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INTRODUCTION 

I, the Chail"man of Estimates Committee having been authorised 
by the Committee to submit the Report on their behalf, present this 
Ninth Report on Ministry of Finance (Department of Revenue)-
Income Tax Department. 

2. The Committee took evidence of the representatives of the 
Ministry of Finance (Department of Revenue) and the Central 
Board of Direct Taxes on 3, 5 and 6 January, 1981. The Committee 
wish to express their thanks to the officers of the Ministry and the 
Central Board for placing before them the material and infonnation 
which they desired in connection with the examination of the subject 
and giving evidence before the Committee. 

3. The Committee also wish to express their thanks to Institute 
of Chartered Accountants of India, the Associated Chambers of 
Commerce and Industry of India; National Institute of Public Finance 
and Policy; All India Manufacturers Organisation, The Federation 
of Indian Chambers of Commerce and Industry for furnishing memo-
randa to the Committee and also for giving evidence and making 
valuable suggestions. 

4. The Committee also wish to express their thanks to all other 
institutions, aSSOCiations, bodies and individuals who furnished 
memoranda on the subject to the Committee. 

5. The report was considered and adopted by the Committee on 
1 April, 1981. 

6. For facility of reference the -recommendations/observations of 
the Committee have been printed in thick type in the body of the 
Report. A summary of the recommendations/observations is 
appended to the Report. 

NEW DELHI; 
April 6, 1981. 
Chaitra 16, 1903 (Saka). 

S. B. P. PATTABHI RAMA RAO, 
Chairman, 

Estimate. Committee. 

(v) 



A Introductory 

CHAPTER I 

INTRODUCTORY 

A tax on income was first imposed in India in 1860. The levy 
.remained in force for five years, and was followed by several experi-
ments in direct taxation in the form of income, licence and certi-
ficate taxes upto 1886 when Income tax was introducer!. It remained 
tIl force for 32 years. A new Income Tax Act was enacted in 1918 
.and it was revised again in 1922. This Act continued with amend-
ments from time to time till 1961, when Income Tax Act, 1961 was 
p8$sed. This Act as amended from time to time is in foree at 
present. 

1.2. The Income Tax was administered through the State Govem-
ments till the tax administration was centralised by the 1922 Act. 

1.3. The working of the Income Tax Department and the adminis-
tration of the Income Tax Act have been examined. by a number of 
CQmmissions and Committees as given below:-

(i) India Taxation Enquiry Committee (192~25) known as 
the Todhunter Committee; 

(ii) The Income Tax Enquiry Committee (1936) knoYl.n as the 
Ayers Committee. 

(iii) Income Tax Investigation Commission, (1948). 

(iv) Taxation Enquiry Commission (1953-54). 

(v) Nicholas Kaldor's "Indian Tax Reform-Report of a Sur-
very", 1956. 

(vi) Direct Taxes Administration Enquiry Committee (1958-
59) known as the Tyagi Committee. 

(vii) The Law Commission (1959-60). 
(viii) S. Bhoothalingam's Report on Rationalisation and Sim-

plification of the Tax Structure (1967). 
(ix) Administrative Reforms Commission (1968). 

(x) H. A. Shah Committee (1969-70). 
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(xi) Direct Taxes Enquiry Committee (1970~71) known 85 the 
Wanchoo Committee. 

(xii) Direct Tax Laws Committee (1977-78) known as tile-
Chokshi Committee. 

1.4. The working of the Income Tax D~artment is reviewed fnml. 
year to year by the Public Accounts Committee of Parliament ia the-
light of Reports of the C & A.G. The Estimates Committee (1959-111) 
of Second Lok Sabha examined the Organisation of the Depad-
ment of Revenue (Central Board of Revenue) and presentecl 45th 
Report (2nd Lok Sabha) and 23rd Action Taken Report (3rd Lok 
Sabba) on the subject. 

1.5. The Estimates Committee (1979-80) took up the subject of 
Income Tax Assessment Procedure for examination but they had 
hardly begun when the Lok Sabha was dissolved in August. 19'19. 
The present Estimates Committee (1980-81) have examined the-
working of Income Tax Department and given their conclusions and 
recommendations in this report to bring about simplification aDd 
rationalisation of tax administration, curb tax evasion and tone up 
efficiency of Income Tax Department. 

