
business. 

2. Expenses on shifting of a f a c t q .  

3. Expenses on renovation of rented business premises. 
4. Payment for goodwill. 

5. Expenses for construction of railumy sidings. 

6. Expenses incurred on construction of roads or for mainten- 
ance of roads on land not belonging to the tax-payer (e.g. 
roads constructed in sugar factories for facilitating the 
m o v c m n t  of sugarcane). 

7. Abortive expenses on drilling holes, developing mines, pros- 
peting for mines, etc. 

Any expenditure incurred ostensibly for these purposes but 
which is nut germane to the business and industry (aa 
indeed any other such expenditure) should, of course, be 
jgnored. Once expenditure under any of the above heads 
b accepted as legitimately incurred for the purpose of the 
business or industry, provision should be made to deduct 
them over a period of yean in the computation of p d t a  
To distinguish these deductions from depreciation on 
pbyrical assets, this mag be called amortisation over a 
suitable period. Metfculous examination of each head to 
detmnfnc an appropriate period d amortiaetion is not 
many memwy OI worthwhile. One of two broad groupl, 
up, five years nnd ten gears, should d c e . "  



3.63. The Working Group on Direct Taxea Administration sst up 
by the Administrative Reforms Commission also dealt with tha 
subject. Extracts from their Report are reproduced below: 

"The calcukttion of depreciation and the conditions prescribed 
therefor are so complicated that the Income-tax OfRcen 
have been found to have committed the largest number of 
mistakes in these calculations. The total revenue in under- 
assessments relating to depreciation alcme as report& by 
Public Accounts Committee and further found on review 
by the Department amounted to nearly Rs. 240 lakhs dur- 
ing the period 1962 to 1967. That the Government itself 
is aware of this fact is clear from the Budget for 1966-67: 
Finance Minister while removing the Budget for 1966-67: 

'The rate schedule of depreciation allowable in respect 01 
buildings, furniture, plant, machinery etc., has became 
highly complicated. It is necessary to review the posi- 

tion in the light of the recent development and to make 
appropriate changes so that the schdule may be both 
rational and simple'. 

"A step in the direction of rationalisation would be to replace 
the existing rates by introducing conaulidated rales on an 
industry-wise basis. The existing rates vary from 24 
to 40 per cent." 

"The regrouping on the basis of industry may bc done Wth 
reference to the groupings given in the Industrial Develop 
ment and Regulation Act end in consultation with the 
trade and professional Me, such as, the Federation of 
Chambers of Commerce and Industry and Institute of 
chartered Accountants. . . . . . . . . . . .The present method of 
allowing petty depreciation on these items h time consum* 
fng and profitless." 



3.64 Tbe COmeaUtee m t e  that due to "m error of jtldgmd', 
allowance wm made for development mbnte and depredation om 
certain intangible wets of a company, though such dl- was 
inadmissible in termls of the Act. This resulted in an under-asrsrw- 
ment to the tune of BIL 2.06 Iakhs. What is surprisii is that tbir 
error escaped the notice of Internal Audit who checked two of tbe 
three relevant assessments as also of the supervisory oilicer who 
had approved one of the assessments. 

3.65 Over the years Audit have been repeatedly bringing to 
notice midakes in computation of depreciation and deveiopment 
rebate.. The Committee would in this connection Bke to invite 
attention tr, the data at page 68 of this Report. The Cdmmitbc 
had also drawn attention to this nqatter in para 1.68 of their 46th 
Baport (Third Lok Sabha) and in pursuance of the observations ia 
that Report, a special review of the assessments was also made. I t  
is, however, apparent that the position has not been substantiaUy 
remedied. Basicllly it would appear that the provisions in the Act 
in re& lo depreciation and development rebate need to be 
rationalised. The Committee note that in regard to depteciatisn, 
the Working Croup of the Administrative Reforms Commission bad, 
in the interests of rationalisation, suggested replacement of existing 
rates by coarolidatcd rates on an industry-wise basiq, in consult.- 
tion with trade, professional bodies etc. The report on 'Ratioadi- 
sation and SiqpliBcation of Tax Structure' also draws attention to 
the fact that certain items of capital expenditure though "ncceul.r~r 
and legitimate'' are not being reckooed while determining profits, 
resulting in tbe iacidcnee of taxation becoming "even fo 
unintended ways* and in the process dtseOnmgiag Uenterp* a d  
growth". 

3.66 Tbt: Committee would lilre Government to d d e r  expedi- 
tiously them amd other nrllledJoas mrale for the rationalitation of 
the ptwisbns of the Ad basring on depreciation and devclopm~t  
rebate so that r relatively simple .ad equitable d i m a r t i o n  could 
be wortrod art. 



tion of dividends. The omission to withdraw the development rebate 
resulted in under-assessment of tax of Rs. 25,000. Report regarding 
rectification and recovery of the demand is awaited. 

[Paragraph No. 45(d) (ii), Audit Report (Civil) on Revenue Receipts, 
19681 

3.68 During evidence, the C h a i m n ,  Central Board of Direct 
Taxes clarified that in terms of the provisions of the Incometax. 
Act, development rebate granted on an asset was not required to be 
withdrawn if the asset was sold or transferred to Government. I t  
was, however, required to be withdrawn in case the asset was sub- 
sequently sold or transferred to a private party. An assessee getting 
a deveIopment rebate was required to create a reserve of 75 per cent 
of the. rebate by charge on the Profit and Loss Account. This 
reserve was to be utilised by the assessee for the purpose of business 
and not for distribution by way of dividend. If, therefore, the 
development rebate reserve created was credited to the Profit and 
Loss Account on sale of an asset, the development rebate originally 
allowed was required to be withdrawn, irrespective of whether the 
asset had been sold or transferred to Government or a private party. 
In the present case, the development rebate reserve had been 
written back to the Profit and Loss Account and utilised for dis- 
tribution of dividends. The development rebate should have been 
therefore withdrawn. 

3.69 As to the rationale behind the above legal provision, the 
witness stated: "This is for the retention of the capital in business 
and to ensure that the benefit given by Government in the form 
of development rebate is not frittered away." The Committee 
desired to know whether in a case where the entire plant and 
machinery were acquired by Government, there was any justifica- 
tion for deve!opment rebate reserve being kept intact. The witness 
stated: "We will review the position. . . .perhaps in a case where the 
entire plant and machinery have been acquired, what you ~ f d  
would have some force. . . . . ." The Finance Secretary added: 
u Where the business has come to an end, whether there Is any di- 
dfty in continuing this reserve has to be gone into." 

3.70 The Committee desired to know whether the Board had 
taken any action to dispel the general imprdon in the m i d  of the 
public that where plant and machinery wen ald  to Gov-entt 
the dwelopment rebate was not to be withdrawn even if the reserve 
was transferred to the Proflt and M llrxountt The Chajrmanl 
cen tn l  h d  of Direct Tax  wed: "We h a  imsd depdmentd 



instructions. I agree that it should be a public circular, We will 
Issue a public circular!' 

3.71 As to rectification of demand, the Ministry have stated: 'The 
assessment has been revised under section 154 of the Income-tax 
Act, 1961. As a result of revision of assessment, there is no tax 
effect, as the business loss originally computed was reduced." The 
Committee, however, understand from Audit that the assessment 
will have a tax effect of Rs. 25,000 for the assessment year 19656& 

3.72 The Committee would like Government to dispel any imprer- 
don in the minds of the public that a development rebate dowed 
in respect of an a w t  sold to Government will not be withdrawn 
even if the party credits to the Profit and Loss account the raome 
which he had originally created in order to quality for the grant of 
rebate. Another question that Government shbuld consider is. 
whether the party would forfeit the rebate when his entire asseb 
are d d  to Government and the reserve cannot stand as such in hb 
books. 

3.73 The Committee note from the information furnished by 
Audit that the failure to withdraw the demand has resulted in ro 
under-assessment of Rs. 25,000 in 196566. 

Non-withdrawal of devebpmtnt rebate 

A d t  Paragraph 

3.74 A registered firm to which development rebate of Rs. 1,28,597 
was allowed in the assessment years 1958-59 to 1960-61 was dissolved 
in January, 1960 and a new firm was formed. The assets in respect 
of which development rebate was allowed were brought into the 
business of the new Arm. The assessments of the old Arm for the 
years 1958-59 to 1960-61 were not, however revised to withdraw the 
development rebate allowed to it. 

The Ministry have replied that the Appellate Assistant Com- 
missioner had held in the case that there was no transfer but was 
only distribution of assets on the dissolution of the partnership and 
the provtdona of the law relating to withdrawal of development 
rebate on transfer of assets within the prescribed period are not 
applicable to thir case, If this position is legally correct it would 
lard to avoidance of tax liablility unless the law is suitably w a d e d .  

[Pmgraph No. 57, Audit Report (Civil) on Reveaue Rccelph 
'eea]. 



3.75 One of the conditions for the allowance of development 
a t e  is that the assets in respect of which the rebate Is allowed 
should not be sold or otherwise transferred by the assessee to any 
person other than Government within a period of eight years from 
the end of the year in which they were acquired. In the case cited 
in the Audit paragraph, B registered firm was succeeded by another 
registered itrm to which the assets of the old firm were transferred. 
Since the as-cts were transferred with a period of eight years, from 
the end of the. year in which they were acquired the development 
rebate already allowed should have been withdrawn The Com- 
mittee enquired why this was not done. The Chairman, Central 
Board of Direct Taxes stated that some Income-tax OfRcers had 
withdrawn development rebate on a change in the constitution of 
Bnns It was strongly represented by several Chambers of Com- 
merce that withdrawal of development rebate in such a case was 
wrong. 

3.76 The Committee desired to know whether the legal position, 
as enunciated by the Appellate Assistant Commissione.r was correct. 
The Chairman, Central Board of Direct Taxes stated: 

"The law will be examined in the light of the Supreme Court 
judgement and the observations made by the Supreme. 
Court in the Dewas Cine Corporation (68 ITR 240). There 
they have pointed out that the expression 'sale' is not 
defined in the Income-tax act. The adjustment of the 
rights of the partners is not a transfer. Following from 
that, when this case came, we examined it and we came 
to the conclusion that the view taken by the Appellate 
4ssistant Commissioner was right. We have a'so referred 
.ne matter to the Ministry of Law in another case and 
they have also agreed to it. Therefore, we are thinking 
of issuing a public circular." 

3.77 The Committee have been informed by Audit of the follow- 
ing position: 

U(i) Under Section 34(3) (a) of the Income Tax Act, IM1, the 
reserve created by an assesset should be uttllrad by bim. 
fa eight years. In the care under review, the 
who created the reserve, had ctardl to u t i b  it dtb the 
diseolution of ths, ol4,flnn apd a, new OEIOIS~~ hrd Fe 
the owner of the asmb and the reserve. Tho aarditf6M 



i 

I stipulated in the Act have not therefore, been complied 
with." 

"(ii) The Act specifically provided for the following d r a m -  
stances under which the development rebate already 
allowed, need not be. withdrawn, though the businesr 
carried on by the assessee is succeeded to by another 
assessee: 

(a) when the Brm is succeeded by a company; 

(b) when one companv is succeeded by another company. 

The case of a firm succeeding a firm as in this case is not provided 
for in the Act!' 

"(iii) The old firm was dissolved on 31-12.1959 and a new firm 
with some new partners was formed on 2-1-1960. Thee 
was thus no business utilising the assets on which the 
development rebate was given and the reserve so created 
on 1-1-1960, thus creating a break in the continuity of 
business." 

"(iv) The Supreme Court decision referred to by Government 
wlates to an entirely different issue ie., whether distri- 
bution of assets to its partners on dissolution of partner- 
ship tantamounts to 'Sale' for the purpose of See. lO(2) 
(vii) of the Income Tax Act, 1922. 

*'it') Under the law of partnership a firm has no legal 
existence apart from its partner. Under the Income Tax 
law, a partnership constitutes a distinct assessable entity 
apart from its partners. In the case under reference, the 
rssets in respect of which development rebate was allow- 
ed on diw'ution of partnership on 31-12-1959 was stated 

b have been taken over as his representing a Hindu undived 
d the partners who was representing a Hindu undivided 
iimfly rrlr ib 'karta'. Imtnediately thereafter it appeara 
thm was a partition in the Hindu undivided family at@ 
the erstwhile karta got as his share of the property the 
wtr end the development rebate rarrerve created in the 
otd Am and I n v W  it h a ntw firm a BSI 2-1-19(10, 
Thyr w u  thus r transfer in the onfinug #sulc of the 
bmLw 



3.78 One of the conditions laid down in the Incomt-tax Aet b. 
that a development rebate allowed to an assessee in respect d Biv 
assets will be withdrawn if there is a transfer of assets to putkr 
other than Government. The Committee note that in this case the 
OM firm was dissolved on 31-12-1959 and a new firm with some new 
partners was formed on 2-1-1960. The view held by the Department 
is t h t  there was not transfer but only a distribution of assets on the 
dissolution of the partnership and that, therefore, the provisions of 
the law relating to withdrawal of development rebate on transfer 
of assets would not be attracted. The Committee, however, see 
force in the points raised by Audit in this case as reproduced at 
pages 74-75 of this Report. They would, therefore, like Government 
to obtain speciflc legal opinion on this case with reference to all the 
relevant facts so as to decide whether there was a transfer of assets 
calling for the withdrawal of the development rebate. 

(e) Incorrect exemptions or excess reliefs 

Audit Paragraph 

3.79 Under the. Income-tax Act, dividend income received by an 
assessee from a new industrial undertaking is exempt from tax to 
the extent it is attributable to the exempted profits of the under- 
taking. In the case of an assessee, rebate which had been al!owed 
initially on 23rd February, 1963 on Rs. 3,61.950 of dividend was not 
revised even though the Income-tax OfRcer assessing the new 
industrial undertaking had intimated on 25th March, 1985, the 
correct amount qualifying for rebate to be Rs. 2,37,690. This led to 
the non-withdrawal of excess rebate of Rs. 78,284 for assessment 
year 

[Paragraph 48(a) of Audit Report (Civil) on Revenue Receiyb, 
19681 

3.80 The Committee were informed by the Ministry that the 
case was not checked in Internal Audit. 

3.81 The Committee enquired whether the Ministry had o r f l e d  
a review to ensure that the assessments of other share-holdem of 
the company were also suitably revised. In their reply, the Miafs- 
try have stated: 

"A review was made of the amewmnts of the other s h e  
holders in Gujarat Charge (Ahmedabad) and don 
mude in all the cases of thk charge. Nec9c~lary i m  
Uons were sent on 25th Mareh, 19fW to the fncm*m 



Mcers  assessing the shareholders outside Ahmedabad to 
review and revise the asseasnients!' 

8.82 As to the position regarding recovery, the Ministry h ~ v e  
stated: 

"The demand of Rs. 31,065 is being adjusted against refund# 
due to the assessee for the assessment years 1964-65 and 
1965-66 which are in excess of the figure of Rs. 31,005". 

3.83. The Committee observe that there was an omission on the 
.put of an assessing oflRcer to take cognizance of intimation received 
from another otiicer who assessed the company's income, as a result 
d which relief originally allowed to an assessee shareholder on 
dividend income derived from that company turned out to be 
excessive. The Committee note that the amount has skce been 
recovered. In the Committee's opinion, the case underlines the necd 
lfor a coordinated approach to assessments. The Cornmittex! w d d  
like to be informed whether action has been taken to rectify the 
excess relief given to other shareholders of the company. 

Audit paragraph 

3.84. Where a managing agent of a company shares the managing 
.agency commission with third parties under any agreement, such 
agent and each such party shall be chargeable only on the share 
to which such agent or party is entitled to under the agreement. 

In one case it was noticed, that a company had, under an agree- 
ment, agreed to share with third parties the managing agency com- 
W o n  receivable from a managed company which carried on busi- 
ness in Pakistan. Accordingly the assessee company was assessed 
to tax only in respxt cf !'le net commission receivable by it (i.e. 
p s a  commission less amount payable to co-sharers). The company. 
w u  also entitled to relief under the agreement for avoidance of 
double taxation with Pakistan in respect of its income taxable in 
both India and Pakistan. While determining the relief allowable 
to the company in respect of the managing agency commission, the 
department, however, calculated the relief with reference to the 
grogl managing agency commission (including the portion payable 
tb coaharers) instead of the net commission which was assessed to 
tax tn India as its income under the Income-tax Act. This led to 
f!Xcerr relief having been allowed to the assessee to the extmt of 
Rk 2,85,052 for the assessment years 1856-37 to 1962-85, with car- 
-ding undercharge of tax to the same extent. 

Purgraph U(c)  of Audit Report (Civil) on R m u e  W p t a  



3.85. During evidence, the Chairman, Central Board of Direct 
Taxes stated that the mnegkd company was a cotton mill in PaWlc 
tan. The head d c e s  of both the managing agents (the a- 
company) as also the managed company were in India. The asamme 
company had entered into agreements between July, 1944 and May, 
1946 for sharing the managing agency commission with two groups 
of companies (described hereinafter as Groups 'A' and 'B'), In terms 
of the a m e n &  the assessee company was to receive 13 annas 
in the rupee less 10 per cent group 'A', 10 per cent of 13 annas in 
the rupees and group 'B' 3 m a s  in the rupee. The consideration 
for the sharing of the managing agency commission with groups 'A' 
and 'B' was that they would hold shares in the managed company 
whereby the managing agents would be enabled to retain theit 
managing agency. Upto and inclusive of the assessment year 1966- 
56, Groups 'A' and 'B' were assessed in Pakistan separately 
an their share of the managing agency commission. In January, 
1956, Groups 'A' and 'B' obtained legal opinion according to which 
they were not liable to tax in Pakistan inasmuch as (a) the a p e -  
ment for the sharing of the commission between the parties ww 
entered into in India; (b) the services under the Agreements were 
rendered in India; and (c) the managing agency cornmissfon was 
also received in India. The Pakistan Income-tax authorities accept- 
ed this opinion and ceased ta tax Groups 'A' and 'B' on commission. 
from 1 W 7  onwards. 

3.86. The double income-tax relief in the present case was gov- 
erned by the Double Taxation Avoidance Agreement with Pakistan 
read with the dedsion of the Two-man Committw+compridng a 
representdive each of India and Pakistan. According to Two-in- 
Committee formula, 50 per cent of the managing agency commissi~ 
was allocable to the country in which the head amlee of the manag- 
ing agency was situated and the remainhg 50 per cent was to be 
allocated in proportion to the income of the managed company 
ing in each country. In the present case, the entire income of the 
managed company arose in Pakistan. Accordingly, India was entitl- 
ed to tax only SO per cent of the managing agency commission and 
was to grant double income-tax relieX in respect of the 56 per teat 
taxable in Pakistan. Under the Indian armament of the 
company, the whole of the managing agency cornmirPfon was 
into account, but under section 12A of the Indian Income-tax 
1922, the a s e w e  company wan charged to tax only on the 
10 which they were mYtM under the drrlng a@~ttWjt wltb 
Omups 'A' and 'B'. In accordance with tho Twoman Cow-  



iormulo double income-tax relief war granted in respect of 511 pa 
cent of the managing agency commission allocable to Pakistan. The 
percentage of 50 per cent had been. applied to the whde ob the 
managing agency commission before giving effect to the relief under 
section 12A of the 1922 Act. Thus, out of4he total managing agency 
dommission of Rs. 1,60,000, Rs. 43,000 had been paid to Groups 'Ar 
and 73'. Out of Rs. 1,17,000, which had been taxed both in India and 
Pakistan, the Indian Income-tax authorities gave relief t, the a& 
sessee company in respect of Rs. 80,000 taxed in Pakistan. 

3.87. According to the view held by Audit, the income eliq~ble far 
double income-tax reief should have been calculated by applying 
the above percentage of 50 per cent to the managing agency com- 
mission as reduced by the shares of Groups 'A' and 'B'. The maner 
came before the Board whose members were found to be evenly 
split on the question. The matter was then referred to the Ministry 
of Law who gave the following opinion: 

"The doubly taxed income is Rs. 80,000 and not Rs. 1,17,000 
and relief in India has, therefore, to be given in respect 
of the Pakistan tax un Rs. 80,000 and that relief must be 
given to the (assessee company) alone." 

3.88. The witness further stated that the "additional informationw 
which they had got from Calcutta "rather put an end to the whole" 
matter. According to the decision given by the Pakistan Supreme 
Court in the case of Octavious Steel Company, the whole of the 
managing agency commission in such cases sbould be viewed as 
arising in Pakistan and thet, to that exterit, the decision of tbe Two- 
man Committee should be construed as void. The witness added: 
"It smu that the Pakistan authorities have reopened many of (the) 
c a m  which have been taxed only to the extent of 50 per cent end 
will be demanding tax from these people and in case of non-pap 
ment attaching their kssebr." In the light of this, Uit is likely that 
t h y  (the Pakistan authorities) will hereafter want the en- 
amount (of &, 1,60.000) to be taxed in Pakistan. In such a crse, 
them would be no question uf double tax avoidance." 

5.89. In reply to a question, the witnera added Y must ilro 
submit that while we m our put have bem wanting to have a m a t t  
hg o! the Wo-man Committee, we have not been able to get h k b  
tan &jtbe to rueh a meeting. The last meeting was held in 1943 md 



we have not been able to arrange a meeting of this Committee for 
tbe leet six years. We have wrminrlly got a rytpresctntative ond 
they have got a representative; that is all." 

3.90. The Committee were informed by Audit that certain facb 
hod not been taken into account by the Ministry of Law. They had, 
therefore' asked the Ministry of Law to examine the matter further. 
The matter was again under consideration of the Minrstry uf Law. 

3.91. The Committee enquired whether the Pakialm authorities 
h d  not taxed that part of the managing agency commission which 
had been paid to Group 'A' and 'B'. The Chairman, Central Board 
d Direct Taxes stated that the Pakistan authorities had taxed 
indirectly in the sense that they had taxed Rs. 80,000 in the 
hands of the ussessee company. In reply to another question whe- 
ther the assessee company had borne the brunt of the entire tax 
attributable to 50 per cent of the total managing agency commission, 
the witness replied in the drmative. 

3.92. The Committee desired the Ministry to clarify whether in 
the earlier assessment years, the relief granted to the assessee com- 
,pny  was with reference to the total gross managing agency com- 
mission (including the portion payab,e to co-sharers) or the net com- 
mission which was assessed to tax in India as its income under the 
Income-tax Act. In a note, the Ministry have stated: "The asses- 
see company derives income from several sources, including its 
managing agency of the cotton mill of Pakishn. In its assessments 
vpta that for 1955-56, the essessee company had been allowed, against 
its managing agency income from Pakistan, 50 per cent of the 
managing agency commission, us reduced by the remuneration pay- 
able, under an agreement, by the assessee company to Group 'A' 
and 'B'. For the assessment years 1956-57 to 196263, however, the 
Income-tax Ofllcer allowed 50 per cent of the commission as it 
stood before deduction of the sums payable to the said two parties." 

"Audit does not dispute the principle that un?er the Double 
Bxat ion Avoidance Agreement with Pakistan, read with tile rele- 
vant decisions of the Two-man Committee, 50 per cent of the income 
from the managing agency commission had to be deducted in the 
as=ment of the assessee company in India. The only contentious 
point is whether in determining the income, on which the agreed 
Percentage of 50 per cent ir to be applied, tbe amounts payable by 
!h; -pmy to the two i n h ~  plrtit~, v~z., Gmup 'A' and 
8 M d  have been excluded, ~ u d i t  point h th* dace the lneome 



assessable in India cannot be determined without such exclusions, 
the percentage also will have to be applied on the incrjme as re- 
duced by the payments to these parties. In other words, they feel 
that only the double taxed income should have heen entitled to the 
relicf e t  the rate of 50 per cent." 

