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INTRODUCTION

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

2. The Audit Report (Civil) on Revenue Receipts, 1968 was laid
on the Table of the House on the 10th May, 1968, The Committee ex-
amined the paragraphs relating to Direct Taxes at their sittings
held on the 20th and 21st January, 1369 (FN &AN). The Committes
congidered and finalised this Report at their siiting held on the 18th
April, 1969 (AN). Minutes of these sittings of the Committee form
Fart II* of the Report.

3. A statement showing the summary of the main conclusicns/
recommendations of the Committee is appended to the Report. For
farility of reference these have been printed in thick tvpe in the
body of the Report,

4. The Committee place on record their uppreciation of the assis-
tance rendercd to them in the examination oI these accounts by the
Comptroller and Auditor General o! India.

5. The Committee would also lil.c to express thelr thanks to the
officer; of the Ministry of Finance icr the co-operation exiended by
them in giving information to the Committee.

New Drnm; M. R. MASAN],
April 18, 1969. Chairman,
Chaitra 28, 1891 (Saka) Public ccounts Committes

—t s

[

* Nt pranted. (Que oy clostylid capy Jud wi the Tal ‘¢ ot the House e.a Lyg copies
placed in Paglimootn Litsmyp

{v)



I
ARREARS OF ASSESSMENTS AND TAX DEMANDS

‘Corporation Tax and Taxes on Income other than Corporation Tax
Aud @ puragraph

(a) The total proceeds from both Corporation Tax and Taxes
on income other than Corpuration Tax (excluding the portion of
Income Tax which wus assigned to the State Governments) for the
year 1966-67 amountedi 1o Rs. 500,13 crores. The figures for the three
years 1964-65. 1965-66 and 1966-67 are az follows:

In crores of rupees
19hg-6<  1968-66  1056-6~

FPaves onin e other D hait € ppanarion

Tax g e rovze b : 26693 27180 306.A%
Neduct shre o not -oreeds osigned

1oStates . . . . . 123" 123734 i3"

Nt . . , : 143-16 148 46 16953

LU Carporanion Tan : ‘ 11364 40Ny R0

l

o . : . 4%6-87 48330 AJANER §)
th) The total number of assessees in the books of the Department
as o 3tst March, 1967 is 27.001.733. The corresponding figure as on
31t Moo 1966 was 2431350 The nuwmber of assessees under cer-

ain categortes, for the twao periods s as follows:

Ason 3t As on 38t
March,  March,

1000 [T

Brasiiess cases favang itwome over Ry 2¢0 0 ol 66y vy
Husiness cuses havtllg  dvemne oeer Reopeowe

St eveeeding Ry 25000 , ‘ R S W TYEEE N E A
[N . \
Proaness cases havng imeome oyer Ry s b

T exeeeding Reo ye oo , : : BRI S RVTI S
Whather cases except those mentioned it categary

clow and sefund cases T S TR L SR

130 (Aii) LS—2,
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Government salary cases and non-Government salary
cases below Rs. 18,000 . . . . . 748,335 9,60,219

24,31,536 27,01,733

[Paragraph 39 of Audit Report (Civil) on Revenue Receipts, 1968].

1.2. The following table shows the number of assessees on record.
as at the end of 1961-62 to 1966-67.

Year T otal I\O.
usscs(r:‘ccs
1961-62 . . . . . . . . . 12,00.307
1962-63 . . . . . . . . . 13.08.854
1963-64 15,59.149
1964-65 . . . . . . . . . 21,26,398
1965-66 . . . . . . . . . 24.31,526
196667 . . . . . . . . . 27,01,733

Out o£ the addxtlon of 2,70, 197 cases durmg the year 1966-67
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.

13. 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:

Individuals . . . . . . . . . 2234417

Firms (A break-up into rcg:srcrcd and unregistered firms

is n t available) . . . . . . 2,86,266
Companies . . . . . . ) . 26,787
Hindu Undivided Families . . . . . . 1,40,203
Others . . . . . . . . . 15,424

Tortar . . . . . . . . . 27,03,€97

14 According to another statement furnished by the Ministry,
the break-up of amounts collected under (i) Taxes on Income (other

Revised figure determined on verification.
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than Cprporation Tax), and (ii) Corporation Tax during 1966-67
was as follows:

Amounts ¢ llected
durin  1966-67—

under

Taxes on Corpora-
incothe  tion Tax
{other
than

Corpora-

tion Tax)

“In crores of Rupccs\

4\ B\ way of tax dcductcd at source . . . 80-36 27-86

{b} By way of advance tax . . . . . 6741 16915
‘c: By way of tax collected by sclf-assessment 7 oo .

id) By way of tax paid on provisional assessment |~ 37797 5399
7e) By way of tax on regular demand . . : 10680 83-76

{f) Portion of (¢) relatable t,, :

(i) Demands made in earlier years
(i) Demands made in the current year

{iii) The percenage of recmery with reference
to these figures .

\ B. —Scparatc ﬁgurcs in respect of (c), (d\ and break -up of figures of
(e} as indicated in (f) are not available.

1.5. Referring to the following observations of the Administri-
tive Reforms Commission Working Group made in paras 2.6-2.7 of
their Report on the Central Direct Taxes Admin‘stration, the Com-
mittee desired to know whether the Ministry had taken any steps
to cut out relatively unproductive work:

“Of the 47.85 lakhs assessments (including arrears and cur-
rent) for disposal about 36 lakhs comprise of business
cases with incomes of Rs. 5000 or less, all salary cases,
and cases with incomes other than from business or salary.
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.”"
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“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 vear 1963-64 the amount of re-
venue involved in these cases will not exceed 4 per cent of
the total tax assessed in a vear. The total tax asscssed in
the year 1966-67 was Rs. 517.23 crores. 4 per cent of this is
Rs. 20 crores. The average expenditure per assessment
has been estimated by the Director of Inspection, Income-
tax (R.S. & P.) at around Rs. 46. At the rate of Rs. 46
per assessment, the total expenditure on 42.34 lakhs cases
would come to Rs. 19.50 crores. This would show that the
revenue vield 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 scrutinising 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 the remaining
5 lakhs cases falling in categories I and 11"

16. The Chairman. Central Board of Direct Taxes stated: “It 1s
quite true from the way in which we were disposing of assessments
previously that we were spending a disproportionate amount of time
and labour on small cases. But with the concurrence of the Comp-
troller and Auditor General, we 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. 1967; further improvements were made. ..in MayiJune,
1868. This scheme is working very well now. At present, disposal
of small cases is much more rapid...... Bused on the results we
have achieved. I propose to discuss it further with the Comptroller
and Anditor General and consider extension of the scheme.”

17 As to the salient {estuies of the Small Income Cases A¢ ess-
ment Scheme. in a note furnished to the Committec, the Mini by
have stated as follows:

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



5

with total income upto Rs. 20,000. The important feature
of this scheme is that the assessees are put on trust. This
rummary 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 enrolling more and more people in the

tax register has produced results which are impressive
only superficiallv. In terms of growth of revenue. even
potentially, this rather represents a diffusion of adminis-
trative effert. ... .. Some Revenue officials have estimated
that if work on petty assessments is cut out, the improve-
ment in the quality and speed with which the remaining
work can be done—e.g.. by expeditious disposal of appeals,
better investigation, etc., will lead to increase of tax col-
lections by Rs. 100 crores for some vears besides an im-
mediate increase of about Rs. 200 crores merely by finali-
satlon of pending assessments. I am not in a position to
comment on these figures—maybe they are a bit opti-
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. stronglv recommend a substantial raising of the
exemption limit and would suggest that the limit be
fixed at Rs. 7,500 for individuals and Rs. 10,000 or 11.000
for Hindu Undivided Families. This would be justifiable
merely on the increase in prices ignoring all other c:mn-
siderations. By doing so, the number of tax pavers in
the register will be reduced by about 1.7 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 the order of Rs. 7 to
8 crores. In 1963-64, the revenue {rom this range of ‘ux
payvers below Rs. 7500 was only Rs. 5.82 crores........ "

1.9, The Committee desired to know the views of Government on
the recommendation made in the above-mentioned Report regarding
the raising of the exemption-limit. The Chairman Central Board
of Direct Taxes stated that in para 2.8 of their Report, the Working
Group of the Administrative Reforms Commission had come to the
conclusion “that it would not be a wise or right step to raise tho
exemption limit."
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1.10. The representative of the Ministry of Finance stated: “The
approach can only be considered in prospective terms. 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
expethed and how much of the cost of collection can be 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 cases 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. Th: 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. The wit-
ness stated, “We will consider it.”

1.12. The Committee then referred to the following recommenda-
tion of the Working Group of the Administrative Reforms Commis-
sion made in para 2.49 of their Report: “...... All the cases which
have been closed ‘N.A.’ (non-assessment cases) for the past three
vears should be removed from the Register unless there is any in-
formation on record that they are likelv to have taxable vevenue or
unless there are any proceedings pending in respect of these cases.”
The Committee desired to know whether any action had becn taken
purcuant to the above recommendation. The Chairman. Central
Board of Direct Taxes stated: “I issued instructions in Julv that
the Officers should lock into the files and all cases which had re-
rmained N.A. for three years should be weeded out. 1lf any of them
is proposed to be retained, they should take the permission of the
Inspecting Assistant Commissioners. As a result of this, we have
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
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...... Obviously, the cost of dealing with small income cases will
‘ce 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 :

“(1) 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 cate-
gorv I case will count as 5 category V cases, and so on,

“(2) In estimating the tax from cases falling in categories
II1, 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
Rs. 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 III, IV and V cases is estimated at the rate of 8 per cent
instead of 4 per cent of the demand made per vear as done bv the
Working Group.

“After making adjustments as suggested above, the Ministrv
estimates the cost of collection relating to categories III, IV and V
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cases and the vield therefrom to be as follows:

(In crores of rupces}

Estimated Cost ot col-
Financial vear vield of tax jection. re-

from Cat. 11, lLting - Cat.

IV and V' cases LIV

(k") of the and 'V
total tax Cases
assessed’

I \)65'6(‘ . 24 5 . 3:
19566-6 ) . , ‘ A 197
106™-6K . } 40 < R

1.15. Analyvsing the causes for the mistakes made by the Income-
tax Officers. the Public Accounts Committee (1964-651. in para 3 of
their 28th Report (Third Lok Sabha) observed us foliows:

“It appears to the Committee that one reason fer tie ngni-
tude of mistakes committed by the Incomie-tior Officor is
the very heavy workload. Coensidering taat there an- 13.81
lakhs of assessees to be assessed by about 1390 oficers
{these figures relate to 1963-64). the workload o each
officer on an average comes {o about 1.000 cases 2 vear
which has been concidered high by the Santhanan Chm-
wnittee in its report on prevention of corruption’”

1.16. The Commitiee desired to know the average workload of an
Income-1:x Officer. In a note furnished to the Committee,  the
Ministr have stated as follows:

“The average workloud of an Income-tax Officer during the
firancia! vears 1965-66 to 1967-68 is shown below:

No. of regular - No. of regular

Yeur assessments assessment

for dispocn] Jispoee! of
ner 1T.00. bvan 1 T.0.

1065-66 o 2945 1542
196667 ) ) . ) ) 2891 1467

1067-68 . . . . . 28-¢ 1503



9
“On the basis of the performance till 31st Januavy 1969 and
the usual accelerated rate of disposal during the last two

months of the financial year one may estimate the aggre-
gate disposals during the year 1968-69 to be as follows:

Disposal up 10 31-1-69 . . . . . . 25.29.8h2
and
Estimated disposads during February-NMeich, 196y , -.7U,000
32.99,867
Or

23 lukhs.”

" \x on 'Hst October 1968 thero were 1950 In*nnw -tax Oﬂ'xceh
on actual assessment duty. Taking this tn represent the
average for the whole vear 1968-69. the disposal per In-
come-tax Officer for this yvear would work out tn 16927

1.17. The Working Group of the Administrative Re{orms Commis-
sion which considered the implications of the increase in the num-
ber of assessments on the workload of Income-tax Officery made the
following observations :

“Whereas the number of assessments for disposal had  wimos:
trebled during the period 1953-60 to 1966-07, the increasc
in the number of officers wus only 1 3rd of the strea o
in 1959-60. In 1966-67. if all the asses ments for d \w»r’
had to be completed by the end of 1967 with the availibiz
strength of officers the average disposal per officer would
have to be 2890 per year ..o about 240 casc: per month
per Income-tax Officer. Assuming- the effective weorkir,
days per month at about 24, jt comes to about 10 cases per
day which is an impos<ible task to perform, how: .-
experienced and brilliant an Income-tax Officer ma -~
If driven to complete a guota  beyond his capacity, the
result would be perfunctory assessments leading ta endloes:
litigations, audit criticims and irritation to assessee Ac-
cording to the Santhanam Committee. even an average
disposal of 1.000 cases per vear per Income-tax Officer wos
on the high side. The Public Accounts Committee of the
Parliament in its 28th Report to the Third Lok Sabhn a’+»
endorsed the view that the workload of the Income-tax
Officers was very heavy and this was one of the contriive.

tory causes to the number of mistakes committed in a<<~: .
ment.”
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“To recruit 1500 officers, give them adequate training and post
them to regular charges cannot be done in the course
of one or two years. Even providing for an annual intake
of 100 officers it will take 15 years to have a further com-
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 assess-
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 income for the various categories
of assessees.”

1.18. The Working Group also called attention to the necessity for
divesting Income-tax Officers of certain functions now performed by
them. In this connection thev observed as follows:

“A good deal of time of the Income-tax Officer is now taken
up in attending to duties of a varied nature which cou's
be profitably performed by an Inspector or a Supervisor.
He has to send a number of monthlv/quarteriv/hal{-vear-
lv/annual returns to the higher authorit’es and a host of
other statements arising from Parliamentary Question
Audit queries and other Committees and Commissions.
He has also to maintain very many registers which he is
expected to :crutinise personally ..... Apart from this
the responsibilitvy of sending the other reports and mair-
taining the registers should be that of the Administrative
Income-tax Officer in functional Circles and in non-func-
tional Circles of the Inspector attached to the Income-tax
Officer. Where there is no Inspector, the Supervisors
should be in charge of this work. These official: should
sign these statements and they should be responsible {7
the accuracy of the figures stated therein.”

1.19. The Committee observe that the number of assessees on
record increased from 12,00367 as on 11.3-1962 to 27,08,733 on
31.3.967. This sharp increase in the number of assegsees without a8
corresponding increase in the man-power resources of the Income-
tax Department has resulted in substantial accumulation of assess-
ments, apart from “perfunctory assessments leading {o endless fiti-
gations. Audit criticisms and irritation to asetssees.”
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1.20. As pointed out by the Working Group of the Administra-
tive Reforms Commission, it is “neither possible nor desirable” to
tackle the problem of mounting assessments just by augmenting the
strength of assessing officers and ministerial staff. A better course
would be “to rationalise the procedures relating to completion of
assessments and fix proper priorities in regard to the disposal of
existing and arrears cases and the extent of scrutiny to be exer-
cised before accepting the returms of income for the various cate-
gories of assessees.” 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 following other
<uggestions to Government to tackle the problem of mounting
assessments:

(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 income brackets vis-a-vis revenue realised. This
would help to determine which of the present categories
of tax-payers should continue to be borne on the tax re-
gister and how assessment procedures should be simpli-
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 eftectively
to assessment work, Government may examine how far
they can be divested of routine jobs, by alternative
arrangements on the lines suggested by the Study Group
of the Administrative Reforms Commission,

(iii) All cases which have been closed ‘N.A.’ (non-assessment
cases) for the past three years may be struck off the tax
register “unless there is information on record that they
are likely to have taxable revenue or unless there are any
proceedings pending in respect of these cases.”
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Arrears of assessments
Awudit Paragraph
1.22. As on 31st March. 1967. 23.48 lakhs cases were outstanding
with Income-tax Officers pending assessment. The approximate
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 1s mdlcated belo“ —

\q on o ‘\§ on Ason

Year 31-3-1965 31-3-1966 21 -l
1962-63 and earlier years . . .  2.§4.828 1,341,780 ~.346
1963-64 . . . . . . 3,86,556 208,503 1, 60,755
1964-65 . . . . . . 11,43.131 601,100  3,14.037
1965-66 . . . . . . . 1208146  6.38.623
1966-67 . . . . . . .. . 12,01,752

ToraL . . . . S A b4 s1s 21 69629 23.47.513

Category-wise brwk-up of the cases that arc pcndmg is as follows (=
Ason Aven
31-3-1966  31-3-1967

‘1) Business cases having income over Rs. 25,000 1.2¢.18¢ 141,277
‘ii) Business cases naving income over Rs.

15,000 but not exceeding Rs. 25,000 © L1435 130408
iii* Business cases  having income over

Rs. 7,50c but not exceeding Rs. 15,000+ 296353 3.35.866
v, All other  cases  except  those mentioned

in Category (v} and refund cases . - 12,39.858  13.58,222
V) Smail income scheme cascs, Government '

salary cases and non-Government salary

cesesbeow ¢ 000 - . . © 3,95.068  3,75.650C

i I 2169529 23.47.S13

The number of assessments comp]eted out of the arrear assess-
ments and out of current assessments during the past five vears are
given below:—

Financial \'umher N'umbn uf assessmcnts omnplctcu Numbei
vear of — of
45€88$- Out of Qut of ‘Total Pereentage  assess-
ments current ArTedrs mants
for pending
disposal atd tne
end of the
R vear
1 2 3 4 5 6 7

1962-63 - 22,18376 7,96,815  5,12,902 . 13,09,717 59 A 908,659
1963-64 - 27,09,107 6,22,670 560,031 14,82,701 547 12,26,406




1 2 3 4 5
196,4-6< 36,26,144 $11.54,834  6,8u,795 18,410,629 SC0'8  17,84,515
1965-66 45.58,556 14,59,776  9,29,251 27,809,027 $2°4 21,69,529
1966 -h7 47 ,65,60 13,32, 672 . 10,85,422 24,18 094 <07 23, 4'7 513

ffht pereentage m column 6 represents cases dlsp(md ofro tots lnumhu

of wesessments for disposall.

In teems of percentage and in sbsolute turms, the arrears have gone up,

[Parygraph No. <87, Audit Report (Civil) « n Revenue Receipt |

1.23 The following table shows the number of pending assess-
ments, together with the approximate amount of tax locked up as at

the end of the vears 1963-64, 1964-65

1965-66 and 1966-67:

No. of Amount
Firancial vear assessments  locked up

rending  {°n croses

(in lekhs} of rupees)
1967 -64 » 12°26 23
196: -65 B 17-85 43
196¢-€6 21-78 65
196¢ -67 :3-48 o
Th(- posmon of pendency for the years ]964-65, 1965 66 and

1966-67 in case of persons wih incomes above Rs. 25,000 was as fol-

lows:---
1964 -6<

196< 66
1966 67

1.24. The following table shows the status-wise pendency as at

‘he end of March, 1966 and March,

() Indiviguals . .
(i) Hindu Undivided I.uml ies
(iii) Firms
(iv) Companies
{v; Uther associations of persons

97.65"
1,20.184
1.41,277
1967:—

Pendency Pendency
at the at the
end of ena of

March, Mardh,
1066 196-
734530 18.65,534
138008 133078
2.52.085 2.99.461
g6 31,334
13:414 17.486
21.60.629 23.,47.812

o e —
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1.35. In a note furnished to the Committee Appendix I, the
Ministry have stated:—

“Audit Para 58 hds correctly drawn attention to increase in
arredrs of assessments. However, on 31.3.1968 arreji
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 assessments
this year. This problem has been engaging the continual
attention of the Board who have discussed it with the
Commissioners. As a result, various administrative aad
technical measures, including strengthening of staff were
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 (21.32
lakhs against 15.54 lakhs last year.) At this rate, we
should exceed the figure of 800,000 targeted.

Though a high percentage of the cases disposed of represev’
cases in the ‘small income’ group, the procedures for
which were streamlined, there has been an increase,
ranging from 35 to 40 per cent in the disposal of higher
category cases. For instance, in cases falling under cat.
gory I (business incomes above Rs. 25,000), 116,941 assess
ments were disposed of till December, 1968, as compared
with B87,140—an increase of 34 per cent.”

126. 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 have
stated as follows:

“The following steps have been taken for liquidating high
income cases more promptly than in the past:

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

{b) The cases of companies and higher category of busines:
cases are being increasingly centralised under experi-
enced Income-tax Officers. Since the jurisdiction of
Income-tax Officers is generally territorial, a total segre-
gation of such cases may not be possible.
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{c) For securing proper and prompt attention to complicated
cises with wide ramifications in more than one Com-
missioner’s charge, the Centril charges at Bombay, Cal-
cutta, Delhi and Madras have been recently provided
with 40 additional Income-tax Officers under 4 new
I.LACs.”

1.27. Referring to the reduction of the period of limitation from
four to two years, the Committee pointed out that the assessing Otli-
cers could make assessments under section 144 of the Income-lax
Act, and subsequently, re-open the assessments, thereby circumvent-
ing the object underlying the reduction of the period of limitatius.
The Finance Secretary stated: “Government will see that this cort
of circumvention does not happen.” Asked whether Governmcnt
would issue instructions in this regard. the Chairman. Central Beard
of Direct Taxes stated: “We are already watching it. We have
issued instructions drawing attention to the new proviions that the
assessment; for 1968-69 should be completed within three years and
those for later years within two vears.”

1.28. The Committee note that the Administrative Reforms Com-
mission Working Group have exhaustively dealt with the problem of
arrears of assessments in their Report on Central Direct Taxes Ad-
ministration. The following are some of the remedial measures sug-
gested by the Working Group:

(a) “Assessments are delayed by frequent adjournments ana
more cases are adjourned by the Income-tax Officers 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 hear-
ing and then only have notices for hearing issued.”

{(b) "As assessees find it advantageous to delay returns till
September of every vear or even 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 30th of June and in cases of Companies 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 im writing.”

(¢) “The time limit for making assessments should be reduced
from 4 to 3 vears presently and 2 vears ultimately”
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{d) “In the cases of existing assessees who fail to file their re-
turns voluntarily. exr parte assessment should be made
permissible without issuing any further notice, by amend-
ing Section 144,

(e) "Assessment under Section 143(I), accepting the return
after making additions for routine inadmissibie expenses
should be made permissible without issuing a notice under
section 143(2), by amending section 143(I).”

(f) ~A time limit for making re-assessments under section
146 and under Sections 250, 254, 260, 262, 263 or 264 pur-
suant to appellate directions should he preseribed.”

(g) "The procedure of making provisional assessments which
is time-consuming and unnecessary should be given up
and section 141 should be deleted. Section 140A requiring
payment of tax on self assessment should be made appli-
cable to all assessees.”

(h) “Tre o -k of the Income-tax Officer should be rationalised
so that all items of miscellancous nature can bhe entrusted
to the head of the ministerial section”

(iv "“Transfer of officers should be minimised.”

) The time-Hmit for posting @ case after toe return s
received <hould not exceed two months.”

(k) "The time-limit for issuing an assessment order aftes the
date of the last hearing should not normally exceed a fert-
nignt”

1.29. The Committee note that the number of pending Income-tax
assessments as at the end of 1967-68 was 23.390 lakhs, or nearly double
the number of pending assessments as at the end of 1963-64. karlier
in the Report, the Committee have drawn attention to the need for
the rotionalication of procedures relating to assessments and for a
proper scheme of priorities for the dispusal of cases, so that the tine
now devoicd to the assessment of small income cases, from which the
Exchequer gets very little gain, could be profitably diverted to the
examination of business cases which are likely to vield substantial
revenue. The data about pendency of assessments involving busi-
ness income of over K. 23.000 given in this Report would show that
the number of pending cases in this category has been going up. The
Committee would like this tendency to be urrcsted through proper
programming of the work of assessing officers, The Committee note
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that the Working Group of the Administrative Reforms Commission
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 re-

opened. for posting cases for hearing and for the issue of
assessment orders.

(ii) Dispensing with provisional assessments.

The Committoe would like to be apprised of the action taken by
‘Government pursuant to the foregoing suggestions.

Pendency of Super Profits Tax and Sur Tax Assessments*
Audit Paragraph

130. The position regarding disposal of Super Profits Tax assesc-
ments and Sur Tax assessments during 1966-67 and the assessments
pending as on 31st March, 1967 are as follows:

Super \upcr- ax

Profits
Tax

soNumber of coses for disposal Juring 1966-6- 1,293 3,932
2. Numher of cases disposed of provisionally - 6 461
3. Number of cases disposed ot finally . 383 oIl
4. Amount of dommnt rased o proviaonal Rs. Rs

assessments - . . . . - lakhs 11-44 crores 12-59
< Amount of Cemana collected on nrovisional

dacssments - . : . : . “ 277 1181
Ao Amount of Guman frised on final assess-

ments . . : : : . o 38665 .. 616
= Amouat of demand wl!c\.tL S of final asscss-

ments . . . . . « 27085 ., 460
S Number of cases pening os on 31st Macch,

1967 . . . . . . 910 3.021

{Paragraph No. s8.b°, Audit Report (Civil; on Revenue Receipts, 1968)

131, In a statement furnished to the Committee, the Ministry have
'ndxcated the !ollowmg pnsmon regarding dxsposal of Super P.ofits

'hgur v are a3 furnished l) the Ministyy,
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Tax assessments and Sur-tax assessments during 1967-68:

Super  Sur-tax
Profit
Tax
1. No. of cases fordisposal during 1967-68 . 1,087 4374
2. No. of cases disposed of provisionally . 4 387
3. No. of cases disposed of finally - . . 571 936
(including
689 pending)
Rs. Rs.
lakhs  Crores
4 Amount of dJemand raised on provisional
assessments . . . . »w 2381 . 1211
5. Amount of demand collected on provisional
assessments . . . . S | T § X
6. Amountofdemand raised on final assessments . ..  $-58 ., 762
7. Amountof demandcollected on final assessments .. 2-51 .. <34
No. of cases pending as on 31-3-1968 . : 516 3,438
‘including

2,330 pending

— - PR - P

1.32. The Committee desired to know the reasons for delay in the
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 {o the Committee, the Ministry have stated as follows:

“The main reason for the pendency of Super Profits Tax and
Sur-Tax assessments is that these cases are linked up witi
the dispusal of the relevant Income-tax assessments.
Without first ascertaining the total income of an assessee
company, its ‘chargeable profits' cannot be determined
Another reason is the complexity of the calculatiors in-
volved.”

“A clearance drive for the disposal of assessments, covering
cases of all categories was started in August, 1968. It ha:
already yielded good results. The number of category
I cases disposed of during the venar (upto 31.1,1969) i more
than 40 per cent of what it was in the year preceding. The
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rate of disposal of category 1 assessmints is certain to be
steepened with the reduction of the statutory time-limit
for completion of Income-tax assessments to only 2 years
from the assessment year 1969-70 onwards. These ineu-
sures will remove the initial difficulty about taking un
Super Profits Tax and Sur-tax a:sessments.”

“The other cause for pendency will be sought to be removea
by transferring the Super Profits Tax and Sur-tax asscss-
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 stated that
several cases had been kept pending at the instances of the assessees.
He, however, could not indicate the exact number of such cases. Th-
Commitiee enquired whether the Beard were in a position tc assure
that barring the cases which had been kep* pending for compelling
reasons, all other cases would be completed during the course of the
next twelve months. The witness stated: "We can give that assur
ance."”

1.34. The Committee note that 516 Super Profits Tax and 3438
Sur-tax assessments were pending as on 31st March, 1968. The dis-
posal of these cases is obviously linked with the disposal of the rele-
vant income-tax assessments and the Committee would like concert-
ed steps to he 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 peuding for compelling reasons. They
would like to watch the position in this regard.

1.35. From the information furnished by the Department, the
Committec note that of demands aggregating Rs. 13.2 crores raised
in 1,507 super-profits tax and sur-tax cases finaliscd in 1967-68, a sum
of Rs. 5.35 crores remains to be rcalised. The Committee would like
to be informed of the progress made in the realisation of the balance

due,
Pendency of Excess Profits Tax and Business Profits Tax assessments*

Audt Paragraph

1.36. The ~:“ber of assessments disposed of durin, i966-67 and

*Figures are as furnisted by the Mitistry.
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of those pending on 31st March, 1967 under the Excess Profits Tax
Act. 1940 and Business Profits Tax Act. 1947 are shown below:—

Excess Bm:;s:
Profits Profits
Tax Tax

1. Total numo.: of cases pending tor disposal
by way of final assessments on 1st April.

1966 . . . . . 9] 30

‘Total number ot cases out ot (1) in which
provisional assessments have been made . 10 2

ty

Number of cases in which re-assessment pro-
ceedings if any, started during the vear 1966-67
Execss) Profits Tax Act, 1940. i.e.. number
ot cases added duringthevear), . : Nil Nil

29

4. Total number out of 1V and {3 disposed o
during the vear . : ) . 11

s. Total number pending ason 31st March, 1967 100 30

6 Theamount of tax (approximate) involved in
§' ‘Inthousands of rupees’ . , , 15518 405

[Paragraph No. s8(c’ Audit Report/Civil’ on Revenue Receipts, 1968 ]

1.37. The position of pendency of Excess Profits Tax.’Business
Profits Tax cases as on 31st March. 1965, 31st March, 1966 and 31st
March, 1867 is compared below:

.-\s" on As on As on
31-3-1965 31-3-1966  31-3-1967

i:xcess Profits Tax . . ) - 112 100

Business Profits Tax ) . . 20 26 30

The number of cases dizposed of during the last three years was
as follows:

1964-65 1965-66  1966-67
Excess Pr fits Tax : : . : -y
Business Profi's [ax . . . . 6
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1.38. In a statement furnished to the Committee. the Ministiv

have indicated the following position of pendency as on 31st July,
1968:

Wl

I

Excess Business
Profits  Profits
Tax Tax

Total number of cases pending for disposal

by way of final assessments on 1-4-1967 . 136
“T'otal number of cases out of (1) in which pro-

visional assessments have been made

No. of cases in which re-asscssment proceedings.,

if any, startedduringthe period 1-4-67t021-7-6%

(Excess Profits Tax Act, 1940, te.,

number of cases added during the period.