1.6. The Committee feel that if their recommendations aDd COIl-

elusions are taken seriously and implemented in letter and spirit, 
the tax administration would be streamlined, difficulties of BSSe [ 

would be considerably removed. tax evasion curbed and file flat: 
revenues would go up. 

(Serial No. 1) 

Administrative M~hinery 

1.7. The Central BOM'd of Direct Taxes, a statutory authority 
constituted under the Central Board of Revenue Act, 1963, fane-
tions as a Division of the Ministry of Finance in the Departmeot of 
Revenue and deals with m~tters relating to levy and collection of 
direct taxes: It is the apex body of the Income Tax Departmeut 
which administer the following laws relating to Direct Taxes:-

(i) Income Tax Act, 1961. 
(ti) Estate Duty Act, 1953. 
(iii) Wealth Tax Act, 1957. 
(tv) Gift-tax Act, 1958. 
(v) Companies Profits Sur-tax Act, 1964. 
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(vi) Interest Tax Act, 1974. 
(vii) Compulsory Deposit Scheme (Income-tax Payers) Ac4 

. 1974. 
(viii) Hotel Receipt Tax Act, 1980. 

Income-t~ Co,Uections 

1.8. The following statement indicates the Income Tax collection 
targets, actual collections, and variations during the years 1970-71,. 
to 1979-80. 

Year 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

1977-78 

1978-79 

1979-80 

Targets Actuais Variations Percentage 
(Depart- Increase/ of variation 
mental Decrease. increase/Deer-
Figures) ease. 

Rs. in crores Rs. in crores Rs. in crores 

825.00 83~·64 (-) 14.04 (+) 1.77 

1010.00 1002 .57 (-) 7·43 (-) 0·74 

1100 .00 1172 .78 (+) 72 .78 (+) 6.62 

1300 .00 13°4·53 (+) 4·53 (+) 0·35 

1460 .00 1544.00 (+) 84.00 (+) 5·75 
1820.00 1832.20 (+) 12.28 (+) 0.67 

2060.00 2071.53 (+) II .53 (+) 0.56 

2400 .00 2222·77 (-) 177·23 (-) 7.38 

2620.00 2428 .86 (-) 191.14 (-) 7.30 

2825.00 2732 .21 (-) 92 .79 (-) 3.28 

1.9. From this statement it could be observed that while upto 
the year 197~77, the actual collections on account of income-tax 
used to be more than the targets, during 1977-78, 1978-79 and 1979-80, 
the actual collections were less than the targets, the shortfall being 
as high as over 7 per cent in the years 1977-78 and 1978-79. Asked 
to explain this phenomenon, the Ministty have stated that:-

• 
"According to the existing procedure the Budget Estimates of 

Income-tax and Corporation Tax are settled in consulta-
tion with the Department of Economic Affairs and are 
depicted in the Budget papers. The C.B.D.T., thereafter 
fixes the targets of collection -among the various Commis-
sioners. In order to ensure that the Budget Estimates 
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fixed are realised and also that the shortfall in in soy 
Commissioners' charges, is offset by increased collection 
in other charges, the targets are increased slightly over 
the estimates. The increased figures termed as "targets" 
were furnished to the Esti,mates Committee. While the 
percentage of shortfall of actuals over the "targets" dur-

,ing 1977-78 and 1978-79,were about 7 per cent, the per-
centage of shortfall as compared to Budget Estimates are 
only 4.86 and 5.74 per c~nt respectively for the two years ., 

1.10. The main reasons for the shortfall in the actuals according 
1:0 the Ministry are as under:~ 

(a) A degree of optimism was built into the Budget Estimates. 

(b) The business conditions during the year were poor large-
ly because of the unsatisfactory situation on the power 
front. 

(c) Slower growth in industrial production in certain sectors 
of the industry (3.3 per cent during 1977-78 as against 
9.5 per cent during 1976-77). 

(d) There were widespread floods and consequent dislocation 
of economic activity notably in eastern parts of the coun-
try where significant proportion of industries are concen-
trated; and 

(e) Poor industrial relations also adversely affected the 
industri~tl activities particularly in the corporate sector. 