"In the course of thc evidence. lxfor t .  the P.A.C. in their sittir~g 
.on January 20 and 21. 1969. thtt Ministry ha: already sought to clarify 
that the rclief (ii: 50 per c w t  has to 11e a l l o w d  in respect of the  net 
managing agency inctnnc assessable in Pakistan and tliat any  deduc- 
tions allowed under section I?.\ of thc Tncome-tax Act. 1922 for pay- 
ments made in India to parties in India will have no bearing on the 
determination of such net incorn(> in  Wkistan." 

3.93. The Committcc note that n managing agent in this csse was 
sharing his income arising in Pakistan with two other parties Under 
the double taxation relief formula, he  was allowed relief in respect 
of 58 per cent of thc gross commission without deducting the sums 
payable to the other parties. The Committee note that the Mnistt?. 
of I,QW ha\,v opined this to he correct hut that at the instance of 
Audit the matter is being rc-examined in the light of certain fncts 
which were not tnkcn into account whrn the Ministry of Law first 
yciw their opinion. The Conm~ittrr. would like to await the revised 
opinion of the Ministry uf 1,au 

X94. The Colrin~ittre would like to ohwrve that the Double las 
:lvoidnnt.r :lgreement a4 ;11s0 the Two-Mnn Committee formula. 
under which India is entitlccl to t a s  50 per cent of thc income of 
Indinn r:a\idrnts wising in I'nkistan arc in the r~atnrc of bilateral 
internntional n g r c r n ~ c n t ~ .  which arc: binding on both the countries. 
'T'hc* Committep note that the Pnkistnn Government have since decid- 
t d  to tax the u.holc of tlw inconre c lc r i td  from managing q v n c y  
commission. The Con~nrittc~c- would like the Government of India 
to  takr up ttir nlnttrr with thc* Government of Pakistan. 

( f )  Inrorrrcl rotnputation of tes 

Audit Pa ragaplr 

3 95 Undcr the provlslon:, of In~o!l~c*-t,ix Act (prior to :ta amend- 
ment by Flnanw . k t  19651 a coql.iny H host' shares t i)  the extent 
4 50 per rcnt ur n\orcb t w l c  held h! .I ccxnpany In whl th  thc ytb ' i c  
are substnr~tinlly lntrrcstcd or and by ~ t s  d~rectors was not to be 
considcrcd as one In which the public are substantially inter~sted.  
Consequently the ratcb tax pnyablc by such compnnies was irgher 
than that payable by cornpanips 111 which the public were interested 



Two companies. were wrongly trPated as companies in which t,he 
public are substantially interested even though they did not satisfy 
the  above requirement, leading to under-assessment of sur.:>r-ta?i 
to the extent of Rs. 1,42,002 for assessment year 1964-65. 

Paragraph 49(a) of Audit Rcport (Civil) on Revcnuc Rccript*. 
19681. 

3.96 During evidence. the Chairman. Central Board of IJirect 
Taxes stated: "Normal'y it stands to equity that such a c.on3pnny 
which is treated as a subsidiary of a public company should ;11so bt. 
treated as a company in which the public. nrr substantinll\, in tv-  
rested. . . . But. under an estrcme interpretation of the la\\. some 
Income-tax m c e r s  felt that they n-crr not companic.s in which :lip 

public were substantially intcrrs!ed arid that \.ic~v \\.;tc (*onfir.mid 
by the Appellate Tribunal. This position was ilTo\vc\-i'r) wt rirhf 
bv the Legislatr~re i n  1965 explaining in the Ian. ;tsvlf i l l ; ~ t  t h r  cC!rn- 
pany in which a public conqanv holds 50 per c m t  of' t h ~  1. : i r i ~  

power will be deemed to be n company in which th11 rulblir* : ! ! . t s  

substantially interested " In reply trr ;i question, hr s t ~ t m !  ?!i:~f 

though the Board had considered the .4udit objcrtiori :I. c o r l ~ ~ ~ ~ . f .  i t  
could not be said that the law (befnrr i!.: nmendmi.111 h-,. F!!!;~nrr. 
Act. 1965) was "all that clear". A n ~ ~ ~ n ? w r  of cnmp:lnicq- !i:!:I t . t ! i t ~ ~  

the matter tn the High Court. The Rnnrd were mo\*il::!. ~ i l 0 1 ? ! 1  \\.ith 
the assessees to have an earl!. hearing. In rep:! to :I c!:~rsti~~r?, t!,c 
witness staled that besides the two rompanies ~ . ~ ~ ~ r - ~ ' r w . l  to 1 1 1 - ( ~  
Audit parapaph,  a number of other cornpanic. \i. , I . ' .  : , : > . r l  , ! ? l 3 ( , t ( ' . j  

by the doubtful legal position. 

3.97 Asked whether the Department wciuld, aitt.1 the. I! ii!h :' i i :  

decision. take necessary ste!x to mete out uniform tr( , ;~t!nw: t .& 
assessees, irrespective of the fact whether they had prc-f(wrd :I 1.lai11; 
or not, the witness replied in the affirmative. 



cnd of December, 19% or till the disposal of the appeal before thc 
A.4.C. for the asscssmcnt year 19N-65, whichever is earlier." 

"The asscss~nc~rit ha.< I b c e ~ ~  revised urider section 154, raising an 
additional dcmand u l  Ks. 1.84,571 as against Rs. 51,046 mentioned by 
audit. Thc asscasccl has claimed that  certain refunds a r e  due to 
them. Thcsc~ ~ ~ S u n d s  a rc  heing determinccl hy the C.I.T. The amount 
01' Rs. 1.84.571 will hc adjusted against thc refund. i f  any duc." 

::.lW. The  ('ornniitlw ~ i o t c  that 1111tlcr the  I n ~ o ~ ~ l e - t i i s  Ar t ,  1961 
:is it stood prior to its n~llt*ndnlt~ut in lM5. :I conI!)any in which SOT, 
or  more  of thr rqui ty  wpi t a l  \\.it$ licld hy another  rompany in which 
t h e  public were .;~~!,st:\utinlly iritc*rr-terl wn.; not i t cd f  to hr t rent~d 
as 11 r.on~p:in\ iu whivh tliv pirl)lic were  s ~ ~ h s t n n t i a l l ~  i n t c r c ~ t ~ d .  In 
twc1 c.;l*es, h o n r ~ . r r .  this pr i i~r ip lc  n.:19 not npplicd with t h e  result 
that  th(*rc* with :111 l ~ l ~ d p r  :wesstilt-~lt of t : i ~  of R.;. 2.27 1::lih.;. It  i~ re- 
grcttable that  tllis l l l i~ takc  ahodd havr  orcurrcd in both t h e  c a s t ~  
after ( ;o t . t * r t~~~ ,~ l j t  Il;ltl r.lp;trl, crplninrd t he  inirIli:.n!ian.; of t h r  d d  
pmyision5 \vJlilc nmcq l~ i r lg  tllp Act in 19ti3. i d  in cwr c a w  t hc  !iris- 
tnkp llird ocrllrretl cvprl Ilftpr t11(* nc>:irtl h:rd issued in.ttcutions for 
the rc.I*icsv of as\t*\.;n1c*nl?; in t lw light of para 45(i\) ol ;\lltll:l Rcpnrt  

R(-vcl)lIc. rcnc.c-ipl\, l!)(;fi. Tlli, i.; yet :~notht*r in.!:U~~*t- \ c t h r c  'be 



Committee find the assessing officers had not familiarised themselves 
with the provisions of the law that t h q  had to apply in the course 
of their work. 

3.101. The Committee observe that against Rs. 2.37 lakhs due for 
recovery in these two cases, only a sum of Rs. 22,105 has been adjust- 
ed so far. Thep would like to be apprised of the progress in reali- 
sation of the balance amount due. 

Audit Paragraph 

3.102. The Fxmce  Acts. 1956 to 1959 provided for the levy of 
additional super-tax on companies distributing dividends on ordinary 
shares in excess of six per cent of its paid-up capital. The additional 
super-tas was levied by wa? of reduction of the rebate from s11pcr- 
tax admissible to the companies. If. however. in any year the 
amount of rebate due was insufficient to absorb the reduction on x- 
count of escess distribution of dividends, the unabsorbed portion of 
rebate should be carried forward for being set-off a ~ a i n s t  the rp!icl:i 
mailable for subsequent years. 

Cases where the :*eduction of rebntc from super-tas i n  :!Y. <. . - 
cumstances contemplated above was not deducted werc rf~int t rd  ou! i n  
paragraphs 29, 47 and 4 of Audit Reports (Civil) r ; : .  r t  ; m u e  IT- 

c!cipts. 1963. 1964 and I966 respectively. Similar :iii~t;ik(*s Ivr,re 
noticed in three cases accounting for an under-as-l..,smen! of - .yr- 
tax of Rs. 7,75.774. In two cases involving a tax effect of Rs. 25.741 
necessary rectification has since been carried out Rcp'y of t h r  Vin- 
istry in the ramaining case is awaited 

!Paragraph 49 (b) of Audii Report (Civiir :I!: I?! :.(,:;ie Rvcr~ipts. 
'19681 

3.103. In a note furnished to the Committee before evidence of 
official witnesses was taken, the Ministry gave the following infor- 
mation regarding one of the three cases where the tax effect was 
Rs. 7.5 lakhs: 

"The audit objection has been accepted hut thew has been 
no loss of revenue in this case because the unabsorbed 
super-tax rebate has been withdrawn against the com- 
panv's assessment for 1963-64". 

3.104. During evidence, the Chairman, Central Board of Direct 



Taxes gave the following figures of losses/income of the company 
for the ylars  1957-58 to 1962-63. 

I $v-63 . . 4.43 1~!;11~, .  
. . . ... . 

3.105. According to thc witncss, tho company had a positive income 
for thv iisscssmcnt gear 1963-64 an4 declared a dividend in excess of 
6";. But, as in tho earlier year?. !hew was a negative income. "!he 
w;thdra\val of thc rebate in r tywct  of those years .should have becn 
d c f e r r d  to a later year i n  :vt!~ch there tva; a p~s i t ive  income." 

3.106. M;cd  :vhc,ther thc c ,mpan : .  irere declaring dividends el-cr! 
thnugl~ they wcnl suffering 1osst.s. ' h i ,  witness stated that the con?- 
p a ~ y  \vt.,rc d ~ l : i ~ ' l ~ l g  dlvidcnds out of thr pas: profits. 

3.107. In rrpl:,. to  mrjthcr q : l r ~ ~ t i o n  he mted th2t the Dcpart- 
r w n l  had acctptc-tl : h ~  .411ri!: (lij!t~(.t;(71: :,r;ci i:,;d rceo\-ered the   who!^ 

, '- ..) amount" In yspcc*t c ~ f  the nssessmwt year 1 i ) t d - I .  The Conunittee 
cnrlui:~c~~l i\.i!!. I., hntt. f i r  th11 asuc:.s:!!cn! :,.t.;,!- 1962-63 ivas not  w t h -  
r '!'!I(% v:itnt>ss ~ ! a t ~ d :  . . I T t i  (!lit T::~*O:::~L-:as Officer) c - ~ l c i  
no!. do : h a t  i r l  !li: >.tTitr :962-1::: . . .  Tht. company's assess- 
m r n t  for :>!! (>;i!.li~r ~ t ~ r  ws ..tzt  id^' by tht> :\ppt!late -4ssistant 
C~~.n::?:><io?:*~!. :.:;,! ? i i v  1 f!~:~.-:.is Offiwr ivns directed to nllow :he 
nabntt: ~indc:. t ? ~ r  origixl! + t~~t jo ! i  of the Income-tas Act. He  nad. 
r t : I :  + l i t i  for . y e :  :95.1-55 on- 
L v ~  l d > , ' '  



"In view of tht. fact that  lapses in computing supcr-iits pay- 
able bj companies arc on the increase, the Colnmittcc 
\vould suggest that a general review may be undertaken 
and suitable instrurtlons issued 10 thc ass~ssing oficrrs." 

The Comn~it t t r  enquired whether.  pursuant to thc aforcsiiid re- 
commendation of the Public Accounts Comniittre. a generid rcvivw 
w a s  conductd. Tltc Chairl~!an. Central Board c ~ f  Direct 'I'ascs 
stated: "U'r issucd instructions (9-3-65) drawing particular at tcn- 
tjon to this kind of lapse and aslicd t h t w  also to check up tho  cnscs 
of all the companjr~s whjrh had mow than omb liikh of r ~ ~ n c ~ ~ s  as j y r -  

come for t ~ v o  years. Rcccntly (Januar\.  19(i9), we have :~skrd thcm 
1.0 check up also t h t ~  e a r l ~ r r  !-cars' asscssmcwts." 

3.112. The Committee- eotv thut mis tahc~ in coniplltirlron wpcr-  
tau payable h! ronipanics hate  hctw o c c l ~ r r i ~ ~ ~  ycwr ;tEic.r !r-;tr. Thr 
ta\ effect of the nii\tiikr\ pointed out in thv prrwnt  r;hw\ V I ;  

RI. ?,7.5.741) h;rc bven highcr thitn that rcportcd in c.ilrlier yews. 
The mistakts orc.urrc.d in thrcc difi errtit raw* H S S C I H ~  in 1 tirrc di tTv- 
rent rhargcss. .Ill thew \llEpeIl that v\\cs\iag oflir.cv\ I I W ~ I  to hv 
specially in~tructccl ;ihout thv provi\ion\ of thc Isu on tlrr 411hjc.d. 
In para I 1  of thvir 28th Rcpcrrt (Fourth Lok Sahha) thc Coni t~~i l te f~  
had drawn attention to thi* situetion. The C'omrniti~e ntr~v that 1""- 
sutrnt to thew observations. a re\.ie\r of raw- uf all rtmpanic* h11\ iw 
an inronic of 1;s. 1 lvkh or tnorv ha, bcwi 1rndwtaLc11 S ~ ~ r t i  :I rr\ic\tl 
should cover a 4 s t - w i i o ~ t ~  frwn 195C-5i nn\v:\rd< rr* the ;~tlrlitionlqf 
super-tax h? wa, of rcdtlction of the rtshate from ~ t~ fwr - t ax  ndnli\*i- 
hle to the cornpanic-4 was Ici-icd in the Finance AvI*.  1 9 3  to 193.  
The. Committee tsonlrl like to be informed of f h c  outrotac of 



review when finalised. They trust that effective action wil l  he taken 
-by Government to ensure that cases of this nature do not recur. 
A d i t  Paragraph 

3.113. Under the Income-tax Act. a company is reqarderl as one 
in which t h e  public are not substantially interested if t he  affairs of 
tlir r.om,Jany or shares carrying more than 50 per cen! of !hr total 
\:ding power were at anv t ime during thv previous year rnntr:)llcd 
or held hv Icss than six persons. 

3 115. 111 :.tbp1! 11) i t ~ ~ ~ ~ ! i ; t ~ : .  qat*st:~ui,  ht. ~ ! n i t > ~ i  t h.!! : ! . + a  I n ; y t i n =  
:I.\.:i?;f;,!lt ('~~nnli..;,i-,,n~.:. : , I < . ,  ~c.~nmf'i! T , .  )::!.$... ! I * ~ . I \  " i r v ! * { i , -  T ~ ! ! >  <il!Yt' 

cmIwcssr,~n " 
3 lit; '1't1(. Cl~nllnl:tc,t. c~nt!:::rc~,I \:'!it-:;!t.:. ! h t .  t.a:-!i,h! .1--c..e?ltm!s 

of : \ I ( .  ~ * ( , m ~ , ; ~ n v  h hc*tqi \.c.nticbd ! I ;lscc:'l;tirt !hill l \ ' i s  ! ? ~ ; ~ t ~ ' k t ~  1.1: 

: l~;lttir(. r(~ft*l.:.t*4 i ir, t i i t >  ; ~ U C I I !  ]):iri~~r:lp!; !>:hi '(.!::,:,qd !,: 
111~ cy~r.lipr !t.nrs ;also In ;I note.. i i i t *  Sfinlstry hn\.r S I ; I ! P ~  "Tkt? 
ciwlier asst~usmn~ts of t lw t.tlmparn. h:\vv heen vcrlfird. T h r  mi-tnke 
dtd rrot occur in the assessment of t l lv ~nr l ier  grars." 



3.117. The Committee desired to know w11rtht.r lhew were 8nj  
standing instructions issued to the assessing officers tha: at the time 
of assessment of companies each year, the list of share-holdings 
should be called and verified to see whether the company was one 
in which the public were substantially interested or not. The Chair- 
man. Central Board of Direct Taxes stated that standing instructions 
were already there but these had not been followed by the Officer 
concerned in this case. He added that suitable instrllctiors woulri 
aga~n  be issued shortly. 

3.118. From a note furnished by the llinistry, the Committee 
observe that the Ministry have issued the instructions on the 9th 
February. 1969. 

"The assessments 
revised under 
ns under:- 

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

1964-65 
1965-66 

Total 

for the years 1964-65 and 1965-1:6 have been 
sectinti I-!;( b). raising an adclit~onai demand 

Ks. 47.247 



officer. There are standing instructions from the Board that the list 
of share-holdings of a company should be verified before deciding 
the status of a company for purposes of assessment.  the.^ instruc- 
tions were not followed by the assessing officer who relied on the 
fact that the shares of the assessee company were quoted on the 
Stock Exchange. As admitted by the Chairman of the Central Board 
of Direct Taxes, this was no basis for holding the company as 
one in which the public were substantially interested. It is rcgret- 
table that the Inspecting Assistant Commissioner who checked the 
assessment order also failed to notice the omission. 'The Committee 
note that, to obviate the recurrence of mistakes of this nature, neces- 
sary instructions have been issued b j  the Board. The Committee 
trust that these will be strictly followed. 

3.121. Elsewhere in the Report. the Committee have drawn atten- 
tion to other nlistakes that occurred in Conipany Circles. Thir 
suggests that the Board would have specially to examint? the positioll 
in regard Lo these Circles in order to ;iscertain whether staff posted 
io these circlcs need 'in service' training to enable them to discharge 
tllcir duties diectively. 

(g) INCOXIF ESCAI'ISC ASSESSMENT 



Jncome-tax Officer but it was Rs. 11;30,654. Thus, even after setting 
off Rs. 6,51.735 brought forward from 1960-61, there would be a net 
.adtiition to be made for the year 1961-62 amounting to Rs. 4,78,919 
and the deduction of Rs. 4,74,979 made by the Income-tax Omcer 
was incarrect. 

A p i n .  in the assessment year 1962-63, there was a further undis- 
closed stock of Rs. 7.61.929. The income of the company was short- 
.computed to the tlstent of Rs. l'i.l5,82i ciuc t u  the ornlssion~ pointed 
out above. 

In the case of the same company, a dcduction of Rs 2.73.755 was 
allowed on account of development rebate during t ! ~  messment  
year 1963-64 though the company was not entitled to thih. Thus, the 
net loss of the company was ca lc~~la tcd  in escess ! a  the estent of 
Rs. 19.90 h k h s  and was allowed 10 be carried fvrward lo1 adjust- 
ment against future year's profits. 

The Ministry have stated that necessary action to  rectify the 
assessments has brrn taken. 

3.196. Thc Cw~mittc.tb have been inf(~rmed t ~ y  Aridit that dcvclop- 
ment rehateemounting to  Rs. 2.73.755 hatd been al!c:wed by the 
Income-tax Officer even thuugh the necessary rewrve to the extent 
of 75 per cent was  tot debittd to  the I'rotit ;ind Loas Account. 

3.127. In a nottt furnished trr the Conmittt*c*, the ?.?inistry h a w  
stated: 

"The .4ud1t rrpc~rtrd th(4 following amounts of untlw-oswss- 
ment in this case: 
- -. - - -- - - - - - --- - - -- -. . --. . -- - - - 

.4sstt. Yenr Amount o f  Reasons for I~o ld t~ jg  :hrt thc~r,, has 
7rnder-nsses.+ been under-asr~r~~ticrfi t .  

ment 
- .  -- 

(1) (2; (3) 
-. . - 

1961-62 Rs. 9.53.898 More stocks wcrc plec'rcd with lhr  
Rank than shown i r ,  the  books. 

1963-64 Rs. 2.73.755 Development rrbate reserve WRS 
not crclatcd and yct development 
rebate ws alluwed. 

- - -. -- ---- "- 



The Ministry have found that the actual wder-assessment 
for the first two years was considerably lnwer than what 
Audit reported. Thus, for 1961-62 the actual amount of 
ad i t i on  on the ground of discrepancy in :tuck whlch 
could have been made by the Income-tax OEcel as found 
by the Appellate Assistant Commissioner to have been 
only Rs. 3,99.915 (4,74,979, amount added in the preceding 
year for which the Incurme-tax OWcer allowed an adjust- 
ment in the assessment for 1961-62 plus 1.01.692. the sum 
which could have been justifiably added by the Incomr- 
tax Officcr--1 .'l6.756. the addition actua!!? made by the 
Income-tax Ofiicer in thc original assessment.) For 1962- 
63, the Apprlkltc. Assistant Cammission~r ha3 not yet 
heard the appeal on thc question of stqc!: discrepancy: 
but applying thc same principles as adopted by the 
Appcllatc Assist;tnt Comn>is.;ioner fur 196: -62. the net 
addition which can be justifivd for 196'2-63 c;tr!no! p(lsslbiy 
exceed Rs. 1 lakh. However. thc figurc repr!c:l by Audit 
for 1963-64 will not n e d  any variation. I! will thus bf. 
found that the aggre,ytr  amount of un?c:.-:tssrssment fo: 
the three years in question \vould hc about H.-. 7.75 lakhs. 
against Rs. 19.5 lakhs rrp:vrtcd by .4udit." 

3.128. Thtl Ministry h;~\.c> further stated: "Th;, circunlstances 
mdt- r  which the ~nistakcs had occurrtxd in this castb h::\.r. been Icilk- 
cd into, but no suspicious f r ; t ! u~~ t~  havts bcvn found. The i9:.ror for 
I h c  itssrssmrnt yvnr 1963-64 UTIS due to  pure inadvcr:nncc~ Fo:. the 
other t\vo \.tbilrs thtb ildtlitinn> arcB trn dcbatcahlc ?rounds." 

3.129. Thf, Committee drsired to ~ I N I \ \ .  \vhc.!hi~ thc assessments 
had bccn checked in Internal Audit. I n  their rryly. thr Ministrq' 
h a w  stattsd: 

3.130. I n  rcplv to another quc~tion.  the Ministry h a w  stated that 
the assessment for 1961-62 was completed by onc Income-?ks 
Omcer and the assessments for 19C1!!-8.7 and 1963-64 were cnmplcted 
by another Income-tax Onlccr. 



3.131. During evidence, the Chairman, Central Board of Direct 
Taxes stat& that in this case the Income-tax Officcr had himself 
found that the company hud shown a much higher figure of stock 
in the statement submitted ta the Bank than shown ill the Balance- 
Sheet of the company. He had also added the diffcrcnce to the 
inconw of the company for the year 1960-61. 

3.132. f ie  further stated: "In this par t~c t~ lar  case.. . . . the 
aggregate of the asscsed loss upto 1963.64 1s Rs. 66 lakhs For the 
next four years the assessment has not been niadc and thew has hem 
made and there has been a rcturned los5 to thc cstcnt of Rs. 1.73 
crores. Therefore. whatever addition (the Income--tax Officer), made 
is only on paper. I also want to  say that in actual practical terms 
there is no revenue effect. This mill has since changed hands and 
may be closed down altogether " 

3.133. In reply to a question, the w i tnes  stated: "Tnc appellate 
authorities including the AppcIlate Tribunal havc nuled in sevrr;~l 
ceses that in order to get over-draft. an assessee u;uall\' overstates 
his stock. . . . . . . .For the purpose of Profit and Loss Account. he 
values it at cost or market rate whicheve:. i s  lower but for purposes 
of getting overdraft. he can value it at market rate whirh could hc 
higher." In case. however. the quantity indicated irl t l r ~  returns 
submitted to the bank differed from the quantity shnwn in the 
Balance-Sheet. the differcnw was tekcg i n t n  nrcf7 i l r t  fm the purynse 
of assessment. 