Total number out of {1) and (3) disposed o

during the period from 1-4-196710 31-7-196% 49 10
Total number pending o n 31-7-1968 . . < 27
he am uant ni lz\ farpr ximate” m‘ol\cd Rs. Rs.

m oS - : ‘ lakhs 2& 6 akhs 5°CO

1.34. The Committee desired m know the rea:ons for dela\ in

the dispsal of Excess Profits Tax/Business Profits Tax cases and
the measures taken or proposed to be taken to expedite the disposal
of these cases. In a note furnished to the Committee, the Ministry
have stated as fol'ows:

A oon 3« July, 1988 there were only 51 Excess Profits Tax
and 20 Business Profits Tax assessments pending all over
Indie. The reasons for the pendency of these Excess
Profits Tax and Business Profits Tax assessments are
given below:

Excess  Business
Profits Profits

Reasane Tax Tax
Assess- Assess-

ments ments

ference application wnit  petitions are nding
Refer plicat topeut i pend

before High ¢ ourts . . . : : 3 4

Assessments have been set asude by appellite autho-
nticsand freshprovecdingy are in progress
Account books dare in Police custody

‘2d

g -
M - -
Corresponding  Income-tax assessments  have been
reopened and investigation sare in Progress 3= -
Non-vooperation uf assessees 6 -
To a

AL
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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 Tax and Business Profits Tax assessments
were pending, asking them to take all necessary steps for having
the cases finalised by 1st February, 1969. As to whether all the
cases have been disposed of by the target date is not yet known.”

1.41. While the Committee recognise that some progress has been
made in the clearance of pending Excess Profits* and Business Pro-
fits Tax cases, they would like the Department to take steps to ensure
that the remaining 71 cases are speedily cleared. According to the
tomat fi=~d these ca s were to have been cleared by 1st February,
1+ T+ Commiuee would like to know whether this has been
done.

Arrears of assessment of Wealth-tax
Audit paragraph

142, As on 3ist March, 1967, Wealth-tax assessments are pending
in 39.282 case:s and approximate amount of tax involved in these as-
sessments is reported to be Rs. 25277 lakhs. The vearwise break-
up of the outstanding is given below:—

No. of Approx.
assessments  amount of
pending as tax involved
on 318t {figures in
March. thousands
1967.  of rupees;

1962-63 and earlier vears . 2,981 3.878
1963-64 . . . . 1,732 2,428
1964-65 e 4757 3,506
1965-66 . . . . . 10,804 6,182
1966-67 i . : 18,958 9,282

ToraL . . . -, 39,282 25,277

.

{Paragraph No. 7672 /d}, Audit Report - Civils on Revenue Receipts.
1968.]

143. The Committee desired to know the reasons £r ‘almost stag-
nant’ proceeds under the Wealth Tax  The Chairman, Central Board
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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 it....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 will have a healthy effect. Also we are gearing up simul-
taneously our assessments and collection machinery....(But), we
can do only one thing at a time. First, [ am seeing that the Income-
tax assessments are disposed of and then we will be attending to
collection and disposal of wealth tax cases. Our efforts this year
are to bring down the number of cases pending to a minimum level—
at best two-thirds of what it is in the beginning of the vear.”

144. The Committee desired to know the final figures of Weaith
Tax assessments, pending as on 3lst March, 1967. They also en-
quired whether any special measures were taken or proposed to be
taken by the Income-tax Department for the expeditious clearance
of arrears of assessments. In their reply. the Ministry have stated:

“The figures given in para 76(d) of the Audit Report, 1968
were provisional figures. The correct figures of Wealth
Tax assessments, pending as on 31st March. 1967, are fur-
nished below:—

No. Ar prox.
Year assess-  amount of

ments tax involved
pending (Figures in
as on thousands
31-3-1967  of rupees)

1962-63 and earlier vears ) 4.261 6,027
196364 C e . 3,255 3,882
1964-6% . . . . 8,310 6,517
1965-66 . . . . 18,570 12,107

1966-67 . . . . 39.826 24,138

Toial . ~4.232 §2.671
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“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, 1969, the arrears of
Wealth Tax Assessments would be brought down by at
least 50 per cent as compared to the pendency as on 31st
March, 1968.”

1.45. The Committee enquired whether there was a bar or iimi-
tation for comrletion of Wealth Tax assessments. T witoess rep-
plied in the negative. The Committee desired to know the views
of Government regarding laying down of a statutory time-limit far
completion of Wealth Tax assessments. In their reply, the Minis-
trv have stated:

“The Board are not in favour of preseribing any t'me-himit
for completing the Wealth Tax asseisments. The issue
was discussed in the Commissioners’ Confercnce held in
Julv, 1963 wherein it was decided that the Commissioners
should ensure the completion of Wealth Tax assessments
srdinarily within two vears from the end of the relevant
assessment vear.”

146 During evidence. the Chairman, Central Board of Diveet
Taxes stated: “I think for instructions wiil be more useful i com-
pleting the assessments. ... .. Now that we are bringing the Income-
tax assessments within the two year limit. the Wealth Tax a<«
ments are also brought in automatically.”

147. In para 13.1 o the Final Report on Rationalisation and Sim-
plification of Tax Straciure. it has heen observed:

“The wealth tax should continue if {or no otier reasun Laan
for ensuring in the long term that income tax is properiv
sdministered. It also plavs o useful role i discouraging
the unproductive possession of weath, The higher nate
of tax on weulth in the form of urban property exceedin
“erain limits is designed to discourage concentration of
highlv ~duable and not too easily expandable urban pro-
nerty [ therefore think that the wealth tax should re-
m=in c o oan ocntegral vart of ‘he permanent tax structure
It nowever, neeranry Lt this valuable instrument
should be made use of properly and adequately. From
the rather siow increase in the yield of this tax it secm®
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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 alsg more room
for using the wealth tax for improving th quality of ad-
ministration of income tax. Much could be gained if the
wealth tax and the income tax returns are meaningfully
dealt with together. This is not usually do:u, although
cven today the same officer deals with both types of cases.”

148, The Working Group set up by the Administrative Reforms
Commission have in their Report on the Central Direct Taxes Ad-
ministration. obscrved us foilows:

“Intreduct o of an cntegrated veturn Jor wl] taxes other Uhan
Estate Duty. will facilitate eJeclive <ross verificativ.: of
the corrcetness of the neome we iU and gifts and pre-
vent tav evasion”

“Another measure to tackle tax evasion would be o have in
integrated return for aoll the Direct Taxes 1 :iher than
Estate Duty). The very purpose of the introduction of
Gift Tax, Wealth Tax and the Expenditure Tax was to
enable the Income Tax Officer o verify the correctness
of the Income-tax returp.”

“Wealth Tan e puvable only whore the totud net wesiln o
the valuation date is in excess of By 1 lakihh T e
reasonably assumed that for having an income of Rs. 25.009
and above. a minimum wealth of Ks 1 laka w.i. be neces-
sary.  Henoe 0 can be provided that all persons with o
net income o1 Rs. 25,000 or mure should send therr return
in the comprehensive return form showing their taxabie
income, their taxable wealth and taxable giits if any We,
accordmgly recommend that a comprehensive retum form
should be provided for the use of these persons who will
be having ncome zveut Rs 25000 This, in fact, would
save these assessees the bother of filling in three separate
return forms and also putting in three appearances for
having t'wr assessments comp'eted. This is bound to
lead to preater etficiency i assessment and will plug the
lovpholes of tax evasion. In cases of less than Rs 23600
the assessees mav be asked to aprend g statement along-
with the retarned income showing briefly the openiny and
the clesing capital in the cases of business and/er the t1l
value at co-t of the wealth at the beginning to the ond

B
AT
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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 tax. etc. But then we have to remember that the wealth
tex, expenditure tax. gift tax, etc. are paid by only a small number
of assessees. In fact some of them may be having only small in-
comes and tice-versa. One may be having property worth Rs. 2
lakhs in the countryside which may not give any return, There
are some ladies in that category. To burden them with the submis-
sion of both Income-tax and Wealth Tax returns, when they are
not subjected to both the taxes, will be an unnecessary hardship.”
He alsp stated that “the more enlightened of the assessees and their
auditors prefer to have all the forms together. Further, “as the
Income-Tax Officer is also the Wealth Tax Officer, he makes it a
point in such cases to examine both the returns at the same time:
they are sent also to the assessee practically on the same date.”

1.50. The Committce find the position in regard to pending Wealth
Tax assessments rather unsatisfactory as, at the end of March, 1967,
74,232 cases involving Rs. 5.26 crores were pending, over a fifth of
these for more than two vears. The Committee feel that concert-
ed action for the clearance of these cases is called for. There is also
need to link these cases with the corresponding income-tax assess-
ments so that “the quality of administration of income-tax” could
be improved and it could he 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 Administrative
Reforms Commission for an integrated return,

Income from Property

1.51. The Committee desred to know as to how the Departient
ensured that incomes {rom property were duly assessed.  The Chair
man, Central Board of Direct Taxes stated; “Our inspectors £0
through the municipal records and as soon as a new building comes
.2, they assess the rental value in their registers; they also go into
the source of funds, out of which the property has been constructed.

o oo if any income has escaped tax. The income from property
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not shown separately. It is included in their total income shown
there.”

1.52. The Ministry have added:

“Where an assessee declares an income from property, thr
‘department does scrutinise in the first year of assessment
whether the income returned is adequate in relation to
the municipal value of the property and the rent realised,
if any. In the subsequent assessments also, there is an
element of check. The Committee is evidently more con-
cerned about the properties, the existence of which is not
declared hefore 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-
garding assessment of income from property in the reven major
cities of India for five vears ending 31st March. 1958

In their reply. the Ministrv have stated:

“Within the time availab’e it has not been possible to collect
the infermation regarding the assessment of income {rom
property in the seven major cities of India for five years
ending 31st March, 1968. State-wise statistics are avail-
able for the astessment vears 1963-64 and 1964-65 only ard
therefrom statistics in regard to Delhi only can be furnish-
ed. The figures for Delhi for the financial years 1960-61
to 1964-65 are furnished below:

N'me of the city — 1962-61  1981-62  1962-63  1963-64  1964-65
Delhi

S it 0 o o S, <o

“ NoL e assesse
mrnts complet-
o . “ 105§ 80s1 10213 1y r6h 12638

“b) Amourt of tax
realised {in fakhs
of rupees) © 408 4627 57 792 60-62%
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154. The Final Report on Rationalisation and Simplification of
Tax Structure, inter-alia, contains the following observations .
garding Income from property:

“There is need to streamline and improve the methods of de-
termining annual letting value. This is of direct import-
ance in the case of property not ‘et out but it is useful an!
necessary as a check even in the case of propertics which
are let out. The tax authorities have now t, defermine
this after consideration of such dala -3 vatuation by the
Municipal authorities where available. the cost of the pro-
perty. the rent fetched by o similar properi: in the loca-
lity, ete. It is common knowledoo that valuation by muni-
cipal authorities is. to put it mildly. far from periect 1Ir
connection with the wealth {ax. the eapital gains tax un!

estate duty, the correct valuation of properties has bee. e

a matter of considerable importance. The Income tax

authorities are not sufficiently equipped ‘o deel with thi:

subject which often can be quite intricate. Even nuw
the expert opinion of va'uers has often to be obtained, bu!
usually this arises only in cases of dispute. It would hel:
sound administration in the long run if adequate perma-.

ent arrangements are made for periodical valuations 7

would. therefare, suggest the creation of speeial machin: v

for this purpose”

“Low valuot'on of properties is resoried to for varinug -
puses. although it is not easy tn determine its extent Or
possible way of discouraging it would be for the State
have the right to acquire the property at the value der
lared by the owner in various situations ™

1.55. The Administrative Reforms Commis.aon who considere!
the question ..{ determination of income from House property mad:
the following suggestion in their Report on Central Direct Taxe:
Administration:

“We recommend the Incame tex Act may be amended so
to provide that the annua! value of 2 house property
determined on tiw hasis of annual rentals received or e
ceivable or the municipal valuation of property whirheve
is greater”

1.36. The Committee would like Government to examine how th
existing system for determination of income from property can b-
streamlined and improved to ensure that properties are carefullt
and correctly valued and income therefrom properlv determined ant
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assessed. In this connection, they would like to invite attention to
the suggestion of the Administrative Reforms Commission for the
amendment of the Income-tax Act to provide for determination of
the annual value of house pruperty on the basis of the annual rentals
received or receivable or the municipal valuation, whichever 1is
greater,

1.57. From the information furnished by Government. the Com-
mittee observe that the number of assessments relating to property
income in Delhi has not shown a very perceptible rise over the nerind
1962-63 to 1964-65. It is well known that there has heen a substan-
tial increase in real estate investment in Delhi and other metropoli-
tan cities in the last few years. The Committee would therefore
like Government to review the position in all the major cities to en-
sure that the owners of thesc properties have not escaped tax either
on income channelised into these investments or on income accruing
from the properties.

Arrears of tax demands-
Audit Paragraph

1.58. The total outstanding demand of tux on 3lst March. 1967
was Rs. 54173 crores  The break-up of the arrears between Corpe-
ration Tax. Tax on income other than Corporation tax and interce*
and the vears to which thev relate are shown below:

Corp - RIS
Y mar T T [roerese Toa!
Tav

Farurey in creres of rupees

Arteare o2 juife-sT ond
earlicr vears . - §-o FEE S Pocyg $5 06

POAMTears 0 agsTesN e
1uh4-6< - . . . 24733 124081 8 13403
Y Arresrs of  1yhs-66 - 2353 <R+ 8 1% 8611
W Arrears ¢f 1066-6~ . 123°71 133°56 836 265-83
torg - 1767 34837 1979 <4173

*F.gures ape as furnished Ly the Minisrey.e
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1.59. The following table brings out the comperison between the
demands of tax in arrears to total realisation in the corresponding
years:

Total Arrears  Percentage

Period (year ending) realisaticn cut-  of Column
standing 3 to Co-
lumn 2
1 2 3 4

I'd M . by
‘Amowt i1n crores 01 rupecs

Mosrch. 196< . . . . 456-80  322-72 T0

March, 1966 . . . . 453°3¢C 381-88 S4
»

March. 1967 . . T+ 50033 <41°"2 (e

e JEo— UGNV S . B ————

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

Corpo- Inceme
retion Tax  Tnterast Toral
Tax

‘Amount in crores f Rurens

(i, Arrears of 195--¢8 ar.!
earlier vears'» -4 - . <01 S1-61 1'=9 <8-4:
(i) Arrears of 19<8-<c) 10
1965-66 . . 28-33 122712 =26 167
(iii) Arrears of 1956-6~ . 3212 Ro g~ 683 11932
tiv) Asrears of 1967-68 116°1¢ 16323 12:69  286:9”
Torar S 179-61  417°<3 2947 622°6

161, The following table indicates the position regarding effective
and non-effective arrears of Income-tax and Corporation Tex 28
on 31st March, 1966 and 31st Merch, 1967:
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(Figures in crores of rupees)

et e e 1 e s - .- - e

As on 31-3-66 As on 31-3-67

(a) Total arrears of Income Tax
and Corporaticn Tax
outstanding 381-88 515°23

(b) Effective uarrears out of
(a) sbove . . .

(c) Non-effective arreers out
of (a) sbove - . . 137°21 19438

24467 320:87°

’d) Break-up of non-r ffective

arrears :

(i) Amount pending scttle-
ment of DIT or other
relief claims :

(it) Amount due from per-
sons who have left Inaia
leaving behind no assets - 6-61 567

4710 126

‘1ii) Amount due from com-
panies under liguidation - 6-43 513

fiv) Arrears of Excess Pro-
fits Tux . .

v, Arrears ol Business Pro-
firs ‘Tax . . . 007 ~ 18

vii Amount under prot -
tive asscts . . 42 4 93

vil) Amount  pendine  dis-
pocal of appeals ‘wlrdin
stay has been granted;. - 12:59 Iy

vilij Amount  pending  Jis-
posel of sealing-down ne-
titions, writeoff ‘rroposals
etc. - . . . 332 159

ix; Al other amounts co-
vered by certificates esti-
m ted to be irrecoverable. Rt 26-99

XAl other amounts not
covered by certificates
which were not  fallen

due . . =466 130-58

137-21 gt S

1.62. During evidence, the Chairman, Central Board of Duect.
Taxes stated: “As on 31st March, 1968, the figure of arrears is
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Rs. 622.61 crores and the net figure is Rs. 374.52 crores. Here I may
-explain that the practice of presenting the gross arrears is really not
correct, because it includes even demands which have not fallen due.
Whenever we have been asking the Income-tax Officers to give us
figures of arrears they have been quoting the figures from the demangd
and collection register... Really speaking, the demand which has
not fallen due should be excluded. Then, whenever the assessee
pays advance tax, it usually takes a period of three months for the
Income-tax Officer to adjust it. That has also to be excluded. Then,
there are stay orders by Courts or appeals pending before the Assis-
tant Commissioner or Income-tax Appellate Tribunal. If the Ins-
pecting Assistant Commissioner or the Income-tax Cfficer permits
an assessee not to payv the tax. or pay onlv a portion until the appeal
is disposed of. that has also to be excluded. If vou exclude all that,
the arrears as on 31st March. 1868 come to Rs. 374.52 crores.”

1.63. Giving details of deductions made from the gross arrears to
arrive at 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
bv higher authorities or Income-max Officers amounted to Rs. 38
crores. making a total of Rs. 248 crores.

In reply t. @ question. the Chairman. Central Board of Direct
Taxes stated that the above figures of net arrears (viz. Rs. 37452
crores) includede the amounts in respect of which proceedings were
pending before recovery Officers.

In replv to another question, he stated that the aforesaid figure
«f net arrears (Rs. 374.52 crores) also included “a large number of
arrears relating to War Years and Post-War Years.”

1.64. During the course of cxamination of Fimance Accounts in
July, 1968. the Committee had enquired about uncollectable arrears.
The Finance Secretary had stated: “We are working on these figures.
The Government instructicns have still to be obtained. It is mY
estimate that somewhere about Rs. 60 to 70 crores of dues are such
as are not capable of bemng realised.”

1.85. As to the reasons for uncollectable arrears, the witness had
stated that some assessecs 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 producing the
Income-tax clearance certificate. The Finance Secretary stated’
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“Such cases arc not many. There are a few such cascs, Pronsbly
the assessments were not finalised before they left. It takes time to
finalise the assessment, particularly when the Officers are faced with
a heavy load of work. In between if somebodv gets out and dues
not come back and we cannot lav our hands on any other assets. the
arrear will become unrealisable.”

1.66. The Committee had then enquired how much of
leetable arrears had so far been written off.
had stated: “We have not vet written off

the uneol-
The Finance Secr:tary
anything. Thi: is an vxer-
cise which has not been earnestly pursued and it will be evident
irom the fact that n l%h-(n the amount written off was enly Rs 22
iukhs whercas quite a It of the dues are continuing over tvelve
vears or so. The mtcmmn now is to take up this exercise in earnest
wnd toosee that we do onot carry the dncolleciable arrears inflating
Car arrvear teures and pive aowring :

¢y the nublic”

VAT, During the course o »vidence in Junuary, 1969, the Chair-
wian, Centm] Board of Direct Tiexes stated: vIn o number of cases,
e assessees are dead or odeonot have  anv assets. Those  cases
Beadd resily have been wiitien off but vt officers) are rellocant

s that these muvht be Guestined, Because of this
we hive dound Zonal Commiuttees, Even in respect

1

+f demans. of
e o dakhs and over e Commssioner

Cun st WwWith two oF his eol-
covies wnd send veccmmendations, I three poople take the
oo then there will not he eriticism. Thev wiidd

Y

e deepive I e Board also we

&Cia
resllv g int e the
dre ?’»le-\'ing “his, The reo-
Bt we hepe that nothe rems Ning
artd this vear atd the text vesr we will h'.: abiie te write off sub-
~wntinliv, In regard to petty amounts, we have ssued instraes
i v.»m.nltzn:vn with the Comptroller and Auditor General t-

oy

vens has net beon so tar much,

ns,
the
se-tax Officers o write off demands upto Rs 25 when the Tnd
Vit the ascessees could not be traved” In reply to s questior he
wided: *We have given  tp pneritv s thes matter and the
Pud has a pru;:x.ammv of wrinmg % < these  rvecoverable
miesds " The Compti ofler and Auditor General stotcd that, with a
VICw o presenting a clearer preture of the arrears, he was orepared

witer the form of the table 17 the Board  cleariv indicated  the
“hount of gross \‘it'm;md raised and the amount staved by the Appel-
“tte wuthority.  The Chairman, Central Board of Direct Taxes stated:
"We will discuss this with the Comptroller and Auditor General

el present figures which will give the real state of affairs.”

-
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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 tax,
which are clearly outstanding without recovery. For the
proposed Audit Report, 1969, he has just asked the Minis-
ter to report the amounts staved pending appeal decisions,
The Ministry is trying to 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 Taxes Ad-
ministration. the Administrative Reforms Commission Working
Group have observed as follows:

~The real and the more serious reason for heavy arrears is the
tendency on the part of many Income-tax Officers to delay the assess-
ments till the end of the financial vear and make cumulative assess-
ments for more than one vear, particularly in big assessments cases,
resulting in pilling up of huge demands which maturally the assessee
iz unable to discharge. Out of a tota] demand of Rs. 366 crores
raised in 1965-66, demand for Rs. 152 crores was raised in the closipg
months of February and March, 1966. Out of this, demand for
Rs. 106 crores was raised in the closing month of March and near
abut one-half of this 106 crores was raised in the last seven davs of
March. The total number of assessments completed during the last
seven dayvs was nearly 64,0000 When assessments are hurried
through like this in the closing months of the year, a natural ten-
dency is to make huge additions expecting the matter to be set right
on appeals. When the matter comes up on appeal the appellate
authority remands the case for full investigation or sets aside the
assessment for being re-done after further examination. This gives
urlimited time to the Income-tax Officer to submit the remard re-
port or complete the set aside assessment. We have suggested (ear-
lier) that a time limit should be imposed for re-doing the set-aside
assessments. For submitting remand reports also, we would suggest
that a suitable time limit should be laid down and if no remand re-
port is submitted hy the Income-tax Officer by that date. the ajpeal
should be disposed of by the Appellate authorities without such re-
ports and the responsibility for loss of revenue in such cases shotld
rest on the Income-tax Officer”
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1.70. In para 1.27 of their 17th Report, the Public Accounts Com-
mittee (1967-68), inter alia, observed as follows:

“The Committee desire that Government make a thorough probe to
ascertain whether the disparity in book figures of arrears of demand
and effective demand is due to a tendency on the part of assessing
officers to create high and unrealistic demards 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-recovery of taxes of 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-
able demands mentioned above.”

1.71. The Committee desired to know whether the Board had
taken any action pursuant to the above mentioned observations of
the Administrative Reforms Commission working Group and the
Public Accounts Committee (1967-68). The Chairman. Central
Beard of Direct Taxes stated: “We ourselves are aware of this prob-
iem of completing assessments in a hurry which is to escape the
t:me bar. Most of these cases arise in the Central circles partly be-
cause of the non-cooperative attitude of the assessees. We discussed
this problem in the conference of the Commissioners of Income-tax
and we decided to strengthen the Central charge suitably by experi-
enced officers. In fact. thereafter, I have had ¢ Assistant Commis-
sizners and 40 senior Income-tax officers added to the Central charge.
As a result of this I think this vear not only will they be eble to
dispose of time-bar assessments but also. assessments of one more
vear. We will also be more selective in transferring cases to the
Central charge and more positive in transmitting cases from the
Centra] charges so that with 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 end of
the year. We are giving a good deal of emphesis on this point.”

1.72. The Committee enquired whether the assessing officers had
2 properly-phased programme of assessments. The Chairman. Cen-
tral Board of Direct Taxes stated: “There is a planned programme
of disposing of cases for every Income-tax Officer. This is the crux
cr King-pin of the whole scheme for this vear. Every Income-tax
Ofcer was asked to look into the assessments and state, month-
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wise. what he will be able to dispose of. So far as the Central charg-
es and Specia] Circles are concerned, this has been looked intoc care.
fully by the Inspecting Commissioner and the Commissioner. We in
the Baard have alsp looked into it. Some Income-tax Officers said
that he would dispose of so many cases in March. We said. ‘You
have to dispose them of earlier’........We are looking at it in res-
pect of each Inccme-tax cirle.”

1.73. In a note the Ministry have added: “Thc¢ Ministry is alive
tc the criticism that a part of the arrears may be duc o over-pitched
assessments.  For examining to what extent this criticizm is justified,
the Ministrv had recently undertaken a study of the appeilate orders
passed in six Appellate Assistant Commissioners’ Ranges in Uttar
Pradesh. Delhi and Punjab. The study has not indicated any serious
malady. On the basis of the findings of the Study Team. instric-
tions have. however. been issued by the Ceneral Board of Direct
Taxes urging the assessing officers 1o exercise restraint in making
assessments. Further studies in other charges will be undertaken
and suitable steps taken to curb any tendency to over-piteh aesoss-
ments.”

1.74. In another note furnished by the Ministry in pursuant to
para 1.27 of the 17th Report of the Public Accounts  Committee
(1967-68). it has been stated: “The observations made by the Cum-
mittee have been noted. Necessarv insiructions in the matier hve
been issued to all Commissioners of Income-tax.”

“With recard to arrear demands of Taxes of Dleo 100000 -d
anove, Zonal Committec: consisting of Commissviaer, of Inc.ome-
tax nave born constitited for reviewinz such coses”

S5 In the Commisstoners” Conference neldd m Ao 1067 vere

.

ain decnion. were tagen lor the clearance o) tax  demarotl . T

Cormmtiee esav: o kinew whether a review hag been conducied

ar 1o how omach progfess nud been made s omplementation of L
decssions of e ol resead cunference,

In a nete furnd ked tnothe Committee, the Ministry have otited
“The foliowing decisions were tuken in the Commissioners Conoes
rence held on

Gemznd.

1687 ubout the clearance of arrears of L

(i P vesy m ity for action at different tevels, deprnding
0n 1he armunt of tax an arrears,

(ii) Expedite the Liposal of court procecdings which wer?
nolding up action for recovery.
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(ii:) Take over tax recovery work from State Governments.

(1v) Expedite the write off or irrecoverable demands.”

“Steps were taken to implement the decisions. The most impor-
tant step was the taking over of recovery work from the State Gov-
ernments fully in Delhi. Andhra Pradesh. Gujarat. Rajasthan and
Bombay and partly in West Bengal, Madras. Mvsore and Uttar Pra-
desh. In the other States also, steps on similar lines are being taken.
A~ a result of the measure taken for improving colisction. the vield
out of arrear and current demand has improved durimg 1968-69, as
would be evident from the following comparative fizures :

Cotlectims Gollections

upte upto
Ootober, October.
196~ 1968

In crores of rupees:

A demand - e 4841 68-07
Current et . . . . 4372 R
Toral collections 'T—_;-ﬁl‘.’.——ﬁﬁ" - Li;?t\‘-—‘
31-12-68

...... 36457 39770

Pxeess 331 corey.”

“The progress about write off wus reviewed n the Commis-
sioners’ Conference held in Julv, 1968, when it was general-
Iy agreed that the progress has beer halting because of
over-centralisation of the procedure of write off. In pur-
suance of the decisim taken at the Conterence, the pro-
cedure has since been decentralised by constitating zoral
committees each  with three Commissioners {rom the
same station or from contiguous  States. These  com-
mittees will henceforth consider proposais of write off of
over Rs. 1 lakh and forward their recommendations to the
Board, through DI(RS&P)Y for orders.”

1.76. Referring to the demands locked up on account of court pro-
ceedings, the Chairman, Central Board of Direet  Taxes  stated:
“.... The Commissioners had informal discussions with the Chief
Justices of many States, and the Chief Justices have agreed to
constitute a Special Tax Bench for hearing the writ petitions. ...
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In Uttar Pradesh where there are a very large number of arrears,
the Tax Bench will be sitting continuously for this purpose. The
same is the case with regard to Madras, Gujarat and many other
States. It 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 1o
improve the position, the representative of the Boeard referred to
the recently introduced functional system. He stated: “The basic
feature before the functional svstem 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 miscellaneous
matters. like administration. sending reports and returns. etc. Pre-
viously the fact was that the emphasis had always beecn on the
assessment part of it with the result that the collection work and
public relations work had suffered very much. The functional syvs-
tem has set right these things. An Income-tax Officer is responsible
solely for collections and he sees that reminders are issued. penalty
action is taken, etc. Previously these matters used to remain neg-
lected and queries from assessees unanswered. Under the {unc-
tional system. we maintain arrear sheets and ledger cards for watch-
ing recoveries. We have also standardised the procedure. We have
drawn up the work programme and work schedules for each clerk.
We invited the comments of all the Commissioners. ..... All of them
agreed that the scheme was good though there were some individual
differences of opinion on particular matters. Now, after discussing
with them, the procedure has been finalised. 1 think the system is
now vielding very good results. In the years to come, it will be seen
that this is one of the most important measures taken by Govern-
ment to reorganise the Department and to make it more efficient and
more serviceable to the tax-payer.

1.78. The Committee enquired whether as a result of the func-
tional separation between assessment and collection, it was not like-
ly that the Department might not be able to get the cooperation of
the 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 officer completing the
assessments just to comply with the provisions of the law and keep-
ing the matter pending without realising the tax. The Finance Secre-
tary stated: “These are valid mis-givings and they should be looked
into and necessary precautions taken.”
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1.79. In a further note (Appendix I), the Minister have added:
“Arrears of tax collections:

(a) Collection position is also kept under cosstant review.
The extension of the Functional Scheme to 80 out of 122
Ranges has itscif resulted in greater attention being paid
to collections. Further, recoverv work has been taken
over from the State Governments in 9 States (6 fully and
3 partly).

(b) Other steps taken to improve collections are—
(i) maintenance of arrears sheets and ledger cards;
(ii) constant and systematic review by senior officers;

(ii1) strict enforcement of recovery measures including levy
of penalties;

{iv) attachment of assets and credit balances;
(v) sale of attached assets etc.; and

(vi) publication of names and defaulters in the news papers
(Rs. 1 lakh in Bombay and Calcutta and Rs. 25.000 in
other charges).”

“A systematic review of old arrears and a drive for write off
of irrecoverable amounts by various authorities is under
wayv. Upto 3lst December 1968. collections were ULetter
by Rs. 33.17 crores than in the corresponding period last
year (Rs. 397.74 crores against 364.37 croves).”

1.80. The Committee cannot help expressing their concern over
the increase in “effective arrears’™ of income-tax from Rs. 244.67 crores
as on 31st March, 1966 to Rs. 320.87 crores as on 31st March, 1967.
The provisions of the Act contain built-in safeguards against accumu-
lation of arrears which the Committee feel should be purposefuily
cnforced. so that the problem of arrears could be effectively tackled.
In this connection the Committee would like Government to consi-
der the adoption of the following preventive steps to avoid accumn.
lation of arrears:

(i) Tax on dividends and salaries statutorily deductible at
source constitute a major portion of the total tax realisa-
tion. Elsewhere in this Report, the Committee have drawn
altention to instances of failure to remit taxes deducted at
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source. The departmental machinery should be geared to.
check compliance with the provisions of law in this regard.