Volu.ntary Tax Comp~nce 

1.11. The Ministry have infonned the Committee that the Cen-
tral Board h~ve already accepted in prmciple the conc~pt of en-
couraging voluntary ta.x compliance a~d it is in this context that 
the Summary ~ssment Scheme was introduced. The underlying 
idea in respect of Summary Assessment Scheme is to accept the 
bulk of the returns and concentrate on bigger_ cases involving 
substantial stakes of revenue. Accordinltly, the base of the Sum-
mary Assessment Scheme is being enlarged. The c,ases faDing 
under the Summary Assessment Scheme constituted approximately 
"65 per cent to 75 per cent of the total worklo.ad. 
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1.12. The Ministry h~ve also stated th~t the DeplU'tment receive 
.about 85 per cent of the Revenues through Advance tax, Self 
.assessment and Tax deduction at source the detailed break up of 
these from the years 1977-78 to 1979-80 is given below:-

(In Crorea ofRupee8) 

1977-78 1978-79 1979-80 

J. Total gro8II collection 2461 '53 'i1.707·4'iJ. 30 58 .66 

Refund 2'i1.8·76 278 ,56 326 '45 

2. Net collection out of I. 2222 ·77 24'iJ.8.86 273'i1.·u 

~3. Advance Tax 13g8·,s 1538 '47 1778 ,51 
(56·82) (56 .82) (58 . 15) 

4. Self usessment 2.48,73 24°·73 227·79 
(10.10) (8.8g) (7.45) 

5. Tax deduction at IOUJce #1·48 528 .48 643. 15 
(17'94) (19.52 ) (21 '03) 

N.B:-TI:ac pcIlCCIltage Ibown in thehr.cketa ~t the percentages to the tGtal grOIl-
collectiOlll. 

1.13. The total number of alISessees (including companies) in the 
books of the Deptt. ;&s on 31st March, 1979 was 39,69,965. The 
number of assessees status-wise as on 31st March, 1979 were as 
under:-

Individuals ...•.....................................•...... 

Hindu undivided f'amilitcs ................................ .. 

Firms .................................................. .. 

& OIl 31st .M,v<:h. 
1979 

3°,52,482 

2,11,036 

6,11,088 

<!ompanies . . • . . . . . . .• . . . . . . . . . . . . . . . . . • . . . . • . . . . . . . . • . • . 41.532 

TorAL: 39,6g.965 



6 

Category-wise number of income-tax paying assessees during: 
the 1978-79 as following:-

& on 31St March, 
1979 

(a) Business caaes having income over Rs. 25,000. • 3,10,642 

(b) Business CIIlICS having income over Rs. 15,000 but not exceeding 
Rs. 25,000. • • . . . • •. 3,28,117 

(c) Business cases having income oVeJ Rs. 7,500 but not exceeding 
Rs, 15,000 , . • . , • ' . , 4.33,067 

(d) All other cases (including refund cases) except those mentioned in 
categories (e) and (f) below , • • • • , 3,82,359 

(e) Govt. aa1ary cases and non-Govt. Salary caaes below Rs. 18,000, 4.4-6,653 

(f) Summary B8ICSIIIlIeIlt cases 20,78,127 

TOTAL: 39,Gg,g65 

Cost Of Collection 

1.14. The total expenditure incurred by the lncome-Tax Depart-
ment, the total-eollection and also the cost of collection in terms 
of percentage with reference to collection of revenues for the last 
10 years beginning from 1970-71 are given below:-

Year 

1970.71 

1971-711 

19711-73 

J973-74-

1974-75 

1975-76 

J976-77 

1977-78 

1978-79 

1979-80 

Tax coli-
ection 

Rs. (In 
crora) 

86g'31 

1044' 16 

1233'07 

1375'06 

1653'95 

112011,'93 

113117'74 

11405'40 

115117' IS 

8817'57 

Actual Percentage 
Expendi-
ture Rs, 

(In aores) 

19'43 2'24% 

21'44- 2'05% 

23'44- 1'90% 

R7'63 R'OI% 

54-'68 11'10% 

43' III 1'g6% 

43'65 1·88% 

45'08 1'97% 

49'50 1'g6% 

SJ' 71 J,83% 
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13. Arrears of Income-Tax 

1.15. The Ministry have informed the Committee that the arrears 
1)f income-tax outstanding as on 31st March, 1980 were Rs. 589.66 
crores, of which Rs. 419.96 crores were classified as 'recoverable 
arrears' and the balance Rs. 97.70 crores as 'irrecoverable arrears'. 
The figures of income-tax arrears as on 31st March of 1978, 1979 and 
1980 are given below:-

A rrears as on 

3 1-3. 1978 

31-!l-1979 

"3 1-S- l gSo 

£ Recoverable arrears: 
Irrecoverable arrears: 

BTetik-up oj Arrears 

491 ' 95 
97'70 

Amount in arrean Rs. 
in crores 

1.16. The following statement regarding gross arrears and not 
arrears as on 31st March, 1980 shows the break-up of the outstand-
ings, head-wise as also the main factors on account of which the 
<Qutstanding amounts could not be recovered:-

Particular. 