3.134. The Con~rnittee note that there was an unc!rr.nww+mcnt of 
Rs. 7.75 lakhs in this raw for the yeam 1%1-62. 1 9 d  61 and 196MI 
Thev ohserve that while the hulk of thr under-av.rqsnwnt wa\ due i n  
the failure to make due additions on nrroant of the uwl i~r lo~ed  \to& 
of thr rnmn.8 .. untlrr n w v n w n t  to the r\!(*n! of Rk 2.73.753 1% 3 4  

due to the ~ n c o r r w t  nllnwascc of developrncnt rehare. I t  IF not c I c B ~  

how the de\ elopnwnt rchate c o ~ l d  he nllo~~rrf whcn thc rompnn\ had 
not created the trrccwarv rescrvc of 7.5 per rrwt t h n t  I I W  rrrrrlird 
to qualify for rchate. 



(h) Commission to assess appropriate amount of profit chargeable 
to tax 

Audit Paragraph 

3.136. In accordance with the executive instructions issued gnder 
Income-tax Rules, the income of British Shipping companies attri- 
butable to business carried on within India is to be determined on 
the basis of ratio certificates obtained from the United Kingdom tax  
authorities. These certificates indicate the ratio of the company's 
world profits. wear and tear allou7ance given in the assessment etc. 
as a percentage of the world turnover and these percentage:; arc 
applied to India turnoiw to find the incomc assessable to tax in 
India. In the case of a British Shipping company, ratio certificates 
wcre given by the Unifcd Kingdom authorities separately for the 
profits of the company. wear and tear allowance and a l s ~  for deemed 
profits arising out of sale of depreciable as:l,t.ts, assessable as iwome. 
Tn thr assessments nf the company for 1963-64 and 1964-65 the In- 
c ~ ~ m r ~ - t a x  Officcr considered the first two certificates only and omitted 
to .!dd to t h c  Indian income. rr, proportiona:~ amount based ot! the 
rati,i r c r t i f ca :~  relating to profits dct-m:d t c ~  arise on sale of depre- 
: . ! ; , ! ~ ' 1 .  assrts. 'I7w under-assessment of income on t h i ~  account 
;~!~;ountcd tn Rs. 3.96.886 for thc nsscssmer.: years 1963-6.1 and 1954- 
''; ." :!I ;I rc~nscquential s!lort-lev? of tris of Rs. 2.57.976. 

[Paragraph 5:i(n) of At~dit Report (Civil) on Revenue Receipts, 
1968.1 

( i i )  A proportion ~f thc profits. i n  the ratio of the receipts in 
India to total rcccipts; 

( i i i )  "in such other m;lnnpr us the Income-tas Oficer mag 
derm suitable," 

The companies electing to be assessed on the basis of the United 
Kingdom ratio certiAcates are sssesml by applying method (i i )  with 
a slight rnodifical~n, SO that it becames really method (iii) Under 



this arrangement. a proportion of the profits of the company, before 
determination of profits or losses under section 1 ( i  4 ,  is 
assessed in India in the ratio of the Indian receipts to world receipts." 

3.138. The Committee were informed by Audit that in the instr~cc- 
tions. the Board had stated that as regards companies electing to be 
assessed on the basis of the United Kingdom Ratio Certificate, it will 
not be possible to apply the provisions of section 10(2)(vii) to such 
cases and the companies concerned will have to acrcp: tho position, 
The Committee desired to know the circumstances in v.hich tllcsc. 
instructions were issued. The Ministry have statctl: 

"The instructions were issued in the cirr.t~mstancc~:; ~ t a t c d  below: 

(11 Shipping companies opcratinq in differen: clur1trit.s find 
it  cstremtbly difficult to proti11c.c dvtailcd actbount!: ::nd f!lr 
returns as every port of call. Thc arr;cngemc?nt ~ v o ~ ~ l r l  
ai.oiti such a situation in Intiin 

5.139. The Committw c.nq~lirc4 \\.!-t,:!it~r t : , .  f i , . . . ! l l  h t l  ! ' i i t , !d  

necessary in5t:-!!rtions nr to \r.?iat itn I!wonv.~-tax 0 9 i c r r  shmld do i f  
as assessee produced a U n i t d  King&)m Ratio Crrtificatc. shou'il:.: 
the percentage of dermcd profils ariai!lg r m t  of c.;llc ( . '  doljrt:c.iai)lf' 
assets in t!~p Unitr.! Kingdom. The Mrnistry hay,*  : I : V I ' ~ I  1 1 1 ~  f f . l l l ; ' . \ . -  

ins rep!?: 

3.140. Thc Cornni!!rc u-crv inforrnoci Atltl;r :!:: ! ,  r a  : t l . r ~ . ~  
ti.$ the vie:{. !nk,,n t-:!. t f i ~  Ililinstrs. :ts I),!. i1sspw.p ! ~ : v i  c'rvrci8..cd .,:: 
option. as ~ ~ t c . ~ ~ p l : l ? . c ( j  in the Board'.; ir:strur:tir~ns !hr* dr.f rlwc.1 I C  I -  

fits wrrc? grit assc+:ibl(! to  t a x .  T h y  tlrsirctl tfr li;no;t: tho  c.ontc4:!'- 
of t h ~  ~ p t i w  cwrciwd ;md ; i l ' : r ~  tr.hct?wr S I I C ~  :in vi~*~c;rt  w:tL ( w -  

tern~]a!e,] ::?d(.:. t!lp ~3qiIrd'- i ' : : . ' r ! l p t j f ~ ! r y  5v!Ip:1 ~ F , P  yrq, , i t . ; {  T ( i r , : l  

authorities f!~rn::;hc:l :r s~p:fi!.atp r;,li : wrtif ic . ; l tc+ f ,. the t l ( . v r n ~ ~ ~ i  
prof : '~  I n  thrlir ; ; I J? ;~? ,  t j : ~  : I j i ; i . , :  *: '::t!.c .<tatpd; 



would also be agreeable to forego any claim of loss under scctiorr 
10(2) (vii) 141 in return for the Government have agreed to forego 
tax on profits under those sections." 

3.141. The Committee then wanted to know in what manner the  
assessments for the earlier two years (i.e.. for 1960-61 and 1961-62) 
were concluded in this caw. Thcv also enquired whether these 
assessments had bccn accepted by the assessec Thc 31inistry have 
stated as follows: 

"Thr assessments for both 1960-61 and 1961-62 were framed 
overlooking the Board's instructions. For 1960-61, the Income-tax 
O t h e r  nsscss~d a halantinc charge of Rs. 2.48.624 and also aliowed 
terminal a!lowanw of  Rs. 1-13. In thc ncbst ycar's assessment he 
inclurlcd a balancing charcc of Rs. 422. No appeal was. however. 
filed by the assessec against c-ithrr of the asscwments." 

''Though t ! i ( ~ ~  is ;I gain to rtBvcnutb by the Income-tax 0fficc.r '~ 
action. which was rontrary t o  thcb Board's ir;structic?r,s. thc Govern- 
m n t  feel that his nr t i :m for thew years was incorrect. The circular. 
i n  question hati bcm i s s d  b s  tht-1 Crr~~.crnrnent after due considera- 
:ion on tlw following factors: 

( 1 ) Shippinr: cnmpanit~:: o;wra!ing :n difft:: i b ? l t  countri~.; find 
it cwrt*rncly diniwlt  t o  prttducta drtailcd accnunts and tile 
rcturris a t  rl\.cq-y port of ca1i. The 2:-!-anpmnt v:nuld 
;r\.oid such ;I .iitu;:!ion in I : ? r i : ; ~ .  

( 2 )  Profit?; as ~rluch irs lrwxl.; u:~drvr srhi*tion li l t2)(vii)  ~ i m l d  
ignc~wd tvhcn rrsst~st~c. .~ o l > t t ~ l  f i t ! -  this !tiethocl. In an 

c1.a of r;~pid tcc.hnologics1 dcvclopinalt thcsc i; likely to 
ht. nt, lc jt1ssc!s th:~n pr,rfit on  t!it. ?;1!t1 of ai :carded marhi- 
rwry ." 

::.!.I?. This m s c .  rc~isc*\ un inrportant point bcnriug on t11c nrrthod 
of conrputatiorl cbf iaconw. or pains accruing to  Rritish Ship- 
ping Companies. Thc C'onlnrittec would like the Bwrtl to hsvc the 
miitlr*r csanlint4. in consultrtien with Audit and Ministry of I,aw, 
if necessary. The C:umn~ittc*e wortld also like to be apprised of t h e  
(lrcision taken. 



IV 

OVER-ASSESSMENTS OF TAX 
Audit paragraph 

4.1. The Income-tax Act provides for allowing rebate of tax on 
donations made by assessees to approved charitable institutions upto 
a limit of 10 per cent of total income or Rs. 2 lakhs whichever is 
less. In the case of donations made to the National Defence Fund, 
the sums qualifying for such rebate are to be excluded in calculat- 
ing the limits. 

An assessee with a total income of Rs. 3,52834 in each of the 
assusment years 1963-64 and 1W-65 made donations of Rs. 1,25,000 
and Rs. 1,05.001 respectively. The donations in both the years in- 
cluded a sum of Rs. 1 lakh made to the National Defence Fund. 
The Income-tax Officer wrongly limited the donation eligible for 
rebate to Rs. 35.283 in each of the two years instead of allowing 
rebate on the entire donations of Rs. 1,25,000 and Rs. 1,05,001. The 
mistake has resulted in over-assessment of tax of Rs. 89,187. 
[Paragraph 56 (a) of Aud~t  Report (Civil) on Revenue Receipts. 

INS]. 

4.2. The Committee have been informed by the Mir~istry that the 
assessment had been revised under Section 154 and a refund of 
Rs 89,187 made to assessee. 

4.3. The Committee were informed by Audit that though this 
case was checked by the Internal Audit Party for both the assess- 
ment years the over-assessment remained undetected by them. 

4.4. The following table shuws the number of cases of over- 
as.-cssments reported in earlier Audit Reports: 



4.5. The Committee regret that due to armsman tq,~,follow the 
provisions of the law in regard to rebate on donations made to the 
National Defence Fund, there was an over-assessment in two suecas- 
sive years to the extent of Rs. 89,187. The over-assessment also eseap- 
ed the notice of Internal Audit which had checked the cam. The 
Committee note that the amount has since been refunded. The Com- 
mittee trust that the Board will ensure that greater care is shown by 
the assessing omcers in future. 

4.6. The data given in this section of the Report shows that over- 
assessments have over the years substantially increased. The Com- 
mittee would in this connection like to invite attention to their ohser- 
vations in paragraphs 2.39 and 2.40 of their 29th ikpbrt (Fourth Lok 
Sabha). As these over-assessments result in penalicing assessees for 
no fault of theirs, the Committee would like effective steps to be 
taken by the Board for their elimination. 

Over-assessment of tau 

Arrdit paragraph 

4.7, According to the Finance Act, 1960 (which had retrospective 
t~flect from assessment year 1958-59) and the subsequent Nnance 
Acts the super-tax (income-tax for the assessment year 196546) 
payable by a company whose income included any profits and gains 
from life insurance business should be the aggregate of taxes cal- 
culated as under: 

( i )  On thc amount of profits and gains from life insurance 
twincss so included at the rate applicable to Life Inas- 
anre Corporation of India, and 

(i i )  on the remainmg part of its total income at the rate 
applicable to its total income. 

In the case of n non-res~dent company assessed on its income 
f rom insurance business in India, the concessional rate of super-tax 
\ .ncome-tax in 1965-66) provided in the Finance Acts was omitted 

f be nllowed for the assessment years 1958-59 to 1965-66. This has 
~c.s:~ltcxi in  excess-levy of tas of Rs. 4.21,356. 

[Paragraph 56 (b) of hudi t Report (Civil) on Revenue Receipts, 
19681. 

4.8. The Committee enquired whether the assessments *re 
checked by the Internal Audit Party for any year. The u s *  
hil\.c stated: 

"The Internal Audit Party checked the case but the question 
as to whether or not the assessee company was a life 

430 (uiil 1,.S.-,; 



insurance concern was beyond its scope of enquiry. Even 
the Income-tax Of5cer was not certain about it, because 
the assessee was one of the foreign insurance companies 
which practically ceased to have any life insurance busi- 
ness after the Life Insurance Corporation came ink, 
existence." 

4.9. The Committee then desired to know how the mistake conti- 
nued to persist in eight successive assessments. In their reply, the 
Ministry have stated: 

"They were continuing only as "closed portfolio" business. 
The Board's instructions issued in September, 1962 clarify 
the legal position with reference to three specific cases. 
The home-tax Officers assessing other cases seem to have 
missed it." 

4.10. Asked whether the Board had issued instructions bringing 
the important change brought about by the Finance Act, 1960 to 
the notice of all the assessing of5cers. The Ministry have stated: 

"Yes. Important changes in law or decisions by court are 
brought to the notice of assessing officers by the Board." 

4.11. In reply to a question regarding rectification/recovery, the 
Ministry have stated that the assessment had been revised under 
section 154, resulting in a refund of Rs. 4,21;356, which had since 
been made to the assessee. 

4.12. The Committee note that due to a failure on the part of the 
rs#ssing odictr to follow the correct procedure for determining tax 
liability in respect of profits and gain from past life insurance busi- 
ness;, a non-resident company was overamused for eight cansceutive 
assessment ytan. i t  is regrettable that this sbould have occurred. 
&ugh the provirioms of the Finrrnce Act, 1968 w e n  quite explicit on 
the pnmdrve to bt followed in this w r d .  I1 is also a matter for 
concern that the Internal Audit Party which had cbcektd two of the 
aSsessments overlooked the mistake. O v e r - ~ m e n t s  of this nature 
apart from inconveniencing assessea will detract from the ~ e ~ a r t -  
ment's standing in the public eye. Tbe Committee hope that effective 
&hn will be taken to put a atop to such over-asscssrnent~. 

Audit paragraph 



assessment year 1962-63 on 31st August, 1962. However, the Income 
Tax OfRcer completed the assessment for the'gear 1962-63 on SOth 
March, 1966 and determined a loss of RB. 17,54,4$9. The advance tax 
of Rs. 15 lakhs paid by the assessee was therefore refunded. But, 
in so refunding the advance tax, interest payable under the Income- 
tax Act upto the date of regular assessment &. 30th March, 1966 
amounting to Rs. 2,70,000 had not been paid. Repart regarding re&- 
fication and payment of interest to assessee L awaited. 

paragraph 56 (c) of ~u 'd i t  Report (Civil) on Revenue Receipts, 
l968J. 

4.14. The Committee were informed by Audit that the case in 
question was assessed in a company circle. They, accordingly, 
wanted to know how the mistake had occurred in a company circle 
where the nqlmber of assessments was comparatively few. In their 
reply, the Ministry have stated: 

"There was no palpable mistake in this case. The position will 
be clear on considering the following factors: 

( i )  On 14-3-1962 the assessee paid Rs. 15 lakh on Advance 
Tax challan without filling any estimate under section 
18A(iii)212 of the Income-tax Act, 1922f1961, but the esti- 
mate uras field only on 21-3-1962 that is, after the last 
permissible date had already been over. 

(ii) Wheo the regular assessment was mode it was found that 
no Advance Tax had been payable by the assessee. The 
sum paid was accordingly refunded but no interest on 
excess payment of Advance tax was allowed to the 
ilsBe'ssee. 

The Income-tax OfHcer's action represents an bonest effort to secure 
the interest of revenue. Of course, the Board decided, on a referenee 
made k, them, that interest should be allowed to the asseeses in 
the clrcumstancea of the case." 

4.15. The Committee were informed by tbe Ministry that the 
~ s s e s ~ m a t  for the assessment year 1062-63 had been rect181ad aad 
a sum of Ra. 239,833 (whtch was the actual amount of intemt 
worked out), had been refunded to the assesee. 



'J. 
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4.16. The Committee mte that the iatemt amounting to 
I&. 2,39,8S3 bas since been refundtd to the assesset company on the 
advance tax of Rs. 15 lakhs deposited by it. The Committee would 
have Mt happier if the amount due as interest bad beerr  ordered to 
be paid when the original orders for refunding the advance were 
pawed on lidisation of the assessment. The Committee would like 
Govmment to imp- upon the Income-tax authorities that inter- 
est due &odd be paid to assessees promptly. 

4.17. The Committee desired to know the action taken by Cov- 
ernment on the following recommendations of the Public Accounts 
Committee (1967-68) made, in paras 2.54-2.55 of their 29th Report 
(Fourth Lok Sabha): 

"The Committee are perturbed that the amount involved in 
cases of over-assessment has greatly increased last year 
and suggest that the Department should make a detailed 
study to identify the causes of such over-assessments and 
take effectii'e remedial measures to curb this vwxatious 
tendency on the part of the Department rcl overpitch as- 
sessments. The Committee would like ;n be informed of 
the remedial measures taken by Gwernmcnt in this be- 
half. '' 

"The Comm~ttee are ~ncltned to cuns~der that In cam of o w -  
assessment ~t ls the moral duty  of the Crcnw-nmtnt to re- 
fund the exrcsb tax collected erroncwuslv or r l le~ai 'y  and 
not plead l lm~to t~on  They sugqest that Govvrnmpnt 
should cons~der the fcasibihtt of anwndlr,r: thc law suit- 
ably so that  the Commlssmnwr; cannot n * ~ l z . t  v.n:smn pctl- 
t~ons  for refund In raws of over-asscssnwnt dut* 10 clear 
rn~stakes elther i d  Law rlr of fact on t lw firorid r r !  11n11- 

tatinn " 



earlier-in the Commissioners' Conference, and in other discussions, 
this matter has been brought up as to how to set these bfficers on 
the right course. . . . . . v9 '.. - 

4.19. Referring to para 2.55 ahid. the Committee enquired wherller 
instructions had been issued to the effect that technical considerations 
of time-bar should not stand in the way of refunds being made in 
cases of over-assessment. The Finance Secwtary stated: "Such in- 
structions are already there. Regarding Revision Petitions, we advised 
the Commissioners of Income-tax to condone the delay even though 
the petitions are flled beyond the permissible limit of twa years. 
We condone the delay in hundreds of cases. . . . . . We have instruct- 
ed that it should be condoned freely. In some cases if there are mis- 
takes in computatron of income and if the assessees have paid the 
money, these can be rectified even after four years. Actually the 
Secretary or Additional Secretav can take decisions in this regard 
either on their own or under orders of Minister." 

4.20. Asked whe.ther they would like to have a statutory power 
in thb regard, the ,witness stated: "It would be welcome." In reply 
to a question, he stated: "If there is any lacuna in !egislation, the 
matter will be placed before Parliament." 

4.21. In a note furnished to the Committee pursuant to para 2.55 
of their 29th Report (1967.62), ttle Ministry have stated as foliows: 

"The Government is anxious to discharge its moral obliga- 
tions, waiving legal impediments. The Commissioners of 
Income-tax have. by and large, the, same attitude. Under 
the existing administrative instructions, the Comrnissicnen 
of Income*-tax are required to refer to the Government 
cases of over-assessment occurring due to mistakes of 
law or facts relating to the computation of total income 
or tax thereon, which cannot be normally rectMed due 
to the operation of !he law of limitation. In all suitable 
w, Govenunent does waive the limitation and refunds 
are invariably a!lowed " 

"After pving their cnrirl:.! thought to the recommendations 
of the Public Amunts Committee regarding the ammd- 
meit of the law, the Government feel that the present 
p c t h .  which has been working well, may be allowed 
to corlaue. A change in the law of limitation cannot 
pmibly oporrtc ent'viy in favour of assessees; it will 
ccrt%nly expose them to fmh hazards of assessments in 
c b d  c a m  u we%n 



4.22. The Cornnuttee observe that in t h a r  evidence before the 
Working Group of the Administrative Reforms Commission, a num- 
ber of chartered accountants and other representatives expressed 
the following views regarding over-assessments and their effect on 
arrears of demands: 

"It has been seriously argued by many of the Chartered Ac- 
countants and other representatives who appeared before 
us that the main reason for such arrears is not due to any 
recalcitrant attitude adopted by the assessees but thought- 
less huge additions made by the Income-tax Officers to 
the returned figures. They argue that in order to avoid 
criticism and with a view to earning good remarks of 
their oflicial superiors the Income-tax Officers adopt the 
safe line of rejecting the accounts and making huge addi- 
tions leaving the assessee to get what redress he could by 
way of appeal. It has been suggested that this tendency 
b over-assess has been encouraged by the Department's 
failure to take cognisance of over-assessments particularly 
when the fact of such osier-assessment becomes evident 
by huge reductions on appeals." 

423. The Committee enquired whether any action was taken 
against the oAicers having a tendency of over-pitching demnnds. The 
Chairman. Central Board of Direct Taxes stated: "For omcers who 
have a tendency to Wer-assessments we do write in their confiden- 
dal Reports about that and sometimes we do draw the attention of 
Commissioners of Income-tax to the cases which have been done 
in this manner." 

4 2 4  In a note furnished to the Committee, the Ministry have 
stated as follows: 

T h e  Minlstry is alrve to the criticism that a part of the arrears 
may be due to over-pitched assessments. For examining 
to what extent this criticism is justified, the Ministry had 
recently undertaken a study of the Appeliate orders pass- 
ed in six Appellate Assistant Commissioners' Ranges in 
Uttar Pradesh, Delhi and Punjab. The Study has not 
indicated any serious malady. On the h i s  of the And- 
ings of the Study Team. instructions have, however, been 
issued by the Central Board of Mrect Taxes urginp the 
assessing offtcers to exenbe restraint in making assess- 
ments. Further studies fa other charges will be under- 
taken and suitable steps taken to curb any tendency to 
over-pitch assessments." 



4.25. The Committee disapprove of the tendency to ovcr-pitch 
demands as a safe line, leaving the assessee to get redress by way of 
appeal. They need hardly stress that this tendency, apart from not 
bringing any gain to revenue, adversely affects public relations, 
leads to unnecessary litigation, add% to the work of the Department 
and causes delay in collection. The Committee note in this connec- 
tion that some of the witnesses appearing before thc Administrative 
Reforms Commission Working Group have considered over-assess- 
ments as a major reason for Income-tax arrears. The Committee 
also take note of the impression in the mind of these witnesses that 
the tendency to over-assess has been encouraged by the Department's 
failure to take cognisance of over-assessments even after the fact of 
such over-assessment had become evident by hugc reductions on 
appeal. While tbe Committee grant that, in view of the complicat- 
ed nature of the law, genuine mistake map sometimes occur, they 
strongly deprecate the tendency of making "thoughtless additions" 
tvithout proper scrutiny of the accounts. The Commitkin desire that 
this tendency should be firmly curbed. They trust that effective 
steps will be taken by the Board in this behalf. 

4.26. In pursuance of the observations of the Public Accounts 
Committee in their 29th Report, Government had undertaken a re- 
view of appellate orders in a few charges to determine the extent to 
~ h i r h  asscssments were over-pitched. The Committee note that 
this review had "not indicated any serious malady" in this regard. 
The scope of this study was however limited by Governmeilt to  
orders p a d  by Appellate t2sistant Commissionerx The Commit- 
tee desire that Government should also review oppellatc orders 
passed by the Tribunals and the Courts. In a11 cases where appel- 
late authorities have allowed substantial relief and harassment of 
the nssessec is manifest, the Committee would like appropriate ac- 
tion to be taken against erring ontcers. 

4.27. In para 2.S of tbcir 29th Report (Fourth l ~ k  SPbha), the 
Committee had observed that it is the mord duty of Government to 
refund the ex- tax collected erronwasly or illegally without 
pleading limit~tion. They have been informed by the Ministry that, 
undt-r the existing instructions, the Commissioners of Income-tax 
refer t i m c - b n d  carerr of o v e r - a m m e a t  to e v e m m e n t  who ad- 
vise them to waive tiadtation m d  allow refunds in all suitabb eases. 
The Comdttcs us glad to note Government's instructinlls and hope 
that thew would foltowcd in the Icttcr and the spirit. 