(ii) Advance Tax which is collected also accounts for a major
portion of the tax realisations. The Departinent should
work out an arrangement to cnsure that advance tax
notices are duly issued and collections watched.

(iii) “The real and serious reason for heavy arrears”, as
pointed out by the Working Group of Administrative Re-
forms Commission, “is the tendency on the part of many
Income-tax Officers to delay assessments till the end of
the financial year and make cumulative assessments for
more than one year, particularly in big assessment cases.
resulting in pilling up huge demands which naturally the
assessee is unable to discharge.” This tendency should be
firmly checked and the assessment work spaced out evenly
over the vear.

(iv) The Department should also firmly curb any tendeuncy on
the part of assessing officers to over-pitch assessments, as
these result in needless inflation of demands and arrears.
The Committee had alrcady drawn attention to this pro-
blem in para 1.27 of their 17th Report (Fourth Lok Sabha)
and they hope that the matter will be kept under constant
study,

1.81. The Committee note that some part of the arrears is due (o
pending court cases. The Committee are glad that Government
have, in consultation with the judiciary, taken steps to expedite
disposal of these cases. They hope this would bring about some im-
provement in the arrears position. The Committee would in this
connection like Government to consider the suggestion made by the
Working Group of the Administrative Reforms Commission to the
effect that the Act should be amended to “provide that where an ap-
peal is preferred against an assessment, such an appeal will not bhe
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 a better public image of the
Department. would also tend to make the picture of arrears more
realistic.

1.82. Amongst other suggestions for amending the law to tackle
the problem of arrears is the one relating to demands against as-
sessees Who have become untraceable, The Working Group of the
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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 the
recovery squads would function effectively and energetically to
realise all recoverable tax dues.



CHAPTER II
RESULTS OF TEST AUDIT

Audit Paragraph

2.1. (i) During the period from Ist September, 1866 to 3lst
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 of tax of
Rs. 1088.94 lakhs noticed in 687 cases alone. The remaining 8782
-cases accounted for an under-assessment of tax of Rs. 9104 lakhs.

The position regarding rectification of the cases of nnder-assess-
ment mentioned above is indicated below:—

Under-assessment No.of Amount
cases in lakh of

rupees

(a) Cases since rectified or being rectified by the

Department of Revenue . . . 5496 32224
(b) Cases where no rectification is possible because of
time-bar resulting in loss of revenue . . 46 3-8

(c) Cases where rectificatory action has still to be
taken by the Department of Revenue . . 3771 36012

(d) Cases still under correspondence with the Mi-

nistry :
(i) where final replies from the Ministry are due 19 4217
(i) where after discussion with the Ministry

verification by audit is in hand . . . 137 72°0¢

Toral . . . 9469 1179 g8

*This "'includcs a sum of Rs. 410 crores in the case of 3 Corporatjon on 1l
ground of inCorrect status accorded in the assessment.  The kgality of issue
involved is under examination by the Ministry in anothcr case,

42
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Over-assessment , No. of Amount
cases in lakhs
of rupees

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

. e . 2074 [51°35
(b) Cases where no rectificatory action is possible
because of time-bar . . . . . s 009
(¢) Cases where rectificatory action has still to be
taken by the Department of Revenue . . 313 729
ToraL . . . 2392 58-73

(ii) The undcr-assessment of tax of Rs. 117998 lakhs has been the result
of the following lapses :—

Amount
in lakhs
of rupees

(1) Errors and omissions attributable to negligence or failure
to apply the correct rates of tax . 33°99
(2) Incorrect computation of income under the head “salary” 3-1r
(3) Incorrect computation of income under the head “House-
property” . . . . . . . . . 3-3%
(4) Incorrect computation of income from “Business” . . 91°86

(5) Under-assessment arising from wrong computation of
development rebate and depreciation

(6) Irregular exemption from tax of newly established indus-
trial undertakings or hotels . . . . . 922

(7) Incorrect allowance of rebate of tax in relation to exports . 1-33
(8) Other irregular exemption or excess reliefs given . 294°56

(9) Incorrect computation of super-tax income-tax pa)ablc
by companies . . . . . . 29.20

(10) Non-levy of additional super-tax income-tax under Section
23A 104 of 1T, Act, 1922 1961

41°94

. . 36 ‘22
(11) Non-levy incorrect levy of penal interest, . 40-48
(12) Mistakes commirtted while giving effect to appellate orders . 3-02

{13) Income escaping assessment . . . . . 83-50

(14) Incorrect determination of super-profits tax or sur-tax . 597
(15) Other lapses . . . 502-23

h & £ Audit Report
(Cx og Rctoc(xl:{le Re(:e)ap;. 1968} '
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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:
“UNDER ASSESSMENT

(Csses involving Rs. 10,050 and above)

No. of -Amount
cases (in lakhs
of Rs.)

a) Cases since rectified or being
rectified by the Department
of Revenue . ) . 217 70°33

(b) Cases where no rectification
is possible because of time-
bar resultiny in loss of revenue 12 3-48

{In cach such
casc audit rais-
ed objection
after any possi-
ble action was
barred by time)

(c) Cases where rectificatory
action has still to be taken by
the Department of Revenue . 61 2479

(d) Cases still under correspon-
dence with the Ministry : 120 6339

e) Cases where the Audit objec-
tions have been found un-
acceptable by the Ministry

(The totalshown
277 91204 in the Audit
Report, 1968 is
687 1,074-13 Rs. 1,088'94
lakhs. The di-
flerence is  due
to  variations
caused by ap-
pellate orders.)

UNDER ASSESSMENT

(Cuses involving less than Rs. 10,000

R \o of mAmoum
Cases (in lakhs
of Rs.)
1 2 3 4
(a) Cases since rectified or being rectified by the
Department of Revenue . .. 4384 3780
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1 2 3 4

(b) Cases where no rectification is possible because
of time bar resulting in loss of revenue . . 74 1-09

{¢) Cases where rectificatory action has still to be
taken by the Department of Revenue . . 3,265 37-95

{(d) Cases still under correspondence with the Mini-
stry . . . . . . .. 786 §-90

(e) Cases where the Audir objections have been found
unacceptable by the Ministry | . . . 273 5-30

8,782 9104

OVER ASSESSMENT

fa- Cases since rectified or being rectitied | . 2,189 §3-56
by Cases where no rectification is possible beciuse
of ume-bar . . , . ) : . I3 c'09
{¢; Cases where proper action hus ver 1o be oken
by the Department . . . ) . 184 4:67
d; Caes v aceepted by the Ministry . T4 0 .41
2.392 iS'73

According to Audit, the position m respeet f rectification of cases
of under-assessment and  over-assessment as on 13-1-1969 was as
{ollows;

UNDER ASSESSMENT

Cases involving Reo 1moo0 aad above’

No. of Amount
CdseN an lakhs

of Rs.)
W Cases sipee rectitied of being rectitied by the
Jdepartmeat of Revenue . . . . "3 314°72
by Cases where no rectitication is possible because
of tme-bar . . . . . . 10 3.90

(o Clases where rectitcatory action s still to be taken
by the department of Revenue . . 184 15872
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(d) Cases atill under correspondence with the Ministry :

(i) where final rephes from the Mlmstry are

due . 48 43763
(ii) where after dnscussnon mth the Mxmstr\
varigtion by audit is in hand . . . 140 10041
(e) Items deleted or dropped . . . . 32 73:56
Total 687 1088 .94"

UNDER ASSESSMENT
(Cases involing Rs. 10,000)

No. of Amount

cases (In lakhs
of Rs.)
«(a) Cases since rectified or being recuﬁed by the
department of Revenue . . . : . 7649 7575
(b} Cases where no rectification is possible because
of time-bar . . . . . . . 74 1'09
{c; Cases where rectificatory action is still to be taken
by the department of Revenue . . . ~R3 8-99
{d: Cases still under correspondence with the
Ministry ¢
A4, where tinal replies from the Ministry are due
(ii; where atter discussion with the Ministrv veri-
fication by audit is in hand
(¢) Items deleted or dropped . . . . 276 §:21
TorarL . . . . . 8782 91-04"

0\1 R as’épé_s\ipw‘

T T T T T Ko.of  Amount
cases (In lakhs

o o e

of Rs)

«(a) Cascs since rccuﬁcd or bcmg rectified by thc

department of Revenue . . 2154 5277
(b) Cases where no rectification is poss:ble beausc

of time-bar . . . S 009
(c) Cases where rcmﬁcatnr\ action h.n 'mll to be

taken by the department of Revenue . . 223 557
(d) Cases where audit objection has not been

accepted . . ) . . . . 10 0-30

...——-—-‘"
e p————

2392 s8° 73

i e S
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2.3. During evidence, the Committee enquired as to out of the
9469 cases of under-assessment (involving an amount of Rs. 117998
Jakhs) 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 interpretation of law
which was hitherto beyond the scope of Internal Audit. Till recent-
lv. 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 proposed to
introdure suitable refresher courses for Internal Audit parties and
place them under the charge of an Inspecting Assistant Commis-
sicner, as recommended by the Administrative Reforms Commis-
sin He also proposed to address the Commissioners to direct the
Internal Audit Parties to look into the errors pointed out in the
A.dit Report.

As to other measures proposed to be taken by the Board to obviate
the recurrence of the mistakes pointed out in the Audit paragraph,
he stated that they were simplifving tax calculations. Hitherto the
Income-tax Officers’ main attention was concentrated on getting the
assexsment order completed. He left the tax calculations to clerks
and supervisors, which got neglected in the ‘stress and strain’ of
worx. He was now thinking of drawing the attention of Income-tax
Officers to the importance of tax calculations. The system of func-
tional distribution introduced by the Board would also be helpful
in this regard. The witness hoped that as a result of these measures,
they would be able to show ‘a noticeable improvement in not too
distant future.’

In reply to a question, the witness stated that of the cases of
over-assessment mentioned in the Audit paragraph. 80 related to
Central Charges. 330 cases of over-assessment and 316 cases of
under-assessment related to companies. )

2.4. The Committee desired to be furnished with a note on the
scope and functions of Internal Audit and the measures taken or
Proposed to be taken to make the functioning of Internal Audi* more
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effective. The Ministry have since furnished the note in which they
have stated as follows:

“The duty of the Internal Audit Parties, presently in force, is to
check—

A. All company cases, irrespective of income.
B. Non-company cases—
(1) All cases with income over Rs. 50.000.

(1) 10 per cent of cases with income between As. 20,000 and
Rs. 50.000, and

(i) 1 per cent of cases with income below Rs. 20.000.

C. All cases of Wealth-tax, Gift-tax and Expenditure-tax.
giving priority to cases involving a tax of Rs. 25.000.

“Special priority is to be taken to company vases and all other
cases with income over Rs. 50.000. In addition. the Aud’t Partics
are expected to complete checking of the demand and Collectis:
Registers of all ITOs under their jurisdiction.”

“Even with a programme of selective audit, the Internal Aulit
Partes have found the volume of work to be bevond their capac:ty—
The znnual target of scrutinv for each Internal Audit Partv had
been fixed initialiy at 4300 company cases or 6.000 other cases.  As
an experimental measure, the quota was raised in November, 1964
10 8.000 cases, but in Februarv. 1967 1t was lowered 1o 6,000 prrity
cases. The actual average output of the Internal Audit Partivs has,
however been abouut 3000 priority cases only. so that the Intern:
Audit Parties are at present covering only 50 per cent of the cases

they should hove seruunied”

“Though the Internal Audit Parties cover ot present only whout
50 per cent i inelr spealied field of work, they have been hie
o detect mustores nvolving spout Rs. 5% crores of under-charze of
tax per vear”

.

"It may appenr rother strange that even in the cases looked 0t
by Internal Audit Parties. Revenue Audft Partics have often detected
sume omiswaons or mstases. This has happened mostly because the
Internal Audit Parties have not hitherto been required to check
whether the Income-tax Officers are interpreting the tax laws and
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rules properly...... The Ministry is considering the question of ex-
panding the scope of Internal Audit Parties so as to cover the inter~
pretation of law too, to a limited extent not incompatible with the
exercise of discretion by Income-tax Officer.”

“As has been already mentioned above, the Internal Audit Parties
are unable to cope with even their present work. This calls for an
increase in the number of Audit Parties, as also the strengthening
of each party, both quantatively and qualitatively. As such, the
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 II, but by Inspectors who have qualified in the ITO’s Exami-
nation. They should be assisted by three UDCs (at present some of
the Internal Audit Parties have only 2 UDCs) who are qualified 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 experience or have at least
gone through some special courses of training.”

“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. It will have a fleld organisation
in the various Commissioners’ charges.

(iii) An Inspecting Assistant Commissioner in each Commis-
sioner's charge will be put in charge of co-operation and
supervision of the work of the Internal Audit Parties and
the Special Investigation Branch. This will be in pursu-
ance of a recommendation made by the Administrative
reforms Commission.

(iv) Groups of 5 to 6 Internal Audit Parties will be placed
under one Chief Auditor, who will be responsible for check-
ing their day-to-day work as also for seeing that the
follow-up action on Audit objections is initiated and em-
pleted within a reasonably short time.”
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'®At present there is no separate machinery for a follow-up of the
objections raised by Revenue Audit and the collection and process-
ing of information required by the Public Accounts Committee. It
is 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 pointed out by
both Internal Audit Parties and Revenue Audit;

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

(iv) Reviews desired by the Public Accounts Committee.”

25. The Committee note that a test audit disclosed under-assess-
ment of tax amounting to Rs. 1101.16 lakhs in 9,161 cases during the
period 1st September, 1966 to 31st August, 1967. Corrective action is
still to be taken in 967 of these cases, involving Rs. 167.71 lakhs,
while in respect of 84 cases involving Rs. 499 lakhs action has become
time-barred. The Committee would like corrective action to be
speedily finalised. In those cases where action is now precluded by
time-bar, the Committee would like Government to examine whether
there was any default on the part of the officials conerned, warrant.
ing action against them.

26. The Committee also note that in 48 cases involving Rs. 437.63
Iakhs, where Audit are of the view that there has been under-assess-
ment, the matter is still “under correspondence.” The Committee
would like these cases to be examined expeditiously and corrective
action to be initiated promptly in all cases where it is called for.

2.7. The Committee take a serious view of the over-assessments
disclosed in test-audit. In 2,154 such cases involving Rs. 52.77 lakhs,
corrective action has been completed but action is still to be taken
in 223 cases involving Rs. 5.57 lakbs.

28. The Committee trust that action will be finalised quickly.
The Committee have in the past and elsewhere in this Report stressed
the need to curb the tendency of assesing officers to over-pitch as-
sessments. The Committee trust that this question will receive the
continuous attention of the Board.



51

"29. The Committee observe that a large number of these cases
rof under-assessments and over-assessments escaped the mnotice of
Internal Audit parties in the Department, - This suggests the need for
‘tening up their performance. The Committee note that a number
+of steps have been taken in this regard. They hope that 8s 'a result,”
he work of these parties will show qualitative improvement.



CHAPTER IlI

UNDER-ASSESSMENTS OF TAX-ERRORS AND OMISSIONS n®
ASSESSMENTS

(a) FAILURE TO APPLY THE CORRECT RATE OF TaAx
Audit Paragraph

3.1. Under the provisions of the Income-tax Act, pavment of inte-
rest on tax dues is not an admissible expenditure. In the Profit and'
Loss account of a company, for the previous year relevant to the:
assessment year 1965-66, a sum of £ 12,123 was debited as interest om
Indian taxation. While determining the total income of the com-
pany, the Income-tax Officer. instead of disallowing the sum and ad-
ding it back to the book profits, deducted it from the book profits
and assessed it separately as “income from other sources”. Thas,
on the one hand, the income from business was reduced and vnderas-
sessed to the extent of £ 24246 and on the other hand, the income:
from other sources was overassessed to the extent of £12,123. In effect,
the total income of the company for the assessment year 1965-86 was
underassessed to the extent of £12,123 or Rs. 161,640, the short-levy
of tax being Rs. 1,05,066. Further as the company was allowed inte-
rest on excess payment of advance tax made by it for the assess-
ment year 1965-66, the under-charge of tax mentioned above, also
resulted in excess payment of interest to it to the extent of Rs. 5,078
Report regarding dectification and recovery of the tax is awaited.

[Paragraph No. 41(b), Audit Report (Civil) on Revenuc Receipts,
1968]

3.2. During evidence, the Chairman, Central Board of Direct
Taxes stated that in the statement of accounts for the assessment
year 1965-66, £12,123 wag shown as interest on Indian Tax payments’
The Income-Tax Officer overlooked the fact that it was an item of
debit and mistook it as interest on Indian taxes. The explanation of
the Income-tax Officer had been called for. His explanation was that
in the earlier years' assessments, the company had shown interest
received from the Indian Government on advance tax paid. Without
going into the matter, he thought that £ 12,123 was also interest’
received from Government for the assessment year 1965-66 and free-
ted as such in the assessment order.

52
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33. Asked whether the assessment order had been checked by
the Inspecting Assistant Commissioner, the witness stated: “The Ins-
pecting Assistant Commissioner (has) said that he actually saw the
draft assessment order but at that time the records were with the
Appellate Tribunal in connection with another year's assessment.”

3.4 In reply to a question, he stated that the Commissioner of
TIncome-tax who had looked into the case was of the view that no
mala fides were involved. Asked whether the case had been investi-
-gated by the Directorate of Inspection (Investigation), he stated: “It
s not physically possible for the Directorate of Inspection (Investi-
gation) to check all these things.”

3.5. The Committee desired that the case should be inquired into
and a report submitted to them. In a note, the Ministry have stated:
“The matter has been inquired into. No mala fides are involved in
the case.” The Ministry have also stated that “no similar mistakes
Jad occurred in the past assessments made by the Income-tax Offi-
<er.” 1In reply to a question, the Ministry have stated that the short
Jevy of Rs. 1.05 lakhs had been recovered from the company on
12-10-1968.

3.6. The Committee understand from Audit that the mistake oc-
«<urred in a Central circle where the number of assessments expected
20 be completed in a year is comparatively less than in other circles.

3.7. The Committee observe that the Income-tax Officer, instead
of dis-allowing the inadmissible deduction of £ 12,123 on account of
imterest on tax dues and adding it back to the book profits, deducted
it from the book profits, thereby reducing the assessahle income by
£ 24246. Another mistake made by the Income-tax Officer was to
assess the amount of £ 12,123 which was actually an expenditiuye
item as income under ‘other sources of income’ The cumulative
wesult of the two mistakes was under-assessment of tax to the fune of
Rs. 1,05,066 and excess payment of inferest to the tune of Rs. 5,078
While the Committee note that the short levy of Rs, 1.05 lakhs has
since been recovered, they cannot help observing that the short levy
was caused by negligence on the part of the official concerned. 1t is
regrettable that the mistake should have occurred in a Central Circle
where the number of assessments expected to be completed is com.
paratively less than in other Circles. The Committee would like the
Board to take these matters and the enquiries more seriously. The
Board should issue detailed instructions as to the checks it wants its
oficors to exercise to avoid such mistakes in assessment, .
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- Audit ngnph N e eeia .
38. The super-tux payable by an assessee for the asse:sment yenr
1961-62 was determined” by the department ‘at Rs. 1,99,267 on 26tk.
Februsry, 1966. At the timé of caléulating the total tax payable,
the figure was, however, érroneously taken at Rs. 1,19.267 s a result:
of which the.total tax payable was undercast to the extent of
Rs. 80,000 The demand notice for the tax payable wa; issued by
the depaxtment on the basis of the reduced total figure. The certi--
ficate proceedings for recovery of arrears of tax were also initiated-
on the same basis-on 23rd March, 1967. The assessment for the year-
1961-62 had been checked by Internal Audit on 19th October, 1966,
but the mistake remained undetected.

[Paragraph No. 41(c), Audit Report (Civil) on Revenue .Receipis,
1968]

39. The Committee were informed by Audit that though the-
amount of super-tax was rightly computed, a mistake was committed
while arriving at the amount of total tax payable by the assessee .
the assessment form.

3.10. The Chairman, Central Board of Direct Taxes informed the
Committee that the assessing officer in this case was a senior Income-
tax Officer in West Bengal city 1. The mistake was detected by the-
" Internal Audit Party and when they were in the process of rectifi-
cation, Audit also noticed it. The Committee enquired whether
Income-tax Officers should not be instructed to check the accuracy
of asse-sment figures before issuing demand notices. The Chairman,
Central Board of Direct Taxes stated: “It is impossible. The Income-
tax Officers have to deal with so many items of work. It is easy to
say 1 will issue instructions. But it is certain that instructions will’
not be practically and honestly implemented. You know the way
in which the Income-tax Officer functions. He has got time-barred
asessments to set in motion. He has so many records to furnish to-
the Baard. There are questions in Parliament. ...In respect of these
things, mistakes do get committed and no amount of instruction will
improve matters unless we relieve them of excessive work and our
instructions are there quite clear and beyond doubt.” In reply to &
question, he stated: “I am not saying that we will have to live with

(mistakes). We are constantly improving the environment.”

3.11, The Committee were informed by Audit that the mistake
was pointed out by Internal Audit who had checked the assessment
order in October, 1966. The Commitlee enquired why necessary
rectification had not effected in the certificate proceedings initiated
by the Depertment in March, 1967. In their reply, the Ministty
have stated: “No rectification order was passed on the date of the



issue of the recovery certificate. The recovery certificate had to go
- on the basis of the figures as per the demand register.” “The notice
for rectifying the mistake was issued on 6-4-1967 (subsequent to the
issue of the recovery certificate but prior to the Audit Memo dated
31-5-1967). The demand was revised in June, 1967 and the recovery
certificate automatically was to be issued on the basis of the revised
demand raised.”

The Commttee enquired whether the Board had ascertained that
there were no mala fides involved. The Chairman, Central Board
of Direct Taxes stated that the Commissioner of Income-tax who had
gone into the case was of the view that there were no mala fides. In
reply to a further question, the Finance Secretary agreed to institute
an inquiry into the case. In a subsequent note, the Ministry have
stated: “The Board has examined the matter and is satisfied that the
mistake which was a bona fide error had already been pointed out
by the Internal Audit Party.”

3.12. As to the position regarding recovery of the short-levy, the
Department have stated: “A sum of Rs. 5400 was collected on
20-2-1968. The collection of the balance has been stayed pending the
disposal of an appeal before the Income-Tax Appellate Tribunal.”

3.13. The Committee note that though the amount of m
payable by the assessee was correctly computed at Rs. 190,267, the
figure was erroncously taken at Rs. 1,19,267 at the time of calculation
of the total tax demand in the assessment form. This shows that
before issuing the demand notice, the Income-Tax authevities had nét
subjected the tax calculation in the assessment order to a propte
check.

3.14. The Committee regret that though the mistake was —-722
sut by Internal Audit in October, 1966, notice for Hts rectifcilion’
was issued only in April, 1967—i.c., after a lapse of menrly sty —_=" "
With a view to avoiding unnecessary delay in the recovery of liig
dues, the Committee desire that corrective action should be initiated’

by the Department soon after the errors in assessment come to netics.

3.15. The Committee note that out of the short levy of Rs. 30,008,
a sum of Rs. 5,400 has so far been recovered, tho recovery of the
balance (Rs. 74,600) having been stayed pending dispesal of an
before the Income-Tax Appellate Tribunal. The Committoe ,
like to be informed of the position regarding recovery affer the dis-
posal of the appeal by the Tribunal.
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(b) INCORRECT COMPUTATION 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-off against future profits under the head “Profits and gains of
business etc.” in any subsequent assessment, cannot be so set-off after
the business in question had ceased to exist. But if any profit 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 set-off of the unabsorbed depre-
ciation relating to assessment years 1961-62 and 1962-63 against such
profits though the loss pertaining to the year relevant to assessment
year 1963-64 (being the vear in which the said business was discon-
tinued) should alone have been allowed the set-off. 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 informed by the Ministry that as the
Audit objection had not been accepted, no rectification had heen
made,

3.18. The Committee enquired whether the Law Ministry had been
consulted on the point whether an assessee who derived taxable pro-
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-
forward unabsorbed depreciation of ealier vears. In their reply, the
Ministry have stated:

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

~The Committec learn from audit that the Law Ministry have held
that the audit objection is correctly taken.

"3.19. In the Committee’s opinion, this case raises an important
question of law, ie., whether, in terms of the Act, an assessee who
derives taxable profits in a year subsequent to the yesr in which his
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pusiness ceased to exist can adjust aguinst the profits, for purposes
of tax, the carried-forward unabsorbed depreciation of earlier yoars.
As the Law Ministry have held the audit objection to be correct, the

Committee would await report regarding rectification and recovery
of the tax involved.

Audit Paragraph

3.20. A company is entitled to a deduction in respect of expendi-
ture in the nature of entertainment expenditure at slab rates, the
first slab 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 3 per
cent on the next slab of profits 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 1061-62 a deduction of Rs. 42,086 towards
entertainment expenditure was allowed without limiting 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 officer 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. 5000 and Rs. 10,368 are admissible.
The consequential under-assessment of tax is Rs. 51,516. The mis-

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,
1968].

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-
ight and that no mala fides were involved. The Committee en-
quired whether any instructions had been issued by the Board to
ensure that the allowance to be made on account of entertainment
txpenditure was properly computed. The Chairman, Central Board
of Direct Taxes stated: “When this provision was introduced, we
did issue elaborate instructions. But the point is that the Income-
tax Officers get so many instructions. In this connection, the ques-
tion of having a retresher course is very important.”

322, As to remedial measures, he stated that deductions to be
allowed on sccount of entertainment expenditure which had so far
been beyond the scope of Internal Audit had been brought within
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their purview. - He hoped that with the strengthening of Internal
Audit and the introduction of ‘the Manual of Internal Audit, they
would be able to prevent mistakes of the present type.

3.23. In reply to a question, the Committee were informed that
three cases of the present nature—in three different Commissioners’
charges—had so far come to notice. They desired to know whether
the Ministry had conducted a review to verify that such mistakes
had not occurred in other cases. In a note, the Ministry have
stated: “The Internal Audit Parties do check up if the entertain-
ment expenditute is restricted to the limits prescribed. Hence no
specific review of other cases was made regarding the application
of this newly-introduced provision. Now that the scope of Internal
Audit Parties is being extended and as the Internal Audit Parties
have to check up whether the computation of the total incomes of
company 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 additional
demand of Rs. 16,688, a sum of Rs, 4408 was collected by adjust-
ments. As regards the balance, the matter is pending before the
Recovery Officer.” “In other case, the additional demand of
Rs. 51,516 is a fraction of the total demand outstanding against the
assessees of the Group, which controls this company. The Group
is making payments in instalments. Till January, 1069, the instal-
ments were Rs. 1.50 lakhs per month. In February, and March,
they were to pay another amount of Rs. 7.50 lakhs. The position

will be reviewed in April, 1969.”

325. The Ministry have further stated that the assets of both
the companies had been attached,

3.26. The Committee note that allowamece for entertaimment ox-
penditure in certain assessments was made in three " st Com-
missioner’s charges without regard to the relevant Hmits stipulsted
in the Act. This indicates that the implications of the relovant pro-

vision were not clear (o the assessing officers.

3.27. The Committee note that Internal Audit have boon asked in
the course of their work to check deductions on account of entertain-
ment expenditure. Government also propose to strengthen Internal
Audit and introduce a Manual of Internal Audit. The Committec
trust that these arrangements would guard against such mistakes
going undetected.
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3.28. The Committee note that the bulk of the tax dues is still to-
be recovered from the assessees and that their assets have been at.-
tached. mmiuuwndduketohveahnhunpmw
lureeomy

Audit Paragraph

3.29. In the case of a company the department completed the re-
gular assessroent for the year 1960-61 on 22nd March, 1962 on a loss
of Bs. 1,86,658 on the basis 'of a provisional return supported by
account: not audited by the auditors of the Company. Records re-
vealed that the company did not furnish the final accounts for the
assessment year 1960-61 and the Income-tax Officer, also, did not
press for the same. The figures shown under the heading, “corres~
ponding figures for the previous year” in the accounts for assess~
ment year 1961-62 did not tally in all cases with the figures indicated'
in the provisional accounts for the assessment year 1960-61, which:
was the basis of the assessment for the year 1960-61. The net re-
sult of the discrepancies between the two sets of figures was infla--
tion of the loss indicated in the provisional accounts for the assess-
ment year 1960-61 to the extent of Rs, 1,44,109 with a corresponding:
under-assessment of income to the same extent. The undercharge-
of tax on this account was Rs. 64,849 for the assessment year 1960-61.
The mistake was neither noticed by the department when the-
accounts for the assessment year 1961-62 were scrutinised by the-
department at the time of assessment made on 21st March, 1966 nor-
at the time of revision of the assessment for 1960-61, on 4th April,
1868 to assess the escaped income by way of hundi loans. Report
regarding recovery of the tax is awaited.

{Paragraph No. 44(c), Audit Report (Civil) on Revenue Re--
ceipts, 1968.] i

*

3.30. During evidence, the Chairman, Central Board of Direct
Taxes opined that the Income-tax Officer concerned “should not
have acted on the basis of a provisional return.” He added: “There:
1s no such thing as provisional return. One could file it informally:
just to establish the bona fides, but no action can be taken on that.
It is no return at all.”

331. The Commitice were informed by Audit that the assesses
had also filed returns showing a loss of Rs. 17,384 on 19-11-1965 and’
8-3-1986, but the Income-tax Officer did not take any action on the:
recelpt of these returns. The Committee enquired whether the as-
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ssessee had filed the subsequent return under section 22(3). The wit-
ness replied in the negative. He stated that the assessee had filed
the ‘regular return’ later in response to a notice under section 148,
In this return, he showed a smaller loss. The Committee enquired
why the Income-tax Officer had allowed the original loss when the
assessee had shown a smaller loss in the subsequent return. The
-witness stated: “He (the Income-tax Officer) found that 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 must have been made properly.” The witness
added: “Such mistakes are very unfortunate. The Income-tax
Officer should have looked into it carefully and checked it up......
But, within the time and pressure, it is not always possible to start
from the beginning and check up everything.”

In reply to a question, he stated: “This is a human error......
We do not doubt the bona fides 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 assessment
should have been made by the Income-tax Officer on the basis of 2
provisional return which, as the Chairman of the Central Board of
Direct Taxes conceded, was “no return at all”. The provisional re-
turn showed a loss of Rs. 1.44 lakhs for 1960-61 which turned out to
be inflated. It is a matter for regret that this mistake could not be
detected during the assessment for the subsequent year when the
Income-tax Officer was expected to verify and tally the opening
balances shown in the accounts accompanying the return with the
closing halances shown in the previous year's accounts. Nor did the
Department notice the mistake when the assessment was revised bY
another Income-tax Officer who was investigating some escaped
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income of the assessee. The assessee himself filed 3 final return for-
the assessment year 1960-61 on 19.11.1965 and 8.3.1966, showing a loss
of Rs, 47,384, but the Income-tax Officer failed to take notice of the
mistake even at this stage.