2 

I. Total demand outstanding at the end of the year 

2. Amount not fallen due • 

(Amount of demand) 
(In crores of 

rupees) 
31-3- l gSo 

g 

1011.85 

3. Amount claimed to have been paid but pending verification/adjustment • 

4. Amount stayedfkept in abeyance 
(a) By courts. 

(b) Under Section 243F(2) (application to settlement Commission) 

(e) By Tribunal 

(d) By I.T. Authorities due to:-
(i) Appeals and revisions 

(ii) D.I.T. Claims 

(iii) Restrictions remittances Section 220(7) 

rr .43 

6'72 



(iv) Other reaioilS 

(v) Total 

2 

(e) Total of (a) (b), (c) and (d) (v) 

8 

5. Amounts Cor which instalments have been granted 

6. Total (2-3+4-(e)-=(5)] 

7. Net arrears (I minus 6) 

ClasslfIGIion of Nit .4mms 

8. (a) Amount due Crom companies in liquidaion 

(i) Pending consideration of write off/scaling down petitions 

(ii) Others 

(iii) Total 

(b) Amounts due Crom non-company assessees involved in insolvency pro-
ceedings; 

(i) Pending consideration oCsca1illlf down petitionsl write off 

(ii) Others 

(iii) Total. 

(c) Total oC[(a)(iii) &: (b) (iii)) 

g. (a) Amounts due Crom as_sets who have left India and who have "no 
known asset. 

(b) Amounts due Crom assessees who are not traceable and/or who have 
no known assets. 

(i) Pending consideration oCwrite off/scaling down petitions 
(ii) Othcn 
(iii) Total 

(c) Total of (a) &: (b)(iii) 

10. Amounts due Crom undertakings which have been nationalised or taken 
over by Govt. where the erstwhile owners do not have, enough assets to pay 
the tax . 

(i) Pending consideration oCscaling down petitions/write off 
(ii) Others 

(iii) Total 

11. All other amounts in arrears: 

(i) Pending consideration oCscaling down petitions/write off 
(ii) Which are not being realised Cor variOt:1 reu<IIII of genuine 

hardships . 

(iii) Balance being the realiaable amount 
(iv) Total 

Ill. Tolal oC8(e), g(e), lO(ii)(i)&:1I (iv) 

3 

139·56· 

175· 5!t 

18.62 

5Sg·65· 

0.87 

I.go· 

21·70 

:44. 14-

491 '95 
550 .48 
sSg.65 
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1.17. The Ministry have stated that the following administrative-
steps have been taken recently to recover atteats:-

(i) Action plan indicating targets of collection/reduction of 
arrear and current demands have been fixed with refer-
ences to which perlormance is appraised periodically by 
the Board tmough a: monthly telegraphic feed-back. 

(ii) Arrangements for appointing separate ITOs in difficult. 
cases of recovery are being reviewed and, wherever 
feaSible, strengthened. 

(iii) Appellate machinery is being strengthened to liquidate-
the heavy pendency of appeals in certain Commissioners'-
Charges. 

(iv) Bigger cases of tax recovery are being supervised by senior 
officers. . 

(v) The senior officers of the Directorate of Recovery visit 
various field formations to pursue the recovery process· 
and give specific directions to them for recovery of arrea'l"S. 

(vi) For the last 7 years, in Action Plans, the highest priority 
has been given to reciuction of arrears and collection of 
current demand. The target of reduction of arrears 
demand has been 55 per cent and the target of collection 
of CUITent demand has been 85-90 per cent. 

(vii) CommiSSIoners of Appeals and Tribunals take up high-
demand Appeals as quickly as possible, Commissioners 
have called on Chief Justices of High Courts in their res-
pective areas, and requested them that similar cases may 
be clubbed together and taken up earlier. The Central 
Board have taken similar steps in respect of Supreme-
Court. 