OTHER TOPICS OF INTEREST 
(a) SEARCHES AND SEIZUR~+.  

Audit paragraph 

5.1. Out of 556 cases in which searches and seizurcs were made 
during the period from 1st April, 1964 to 31st August, 1965, assess- 
ments were completed in 246 cases to end i ) f  31st Auk~st,  196i. 
During the period 1st September, 1966 to 31st August. 1967 assess- 
ments were completed in 54 cases raii.1: a demand o f  tax of Rs. 155.79 
lakhs and a penalty of Rs. 9.36 lakhs. In 310 caws assessments are 
pending on 31st August, 1967. 

(ii) Out of 221 cases of searches and seizures made during the 
period 1st September. 1965 to 31st August, 1966, assessments have 
been completed in 83 cases to the end of August, 1967. During the 
period 1st September, 1966 to 31st August, 1967 in 71 cases a demand 
of tax of Rs. 35.61 lakhs and penalty of Rs. 0.77 lakhs were raised. 
In 138 cases assessments are pending on 31st August, 1967. 

(iii) During the period 1st September, 1966 to 31st August 1967, 
149 searches and seicures were made and the foilowing table shows 
the total value of jewellery, cash etc.. seized, the number of assess- 
ments completed and the amount of concealed income involved: 
(1) T o d  ?umber of cases in whkh scarchcs ai.d I49 

seinoes were made 

Ij) Toral Value of Jewellery, a s h ,  currency nota, 
negotidhlc imuumcnts, valuablc articles. ctc., Ks. 86.39 lakhs 

(3) Total numher of a s e  in which asscssmcnt 
were complctcd . 18 

(4j Amount conceded in aucs refmed to in'item 
(31 . Rs. ~j+ql lakhs 



(7) Nuq'xr ol' cuses in which prolecutions were 
launched out of cases in item (3) . 

(8) Results of prosecution . . . 
(Paragraph 63 of Audit Report (Civil) on Revenue Receipts, 1968). 

5.2. The Committee were apprised by Audit of the following 
position in regard to searches made during the period 1st April, 1964 
to 31st August, 1967: 

Period S o  of No. of 
searches cases in 
made which asse- 

ssments 
are pend- 

ding 
---- .-- -- - . - --. ..-----I___ 

5.3. During evidence, the Chairman, Central Board of Direct 
Taxes stated: "It is not our intention to (exercise the power of 
searches and seizures) when the reported amount of concealment 
is only Rs. 10,000 or of that order. We go in for really large sums." 
He also stated that the nwnber of searches carried out by the De- 
partment was coming down from year to year. As against 556 
searches and seizures carried out in 1964-65, the number of searches 
arid seizures carried out during 1966-67 was 149. 

5.4. The Finance Secretory added, "We must exercise these 
powers carefully and cautiously. The effect of search on the assessee's 
reputation and standilig can be disastrous. We have to try to '>we 
an anangemcnt whereby these searches and ~eizurej are appl ~d in 
deserving cases and not used in an arbitrary manner." Asked as to 
what precautions were taken by the Department to ensure this, the 
Chairman Central Board of Direct Taxes stated that whereas in 
other I ) c l ~ . k b  rments, the po:vcr of search n*nr exercised relatively at a 
low levc.! ii, t h ,  Ilsome-ta>. bpartment ,'n authorisaticn to valse 
a scwch muld only be issued by the Commissioner who was expec- 
ted to exemiw his discretion in - , i:nsj- judicial manner. Before 
larruing an authorisetion, the Comtnmw~er had to record the reasons 



in writing. This put the Commissioner on the guard, for he knew 
that the reasons recorded by him might be subsequently enquired 
into by some other authority or by the Courts. He also stated that 
in the Commissioners' Conference, a proposal was made that the 
Deputy Director of Inspection should be empowered to euthorise 
the search. But the proposal was rejected. The Finance Secretary 
added that, to ensure that the Department acted on the b ~ s k  of 
really reliable information, the information furnished by those in- 
formers, whose information had been found to be, by and large, 
baseless in the past. was rejected. The general reputation and 
standing of the assessees were also kept in view. 

5.5. Referring to the searches and seizures made by the Depart- 
ment during the period 1st September 1966 to 31st August 1967 
(numbering 149), the Committee enquired in how many cases the 
concealed income was suspected to be (i) less than Rs. 10.000, (ii) 
Rs. 10,001 to Rs. 50,000, (iii) Rs. 50,001 to 1,00,000, and (iv) over 
Rs. 1 lakh. In a note, the Ministry have stated: 

"Normally searches are not authorised by the Commissioners 
of Income-tax unless the amount of concealment suspec- 
ted is Rs. 50.000 or above. or substantial tax evasion has 
been reported. The Ministry does not, however, have in- 
formation about the detailed break-up of the 149 cases the 
Public Accounts Committee have in view. The Cornmis- 
sioners of Income-tax also are not required to maintain 
any record of how much tax evasion is suspected in each 
case where search has been authorised by them. If the 
Public Accounts Committee so desire, they wlll be asked 
to maintain such a record." 

5.6. Under Section 132(1) of the Income-tax Act, 1961. the Com- 
missioner of Income-tax and the Director of Inspection may au'cho- 
rise any Deputy Director of Inspection, Inspecting Assistant Com- 
missioner, Assistant Director of Inspection or Income-tax OfRcer to 
make a search of premises and seize books of accounts, if the Com- 
missioner has reasons to believe in consequence of information in 
his possession that: 

0) any person to whom surnmons!notices under the p d -  
sions of the Act have been issued requiring production of 
any books of accounts or documents has failed or omitted 
to produce such bonks of accounts or dwrncnts ,  or 

(ii) anv person to whom summons or notices as aforesaid 
been or might h a w  been issued will not or would not 



produce any books of accounts or documents which will 
be useful or relevant to any proceedings under tlie old 
Act or new Act, or 

(iii) any person who is in possession of any money, bullion, 
jewellery or other valuable article or thing which has not 
been disclosed for the purpose of the Act. 

5.7. The Committee desired to know whether any instructions had 
been issued to the Commissioners of Income-tax to exercise their 
power of search judiciously only in cases of substantial tax evasion. 
In a note, the Ministry have stated: 

"Instructions are being issued shortly. A copy will be fur- 
nished to the Public Accounts Committee immediately 
thereafter." 

The Committec cnquircd ~vhethcr any remedy was available to 
yictims of an arbitrary search. The Finance Secretary stated: "In 
the scheme of things, one could not really safeguard againzt srbi- 
trary searches and seizures." He added: "The question really is, 
what is the trend If ~t is found that the number or such searches 
and seizures has become disproportionate and ha; turned out to be 
arbitrary, then there :s a clear case for putting a halt. If, on the 
other hand, care is brinq exercised and the process is to undertake 
them in a selective manner, the approach could well be diflerent." 

5.8. The Committee referred to section 34(1) of the old Act which 
authorised searches and seizures onlv when the escaped income was 
suspected to be Rs. 1 lakh or more. Thev desired to know the views 
of Government regarding making of a provision in the present Act 
to the effect that the power of searches and seizures map be exer- 
cised by the Commfssioner only in cases where the escaped income 
was suh~pected to bs Rs. 50.0.000 or more. The Finance Secretary 
stated: "If we were to circumscribe the use of these powers by any 
statutow limitation, the result of that inevitably will be that the 
~ornmi~e ioncn  will be v a y  hesitant and reluctant to exercise 'hem. . 
. . . . (Thls) will put (tbem) so much on the guard that this provi- 
sion will remain only as s dead etter..  . . . ." In reply to a further 
question, the witness. howeker, promised to examine the sugqes- 
tion. 

5.0. According to the Income-tax (Amendment) Act. 1965 where 
anv money, bullion, jtwellcry etc. has been seized the h m e - t a x  
OfRcer is required to p e ~ s  an order under section 131(5) within 90 
days of the seizure. The order should bc passed estimating the un- 



disclosed income in a summary manner and only that porti9r. of thc 
assets seized may be retained as is sufficient to meet t.he 3gg:egaie 
tax liabiiitics while the balance has to be forthwith rdcased. 
Section 132A(4) further provides that interest at 6 per cent (9 per 
cent from 1st October, 1967) per annum should be paid by Govern- 
ment on the excess of: 

(i) the amount of money seized or retained and sale proceeds, 
if any, of assets sold towards discharge of the liabilities 
of the assessee; 

(ii) the total existing liabiltiy over the amount of liability d z  
termined on completion of regular assessment or rc- 
assessment in respect of concealed income, the interest 
running from the date following the expiry of six months 
fi.om the date of summary order to the datl ol r~gular 
assessment or reassessment. 

5.10. The Committee enquired in how many of the 926 cases of 
.searches and seizures made during the period 1st April 1964 to 31st 
August 1967, assessments had been completed by 31st December, 
1968. 

5.1 1. In a note, the Ministry have stated: 
"The information, as on 31st December 1968, is not available. 

The number of cases and the amount of tax involved, in 
which assessments had been completed by 31st August 
iW, were 561 and Rs. 560.82 lakhs (includinq Rs. 34.01 
lakhs of penalty) ." 

5.12. As to the reasons for delay in making assessments in these 
cases. the Ministry have stated: 

"In general, assessments in such cases take n . 4dera!de time 
because af the detailed investigationc , :~~~, lved and the 
scrutiny of voluminous materials and docurbents seized." 

5.13. In reply to another question whether any special steps were 
proposed to be taken to finalise the pending assessment, the Minis- 
tq have stated: 

"The b a r d  are getting quarterly repcrts from the Commis. 
L.ioners of Income-tax and, on reviewing them, have been 
iSSumg necevsary instructions for expfxWiOus diq?csd of 
the cases. Time-limits ere prescribed by the Board fn in- 
dividual - requiring special ntt.ention!' 



5.14. The Committee desired to know whether there was any 
the-limit for the completion of assessments in cases of searches 
and seizures. The Minishy have stated: 

"Thcre is no separate time-limit for completion of aq.sessments 
in cases of searches and seizures. The mrmal time-limits 
for completion of assessments, as prescribed under section 
153 of the Income-tax Act, 1961 apply to these cases also." 

515. Trrc Committee desired to be furnished with infarmation 
on the following point.: 

5.16. "Out of 926 cases of searches and seizures made during the 
period from 1st April 1964 to 31st August 1967. what wac the ntm- 
ber of cases in which: 

(i) penalties were levied: 

(ii) prowcutions were launched: and 

(i i i \  wnviction~ were obtained by 31st Deccmbe:. 10!1P. 

5.16. In their reply. the Ministry have stated: 

( i )  "The informatmn is not available and will have to be 
called for from the Commissioners of Incomsrax. h 
reolv will be sent to the PAC after col~ating doi .ma-  
tion from the different charges. 

5.17. Tnc Cmumttt~c dcslrrd to kltcris whether the Batir+ had laid 
down any prmclplcs tor the rnmpo~ition of offences under section 
270(2). From a note furnished by the Ministry thc Committee ob- 
serw that 111 t twr  lnstluctions d a t d  1st March 1969. the Board have 
indicated ttw following broad guide lines for tbe coluw;tion of 
off enccs: 

(i) "Compounding of ittr o f l ~ w ~  !::a! i,c .w:.ldercd only in 
those case.; in which the assessce comes for mrci with a 
written rtyuest for compounding the offence: 

(ii) Cases in which the prospects of a st~ccessful prosecurlon 
are good, should not ordinarily be ccln:pounded: 



(iii) Bearing in mind the deterrent effect of a prosecution, it 
should be considered whether the purpose will be more 
effectively served by making the assessee pay a deterrent 
composition fee or by obtaining a conviction; 

(iv) In cases where subsequent to the launching cf prosecution 
fresh evidence becomes available which may show that 
the case for the prosecution is weak and the assessee is 
agreeable to have the offence compounded i t  may be nd- 
visable to compound the offence and not to proceed with 
the prosecution." 

It has also been stated therein that the previous approval of the 
Board always be obtained before a decision to compound an offence 
was taken. 

5.18. The Committee desired to know whether thc persons giving 
information regarding concealed income were in the r e g ~ i a r  employ 
of the Department. The Chairman. Central Board of Direct Taxes 
stated that such persons were given rewards when the information 
was found to be correct after the assessment had been completed 
and the amount recovered. They were also given interim rewards 
in case they gave valuable information about concealed incomes. 
Asked whether aby action was taken against informers in case the 
information furnished by them was found to be wrong, the witness 
stated: "We cannot take any civil action, because most of these 
peopIe are penniless. We can perhaps take some criminal action. 
We are examining i t "  

5.19. The Committee enquired whether the amount seized in 
.excess of Government dues was returned to the assesses. The 
Chairman, Central Board of Direct Taxes stated that the excess 
amount was invariably returned within a period of 90 days. 

520. The Committee a n  concerned over the inordinate delay in 
hrlising rssesmnent/reassemment in cases in which starebcs or 
seizures have been carried out. As on 31rt August, 1968, 365 out of 
926 cases in which searches and s e h r c s  had been curisd out 
between April, 1964 and August, 1967 were awaiting finnuration. 
The Committte have a h d y  drawn attention to the need to have 
the assessment expedi t idy  finalid in cuer  of thir type iia Pam 
1.103 of their Seventeenth Bcport (Fourth Int Sabhr). The Corn- 
m i t h  would like Government to impress upon the arsessinp: 
ofltieers the need to be prompt in dealing with tbert cases. Lack of 
promptitude might poaribly rlsa entail avoidable interest liablut~ 
* ~ e m n m t  under section 13t(A) of the net. 



5.21. The Committee would also like to point out that very wide 
powern a n  now available under the Act to make searches and 
seizures. It is, therefore, imperative that these are exercised very 
judiciously, as a wrong search or seizure, besides cau~ing harassment 
to assessees, could do incalculable harm to their prestige and stand- 
ing. The Committee note tbat Government are contemplating the 
issue of suitable instructions on this point. They would l i e  action 
in this respect to be speedily taken. The Committee would also like 
Government to examine whether the power to order searches and 
seizures should be more precisely defined. The authority of search 
and seizure may be invoked where it may reasonably be expected to 
lead to the discovery of concealed income of, say, Rs. 1 lakh or more. 
Such a provision would constitute an automatic safeguard against the 
utilization of power of search and seizure, where the oficer concerned 
is himself not sure of the necessity of such action but has to yield 
to the pressure of informers in the nature of blackmail. The Com- 
mittee would like Government to examine whether some suitable 
enactment on this line is possible and advisable. 

5.22. The Committee note that out of 926 cases in which searches 
and seizures were carried out, prosecutions have been launched only 
in eight cases, of which two have been compounded. The Committee 
would like Government to take prompt follow-up action in dl such 
cases with a view to their early finalisation. 

(b) PENDISC; .~PPE.%LS 

Audit Paragraph . . . ,  . . . . . . . .  
Appeals pending on 30th June. 1967* -__- _ ._-__ -_ -- ___I_ __ - -_-_ 

Income Incomc- 
tax appeals tax revi- 

with sion peti- 
Applhre tions with 
.\s+stont Comrnis- 
Commis- sioners 
sioners 

(b) Out of appeals 'revision petitions instituted 
during 1966-67 . . 93.0M 3.103 

- --I . -_ .  -"-. - --- - -  - - - --- - 
Year-wige b ~ a k - u p  of appeal case; and revis~on Petitions pend- 

ing wi# the Appellate Assistant Comlnissioners and Commissioners 



of Income-tax respectively for the period ending 30th June, 1866 and 
30th June, 1967, respectively with reference to the year of institution 
are indicated below:- 

Year of institution Appeals with Appellate Revision peti- 
Assistant tions with Commis- 

Commissioners sioners of Income- 
tax 

[hra~lraph 59(b) of Audit Report (Civil), Rwenue Receipts, 1968.) 



5.24. The total number of cases, pending with Appellate Assistant 
Commissioners as to the end of June every year for the last 0ve 
*ears was as follows: 

(Total number of cases) 
- a "  --.- * - ---- 

As on 30th iune, 1964 . . 84.736 
As on 30th June, 1965 . . 1,20,736 
As on 30th June, 1966 . . 1,56.162 
As on 30th June, 1967 . . 1.67.512 
As on 30th June, 1968 . . 2;39,923 

. . . . ... .. - - . . . _ _. _ 
5.25. The Chairman, C c n m l  Board of Direct Taw; stated that 

all the sdcii!iunal posts. sanc:ioned for appeliate work, could not be 
filled in bcc~usr! the ~ u t : ~ t ; o n  of relative se~iorl tv of direct recruits 
vis-a-vis prornotee officers was in dIspute before the Supreme Co~rrt. 
Tne Swrcmc Court gave their jucigerntr,. In Februay, 1967 and tho 
D:v:r :n~?ri l  were able to  ~mpfc:;:cn! tbrt ~ s n d a m u s  oniy in October, 
1968. T!w number of Appe'late Asistan: Commissioners at present 
w;,~: ; 74--4fi mare than last ~c:II.. Ccr4:.in other chances in staff had 
;iw bwn rnsdc. Formerly, ; i 2  r".:::i::llcle Assistaat Comn1issier;er 
h-ir! n n l y  :In:: stenographer. Bu: :iilT.i. hc ha3 also been p r~ . - ;ded  wi!h 
a !;c~-Y,-!:~s:. i n  licu n i  a Lair.,.. Division Clerk. This sm'all addi- 
t i o ~  : :  s!c*lograrhic r.:sista+l:, 1 n o t  involve much esper.di:ix?, cut 
U.;t:, . . tklis, many of the Ay ' .  , ! I :  Assistant Commissio:~tl.rs had been 
ab11- : ; t  ' : I C r C : i h  :!lr_iir ;tifi;> . : , : ,  :,v abnut 35 per cent. TI:,: Appellate 
A.F;:Ftznt (' $-!...: ..- .?i,,ners r: :I50 buen asked t9  sen4 thelr pro- 
ijram:ncl of f.! s;:,*.::l!s so th . 'hard could ensure that ?ne appeals 
of e?,.li I; : ; e m  wcrc. giver: duc priority. As a result of these 
me:: .'rrc.s, the currcn: rnonihly U ~ S D O S ~  cxwded the current filing 
by ;::. 1:).003. whereas previously, the l:s;mals w?rc no! able to 
cop: w ~ t h  even fresh filings. He especftxi the D~partmcnt to be 
fairlv cutrc-t in t h r  matter of appeals by February, or March, 1910. 

5.26. The number of revision petit!ons pending with the Commis- 
sioners of Income-tux as on 39th June, 196'5. 30th June, 1966, 33th 
June, 1967 and 30th September. 1968 was as fol'ows: 



5.27. According to the Chairman, Central Board of Direct Taxes, 
? h e  increase (in the number of pending revision petitions) was 
ascribable to larger institution of revision petitions (7,482 petitions 
were filed during 19G7-68) and not to lower aisposals." He thought 
that the position was "satisfactory". The number af pending cases 
which had arisen to 8,083 by 3lst March, 1968 from 7,304 on 31st 
March, 1967, had been brought down to 7.134 on 30th September, 
1968 Whenever the Members of the Bosrd happened to go un tour, 
they looked h to  this aqect. D.O. Letters were also addressed to 
the Commissioners in this regard. The matter was also discussed 
during the Commissioners' Conference. 

5.28. In a written note, the Ministry have stated: 

"The increase in pendency o i  revision petitions is aue to more 
institution of such petitions because of much larger numbpr 
of assessments than in the past. The number of r:sszss 
ments completed in the different financial yeat> is given 
below : 

- ----- ---- ----- - - - - - - - . - 
Financial Year No. of assessme:lts compkted 

- - . - - - - - - - - -- - - - ----. " - - ---- 
5.29. "Apart from the increase in the number of assessmentu. an- 

other factor also is responsible for increase in pendency. The Com- 
missioners of Yncome-tax are now required to give persono! hearing 
to assessees before deciding the revision petitions. In the plrst they 
were disposing of such petitions on the basis of records only." 

530. "The Commis4oners have been asked to give priority to the 
disposal of revision petitions and to bring down pendency. In recent 
months the pendency has been decIining. The Board is keeping & 
watch.R > .q : ,, 

531. The report on 'Rationalteation and Simplification of tax 
structure' contains the following observations about pending appeals: 

''darning 19 not too strong a word to describe the present posi- 
tion. The number of appeals pending befom Appellate 
Assistant Commissioners at the end of 1982183 was 89,349; 
thfa has nearly double? to 1170,914 at the end of 1985-86- 
The number of appeals flled each gear fs rtQIidlb incr@8* 



ing-from 1,14,035 in 196243 to 1,84,004 in 1968-66. The 
rate of increase is obviously not unreasonably high in the  
Itght of the increase in the number of assessments over 
this period. The rate of disposal, however, has remained 
nearly constant. As against 1,23,215 in 1962-63, it rose to 
only 1,38,108 in 1965-66. On these figures it wou'd appear 
that on an average an appeal shoulcl take abmt one yew. 
But a large number do take much longer, particularly 
those which remain 'blocked'." 

"Unlcs? some reallv effective measures are taken, this state of 
d a h  will, if anything get worse. Delav in this field is 
almost assuming the proportions of denial of justice." 

5.32. The Committee are greatly concerned over the heavy 
pendency of cases with Appellate Assistant Commissioners. The 
number of such cases which at the end of June, 1961 was 84,7.36 in- 
creased to 2,00,928 as at the end of June, 1968. The Com- 
mittee would like to point out that delas in the disposal of appeals 
"is almost assuming the proportion of denial of justice." The Com- 
mittee note that certain mdditional posts were sanctioned in the 
Department to cope with increasing work in this respect, but due tb 
various reasons the posts could not be filled up till recently. The 
Committee also note that steps are king taken by the Department 
to clear the backlog of pending appeals. TheS hope that as a result 
work will be "fairly current" by March. 1970 as expected by GOT- 
emnent. The Committee expect that Government will keep the  
matter under constant and continuous watch. 

5.33. The Committee would also like to point out that the number 
of revision petitions pending with Commissioners increased from 
4,760 as a t  the and of June, 1965 to 7334 as at the end of S e p t e m h ,  
1968. The Commitkc would like steps to be taken to bring down tht 
number of ouhtanding revision petitions. 

(c) ARRWRS OF PSNALN PROCE%DMCS* 

Audit Paragraph 
334. Under the Income-tax Act, penalties are leviable for failure: 

(a) to furnish the return without sufacient reasons; 
(b) ba comply with the requisition to produce books and d~+ 

merits; 
(c) to disclose fully correctly the particulars of Income; and 
(d) in regard to parment of ~dvnnce tax. -- -. --- . - "  " - -. ------ 

*~eucts #re u Iuralrhsl b 'I  Winlstry. 



Unlike the provisions of the Income-tax Act, 1961, according to 
which aU penalty proceedings should be completed within a period 
of two years from the date of the completion of the proceedings in 
the course of which the penalty proceedings have been initiated, the 
Income-tax Act, 1922 did not prescribe any time-limit for the com- 
pletion of proceedings regarding levy of penalty. The following 
table shows the number of cases in which penalty proceedings have 
been initiated under the Income-tax Act, 1922 but pending as on 31st 
March, 1%7 and the approximate amount of penalty involved. 

5.35. The Committee desired to know t!ic reasons for the heavy 
pendcncy of pcnalty proceedings under the old Act. The Chairman, 
Central Board of Direct Taxes state: "A good number of penalty 
appeals are pendmg before the Appdlate Tribunal. If the Appellate 
Trjbunal takes an adverse view on the additions madc in tbe assess- 
ment, there is no point In having penalty proceedings. One has 
(therefore) to await the decision of the Appellate Tribunal on the 
additions madc in the assessment. . . . . .Sometimes, the assessees 
themselves request that penalty proceedings be kept pending and we 
a h  try to avoid infructuous work by agreeing to such requests." He 
also st3ted: "There have been some High Court decisiom a@nst the 
view taken by the Department and we have gone in oppd the 
Supreme Court." 