3.35. From the foregoing facts, the Committee cannot but con-
clude that this is a case of gross carelessness at every stage. The-
Committee would like Government to impress on the Officers con-
cerned the fact that they have been grossly negligent and should
be warned to be careful while the Government itself should ensure-

proper vigilance.

3.36. The 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 like 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 Officer 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.

[Paragraph No. 44(e), Audit Report (Civil) on Revenue Re-
ceipts, 1968.]

3.38. The Committee enquired under what provisions of the law
the assessee had revalued his assets. The Chairman, Central Board’
of Direct Taxes stated: “What the assessee did was to bring the
depreciated value of the assets in his books in line with that admis-
sible under the Income-tax Act.” Although there was no provision
in law specifically permitting an assessee to revalue his assets for
bringing it in line with Income-tax records, the Income-tax Officer
had allowed it “in equity”. In reply to a question, he stated: “Per-
sonally, I feel this is a case where there is a good deal of force withr
which we can justify the assessee’s claim.”

3.39. Expressing his views on the Audit paragraph, the witness
stated that the depreciation of Rs. 30,515 “was certainly due in equity
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4o the assesseeand had“a_lren‘dy,lfeen given.” The Antﬁtobjecﬁon
‘wag that the assessee company “had claimed” it a second . time
-through the Profit and Loss Account. This was a mistake, .

3.40. Explaining the circumstances in which the mistake took
place, the witness stated that according to the Income-tax Officer
“while dictating the assessment order, he added the amount of
~ Rs. 30,515. But the typist did not mention this allowance in the
order. He made this mistake because (the) assessment was com-
_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 legal formalities are fulfilled so
that the 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 officers.” 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
-scrutinised further and it has been found that the debit item amount-
ing to Rs. 30,514 was marked for disallowance by the predecessor
of the Income-tax Officer, who actually made this assessment over-
Tooking that this item had to be disallowed. The successor was new
to the charge and seems to have been tempted to complete the
assessment on the basis of the materials already on record in this
case. Evidently, he was careless, but no mala fide seems to be

involved. The Income-tax Officer has already been warned to be
careful in future.”

3.42. As to the latest position regarding rectification and recovery,
the Ministry have stated: “The assessment has been revised under
section 154, raising an additiona]l demand of Rs. 12,442 (as sgainst
Rs. 15,257 pointed out by Audit). The reduction in the amount is

due to reduction in the value of the company on appeal. The amount
has not been collected yet.” A

- e Ce
343. The Comumitiee cbscrve that, due to what the Departmest
'm'dm't““'““ﬂmmmmh% m
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.of Ba. 12442 which has not so far been recovered, The Committee

trust that efforts will be made by the Department to recover this
amount,

(c) Incomrrecr COMPUTATION OF CAPITAL

Audit Paragraph

3.44. 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 allowed a standard deduction
from the profit an amount equal to 6 per cent of ‘the 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. Bombay
Vs. Century Spinning and Manufacturing Co. Ltd. the credit bal-
ance in Profit and Loss Account, provision for taxation and for
dividend proposed should not be treated to constitute a reserve for
inclusion in the computation of the capital. Accordingly, stardard
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 Rs. 1,10518 for
the assessment year 1963-64. Report regarding rectification and re-
covery of the tax is awaited.

[Paragdaph 54 (b) of Audit Report (Civil), on Revenue Receipts,
1968).

3.45. The Committee were informed by Audit that a clarification
regarding computation of capital had been given by the Board in
their cireular dated 28-10-63.

346. In para 1.234 of their 46th Report (Third Lok Sabha), the
Public Accounts Committee (1965-66) had suggested that the scope
of Internal Audit should be extended so as to cover assessments
under Super Profits Tax and Sur-tax Assessments. The Committee
Were informed that suitable instructions had been issued by the
Board 1n thelr circulars of March, 1966 and June, 1966 to the effect
that the check of caleulation and computation of capital should be
entrusted to Income-tax Officers.
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3.47. The Committee enquired whether the assessments in the
cases mentioned in the Audit paragraph were checked by Income..
tax Officers. In their reply,  the Ministry have stated:

“The assessments in question do not seem to have been checked
by the Income-tax Officer personally. He has been asked tn be
more careful in future.”

3.48. As to rectification|recovery, the Ministry have stated:

“The assessments in these cases have been revised, raising addi-
tivnal demand of Rs. 52,481.40, Rs. 4,070,50, Rs. 45592.80 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 for 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 depressing 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 them are strictly complied
with by assessing officers.

(d) Incomrect COMPUTATION OF DEPRICIATION AND DEVELOPMENT
REBATE

Audit paregraph

350. A compeny 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 en intangible asset, the Income-tax Officer wrongly allowed
on it development rebate of Rs. 1,15236 for the assessment year
1960-61 amd depreciation of Rs. 3,02.993 for the assessment years
1960-61 to 1962-63 resulting in an under-assessment of tax of
Rs. 2,06,771. The Ministry have intimated that action has been ini-
tiated to rectify the mistake. Report regarding rectification and
recovery of the tax is awaited.

lmﬂ]’mmph 45(a) of Audit Report (Civil), on Revenue ReceiPis,
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3.51. The Committee desired to know the circumstances in which
the Income-tax Officer had allowed depreciation and development
rebate on capitalised expenditure. In their reply, the Ministry bave
stated:

“The Income-tax Officer did not understand the true nature
of the asset. There was an error of judgement. The
officer did not allow the depreciation and development
rebate on prospecting and development expenses as these
were fictitious assets. The cost of mine shafts and “Sur-
face Diamond Drilling” were shown separately and the
Income-tax Officer erred in comsidering both these itemr
as representing “cost of machinery.”

(i) In the assessment year 1960-61, the depreciation and develcp-
ment rebate were not allowed by the officer on Rs. 7,56,991 represent-
ing prospecting and development expenses. However, he allowed
depreciation and development rebate on Diamond Drilling, the cost
of which was Rs. 4,60.944. In the two subsequent assessment years
1961-62 and 1962-63, depreciation was allowed on the Written Down
Value (WDB) of “Diamond Drilling.” In these two suksequent
vears, there were further additions of Rs. 442,765 and Rs. 2,66,77¢
on “Diamond Drilling”. No depreciation and development rebate
were allowed on these additions on the ground that these were ficti-
tious assets,

(ii) The mistake occurred as, in the statement of deocreciation,
expenditure incurred was shown as “cost of Diamond Drilling”.
As a matter of fact, the amount represents cost of Diamond bits and
wages paid to labour. The cost 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 amount debit-
ed in the account of Diamond Drilling represented the cost of mach-
ines also. It is under the above circumstances that the mistake
occurred in having allowed depreciation and development rebate in
the assessment year 1960-61.

(iii) In the assessment years 1961-62 and 1962-63, the Income-tax
Officer did examine carefully the nature of the assets in respect of
the additions of Rs. 4,42.765 and Rs. 2.66,779 claimed as “Diamond
Drilling”, and held that no depreciation could be allowed as the
Same were fictitious assets. But the Income-tax Officer allowed
depreciation on the Written Down Value of the assets, which was
brought forward from the previous years. He did this as under the
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Law, the Written Down Value having been once determined in the
Previous yéars could not be changed without revisirig' the - eartier
mssessments, holding that these were assets on which depreciation
and development rebate was not allowable. Moreover, in a case
like this, where each assessment is a challenge to the assessing
Officer, it was obvious that the Income-tax Officer, was engrossed
in the examination of various other claims made.”

3.52. As to the particulars furnished by the assessee for the
allowance of depreciation and evelopment 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 Yepreciation purposes.”

3.53. The Committee enquired whether any depreciation and
development rebate was allowed on the capitalised expenditure in
the assessment years subsequent to 1962-63, and if so, whether the
relevant assessments had been rectified. In their reoly. the Minis-

try have stated as follows:

“For the assessment year 1963-64, no depreciation and deve-
lopment rebate were allowed in respect of the capitalised
expenditure relating to “Surface Diamond Drilling.” The

assessment for 1964-65 is pending.”

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

“Depreciation and development rebate were allowed on the
capitalised expenditure in the assessment years 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(b) due to limitation.”

3.55. The Committee enquired whether all the three assessments
were completed by the same Income-tax Officer or by diﬂm“t
Income-tax Officers. The Ministry have stated: “

“The assessment for 1960-61 was completed by one officer and
the ubdequent amessments for 196162 end 1962-63 wer®
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completed by another officer (this officer disallowed
depreciation and development rebate on the additions
shown on Diamond Drilling but inadvertantly allowed
depreciation on the Written Down Value of the items
claimed as assets, in the earlier years).”

3.56. The Committee then desired to know whether the assess-
ments were checked in internal audit or whether the draft assess-
ment orders for the three years were shown to Inspecting Assistant

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 1962-63 was
not checked by the Internal Audit Party. The assessment
order for 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 Officer
“disallowed the development rebate” and stated that “the expenses
could be claimed aus revenue expenditure”. But what he did not
do was to take the matter to its logical conclusion by disallowing
also the depreciation on the previous Written Down Value. The
Committee desired to know the date of purchase shown in the return.
The Chairman, Central Board of Direct Taxes stated: “Surface
Diamond Drilling is there throughout the yeer.”

3.58. As to the measures taken to prevent the recurrence of such
mistakes, the witness stated that they had issued a circular for
checking up the accounts for 1964-85, 1965-66 amd 1966-67 in all cases
above Rs. 50,000. They had also asked for a special check-up of
depreciation allowance and development rebate.

3.59. As a result of strengthening of internal audit and extension
of the scope of their checks, it would be possible to detect such mis-
takes. Internal Audit Parties would ensure that a continuous check
was exercised.

3.80. The following table shows the number of cases in which
mistakes in computing depreciation and development rebate admis.

sible were pointed out in Audit and the underassessments of tax re-
sulting therefrom:
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Yem No, of cases UnJer-assessment
in lakhs of Rs
1963 574 29.13
1954 678 33.83
1965 2084 75.97
1966 979 368.42
1967 892 97.85
1968 630 41.94

3.61. The Committee drew the attention of the Minjstry to para
1.68 of their 46th Report (Third Lok Sabha) where, cases of this
type had been commented upon and enquired whether a review of
the assessments had been made. In reply it has been stated that all
assessments subject to the prescribed li:iits rolating to the years
1961-62 to 1963-64 were covered by a review. In regard to review
for subsequent years, the Ministry have stated that issues relating
to depreciation and development rebate had been covered in the
Report on ‘Rationalisation and Simplification of Tax Structure’ and
Government is seized of the matter. A review was, therefore,
“supplementary” 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 un-even 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 as 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 classified under two broad heads,
revenue and capital. There is no difficulty about revenue
expenditure. But not all capital expenditure qualifies for
depreciation only capital expenditure which results in
physical assets (other than land) does so. But a number
of types of ‘capital expenditure’, rightly so classified, do
not result in such identifiable physical assets. Neverthe-
less they are in the generality of cases necessary and

legitimate. I give below a list as exhaustive as I car
make it:
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1. Expenses incurred before setting up of a business—

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

(ii) Pre-operative expenses on Administrative and accounis
departments and such other expenses which do not
directly relate to the erection of building, plant and
machinery, ete,

(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 factory.

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

5. Expenses for construction of railway 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
mov:ment of sugar-cane).

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

Any expenditure incurred ostensibly for these purposes but
which is not germane to the business and industry (as
indeed any other such expenditure) should, of course, be
jgnored. Once expenditure under any of the above heads
is accepted as legitimately incurred for the purpose of the
business or industry, provision should be made to deduct
them over a period of years in the computation of profits.
To distinguish these deductions from depreciation on
physical assets, this may be called amortisation over a
suitable period. Meticulous examination of each head to
determine an appropriste period of amortisetion is not
really necessary oo worthwhile. One of two broad groups,
say, five years and ten years, should suffice.”
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3.63. The Working Group on Direct Taxes Administration st up
by the Administrative Reforms Commission also dealt with the
subject. Extracts from their Report are reproduced below:

“The calculation of depreciation and the conditions prescribed
therefor are so complicated that the Income-tax Officers
have been found to have committed the largest number of
mistakes in these calculations. The total revenue in under-
assessments relating to depreciation alone as reported 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 of
buildings, furniture, plant, machinery etc., has become
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 schedule may be both
rational and simple’,

“A step in the direction of rationalisation would be to replace
the existing rates by introducing consolidated rates on an
industry-wise basis. The existing rates vary from 2}
10 40 per cent.”

“The re-grouping on the basis of industry may bc done with
reference to the groupings given in the Industrial Develop-
ment and Regulation Act end in consultation with the
trade and professional bodies, 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 is time consum-
ing and profitless.”

*One of the anomalous provisions in the Income-tax Act is
that the expression ‘plant’ is defined to include books so
that depreciation is being allowed in the case of books at
the general machinery rate. It is high time this anomaly
was removed and purchase of books allowed as a revenue
expenditure where such purchase is proved to be wholly,
exclusively and necessarily for the business or profession.”
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© 3.64 The Committee note that due to “an error of judgment”,
allowance was made for development rebate and depreciation on
certain intangible assets of a company, though such allowance was
inadmissible in terms of the Act. This resulted in an under-assess-
ment to the tune of Rs. 2.06 lakhs. What is surprising is that this
error escaped the notice of Internal Audit who checked two of the
three relevant assessments as also of the supervisory officer who
had approved one of the assessments.

3.65 Over the years Audit have been repeatedly bringing to
notice mislakes in computation of depreciation and development
rebate.. The Committee would in this connection like to invite
attention to the data at page 68 of this Report. The Committee
had also drawn attention to this mytter in para 1.68 of their 46th
Report (Third Lok Sabha) and in pursuance of the observations in
that Report, a special review of the assessments was also made. It
is, however, apparent that the position has not been substantially
remedied. Basically it would appear that the provisions in the Aect
in regard {o depreciation and development rebate need to be
rationalised. The Committee note that in regard to depreciation,
the Working Group of the Administrative Reforms Commission had,
in the interests of rationalisation, suggested replacement of existing
rates by consolidated rates on an industry-wise basis, in consulta-
tion with trade, professional bodies etc. The report on ‘Rationali-
sation and Simplification of Tax Structure’ also draws attention to
the fact that certain items of capital expenditure though “necessary
and legitimate” are not being reckoned while determining profits,
resulting in the incidence of taxation ' becoming ‘“uneven in
unintended ways” and in the process discouraging “enterprise and
growth™.

3.66 The Committee would like Government to consider expedi-
tiously these and other suggestions made for the rationalisation of
the provisions of the Act bearing on depreciation and development
rebate so that a relatively simple and equitable dispensation could
be worked out. .

Audit Paragraph

3.67 In another case development rebate of Rs. 50,000 was a'lowed
on a new asset installed by a company for the assessment year
1964-65. This asset was sold to a Government undertaking in the
Previous yaar relevant to the assessment year 1965-66. The deve-
lopment rebate reserve of Ra. 37,500 was, however, written back by
the assesses in the accounts of the company in the previous year
Televant tc the assessmnet year 1965-66 and utilised for distribu-
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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) (i), Audit Report (Civil) on Revenue Receipts,
1968]

3.68 During evidence, the Chairmuan, Central Board of Direct
Taxes clarified that in terms of the provisions of the Income-tax
Act, development rebate granted on an asset was not required to be
withdrawn if the asset was sold or transferred to Government. It
was, however, required to be withdrawn in case the asset was sub-
sequently sold or transferred to a private party. An assessee getting
a development 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.

369 As to the rationale behind the above legal provision, the
witness stated: “This ig 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 development 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 said
would have some force...... ” The Finance Secretary addeq:
“Where the business has come to an end, whether there is any vali-
dity 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 impression in the mind of th
public that where plant and machinery were sold to Government,
the development rebate was not to be withdrawn even if the reserve
was transferred to the Profit and Loss Account. The Chairman]v
Central Board of Direct Tax stated: “We had issued departmentd
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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 1965-68.

3.72 The Committee would like Government to dispel any impres-
sion in the minds of the public that a development rebate allowed
in respect of an asset sold to Government will not be withdrawn
even if the party credits to the Profit and Loss account the reserve
which he had originally created in order to qualify for the grant of
rebate. Another question that Government should consider fs:
whether the party would forfeit the rebate when his entire assets
are sold to Government and the reserve cannot stand as such in his
books.

3.73 The Committee note from the information furnished by
Audit that the failure to withdraw the demand has resulted in an
under-assessment of Rs. 25,000 in 1965-66.

Non-withdrawal of development rebate
Audit Paragraph

3.74 A registered firm to which development rebate of Rs. 1,28,507
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 firm. The assessments of the old firm for the
years 195859 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 provisions of the law relating to withdrawal of development
rebate on transfer of assets within the prescribed period are not
applicable to this case. 1f this position is legally correct it would
lead to avoidance of tax liablility unless the law is suitably amended.

(Parageaph No. 57, Audit Report (Civil) on Revenue Receipts,
1968].
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- 3.75 One of the conditions for the allowance of development
tebate 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, a registered firm was succeeded by another
registered ifirm to which the assets of the old firm were transferred.
Since the aste’s 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 Officers had
withdrawn development rebate on a change in the constitution of
firms. 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 Commissioner 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
Assistant Commissioner was right. We have a'so referred
.he 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:

“(i) Under Section 34(3)(a) of the Income Tax Act, 1981, the
reserve created by an assessee should be utilised by him
for eight years. In the case under review, the assessee
who created the reserve, had ceased to utilise it with the
dissolution of the old firm and a new assessee had become
the owner of the assets and the reserve. The conditions
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stipulated in the Act have not therefore, been:complicd
with.”

“(ii) The Act specifically provided for the following cireum-
stances under which the development rebate already
allowed, need not be withdrawn, though the business

carried on by the assessee is succeeded to by another
assessee:

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

(b) when one company 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. There
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
1¢lates to an entirely different issue i.e., whether distri-
bution of assets to its partners on dissolution of partner-

ship tantamounts to ‘Sale’' for the purpose of Sec. 10(2)
(vii) of the Income Tax Act, 1922.

“1v) 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
spart from its partners. In the case under reference, the
assets in respect of which development rebate was allow-
ed on disso’ution of partnership on 31-12-1959 was stated

fo have been taken over as his representing a Hindu undived
af the partners who was representing a Hindu undivided
family as its ‘karta’. Imimediately thereafter it appesrs
there was a partition in the Hindu undivided family and
the erstwhile karta got as his share of the property the
sssets and the development rebate reserve created in the
old firm and invested it in a new firm created on 2-1-1980.

There was thus a transfer in the ordinary sense of the
form.”
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3.78 One of the conditions laid down in the Income-tax Act is
that a development rebate allowed to an assessee in respect of hiv
assets will be withdrawn if there is a transfer of assets to parties
other than Goyernment, The Committee note that in this case the
old 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 that 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 Conwnittee, 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 specific legal opinion on this case with reference to all the
relevant facts so as to decide whether there was g 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 Officer assessing the new
industrial undertaking had intimated on 25th March, 1965, 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 1962-63.

(Paragraph 48(a) of Audit Report (Civil) on Revenue Receipts,
1968)

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 ordered
a review to ensure that the assessments of other share-holders of
the company were also suitably revised. In their reply, the Minis-
try have stated:

“A review was made of the assessments of the other share-
holders in Gujarat Charge (Ahmedabad) and revision
mnde in all the cases of this charge. Necessary instru-
tions were sent on 25th March, 1965 to the Income-tax
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Officers assessing the shareholders outside Ahmedabad to
review and revise the assessments.”

3.82 As to the position regardixig recovery, the Ministry have
stated: '

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

3.83. The Committee observe that there was an omission on the
part of an assessing officer to take cognizance of intimation received
from another officer who assessed the company’s income, as a result
of 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 sirce been
recovered. In the Committee's opinion, the case underlines the need
for a coordinated approach to assessments. The Committec would
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-
mission receivable from a managed company which carried on busi-
ness in Pakistan. Accordingly the assessee company was assessed
to tax only in respect ¢! the net commission receivable by it (i.e.
gross commission less amount payable to co-sharers). The company.
was 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
gross managing agency commission (including the portion payable
to co-sharers) instead of the net commission which was assessed to
tax in India as its income under the Income-tax Act, This led to
excess relief having been allowed to the assessee to the extent of
‘Ra. 2,85,082 for the assessment years 1956-57 to 1962.63, with cor-
‘responding under-charge of tax to the same extent.

Paragraph 48(c) of Audit Report (Civil) on Revenue Receipts,
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3.85. During evidence, the Chairman, Central Board of Direct
Taxes stated that the managed company was a cotton mill in Pakis-
tan. The head offices of both the managing agents (the assesses
company) as also the managed company were in India. The assessee
company had entered into agreements between July, 1944 and May,
1946 for sharing the managing agency commission with two groups
of companies (described hereinater as Groups ‘A’ and ‘B'), In terms
of the agreements, 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 annas 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 their
managing agency. Upto and inclusive of the assessment year 1955-
56, Groups ‘A’ and ‘B’ were assessed in Pakistan separately
on 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 agree-
ment for the sharing of the commission between the parties was
entered into in India; (b) the services under the Agreements were
rendered in India; and (c) the managing agency commission was
also received in India. The Pakistan Income-tax authorities accept-
ed this opinion and ceased to tax Groups ‘A’ and ‘B’ on commission
from 1856-57 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 decision of the Two-man Committee—comprising a
representdtive each of India and Pakistan. According to Two-man
Committee formula, 50 per cent of the managing agency commission:
was allocable to the country in which the head office of the manag-
ing agency was situated and the remaining 50 per cent was to be
allocated in proportion to the income of the managed company aris-
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 50 per cent of the managing agency commission and
was to grant double income-tax rellef in respect of the 50 per cent
taxable in Pakistan. Under the Indian assessment of the assessee
company, the whole of the managing agency commission was taken
into account, but under section 12A of the Indian Income-tax Act,
1922, the assessee company was charged to tax only on the share
to which they were entitted under the sharing agreement with
Croups ‘A’ and ‘B'. In accordance with the Two-man Committee
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iormula double income-tax relief was granted in respect of 50 per
cent of the managing agency commission allocable to Pakistan. The
percentage of 50 per cent had been. applied to the whale of the
managing agency commission before giving effect to the relief under
section 12A of the 1922 Act. Thus, out of the total managing agency
¢ommission of Rs. 1,60,000, Rs. 43,000 had been paid to Groups ‘A’
and B’. Out of Rs. 1,17,000, which had been taxed both in India and
Pakistan, the Indian Income-tax authorities gave relief to the as-
sessee company in respect of Rs. 80,000 taxed in Pakistan.

3.87. According to the view held by Audit, the income eligible for
double income-tax re.ief 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 matter
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 on Rs. 80,000 and that relief must be
given to the (assessee company) alone.”

3.88. The witness further stated that the “additional information™
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 Stee] Company, the whole of the
managing agency commission in such cases should be viewed as
arising in Pakistan and thet, to that extent, the decision of the Two-
man Committee should be construed as void. The witness added:
“It seems that the Pakistan authorities have reopened many of (the)
cases which have been taxed only to the extent of 50 per cent and
will be demanding tax from these people and in case of non-pay
ment attaching their assets.”” In the light of this, “it is likely that
they (the Pakistan authorities) will hereafter want the entire
amount (of Rs. 1,60,000) to be taxed in Pakistan. In such a case,
there would be no question of double tax avoidance.”

3.89. In reply to a question, the witness added: “I must also
:ubmlt that while we on our part have been wanting to have a meet-
ing of the Two-man Committee, we have not been able to get Pakis-
tan agree to such a meeting. The last meeting was held in 1963 and’



we have not been able to arrange a meeting of this Committee for
the last six years. We have nominally got a representative ond
they have got a representative; that is all.”

3.90. The Committee were informed by Audit that certain facts
had 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 Ministry of Law,

3.91. The Committee enquired whether the Pakistan authorities
had not taxed that part of the managing agency commission which
had been paid to Group ‘A’ and ‘B’. The Chairman, Central Board
of 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 assessee 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 affirmative.

3.92. The Committee desired the Ministry to clarify whether in
the earlier assessment years, the relief granted to the assessee com-
pany 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 Pakistan. In its assessments
-upto that for 1955-56, the assessee company had been allowed, against
its managing agency income from Pakistan, 50 per cent of the
anaging agency commission, us reduced by the remuneration pay-
able, under an agreement, by the assessee company to Groups ‘A’
and ‘B’. For the assessment years 1956-57 to 1962-63, however, the
Income-tax Officer 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 under the Double
“Texation Avoidance Agreement with Pakistan, read with the 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
assessment of the assessee company in India. The only contentious
Ppoint is whether in determining the income, on which the agreed
Percentage of 50 per cent is to be applied, the amounts payable by
the assessee company to the two Indian parties, viz, Groups ‘A’ and
‘B’ should have been excluded. Audit point is that since the income
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assessable in India cannot be determined without such exclusions,
the percentage also will have to be applied on the income as re-
duced by the payments to these parties. In other words. they feel
that only the double taxed income should have heen entitied to the
relief at the rate of 50 per cent.”

“In the course of the evidence before the P.AC. in their sitting
on January 20 and 21, 1969. the Ministry har already sought to clarify
that the relief @ 50 per cent has to be allowed in respect of the net
managing agency income assessable in Pakistan and that enyv deduc-
tions allowed under section 12A of the Income-tax Act. 1922 for pay-
ments made in India to parties in India will have no bearing on the
determination of such net income in Pekistan.”

3.93. The Committee note that a managing agent in this case was
sharing his income arising in Pakistan with two other parties. Under
the double taxation relief formula. he was allowed relief in respect
of 50 per cent of the gross commission without deducting the sums
pavable to the other parties. The Committee note that the Ministry
of Law have opined this to be correct hut that at the instanre of
Audit the matter is heing re-examined in the light of certain facts
which were not taken into account when the Ministry of Law first
gave their opinion. The Committee would like to await the revised
opinion of the Ministry of Law

3.94. The Committee would like to observe that the Double Tax
Avoidance Agreement as also the Two-Man Committee formula,
under which India is entitled to tax 50 per cent of the income of
Indian rosidents arising in Pakistan are in the nature of hilateral
international agreements, which are binding on both the countries.
The Committee note that the Pakistan Government have since decid-
ed to tax the whole of the income derived from managing agency
commission. The Committee would like the Government of India
to take up the matter with the Government of Pakistan.

{f) Incorrect computation of tax
Audit Paragraph

3.95. Under the provisions of Income-tax Act (prior to its amend-
ment by Finance Act. 1963). a company whose shares to the extent
of 50 per cent or more were held by o company in which the public
are substantially interested orand by its directors was not to be
considered as one in which the public are substantially interested.
Consequently the rate of tax payable by such companies was higher
than that payable by companies in which the public were interested.
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Two companies, were wrongly treated as companies in which the
public are substantially interested even though they did not satisfy
the above requirement, leading to under-assessment of supor-tax
to the extent of Rs. 1,42,002 for assessment year 1964-65.

[Paragraph 49(a) of Audit Report (Civil) on Revenue Receipts.
1968].

3.96 During evidence, the Chairman, Central Board of Direct
Taxes stated: “Normally it stands to equity that such a company
which is treated as a subsidiary of a public company should alsn be
treated as a company in which the public are substantiallv inte-
rested. ... But. under an extreme interpretation of the law. wwme
Income-tax Officers felt that thev were not companies in whick the
public were substantially interested and that view was confirmed
by the Appellate Tribunal. This position was (However). et right
by the Legislature in 1965 explaining in the law itse'f that the com-
pany in which a public companv holds 50 per cent of the v -ting
power will be deemed to be a companyv in which the nublic are
substantiallv interested.” In reply to a question. he stated  that
though the Board had considered the Audit objection av corvect it
could not be said that the law (before its amendment by Fmanee
Act. 1965) was “all that clear”™ A number of companies had tiken
the matter to the High Court. The Board were moving. slone with
the assessees to have an early hearing. In rep'y to a questior, the
witness stated that besides the two companies referred to in tie
Audit paragraph. a number of other companiex w r tise 2¥octel]
by the doubtful legal position.

3.97 Asked whether the Department would, after the Hieh Ot
decision. take necessary stens to mete out uniform treatment to ol
assessees, irrespective of the fact whether they had preferred a clanm
or not, the witness replied in the affirmative.

3.98. As regards rectification recovery of the demands in tie Two
cases mentioned in the Audit Paragroph. the Ministry have stuted
as follows:

Cazse 1:

“The zzsessmnent has been revised under section 154, raisineg on
additional demand of Ru 51982 as against Rs. 90956 mientioned by
the audit. The difference is due to the reduction in total income by
the AAC in appeal. A sum of Rs. 22.105 has since been adivrted
against the refends due 1o the pssescee, The halance is beine ve-
covered. The assessec has been allowed time for pavment til' Hee
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end of December, 1958 or till the disposal of the appeal before the
AA.C. for the assessment year 1964-65, whichever is earlier.”

Case 2:

“The assessment has been revised under section 154, raising an
additional demund of Rs. 1.84,571 as against Bs. 51,046 mentioned hy
audit. The assessec has claimed that certain refunds are due t})
them. These refunds are being determined by the CL.T. The amount
of Rs. 1.84571 will be adjusted against the refund, if anv due.”

399, The Committee have neen apprised of the following nosi-
tion by Audit:

{1} The assessmends in both the cases were completed after issue
of instructions by the Board on the Finance Act. 1965 wherein they
aad clarified v signtficanes regotding anendment of Section 2(18)
of Finanee Aet, 1065, ¢o.d the pusition of companies prioy to smend-
went ty Finanee Act, 1961

(ii) The Ministry had intimated the Commitiee in revlv to para
St of Audiv Heport, 1995 that they had issued instructions to all
Commissioners Lo oreview slloenses where companies wers wrongly
reated ax companies inowhseh the vublic were sub-stantially in-
terested. In ene of the cases the mistake necurred after the issue of
the dbove instructions.

(111 The mistake occwrred in Company Circles where the num-
her of asses:ments exnected o be completed i comnaratively few
‘md where ofeers have specinlized kenow!ledae of companv assess-

nients.