(viii) Arrears clearance Fortnights are organised when the 
entire attention of the field formations is focussed on 
this problem. 

1.18. During evidence, the representative of the Central Board 
informed the Committee that 'the probelm of keeping a watchful 
eye on the containment and reduction of tax arrears has been 
uppermost in the mind of the Board for the last several years .... , 
we have constantly endeavoured to contain and we will try our-
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best. But we cannot promise and nobody can promise that there 
-will be no arrears carried forward. This year (1980-81) our Budget 
Estimate is Rs. 2941 crores but indications are that we may be able 
to collect more. Roughly we say Rs. 3,000 crores. Any business 
which deals with Rs. 3,000 crores is bound to have some accounts 
-receivable. It is a pipeline, some outstanding demand is inevitable 
in an operation of this magnitude, but we try our best to contain 
-this, minimise this and reduce this." 

1.19. The witness further explained that "beginning with 1972-73 
we collected Rs. 1100 CTores and the percentage of arreats was 66.7 
per cent. It has consistently gone down and last year-for the 
year ending March 1980, we collected Rs. 2730 crores in absolute 
terms. Of course, the arrears carried forward were larger but the 
percentage which was 66.7 per cent in 1972-73 has come down to 
:27.0 per cent. But we can. assure the hon'ble Committee that we 
spare no efforts to contain and reduce as much as possible." 

Write-off 

1.20. The Ministry have informed the Committee that the De-
-partment resort to write-off of tax dues if the tax demands become 
incapable of recovery due to several reasons, notably the following:-

(i) Absence of assessee; 

(ii) Assessees having left India/or not ~raceable and there 
are no assets; 

(iii) Assessees having died leaving behind no assets or having 
become insolvent; 

(iv) Companies having gone into liquidation; and 

(v) Amounts being petty, etc. 

The amount of income-tax dues written off during the years 
:1975-76 to 1979-80, according to the Ministry, was as under:-

Rs. in crores 

1975-76 5.32 

1976-77 9. 80 

1977-78 13. 19 

1978-79 21·76 

1979-80 10·55 
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1.21. The Committee note that the net Income-tax arreas out-
standing as OIl 31st March of IM8, IM91 & 1980 were &S. 633·53 crore&, 
as. 554.90 crores and Rs. 589.65 crores, respectively. The actual 
collections fell short of targets byRs. 77.23 crores in 1977-78, Rs. 191.1. 
Cl"ores in 1978-791 and' Rs. 92.79 crores in 1979-80. The cost of 
collection, however, came down from 1.87 per cent in 1977-78 to 
1.85 per cent in 1979-80. 

(81. No. I-A) 
1.22. The Committee cannot help viewing with concern the heavy 

shortfalls in actual collections vis-a-vis targets during the three years 
1977-1980. The continuing arrears of nearly Rs. 600 crores despite 
numerous measures to reduce t~m are also a matter of serious 
concern. The fact that nearly R5. 22 crores had to be written off 
in 1978-79 and over Rs. 10 crores in 1979-80 is a reflection on the 
Department's efficiency. These statistics which are indexes of the 
Department's performance lead to the conclusion that measure:;; taken 
by the Department to realise tax dues have not beelJl' effective enough 
and must be intensified. The, Committee would urge the Department 
to maintain relentless pressure on all fronts to show better results 
in c01Jlecting current demands and reducing arrears. 

1.23. The' Committee find that more than 85 per cent of the tax 
is either deducted at source, or paid automatiCally in advance or on 
seU assessment by the assessees and only about 15 per cent of the 
gross collection is left to be collected by the direct efforts of the 
income tax officers. While the Commi(ttee do not wish to wholly 
deny credit to the Income tax machinery for the 85 per cent of the 
collections which come' in automatically, they wiish to point out that 
the area requiring the special attention of the I.T. machinery is not 
so large that they cannot manage it effectively. The Committee 
would like the Department to remember that theilr efficiency would 
be judged more by collections made on their own efforts than by 
collections flowing in anyway from year to year under the salutary 
effect of the penal provisions of Income tax laws. . 