5.36. The Committee enquired whether inordinate delay in the 
completion of penalty proceedings was not likely to prejudice re- 
coveries. The Chairman, Central Board of Direct Taxes stated: 
"Penalty is resorted to more because of the deterrent effect it has 
than the demand aspect of it, but still one can argue that the demand 
aspect is also equally important!' 

5.37. The Committee enquired what safeguards were tairen by tbe 
Department to ensure that by the time the penalty proceedings were 
finalised the assets were not frittered away by the assessee concern- 
ed. The Chairman, Central Board of Direct Taxes stated: Yncome- 
tax Officers and Assistant Commissioners enquire into the financial 
condition of the assessee. They themselves watch it.  . . . " In reply 
to a question, he, however, added: "We can't attach the assessee's 
assets or take security in view of pending penalty proceedings." 

5.38. The Committee desired to know whether any special steps 
had been taken by the Department to finalise penalty proceedings 
pending for a long time. In a note, the Ministry have stated: 

"In February, 1968 the attention of all Commissioners of In- 
cometax was drawn to the large number of penalty pro- 
ceedings initiated under the Income-tax, 1922 which were 
pending for disposal. They were asked to person~lly look 
into all these cases and issue, where necesmrp, instruc- 
tions to the Income-tax Ofacers concerned for early finali- 
sation of the proceedings. That the instruction had the 
desired effect will be evident from the fact that the num- 
ber of penalty proceedings under the old Act pending as 
on 31sZ March, 1967 was 36,583,' but on 31st March, I968 it 
came down to 12,410. The amount of tax involved also 
got reduced from Rs. 3.66 crores to Rs. 1-24 crores." 

"The Board have reviewed the position in January. 1969 and 
hued furtber instructions tor a mntinud fd!ow-up 
action." 

5.39. From the instructions issued by the Board in January, 3969, 
the Committee observe that the Commissimers of Income-tax had 
been a d d  to prescribe a time limit for the disposal of pending 
cuos and watch their progress through a monthlv statement. They 
had rlso beem asked to keep the Board informed of the nmgress 
through W-yearly reports. The Arst report covering the period 
upto Slat Mar&, 1989 is to be sent to the Board by 15th April, 1WB. 



5.40. The Committee referred tu the State Va. Mset  Works am 
wherein the assessment had been declared ultra virear by the High 
Court and desired to know what action the Department proposed to  
take in the light of the above decision of the High Ccurt. The Chair- 
man, Central Board of Direct Taxes stated: "We (hove) filed an sp 
peal before the Supreme Court. But, supposing in the Supreme 
Court we fail and if the penalty pmeedings are qnashed, the matter 
will have to be considered again in the light of the observations of 
the Supreme Court." 

5.41. From a ncte funisheti by the Ministry, the Committee ob- 
serve thut in another case relating to a penalty proceeding under the 
old Act (Radiishan Vs. Commissioner of Incometax U.P.) Case 
(I.T.R. 65, p. 491), the Allahbad High C a r t  have observed p 
follows: 

"As penalty in respect of thr assessment year 1945-46 as a mat- 
ter of strict law could have been imposed in August, 1957, 
wen though the assessment was completed in March, 1950, 
but propriety required the chnged circumstances to be 
taken into consideration and the respcmibility for the in- 
ordinate delay to be fastened before levying the penalty 
and upholding it . .  . . . . . . . .". 

5.42. Referring bcr the new Act, the Committee enquired wh5ther 
any cases had come to nctice where penalty could not be levied be- 
cause of the operation of time-bar under sect;on 275. The Chair- 
man, Central Board of Drect Taxes stated: "No ca.e has come to 
my notice. The Income-tax Oeseers and the Asdstant Commis- 
sioners are fully aware of the provisions and we have drawn atten- 
tion to this repeatedly. There may be some isolated cases, but, by 
and large, I think.. . . . .they f k 3 s e  the proceedings before (the) 
date of timebar." 



rime-Urnit for IlaaUytiolr ef penalty proeesdings has created a.f& 
lag of complacency in the Dapuanent in this regard. The Comm3t- 
tee would like to point out that, notwithstanding the absence of a, 
timelimit, the Courts have been of the view that there should be no 
delay in the finalisation of the proceedings. The ruling given by 
the Allahabad High Court in Bamkrishan Vs. Commissioner of In- 
come-tax, U.P.' is an instance in point. The Committee note that 
Government have recently taken steps to fix time-limits for the dis- 
posal of pending cases and asked for reports of progress made in dis- 
posal. The Committee hope that as a result the situation will im- 
prove and that, in the proc@s of disposal, the older cases ~v iU  get 
priorily, 

(d) D E D U ~ O N  OF TAX AT SOURCE BY COMPANlPS 

Audit Paragraph 

(I)  No. of co-pmy assessees a3 on 1st April, 1956 . 
No. o'c,..m.my ussc;i;ces 03 1st A. ri!, 1967 . 

(2) No. of compnics which had made the prescribd 
armngcncnn for dxlmtion anJ p q m m t  of Ji- 
v i d d s  within India. 
As on 1st April 1g66 . 
As on 1st April 1957 . . . 

(3) No of companies which have dismbuted dividcnd 
during 1-67 . 

(4) .4mount in :olved in (3) above. . 
6)  No. of casn out of 0) in which the statemeat 

in Rulc 37(2) was received. 

(7) No of casa out af (5) in which the oudtJ;lt\ 
rwnminttdiatobnnlu . . 

(8) Arnauat involved ia (7) above , . 

5479 

Rs. 2923 leLbr 

49&( 
Rs. 2782 lPLbr 

-. - -  - 
* la rbc R m k  shm Vs. Conrmisiona of Iwombtu, U.P. (I.T&. 6s. p.&$ 

tbn A M u b d  Hidl cvw, lrlrrrlir *rved a follorr : ",. .... r&rrt&aWcSSeeI, n o t t o ~ l a t ~ ~ n r t  Qly i.- 
~ t p o o r d i g w b ~ s r r o r d d O a P o k c s b ~  bep Wsrpnrhlrbsd 
b r r ~ r ~ l l r ~ l h h l # l m y r b f ~ ~ e a  FOQO, It wiU @~br@bcra8=- 
a d r a r , E a I h r f l ; r t r o d t ~ o a s i k r b n h a r h r a d r t p l ~ s c d b y t h c I ~ O ~  
41111po0adnn 



No. of cases out of b) ubove where the returns 
prescribed in secrion 286 were not received, when 
the dividend paid in the case of a company cx- 
ccedq Re. I and in the case of others Rs. 5,000. 

(I r) No. of ~wrnpanies out of (3) above which have 
neither deducted tax at source nor furnished the 

254 
stament prescribed in Rule 3?(2). 

[Parasraps bq of .4u.i;t R e y i t  on (Ail 1 on Rwenuc He~ti ,  t s ,  19681 
5.46. If a company fails to deduct tax t t  after tleduclion fails to, 

remit it into Government account it is liable for p m a  t g  upto a 
maximum of the tax in arrears. The compwy is also liable to pap 
sirnpie interest at  6 per ccnt (9 per c ~ n t  :~m? 1st Octc-,bcr, 1967) per 
annm on il:e amount cpf such tax from tht. datc on which such tax 
was dn.iul:!ible to the datc on which such tax is actual y p3id. (vide. 
section 331 of Income-tax Act 1961). With t!ffclr: lwrn 1st Ap-il, 
1968, under section 276B, the principal ofRcer of the company is also 
punishable with r i p u i ~ u s  irnpri;nnn?~!~t for a term ~.vhich may ex- 
tend to six months and is also h b l c  :,r fine at  a s u : ~  not less than 
15 per cent per annum on the amour,? r ~ f  such tax frc~m thc date o!, 
which such tax was dcduMAe to t?:e datc fin whi 3 such tax is ac- 
tuaI'y paid. 

5.47 During evrdequc. the C+ainn:~-? Ct-ntral Roard of Dmct  
Taxes stated: "A majority of tiiese cornpanips had not declared divi- 
dends or dmlareci very low tilvidends, with thr result that the mat- 
ter hns r.?: been pursucd Probahls r n r 3 5 t  of them haw not declared 
dividends. We h a w  a list nf about 35 rnmpsnics wi 'rh did declare 
dividends of sums varyinq from Rs I.Oi)O !n about 11: 2 Iakhs or 3 
lakhs and even higher and tlwv dld not ?urn:sh thc v!trrn.: In that 
case. the default is more serious, particularly in thr c . 3 ~  of larger 
companies. . . . In (their cases), certainly prosecttt~on would be 
justified. We had issued several reminders, but they have not pro- 
duced the response. We have. thenfore, taken a dcdsfon that we 
shou'd pmsenute them " 

548 A-cordinq to a n !o 'umishcll It:. the Mini;try, thr number 
of mmpnlcs which had rlc,iuctcd tau at  source on dividend distri- 
bute during 1966-67 bat did not remit to Govcrnmcnt the tnv $3  4% 
ducted, was 254, The carresponding number in rcapect of the divi- 
dend distribtrti4 durlng 1967-68 came down ta only 13. 

540. A; r q a r 8 s  t h ~  steps taken to recover the halavrr of R9. !4t 
l a k h  whir'- !lad n )t bccn remitted, the Minlstrp have stated: 

"Show cause notices were issued to the campirnim asking them 
to Ale the returns and Jtatemants tmm&tc?y. The c a m  
are bdng pursued? 



5.50. The Committee desired to know whAher any penal action 
had been taken against the companies which had failed to remit the 
tax deducted as also the companies which had neither deducted tax 
at source nor furnished the statement prescribed in Rule 37(2). In 
their reply, the Ministry have stated: . 

"Penal action under section 276 and 276A (with effect from 
1st April, 1968 under this latter section) has been taken 
in 57 cases involving 268 complaints, the detail; of which 
are given below: 

-.". .- --- 
Financial year 

So. of complaints filed 
Convictiohs . 
Acquittals . 
Withdrawals 
C~mpositions 
Pending More courts 

65-66 66-67 67-68 68-69 Total - 

5.51. As t o  1189 r 3 e s  in which the tax deductej a t  source was 
remitted to C;over::mcnt after the expiry of ,,ne iveck, tne Commit- 
tee eaquurcd whether interest a! the prescribed rate had been recov- 
ered from the corn!:anies for belated payments. Tiw Ministry have 
stated that the requisite information was not readily available 

5.52. The Committee desired to know whether the Ministry had 
issued any instructions to thr Commissioners regarding deduction 
by companies of tas  fr!.m dividends, remittance thereof to Govern- 
ment and filing of prescribed returns by the companies: 

"After the intrrdcctrcln of Section 2768 with effect from 1st 
April. 1968 the Commissioners of Incame tau have been 
instructd to make use of this new power for enforcing 
prompt remittance of the tax deducted, by c~tmpaniw as 
also securing the timely Aling of the ~ r c s c r i b ~ d  returns 
by them." 

L53. Tbe Committee note that durbg the y e u  under review, m 
compralsr bad ndthn deducted tu at watt!e nor W s b d  tbe state- 
meat aoder S d i o a  W(2). The number of compurics which deduct- 
ad t b  tu rt m e  b a  did not muit the tax deducted was tSI. 
1815 aot file t b  p d b a d  statement under !htkr 
J f ( 2 ) .  AU tUr indicates th8t the pdloa  m d t y  d e d w t h  of bnt 



#from dividds, ' th4r  remittance into treasury and filing of prsrcrib- 
ed returns need to be kept under continuoas watch. Tha Comdttm 
have been informed that the Board had issued necessary instruetiom 
'to Commissioners after the introduction of Section 2768 with eft r t  
from 1st April, 1968. Tbe Committee trust that the Department 
will keep a constant watch and make use of their powers under 

'Section 276B to enforce prompt remittance of the tax deducted by 
companies and to secure timely submission of the prescribed returns. 

5.54. The Committee also observe that tax amounting to Bs. 141 
I& deducted at source was not remitted. The Conmittea would 
Uke to be infonned of the position regarding recovery of the tax 
and penalties levied. 

(e) NON UVY OF PEXAL SUPER-TAX 

Outstanding cases in which penal Super-tax Income-tax under see 
tion 23A1104 of Income Tax Act 1922'1961 is to be levied for fail- 
ure to distribute the statutory percentage of dividends. 

5.55. (a) NO. of cases pending on 1st April, 1966--2,454; 
(b) No. of cases disposed of during 1966-67-2217; 
(c) No. of caxs added during 1966-87-440; 
(d) No. of cases pending on 31st March, 1967-1086; 
(e) Approximate amount of additional tax involved Rs. 156,16,252 

Assessment yew-wise details of the cases pending on 31sl March, 
1961 [v:& item (d) above], together with the amount of tax involv- 
ed are shown below: -- ----. -- 

Pwssmmt Year No.of Amount 
atrcs of tax in- 

volved 
Rs. 



. - - -- -- - .--- - 
[Paragraph 65 of Audit Report (Civil) on Revenue Receipts, 19681. 

5.56 According to a note furnished by the Ministry, the number 
of outstanding cases, in which penal super-tax/incometax under sec- 
tion 23A2104 of the Income-tax Act, 1922'1951 was to be levied for 
failure to distribute the statutory percentage of dividends was 24?7 
as on 31st March, 1968 involving an approximate amount of addi- 
tional tax of Rs. 302 Iakhs. 295 cases were pending under section 
UA of lacome-tax Act, 1922. 

The Ministry have also stated: 

"The 1922 A d  did not @be any time'imit for the levy of 
pnal tax for failure to distribute the statutory percent- 
age 02 dividends under section 23k However, under the 
ZLMll Act, the fobwing time-limits have been prescribed 
for m&hg an order under &ion 104, namely: 

(a) 4 yeam from the end of the assessment year relevant 
b the pnviour paor In qu-; 

or 



"Instructions were issued in the nnnrd's Cirt'ular F. NO. 1 ~ 1 )  
of 1963 dated 13th Junc. 1968 thnt even though no time. 
l i m ~ t  had been prescribed under the 1922 Act, the pro- 
cwdings under section 23A for and up to the assessment 
year 1961-62 which would be governed by that Act, should 
be completed as if the time-limits prescribed under the 

incomc-tas Art. 1961 appiird rvcn to these aswsments." 

"Instructions arc once again being issued to the various Com- 
missioners of Income-tax impressing upon them the ur- 
gency and t T x  need fnr  3n expeditious compIclion of all 
such cases by 30th September, 1M9 at the latcst." 

5.58. The Committee are concerned to observe that the number of 
outstanding cases in which penal Super-tax/Income-tax under Sec- 
tion t3AI104 of Income-tax Act, 1922lt961 is leviable has risen from 
Ill86 as on 31st March. 1967 to &477 as on 31st March. 1968, thc latter 
6gurt including 295 cases pending under the old Act. The amount 
of tax involved in the cases pending as at the end of March, 1968 was 
&. 3.02 crores. The C o d t t e e  note that instructions a r t  proposed 
to be iwued impressing upon the Commissionen of Income-tax the 
nad to compkte all the am pending r~nder the old Act by 38th 
September, 1969 at the latest. The Committee hope that the cases 
pending under the old Act will be finaliwd by this target date and 
substantial progress also made with tbt  clearance of other pending 
cases coming under the 1961 Act. As the 1961 Act stipulatm a de6- 
nite timelimit for the completioa of these caw. it i 3  ~ u n t i a l  that 
thq. should also be expeditiously finalised. 

5.59. In their Report on the Central Direct Taxes Administration. 
the Working Group of the Administrative Refoms Commtssion 
have observed as follows: 

"Under the Companies Act, companies are chaified into-- 
public companies, private companies, holdhg companies 
and subsidiary companies." 

"These definitions are well known and well understood: and 
have been judicially interpmted. However, for the pur- 
pose of the Income,bx Act, berides public and private 

, companies, a third c.tsepy falling in bsCwsen the two 





an advance or a loan to a shareholder having a substan- 
tial interest in that company, that loan or advance is 
treated as a dividend. If a company is one in which the 
public are not substantially interested, Section 79 of the 
Income-tax Act, 1961 imposes restrictions regarding the 
carry forward of its losses. A mnjor differentiation made 
between public companies and the companies in which 
the public are not substantially interested is in rerprd to 
the levy of incomertax. The companies in which the 
public are not substantially interested bear generally :O 
per cent more tax than public companies." 

.These provisions would ~uggest that the companies in which 
the public are not substantially interested are equated to 
private c~mpanies. If so, it would avoid a lot o l  com- 
plication if instead of driving the Income-tax Oflcer to 
And out whether every company is one in which putllic 
are not substantial'y interested the straightforward d k  
tinction between a private company and a public ccimpany 
is introduced in the Income-tax Act. These two exprzs- 
sions are well understoxi in legal and cnmmcicial circles 
and a certain uniformity of interpretation can also be 
gained as between the provisions of the Companies Act 
and the Income-tax Act'' 

*Adoption of this suggestion r n q  lead to a question as to whe- 
ther the Government has t~ give up its right to take extra 
tax from controlled public companies when such comban- 
ies do not distribute dividends among the shsre-holders 
thereby helping them to avoid super-tax. A short ans- 
wer to this question is that the Legislature itself has given 
up to a large extent the extra revenue rcalisab'e from the 
application of sect'ons 107 to 109 of the Income-tax Act, 
1961, corresponding to section 23A of the Act of 1922. AS 
the provieions stand today, manufacturing companies and 
such other campm;es as are notified by the Central Gov- 
cnvnent a r t  ctlmpletely eronrpt from the pravidons of 
thb wction. The section has limited applkation only to 
W i n g  compmits. Even there, .thanks to a recent SUP 
nme Court judgment* the provisions of #mtm 107 ham 

------ ..r- 
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been rendered inapplicable if the trading results in whtch. 
even capital losses should be computed show that it would' 
not be possible to apply th;s sectihn. In spite of thi-, i f  it 
is applied, the company has a right to approach the B-lard 
for getting a lower percentage than what is prescr'bsd. 
The distrjbltnble income itself has been so defined as to 
exclude n13ny slices of income so that ultimately very 
little revenue comes from the application of this section 
as it stands tpday." 

"Further at t5c time when Sect lm 23A was introduced, there 
was a marked difference between the tax payable by the 
individual (because of gradrd super-tax) and t5e tax pay- 
able bv a company. Kow the max;mum tax payable by 
a private company and by an individual is the same. ~rz. ,  
65 per cent. Though the maximurn is 63 per cent in the 
c a v  of individud;, thc cftective > w r a p  rate is less than 
thi.;, so that evcn if the e!c;r.e?t of surcharge is taken, the 
net difference between the tax nzyable by a ~r;vate  cJm- 
psny and by an individual wilI not be significant. 'The 
result is that the original pu-rorc for which ,this seztio.1 
was introduced no Icngcr justifies the continuance of this 
category of cornpanic.;. In this conm:tion. it may bi? re- 
levant to point ant that out of 26.002 'companies in India, 
a little over 20,000 companies are private companies and 
only ahwt 2530 are thnre in which the public are not sub- 
stantiallv interested. Therelore. bs abdishing thts cnte- 
gory and rctain;nz the distinction betwec? a private and 
a public compnnv for all the purposes fo r  which a distinc- 
tion is required to be msde between public cnmpanies and 
compan:es in whi-h nublic ape not subscantially interested, 
may not resu't in any anp~ecisble loss of revenue. On 
thc other hand, i t  mnv snvc admkistrativc co4 to Ckw- 
ernrnent in the time a i d  the lobour an Income-tax cfR-er 
lrrpends for conducting investigation in every case whether 
it fulflla the tests laid down in section 208). If in spite 
of this 11 is still thought necessary to have a distinctim 
betwen controlled companies and noncontrolled campan- 
im this can be achieved by substituting a mich simpler 
dstfnctian for the existinq one in section 2 W .  This can 
bc done bo reta!nfirg sectian 2(18)(b)(i) and deleting the 
&her sub.clrusclll. E~sena  of control is in this sub-- 
tba" r ?. 



5.60. Expressing his views regarding the retention of the distinc- 
tion between the companies in which the public are not substantial- 
ly interested and other companies, the Chairman, Central Board of 
Direct Taxes stated during evidence: "There is a smal; number of 
companies-trading companies-which have got some kind of exclu- 
sive right to distribute certain products; they are getting very high 
profits now. We want (these) companies, which according to the 
Legislature, probably do not serve any importsnt national purpose 
as industrial companies, to be taxcd at this high ratc . . . . . . .After 
all. the shareholders of a private lirnited company controlled by less 
than six sharehdders could sa arrang'. their affairs that t'ley keep 
the profits in the cxnpany without distributing them and. . . .get 
benefits of that amount of motlev which is in the private limited 
company. R e  want to sec that the profits (in such a corn;my) are 
distributed and taxed." 

He further s tatel :  " . . . . . . A  pr iva!~  cr~l:?pany p:iye ti5 per 
cent tax on i t s  ;':;&t;. On t!w dividend d':;:ri!>rltc.d by it. which 
is taxed in the h;.:i:is of shareholders. the ~'~nre!~n!+rs wil be pay- 
ing a further ;as. Evcn if it is 30 per cc?!.. it i.; crr:tlinly n  sin to 
the exchequer . . . . . "  Askv.1 whether t!li: did w t  tsntnmount to 
double tnsation. the witness stated: "I do not see how double taxa- 
tion is involved in it more than in t!w case nf p ~ h l i c  limited en?;- 
pany." 

5 6 ! .  In reply to a yuesiion rc-pard ng thv pnni .~pki  ~~ncierlymg 
sectim 23A of the old Act, the u.i:ne.:: stated: "\C'!IV-I sectiw 3 A  
was introduced. thcrc was the que-!*r n or  Income-t iu h v n t 4  to be 
paid on dividend- and giving credit f.1- the samc. Ilut now :I*  things 
have developed. this inconetax is nq longer dcemed to btb paid bp 
the shareholder I th;nk the principle has a1.o changd W ~ t h  the 
sectinn, as it st:mds we do not see m y t h h a  wrong." 

5.62. The Committee note that in the Report on Rationcrli~i~!lc)!~ 
and Simp'ifica!iw uf T;&u Structure, tht. following views on thr sub- 
ject have been expressed. 

' A  distinction, for the purpose of ratw of taxutioi't. be?wcen 
closely held and other companies has prima facie l i t tk 
economk justification. In fact, the orit$nnl reasoil for 
differential tteatrnmt was the desirt* to deter IW 
tain forms c,f tax avnidance. It is only later that 
a substantive distinction in the ratc :,f taxatio? mr! 
In.. . . . . . . I  would only cmpharire that it would be hiah- 
ly desirable to do away with this dirtinctlon dtagtaer fM 
any kind of purpose far the simple meon that it not only 
crcntrr !-wnerable and tiek%?~ problems far the ad- 





(9 Number end amount af rtfunds made during 1966- 
1967 : 

Out of(r) . 
Outo.'(a) . 

(4) N u m k  of case8 and amount of interest paid on 
refunds ma& during 1966-67 : 

Outof(1) . 
Out of(2) . 

(5) Number of uses and amount of refund made on 
which no interest NQS paid . 

(6) Number and amount of applications pending on 
31a March, 1 967 . 