3100, The Committee note that under the Income-tax Act, 1961
as it stood prior to its amendment in 1963, a comvany in which 507,
or more of the equity capital was held by another company in which
the public were subsiantially intere-ted woas not itself to be treated
as a company in which the public were substantially interested. In
two cases. however. this principle was not applied with the result
that there was an under assessment of tax of Rs. 237 Inkhs, 1t is re-
grettable that this mistake should have occurred in both the cases
after Government had clearly explained the implications of the old
provisions while amending the Act in 1965, and in nne case the mis-
take had occurred even after the Board had issued instrentions for
the review of assessments in the light of para 43(a) of Audit Report
on Revenue receipts. 1966, This is vet another instance where the
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Committee find the assessing officers had not familiarised themselves

with the provisions of the law that they 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. They would like to be apprised of the progress in reali-
sation of the balance amount due.

Audit Paragraph

3.102. The Fizance Acts. 1936 to 1939 provided for the levy ot
additional super-tax on companies distributing dividends on ordinary
shares in excess of six per cent of its paid-up capital. The additional
super-tax was levied by way of reduction of the rebate from super-
tax admissible to the companies. If, however. in anv vyear the
amount of rebate due was insufficient to absorb the reduction on ne-
count of excess distribution of dividends. the unabsorbed portion of
rebate should be carried forward for being set-off azainst the reliefs
available for subsequent vears.

Cases where the reduction of rebate from super-tax in the ¢ -
cumstances contemplated above was not deducted were rointed out in
paragraphs 29, 47 and 44 of Audit Reports (Civil) n'. rcvenue re
ceipts, 1963, 1964 and 1966 respectivelv. Similar inistakes wrre
noticed in three cases accounting for an under-as-<.sment of = ner-
tax of Rs. 7.75.774. In two cases involving a tax effect of Rs. 25744
necessary rectification has since been carried out Rep'y of the Min-
istry in the ramaining case is awaited.

‘Paragraph 49 (b) of Audit Report (Civily un Revenue Receipts,
1968]

3.103. In a note furnished to the Commitiee 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 but there 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
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Taxes gave the following figures of losses/income of the company
for the vears 1957-58 to 1962-63.

Year Loss Income
Rs. Rs.

1957-58 1> 64 lakhs

1958-59 31-4%8 lakhs

1959-60 20.62 lakhs

1960-61 13.886 .

1961-62 Nil Re. 43 lakhs was carried
forword as unahsorbed
Jdepr ciation’.

1y62-63

4-43 lakhe.

3.103. According to the witness. the company had a positive income
for the ussessment year 1963-64 an-l declared a dividend in excess of
6, . Bui, as in the eurlier vears. there was a negative income. “the
withdrawal of the rebate in respect of those years should have been
deferrcd to a later year in which there was a pnsitive income.”

3.106. Asked whether the compan: were declaring dividends even
though thev were suffering losses, *he witness stated that the com-
pany were declaring dividends out of the pas! profits.

3107, In replv to another guestion. he stated that the Depart-
ment had accepted the Audit obrection «nd had recovered the “whole
amount™ m respect of the assessment vear 1963-64. The Comumittee
enquired why rebate for the assessment vear 1962-63 was not with-
drawn  The witness stated:  “He (the Incwme-tax Officer)y could
not do that in the vear 1962-03 .The companv's assess-
ment for o carlier vears was <ot avide by the Appellate Assistant
Crenmissioner ond the Income-tox Officer was directed to allow the
rebate under the origing section of the Income-tax Act. He had,
therefore, to caleniase the depreciation for the vear 1954-55

on-
wards"

3100 AMistakes i ¢ mpuung super-tax were also redorted ir the
carlier Audit Repor's with the tax »ffect. as shown bhelow:

Avdit Reporr, (063 Rs 6.69 lakhs
Audit Report, 1964 : Rs. 424 lakhs
Audit Report. 1965 - Rs. 289 lakhe

"he three cases referred o in the paraceanh cocurred

in three
different Commissioner’s charges,

3.109. The Committer referred to para 11 of the 2th Repert of

the Public Aceounts Committee (Third Lok Sabha), wherein thev
had, inter alia, vbserved as follows:
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“In view of the fact that lapses in computing super-iax pay-
able by companies are on the increase, the Committee
would suggest that a general review may be undertaken
and suitable instructions issued to the assessing officers.”

The Committee enquired whether, pursuant to the aforesaid re-
commendation of the Public Accounts Committee. a general review
was conductd. The Chairman, Central Board of Direct Taves
stated:  "We issued instructions (9-3-65) drawing particular atten-
tion to this kind of lapse and asked them also to check up the cases
of all the companies which had more than one lakh of rupees as in-
come for two vears. Recently (January. 1969), we have asked them
to check up also the earlier vears' assessments™

31100 In a subsequent note, the Ministry have stated:

“Instructions for 4 review of the cases of all corapanies which
had been uassessed for the assessment vears 1964-63 1o
1967-68 on o total income of Rs. 1 lakh or over. with o
view to see whether Income-tax rebate hia been with
drawn in all appropriate cascs. were to be issued in Janu-
ary. 1969,  As this was not  possible,  instructions  were
issued on 13th February, 1969 It is regretted that due to

1

gome delav m processing, the instructions could not be

issued in January, 19647

3111, The Ministry have further stated: “The resvit of the review
will be commurnicated 1o the Public Accounts Committee when
finalised.”

3.112. The Committee note that mistakes in computation of super-
tax pavable by companies have been occurring year afier year, The
tax-cffect of the mistakes pointed out in  the present  cases vir
Rs. 7.75.744) ha« been higher than that reported in carlier vears,
The mistakes occurred in three different cases assessed in three diffe-
rent charges. Al these suggest that assessing ofticers need to be
specially instructed about the provisions of the law on the subject.
In para 11 of their 28th Report (Fourth Lok Sabha) the Committee
had drawn attention to this situation. The Committee note that pur-
suant to these observations. a review of cases of all companies having
an income of Rs. 1 lakh or more has been undertaken. Such a review
should cover assessments from 1936-37 onwards as the additional
super-tax by wav of reduction of the rebate from super-tax ndmissi-
ble to the companics was levied in the Finance Acts, 1956 to 1958.
The Committee would like to be informed of the outcome of the
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review when finalised. They trust that effective action will he taken
by Government to ensure that cases of this nature do net recur.

Audit Paragraph

3.113. Under the Income-tax Act, a company is regarded as one
in which the public are not substantially interested if the affairs of
the company or shares carrving more than 50 per cent of the total
voling power were at any time during the previous vear controlled
or held by less than six persons.

Omission on the part of an Income-tax Officer to corrertly classify
a company, the bulk of whose shares were held by less than six
persons, resulted in i short demand of tax of Rs. 47.247 and in the
failure to levy additional super-tax income-tax to the extent of
Rs. 94746 on the undistributed income for the assessment vears
1964-65 and 1965-66. The Ministry have stated that the assessments
for 1964-65 and 1965-66. have been rectified raisine an ardditional
demand of Rs. 47247 Report of recoverv of this amount and com-
pletion of action under Section 104 to raise an additiona! derrand
of Rs. 94 7468 is awaited.

[Paragraph 49(dy of Audit Report (Civil) on Revenue Receints.
1968].

3114 Duning evidence. the Chairman, Centra! Baard of Direet
Taxes stated that the company in question was o punlie Junited rom-
pany more thun 50 pe: cent of voling power in which was held by
three groups of persons. He admitted that o wns a case v omission
but stated in extenuation that the Inconme-ton Officer was misted by
Auditors who stated that the shares of the Gssessee company were
quoted in the Stock Exchanue and were freely transferable. Thic
was o peculiar phenomenon. and the Income-taxy Office inctond ot
ascertiining the number of hure-holdos holding the controlling
interest. treated the company i one i owineh the public were sub-
santiadlv interest U In oreply to o guestion. the withess agreed
that the “indirect reply” @iver by the Auditors “shouli not have
hoen accepted”™ by the Income-tan Officer,

3115, In veply to another question, he stated thar e Insneeting
Assistant Commissioner also <eemed 10 hoes hoeea “onder the same
mpression ™

3116 The Committer enquired whether the earlior sssessments
of the company hol been veritied ') ascertain that v mistoke of
e nature referresd to in the Audit Paragraph had nos ocevried i
the earlier vears also. In a note, the Ministry have stated “The
carlier assessments of the company have been verified. The mirtake
did not occur in the assessment of the earlier vears”
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3.117. The Commitiee desired to know whether {here were any
standing instructions issued to the assessing officers that 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 instructions would
again be issued shortly.

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

3.119. As to the posltion regarding rectification recovery, the
Ministry had stated as follows:

“The assessments for the vears 1964-65 and 1965-¢6 have been
revised under section 147(b), raising an additronal demand
as under:—

1964-65 . Rs. 33,356

1965-66 . Rs. 13.891
Total . Rs. 47247

The Inspeciing Assiw !t Cormmivsione: o serutiny of the case
has held that action under section 104 is not calied for the
assessment vear 1964-65. Action under section 104 has
wrep been completed for 1965-66 raising  an  additional
demand of Re. 47.156. The total additional demaund of tox
raized comes to Rs. 94403 as aoninst R 141993 mentoned
by Audit.”

3120, In o subsequen uote, the AMinistry hove sooed that the
enure additions! “‘emand f Re. 94403 hay < mee been recovered.

3121 Inreply to q warstinn, she Ministey have elanfied 1o cetion
under Scction 104 was met called for, for the assessment vear 104-65.
ags dividend distributed wir adeguate.

3122 The Committee wore nformed by Audit thar thie cace
oceurred in a Companies Circie.

3.123. While the Committee note that the entire amount of short-
levy in this case has heen recovered, they cannot help ohserving that
the short-levy was caused by negligence on the part of the assessing
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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. These 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. 1t is regret-
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 by the Board. The Committee
trust that these will be strictly followed.

3.124. Elsewhere in the Report. the Committee have drawn atten-
tion to other mistakes that occurred in Company Circles. This
suggests that the Board would have specially to examine the position
in regard to these Circles in order to uscertain whether staff posted

ip these circles need ‘in service’ training to cnable them to discharge
their duties effectively.

(2) INCOME ESCAPING ASSESSMENT

Aud:t Paragraph

3125, A company used to obtam overdrafts from o bank against
the hypothecation of its stocks. Such stocks were saown in the
statements submitted to the bank as on the last duy of the accounting
vear of the company.

It was noticed oy the Lcaine-tax Officer that the siock shown by
the company in the statemodt <abmitted to the bank as on  3lst
December, 1958 was more © th o value and guantity than  that
shown in the Balarce-sheet 0 the oompany as on oy dete, Such
andisclosed stock wue oxtimated by the Income-tax Officer  at
15 651.730 and this amount was added to the income of the company

v the assessment vear 1960-61

For the next gssossment vear sceearding to the Income-tax Officer,
the undisclosed stocl wa- of the value of Rs. 1,76.756. Holding
the the value of the stoex wdded in the preceding assessment yvear
should be allewets as a deduetion as opening stock carried forward,
the: Income-tax Officer allowed » deduction of Rs. 474979 heing the
difference between Bs. 651,735 end Rs. 1,76.756 the suprressed stock
of 1961-62. It was. however, found that the value »f the undisclosed
stock as on 31st December, 1960 was nat Rs, 176 736 2< held by the
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JIncome-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
.addition to be made for the year 1961-62 amounting 1o Rs. 4,78,919
and the deduction of Rs. 4,74.979 made by the Income-tax Officer
‘was incorrect,

Again, in the assessment year 1962-63, there was a further undis-
closed stock of Rs. 7.61929. The income of the company was short-
-computed to the extent of Rs. 17.15,827 due to the omissions pointed
out above.

In the case of the same company, a deduction of Rs. 273,755 wus
allowed on account of development rebate during the assessment
vear 1963-64 though the company was not entitled to this. Thus the
net loss of the company was calculated in excess to the extent of
Rs. 1990 kkhs and was allowed {o be carried forward fo1 adjust-
ment against future year's profits.

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

[Paragraph 53(a) of Audit Report (Civil) on Revenue Receipts,
1968).

3.126. The Committee have been informed by Audit that develop-
ment rebate amounting to Rx, 273755 had been allowed by the
Income-tax Officer even though the necessary reserve to the extent
of 75 per cent was not debited to the Profit and Loss Account,

3.127. In a note furnished to the Committee. the Ministry have
stated:

“The Audit reported the following amounts of under-assess-
ment in this case:

Asstt. Year Amount of Reasons for holding thet ther: has

under-assesx- heen under-assesrmient,
ment
o (2) 3)
" 196162  Rs.953898  More stocks were pledged with the
Bank than shown in ‘he bhonks.
1962-63 Rs. 7.61.929 -do-

1963-64 Rs. 2.73.755 Development rebate reserve was
not created and yet development
rebate was allowed.
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The Ministry have found that the actual under-assessment
for the first two years was considerably Inwer than what
Audit reported. Thus, for 1961-62 the actual amount of
addition on the ground of discrepancy in stock which
could have been made by the Income-tax Officer 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 Income-tax Officer allowed an adjust-
ment in the assessment for 1961-62 plus 1.01.692, the sum
which could have been justifiably added by the Incomc-
tax Officer—1.76.756. the addition actuallv made by the
Income-tax Officer in the original assessment.) For 1962-
63. the Appcllate Assistant Commissioner has not yet
heard the appeal on the question of stack  discrepancy:
but applyving the same principles as adopted by the
Appellate Assistant Commissioner for 1961-62, the net
addition which can be justified for 1962-63 cannot possibly
exceed Rs. 1 lakh. However, the figure reparted by Audit
for 1963-64 will not need anyv variation. It will thus be
found that the aggresate amount of under-assessment for
the three vears in question would be about R+ 7.75 lakhs.
against Rs. 19.5 lakhs reported by Audit”

3.128. The Ministry have further stated: “Thoe  circumstances
under which the mistakes had occurred in this case bave been {cok-
ed into, but no suspicious features have been found. The error for
the assessment vear 1963-64 wus due to pure inadvertance. For the
other two vears the additions are on debateable grounds.”

3.129. The Committee desired to kmow whether the assessments
had been checked in Internal Audit. In their renlv. the Ministry
have stated:

“The assessments were not checked by the Internal  Audit
Partv. This being a company case_ it should have bern
checked by the Internal At Perty. However, ¢ ha
been gathered that the major mistakos < detected, were
due to difference in the value of stocks as per books of the
company and as shown in account of Bank, which is out-
side the scope of checking by the Internal Audit Party.”

3.130. In reply to another question, the Ministry have stated that
the assessment for 1981-62 was completed by one Income-Tax
Officer and the assessments for 1962-63 and 1963-64 were completed
by another Income-tax Officer.
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3.131. During evidence, the Chairman, Central Board of Direct
Taxes stated that in this case the Income-tax Officer had himself
found that the company had shown a much higher figure of stock
in the statement submitted to the Bank than shown in the Balance-
Sheet of the company. He had also added the difference to the
income of the company for the vear 1960-61.

3.132. He further stated: “In this particular case,........ the
aggregate of the assessed loss upto 1963-64 is Rs. 66 lakhs. For the
next four vears the assessment has not been made and there has been
made and there has been a returned loss to the extent of Rs. 1.73
crores. Therefore, whatever addition (the Income--tax Officer), made
is only on paper. I also want ty sav 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 witness stated: “The appeliate
authorities including the Appellate Tribunal have notled in several
cases that in order to get over-draft. an assessee uzuallv overslates
his stock........ For the purpose of Profit and Loss Account. he
values it at cost or market rate whichever is lower but for purposes
of getting overdraft, he can value it at market rate which could be
higher.” In case. however. the quantity indicated in the retumns
submitted to the bank differed from the quantity shown in the
Balance-Sheet. the difference was teken intn aceriint for the purpose
nf assessment.

3.134. The Committee note that there was an under-assessment of
Rs. 7.75 lakhs in this case for the vears 1961-62, 1962.67 and 1963-61.
Thev observe that while the hulk of the under-assessment was doe to
the failure tn make due additions on account of the undisclosed stock
of the comno - under-assessment to the extent of Ry 272755 was
due to the incorrect allowance of development rehate. It is not clear
how the development rebate could he allowed when the company had
not created the necessary reserve of 75 per cent that was reauired
to qualify for rehate.

3.135. Another aspect of the case is that even though the ac.esser
was a eompany. the awesments were not checked Ly Internal Audit
as required. It has been stated that as Internal Audit parties do not
check hank statements, the omission that occurred in the course of
assessment might not have come to notice even if the Internal Audit
had carried out a check. The Committee would like Government to
consider the feasibility of suitahiv extending the scope of functions of
Internal Andit so as to make it an effective instrument for checking
the accuracy of assessments,
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(h) Commission to assess appropriate amount of profit chargeable
to tax

Audit Paragraph

3.136. In accordance with the executive instructions issued under
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 allowance given in the assessment etc.
as a percentage of the world turnover and these percentages are
applied to India turnover to find the income assessable to tax in
India. In the case of a British Shipping company. ratio certificates
were given by the United Kingdom authorities separately for the
profits of the company. wear and tear allowance and als» for deemed
profits arising out of sale of depreciable as:e!s, assessable as ircome.
In the assessments of the company for 1963-64 and 1964-85 the In-
come-tax Officer considered the first two certificates only and omitted
to add to the Indian income. a proportionate amount based on the
ratio rcertificate relating to profits deemed to arise on sale of depre-
viuhhe assets. The under-assessment of income on this  account
amaunted to Rs. 396886 for the assessment vears 1963-64 and 1964-
°% - th a consequential short-levy of tax of Rs. 2.57.976.

[Paragraph 55(a) of Audit Report (Civil) on Revenue Receipts,
1968.3

3137 The Committee desired to know the ussessment precedure
laid down in the executive imstructions referred tn in the Audit
paragraph  In their replv, the Ministry have stated:

“Rule 23 of the Income-tax Rule~, 1922 und Rule 10 of the
Income-tax Rules, 1962, which substitutes it. provided for three
alternative methods f computing the profits in such cases:

(i) As a percentage of the turnover:

(i) A proportion of the profits. in the ratio of the receipts in
India to total receipts;

(iii) “In such other munner as the Income-tax Officer may
deem suitable.”

The companies electing to be assessed on the basis of the‘pniged
Kingdom ratio certificates are assessed by applying methoq“(u) with
a slight modification, so that it becomes really method (iii) Under
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this arrangement. a proportion of the profits of the company, before
determination of profits or losses under section 10(2)(vii)l4l, 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 instruc-
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 applyv the provisions of section 10(2)(vii) to such
cases and the companies concerned will have to accep! the position.
The Committee desired to know the circumstances in v-hich these
instructions were issued. The Ministrv have stated:

“The instructions were issued in the circumstances stated below:

(1) Shipping companies operating in different countries find
it extremely difficult to produce detailed accounts snd file
returns as every port of call. The arrangement would
avoid such a situation in India

(2) Profits as well as losses under section 1) (vil)  woull
be ignored when assessees opted for this method. In un
era of rapid technological development there is likely to
be more lusses than profit on the sale of discarded mactii-
nerv.”

3.139. The Committee enquired whether i Beond had issued
necessary instrictions ag to what an Income-tax Oficer should do if
as assessee produced a United Kingdom Ratio Certificate showin:
the percentage of deemed profits arising out of sale «f depreciable
assets in the United Kingdom. The Ministry have given the follow-
ing replv:

“The Bourd have not issued any such instructi, ns. heeause ti
srofits as much os losses on sale of depreciable  a-set
wau'd have to he ignored under the existion instroctions’

3140, The Committee were informed by Audit thet woeordar
tn the view tak'n b the Ministry, as the assessee had exercived oo
option. as contemplated in the Board's instructiong the deemed pro-
fits were not assessable 1o tax. They desired to know the conten's
of the option exercised and ilon whether such an eption wae con-
templater] under the Baard’s inctructinng when the Thoted Kineden
authorities furnished a sepurate ratic certificate { o the deemed
profis In their renlv. the Misictw ave stated:

“The ranter' - of the option cvoerived by the aeeerees are that
the wanld be producing United ¥onedam Tax Ratio Certificati 70
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would also be agreeable to forego any claim of loss under section
10(2) (vii) |41 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 vears (i.e.. for 1960-61 and 1961-62)
were concluded in this case. Thev also enquired whether these
assessments had been accepted by the assessee. The Ministrv have
stated as follows:

“The assessments for both 1960-61 and 1961-62 were framed
overlooking the Board's instructions. For 1960-61, the Income-tax
Officer assessed a halancing charge of Rs. 248.624 and also aliowed
terminal allowance of Rs. 142, In the next vear’s assessment he
included a balancing charge of Rs. 422 No appeal was. however,
filed by the assessee against either of the assessments™

“Though there is a gain to revenue by the Income-tax Officer's
action, which was contrary to the Board's instructions. the Govern-
ment feel that his actinn for these vears was incorrect. The circular
in question had been issued by the Government after due considera-
tion on the following factors:

(1) Shipping companies operating in different countries find
it extremely difficult to produce detailed accounts and le
returns at everv port of call. The arrangement would
avoid such a sttustion in India

(2y Profits as much as losses under section 1002) (vi) would
be ignored when assessees opted for this method. In an
cra of rapid technological development taere is likelv to
be more Josses than profit on the sale of discarded machi-
nerv.”

3142, This case raises an important point bearing on the method
of computation of income, profits or gains accruing to British Ship-
ping Companies. The Committee would like the Board to have the
matter examined, in consultation with Audit and Ministry of Law,
if necessary. The Committee would also like to be apprised of the
decision taken,
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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 qualifving for such rebate are to be excluded in calculat-
ing the limits.

An assessee with a total income of Rs. 3,52,834 in each of the
asscssment vears 1963-64 and 1964-65 made donations of Rs. 1,25000
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 vears 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 Audit Report (Civil) on Revenue Receipts,
1968].

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

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

44. The following table shows the number of cases of over-
as-ussments reported in earlier Audit Reports:

Audit Rep 1t N . feases Amount
{in lakhs of Rs )

1063 7 0 02
1964 258 3:93
1965 1.283 27.7%
166 1,408 16.88
1uh= 2,014 65 -89
1068 2392 58-73

96
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45. The Committee regret that due 10 omission 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 succes-
sive years to the extent of Rs. 89,187. The over-assessment also escap-
ed the notice of Internal Audit which had checked the case. 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 officers 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 obser-
vations in paragruphs 2.39 and 2.40 of their 29th Report (Fourth Lok
Sabha). As these over-assessments result in penalising assessees for
no fault of theirs, the Conmmittee would like effective steps to be
taken by the Board for their elimination,

Over-assessment of tax
Audit paragraph

4.7. According to the Finance Act, 1960 (which had retrospective
vffect from assessment year 1958-59) and the subsequent Finance
Acts the super-tax (income-tax for the assessment year 1965-66)
pavable 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 the amount of profits and gains from life insurance
business so included at the rate applicable to Life Insur-
ance Corporation of India, and

(ii) on the remaining part of its total income at the rate
applicable to its total income.

In the case of a non-resident company assessed on its income
irom insurance business in India. the concessional rate of super-tax
({income-tax in 1965-66) provided in the Finance Acts was omitted
t. be allowed for the assessment years 1958-58 to 1965-66. This has
tesulted in excess-levy of tax of Rs. 4,21,356.

[Paragraph 56(b) of Audit Report (Civil) on Revenue Receipts,
1968]. g

48, The Committee enquired whether the assessments were
checked by the Internal Audit Party for any year. The Ministry
have stated:

“The Internal Audit Party checked the case but the question
as to whether or not the assessee company was a life
430 (aii} .S =7
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insurance concern was beyond its scope of enquiry. Even
the Income-tax Officer 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 into
existence.”

49. 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 Inome-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 officers. The Ministry have stated:

“Yes. Important changes in law or decisions by courts 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. 421356, which had since
been made to the assessee.

4.12. The Committee note that due to a failure on the part of the
assessing officer 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 over-assessed for eight consceutive
assessment years. It is 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 checked two of the
assessments overlooked the mistake. Over-assessments of this nature
apart from inconveniencing assessees will detract from the DePﬂ_""
ment's standing in the public eye. The Committee hope that effective
action will be taken to put a stop to such over-assessments.

Audit paragraph

4.13. An assessee company paid an advance tax of Rs. 19 lﬂlt‘::
on 14th March, 1962 and also filed its return of income for
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assessment year 1962-83 on 31st August, 1962. However, the Income
Tax Officer completed the assessment for the year 1962-63 on 30th
March, 1966 and determined a loss of Rs. 17,54489. 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 viz. 30th March, 1966
amounting to Rs. 2,70,000 had not been paid. Report regarding recti-
fication and payment of interest to assessee is awaited.

[Paragraph 56(c) of Audit Report (Civil) on Revenue Receipts,
1068].

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 number 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, 1922/1961, but the esti-
mate was field only on 21-3-1962 that is, after the last
permissible date had already been over.

(ii) When the regular assessment was made 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
assessee.

The Income-tax Officer's action represents an honest effort to secure
the interest of revenue. Of course, the Board decided, on a reference
made to them, that interest should be allowed to the assessee in
the circumstances of the case.”

4.15. The Committee were informed by the Ministry that the
assessment for the assessment year 1962-63 had been rectified and
a sum of Rs. 2.39.833 (which was the actual amount of interest
worked out), had been refunded to the assesee.
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416. The Commitiee note that the interest amounting to
Rs. 239,833 has since been refunded to the assessee company on the
advance tax of Rs, 15 lakhs deposited by it. The Committee 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 assessment. The Committee would like
Government to impress upon the Income-tax authorities that inter.
est due should be paid to assessees promptly.

417. The Committee desired to know the action taken by Gov-
ernment on the following recommendations of the Public Accounts

Committee (1967-68) made in paras 2.54-2.55 of their 28th Report
(Fourth Lok Sabha):

“The Committee are perturbed that the amount involved in
cases of over-assessment has greatly incrcased last vear
and suggest that the Department should make a detailed
study to identify the causes of such over-assessments and
take effective remedial measures to curb this vaxatious
tendency on the part of the Department to overpitch as-
sessments. The Committee would like io be informed of

the remedial measures taken by Government in this be-
half.”

“The Committee are inclined to consider that in cases of over-
assessment it is the moral duty of the Government to re-
fund the excess tax collected erronecusly ar illepal’y and
not plead limitation. They suggest that Government
should consider the feasibilitv of amending; the law suit-
ably so that the Commussioners cannot reroct revision peti-
tions for refund in cases of over-assessment due to clear
mistakes either of Law or of fact on the ground of limi-
tation”

418. During evidence, the Finance Secretary stated: “Govern-
ment would also very much desire that this tendency towards over-
assessment should be heavily curbed, because apart from not yiving
any gain for revenue. it upsets public re'ations and causes delay in
tax collection The question 15 by which means Jo we achieve it
Knowing the temperament of the officials at this jevel, if we send
out a circular, that would straightway be made an excuse for making
under-assessments. The officers would say they were scting in the
spirit of that instruction and they should not be called upon to €x
plain on that account.: The only proper way is by cresting a propef
atmosphere. In the last two vears, | am sure this was 8lso done
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earlier—in the Commissioners’ Conference, and in other discussions,

this matter has been brought up as to how to set these officers on
the right course...... ” v

4.19. Referring to para 2.55 ibid. the Committee enquired wheiher
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 Secretary 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 filed beyond the permissible limit of two vears.
We condone the delay in hundreds of cases. ... . . We have inseruct-
ed that it should be condoned freely. In some cases if there are mis-
takes in computation of income and if the assessees have paid the
money, these can be rectified even after four years. Actually the
Secretary or Additional Secretary can take decisions in this regard
either on their own or under orders of Minister.”

4.20. Asked whether they would like to have a statutory power
in this regard, the witness stated: “It would be welcome.” In reply
to a question, he stated: “If there is any lacuna in legislation, 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), the 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 Commissicners
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 rectified due
to the operation of the law of limitation. In all suitable
cases, Government does waive the limitation and refunds
are invariably allowed”

“After giving their caraf.! thought to the recommendations
of the Public Accounts Committee regarding the amend-
ment of the law, the Government feel that the present
practice, which has been working well, may be allowed
to continue. A change in the law of limitation cannot
possibly operate entirely in favour of assessees; it will
certainly expose them to fresh hazards of assessments in
closed cases as we'l”
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4.22. The Commuttee observe that in their 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 official 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
to over-assess has been encouraged by the Department's
failure to take cognisance of over-assessments particularly
when the fact of such over-assessment becomes evident
by huge reductions on appeals.”

423. The Committee enquired whether any action was taken
against the officers having a tendency of over-pitching demands. The
Chairman. Central Board of Direct Taxes stated: “For officers who
have a tendency to over-assessments we do write in their confiden-
tlal 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.”

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

“The Ministry is alive 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 basis of the find-
ings of the Study Team. instructions have, however, been
issued by the Central Board of Direct Taxes urging the
assessing officers to exercise restraint in making assess-
ments. Further studies in other charges will be under-
taken and suitable steps taken to curb any tendency to
over-pitch assessments.”
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4.25. The Committee disapprove of the tendency to over-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, adds to the work of the Department
and causes delay in collection. The Committee note in this connee-
tion that some of the witnesses appearing before the 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 huge reductions on
appeal. While the Committee grant that, in view of the complicat-
ed nature of the law, genuine mistakes may sometimes occur, they
strongly deprecate the tendency of making “thoughtless additions”
without proper scrutiny of the accounts. The Commitlce 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 28th Report, Government had undertaken a re-
view of appellate orders in a few charges to determine the extent to
which assessments 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 Government to
orders passed by Appellate Assistant Commissioners. The Commit-
tee desire that Government should also review appellate orders
passed by the Tribunals and the Courts. In all cases where appel-
late authorities have allowed substantial relief and harassment of
the assessee is manifest, the Committee would like appropriate ac-
tion to be taken against erring officers.

427. In para 255 of their 28th Report (Fourth Jok Sabha), the
Committee had observed that it is the moral duty of Government to
refund the excess tax collected erroneously or illegally without
pleading limitation. They have been informed by the Ministry that,
under the existing instructions, the Commissioners of Income-tax
refer time-barred cases of over-assessment to Government who ad-
vise them to waive limitation and allow refunds in all suitable cases.
The Committee are glad to note Government's instructions and hope
that these would be followed in the letter and the spirit.



Chapter—V
OTHER TOPICS OF INTEREST
(a) SEARCHES AND SEIZURES®.
Audit paragraph

5.1. Out of 556 cases in which searches and seizurvs were made
during the period from 1st April, 1964 to 31st August, 1965, assess-
ments were completed in 246 cases to end of 3lst August, 1967,
During the period 1st September, 1966 to 31st August. 1967 assess-
ments were completed in 54 cases rais.n< a demand of tax of Rs, 155.79
lakhs and a penalty of Rs. 9.36 lakhs. In 310 cases assessments are
pending on 31st August, 1967.