(st. No.2) 



A. Returns 

CHAPTERll 

ASSESSMENT PROCEDURE 

2.1. Every person, if his total income during any previous year ex-
ceeded the maximum amount not chargeable to Income-tax, is re-
quired to file a return voluntarily in the prescribed form. At present 
there are five forms of return of income as under:-

(i) Form No.1-for companies other than those claiming 
exemption under section 11. 

(ii) Form No.2-for assessees (other than companies and 
those claiming exemption under section 11) whose total 
income includes "Profits and gains Of business or pro-
fession". 

(iii) Form No. 2A-for individuals whose total income includes 
income under the head "Salaries" received from Govern-
ment, but does not include any income under the heads 
"Income from house property", or "Capital gains", and who 
do not have any agricultural income. 

(iv) Form No.3-for assessee (other than companies and those 
claiming exemption under section 11) whose total income 
does not include "Profits and gains of business or pro-
fession:' 

(v) Form No. 3A-for assessees including companies claiming 
exemption under section 11. 

2.2. A number of non-official have represented to the Committee 
that the Income-tax returns are cumbersome and complicated and 
that it is difficult to fill up the forms without the help of experts. 
They have suggested that the returns should be Simplified in such 
a way that the first page gives the total income of an assessee under 
various heads and then statements showing computation of income 
under relevant heads are appended to it. 

2.3. Asked about the comments of the Ministry on the aforesaid 
suggestions the Ministry stated that "it could, however, be argued 
that it may not be necessary to burden the assessees with the require-
ment to go through the parts of the return which are not relevant in 

12 
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bis case. In this view, it may be desirable to have a simplified return 
of income. according to the different heads of income and require the 
'assessee to attach statements showing the computation of income 
under etlch head of income separately." 

2.4. According to the Ministry each year, as soon as the annual 
~inance Act is passed, these forms are modified to incorporate the 
.changes made in the Income-tax Act. The Ministry have admitted 
that "these forms have become rather cumbersome and unweildy 
so that ordinary assessees who are not well conversant with the 
proVisions of law are sometimes not able to comprehend the annexures 
;and experience difficulties in furn:shing the returns of income." 

2.5. The Ministry informed the Committee (December, 1980) that 
in August 1980, the Chairman, Central Board of Direct Taxes had 
appOinted a committee to simplify and retionalise the forms of 
returns of income. The Committee had proposed to replace some 
,of the existing annexures by statements to be furnished by the 
·assessees in relation to the head of income relevant in their case on 
the basis of the notes appended to the return of income. The Gov-
-ernment had accepted this recommendation. 

2.6. The other important changes suggested by this Committee 
·.and accepted by the Department were:-

(i) Form No. 2A to be furnished by Government servants 
who do not have income from the speCified sources is 
being discontinued as a large number of Government 
servants are found to be having sources of income other 
than Salaries. 

(ii) A number of annexures and statements contained in 
form Nos. 1, 2, 3 and 3A are being omitted and assessees 
will be required to show detailed computation of income 
in the statements to be attached with returns on the basis 
of exhaustive notes appended to the return of income. 

(iii) A column in the return has been provided to show the 
reasons for delay if any, in filling the return. 

(iv) A column in the return to show whether tax payer has 
applied for extension of time has also been included. 

According to the Ministry the actual size of the forms of return 
'Of income would be considerably shortened by this process. 

2.7. The Finance Secretary informed the Committee during 
-evidence (January, 1981) that "the new form represents an im-
provement on the existing form. The Chairman, C.B.D.T., when he 



14 

presented the form said that any person with an average intelligence~ 
should be 'able to fill it without an expert help. This is the test 
which he has applied in evolving this form. I hope that his assess--
ment proves correct." 

2.8. The Ministry had informed the Committee that no non-
official was associated with this Returns Committee. The F~nance 
Secretary conceded during evidence that "in retrospect I wish we 
had consulted select non-official opin:on such as the Chambers of 
Commerce or profession'al bodies:' 

2.9. Elucidating the point, the Chairman, Central Board stated 
that "after the new forms come into force from 1st April, 1981, we 
can seek the opinion of various Chambers of Commerce and other 
representative organisations as to whether any modifiC'ation is 
necessary. The modifications proposed by them can be examined 
and we can make necessary changes in the forms". 