(7) Break-up of cases mentioned at (6) above : 
(i) Refunds outstanding for less than a year as 

on31sthlarch,t967 . 
(u) Refunds ourstanding between r year and 

t as  on 31st March, 1967 . 
(iri') Refunds outstanding for 2 years and more 

as on 3 1st .!larch, 196: 

[Paragraph 6qa) of .r\udit Report (Civil) on Revenue Rcccipts, I 968) 

5.65. Under section 243 of the Incame-tax Act, !MI where my 
claim for refund is matle, the Income-tax Officer is required to grant 
the refund within six months from the date sf the claim. If, how- 
ever, the refund arises consequent on an assessment on account of 
there bebg income from salary, Income from property. income from 
business etc. the Lncome-tax Wcer should give the refund w ~ t h ~ n  
a period of three months from the date of completron oi  assessment. 
Failure to make refund within this period would result In the pay- 
ment of interest at 6 per cent p r  m u m  upto 30th September, 1967 
and at 9 per cent with effect from 1st October. 1967 by the Govern- 
ment to the assessee. 

5.66. Taking note of the fact that interest, as stipulated in the 
Act, had not been paRI in m y  of the 88,836 refund cam settled dur- 
ing the period 1st April, 1966 to 31st March, 1907, the Committee 
enquired whether it had been examined in how many cases, inter- 
est war payable to the assearsees in t e r n  of the provisions of the 
law. In a note, the Ministry hove stated: 

"It has nut been pomible to oxamhe aU the  me^.'' 
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5.67. Giving the general reams for the non-payment of interest, 
the Chairman, Central k d  of Direct Taxes statkd during evidhke: 
"1 am told that some of these refunds did not fall un&r Chapkf W X  
of the Income-tax Act and that in some other cases, legu polad 
were involved and appeals were pending. In a few other cws,  In- 
formation was asked for from the assessees and delay in refund was 
attributable to the asse~gee~." He, however, added: "1 am not mg; 
self happy with this state of aftairs. . . . . . . .I myself would be very 
doubtful whether all thew reasons are there. We wiU go into it."" 

5.88. The Finance Secretary added: "The question is w h e k  
any interest due is being irregularly denied. . . . . . Let us make a 
review. We will undertake it and furnish a report to the Commit 
tee." In reply to a question, the Chairman, Central Board of Direct 
Taxes stated that they wuultl be able to furnish the report by May, 
1969. 

5.69. The Committee referred to para 1.120 of the 17th Report of 
tbe Public Accounts Committee (Fourth Lok Sabha), wherein the 
Public Accounts Committee (1967-68) had, i n t o  a h ,  observed as 
follows: 

"The Committee desire that old cases pending, f ~ r  nore than 
two years, which numbered 93 involving an amount of 
Rs. 7,62,145 as on 31st March, 1967 should be disposed of 
early and ef'forts should continue to be made to prevent 
this accumulation of arrears which invo?ve liability of 
Government to pay interest on refund claims. TZIe ~ o a d  
should look into the reasons for deley in the disposal of 
old cases one of which dates as far back as 1957-58." 

5.70. In a note furnished by the Ministry pursuant to the above 
recommendation, it was stated as follows: 

"Instruct iuns have been issued and steps taken for expeditiou 
disposal of refunds. The reasons for the delay in d i q o d  
of old cases are being ascertained and necessary action 
will be taken." 

5.71. During evidence, the Finance Secretary stated that the ques  
tlon of refunds was discussed in the last Conference of Income-tax 
Commissionera As a result of measures initiated, there had been a 
"distinct imprwement." The Chairman, Central Board of Direct 
Taxes stated In this regard that the number al refund claims out- 
-ding betweon 1 and 2 years as on 31st March, 1968 had ktn 
broubt down to 103 fm 429 as on 31st March, 1967. 



5.72. In reply to ca question as to what other remedial measuns 
were proposed to be taken, the witness stated: ". . . . . . . .We are con- 
a e r i n g  that the interest amqunt in some cases should be recovered 
from the salaries of the individuals as a measure of punishment." 

5-75. In para 1.120 of their 17th Report (Fourth Lok Sabha), the 
Committee had stressed the need for ensuring that refunds are made 
by the Income-tax Department expeditiously in all pending cases. 
The Committee note that the number of refund claims outstanding 
between one and two gears has come down from 429 as on 31st 
March, 1967 to 103 as on 31st March, 1968. The Committee trust that 
cdortg win continue to be made by Government not only to liquidate 
ad pending claims but to ensure the settlement of new claims with- 
in the time-limits prescribed in the Act. 

5.74. The Committee note that, though refunds amounting to 
I&. 2.99 crores were made in 88,836 eases during the pcriod 1st April, 
IS6  to 31st March, 1967, no interest was paid to the assessees in any 
of these crses The Committee would like Government to examine 
whether interest due in terms of the Act was denied in any of these 
cases where refunds were made after expiry of thc time-limits laid 
down in the Act. During evidence. the Government representatives 
promised to conduct a review in this regard and furnish a report to 
the Committee by May, 1S9. The Committee would like to await 
this report. The Committee would it: this con~lection like to reiterate 
their recommendation in para 1.121 of thrir 17th Rcport (Fourth Lok 
Sabha) that Government should ensure paynwnt of interest on rc- 
funds to assessees in all cases where it is payable, whether the asses- 
sees have claimed interest or not. 

Refunds under Section 244 

I .  Sumhcr ol' cases in which rcvisinn of asseswmtc wcrc 
pending as on 1st April, 1966 . . !o,ti?r 

2. ?';urnher of wws in which assessments were revised 
during I 966-67 in respect of c a m  : 
' I )  pcndinc ,ir on 1st April, 1Hi6 . . 01415 
:ii) that arose during 1st April, 1966 to 3161 Msrch, 

1967 . . 0 . 46.655 
3. Number of c a m  and amount of refund me& in r&- 

pea of ~ 3 ~ s  at serial number 2 (i) and z(ii) above : 
2(i) Number of cases 5,972 

Amount in Ra. (0x1 , f,)O,Li 
d i i )  Sumber of cast4 . . 34d4+ 

Amunt in Us. (am) , . S .  - .--- - - ----.- a 

. 7r95r3'4 
, I-- 



4. Number of cases and amount of interest paid in m- 
pea of cases at serial number z(i) and 2%) above : 
t(i) Number of cese8 . . 

Amount in Rs. (000) . 
2(ii) Number of cases 

323 
1 

Amount in Rs. (000) 2 
5 .  Number of cases pending. revision as on 1st April, 

1967 : 
( i )  Out of cases pending as on 1st April, 1966 . 
(ii) Out of cases that arose during 1st April, 1966 to 

31st March, 1967 
6. Yeawise particulars of itcm ( g j  : 

196061 
1961-62 
I 962-63 
1963-64 ' 

196445 ' . . 
1 9 6 5 4 6  . 
1 9 6 6 6 7  . 

[Paragraph No. 66(b), Audit Report (Civil) on Revenue Receipts, 
1968l. 

5.76. TJnder section 244 of Income-tax Act, 1961 where a refund 
is due to an assessee e s  a result of appellate decision and the Income- 
tax Oficer does not grant the refund within a pe r i~d  of six months 
from the date of such order, the Government have to pay the 
assessee interest at 6 per cent per annum upto 30th September, 1967 
and at 9 per cent per annum thereafter on the amount of refund due 
from the date immediately bllowing the expiry of the period of six 
months from the date of the  order to the date on which the refmd 
is granted. 

5.77. The Committee desired to know the approximate amount of 
interest payable in 5,050 cases of refunds arising out of appellate de- 
cisions which were pending action as on 31st March. 1967. In a 
note, the Ministry have stated: "The information is not available 
with tbe Ministry. If the Public Accounts Committee so desire, it 
will be called for from the Cummissioners of Income-tax." 

5.78. The Committee desired to know the reasons for not refund- 
ing the tax excess collected in 8 cases relating to the assessment 
years 1960-61 and 1961-62. The Ministry have stated as follows: 

'The one case relating to the assessment yew 196041 has since 
been disposed of. In the remaining seven cases relating 
k, the assessment pear 1961-62 the present position is be- 
hg ascertained fm the respective Commissioners of fn- 



oomh-taxtu The nemmy information will be supplied to 
the Public Accounts Committee as soon as the Ministry 
heus from them*" 

5J9. Tbe Committee are not happy over the delay in refunding 
moneys due to ameaaes .s a d t  of appellate decbionk Aa nr 
$lst llbud3,19@7, there wen 5,050 such cases, l,220 of thom pending 
da mors thrn one yew. As a d t  of the delay in maldng the re- 
furids, Govs~mnsnt had to pay Wenst amountiiaff to I&. 15,000 in 
dhb aaea The Committee would urge Government to take dectivt 
meamma to ensure settlement of refund elaims under Section 244 

the prescribed timelimit. 

A& Paragraph 

5.80. h M o n  to levy or incorrect Iwy of penal interest was no- 
ticed in 2,064 cases and the amount involved is Rs. 40.48 lakhs. 

-graph 51 of Audit Report (Civil) on Revenue Receipts, 19681 

5.81. The number of cases of non-levy/incorrcct levy of pend 
interest, as mentioned in the Audit Reports, 1963 to 1067, was a s  
follows: 

Audit Repot No. of Amount 
Cases (in lakhs 

of 
m'd. 

5.82. The Committee desired b know the reasons for the beavy 
increase m the number vf aim of nanllevy/'incormt levy of penal 
interst. The Chairman, Central Board of Direct Taxes rtabd: The 
Audit merage is a h  more. Apart fmm that, I am aware of the 
deAdencjaW He also stated tb t  there were 'so many' typea of 
P a d  Inbre8t under the Income-lax law, with varying r8W. The 



CabMtke enquiml whether it rplll not posdble to consdidatlc Wub 
m o m  typcr of penal interest. The witness stated: %xcepi that 
there are certain lapses iar which we do not want to impose the 
Euhe rate of penal interest as for m e  others." !l%e Committee &- 
airtd to h o w  whethe the provision relating to penal interest could 
not be simplified. The Nnance Secretary stated: "We wiii see td 
nhrt extent rationalisation of the rates and of laws would help in 
aimplidcation." 

5.83. As to other remedial measures. the Chairman, Central Board 
of Direct Taxes stated: "I have an idea to make some kind of a table 
available to each of the clerks to work on this so that they will have 
ready reckoners instead of leaving it to them to calculate or refer 
to the Act. . . . . . . . I am also exploring the possibility of purchasing 
some machines costing Rs. 7,000 to 8,000 for instant interest mlcula- 
tions. We have purchased one in Bombay and we want to have mwe 
in other charges. We will strengthen the internal Audit parties. 
They will look into there mistakes immediately. Some more clerical 
assistance in the functianal diatribtuion charges will (also) reduce 
these mistakes in future!' 

5.84. While dealing with simplification of procedures, the Work- 
ing Group of the Administrative Reforms Commission, in their Re- 
port on the Central Direct Taxes Administration have observed as 
follows: 

"DiPBculties are experienced in the matter cf calculation of 
interest under the various provisions of the Income-tax 
Act which at present are to be calculated fcr every day 
of the penslty and calculated to the nearest rupee. Sucb 
calculations become complicated and much time of the 
Department may be saved without anl* risk to loss of re- 
venue if such interest calculation are made not with refer- 
ence to the doy of ~enal tg but with reference to the com- 
plete months. The interest should also be calculated on 
the nenrest Rs. 100-11 the amount is less than Rs. 50, it 
should be omitted and if it is more than Rs. 50, interest 
should be calculated rounding it off to the nearest Rs. 100." 

5.86. Tbe Committee are concerned over the heavy increase in the 
number of cases of non-levg/ineotmet levy of penal interest, As 
against 927 mss of non-lovy/incorrect levp reported in the Audit Be- 
part, 1963, the number of e r ~  of aon-leqfincorroct 1- 
in tba Audit Report, 1968 w r s  r08C The amounts involved in tbs 
f r r o y ~ o l r s s e I b . ~ k L h s m d ~ s , 4 ( M S ~ ~ b ~  



Camnittee had drawn attention to thii position in paragraph 2,m of 
their T.sPcnty:Ninth Report (Fourth Lok Sabha). The rumrenee of 
such c ~ w s  suggssts the need to streamline the existing procedure. 
The Committee would in this connection !kt the Ministry to examine 
the suggestion nude by the Working Group of the AdmMstnrtlve 
Reforms Commission in their Report on the Centnl Direct Taxem Ad- 
miat.twtian for interest calculations to be made with reference to 
complete months rather than days and for rounding off calculations. 
TbLs would help considerably to simplify the work. 

6.86. Work would also be simplitled if the varying rates of interest 
~ a r ~  in ehttnct  for different kinds of default could be ratioadisod 
~ n d  tabdaton usad for pmposes of calculation. 
Audit Paragraph 

5.87. Under the Income-tax Act, 1961, when return of income is 
not aed an or before the prescribed date inter& is leviable at 6 
per cent per annum on the net amount of tax payable on Anal asesfi- 

ment i m j w t i v e  of the fact whether the delay has been permitted 
or not  It  was noticed that in 5 cases when the returns were filed 
after the stipulated date, the statutory interest remained to bc 
levied resulting in short-realisation of interest of Rs. 74,285. 
[Paragraph No. 51 (c) ( i )  , Audit Report (Civil) on Revenue Receipts, 

1 9681. 
5.88. From a note furnished by the Ministry, the Committee 

observe that the Department had not accepted Audit objection in one 
case. with a tax-effect of Rs. 11,625. The position in the remaining 
four cases was indicated as follows: 

.%SCSCC 'mu - Additional demand r a i d  and rrwrred. 
effm ---- 

Ks. 
3, .  I 12.273 Rs. 1 p g f  (entire dcmcrnd recovcre.!: 

So. 3 19.197 Kt+. 1,6?3. 4 s  n wult  of the rcducticsr of the asrsaret's 
share d'~ncoine from any other firm, the amount wa'. 
reduced to RK 1,633. T h i ~  WRS rmwend on 
20-1 1-l$iX. 



The Committee desired to know whether the Bmrd had issued 
instructions to Income-tax Officers pointing out the omission to 
apply the provisions of the law. In a note, the Ministry have stated: 
"The Board issued instructions in January 1968 urging the Income 
tax CMlcers to take particular care to see that interest for delayed 
submission of return, chargeable under section 139 is not omitted 
to be charged at the time of the original assessment. For preven- 
ting possible failures to levy such interest, some further instructions 
are proposed to be issued by the Board shortly. Copies of the same 
will be sent to the Public Accounts Committee soon after the ins- 
trucaons have been Anelised." 

5.80. During evidence, the Committee were informed that in res- 
pect of a particular accounting year, the prescribed date for the 
submission of all the returns was the same. To ensure that in case 
of a return received after the prescribed date. levy of penal interest 
did not escape notice, the Committee enquired whether an indica- 
tion could not be given on the return itself to the effect that it had 
been received after the prescribed date and that penal interest had 
to be charged. The witness stated: "It is quite a valuable suggestion. 
If it is beyond the prescribed date. some label or stamp can be put 
upon it . . we will consider it." 

5.90. The Committee note that the Board have instructed Incam 
tax Olscers to ensure that interest for delayed submission of return, 
chugtable under Section 139 of the Income Tax Act, t961 is invari- 
ably charged at the time of original assessment. They also note that 
same f d e r  instructions are proposed to be issued by the Baud. 
The Committee trust that these will be issued at an early date. To 
ensure that levy of interest in such cases does not escape notice+ the 
Committee would suggest that pmdnent indication shonid be given 
by means of a label or rubber stamp to the effect that the retarn bad 
bsan rcct ivd dter  tbc prtscribcd date and that penal interest is  

The Committee note Out penal interest amounting to over 
Rs. 31,008 in two of the f o ~ r  cases has n d  yet been r e c r o v d  They 
would like efforts to be made by the Department to recover thi.. 
amount at m early date. 

Audit Paragraph 

5.91. In the cree of n registered firm interest for belated submis- 
sion of the return is to be calculated on the amount of tax which 
would how been payable if the Arm had been assessed as an unregis- 
tered Arm. This provision nf the l w  waq -verlnokcd while leying 



fhtereat on a registered flnn for &e assessment year 1- result- 
iag in undercharge of interest of Rs. 1,11,595. A demand for the 
e t  bas since been created and report regarding recovery of the 
same is awaited. 
[Paragraph No. 51 (c) (ii), Audit Report (Civil) on Revenue Receipts, 

19681. 

5.92 During evidence, the Chairman, Central Board of Direct 
Taxes stated that it was a clear case of oversight', but added in 
extenuation that the Income-tax OBBcer had to complde 33 assess- 
ments in the month of March, 1967. The mistake was caused by 
FUBh of work in the last week of March, 1987, when this parttcuhr 
bssessment was completed. The particular assessee had come for- 
ward with a disclosure petition which would not have been possible 
but for the 'excellent work' done by the OfBcer. He also added: 
". . . .The Income-tax Ofacers in Central Circles are doing qllite an 
impossible task. Interest calculations are supposed to be done by 
clerks, but they do not do it properly." 

5.93. As to rectification/recovery of the short-levy, the Ministry 
have stated that the assessment had been revised under Section 154, 
raising an additional demand of Rs. 1,11,595. There had beem no 
recovery of tbe additional demand as mwvery proceedings had been 
stayed peudfng finalisation of settlement pmpoub. 

5.94. In reply to a question, the Ministry have stated that the 
assessee had Grst offered a lower sum, but after dscussions with the 
Commissioner, it was likely to be of the order of Rs. 140 lakhs. 

5%. The Committee note that the omissJon to levy interest r- 
emding to the pmvisions of tbo lrnrr had Itd  b an tmder-charge ot 
over Ba one W;b in the present ara It wns urged in extenuation 
that the Xncometax Ofam brd to complete 33 assesmsnb in the 
montb of March. This i s  indicative of the fact thrt spaciag of work 
in the Department nesdr to ba impmvtd. 

5.H. Tbe Committee note that r disclosure petidon of the 
in this ase for Ba 1.40 ia pwdfal bsfors tbe Bnuk *Y 
would Ihc to be informed of the B o d ' s  Mdom en the potitb 
rkw,tbeparltionlreOItdfnltrscwqdrbert-~ d En- of 



5.97. In the case of an ases8w the Appellde Aseistant Commis- 
sioner of Income-tax enhanced the asessment for the year 195253 
'in appeal by adding a sum of Rs. 4,05,000. On further appeal by the 
assessee, the Income-tax Appellate Tribunal reduced the addition 
made by the Appellate Assistant Commissioner to the extent of 
Rs. 2,50,000. The department revised the assessment for the year 
1952-53 accordingly on 22nd March, 1961. Subsequently, when 
the High Court held on 26th March, 1964 in this case that the Appel- 
late Assistant Commissioner had no power to enhance the assess- 
ment in appeal, the Department again revised the assessment on 
6th March, 1965 by reducing the total income by Rs. 4,05,000 ignor- 
ing the fact that the assessee had already been allowed relief to the 
extent of Rs. 2,50,000 on 22nd March, 1961. Thus, due to a mistake 
in giving effect to the orders of the High Court the income of the 
assessee was under-stated by Rs. 2,50,000 and the under-charge of 
tax on this account was Rs. 2,40391 for the assessment year 195253, 
including interest payable under section 18A(6) to the extent of 
Rs. 35,213. The Ministry while accepting the mistake informed that 
an additional demand of Rs. 2,40,291 has been created. Information 
regarding recovery of the tax is awaited. 
[Paragraph No. 52, Audit Report (Civil) on Revenue Receipts, 

l968]. 

5.98. During evidence, the Chairman, Central Board of Direct 
Taxes stated that although the High Court had passed the order on 
26th March, 1964, actual relief was given on the basis of the Income- 
tax Appel'ate Tribunal's order which was passed on 12th November, 
1964. The Income-tax Officer who gave effect to the order of the 
Tribunal was not the one who had made the original assessment. 
While passing the rectification order, he over-looked the fact that a 
sum of Rs. 2,50,000 had already been withdrawn on 22nd March, 
1961. He admitted that it was a mistake on the part of the Income- 
tax officer but added in extenuation that at the time of rectification he 
did not have the High Court's Judgement before him. Be got a copy 
of the judgement 7 or 8 months after he had passed the rectification 
order. As the Board had impresd  upon the Income-tax Officers 
to give prompt refunds resulting from appellate orders, the Income- 
tax O&er, in his eagerness to carry out the Board's instructions in 
this fegard did not wait for the receipt of High Court's order. The 
Tribunal's order, on the basis of which he made the e c a t j o n ,  
chr1y rtated th~t the whole amount of Rs. GM,000, by which the 



original assessment had been enhanced by the Appellate A s d s h t  
Commissioner should be deleted. In this connection, he read out 
the following extracts from the Tribunal's order: 

"As required by section 66(5) of the Indian Income-tax Act, 
1922 and in conformity with the judgement of the High Court of 
judicature at Calcutta, delivered on 26th March, 1964 in I.T. Ref. No. 
29 of 1961, we hold that the Appellate Assistant Commissioner of 
Income-tax was not justified in enhancing the income of the appellant 
by the sum of Rs. 40,05,000 and we direct that the whole amount 
namely, Rs. 4,8,000 be deleted." 

5.99. Another factor responsible for the mistake was the heavy 
pressure of work. According to the witness, "if he (the Incometax 
Oflicer) had to go through all the records and then give effect to the 
Tribunal's order, it would have taken quite a lot of time." The 
witness stated: "This mistake has crept in because of the pressure 
of work, the fact that the Tribunal's order was misleading and his 
having had to give effect to it in a hurry. If he had been the same 
officer who passed the earlier order, then he would have remembered 
it. Also, if the High Court's judgement was there or the Tribunal's 
order was not misleading, this would not have happened. It was 
really a combination of circumstances." 

5.100. The Committee enquired on what gounds the Appellate 
Assistant Commissioner had enhanced the original assessment. The 
Chairman, Central Board of Direct Taxes stated: "While examining 
(the original assessment). i t  came to his notice that there was some 
u n d i s c l d  income and, therefore. he increased it.'' 

5.101. In para 61 of their 21st Report (Third Lok Sabha), the 
Public Account Committee (1963-64) had suggested that revision 
of assessments done as a result of orders of an appellate authority 
involving large sums should be scrutinjsed by a high authority to 
avoid possibility of such mistakes occurring. In July, 1964, the B w d  
issued instructions to the Commissioners of Income-tax that all 
where the tax-effect as a result of revision of assessments, consequent 
on Appellate orders, exceeds Rs. 1 lakh. the Income-tax OfRcer 8hwld 
take prior approval of the hspecting Assistant Commi~i,ion@r before 
giving effect to Appellate orders. The Committee enquired whether 
thc revised assessment Iiad been submitted for the prior  tiny 
the Inspecting Assistant Cornmisdoner, in this came. In their ~ 1 ~ 1  

the Midinhtry have stated that the revised urrsment was not madc 
with the prior approval of the Inspecting Assistant Canrnidoner. 



5.102. As to ~ectiAcation/recovery of the under-charge, the Minis- 
try stated as follows: 

"The assessment has been revised under section 154, raising 
an additional demand of Rs. 2,40,290.80 which has not been 
recovered so far. The assessee expired in June. 1967 and 
it will take time to collcct the amount as the executors of 
his estate have not yet obtained probate of his will." 

5.103. In a subsequent note, the Ministrv have stated: "The addi- 
tional demand of Rs. 2,40,290.80 has not be& recovered yet. Attempts 
are being made to rcalisc the arrears of tax due from the deceased 
assessee through the Tax Recovery Officer." 

5.104. Ttic Committee understand that this case also occurred in a 
Central Circle. 

5.10;. The Committee note that, due to a mistake on the part of 
the Incomc-tux Officer in giving cffert to the High Court's ordrr. 
there was aa under-charge of tax to the tune of Rs. 2,40,291. I t  was 
obviously not correct to have made the rectification order without 
having gone through the relevant rtcorJ;. 

5.106. The Committee also observe that, though in terms of instruc- 
tions issued by the Board, pursuant to the recommendation of the 
Public Accounts Committee (1963-G4), the Income-tax Oficcr should 
have taken the prior approval of the rnspectiqg Assistant Commis- 
sioner in this caso before giving effect to the Appellate order, the 
revised a~scssment was made without such approval. The Committee 
take a serious view of this. They desire that the Board should ensure 
that the iartmctions issued by them pursuant to the Committee's 
recommendations rrr! strictly complied with. 