(ii) Out of 221 cases of searches and seizures made during the
period 1st September, 1965 to 31lst 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. 35.81 lakhs and penalty of Rs. 0.77 lakhs were raised.
In 138 cases assessments are pending on 31st August, 1967.

(iii) During the period Ist September, 1966 to 31st August 1967,
149 searches and sejures were made and the following table shows
the total value of jewellery, cash etc.. seized, the number of assess-
ments completed and the amount of concealed income involved:

(1) Toral number of cases in which searches aid 149
seizures were made

?2) Total Value of Jewellery, cash, currency notes,

negotisble instruments, valuable articles, etc., Rs. 86-39 lakhs
(3) Total number of case in which assessment

were completed . . . . . . 18
{4) Amount concealed in cases referred to in item

Gy - Rs. 1444 lakhs
(s5) Tax involved in item {y; . . . . Rs. 807 lakhs

{6) Penalty levied in cases in which assessment were .
completed . . . . ) . . Pending

B e e g A——————

*Figures are as fur-hif";;& hv the Minisitr;v; |
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(7) Numhzr of cases in which prosecutions 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:

—————— et o - . S i e o ——— e ———

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

ssments

are pend-
ding
18t April, 1964 to 31st August, 1965 . . 556 3io
1st September, 1965 to 315t August, 1966 . .o221 138
1st September, 1966 to 31st August, 1967 . . 149 131
926 579

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 number of searches carried out by the De-
partment wasg coming down frem vear to year. As against 556
searches and seizures carried out in 1964-65, the number of searches
and seizures carried out during 1966-67 was 149.

54. The Finance Secretary added, “We must exercise these
powers carefully and cautiously. The effect of search on the assessee’s
reputation and standiug can be disastrous. We have to try to “ave
an arrangement whereby these searches and reizuires are app!ied 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 whercas in
other Dejurtments, the power of search wa- exercised relatively at a
low leve! ii. the¢ lucome-tax Department un authorisaticn to make
a sesrch could only be issued by the Commissioner who was expec-
ted to exercise his discretion in - -;uasi-judicial manner. Before
issuing an suthorisation, the Commisswner had to record the reasons
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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 authorise
the search. But the proposal was rejected. The Finance Secretary
added that, to ensure that the Department acted on the basis 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 3lst 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 Commis-
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 will 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 autho-
rise any Deputy Director of Inspection, Inspecting Assistant Com-
missioner, Assistant Director of Inspection or Income-tax Officer 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:

(i) any person to whom summons/notices under the provi-
sions of the Act have been issued requiring production of
any books of accounts or documents has failed or omitted
to produce such hooks of accounts or documents, or

(ii) any person to whom summons or notices as aforesaid have
been or might have been issued will not or would not
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produce any books of accounts or documents which will
be useful or relevant to any proceedings under the 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 Committee enquired whether any remedy was available to
victims of an arbitrary search. The Finance Secretarv stated: “In
the scheme of things, one could not really safeguard against zrbi-
trary searches and seizures” He added: “The question really is,
what is the trend. I it is found that the number ¢ such searches
and seizures has become disproportionate and ha: turned out to be
arbitrary, then there is a clear case for putting a halt. If, on the
other hand, care is being exercised and the process is to undertake
them in a selective manner. the approach could well be different.”

58. 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. They 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 may be exer-
cised by the Commissioner only in cases where the escaped income
was suspected to bs Rs. 50,000 or more. The Finance Secretary
stated: “If we were to circumscribe the use of these powers by any
statutory limitation, the result of that inevitably will be that the
Commissioners will be very hesitant and reluctant to exercise them. .
.«.. (This) will put (them) so much on the guard that this provi-
sion will remain only as a dead etter...... " In reply to a further

question, the witness, however, promised to examine the sugges-
tion.

3.9. According to the Income-tax (Amendment) Act, 1965 where
anv money, bullion, jewellery etc. has been seized the Income-tax
Officer is required to pass an order under section 132(5) within 90
days of the seizure. The order should be passed estimating the un-
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disclosed income in a summary manner and only that portion of the
assets seized may be retained as is sufficient to meet the agg.egaie
tax liabilities while the balance has to be forthwith released.
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 de-
termined on completion of regular assessment ©r re-
assessment in respect of concealed income, the interest
running from the date following the expiry of six months
from the date of summary order to the date of regular
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 3ist
August 1967, assessments had been completed by 3lst December,
1968.

5.11. In a note, the Ministry have stated:

“The information, as on 31st December 1988, is not available.
The number of cases and the amount of tax involved, in
which assessments had been completed by 31st August
1568, were 561 and Rs. 560.82 lakhs (includine 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 cvr.siderable time
because of the detailed investigations i..olved and the
scrutiny of voluminous materials and documents sejzed.”

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

“The Board are getting quarterly reperts from the Commis-
sioners of Income-tax and, on reviewing them, have been
issuing necessary instructions for expeditious dispesal of
the cases. Time-limits are preserihed by the Board in in-
dividual cases requiring special attention.”



109

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

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

515. The Committee desired to be furnished with information
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 was the num-
ber of cases in which:

(i) penalties were levied:
(ii) procecutions were launched; and

(iii) convictions were obtained bv 31st December. 1068,
5.16. In their reply. the Ministry have stated:

{i+ “The information is no! available and will have to be
called for from the Commissioners of Income-tux. A
reoly will be sent to the PAC after coliating the informa-
tion from the different charges.

(1) In § cases out of 926 in which scarches and seizures had
been made during the period Ist April 1964 to 31st August
1967 prosecutions were launched.

(iii) Two cases were compounded and the remair.ne six cases
are pending before Courts™

5.17. Tne Committee desired to know whether the Board had laid
down any principles for the composition of offences under section
279(2). From a note furnished by the Ministry the Committee ob-
serve that in their instructions dated 1st March 1969. the Board have

indicated the following broad guide lines for the cotanosition of
offences:

(i) “Compounding of an offence may Le condidered only in
those cases in which the assessee comes forwvard with a
written request for compounding the offence;

(i) Cases 1in which the prospects of a successful prosecution
are good, should not ordinarily be compounded:
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(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 it may be ad-
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 the persons giving
information regarding concealed income were in the reguiar 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 any action was taken against informers in case the
information furnished by them was found to be wrong, the witness
stated: “We cannot take anv civil action, because most of these
people are penniless. We can perhaps take some criminal action.
We are examining it.”

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.

5.20. The Committee are concerned over the inordinate delay in
finalising assessment/reassessment in cases in which searches or
seizures have been carried out. As on 31st August, 1968, 365 out of
926 cases in which searches and seizures had been carried out
between April, 1964 and August, 1967 were awaiting finalisation.
The Committee have already drawn attention to the need to have
the assessment expeditiously finalised in cases of this type in para
1.103 of their Seventeenth Report (Fourth Lok Sabha). The Com-
mittee would like Government to impress upon the assessing
officers the need to be prompt in dealing with these cases. Lack of
promptitude might possibly also entail avoidable interest liability to
Government under section 132(A) of the Act.
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5.21. The Committee would also like to point out that very wide
powers are 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 causing harassment
to assessees, could do incalculable harm to their prestige and stand-
ing. The Committee note that Government are contemplating the
issue of suitable instructions on this point. They would like 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 officer 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 scarches
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 all such
cases with a view to their early finalisation.

(b) PENDING APPEALS
Audit Paragreph el
Appeals pending on 30th June, 1967*

Income Income-

tax appeals tax revi-
with sion peti-
Appellate tions with

Assistant  Commis-

Commis- sioners

sioners
5:23 . o B
{(a) Number of appcals/revision petitions . . 16Ts12 6,544
{b) Out of appeals'revision petitions instituted .
during 1966-67 . . . . . . 90.086 3.100
(¢) Out of aposils’revision  pstitions  instituted |
in carlier vaars . . . . . L 23492 2,187

Year:;;;s.e break-up ;fappealcaSc and revision petitions pend-
ing with the Appellate Assistant Commissioners and Commissioners
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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

30-6-1966 30-6-1967 30-6-1966 30-6-1967

1953-$4 . . . . 1 1
1954-55 . . . . 1 1 I 1
1955-56 - 9 8 s 5
1956-57 . . . . 21 14 3 3
1957-58 . . . . 23 17 13 10
1958-59 . . . . 67 27 43 27
1959-60 . . . . 127 50 S1 34
1960-61 . . . : 181 60 67 53
1961-62 . . . 431 162 88 37
1962-63 . . . . 1,632 486 219 127
1963-64 . . . . 3.986 1.301 513 209
1964-6% . . . 17,002 5,621 875 465
1965-66 . . . . 89,155 16,744 2,686 1,126
1966-67 . . . . 43,526 90,086 1,035 3,100
1967-68 . . . . —_ §3,:934 . 1,257

Toral . . 1,56,162  1,67,512 5,599 6,544

[Paragraph 59(b) of Audit Report (Civil), Revenue Receipts, 1968.)
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5.24. The total number of cases, pending with Appellate Assistant
Commissioners as to the end of June every year for the last five
years was as follows:

{Total number of cases)

As on 30th june, 1964 . 84T
As on 30th June, 1965 .. 1,20,736
As on 30th June, 1966 .. 1,56.162
As on 30th June, 1967 .. 167,512
As on 30th June, 1968 .. 2,690,924

5.25. The Chaxrman Lemral Board of Dlrect Taﬁ(e, stated that
all the additiunal posts. sanctioned for appeliate work, could not be
filled in beciuse the question of relative seniority of direct recruits
vis-a-vis promotee officers was in dispute before the Supreme Court.
The Suvreme Court gave their judgemsos, in Februarv, 1967 and ths
Dornariment were able to implemont the mandamus oniy in October,
1968. The number of Appe’late Assistant Commissioners at present
wit 174—46 more than last year. Cer‘ain other changes in sta{f had
aiss been made. Formerly, an Anuellzle Assistant Commissioner
had nnlv ano stenographer.  But now he had also been provided with
a s'ono-tpist. in lieu of a Lower Division Clerk. This emall addi-

tion:l glenographic assistan: o not inveolve much experditure, but
with this, many of the Ar . 'o Assistant Commissioners had been
able o incress - thoir wisp oo Ly about 25 per cent. Tho Appellate
Assistant Coneefsjoners b0 ilso been asked to send their pro-
gram:ne of disnesals so the Joard could ensure that the appeals

of enlivr .,c:u.s were given due priority. As a result of these
me: cires, the current monthly disposal ex~eeded the current filing
by it 19,000, whereas previously, the iisposals ware not able to
cop: with even [resh filings. He expected the Department to be
fairlv curre=t in the matter of appeals bv February, or March, 1970.

3.26. The number of revision petit:ons pending with the Commis-
sioners of Income-tax as on 30th June, 1963, 30th June, 1966, 3)th
June, 1967 and 30th September. 1968 was as fol'ows:

M - en [ —

Date - No of cases pending
T 30-61065 D 4,780
30.6-1966 . 5.599
30-6-1967 .. 6.544
30-8-1968 .. 1234

430 (aii) LS—8.
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5.27. According to the Chairman, Central Board of Direct Taxes,
“the increase (in the number of pending revision petitions) was
ascribable to larger institution of revision petitions (7,492 petitions
were filed during 1967-68) and not to lower disposals.” He thought
that the position was “satisfactory”. The number of pending cases
which had arisen to 8,083 by 3lst March, 1968 from 7,304 on 3lst
March, 1967, had been brought down to 7.234 on 30th September,
1968. Whenever the Members of the Board happened to go on tour,
they looked into this aspect. 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 of revision petitions is aue to more
institution of such petitions because of much larger numbar
of assessments than in the past. The number of assuss-
ments completed in the different financial veais is given

below:
Financia—I- Year Nongf a—i;seussmen*tws completed
R 1965-66 .. Coagagnr
1966-67 . 24,18,094
1967-68 . 25,568,554

1963-69 (upto 31-1-1989) .. 25,29.860"

© 5.29, “Apart from the increase in the number of assessments, an-
other factor also is responsible for increase in pendency. The Com-
missioners of Tncome-tax are now required to give persuna! hearing
to assessees before deciding the revision petitions. In the past they
were disposing of such petitions on the basis of records only.”

5.30. “The Commissioners have been asked to give priority to the
disposal of revision petitions and to bring down pendency. In recent
months the pendency has been declining. The Board is keeping &
watch.” )

531. The report on ‘Rationalisation and S'mplification of tax
Structure’ contains the following observations about pending appeals:

“Alarming is not too strong a word to describe the present posi-
tion. The number of appeals pending before Appellate
Assistant Commissioners at the end of 1062-63 was 89,349
this has nearly doubled to 170,914 at the end of 1965-86.
The number of appeals filed each vear is steadily increas-
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ing—from 1,14,035 in 1982-63 to 1,84,004 in 1965-66. The
rate of increase is obviously not unreasonably high in the
light 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 1982-63, it rose to
only 1,38,108 in 1965-66. On these figures it wou'd appear
that on an average an appeal should take absut one year.
But a large number do take much longer, particularly
those which remain ‘blocked’.”

“Unlesz some reallv effective measures are taken, this state of
affairs will, it anything get worse. Delay 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, 1964 was 84,736 in-
creased to 2,00,928 as at the end of June, 1968. The Com-
mittee would like to point out that delay in the disposal of appeals
“is almost assuming the proportion of denial of justice” The Com-
mittee note that certain additional posts were sanctioned in the
Department to cope with increasing work in this respect, but due to
various reasons the posts could not be filled up till recently. The
Committee also note that steps are being taken by the Department
to clear the backlog of pending appeals. They hope that as a result
work will be “fairly current” by March, 1970 as expected by Gov-
emment. The Committee expect that Government will keep the
matter under constant and continuous watch.

5.33. The Conunittee would also like to point out that the number
of revision petitions pending with Commissioners increased from
4,760 as at the end of June, 1965 to 7,234 as at the end of September,
1968. The Committee would like steps to be taken to bring down the
number of outstanding revision petitions.

(c) ARREARS OF PENALTY PROCEEDINGS®
Audit Paragraph .
5.34. Under the Income-tax Act, penalties are leviable for failure:

(a) to furnish the return without sufficient reasons;

(b) to comply with the requisition to produce books and do-
cuments;
(c) to disclose fully correctly the particulars of income; and

(d) in regard to pavment of advance tax.

*Figures are as furnisher 5. ‘& Mi}lis_try.
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Unlike the provisions of the Income-tax Act, 1961, according to
which all 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, 1967 and the approximate amount of penalty involved.

Approximate

Year of assessment No of cases amount of

penalty in-

volved

(@ ® (@© (@ Rs.
1951-52 and earlier vears 151 112 668 44  $8,07,547
1952-53 . . . : 70 32 153 2 68.49,837
19:3-74 . : . . 85 36 159 42 19.71.16§
1974-55 . : . 93 29 154 63 38.22.963
195¢-56 . . : . 83 31 157 8 1438,428
1956-57 . . , . 153 §1 227 120 24.39.669
19:.7-¢3 . ; . 266 88 339 206 32,42,40§
1958-59 . . 138 76 228 152 21,19,309
1959-60 . . . 251 77 229 20 16,34,380
1960-61 . . . , 295 112 222 183 21.21.043
1961-62 . : , : 463 128 487 268 21.38.€30

p— —— — P

2,148 75y 2993 1.406 3.65.85.676

{Paragraph 61 of Audit Report (Civil) on Revenue Recipts, 1968).

5.35. The Committee desired to know the reasons for the heavy
pendency of penalty proceedings under the old Act. The Chairman,
Central Board of Direct Taxes state: “A good number of penalty
appeals are pending before the Appellate Tribunal. If the Appellate
Tribunal takes an adverse view on the additions made in the assess-
ment, there is no point in having penalty proceedings. One has
{therefore) to await the decision of the Appeliate Tribunal on the
additions made in the assessment...... Sometimes, the assessees
themselves request that penalty proceedings be kept pending and we
also try to avoid infructuous work by agreeing to such requests.” He
also stated: “There have been some High Court decisions sgainst the

view taken by the Department and we have gone in appeal to the
Supreme Court.”
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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 siated:
“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 taken by the
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: “Income-
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 svecial 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-
come-tax was drawn to the large number of penalty pro-
ceedings initiated under the Income-tax, 1922 which -vere
pending for disposal. They were asked to personally look
into all these cases and issue, where necessary, instruc-
tions to the Income-tax Officers 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 31st March, 1967 was 36,583,* but on 31st March, 1968 it
came down to 12410. The amount of tax involved also
got reduced from Rs. 3:86 crores to Rs. 1-24 crores.”

“The Board have reviewed the position in January, 1969 and

issued further instructions for a continued follow-up
action.”

5.39. From the instructions issued by the Board in January, 1969,
the Committee observe that the Commissioners of Income-tax had
been asked to pres:ribe a time limit for the disposal of pending
cases and watch their progress through a monthly statement. They
had also been asked to keep the Board informed of the vrogress
through half-yearly reports. The first report covering the period
upto Slst March, 1969 is to be sent to the Board by 15th April, 1968.

*According to Audit, the number of Penalty proceedings pending as on
31-3-67 was 7314
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5.40. The Committee referred to the State Vs. Offset Works case
wherein the assessment had been declared ultra vires 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 Chalr-
man, Central Board of Direct Taxes stated: “We (have) filed an ap-
peal before the Supreme Court. But, supposing in the Supreme
Court we fail and if the penalty proceedings are quashed, the matter
will have to be considered again in the light of the cbservations of
the Supreme Court.”

541. From a ncte furnished by the Ministry, the Committee ob-
serve that in another case relating to a penalty procceding under the
old Act (Ramkishan Vs. Commissioner of Incometax U.P.) Case
(LT.R. 65, p. 491), the Allahabad High Court have observed as
follows:

“As penalty in respect of the assessment year 1894546 as 3 mat-
ter of strict law could have been imposed in August, 1957,
even though the assessment was completed in March, 1850,
but propriety required the changed circumstances to be
taken into consideration and the responcibility for the in-
ordinate delay to be fastened before levying the penalty
and upholding it.......... ",

5.42. Referring to the new Act, the Committee enquired whoather
any cases had come to nctice where penalty could not be levied be-
cause of the operation of time-bar under section 275. The Chair-
man, Central Board of Direct Taxes stated: “No case has come to
my notice. The Income-tax Officers and the Assistant 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 fina'ise the proceedings before (the)
date of time-bar.”

543. The Committee are concermed ever the inordinate delay in
the disposal of cases of penalty proceedings pending under the In-
come-tax Act, 1922. As on 3ist March, 1967, 7316 cases relating to
108142 or even earlier years were pending, the penalty involved he-
ing Rs. 366 crores; 975 of these cases related to the assessment yeur
1951452 or earlier years.

mmmmmmmamm
proceodings as en 3ist March, 1968 {s 13410. 'l‘hncuplhvﬂlvﬂ‘
-analty of Bs. 124 croves, mw_emmm
Pusition te be still unsetisfactory. ‘A~z-rrendy, the.= <=3 af mY
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time-limit for finalisation of penalty proceedings bas created a feel-
ing of complacency in the Department in this regard. The Commit-
tee would like to point out that, notwithstanding the absence of a,
time-limit, 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 Ramkrishan Vs. Commissioner of In-
come-tax, UP.* is an instance in point. The Committee note that
Government have recently taken steps to fix time-limiits for the dis-
posal of pending cases and asked for reports of progress inade in dis-
posal. The Committee hope that as a result the situation will im-
prove and that, in the process of disposal, the older cases will get
priority,

(d) DEDUCTION OF TAX AT SOURCE BY COMPANIES
Audit Paragraph
5:45
(1) No. of company assessees as on 18t April, 1956 . 25565
No. 0" c.m_any assessecs 02 Ist A ril, 1967 . 16395

(2) No. of companies which had made the prescribad
arrangements for daclaration anJ payment of Ji-
vidands within India.

As on 1st April 1966 . . . . 18623

As on 1st April 1957 . . . . ) 19783

(3) No. of companies which have distributed divid:nd
during 1966-67 . . . : . 7294

(4) Amount in -olved in (3) above. . . . Ry, . .18 lakhs
(s) No. of cases out of (3) in which the statemeat

prescribed in Rule 37(z2) was received. 5479
(6) Amount of deduction shown in the statements

in (5) .m A ) - - . . R& 3923 llkhi
(7) No of cases out of (5) in which the taxdedu

was remintted into banks, . e e 4964
(8) Amount involved in (7) above . e e Rs. 2782 lakhs

(9) No. of cases out of (7) above in which the tax
deducted was remitted after one week of dat. of ‘
deduction or receipt of challan. 1189
¢ Inthe Ramk shan Vs. Commissioner of Income-ux, U.P. (L.T.R. 65,p.493)
the Alishabad High Coust, Inter-alis obscrved a3 follows :
“,.....whars the stsessee is Mot to blame for the inordinate daay in completing
peaalty procsedings #8d the Sword of Democics has been hrpt banging over his head
for meny & year withous a0y rbyme or rcason, jt will certain'y be s factor, aworgst
othey, for the Tribunel to consider whether the order passed by the Income-tax Oficer
‘Wl & Proper ohe.”
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(10) No. of cases out of (5) above where the returns 93
prescribed in section 286 were not received, when
the dividend paid in the case of a company ex-
ceeds Re. 1 and in the case of others Rs. §,000.

(11) No. of companies out of (3) above which have 254,
neither deducted tax at source nor furnished the
statement prescribed in Rule 37(2).

[Parazraph 64 of Audit Report on (¢ivili on Revenue Recei; ts, 1968]

5.46. If a company fails to deduct tax ur after deduction fails to
remit it into Government account it is liable for penaty upto a
maximum of the tax in arrears. The comp~uy is also liable to pay
simpie interest at 6 per cent (9 per cent [rom Ist Qctober, 1967) per
annum on the amount of such tax from the date on which such tax
was deductible to the date on which such tax is actual v paid. (vide.
section 271 of Income-tax Act 1961). With effect yrom 1st April,
1868, under section 276B, the princinal officer of the company is alsa
punishable with rigourous imprisonment for a term which may ex-
tend to six months and is also lizble ¢ fine at a sum not less than
15 per cent per annum on the amount ~f such tax [rom the date on
which such tax was deductible to the date »n whi-h such tax is ac-
tual'y paid.

547 During evidence, the Chairman. Central Board of Direct
Taxes stated: “A majority of these companies had not declared divi-.
dends or declared verv low dividends, with the result that the mat-
ter has nn¢ been pursted. Probably most of them have not declared
dividends. We have a list of about 35 companies which did declare
dividends of sums varving from Rs. 1,000 tn about R: 2 lakhs or 3
lakhs and even higher and thev did not furnish the returns In that
case, the default is more serious, particularly in the case of larger
companies. ... . .In (these cases), certainly prosecution would be
justified. We had issued several reminders, but they have not pro-
duced the response. We have, therefore, taken a decision that we
shou'd prosecute them.”

548. According to a n-te furnished %y the Ministry, the number
of companies which had deducted tax at source on dividend distri-
bute during 1966-67 but did not remit to Government the tax s dr-
ducted, was 254. The corresponding number in respect of the divi-
dend distributed during 1967-68 came down to only 13.

549. As rogards the steps taken to recover the halance of Rs. M4t
lakhs wiric 1ad not been remitted, the Ministry have stated:

“Show cause notices were issued to the companies asking them
to file the returns and statements immedintely. The cases
are being pursued.”
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5.50. The Committee desired to know whather 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 details of which
are given below:

Financial year 65-66 66-67 67-68 68-69  Total

No. of complaints filed .

. . B . 26 234 268
Convictions . . . . . 8 . 19 116 143
Acquittals . . .. .. .. 12 12
Withdrawals . . B .. . 4 4
Compositions . . . .- .. 1 1
Pending before courts . o e . 7 101 108

3.51. As to 1189 cases in which the tax deducted at source was
remitted to Government after the expiry of .ne week, the Commit-
tee enquired whether interest at the prescribed rate had been recov-
ered from the companies for belated payments. The Ministry have
stated that the requisite information was not readily available.

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

“After the introduction of Section 276B with effect from ist
April, 1968 the Commissioners of Incometax have been
instructed to make use of this new power for enforcing
prompt remittance of the tax deducted by c-ompanies as

also securing the timely filling of the prescribed returns
by them.”

553. The Committee note that during the year under review, 254
companies had neither deducted tax at source nor furnished the state-
meat under Section 37(2). The number of companies which deduct-
od the tax at seurce hut did not remit the tax deducted was 254.
1815 companies did not file the prescribed statement under Section
37(2). All this indicates that the position regarding deduction of tax
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‘from dividends, their remittance into treasury and filing of prescaib-
ed returns need to be kept under continuous watch. The Committee
have been informed that the Board had issued necessary instructions
‘to Commissioners after the introduction of Section 276B with effct
from 1st April, 1968. The 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 Rs. 141
lakhs deducted at source was not remitted. The Committes would
like to be informed of the position regarding recovery of the tax
and penalties levied.

(e) NON LEVY OF PENAL SUPER-TAX

Outstanding cases in which penal Super-tax Income-tax under sec-
tion 23A'104 of Income Tax Act 1922'1961 is to be levied for fail-
ure to distribute the statutory percentage of dividends.

Audit Paragraph
" 555. (a) No. of cases pending on 1st April, 1966--2,454;
(b) No. of cases disposed of during 1966-67—2.217;
(c) No. of ca-es added during 1966-67—848,;
(d) No. of cases pending on 3ist March, 1967—1086;
(e) Approximate amount of additional tax involved Rs. 156,16,252
Assessment year-wise details of the cases pending on 31st March,
1967 [vide item (d) above], together with the amount of tax involv-
ed are shown below:

Assessment Year No.of Amount
cases of tax in-

volved

Ras.

1 2 3
1953-$4 . . . . . . . . - §,000
1954-5§ . . . . . . . . 2 15,000
ms‘” . . . . » . . e " W‘

m&‘s’ . - ¢ odh:\ . . « e ’ . " ;‘m




123

2 3
1957-58 87 . 2045990
1958-cg 112 21,15,800
1959-60 153 27,00,000
1960-61 148 12,32,320
1961-62 220 34,653,835
1962-63 59 1425187
1963-64 48 3,209,200
1964-65 36 2,53,190
1965-66 32 1,33,323
1466-67 34 1,07,099

e

1085  1,56,16,252

[Paragraph 65 of Audit Report (Civil) on Revenue Receipts, 1953).

5.58 According to a note furnished by the Ministry, the number
of outstanding cases, in which penal super-tax/income-tax under sec-
tion 23A!104 of the Income-tax Act, 192211951 was to be levied for
failure to distribute the statutory percentage of dividends was 2477
as on 3lst March, 1968 involving an approximate amount of addi-

tiona} tax of Rs. 302 lakhs. 295 cases were pending under section
23A of Income-tax Act, 1922.

The Ministry have also stated:

“The 1922 Act did not prescribe any time-'imit for the levy of
penal tax for failure to distribute the statutory percent-
age of dividends under section 23A. However, under the
1961 Act, the following time-limits have been prescribed
for making an order under section 104, namely:

(a) 4 yearg from the end of the assessment year relevant
to the previous year in question;
or

() one fram the end of the financial year in which
Abe myur t or A=z==ccsuent has been made, which-
over is later.”
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5.57. In reply to a gue: i whether any special steps were cop.
templated to finalise the cases outstanding under the old Act, the
Ministry have stateu.

*Instructions were issued in the Board’s Circular F, No. 15.D
of 1963 dated 13th June. 1968 that cven though no time-
limit had been prescribed under the 1922 Act, the pro-
ceedings under section 23A for and up to the assessment
vear 1961-62 which would be governed by that Act, should
be completed as if the time-limits prescribed under the
Income-tax Act, 1961 applied even to these assessments”

“Instructions arc once again being issued to the various Com-
missioners of Income-tax impressing upon them the ur-
gency and the need for on expeditious completion of all
such cases by 30th September, 1969 at the latest.”

5.58. The Commitiee are concerned to observe that the number of
outstanding cases in which penal Super-tax/Income-tax under Sec-
tion 23A/104 of Income-tax Act, 1922/1961 is leviable has risen from
1086 as on 31st March, 1967 to 2477 as on 31st March, 1988, the latter
figure 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
Rs. 3.02 crores. The Comymittee note that instructions are proposed
to be issued impressing upon the Commissioners of Income-tax the
need to complete all the cases pending under the old Act by 30th
September, 1969 at the latest. The Commitiee hope that the cases
pending under the old Act will be finalised by this target date and
substantial progress also made with the clearance of other pending
cases coming under the 1961 Act. As the 1961 Act stipulates a defi-
nite time-limit for the completion of these cases, it is cssential that
they should also be expeditiously finalised.

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

“Under the Companies Act, companies are classified into—
public companies, private companies, holding companies
and subsidiary companies.”

“These definitions are well known and well understood and
have been judicially interpreted. However, for the pur-
pose of the Income-tax Act, besides public and private

, companies, a third category falling in between the two
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has been Introduced viz., 'the companies in which public
sre not substantially interextnd'  These rompanies may
be either private companiec - public vomunnie.. as de.
fined in the Companies Act. ' : .

i The eriteria to determine
whether a company is one in which the public are not

substantially interested are 1aid dovn in secticn 2(18) of
the lpcomo-tax Act. The tests 1aid down are csmpl cated
and incapable of correct applization unless the Incame-tax
OIﬁf‘e goes through the process of axamining the share-
holding of the company during everyday of the previous
:’}ear. For nxam‘?‘e\ the very first test t- find out whe-
‘;:31!1‘ 'a' comf)ar?y is Qno in 'v. h'xch tf“? U ave substan-
dally interested is t see whether shares cirrving not less
than 50 per cent of the voting power have hison allotted
unconditionally to or acquired unconditionslly by and were
throughout the relevant previous vear hanoficially held
bvy.. . .the public. The express'nn ‘throughout the re-
ievant previous vear' clearlv stipulates that the share-
holding must be constru~d with refercnce to the position,
everyday, of the provinus year. We are certain that no
Income-tax Cffirer can undertake thi. c=emcise and hence
the test 'aid down had become more or less academic
Secondly, a good deal of litigation* has bern generated on
the meaning of the word ‘public’ as usel in this clause.
The substance of the definition is that a few prrans should
not be in a position to influence the devis'on. relating to
the distribution of dividends by virtue of a controlling in-
terest in the comrany but in this preces: even genuine
public cimpani s van be classified as e ntrolled compan-
jes”

.. .Sertion 23A was introduced in 193) not only for assessing

the shareholders of companies on undistributed profits but
also for assessing other entities. such as, firm o other as-
sociation of persons carrying cn business and the sole aim
of that section was to sec that super-tax was not avoided
by the individual members of such associations whether
incorporated or not. By a reries of amendments this con-
cept of company in which the public are not substantxa}ly
interested was made to serve purposes other than for which
it was invented. Thus. for example, if a company in
which the public are not substantially interested makes

o s o e PRV TR SRRl

anshi Mills Vs. CLT. 41|TR 613.