2.10. At present there are five forms of income-tax returns for 
ditlerent categories of a:;se3S3es· A number of non-officials have 
represented to the Committee that the income-tax return forms are 
eu.mbersome and complicated and that it ~ difficult to fill the forms 
without experts' help. The Ministry have admitted that the forms· 
are "l'ather cumbersome and unwieldy". The Committee are informed 
by the Ministry that a Returns Committee was set up in August, 1980' 
and that on the basis of the recommendations made by that com-
mittee, certain steps have been taken to simplyfy and rationalise the 
return forms. The actual size of the new returns is also expected 
to be considerably shortened and according to the Ministry "any 
person witli an average intelHg.ence should be able to fill it without 
any expert help". The Committee hope that this expectation is, 
rea'Used. The Committee womd like the forms of returns to be 
periodically reviewed and whateve'r modifications are required to 
simplify them, should be made periodically. (Sl. No.3) 

2.11. Since non-official opinion was not invited before finalising 
the new forms the Committee trust that, as assured during evidence, 
the Ministry will seek the opinion of non-official organisations on 
these forms and examine The possibility of simplifying the forms still 
further in the light of non-official views. In fact this should be a 
continuous process. 

(Sl. No.4) 

Dlistrib14tion Of Income Tax Return Forms: 
2.12. At present Income Tax Return forms are supplied free of 

cost b, the offices of Income Tax Department at various places. 
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2.13. The Income Tax Return forms are also made available to 
"the public on sale through selected post oflP...es at a nominal cost of 
:25 paise. 

A number of non-officials brought to the notice of the Committee 
that the return forms are not often available, particularly in smaller 
'towns. Some representatives also suggested that the return forms 
should be made available on sale at Banks and similar other places 

'freely. 

Commenting on this suggestion, the Ministry stated that no 
suggestion for distribution of returns through B3nks and other places 

"had so far been made but the feasibility of the same could be examin-
.ed for future. 

2.14. The Committee would like the Ministry to ensure that return 
forms are easily ava"~able ~n all towns and supplied to· all those who 
ask for them. In order to avoid misuse and wastage, the forms may 

"be priced and sold through post offices, banks and other such o~gani­
'Sations so as to bring them w '{tMn the easy reach of asses sees in cities 
'or mofussil towns. 

.(SI. No.5) 

,Arrangements for receiving Returns in the Incorne;'Tax Offices: 

2.15. It has been represented to the Committee by non-official 
organisations that the arrangements made by the Income-tax De-
"partment for rece'ving returns are not adequate. Assessees have to 
stand for long duration in long queues to hand over the returns. They 
have suggested that additional counters should be opened towards the 

,closing date for receipt of such returns. 

2.16. During evidence the Committee enquired whether any 
"watch was kept on the length of queues of persons waiting for filing 
returns towards the closing date and whether additional counters 
were opened as soon as the queues got longer than, say, 20 persons. 
'The Chairman, Central Board replied that "the Inspecting Assistant 
Commissioners keep a watch; the Commiss'oner also goes round and 
finds out how long is the queue. At many places, it is not possible 
·to open a large number Of counters because of lack of space and 
'staff also. I can assure you that the convenience of the income-tax 
'payer is definitely borne in mind by us. We do whatever is possible 
within the constraint of staff and space available.· Long queues are 

"not there. When the need arises we open more counters." 

2.17. Even though the senior officers (}f the Income Tax Depart-
1'Ulent keep in mind t~:! convenience of the aS3essees, open more coun. 
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ters and keep a watch on the length of queues, the fact rema~DS that. 
as admitted by the Chairman, Central Board of Direct Taxes, at many 
places they are unable to open a large number of counters for r.eceiv-
ing income-tax returns towards the dosing date because of lack of 
space and statI. 

2.18. The Com.milttee would like that the Income-tax Department 
should devise ways and means of overcoming the constraints of stair 
at least for that period arranging temporary staff and space towards 
the closing dates so as to open adequate numbeT of counters to receive-
returns and thus enable the assessees to file their returns convenllent-
ly without long wait. 

(SI. No· 6)1 

'B'-Assessment 

(i) Summary Assessment 

2.19. The Ministry have informed the Committee that with a-
view to achieving the twin objectives of disposing of a large number 
of cases and making proper investigation in certain cases, the assess-
ments have been broadly classified into two categories (i) summary 
assessment and (ii) scrutiny assessment. 