5,107. Another ferturc of the case is that though the High Court 
had prsacd the order on the care on 26th March, 1964. the Income-tax 
Officer got a copy of the Judgement after a lapse of about 19 to 2Q 
months. I t  is not clear to the Committee why a copy of the judge 
ment was not made available to the Income-tax OERcer earlier. The 
Cammittm d h  that copies of decisions of the relevant appellate 
8alboritlss &odd be procared by the a s s d o g  olficcrs without d d a ~  
in order to Bnatlra ammmcnts correctly. 



5.103. qlm Copllpittee .rte that the 
I& 2,bb,ZW raised on reetifimtion of tbd 
yet been ramvend, as the ~~ 
&tee d d  like to be informed of progress with recovery. 



GENERAL 

6.1. The Committa brve not made ~ommendations/obscrvationr 
in rsrpsct of some of the pmnmaphs of the Audit Report (Civil) am 
Bevenue k e i p b ,  1968. Thy expect that the Department wilt none- 
thaleu take note d the discussions in the Committee and take sucb 
action as b found necessary. 

M. R. MASANI, 
Chinncm, 

Public Accounts Committee. 



APPENDIX I 

No!t ~cprr lrng runjor pr.r)blrms confronting the Jnrotnc-!n.u Dcpavtmrnr 
mtrd how thr,? arc being tarklrd 

(Scr para, 1.25 and 1.79 of the Report) 



O W  is eliminated. If the scheme is a sucfes4 it would be extended to 
: b other income groups. 

2. Awears of tax collections: 

(a) Collection position is also kcpt under conslant review. 'rhe 
tension of the Functional Scheme to 80 out of 122 Ranges has itseE re 
aulted in greater attention bvit~g  rid to collections. Further, rccoverg 
work has been taken over from the State Governments in 9 States (6 
fully and S partly). 

(b) Other steps taktrn to improvc collections are- 

(i) maintenance of arrears sheets and ledger car&; 

(ii) constant and systematic review b! senior officers; 

(iv) attarhment of assets and credir balances: 

(v) salt of attachril assets ctr.. and 

A \\sternatic rcvicw of old .trr:..rrs .ind a chive for write-off of i r m  
coverablc ;imount\ h! \.~rious .~irtt!oritics i z  ~rrl~lel \w. Z'p to 31-12-1968, 
coliccrioris wc.1 e better h\ Rr 3.3 17 i t  or, rh ,-I i l l  the corresponding pe- 
riod last year (Rs. 397.74 aorcs  apairmt 3M.57 crores) . 

(a) Inneased rrsc of jrmrrt-trtion.-li proserutions were launched in 
the hnt 9 months of this year (196HiR)-cnmp;tred with 8 darinq the whole 
of h s r  year. Of thee ,  four y n o n r  hwe alrcndv been convicted for tax 
m i o n  and in one of thnc  mscc, thc C h r t  awartid six months' rip 
mus imprhnmmt. It W.IS the first such (;fie and imprisonment for tax 
cnsion in India. In the past seven1 wars. there had been very few 
pnwecutions and convictions WCM fewer still Prior to 1968, thm were 
only convictions in two caws-one in 1%3-M nrrd another in 196667. 
Evtn in t h e  two cases the agessceJ wcn mmly find. 

(b) Promution is also m r t d  to for failure to deduct tax at source 
lad &It to C o m m e n t ,  CampIainu in 150 am have been filed thb 

@fist 46 dud% the whale of last peu. Oa thest, in 96 a# 
430 (aii) LS.-ra. 



. . camaom involving impositioa of finer have b e n  obtained Tb 
6gurc for l u t  year was only 9. 

(c) on the adnlinistrative side, the following steps have been taken to 
rtrcPlmlinc the departmental machinery to enable it to launch succmful 
proracutions in tax evasion cases:- 

(i) Preparation of a Prosecution Manull and Pmccution Hand- 
book. 

(ii) Strengthening of Ccntral Circles by posting 4 Assistant Com- 
missioners and 40 more I.T.Q. 

(iii) Extension of Intelligence Wing to new areas-Kanpur, 
Amritsar, Bangalore ;I rid H yderabad. 

(iv) Appointment of a Committee of Senior Officers appointed to 
study tax ewsion and suggest ways and means to check eva- 
sion (the Committee has just submitted a mport). 

(v) Effect of the deterrent changes in the Act making minimum 
pnaltv equal to income or wealth concealed. 

(vi) Publication of names of tax evaders on whom penalties above 
Rs. 5000 have been i m p e d .  

(vii) External survey, on n limited basis, to rope in new a- 

As the suc;cs ol a tax s p m  t lcj~nds tipon the dcgce of voluntarg 
compliance by m c s s x s  ant1 as this. in turn, depends upon succasful 
maintenance of p ; q m  pub1ic relations by the Department, special 
dforts have becn directed towards ar.hieving if by taking the following 
step#:- 

(a) Simplification ;wid ra[ionalis;ttion of the tax structwe @rr, 
viding for straight dvrrluction instead of ulc~rlating anrqgc 
me,  ctc) 

@) Simplification of the form of Return and d r y  t&sP 
mailable through Port Ofhca. 

(c) Publication of Tax Guidance Nola in all the imporunt 
liJ, m d  Hindi newspapen a d  k c  of the prmpblctr rt 8 
rlQmiml cat. 



(e) Publication d pqhletr in lapmi's Iragyer as rr.rirP 
poinb relating to Direct Taxes. 

(9 Impowement of mnitia for visitors in Incane tax OBar. 

(g) Advertisements in newspapn, cinemas, etc., reminding tax 
payen of tbeir obligationr and their rights, 

Q Conducting of Refund Week, emphasising the need for a 
special drive for quick disposal of refund cases. 

(i) Maintenance of reghers of complaints and grievances with 
Public Relations Oficers and Commissioners of Income tax, 

In addition, the following further steps are also proposed:- 

(i) Publication of a monthly Journal on Direct Taxes by the 
Board. 

(ii)  Issuing public cirrulm 011 such technical matters as arc of 
interest to amsees. 

(iii) Preparatiou ot a d t w - m e n i q  film on Direct Taxes. 

(iv) Opening of T a x  pavwnt counters bv the State Bank of India 
in major citia. 

5. Disposal of Appmls: 

Along with tile drive for disposal of assessmetlts, a drive has been in- 
stituted for the clearance of apjxals. There are 174 Appellate Assistant 
 omm missioners functioning now. .tr a~ainst I38 .+LAG functioning a yt!aX 
ap. The current disposal of appeals exceeds fresh filings at the rate of 
3.000 a month and we expect to be fairly current by Marth, 1970. In= 
crease in the number of AACJ as well as changes in staff and closer sup 
avision m r  the rate of disposds have multed in significantly h igk 
ourput. Four ncw Benches of thr Income-tax Appellate Tribunal have 
also been add&. 

Attempts irre also k i n g  ma&, through informal approachn to Chkt 
Jwtiae, of High Courts for the appointment of special Tax Beacha 
for dealing with tlre l a m  number of reference applications and writ 
petition8 pending in the High Courts. So far as the Suprallc Coun ir 
arnamcd, the appeals arc practically cumnt. Of interest to note i, 
thrt out of PI departmental appcab decided by the Sup- Cozut in 
1968, the deciaion was in hmr of the Department in 13 ascs; of tbd 
24 appeals fikd by amasem, decided by the Suprune Court, in 1968, tbt 
dsdrfos\ in favour of the Depamnmt war in 1% 



.,a. S,hmlgthming of I n t m o l  Audit Machincry: 

The Public Accounts Committee has been emphasing the need fof 
aaengthening the Internal Audit machinery. Accordingly, the foflowiag 
a t ep  are proposed to be taken:- 

(a) Placing the internal audit parties under the charge of an I.A.C. 
as recommended by the Administrative Reforms Canmimion. 

@) Expansion ol' the scope of audit by intcrnal audit parties 
as to include most of the p i n t s  commented on in the Audit 
Report. 

(c) Preparation of an 1num;tl .411dit Manual containing clear 
and specific instructions. The Internal Audit parties will 
exercisr specinl c t 1 4  on ;ill case\ of income over Rs. 1 lakh 
in major. rhirgec nnrt over Rs. 50,00W?5,000 in othen. 

(d) Circulation of the. Autlit Report ant1 drawing the attention of 
~ h c  ~~~~~~~~~~~~~s speci:llly to  the points therein. 

The following are the irnprovement~ elit.( rrtl i n  thc matier of staff 
strength, accommwl,?tion and farilitics to officers and a w s e a : -  

(1) Additional ports o f  2 C~ornmisionerr, of Illcome tax, 47 Asstt. 
Commissioners, 312 Income tax Officers, 212 Inspectors and 
2853 other non-gazetted stxff, have h c n  sanctioned. 

fb) An additional area of 225,000 sq. It. (app.) has been rented 
for office accommodation in v;itioos rities. 

(c) Expenditure on books, stationel.!. and carntial furniture b- 
duding furniture for vibiton, has been i n c d  from lb. 9.5 
lakhs to 19.5 lakhs as compared to lw year. 



Summary of Main GoaclusionslRecornmendati~~ns 

As pointed out by tltc Wol-king Group o f  the Administrative Keforms 
<:otn~nisuiot~, it is "neither pss ibk  nor clesiwble" to tackle the problem 
of mounting assessments just by augr~lcnting the strength of assessing 
ofiicers and ministerial staff. A better morse would be "to rationalise 
the procedures relating to cosnpletiori of iwessments and fix proper prio- 
rities in regard to the disposal of existi~~g and arrears cases and the ex- 
tent of scrutiny to be exercised before accepting the returns of income for 
&e various categories of assessees." 'rhe Small income Cases Asessment 
Scheme ietroduced by Government is from this point of view a step in the 
right direction. The Committee would like Government clooely to watch 





"unless there is information on  record that they arc likely U 
haw taxable revenue or unless then arc any promdin@ 
pending in respect of thew cases." 

T h e  Committee note that the number of pending Income-tax 
men@ as at the end of 1967-68 was 43.30 lakhs, or  nearly double the num- 
ber of pending assessments as at the end of 196?3-64. Earlier in the 
Rtport. the Committee have drawn attention to the need for the ration* 
Ikt ion of promiurn relating to assessments and for a pmper scheme of 
priorities for the disposal of case, so that the time now devoted to the 
assewmetit. nE m a l l  income cases. from which the E x c h q u a  get8 
little wilt. could be profitably diverted to the examination of busi- 
cases which ;Ire likely t o  yield substantial revenue. T h e  data about 
pendency of a m m c n t s  involving business income of o v a  Rr 25,000 & w given in this Report would show that the number of pending cases in 
this c a t w r y  hns been p i n g  up. T h e  Committee would like this ten- 
dency to be arrcstetl throl~gh proper programminp: of the work of asras- 
Lng olficetr. T h e  Committee note thxt the Working Group of the Ad- 
ministrative Reforms Commission have made a number of useful su- 
tions for hinging down the number of pending assessments. T h e  Com- 
mittec would likc particula~ly to draw attention to the following s u g p  
tions: 

(i) Fixing of timelimits for assessments which have been r e  
opened, for posting cases for hearing and for the h u e  d 
aosessment orders. 



(ii) Dispensing with provisional assessments. The Committee 
would like to be appriud oE the action taken by Government 
pursuant to the foregoing suggestions. 

1.34 Depn. of Rcvmuc The Conin~ittee note that 516 Super Profits 'Sax and 3,438 Sur-tax 
aessments were pending as on 3lst hiarch, 1'368. The disposal of theae 
..UCS is obviously linked with the disposal of the relevant income-tax 
wersmentr and the Committee would like concerted steps to be taken 
for their clearance. The Committee mtc  that the Board expects all 
the pending Super-Profits Tax and Sur-Tax assessments to be cleared 
within the next twelve a~onths. cxrcpt for those which have to be kept 
pending for compelling reasons. They would like to watch the position 
in dais regard. re 

Do. 

From the i nfonnation furnishetl by the Department, the Committee 
note that of demands aggregating Ks. 13.2 aores r a i d  in 1507 ruper- 
profits t a ~ ~  and sur-tax cases finalised in 1967-68, a sum of Rs. 5.35 crores 
remains to be realired. The Committee would like to be informed of the 
pro(lru made in the realisation of the balance due. 

While the Cammittex recognisf that some progress has been made 
in the clearance of pending Excess Profits and Business Profits Tax 
cutr, they would like the Department to take s tep  to ensure that the 
remaining 71 cuts are speedily cleared. According to the targct fixed, 
rhat cucr were to have been cleared by 1st February, 1969. The Com- 
mit= would like to know whether this has been done. 



Do. 

3% C a n m i t e  find the position in regard to pending Wealth %.it. 

nrreuments rather uhsatblactory as, at the end of March, 1967. 74232 
crvs  invotving Rs. 5.26 a o r a  were pending, over a fifth 01 these for 
more than two years. The Cammittee feel that concerted action for 
dre cltarance of thew cases is calld for. There is also need to link 
these cases with the corresponding income-tax asesnents so that "the 
quality of administration of income-W" could be improved and it auld 
be emsure4 that tax evasion i s  curbed. 'I'lie Committee would, in this 
connection, like Government to examine the suggestion made by the 
Working Croup of the Administrative Relcmns C:omnu~ion for an inte- 
gr;ated n t w n .  

From arc information lurnisl~ccl I q  (;tnernn~ent. Ihe Chouuittee 
observe that the number of nssessnletlts ~c.lating to property income in 
Delhi has not shown a very perceptible rise over the period 196243 to 
1964-65. It is well known that there has Iwen a substantial increase in 





out an arrangement to cnwt that advance tax nodm are 
duly issued and collections watched. 

(iii) 'The real and. ..serious reawn for heavy arrears", as pointcd 
out by h c  working Group of Administrative Reforrrw Cam- 
mission, "is the tendency on the part of many IncomcSut 
Officers to delay assessments till the end of the financial 
and make cumulatiw auessments for more than one p, 
particularly big assessment cases, resulting in piling up 
demands which naturally the assessee is unable to discbuge." 
This tendency should be firmly checked and the assessmet 
work spaced but evenly o v a  the year. 

(iv) T h e  Department should also finnly curb any tendency 
the part of assessing omcers to over-pitch assessment. as thest 
raul t  in needless inflation of demands and arrears. 3 % ~  
Committee l~acl  already drawn attention to this problem in 
para 1.27 of their 17th Report (Fourth Lok Sabha) and 
they hope that the matter will be kept under constant MU*. 

The Committee note that some part of the arrears is due to pending 
court cases. The Committee are glad that Government have, in CO~SITI- 
tation with the judiciary. taken s tep  to expedite disposal of these c a s ~ .  
The hope this would bring about some improvement in the ar?tars 
position. The Committee would in this connection like Cmwm~tmt 
to ctmsidtr the sugpt ion made by the Worlring G m p  of the Admbri, 



tlrtive Refonns C;ommiwion to the effect that the Act should be 
amentied to  "provide that whcrc an appeal is preferred against an 
assessment, such an appeal will not be admitted unless tax is paid on 
tile undbyutecl atuount involved in the asc.ssment." An allied sugges- 
lion made by the M'orkine Group to  reduce arrears is to fix "a time 
limit for giving effect to ;tplxllate orclen". w that tax demands die 
allowed are pron~ptly wfttndcd to assessees. This. apart from creating 
a better public imngc- of the Depr tmmt.  would also tend to make the 
picture of arrean more realistic. 

Do. 

Amongst o t l~er  s~tggatiot~r for at~lentlitlg tlw law to tackle the pro- - 
b k n ~  of arrears is the onc relating to tlei~ianrl~ apinst  asewes who 8 
have become untraceable. l71e Working Group of the Administrative . 
Reforms Commission have pointed out tllat there is a tendency for 
itucasm to "go" unctcwonntl till the priorl of limitation of 8 years 
it over" to evade dcmnrlds ride :#gainst them. T h e  Committee would 
like it to be considcrccl wllctlwr arn~ntitrtcnt of the law to make it per- 
rnissiblc to re-opn asscutnetits in with c . t m  witllout any time-limit 
would help to  meet tliir situation. 

Finally. tlic Con~mittee wottld also likc C;over~~n~ent to gear up their 
trrovery tucchanistn. T h e  <brnnlittec note in this respect that the 
Cmmmiuioner~ are progressively taking ovcr the work hitherto done by 
the Stale Governmenu. The Committee hope that the recovery squads 



r 8 a! .g Do. 

would function etfectivelv and energetically to redhe all raamabk tax 
due. 

The Cnnmittce note that a test audit disclobed under-ascmncnt d 
tax ~mourtr ing to RF 1101.lG Iakhs in 9.161 cases during the paiad 
1st Scptcmher. 1WX to 31st Aaptsr. 1967. Corrective action it s t i l l  to 
he taken in 967 of tllece caws. involving Rs. 167.71 lakhs. while in res- 
; x x r  of 84 rases irr\c,lving R5. 4.W Iakhs action has become t-. 
The Gwnmittet- would like corrcqtive action to be speedily finatised, In 
chncc a r e s  wl~cre action is now precluded by timc-bar, the Committee 
~.oitlct like Govcrttment to examine whether there was any defrult on 
r he part of t t ~ r  rrffiri:~l.~ ronccmcd. warrant in^ action against than. 

'Ttw <:c~tnnlittcc : I ~ O  t l* , r t -  that ill 48  c a m  involvina Rs. 437.63 talhs. z whrrc Arldit ;ire of the virw ~ h n t  there has been under-assessmt%t, the Y 

mattrr is still "under rnrrespnclence." The Committee would like 
thrsc I-:~scr co he t=w:trnincd expeditiot~sly and corrective action to be 
iniriarcvl ~uornptlv in : r I l  mstv wl~r re  it is called for. 

Tf~r C:omrnirtc*t r.tle .I serious 5it.w of the over-nscessments disclosed 
in tett-audit. In 2.154 cr~rir caws involving Rq. 52.77 Iakhs,  COW^ 
artion Ii . tq twrn corn~>lctctl h t ~ t  :tr ti011 ir  still to hc taken in 223 cases 
i t~volv ing Rs. 5.57 1:tkhs 

T h e  Committt-e t rwt that action will he finaliwd quicklv. The 
Cammittce have in the past and elsavhme in this wpon s t r m  the 
need to curb the tenclencv of asaescing officers to over-pitch assessments. 





.a Deptt. of &venue 'The Committee note that though the amount of sup-tax prpbbr 
by the alwwct was correctly computed a t  Rs. 1,99,967, the 
erronmusly taken at Rs. 1,19.267 at the time of calculation d the tad 
tax demand in the assessment form. This shows that b e f m  hUhg tbt 
demand notice, the Incorne-Tax authorities had not subjected the tax 
calculation in the assessment order to a proper chedr. 

Do. 

T h e  Con~ttlittee regret that though the d ~ c l L e  was pobrtcd out 
Internal Audit in 0rtobi.r. 19ti6, notice for its rectification W88 hd 
only in April. 1%7-i.e.. after .I lapse! of nearly six month. Witb 8 Pier 
to avoiclir~g unneceswry delay in the recovery of tax d u a ,  the Committee 
dnirc that corrective action sl lc~~~lri  b .  initiated by the Department 5 
soon after the errors in asewnent c o m ~  LO notice. 

The Committee note that out of the short levy of Rs. 80.000, a ruPl 
of Rs. 5,400 has so far I x w i  reiovel.cd. the recuvery of the b a k e  
(Rs. 74.li00) having beell .:t:~) 1 4  ~ ~ : v i t l i ! i ~  disposa! of an appeal Mom 
the Income-tax Appellate ~1'rilmn:ll. 'l'he Committee would like to b~ 
informed of the position r c p ~  tlil~g iccovery after the disposal of the appeal 
by the Tribunal. 

a 3 -19 Dcptt. of Revenue In the Committee's opinion, this case raises an important question 
of law, i.e., whether, in terms of the Act, an assessee who derives taxable 
profiu in a year subsequent to the year in which his busin- c e d  to 





Do. 

bms "no return at  ail". The pmvirional return rhowcd a torr cif &. 1.44 
Iakb lor 19GO-61 which turned out to k inflated. It is a m a w  h re 
gret that this mistake could not be detected during the ruriancnt far 
the ruborquelit year wken the Incomctax O h r  was expected tn veriij 
:and tally the opening balancfs sltow~i in the accounts accompanying the 
return with the closing balances shown in the previous year's accounts. 
Nor did the Departn~ent notice the mistake when the we#ment was 
mtKd by another Income-;ax Offircr who war investigating some eaca- 
ped income of the -. T h e  assessee hinuelf filed a final return for 
the rssmunent year 1tHi0-61 on 19-1 1-19-15 and 8-3-1966. showing a loss ot 
it*. i;.::HI. but the Income-tax Officer F;tiictl to take notice of the mistake 
vvrn :II this stage. 

- 

T h e  (;ottl~aittce cannot bur conclude that this is a case of gross c e  
lean= at every aage. T h e  Canunittee would like Government to im- 8' 
press on the Ofhcers co~icerncrl the fact that they have been g m s l y  negli- 
gent ant1 sho~rld be wsr~ietl to be careful while the Government itself 
should ensure proper vigilance. 

T h e  Committee note that the Department tried to revise the asses- 
ment order, but the assessee went to the High Court to obtain an interim 
stay of the proceedings. T h e  Committee would like to have a fiirthu 
report regarding rectification Jrecovery. 

The Committee observe that.* due to what the Department had ad- 
mitted to be carelmnes, there was in this case short levy of Rs. 19,444 , 



which has not M, far been recovered. T h e  Committee trust that efforts 
will be made by the Department to recover this amount. 

9 3 49 Dtpn. of Revenue T h e  Committee regret that despite instructions given by the B o d  
ill ICx3 as to what should be rccknoned as capital for pur- of the 
lev) of S q x r  Profits tax 'provision' made by certain companies for 
taxation, dividend etc. was recknoned as part of capital. This resulted 
in depressing the ,amount of profits in these cases and a consequential 
under-a-mcnt of tax, which has since been recovered. T h e  Committee 
trust that the Board will take adcqunte steps to safeguard against the 
rccurrencc of such under-assewmcnts, by enwring that instructions issued 
by them are strictly omplied with hv ssscstinp; officers. 

T h e  Committee note that d u t .  co "an error of judgment". allowance 
war matte for tltvclopment rrbatc and clcprecintion on certain i n t a e -  
blc asscts of a company. though such allowance was inadmissible in terms 
of the Act. This rewltecl in a n  under-assessment to the tune of Rs. 2-06 
lakhs. What is surprising is t h t  this error escaped the notice of Internal 
Audit who checked two of the three rclevant assessments as also of the 
supnrisory ofKccr who iiad approved one of the assessmenu. 

Do. 

Do. Owr the yeam Audit havc k n  relxstcdly bringing to notice mistakes 
in computation of depreciation and development rebate. The C o d -  
ttee wouid in this connection like to invite attmtion to the data: at page 
!62 o[ thir Report. The Committee had akp  draw^ atten!ion 9 % - - 



matter in para 1-68 of their 46th Report (Third Lolt Slbha) a d  in pm- 
suanct of the o h a t i o n s  in that Report, a special rffiov of the -- 
ments was also made. I t  is, however, apparent that the position hu not 
bem substantially remedied. Basically it would a p p e u  that the p6-  
sions in the Act in regard to  depreciation and development rebate Med 
to be ationalircul. 17w Committee note that in regard to depreciation. 
the Working Croup of rhc Aclministrative Reforms Cammiss:on had, in 
the interests of rat ionalirntion. s u ~ e c t c t l  rc~lacement of exist in^ rates by 
consolidated rater on nn industrv-wise bash. in consultntion with trade. 
profcuional hlitl etc. T h e  report on 'Rationdisation and Simplifica- 
tion of T a x  Strtwttlre' also drawc attention to the fact that certain it- 
of canitst exncnclitrcre thot~qh "nccc%sarv and legitimate" arc not being 
mknonccl while clctrrmining profit$. retr~ltirlp in the incidence of taxa- 
tion brramina "clncvcn in unirrtentlrcl wavs" and in the process dis- U o ~ r 3 p i n ~  " tn t t r~wiw and mowth". 