-

2. Tatas' Steam Navigation Co, Vs. C.LT. 24 TO. 57,
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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 regard to
the levy of income-tax. The companies in which the
public are not substantially interested bear generally -0
per cent more tax than public companies.”

“These provisions would suggest that the companies in which

the public are not substantially interested are equated to
private companies. If so, it would avoid a lot of com-
plication if instead of driving the Income-tax Officer to
find out whether every company is one in which public
are not substantial'y interested the straightforward dis-
tinction between a private company and a public company
is introduced in the Income-tax Act. These two expres-
sions are well understood in legal and commercial 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 may 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 compan-
ies do not distribute dividends among the share-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 realisab’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 provicions stand today, manufacturing companies and
such other companies as are notified by the Central Gov-
ernment are completely exempt from the provisions of
this section. The section has limited application only to
trading compsanies. Even there, thanks to a recent Sup-
reme Court judgement® the provisions of section 107 have

s com—

*CIT. West Bengal Vs, Gangadhar Banarjee &k Co. (67]TR 136).
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heen rendered inapplicable if the trading results in which-
even capital losses should be computed show that it would’
not be possible to apply th's sectizn. In spite of this if it
is applied, the company has a right to approach the Brard’
for getting a 'ower percentage than what is prescribad.
The distributable income itself has been so defined as to
exclude many slices of income so that ultimately very
little revenue comes {rom the aoplication of this secticn
as it stands tcday.”

“Further at the time when Section 23A was introduced, there-
was a marked difference between the tax payable by the
individual (because of graded suver-tax) and the tax pay-
able bv a company. Now the maximum tax payable by
a private company and by an individual is the same, viz.,
65 per cent. Though the maximum is 65 per cent in the
case of individuals, the effective average rate is less than
this, so that cven if the eloment of surcharge is taken, the:
net difference between the tax navable by a private com-
pany and by an individual will not be significant. The
result is that the original purpose for which this section
was introduced no longer justifies the continuance of this
category of comparies. In this conrection. it may be re-
levant to point out that out of 26,009 companies in India,
a little over 20,000 companies are private companies and
only ahout 2500 are thore in which the public are not sub-
stantially interested. Thereforc. by abolishing th's cate-
gory and retain‘ng the distinction between a private and
a public company for all the purposes for which a distine
tion is required to be made between public companies and’
compan‘es in whi~h public are not substantially interested,
may not resu't in any appreciable loss of revenue. On
the other hand, it may save adm’nistrative cost to Gov-
ernment in the time and the labour an Income-tax cffi~er
spends for conducting investigation in every case whether
it fulfils the tests laid down in section 2(18). T1f in spite:
of this it is still thought necessary to have a distinction
between controlled companies and non-controlled compan-
fes, this can be achieved by substituting a myich simpler:
distinction for the existing one in section 2(18). This can
be done by retaining section 2(18)(b) (i) and deleting the
other sub-clauses. Essence of control is in this sub-sec-
M. r : .' ‘
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5.60. Expressing his views regarding the retention of the distine-
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 smali number of
companjes—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 important national purpose
as industrial companies, to be taxed at this high rate........ After
all. the shareholders of a private limited company controlled by less
than six shareholders could sy arrang» their affairg that they keep
the profits in the company without distributing them and....get
benefits of that amount of money which is in the private limited
company. We want to see that the profits (in such a company) are
distributed and taxed.”

He further stated: *......A private company pays 65 per
cent tax on its profits. On the dividend distributed by it. which
is taxed in the hands of sharcholders, the sharehnlde-s wil' be pay-
ing a further tax. Even if it is 30 per cont.. it is certainly a gain to
the exchequer ... .. " Askel whether thiz did nst tantamount to
double taxation, the witness stated: “I do not see how double taxa-
tion is involved in it more than in the case of public limited com-
pany.”

56!. In replv to a question regard ng the principles underlying
section 23A of the old Act, the witness stated: “When section 23A
was introduced. there was the question of Income-tux deemed to be
paid on dividend- and giving credit fn~ the same. But now 25 things
have developed. this income-tax is no longer deemed to be paid by
the shareholder. 1 think the principle has alco changed. With the
section, as it stands. we do not see anvthing wrong.”

5.62. The Committee note that in the Report on Rationahsation
and Simpification of Tox Structure, the following views on the sub-
ject have been expressed.

“A distinction, for the purpose of rates of taxation, between
closely held and other companies has prima facie little
economyic justification. In fact, the original reason fur
differential treatment was the desire to deter cer
tain forms of tax avoidance. It is only later that
a substantive distinction in the rate of taxation crert
in........ I would only emphas‘ze that it would be hirh-
ly desirable to do away with this distinction altogether for
any kind of purpose for the simple reacon that it not only
creates Isnumerable and tick'ish problems for the ad-
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ministration but leads to prolonged periods of uncertainty
in the case of many companies. I understand, for exam-
ple, that for nearly ten years it had not been possible for
anyone to determine whether a particular company was
closely held or not. The shareholdings in companies un-
dergo changes and under the present involved definition,
the tax authorities have to determine each year whether
a company is closely held or not. It would, therefore, be
well worthwhile to dispense with this arduous process.”

5.63. The Committee observe that the category of companies
known as ‘companies in which the public are not substantially inter-
ested’ was introduced in the tax statute in 1930 to prevent avoidance
of super-tax payable by an individual by forming ‘controlled com-
panies’. At that time there was a marked difference hetween the
tax payable by an individual and that payable by a company and
the statute sought to cover cnses of individuals attemnting to avoid
super-tax through the constitution of controlled companies by bring-
ing in the concept of ‘companies in which public are not substantial-
ly interested’. The disparity between the tax payable by an indivi-
dual and that payable by a company does not now exist in that mea-
sure, with private companics having heen progressively subjected to
higher rates of taxation. Besides, the number of ‘companies in which
the public are not substantially interested’ is rather small. More-
over, it would appear that the criteria laid down in the Act for deter-
mination of this category of companies “are complicated and incap-
able of correct application.” It, therefore. requires consideration
whether. in the changed context, this category of companies can be
dispensed with under the Act. If revenue considerations require
its retention, the Committee would like Government to consider
whether the statute could be simplified to retain the essence of con-
trol on the lines suggested by the Working Group of the Adminis-
trative Neforms Commission,

£t REFUNDS
Refunds under Section 243

Auwlit Paragraph
<84
No. ot Avountin
apalicrions R (00}

1) \Xumbcr and amount of ‘refund apphuuum pcvd-

ingon Ist April, 1066 . . . 3731 9473
“2) Number and amount for which rcf'und mphc.n ions
were received during the year 1966-67 . § 861 2 2,97.63

430 (aii) 1.S—9.
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" No. of  Amount in
anlicadons  Rs. (003)

(3) Number and amount of refunds made during 1966~

1967 :
Outof (1) . . . . . . 5696 54,56
Outof(a) . . . . . 83140  2,44,65

(4) Number of cases and amount of interest paid on
refunds made during 1966-67
Qutof(1)
Out of (2)
(s) Number of cases and amount of rcfund made on
which no interest was paid . . 88836  2,99,21
{6) Number and amount of apphcanons pendmg on
318t March, 1967 . 5517 93,45
(7) Break-up of cases mamoned at (6) above :

(1) Refunds outstanding for less than a year as

on 3ist March, 1967 . . 4995 68,54
() Refunds outstanding between 1 year and
_ a2yearsason 3ist March, 1967 . . 429 16,29
(i) Refunds outstanding for 2 years and more

ason 31st March, 1967 . . . 93 7,62

[Paragraph 65(a) of Audit Report (Civil) on Revenue Rccclp('e, 1968}

5.65. Under section 243 of the Income-tax Act, 1961 where any
claim for refund is made, the Income-tax Officer is required to grant
the refund within six months from the date of the claim. If, how-
ever, the refund arises consequent on an assessment on account of
there being income from salary, Income from property. income from
business etc. the Income-tax Officer should give the refund within
a period of three months from the date of completion oi assessment.
Failure to make refund within this period would result in the pay-
ment of interest at 6 per cent per annum 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 paid in any of the 88,836 refund cases settled dur-
ing the period 1st April, 1966 to 31st March, 1967, the Commitlee
enquired whether it had been examined in how meny cases, inter-
est was payable to the assessees in terms of the provisions of the
law. In a note, the Ministry have stated:

“It has not been possible to examine all the cases.”
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5.67. Giving the general reasons for the non-payment ot interest,
the Chairman, Central Board of Direct Taxes stated during evidence:
“I'am told that some of these refunds did not fall under Chaptet XIX
of the Income-tax Act and that in some other cases, legal points
were involved and appeals were pending. In a few other cases, in-
formation was asked for from the assessees and delay in refund was
attributable to the assessees.” He, however, added: “I am not my-
self happy with this state of affairs........ I myself would be very
doubtful whether all these reasons are there. We will go into it.”

5.68. The Finance Secretary added: “The question is whether
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 would be able to furnish the report by May,
1969. '

5.69. The Committee referred to para 1.120 of the 17th Report of
the Public Accounts Committee (Fourth Lok Sabha), wherein the
Public Accounts Committee (1967-68) had, inter alia, observed as
follows:

“The Committee desire that old cases pending, for more 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 efforts should continue to be made to prevent
this accumulation of arrears which involve liability of
Government to pay interest on refund claims. The Board
should look into the reasons for delay in the disposal of
old cases one of which dates as far back ar 1957-58.”

5.70. In a note furnished by the Ministry pursuant to the above
recommendation, it was stated as follows:

“Instructions have been issued and steps taken for expeditious
disposal of refunds. The reasons for the delay in disposal
of old cases are being ascertained and necessary action
will be taken.”

5.71. During evidence, the Finance Secretary stated that the ques-
tion of refunds was discussed in the last Conference of Income-tax
Commissioners. As a result of measures initiated, there had been a
“distinct improvement.” The Chairman, Central Board of Direct
Taxes stated in this regard that the number of refund claims out-
standing between 1 and 2 years as on 31st March, 1968 had been
brought down to 103 from 429 as on 31st March, 1967
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- 8&72. In reply to @ question as to what other remedial measures
were proposed to be taken, the witness stated: “........ We are con-
sMering that the interest amqunt in some cases should be recovered
from the salaries of the individuals as a measure of punishment.”

5.73. In para 1.120 of their 17th Report (Fourth Lok Sabha), the
Commiittee had stressed the need for ensuring that refunds are made
by the Income-tax Department expeditiously in all peading cases.
The Comumittee note that the number of refund claims outstanding
between one and two years has come down from 429 as on 3lst
March, 1967 to 103 as on 31st March, 1968. The Committee trust that
efforts will continue to be made by Government not only to liquidate
eld 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
Rs. 2.99 crores were made in 88.836 cases during the period 1st April, -
1966 to 31st March, 1967, no interest was paid to the assessees in any
of these cases. 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 the 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, 1969. The Committee would like to await
this report. The Committee would i this connection like to reiterate
their recommendation in para 1.121 of their 17th Report (Fourth Lok
Sabha) that Government should ensure payment of interest on re-
funds to assessees in all cases where it is pavable, whether the asses-
sees have claimed interest or not.

Refunds under Section 244
Audit Pwrngraph

5.75.
1. Number of cases in which revision of assessments were
pending as on 1st April. 1966 . . . . 10,638

2. Number of cases in which assessments were revised
during 1966-67 in respect of cases

1y pending us on 1st April, 1966 . 9415
/if) that arose during 1st April, 1966 to 3m \hrch.
1967 . . . . . . . . 46‘655

3. Number of cases and amount of refund made in res-
pect of cases at serial number 2 (i) and  2(ji) above :

2(i} Number of cases . . . . . 5,972
) Amount in Rs, {055) . . . . 1,§0,21
2(ii) Number of caszs . . . . . . 39,849

AmountinRs. (000 . . 2 . .,  7953%
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4. Number of cases and amount of interest paid in res-
pect of cases at serial number 2(i) and 2/ii) above :

2(i) Number of cases . .. . . . 40
AmountinRs. (000 . . . . . 32,48
2(ii) Number of cases . 1
Amount in Rs. (000) . 2

5. N;xénbcr of cases pending revision as on 1st April,
1967 : .
(i) Out of cases pending as on 1st April, 1966 . 1,220
(15) Out of cases that arose durmg ist Apnl 1966 to '
31st March, 1967 - 3,831

6. Yearwise pamculars of item () :

1960-—61 . . L
1961—62 . 7
1962—63 . -8
1964—65 . . . . : . 146
1965—66 . . . . X . . . 699
1966—67 . . . . . 3,830

{Paragraph No. 66(b), Audit Report (le) on Revenue Receipts,
1968].

5.76. Under section 244 of Income-tax Act, 1961 where a refund
is due to an assessee as a result of appellate decision and the Income-
tax Officer does not grant the refund within a period 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 following the expiry of the period of six
months from the date of the order to the date on which the refund
is granted.

5.77. The Committee desired to know the approximate amount of
interest payable in 5,050 cases of refunts 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 the Ministry. If the Public Accounts Committee so desire, it
will be called for from the Commissioners of Income-tax.”

578. The Committee desired to know the reasons for not refund-
ing the tax excess collected in 8 cases relating to the assessment
vears 1960-61 and 1961-62. The Ministry have stated as follows:

“The one case relating to the assessment year 1960-61 has since
been disposed of. In the remaining seven cases relating
to the assessment vear 1961-62 the present position is be-
ing ascertained from the respective Commissioners of In-
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come-tax. The hemsnry information will be supplied to
the Public ‘Accounts Committee as soon as the Ministry
hears from them.”

§.79. The Committee are not happy over the delay in refunding
moneys due to assessees as g result of appellate decisions. As om
3ist March, 1967, there were 5,050 such cases, 1,220 of them pending
for more than one year. As a result of the delay in making the re-
funds, Government had to pay interest amounting to Rs. 15,000 in
five cases. The Commitiee would urge Government to take effective
measures to ensure settlement of refund claims under Section 244
within the prescribed time-limit.

(g) NON-LEVY|INCORRECT LEVY OF PENAL INTEREST
Audit Paragraph

~ 5.80. Omussion to levy or incorrect levy of penal interest was no-
ticed in 2,084 cases and the amount involved is Rs. 40.48 lakhs.

{Paragraph 51 of Audit Report (Civil) on Revenue Receipts, 1968]

5.81. The number of cases of non-levy/incorrect levy of penal
interest, as mentioned in the Audit Reports, 1963 to 1867, was as
follows:

Audit Repot No. of Amount
Cases  (in lakhs
of

rupeces).
1963 . . . . . . . 327 500
1964 . . " . . . . 632 6-64
1965 . . .« e . . . 523 9-08
1966 . . . . . . . 1,297 17°72
1967 . . . . . . . 1,834 32:60

5.82. The Committee desired to know the reasons for the heavy
increase in the number of cases of non-levy/incorrect levy of penal
interest. The Chairman, Central Board of Direct Taxes stated: “The
Audit coverage is also more. Apart from that, I am aware of the
deficiencies.” He also stated that there were ‘so many' types of
penal interest under the Income-tax law, with varying rates. The



Committee enquired whether it was not possible to consolidate the
various types of penal interest. The witness stated: “Except that
there are certain lapses for which we do not want to impose the
sathe rate of penal interest as for some others.” The Committee de-
sired to know whether the provision relating to penal interest could
not be simpliied. The Finance Secretary stated: “We wi'l see té

what extent rationalisation of the rates and of Jaws would help in
simplification.”

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 taktle
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 celcula-
tions. We have purchased one in Bombay and we want to have more
in other charges. We will strengthen the internal Audit parties.
They will look into thece mistakes immediately. Some more clerical

assistance in the functional distribtuion charges will (also) reduce
these mistekes in future.”

5.84. While dealing with simplification of procedures, the Work-
ing Group of the Administrative Reforms Commissicn, in their Re-

port on the Central Direct Taxes Administration have observed as
follows:

“Difficulties are experienced in the matter of calculation of
interest under the various provisions of the Income-tax
Act which at present are to be calculated for every day
of the penalty and calculated to the nearest rupee. Such
calculations become complicated and much time of the
Department may be saved without any risk to Joss of re-
venue if such interest calculation are made not with refer-
ence to the day of penalty but with reference to the com-
plete months, The interest should also be calculated on
the nearest Rs. 100—if 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.”

5.85. The Committee are concerned over the heavy increase in the
number of cases of non-levy/incorrect levy of penal interest. As
against 327 cases of non-levy/incorrect levy reported in the Audit Re-
port, 1983, the number of cases of non-levy/incorrect levy reported
in the Audit Report, 1968 was 2064. The amounts involved in the
two years were Rs. 5 lakhs and Rs. 4048 lakhs respectively. The



Committee had drawn attention to this position in paragraph 2,129 of
their Twenty-Ninth Report (Fourth Lok Sabha). The recurrence of
such cases suggests the need to streamline the existing procedure.
The Committee would in this connection like the Ministry to examine
the suggestion made by the Working Group of the Administrative
Reforms Commission in their Report on the Central Direct Taxes Ad-
ministration for interest calculations to be made with reference to
complete months rather than days and for rounding off calculations.
This would help considerably to simplify the work,

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

Audit Paragraph

5.87. Under the Income-tax Act, 1961, when return of income is
not filed on or before the prescribed date interest is leviable at 6
per cent per annum on the net amount of tax payable on final assess-
ment irrespective of the fact whether the delay has been vermitted
or not. It was noticed that in 5 cases when the returns were filed
after the stipulated date, the statutory interest remained to be
levied resulting in short-realisation of interest of Rs. 74,285.
{Paragraph No. 51c) (i), Audit Report (Civil) on Revenue Receipts,

1968].

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:

Assessee  '{Tax- Additional demand raised and recovered.
effect
Rs.
No. 1 12.275  Rs. 13,001 (entire demand recovered:

No 2 17.195 Order had been passed ex-parre.  Assessment was
being revised giving effect to this order. which would
give rise to the additional demand.

No. 3 19,197 Rs. 1,623, As a result of the reduction of the assessee’s
share of income from any other firm, the amount was
reduced to Rs. 1,633.  This was recovered on
20-11-1968.

No. 4 13,993 Rs. 15,000. Not vet recovered. Recoverv certificate
had been issucd to the collector.

Total umount recovered so fur : Rs. 14,724,

o v
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The Committee desired to know whether the Board 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 Officers 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 fajlures 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-
tructions have been finalised.”

5.89. 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 itse'f 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 bevond the prescribed date. some label or stamp can be put
upon it. ... .. we will consider jt.”

5.90. The Committee note that the Board have instructed Income-
tax Officers to ensure that interest for delayed submission of return,
chargeable under Section 139 of the Income Tax Act, 1961 is invari-
ably charged at the time of original assessment. They also note that
some further instructions are proposed to be issued by the Board.
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 a prominent indication should be given
by means of a label or rubber stamp to the effect that the return had
been received after the prescribed date and that penal interest is

chargeable.

The Committee note that penal interest amounting to over
Rs. 31,000 in two of the four cases has not yet been recovered. They
would like efforts to be made by the Department to recover this
amount at an early date.

Audit Paragraph

591. In the case of a registered firm interest for belated submis-
sion of the return is to be calculated on the amount of tax whiFh
would have been payable if the firm had been assessed as an unregis-
tered firm. This provision of the law was sverlroked while Jevying
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_interest on a registered firm for the assessment year 1962-63 result-
ing in under-charge of interest of Rs. 1,11,585. A demand for the

amount has since been created and report regarding recovery of the
same is awaited.

[Paragraph No. 51(c) (i), Audit Report (Civil) on Revenue Receipts,
1968).

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 Officer had to complete 33 assess-
ments in the month of March, 1967. The mistake was caused by
rush of work in the last week of March, 1967, when this particular
assessment 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 Officer. He also added:
“....The Income-tax Officers in Central Circles are doing quite 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. 1,11,585. There had been no
recovery of the additional demand as recovery proceedings had been
stayed pending finalisation of settlement proposals,

5.94. In reply to a question, the Ministry have stated that the
assessee had first offered a Yower sum, but after discussions with the
Commissioner, it was likely to be of the order of Rs. 140 lakhs.

595. The Committee note that the omission to levy interest ac-
cording to the provisions of the law had led to an under-charge of
over Rs. one lakh in the present case. It was urged in extenuation
that the Income-tax Officer had to complete 33 assessments in the

month of March. This is indicative of the fact that spacing of work
in the Department needs to be improved.

5.96. The Committee note that a disclosure petition of the assessee
in this case for Rs. 140 crores is pending before the Board. They
~ would like to be informed of the Board’s decision on the petition as

also the position regarding recovery of short-levy of interest of
Rs. 1,11,585,
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‘MISTAKES IN GIVING EFFECT TO APPELLATE ORDERS
Audit Paragraph

5917. In the case of an assessee the Appellate Assistant Commis-
sioner of Income-tax enhanced the assessment for the year 1952-53
'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. 2,40,281 for the assessment year 1952-53,
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,
1968].

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. He got a copy
of the judgement 7 or 8 months after he had passed the rectification
order. As the Board had impressed upon the Income-tax Officers
to give prompt refunds resulting from appellate orders, the Income-
tax Officer, in his eagerness to carry out the Board's instructions in
this regard did not wait for the receipt of High Court’s order. The
Tribunal's order, on the basis of which he made the rectification,
clearly stated that the whole amount of Rs. 4,05,000, by which the



140

original assessment had been enhanced by the Appellate Assistant
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 1.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. 4,065,000 be deleted.”

5.99. Another factor responsible for the mistake was the heavy
pressure of work. According to the witness, “if he (the Income-tax
Officer) 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 grounds the Appellate
Assistant Commissioner had enhanced the original assessment. The
Chairman, Central Board of Direct Taxes stated: “While examining
(the original assessment). it came to his notice that there was some
undisclosed income and, therefore. he increased it.”

5.101. In para 61 of their 21st Report (Third Lok Sabha), the
Public Accounts Committee (1963-64) had suggested that revision
of assessments done as a result of orders of an appellate authority
involving large sums should be scrutinised by a high authority to
avoid possibility of such mistakes occurring. In July, 1984, the Board
issued instructions to the Commissioners of Income-tax that all cases
where the tax-effect as a result of revision of assessments, consequent
on Appellate orders, exceeds Rs. 1 lakh, the Income-tax Officer should
take prior approval of the Inspecting Assistant Commissioner before
giving effect to Appellate orders. The Committee enquired whether
the revised assessment Lad been submitted for the prior scrutiny of
the Inspecting Assistant Commissioner, in this case. In their reply.
the Ministry have stated that the revised assessment was not made
with the prior approval of the Inspecting Assistant Commissioner.
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5.102. As to rectification/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 collect the amount as the executors of
his estate have not yet obtained probate of his will.”

5.103. In a subsequent note, the Ministry have stated: “The addi-
tional demand of Rs. 2,40,290.80 has not been recovered yet. Attempts
are being made to realise the arrears of tax due from the deceased
assessee through the Tax Recovery Officer.”

5.104. The Committee understand that this case also occurred in a
Central Circle.

5.105. The Committee note that, due to a mistake on the part of
the Income-tax Officer in giving effect to the High Court's order.
there was an under-charge of tax to the tune of Rs. 2,40,281. It was
obviously not correct to have made the rectification order without
having gone through the relevant records.

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 (1963-64), the Income-tax Officer should
have taken the prior approval of the Inspecting Assistant Commis-
sioner in this casc before giving effect to the Appellate order, the
revised assessment was made without such approval. The Committee
take a serious view of this. They desire that the Board should ensure
that the instructions issued by them pursuant to the Committee’s
recommendations are strictly complied with.

5.107. Another feature of the case is that though the High Court
had passed the order on the case on 26th March, 1964, the Income-tax
Officer got a copy of the Judgement after a lapse of about 19 to 20
months. It is not clear to the Committee why a copy of the judge-
ment was not made available to the Income-tax Officer earlier, The
Committeo desire that copies of decisions of the relevant appellate
authorities should be procured by the assessing officers without delay
in order to finalise assessments correctly.
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5.108. The Committee note that the additional of
Rs. 2,0,290 raised on rectification of the mistake in ase has not
yet been recovered, as the assessee expired in June, m mco&.
mittee would like to be informed of progress with recovery.
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GENERAL

8.1. The Committee have not made recommendations/observations
in respect of some of the paragraphs of the Audit Report (Civil) on
Revenue Receipts, 1968. They expect that the Department will none-
the-less take note of the discussions in the Committee and take such
action as is found necessary.

New Drmui; M. R. MASANI,
April 18, 1969, Chairman,
Chaitra 28, 1801 (S). Public Accounts Committee.
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APPENDIX 1

Nole regarvding major problems confronting the Income-tax Department
and how they are being tackled

(See paras 1.25 and 1.79 of the Report)

1. Arrears of assessmients:

(a) Audit Para, 58 has correctly drawn attention to increase in ar-
rears of assessments.  However, on  31-3-1968, arrears were brought
down to 28.30 lakhs—a reduction of 1R000 asy  compared with end of
preceding vear. In addition, as there were 23 lakhs of assessees (other
than 4 lakhs of salarv assessees) . we had o do 25 lakhs new assessments
this vear. This problem has been engaging the continual auention 10
the Board who have discussed it with the Gommissioners,  As a result,
various administrative and techunical measures, including strengthening
of staff were taken. Target has heen fixed to complete 800.000 more
assessments this vear. This target will not onlv be reached but im-
proved.  Up 1o the end of December, 1968 the Department has done
578.000 mare assessmients (2132 lakhs against 1551 lakh last vear). At
this rate. we shoul! exceed the figure of 800.000 targetted,

by Though a high percentoor of the cases disposed of represent
cases in the ‘small income” group. the procedures {or which were stream-
lined. there has been an increase. ranging from 35 to 40 per cent, in
the disposal of higher caregory cases. For instance, in cases falling un-
der Category 1 sbusiness incomes above Re 23,0000 TG assessments
were disposed of till December. 198, as compared with 87.140-an in-
crease of 31 per cent,

foo Small income cses assesment scheme cunder this - scheme, in-
comes yeturned by the aswessees are aceepted subject w0 a0 snall test-
check and with certain safeguards.  The scheme applies 10 cases with
incomes of Rs. 15000 an less in Bombay and Caloutte aand Rs, 10,000
or lews in other pluces. In the case of registered firms with 4 or mote
partners, the scheme applies to all cases with total income up to Rs. 20,000,
The important feature in this scheme is that he assessees are put on trust.
This summary methad of asscssment saves the time of the assessees and
ol the officers and the Labour and expense involved in attending Income tax
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Offices is eliminated. 1f the scheme is a success, it would be extended to
other income groups. "

2, Arrears of tax collections:

(a) Collection position is also kept under constant review. The ex
tension of the Functional Scheme to 80 out of 122 Ranges has itself re-
sulted in greater attention being paid to collections. Further, recovery
work has been taken over from the State Governments in 9 States 6
fully and 3 partly),

(b) Other steps taken to improve collections are—
(i) maintenance of arrears sheets and ledger cards;
(ii) constant und systematic review bv senior officers;

(iii) strict enforcement of recovw measuios including levy  of
penalties;

(iv) attachment of assets and credi: balances;
(v) sale of attached assets etc., and

(vi) publication of names and defaulters in  the news papers
(Rs. 1 lakh in Bombiy and Calcutta an! Re 25000 in other charges) .

A systematic review of old arrcars and a drive for write-off of irre-
coverable amounts by various authorities is unler wav. Up to 31-12-1968,
collections were better by Rs. 3317 crore. than in the corresponding pe-
riod last year (Rs. 897.74 crores against 364.57 crores).

3. Tightening of measurcs against tax evasion:

(a) Increased use of prosecution—~17 prosecutions were launched in
the first 9 months of this vear (1968)—compared with 8 during the whole
of last year. Of these, four persons have alreadv been convicted for tax
evasion and in one of these cases. the Court awarded six months’ rigo-
rous imprisonment. It was the first such case and imprisonment for tax
evasion in India. In the past several vears, there had been very few
prosecutions and convictions were fewer still. Prior to 1968, there were
only convictions in two cases—one in 1963:64 and another in  1966-67.
Even in these two cases the assessees were merely fined.

(b) Prosecution is also resorted to for failure to deduct tax at source
and credit to Government. Complaints in 150 cases have been filed this
year against 26 during the whole of last year. On these, in 96 cases

430 (aii) LS—10.
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convictions involving imposition of fines have been obtained. The
figure for last year was only 9.

(c) on the administrative side, the following steps have been taken to
streamline the departmental machinery to enable it to launch successful
prosecutions in tax evasion cases:—

(i) Preparation of a Prosecution Manual and Prosecution Hand-
book.

(ii) Strengthening of Central Circles by posting 4 Assistant Com-
missioners and 40 more 1.T.Os,

(iii) Extension of Intelligence Wing to  new areas—Kanpur,
Amritsar, Bangalore and Hyderabad.

(iv) Appoinument of a Committee of Senior Officers appointed to
study tax evasion and suggest ways and means to check eva-
sion (the Committee has just submitted a report).

(v) Effect of the deterrent changes in the Act making minimum
penalty equal to income or wealth concealed.

(vi) Publication of names of tax evaders on whom penalties above
Rs. 5000 have been imposed.

(vii) External survev, on a limited basis, to rope in new assessees.

4. Improvement in the Pubiic Relations:

As the success of a tax system depends upon the degree of voluntary
compliance by assessces and as this, in turn, depends upon successful
maintenance of p:oper public relations by the Dcpartment, special
efforts have been directed towards achieving it by taking the following

steps:—

(a) Simplification and rativaalisation of the wax structure (pro-
viding for straight deduction instead of calculating average
rate, etc.)

(b) Simplification of the forms of Return and making them
available through Post Offices.

(c) Publication of Tax Guidance Notes in all the important Eng
lish and Hindi newspapers and issue of the pamphlets at 8
nominal cost.

(d) Having consultations with Central Direct Tanes Advisory
Committee and with the Chambers of Commerce.
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(¢) Publication of pumphlets in laymen's language on warieus
points relating to Direct Taxes.

() Imporvement of amenities for visitors in Income tax Offioss.

(8) Advertisements in newspapers, cinemas, etc., reminding tax
payers of their obligations and their rights,

() Conducting of Refund Weeks, emphasising the need for a
special drive for quick disposal of refund cases.

() Maintenance of registers of complaints and grievances with
Public Relations Officers and Commissioners of Income tax.

In addition, the following further steps are also proposed:—

(iy Publication of a monthly Journal on Direct Taxes by the
Board.

(i) Issuing public circulars on such technical matters as are of
interest to assessees,

(iii) Preparation of a documeniary film  on Direct Taxes.

(iv) Opening of Tax pavment counters by the State Bank of India
in major cities.

5. Disposal of Appeals:

Along with the drive for disposal of assessments, a drive has been in-
stituted for the clearance of appeals. There are 174 Appellate Assistant
Commissioners functioning now. «s against 138 AAGCs functioning a year
ago. The current disposal of appeals exceeds fresh filings at the rate of
3,000 a month and we expect to be fairly current by March, 1970, In-
crease in the number of AACs as well as changes in staff and closer sup-
ervision over the rate of disposals have resulted in significantly higher
output, Four new Benches of the Income-tax Appellate Tribunal have
also been added.

Attempts are also being made. through informal approaches to Chiet
Justices of High Courts for the appointment of special Tax Benches
for dealing with the large number of reference applications and writ
petitions pending in the High Courts. So far as the Supreme Court is
concerned, the appeals are practically current. Of interest to note is
that out of 21 departmental appeals decided by the Supreme Court in
1968, the decision was in favour of the Department in 13 cases; of the
24 appeals filed by assessees, decided by the Supreme Court, in 1968, the
decision in favour of the Department was in 12
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.6, Strengthening of Internal Audit Machinery:

The Public Accounts Committee has been emphasing the need for
strengthening the Internal Audit machinery, Accordingly, the following
steps are proposed to be taken:—

(a) Placing the internal audit parties under the charge of an LA.C.
as recommended by the Administrative Reforms Commission.

(b) Expansion of the scope of audit by internal audit parties so
as to include most of the points commented on in the Audit

Report.

(¢) Preparation of an Internal Audit Manual containing clear
and specific instructions, The Internal Audit parties will
exercise special check on all cases of income over Rs. 1 lakh
in major charges and over Rs. 50,000125,000 in others,

(d) Circulation of the Audit Report and drawing the attention of
the Commissioners specially to the points therein.

1. Improvements in Adm:inistiation during 1968-69:

The following are the improvements cliccied in the matter of staff
strength, accommo:dation and facilities to officers and assessees:—

(a) Additional posts of 2 Gommissioners of Income tax, 47 Asstt.
Commissioners, 312 Income tax Officers, 212 Inspectors and
2853 other non-gazetted staff, have been sanctioned.

(b) An additional area of 2,25,000 sq. ft. (app.) has been rented
for office accommodation in various cities.

(c) Expenditure on books, stationcr, and essential furniture in-
cluding furniture for visitors, has been increased from Rs. 9.5
lakhs to 19.5 lakhs as compared to last year.



APPENDIX II

Summary of Main Conclusions/Recommendations

SL Para No. Ministry/Department Conclusions: Recommendations
N-. of Rep nt concerned
2 3 4

1 1.19 Department «f Revenue The Committee observe that the number of assessees on record in-
weased from 12,00,867 as on 31-3-1962 to 27,01,733 on 31-3-1967. This
sharp increase in the number of assessees without a corresponding in-
crease in the man-power resources of the Income-tax Department has
resulted in substantial accumulation of assessments, apart from “perfunce
tory assessments leading to endless litigation, Audit criticisms and irrita-
tion to assessees.”

2 1.20 -De- As pointed out by the Working Group of the Administrative Reforms

Commission, it is “neither possible nor desivable” to tackle the problem
of mounting assessments just by augmenting the strength of assessing
officers and ministerial staff. A better course would be “to rationalise
the procedures relating to completion of assessments and fix proper prio-
rities in regard to the disposal of existing and arrears cases and the ex-
tent of scrutiny to be exercised before accepting the returns of income for
the various categories of assessees.” '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

C
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“unless there is information on record that they are likely &
have taxable revenue or unless there are any proceedings
pending in respect of these cases.”

The Committee note that the number of pending Income-tax assess-
ments as at the end of 1967-68 was 23.30 lakhs, or nearly double the num-
ber of pending assessments as at the end of 1963-64. Earlier in the
Report, the Committee have drawn attention to the need for the rationa-
lisation of procedures relating to assessments and for a proper scheme of
priorities for the disposal of cases, so that the time now devoted to the
assesment of small income cases, from which the Exchequer gets very
little gain. could be profitably diverted to the examination of business
cases which are likely to yield substantial revenue. The data about
pendency of assessments involving business income of over Rs. 25,000
given in this Report would show that the number of pending cases in
this category has been going up. The Committee would like this ten-
dency to be arrested through proper programming of the work of assess-
ing officers. The Committee note that the Working Group of the Ad-
ministrative Reforms Commission have made a number of useful sugges-
tions for bringing down the number of pending assessments. The Com-
mittec would like particularly to draw attention to the following sugges-
tions:

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

161



1.34

1.35

1.41

4

Deptt. of Revenue

(ii) Dispensing with provisional assessments. The Committee

would like to be apprised of the action taken by Government

pursuant to the foregoing suggestions.

The Committee note that 516 Super Profits Tax and 3,438 Sur-tax
assessments were pending as on 31st March, 1968. The disposal of these
«ases is obviously linked with the disposal of the relevant income-tax
assessments and the Committee would like concerted steps to be taken
for their clearance. The Committee notc 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
pending for compelling reasons. They would like to watch the position
in this regard.

From the i nformation furnished by the Department, the Committee
note that of demands aggregating Rs. 13.2 crores raised in 1,507 super-
profits tax and sur-tax cases finalised in 1967-68, a sum of Rs. 5.35 crores
remains to be realised. The Committee would like to be informed of the
progrss made in the realisation of the balance due.

While the Committee recognise that some progress has been made
in the clearance of pending Excess Profits and Business Profits Tax
cases, they would like the Department to take steps to ensure that the
remaining 71 cases are speedily cleared. According to the target fixed,
these cases were to have been cleared by Ist February, 1969. The Com-
mitiee would like to know whether this has been done.

ést
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1.50

1.6

157

Do.

The Committee find the position in regard to pending Wealth Tax

assessments rather uhsatisfactory as, at the end of March, 1967, 74,252

cases involving Rs. 5.26 crores were pending, over a fifth of these for
more than two years, The Committee feel that concerted action for
the clearance of these cases is called for. There is also need to link
these cases with the corresponding income-tax assessinents so that “the
quality of administration of income-tax” could be improved and it could
be ensured that tax evasion is curbed. The Commitiee would, in this
connection, like Government to examine the suggestion made by the
Working Group of the Administrative Reformis Commission for an inte-
grated return.

‘The Committee would like Govermment to examine how the existing
system for determination of income from property can be streamlined and
improved 1o ensure that properties are  cavefully and  correctly valued
and income therefrom properly determined and assessed.  In this con-
nection, they would like to invite attention to the suggestion of the Ad-
ninistrative 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 reecived or receivable or the municipal
valuation, whichever is greater.

From the information furnished by Government, the Committee
observe that the number of assessments iclating to property income in
Delhi has not shown a very perceptible rise over the period 1962-63 to
1964-65. It is well known that there has been a substantial increase in

1114
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iii)

(v)

out an arrangement to ensure that advance tax notices are
duly issued and collections watched.

*“The real and. . .serious reason for heavy arrears”, as pointed

out by the working Group of Administrative Reforms Com-
mission, “is the tendency on the part of many Income-tax
Officers to delay assessments till the end of the financial year
and make cumulative assessments for more than one year,
particularly big assessment cases, resulting in piling up huge
demands which naturally the assessee is unable to discharge.”

This tendency should be firmly checked and the assessment
work spaced but evenly over the year.

The Department should also firmly curb any tendency on
the part of assessing officers to over-pitch assessment, as these
result in needless inflation of demands and arrears. The
Committee had 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 study.

The Committee note that some part of the arrears is due to pending
court cases. The Committee are glad that Government have, in consul-
tation with the judiciary. taken steps to expedite disposal of these cases.
The hope this would bring about some improvement in the arrcars

position.
to consider the suggestion made by the Working Group of the Adminis

The Committee would in this connection like Government

o
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trative Reforms Commission to the effect that the Act should be
amended to “provide that where an appeal is preferred  against an
asscssment, such an appeal will not be admitted unless tax is paid on
the undisputed amount involved in the assessment.” An allied sugges
tion made by the Working Group to reduce arrears is to fix “a time
limit for giving effect to appellate orders”, so that tax demands  dis-
allowed are promptly rvefunded to assessees. This, apart from creating
a better public image of the Department, would also tend to make the
picture of arrears more realistic.

Amongst other suggestions for amending the law to tackle the pro-
blem of arrcars is the onc relating 10 demands  against  assessees who
have become untraccable. ‘The Working Group of the Administrative
Reforms Commission have pointed out that there is a tendency for
asscssces to “‘go” underground till the period of limitation 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 per-
missible to re-open assessments in such cases without any time-limit
would help to meet this situation.

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 hitherto done by
the State Governments. The Committee hope that the recovery squads
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would function effectivelv and energetically to realise all recoverable tax
dues. ) :

The Committee note that a test audit disclosed under-assessment of
tax amounting to Rs. 1101.16 lakhs in 9,161 cases during the period
Ist September, 1966 to 31st August, 1967. Corrective action is still to
be taken in 967 of these cases. involving Rs. 167.71 lakhs, while in res-
pect of 84 cases involving Rs. 499 lakhs action has become time-barred.
The Committee would like corrective action to be speedily finalised. In
those cases where action is now precluded by timebar, the Committee
would like Government to examine whether there was any default on
the part of the officials roncerned, warranting action against them.

‘The Committee also note that in 48 cases involving Rs. 487.63 lakhs,
where Audit are of the view that there has been under-assessment, the
matter  is still "under correspondence.” The Committee would like
these cases to be examined expeditiously and corrective action to be
initiated promptlv in all cases where it is called for,

The Committee take a serious view of the over-assessments disclosed
in test-audit.  In 2,154 such cases involving Rs. 52.77 lakhs, corrective
action has been completed but action is still to be taken in 228 cases
involving Rs. 5.57 lakhs.

The Committee trust that action will be finalised quicklv.  The
Committee have in the past and elsewhere in this report stressed the
need to curb the tendency of assessing officers to over-pitch assessments.

1414
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would like the Board to take these matters and the enquiries more
seriously. The Board should issue detailed instructions as to the checks
it wants its officers to exercise to avoid such mistakes in assessment,

The Committee note that though the amount of super-tax payable
by the assessee was correctly computed at Rs. 1,99,267, the figure was
erroncously taken at Rs. 1,19,267 at the time of calculation of the total
tax demand in the assessment form. This shows that before issuing the
demand notice, the Income-Tax authorities had not subjected the tax
calculation in the assessment order to a proper check.

The Committee regret that though the mistake was pointed out by
Internal Audit in October, 1966, notice for its rectification was isued
only in April, 1967—i.c., after a lapse of nearly six months. With a view
to avoiding unnecessary delay in the recovery of tax dues, the Committee
desire that corrective action should b initiated by the Department
soon after the errors in assessment comce (0 notice.

The Committee note that out of the short levy of Rs. 80,000, a sum
of Rs. 5400 has so far hecen recovered, the recovery of the balance
(Rs. 74,600) having been <taved pending disposal of an appeal before
the Income-tax Appellate Tribunal. The Committee would like to be
informed of the position regaiding recovery after the disposal of the appeal
by the Tribunal.

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
profits in a year subsequent to the year in which his business ceased to

o=
0
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was “no teturn at all”. The provisional return showed a loss of Rs. 1.44
lakhs for 1960-6]1 which turned out to be inflated. It is a matter for re-
gret that this mistake could not be detected during the assessment for
the subsequent year when the Income-tax Officer was expected to verify
and tally the opening balances shown in the accounts accompanying the
return with the closing balances shown in the previous year’s accounts.
Nor did the Department notice the mistake when the assessment was
revised by another Income-tax Officer who was investigating some esca-
ped income of the assessee. The assessee himself filed a final return for
the awessment year 1960-61 on 19-11-1945 and 8-3-1966, showing a loss of
s, 17,581, but the Income-tax Oflicer failed to take notice of the mistake
cven at this stage.

The Commitiee cannot but conclude that this is a case of gross care-
lessness at cvery stage. The Committce would like Government to im-
press on the Officers concerned the fact that they have been grossly negli-
gent and should be warned to be careful while the Government itself
should ensure proper vigilance.

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

The Committee observe that,» due to what the Department had ad-
mitted to be carelessness, there was in this case short levy of Rs. 12,442

490 (Aif) LS-1l.
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which has not so far been recovered. The Committee trust that efforts
will be made by the Department to recover this amount.

The Committee regret that despite instructions given by the Board
in 1963 as to what should be rccknoned as capital for purposes of the
levy of Super 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-assesment of tax, which has since been recovered. The Committee
trust that the Board will take adcquate steps to safeguard against the
recurrence of such under-assessments, by ensuring that instructions issued
by them are strictly complied with by asscssing officers.

The Committee note that due to “an error of judgment”, allowance
was made for development rebate and depreciation on certain intangi-
ble assets of a company, though such allowance was inadmissible in terms
of the Act. This resulted in an under-assessment to the tune of Rs. 2.06
lakhs. What is surprising is that this error escaped the notice of Internal
Audit who checked two of the three relevant assessments as also of the
supervisory officer who had approved one of the assessments.

Over the years Audit have been repeatedly bringing to notice mistakes
in computation of dcpreciation and development rebate. The Commi-
ttee would in this connection like to invite attention to the data at page
162 of this Report. The Committee had also drawn attention to thiy
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matter in para 1.68 of their 46th Report (Third Lok Sabha) and in pur-
suance of the observations in that Report, a special review of the assess-
ments was also made. It is, however, apparent that the position has not
been substantially remedied. Basically it would appear that the provi-
sions in the Act in regard to depreciation and development rebate need
to be rationalised. The Committee note that in regard to depreciation,
the Working Group of the Administrative Reforms Commission had, in
the interests of rationalisation, suggested replacement of existing rates by
consolidated rates on an industrv-wise basis, in consultation with trade,
professional bodies ete. The report on ‘Rationalisation and Simplifica-
tion of Tax Structure’ also draws attention to the fact that certain items
of capital expenditure though “necessary and legitimate” are not being
recknoned while determining profits, resulting in the incidence of taxa-
tion becoming “uneven in unintended wavs” and in the process dis-
couraging “enterprise and growth™.

The Committee would like Government to consider expediriously
these and other suggestions made for the rationalisation of the provisions
of the Act bhearing on depreciation and development rebat~ so that a
relatively simple and equitable dispensation could be worked out.

‘The Committee would like Government to dispel anv imfpression in -

the minds of the public that a development rebate allowed in respect of
an asset sold to Government will not be withdrawn even if the party
credits to the Profit and Y.ass account the reserve which he had originally
created in order to qualify for the grant of rebate. Another questioh
that Government shonld consider is whether the partv wonld forfeit the
rebate when his entire aswets are sold to Government and the reserve
cannot stand as such in his books.

§91
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derived from that company turned out to be excessivee. The Committee
note that the amount has since been recovered. In the Committee’s opi-
nfon, the case underlines the need for a coordinated approach to assess-
ments. The Committee would like to be informed whether action has
been taken to rectifv the excess relief given to other share-holders of the

company.

The Committee note that a managing agent in this case was sharing
his income arising in Pakistan with two other parties. Under the douw-
ble taxation relief formula, he was allowed relief in respect of 50 per
cent of the gross commission without deducting the sums payable to the
other parties. The Committee note that the Ministry of Law have
opined this to be correct but that at the instance of Audit the matter is
being re-examined in the light of certain facts which were not taken in-
to account when the Ministry of Law first gave their onfnion. The Com-
mittee would like to awnalt the revised opinion of the Ministry of Law.

The Committee would like to observe that the Double Tax Avoi-
dance Agreement as also the Two-Man Committee formula, under which
India s entitled to tax 50 per cent of the income of Indian residents ari-
sing In Pakistan are in the nature of hilateral internatinnal acreements,
which 2re binding on both the eountries. The Committee note that the
Pakistan Government have since decided to tax the whale of the income
dertved from manacing agencv commission. ‘The Committee would like
the Government of India to take up the matter with' the Government of

Pakistan.

......

ot
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higher than that reported in earlier years. ‘The mistakes occirred it
three different cases assessed in three different charges. All these suggest
that assessing officers need to be specilically instructed about the provi-
sions of the law on the subject. In para 11 of their 28th Report (Fourth
Lok Sabha) the Committee had drawn attention to this situation. The
Commitiee note that pursuant to these observations, a review of cases of
all companices having an income of Rs. 1 lakh or more has been under-
taken. Such a rcview should cover assessments from 1956-57 onwards
as the additional super tax by way of reduction of the rebate from super
tax admissible to the companies was levied in the Finance Acts, 1956 to
1959. The Committee would like 1o be informed of the outcome of the
review when finalised. They wrust that effective action will be taken by
Government to ensure that cases of this nature do not recur.

While the Committec note that the entire amount of short-levy in
this case has been recovered, they cannot help observing that the short-
levy was caused by negligence on the part of the assessing 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 assesunent.  These instructions were not followed by the
assessing officer who relied on the fact that the shares of the assesseee
company were quoted on the Stock Exchange.  As admitted by the Charr-
man 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 regretiable that the Inspecting Assistant Commissioner who checked
the assessment order also failed to notice the omission. The Commattee

L9t
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note that, to:obviate the recurrence of mistakes of this nature, necessary
instructions have been issued by the Board. “The Committee trust that
these will be strictly followed.

Elsewhere in the Report, the Committee have drawn attention to other
mistakes that occurred in Company Circles. This suggests that the
Board would have specially to examine the position in regard to these
Circles in order to ascertain whether staff posted in these circles need
in service’ f1uining to enable them to discharge their duties effectively.

The Comunittec note that there was an under-assessment of Rs. 7.75
lakhs in this case for the years 1961-62, 1962-63 and 1963-64. They
observe that while the bulk of the under-assessment was due to the failure
to make the additions on account of the undisclosed stock of the company,
under-assessment to the extent of Rs. 2,73,755 was due to the incorrect
allowance of development rebate. It is not clear how the development
rebate could be allowed when the company had not created the necessarv
reserve of 75 per cent that was required to qualify for rebate.

Another aspect of the case is that even though the assessee was a
company, the assesments were not checked by Internal Audit as required.
It has been stated that as Internal Audit parties do not check bank state-
ments, the omjssion that occurred in the course of asscwment might pat
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have conie 10 notice even if the Internal Audit had carried out a check.
The Committee would like Government to consider the feasibility ot
suitably extending the scope of functions of Internal Audit so as to make
it an effective instrument for checking the accuracy of assessments

‘This case raises an importamt point bearing on the method of com-
putation of income, profits or gains accruing to British Shipping Cor
panics.  The Commitiee would like the Board to have the matter exa-
mined, in consultation with Audit and Ministry of Law if necessary. The
Committee would also like to be apprised of the decision taken.

The Committee tegret that due to omission to follow the provisions
of the law in regard to rebate on donations made to the National Defence
Fund, there was an over-assessmient in two successive years to the extent
of Rs. 89,187. The over-asscssment also escaped the notice of Internal
Audit which had checked the case.  The Commniittee note that the amount
has since been refunded. The Committee trust that the Board will en-
sure that greater care is shown by the assessing officers in future.

The dtata given in this section of the Report shows that over-assess-
ments have over the years substantially increased. The Committee would
in this connection like to invite attention to their observations in para-
graphs 2.89 and 2.10 of their 29th Report (Fourth Lok Sabha). As these
over-assessments result in penalising assessees for no fault of theirs, the
Committee would like effective steps to be taken by the Board for their

elimination.
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The Committee note that due to a failure on the part of the assessing
officer to follow the correct procedure for determining tax liability in
respect of profits and gain from past life insurance business, a non-resident
company was over-assessed for eight consecutive assessment years. It s
regrettable that this should have occurred, though the provisions of the
Finance Act, 1960 were quite cxplicit on the procedure to be followed in
this regard. It is also a matter for concern that the Internal Audit Party
which had checked two of the assessments overlooked the mistake. Over-
assessments of this nature, apart from inconveniencing assessces, will
detract from the Department’s standing in the public eye. The Com-
mittee hope that effective action will be taken to put a stop to such over-
assessments.

The Committee note that the interest amounting to Rs. 2,39,833/- has
since been refunded to the assessee company on the advance tax of Rs. 15
lakhs deposited by it. The Committee 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 assess-
ment. The Commitice would like Government to impress upon the
Income-tax authorities that interest duc should be paid to assessees pro-
mptly.

The Committee disapprove of the tendency to over-pitch demands as
a safe line, leaving the assessee to get redress by way of appeal. ‘Thcy

oLl
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need hardly stress that this tendency, apart from not bringing any gain to
revenue, adversely affects public relations, leads to unnecessary litigation,
adds to the work of the Department and causes delay in collection. The
Committee note in this connection that some of the witnesses appearing
before the Administrative Reforms Commission Working Group have
considered over-assessments 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 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 proper
scrutiny of the accounts. The Committee desire that this tendency should
be firmly curbed. They trust that effective steps will be taken by the

Board in this behalf.

In pursuance of the observations of the Public Accounts Committee
in their 29th Report, Government had undertaken a review of appellate
orders to dectermine the extent to which assessments 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 Government to orders passed by Appellate Assistant Commissioners.
The Committee desire that Government should also review appellate
orders passed by the Tribunals and the Courts. In all cases where appel-
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late authorities have allowed substantial relief and harassment of the

assessce is manifest, the Committee would like appropriate action to be
taken against erring officers,

In paia 2.55 of their 20th Report (Fourth Lok Sabha), the Committee
had observed that it is the moral duty of Government to refund the ex-
cess tax collected crroneously or illegally without pleading limitation.
They have been informed by the Ministry that, under the existing instruc-
tions, the Commissioners of Income-tax refer timne-barred cases of over-
asscasment to Government who advise them to waive limitation and allow
refunds in all suitable cases. The Committee are glad to note Govern-
ment’s instructions and hope that these would be followed in the letter
and the spirit.

‘The Committee are concerned over the inordinate delay in finalising
asscssment/reassessment in cases in which searches or seizures have been
carried out. As on 31st August, 1968, 865 out of 926 cases in which
searches and seizures had been carried out between April, 1964 and
August, 1967 were awaiting finalisation. The Committee have already
drawn attention to the need to have the assessment expeditiously finalised
in cases of this type in para 1.103 of their Seventeenth Report (Fourth
Lok Sabha). The Committee would like Government to impress upon
the assessing officers the need to be prompt in dealing with these cascs.
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Lack of promptitude might possibly also entail avoidable interest liability
to Government under section 132(A) of the Act.

The Committee would also like to point out that very wide powers
are now available under the Act to make searches and seizures. It is,

therefore, imperative that these are exercised very judiciously, as 2 wrong

search or seizure, besides causing harassment to assessees, could do incal-
culable harm to their prestige and standing. The Committee note that
Government arc contemplating the issue of suitable instructions on this
point. They would like action in this respect to be speedily taken. The
Committee would also like Government to examine whether the power to
order scarches and scizuves 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 utilization of powers of search and seizure, where the officer con-
cerned is himself not sure of the necessity of such action but has to yield
to the pressure of informers in the nature of black-mail. The Committee
would like Government to examine whether some suitable enactment on

this line is nossible and advisable.

The Committee note that out of 926 cases in which searches and

seizures were carried out, prosecutions have been launched only in 8
cases, of which two have been compounded. The Committee would like
Government to take prompt follow-up action in all such cases with a view

to their early finalisation.

~
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were pending, the penalty involved being Rs. 3.66 crores; 975 of these
cases related to the assessiment year 1951-52 or earlier yeara :

<

The Committee note that the number of pending penalty proceedings.
as on 31-3-1968 is 12,410. Thesc cases involved a penalty of Ra. .1.24%.
crores. The Committer, however, consider the position to be still un-

satisfactory. Apparcntly, the absence of any time-limit for finalisation
of penalty proceedings has created a feeling of complacency in the De-
partment in this regard. The Commitiee would. like to point out that,
notwithstanding the absence of a time-limit, 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 Ramkishan Vs
Comumissioner of Income-tax, U.P. is an instance in point. The Commit.
tee note that Government have recently taken steps to fix time-limits for
the disposal of pending cases and asked for reports of progress made in
disposal. The Committee hope that as a result the situation will improve
and that, in the process of disposal, the older cases will get priority.

The Committee note that during the year under review, 254 com-
panies had neither deducted tax at sources nor furnished the statement
under Section 37 (2). The number of companies which deducted the
tax at source but did not remit the tax deducted was 254, 1815 com-
panies did not file the prescribed statement under Section 37(2). All
this indicates that the position regarding deduction of tax [rom divi-
dends, their remittance into treasury and filing of prescribed returns
need to be kept under continuous watch. The Committee have been
informed that the Board had issued necessary instructions to Commis

- —
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sioners after the introduction of Section 276B with effec; from 1-4-1968.
The 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 sub-
mission of the prescribed returns.

The Committee also observe that tax amounting to Rs. 141 lakhs de-
ducted at source was not remitted. The Committee would like to be in-
formed of the position regarding recovery of the tax and penalties levied.

The Commitiee are concerned (0 observe that the number of our

standing cases in which penal Super-tax!Income-tax under section 23A|
104 of Income tax Act, 1922/1961 is leviable has risen from 1086 as on
31-3-1967 1o 2477 as on 31-3.1968, the latter figure including 295 cases
pending under the old Act. The amount of tax involved in the cases pend-
ing as at the end of March, 1968 was Rs. 3.02 crores. The Committee note
that instruction are proposed to be issued impressing upon the Commis-
sioners of Income-tax the need to complete al Ithe cases pending under
the old Act by 30-9-1969 at the latest. The Committee hope that the cases
pending under the old Act will be finalised by this target date and sub-
stantial progress also made with the clearance of other pending cases com-
ing under the 1961 Act. As the 1961 Act stipulates a definite time-limit

for the completion of these cases, it is cssential that they should also be
expeditiously finalised.

«ut -
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The Committee observe that the category of companies known as
‘companies in which the public are not substantially interested” was
introduced in the tax statute in 1930 to prevent avoidance of super-tax
payable by an individual by forming ‘controlied companies’. At that
time there was a _jnarked difference between the tax payable by an indi-
vidual and that payable by a company and the statute sought to cover
cases of individuals attempting to avoid super-tax through the constitu-
tion of controlled companies by bringing in the concept of ‘companies
in which public are not substantially intrested’. The disparity between
the tax payable by an individual and that payable by a company does not
not now exist in that measure, with private companies having been pro-
gressively subjected to higher rates of taxation. Besides, the number of
‘companies in which the public are not substantially interested’ is rather
small. Moreover, it would appear chat the criteria laid down in the Act
determination of this category of companies “are complicated and incapa-
ble of correct application.” It, therefore, requires consideration whether, in
the changed context, this category of companies can be dispensed with un-
der the Act. If revenue considerations require its retention, the Com-
mittee would like Government to consider whether the statute could be
simplified to retain the essence of control on the lines suggested by the
Working Group of the Administrative Reforms Commission.

The para 1.120 of their 17th Report (Fourth Lok Sabha), the Com-
mittee had stressed the need for ensuring that refunds are made by the
Income-tax Department expeditiously in all pending cases. The

LLt
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Committee note that the number of refund claims outstanding between.
one and two years has come down from 429 as on 31-3.1967 1o 103 as on
31-3-1968. The Committee (rust that efforts will continue to be made by
Government not only to liquidate old pending claims but to ensure the
witlement of new claims within the time-limits prescribed in the Act.

69 574 Deprr, of Revenue The Commiutee note that, though refunds amounting 0 Rs, 2.99
crores were made in 88,836 cases during the period 1-4-1966 1o 31-3-1967,
no interest was paid 1o the assessees in any of these cases. The Commut-
tee 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 the timelimits 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, 1969. The Committec
would like to awsit this report. The Commitiee would in this conner-
tion like to reiterate their recommendation in para 1.121 of their 17th
Report (Fourth Lok Sabha) that Government should ensure payment
of interest on refunds to assessees in all cases where it is payable whether
the assessessces have claimed interest or not, )

.

-,

20 $79 De. I'he Committee are not happy over the delay in refunding moneys.
due 10 asscssees as a result of appellate decisions. As on 31-3-1967, there
were 5,050 such cases, 1,220 of them pending for more than one year.
A« a result of the delay in making the refunds, Government had to pay
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mterest amounting to Rs. 15,000 in five cases. The Committee would
wrge  Government to take effective measures to ensure settlemeny of
vefund claims under Section 244 within the prescribed time-limit.

‘The Committgemare concerned over the heavy increase in the numbe:
of cases of non-levyimceorrect levy of penal interest. As against 327 cases ot
non-levylincorrect levy reported in the Audit Report. 1963, the number
ot cases of non-levylincorrect levy reported in the Audit Report, 1968
was 2064, The amounts involved in the two years were Rs. 5 'lakhs and
Rs. 40.48 lakhs respectively. The Commitice had drawn attention tn
this position in paragraph 2.129 of their Twenty-Ninth Report (Fourth
l1.ok Sabha). The recurrence of such cases suggests the need to stream-
line the existing procedure. The Committee would in this connection
like the Ministry to examinc the suggestion made by the Working
Group of the Administrative Reforms Commission their Report on
the Central Direct Taxes Administration for interest calculations to bLie
made with reference to complete months rather than days and for round-
ing off calculations. This would help considerably to simplify the work.

Work would also be simplified if the varying rates of interest now in
existence for different kinds of default could be rationalised and tabu-

lators used for purposes of calculation,

(i) ‘'The Committe note that the Board have mstrucu:d Income-tax
Oficers to ensure that interest for delayed submission of return, chargea-

ble under.Section 139 of the Income Tax Act, 1961 is invariably charged
at the time of original assesminent.  'They also note that some further

641
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instructions are proposed to be issued by the Board.

o e e et = i S

‘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 a prominent indication should be given by means of a label
or rubber stamp to the effect that the return had been received after the

prewcribed date and that penal interest is chargeable.

(ii) The Commitiee note that penal interest amounting to over
Rs. 31,000 in two of the four cases has not yet been recovered. They
would like efforts (0 be made by the Department to recover this sinount

at an early date.

H
3

The Committee note that the omission o levy interest according to
the provisions of the law had led to an undercharge of over Rs. one
lakh in the present case. It was urged in extenuation that the Income-
tax Officer had to complete 33 assessments in the month of March. This
is indicative of the fact thay spacing of work in the Department needs

to be improved.

The Committee note that a disclosure petition of the assessee in this
case for Rs. 1.40 crores is pending before the Board. They would like
to be informed of the Board's decision on the petition as also the position
regarding recovery of shortlevy of interest of Rs. 1,11,595.

o8t
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