T h e  C ~ m m i t t e e  woulcl like Cavcrnn~cnt to c-onsidcr cupeditiorlclv 
rhcse and other wmntions made for the rationalisation of the provisions 
of the Act bearing on dcprrrintion and dcvclapmcnt rebate so that a 
relatively simple and equitable tlispcnwtion could be worked out. 

The Committee wot~ld like Cowrnment to dispel anv i m p m i o n  in 
the minds of the pahlic t h ~ t  a clevrlopmcnt rcb7te allowed in resncct of 
an  assct sald t o  Gmrernmrnt will not be withdrawn even if the natty 

to the Profit and T.osc nrcormt the recervr which he h ~ d  oripinalty 
rneateci in a d e t  to q~ral i fv  for thr grant of telnte. Another crllcttioh 
that Govctnmrot thnrrtd ~ o n ~ i c l c r  ic whether the Partv wolrlrl forfeit the 
rebate when his cntirc r c w c  are sold to Government and- t he  rcsene 
cannot stand as such in hi5 books. -- - 





dcrired Erom that company turned out to k excessive. The Gmmittee 
note that the unount has since been rrcomed. In the CummIttee*~ apC 
n h ,  the cue underlines the need for a cwrdinatal approPch to ursr- 
mcacr. 'Ihe Cammittee would like to be fnfomed whether action hu 
been taken to reaifv the ex- relief dvm to other shareholders ot the 
-P."fm 

T h e  Committee note that a manag3ng qcnt in thb a# was rhuiaff 
his hmme arising in Pakistan with two other parties. U n d a  the do- 
b1e taxation relief formula, he was allowed relid in respect of 50 pa 
m t  of th t  ppss commission withorit deducting the s m  papabk to thC 
other parties. The C6mmfttce note that the Ministry of Law b e  
opined this to be r r n m t  but that at the instance of Audit the matter i 8  
k i n g  rc-cxamined in the lifit of m a i n  facts which were not takrn in- 5 
to account when the Minbtrv of L ~ w  first mve their onhion. The Cam- 
m i t e  mntld like to awdt the r e v i ~ d  opinfon at the Mtnfsm of Law. 

T'he Cammtttee would l i ke  t e  observe that the bo11b1e Tax A d  
dance Agmmmnt aa alra rhe TwrrMan Committee fmmula, uede  *rhfch 
India is  entitled to tax SO per ceht bf the income ef'fndian midents ad- 
dnrt In ?skirun are In the nature of hilatcrrrl jntetnationat racinmts.  
which arc Mndinq en both the mvtntrles., T h e  -mtttcnpte that the 
Pakktmn Gavanmcnt haw since R d d d  w tax the whole of tfie fwemc 
dcr)ved h'am mmadnp aamev eammtssih. The Committee wauM lac 
the Gdrvmrment bt Indta t o  t d e  up the matte? dth'  tbc C)aPtmmcrrt d 
PPltlrun. 





Do. 

highs than tboc reported in eariier - ihe y d a a b  iiB 
three different am d in three different chzrger. AH these suggcs 
t h t  messing officers need to be specitically insuucted about the pro+ 
riom of the law on the subject. In para I I of their 28th Repon (Fourth 
Lok Slbha) the k i t t e e  had drawn attention to this situation. The 
Coautlittec note that punuanl to these observations, a review of cases of 
all mmponics having an income of Rs. 1 lakh or more him been under- 
taken. Such a rcview should covx ~ ~ e n t s  from 195657 onwards 
u the additional super tax by way of reduction of the rebate from super 
u x  rrimissihle to the companies was I c v i d  in thc Finance Acts, 1956 to 
1959. The Committee would like to be informed of the outcome of the 
revrcw whm finalised. They trust that effective action will be taken by 
Government to ensure that cases of this nature d o  not recur. 

L m 
While the Con~mittec note that the entire amount of short-lew in 

t h i s  c w  has been recovered, they cannot help obsening that the short- 
levy was caused by tregligcncc on the part of the assesjing officer. There 
arc standing instructions Iron1 the Iioarrt that the list of share-holdings 
of a company shoultl be vcrificcl before cleciding the status ai a company 
for purposes of ssscswrcnt. l'hesc irisuuct~o~lr were not followed by the 
a u c u i n ~  officer who relied on the 1:lc.t that the shares of the assesseee 
company were quotccf on the Stock Exc hange. As admitted by the Cham 
man of the Central Board of Direct Taxes, this was no basis for holding 
the comptny as one in which the public were substantially i n t e m t d .  
It is regpet table that the Inspecting Assistant Commissioner who checked 
the W S m e n t  order also failed to notice the omission. T h e  Comm~ttet 



note chat. tor~briotc the racumna of mistaka of this nature, necesw 
inwuaionr have ktn irrued by the Board. The Canmittcc trust that 
rhCK will k strictly followed. 

~ k h m  in rhc Report, the Committee have drawn attention to ocher 
mistakes that occurred in Company Circles. This ruegerb that the 
BoPrd would have specially to examine the position in regard to these 
Circles in r d e r  to ascertain whether stdl posted in thcrc cirda need 
' i t1  wtvW t~aining to enable them to discharge their duties dicctivelv. 

s The Canmirtec note that there was an under-asswmmt of Rs. 7.75 
J r l r h ,  ia this art far the yean 1961-62. 1962-63 and 1963-64. T h e  
&ewe thot while the bulk of the under-usessment was due to the failure 
to make the additions on account of the undisclosed stock of the companyl 
under-pcicuntmt to the extent of Rs. 2.73.755 was due to the incmrcct 
allowance of dcvelspmcnt rebate. I t  is not clear how the devebpmenc 
rrhate CM~M be allowed when the rampany had not created the nammry 
rrwrvc of 75 per cent that was required to qualify for rebate. 



have come to notice evm II the Internal Audit had carrid out ;I check. 
'The G m u n i t ~  would likc Government to consider ihe feasiiiiitv d 
s u i ~ b l y  a c m d i n g  the ropc of functions of IntcmrJ. Audit so ~s to make 
I t  m dcr t ivc  instrunlent lor checking the accuracy of asemmcnts 

49 3- I# Lkptt. r f Kcvmuc ' r h i ~  trsr raises an i i n p r t m t  p i a t  bearing on the method of com- 
putation of intome, p d r s  or gains amruing to British Shipping G r  
panit- 'The Conuaitiee H-ould like the Hoard to have the matter exa- 
m i n d  in concultatinn with Audit and Ministry of Law if n v -  Thc 
Committee woulci also like to be r p p W  of the decision taken. 

T'he Committee rwrt that due m omission to FoUow the p m ~ s  
of t J~e law in lrgard lo whtr  on clona~ions made to  the National Defenct: 
Fund. there was an ovrr-asscsrmmt in two successive yean to the e x m t  
of Rs. 89.187. T h c  over-awstment also m a @  the notice of Internal 5 
Audit which had thee ked the case. T h e  Comniittee note that the mount 
has s i n e  bccn refunded. T h e  Cornrnittcc trust that the Board will en- 
sure that neater ram is shown by the :ttsrstin~ officers in futtrre. 

The dtara given in thiq w-c-tion of the Report shows that over-assew 
Inents havc over the years substantially increased. T h e  Committee would 
in this cor~ncction likc to invite attention to their observations in pull- 
g r a p h  2.59 and P.40 of their P9th Report (Fourth Lok Sabha). As these 
trvcr-amemncntu result in pcnalidnp; aa~s~es for no fault of theirs, the 
Committee would likc cflcctive steps to bt taken by the Board for their 
ellminatiotl. 

> 
-C_--- . - .  - - . -  --- ..- -.- -.-- 



Do. The Committee note that due to a failure on the part of the aseessmg 
oaiccr to follow the correct procedure for determining tax liability in 
mpect of profits and gain from past life insurance business, a non-resident 
rompany was o v e r - a d  for eight consecutive assessment years. I t  ts 
regrettable that this should have occurred, though the provisions of the 
Finance Act. 1960 were quite explicit on the procedure to be followed in 
this regard. It is also a matter for concern that the Internal Audit Party 
which had chcfkeri two of the assessments overlooked the mistake. Over- 
assasmenu of this nature, apart from inconveniencing ubeueer, will 
detract from the Department's standing in the public eye. The Com- 

n mittcc hope that effective action will be taken to put a uop to such over- 

T h e  Committee note that the interest amounting to Rs. 2,39,8313/- h u  
since been refunded to the assessee company on the advase tax of Rs. 15 
hkhr deposited by i t  The  arnmittee would have felt happier if the 
amount due as interest had been ordered to be paid when the original 
orders for refunding the advance were passed on finalisation of the autss 
mmt. The Committee would like Government to impreu upon the 
Income-tax authorities that interest due should be paid to a- pm 
mptl y. 

Tht Committee disapprove of the tendmcy to --pitch demands as 
r d e  liae. leaving B e  assessee to get rednu by way of appeal. They 



need hardly stress that this tendency. apart from not bringing any gab td 
revenue, adversely affects public relations, leads to unnecessary litigation, 
adcis to the work of the Department and causes delay in collection. T h e  
Committee note in this connection that some of the witnesses appearing 
before the Administrative Reforms Commission Working Group have ' 

amridered over-assessments as a major reason for Incometax arrears. 
T h e  Committee also take note of the impression in the mind of these 
witnew, that the tendency to over-assess has been encouraged by the 
Department's failure to take cognisance of over-assessnenu wen after 
the fact of such over-assessment had become evident by huge reductions 
on appeal. While the Committee grant that. in view of the complicated 
nature of the law, genuine mistakes may sometimes occur, they strongly 
deprecate the tendency of making "thoughtless additions" without propu 
scrutiny of the accounts. The Committee desire that this tendency should - 
be firmly curbed. They trust that effective s t e p  will br taken b y  the * 
Board in this behalf. 

4 4  w. c.fRc~enue In pursuance of the observations of the Public Accounts Committee 
in their 2!hh Report. Govemment hat1 undertaken a review otappellate 
orders to determine the cxte~rt to which assessnlents were over-pitched. 
T h e  Committee note that this review hncl "not indicated any serious 
malady" in this regard. The scope of this stucly was however limited 
by Government to orders passed by Appellate Assistant Commissioners. 
T h e  Committee desire that Government should also review appellate 
orders passed by the Tribunals and the Courts. In all cases where appcl- 
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late authorities have allowed rubrunthl relief and haramnmt of the 
~ ~ s l r ~ r  i) manifest, the Committee would like appmpriate u t k  to k 
taken against ening officcn. 

9 4 4 7  Dcpn. of h c n u  In pata 2.55 of their 29th Report (Fourth LoL Sabha), the Committee 
had ob.ccrved that it is the moral duty of Government to refund the ex- 
cess taw collected erroneously or illegally without pleading limitation. 
They have been informed by the hlinirtry that. under the existing insuuc- 
tions. the Cammissionas of Income-tax refer time-barred c a a  of over- 
m c n t  to Cotranmmt who advise than to waive limitation and dl- 
refunds in all suitable c w s .  The Committee are glad to note G o m -  
mcnt'r instructions and hope that these would be followed in the letter 

a: 
and the rpirir. B 

Do. I hc L;ommittec are concerned over the inordinate delay in 6nal is i i  
?ucrancnt/rrusclsmcnt in cases in which search- or seizures have been 
carried out. As m Slst August. 1968. 565 out of 926 case in which 
d o  and rtirunr had been carried out between April. 1964 and 
Augurr. 1967 WCR awaiting finalisation. The  Committee have aIrady 
drawn attention to the need w have the usertment expeditiously finzlited 
in cam of this type in para 1.103 of their Seventeenth Report (Fourth 
&k Sabha). The Committee would like Government to impress upoo 
&e m i q  dim the need to k prompt in d e a l 4  with t h e  cam. 



Do. 

Lack d promptitude might possibly also entail avoidable interat liabiliv 
to Govmmcnt  under section 152(A) of the Aa. i 

i 

T h e  Committee would also like to p i n t  out that very wide powers 
are now available under the Act to make searches and seizures. It is 
therefore. imperative that thest are exercised very judicioudy, as a wrong 
search or x i ~ u r r ,  besides causing harassment to auesxes, could do i d  
culable h m  to their prestige and standing. T h e  Committee note that 

. Government arc contemplating the issue of suitable instructions on this 
p i n t .  They would likc action in this respect to be speedily taken. Thc 
Chmmittcc would also likc Government to examine whether the power to 
ordtr xarches and iseirut es should be more precisely defined. The 
authority of search and xi rule  may be invoked where it may rearonably 
be cxpcctd to lead to the tlixovcry of con real^ income of, say. Rs. 1 .$ 
lakh or more. Such a provision would constitute an automatic safeguard :? 
against utilization of powers of search and seizure, where the officer con- 
cerned is himself not sure of the necwity of such action but has to yield 
to the prruure of informers in the n;rtur.c of black-mail. T h e  C o m m i t t ~  
would like Govcrnmcnt to exarnine whether some suitable enactment OII 

this line ir txmible a n d  advisable. 

T h e  Chrnmi!~ec nntc that out of Q2ti t-nscs in which searches and 
seizures were carried out, prosecutions have l~een launched only in 8 
case, of which two have been compoundetl. T h e  Committee would like 
Govcrnmcnt to take prompt follow-up artion in all such cases with a view 
to their early finalisation. 





Do. 

Do. 

were pending, the penalty involved being Rs. 6.66 mrer; 975 dL- these 
r a m  related to the aswstnent year 1951-52 or earlier yeorr 

i 
T h e  Conunittee note that the number of pending penalty pro&B~tgs 

as on 31 -3- I S 8  is 12.4 10. Thew cases involved a penalty of. Rs. 1.24. 
crora. T h e  Corrrmittw. howcvrr, consider the position to  be stiU ttn- 
ratisfactory. Apparctrtl~, the absence of any time-limit for finalisation 
IA penalty proceeding has createti a feeling of complacency in tbe Do- 
partnlent in this regard. T h e  Committee would like to point out that 
notwithstantling the absctic-c of a tin~e.limit, the Courts have been of the 
view that there should bc no clclay in the finalisxtion of the p d u e  
T h e  r u l i n ~  giver1 hv the Allahabad High Court in R a m k i h  VS. 
Con~tnissiotrer of Income-tax, I1.P. is ;In instatice in point. The Commit- 
tee note that Government h a w  receiitly taken 5teps t o  fix time-limits for 
the disposal of pending a s n  and asked for relurts of progress made in 
dir~wnal. 'The Camtaitrec hope that .tr a result the situation will improve 
.tml that. in the procerr of tiisportal, the older cases wi l l  get priority. 

The Conrn~ittec tlotcr that ~litrirlg the yc;rr unc!er review, 454 com- 
panies had neither diulitcterl tax at suitrccs nor furnished the statement 
t~acicr .Section 37 (2). 'Phc tlumber of compan.:tu which deducted the 
tax at rotrrce but did 11ot remit the tax deducted was 254. 1815 &.om- 
panics did not file the prrscribd statement irnder Section 37 (2). All 
this indicates that the ps i t ion qmling  deduction of tax lrom divi- 
dm&, their rmittatrce into treasury and filing of prescribed returns 
t& to be kept under continuous watch. The Committee have k e n  
irrformal that the Board had hued necessary iruuvctioru to Commb 
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r ionm after the introduction of Section 276B with effect £torn 141968. 
T h e  Committee trust that the Department will keep a constant watch 
and make use of their powm under Section 2768 to enforce prompt 
rtmittance of the tax deducted b y  tornpatlies and to secure timely sub- 
mission of the prescribed returns. 

a 5-54 Dcpn. of Revmuc The Committee- a l w  obscrw that tax amounting to Rs. 141 la& de- 
ducted at source w s  not remitted. T l ~ c  Committee would like to be in- 
formed of the position rrgsrtling rc-cowry of the tax and penalties levied. 

66 so 58 Do. T h c  Committee arc roncerncd to observe that the number of our- 
standing cases in which penal Super-tax'Inrome-tax under section 25AI 3 
104 of Income tax Act, 1922/1961 is leviable has risen from 1086 as on 
31-3-1967 to 2,477 3 s  on 31-3-lW8. the Iatrcr figure including 295 cases 
pending uncicr the old Act. The  amount of tax involved in the casa pend- 
ing as at the end of Xfarch. i9(;R was Rs. 3.02 aorcr. The Committee note 
that instruction arc propwci to be issued impressing upon tile Chnmb 
rionen of Income-tax dre need to complete a1 1 h e  cases pending under 
the old Act by 30-91%9 at the latest. The  Committee hope chat the arer 
pending under the old Act wi l l  bc finalisd by this target date and rub. 
rtantial progrew also mack with the clearanie of other pmding caws am- 
ing under the 1%1 Act. As the 1961  Act stipulates a definite t . W t  
for the completion of thew c a s e ,  i t  is essential that they should a& k 
txpedi tiously hnalised. 



The Gommittce obvrve that the rat- of companies known as 
'companies in which rhc public ue noi rubrtvltially irrtaertcd' wur 
inuoduced in the tax rtatute In 1939 to prevent avoidance of super-ux 
payable by an iarlividual by forming 'controlled oompaniaO. At that 
lime there was %parked difference between the tax payable by an ilidi- 
vidud and that pyable by a company and the statute s a q h t  to cova 
cuer of individuab attempting to avoid super-mx through the constitu- 
tion of controlled companies by bringing in the concept d 'companies 
in which public are not subtantially intrestcd'. The disparity between 
the tax payable by an individual and that payable by a company does not 
not now cxut in that mcaaure, with private companies having been p r e  
g m d v c l y  subjected to higher r a t e  of taxation. Besides, the number of 
'armpanier in which the public are not substantially intmrtcd' is nth& 
rmall. Moreowr, it would appear char the criteria hid down in the Act 
& m i n a t i o n  of hie  category of companies "are complicated and incap- 
blc of correct application." It, therefore, requires consideration whether, in 
the changed context, this category of companies can be d i r p e d  with un- 
der the Act. If rwtnue considerations require its retention, the Coxn- 
mittee would like Government to consider whether the statute cautd be 
rimplifinl to retain the csKncC of c 0 n t d  on the line8 mggeted by the 
Wmking Cmup of the Administrative Rcformr ( l a m h i m .  

The para 1. I W of their 17th Repat  (Fourth LnL 5.bha) , the CQQI- 
m i t w  had w d  the need for auriryq that nfundr uc mode by the 
Incame-tax Department cxpeditiousfy in all pending cwr. 78e 
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( i~mmittcc note that the numbct of refund claims autstancliug ktwefrt 
one and two year* hitr rotne dawn frmn 429 as on 31-5-1967 to 103 as on 
31-3-111613. The C h m i t t c c  trust that efforts will continue to t~ made bv 
<;cme*nmer~t nor anlv to liquidate old pending claims but to ensutt the 
wtlrrnc~lt  of ncw c l.4itm within thc time-limit5 prcwm'hecl in the Act. , 

-1 he C'mmictce Irotc- iltat. tl~ough retutttb amounting to RI. 2.X) 
crtrrn w e n  made in 88.836 ralcu tluring the period I-4-1M to 3 1 - S l S i ,  
no interest was paid to the aslcuccs in any of thew casts. T h e  Commrt- 
I* wnc~ltl like Cbvcmment to examine whether interat due in t m  d 
rht Art was denied in any of t h e  caws where refunds w m  made after 
expiry nf the timelimits laid down in the k t .  During evidence, &e 
Gcwemxnent repmcntativa p r r n n i d  to conduct a review in this n.#;lnl 
and furnish ;r report to the Cmmittce by May. 1969. The  Gommrtt~~ 
w a ~ l d  likc to await this rcpmt. T h e  Chmmitue would in this connar- 
lion likc to reiterate  heir recommendation in para 1.121 of their 17th 
Report (Fourth I n k  Sahha) that Govtroment %horrid ensure payment 
td intrrcst on refun& to  ;LUMCCS in all c a m  where it ir payable whether 
the a r m  haws rlairncd interest nr not. 

* m 
t l w  <hmni;tec arc not  happy over the delay in refunding money 

tlut to as a result of appellate decisions. As on 61-3-1967. thcrc 
rcr* 5.050 such uscr, 1.m of them pending for more than m e  year. 
AI a r~ru i t  of the delay in making the d u n & ,  Cowmment had to par 
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mtcrcut amoirrtting to Rs. 15,009 in five cases. 'I'he Committee would 
I Ckwcmmtnt to take c fk t ivc  measure to emt~rc' settlement 4 
rclunc! t laimr ~rndcr Section 2-44 withim the prescribed time-limit. ' 

'rhc ( :ornmittm~rc cot~ccrnctl over the heavy inmeax in the number 
o f  case of non-lev)cCinmrrrct Iwy uf penal interest. As against 327 cases ot 
non-lcvylincorrect levy reported in the Audit Report. 1963, the number 
ot r a w  of non-ly]incorrcct 1-7 reported in the Ludic Report. 1Wa 
was 2064. T h e  amounts involved in the two years were Rs. 5'lakhs and 
US. 40.48 lakhs mpectively. T h e  Cmnmittte had drawn attention to 
this lmition in paragraph 2.129 of their Twenty-Ninth Report (Fourth 
I .ok Ssbha) . T h e  recllrrenw of slrcll cases suggests the need to stmnr- 
iinc the existing procedure. The  Committee would in this connection 
tikc the Ministrl to examine the suggestion made by the Working 
C;mp of the Administrative Rdo- Commission their Repon on 5 
rhe Cmual Direct Taxes Administration for interat calculations to k 
made with reference to complete months rather than days and for round- 
ing off rnlculations. Thiq would help considerably to simplify the work. 

Work would also be simplified if rlw varying rates of interest now in 
c.dmnce for different kinds of default could he ra t iona l id  a q t  tabu- 
tatma uMd for purposes of calculation. 

(i) 'I'hc <h~nmit tc  note that the Board have instructed Inc-e-tau 
ICHbam to cnrure that interest fa dtlayed submission of return, chuff* 
ble uncicr.Section 159 of the Income Tax Act, I961 is invariably ch* 
at tlw tiwe uf original ia\*l.rlncnt. 'I'hey alco note that same fu&r 



in-ttuctionr are proy01crl to be immi by the Houd. 'f'he Camnittee 
trrut that thcrc will be kue<l at an early claw. To enrun  that levy of 
iatrrart in ruch cmur dam not w p e  notice. the <.'nnnmittec mwld 

that r psoarinent indication should be given by mvrnr of a labe1 
cw tubber stamp ta the e f k t  that the return hid been received after the 
prescribed date and that penal interet is chaac;ible. 

i )  h e  <hnmit tcr  note that p a l  interest amounting to aver 
Rs. 31,000 in two of the four c a m  has not yet been recovered. They 
would l i b  efforu to b made by the ntpartmmt to recover this aitrwnt I--, 
at an cjlrly date. : '0 

6 

-1. *f Rcvm\w The Committee note that the omission to levy interest according to 
the provisions of the law had led to an undcr-charge of ova 1CI. m e  
Iakh in the prucnt case. I t  war urged in cxtrnuation that the Incbme- 
tax Ofbccr had to complete 33 assessments in the month of M a d .  mtr 
is indicative of the fa= that spacing of wwk in the Deparunmt needs 
to be improved. ,*- 

. - 
I k  Committee note that a dixlmure petition of the a s e  in this 

a ? u  for Rs. 1.40 CtOm is pending before the Board. They would h i e  
to k imfonn#l ol the Board's decision on the petition as also the padtien 
wgardirqg ramvery ol short-levy of i n k r a t  of Rs. 1,11,!58. 
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