Summary Assessment Scheme: 

2.20. The assessments are made under section 143 (1) of th.e-
Income Tax in respect of cases falling under the Summary Assess-
ment Scheme. Under th's Section, the Income-tax Officer may 
without requiring the presence of the assessee or the production of 
any evidence in support of the return, make an assessment on the 
total income on the basis of the return itself. 

2.21. The Summary Assessment Scheme came into operation 
w.e.f. 1-4-1971. The Board prescribes from time to time the mone-
tary limits to determine whether the case falls under the summary 
assessment scheme or not. In July, 1977 it was laid down that the 
income-tax assessments would be completed under this scheme in 
respect Of all non-company cases where the returned income in 
the assessment year under consideration or the assessed income in 
any of the two prececling assessment years is less than Rs. 75,000/-
in the case of registered firms and Rs. 50,000/- in other cases. In 
1960 these limits have been uniformally raised up to Rs. 1 lakh. 

2.22. The Ministry have stated that "one of the objectives of 
introduction Of the summary assessment scheme is to minimise the 
inconvenience to the assessees and to expedite the disposal of the 
cases." 
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2.24. According to the Min:stry, the reasons for lesser disposal in 
1978-79 in comparison to 1977-78 was that under the annual Action 
Plan for 1978-79, the Income-tax officers were directed to complete 
assessment of "effective cases" only (cases with income above the 
taxable limits) and only perm'ssible ineffective cases such as refund 
cases and the time-barring cases were asked to be disposed of. This 
was done with a view to concentrating on other areas of work 
which were given lesser attent:on in the past. 

2.25. Another reason for decline was that during 1978-79 wealth 
tax 2ssessments for 1974-75 and earlier years were getting time-
barred on 31-'3-1979 which had to be disp,:,sed of. 

2.26. According to non-official organisations, the big arrears not 
only indicated that the summary assessment scheme was not being 
worked in the spi~''.: in which it was introduced, but also that a large 
number of summary assessment c -ses were being treated as scrutiny 
cases. Some non-:>fficials have stated that with the full and com-
plete returns required to be submitted under sub-Clause (9) of 
Section 139 w.e.f. 1-9-80 it should be possible to c-omplete all sum. 
mary assessments before the end of the assessment year. 

2.27. The Ministry have stated that the following steps have been 
taken by the Department to expedite the dispos::!l of Summary 
Assessment cases:-

(i) In order to ensure that no summary case is wrongly con-
verted into a scrutiny case or vice versa, a check list has 
been devised. 

(ii) 

(iii) 

(iv) 

Powers of assessment have been given to Inspectors in 
non-company cases, including salary cases where the 
returned \ finally assessed income for the rSsessment year 
concerned and the immediately two pre::eding yeaI's is 
Rs. 25,000 or less. 

As a result of the amendment, to section 143(1) made, by 
Finance Act (No.2) 1980, t~e I.T.O. is no longer required 
to make any adjustments to the returned income filed by 
the assessee. This would quicken the pace of disposal. 

If certain legal reqUirements like appending profit and 
loss accounts, b.,lance sheet etc. to the return are not com-
plied wLh, i":e In!Jme-taxOfficer ma'~T declare the return 
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to be invalid if the defects are not removed within the 
time allowed. 

2.28. The Chairman, CBDT, stated during evidence th:-t these 
measures "will go a long way in achieving the objectives of divert-
ing man-powe: from summary assessments to more detailed scrutiny 
assessments and at the same time expediting the disposal of summary 
assessments disposal." He added that the Board had recently drawn 
~p a long-term plan for' disposal of summary assessments and had 
decided th-at at least 90 per cent of such caSes would be di!:;posed of by 
31st March, 1984 and the pendency of summ:ory assessment cases 
would be reduced to 10 per cent of the workload." The Chairman, 
Central Board, added that "this would mean that we may need extra 
officers for this purpose. The whole thing is under study and as 
and when the study is over we will put up Our proposals." 

2.29. According to the Ministry, "even where a case is completed 
under the Summary Assessment Scheme, prepc-.ration of assessment 
forms and tax calculation' sheets etc. also require considerable time. 
Due to the constraints of the manpower available, it is not possible 
to dispose of all the cases falling under the 'Summary Assessment 
S:!heme during the year itself." 

2.30. When during evidence attention of the Chairman, CBD'l: 
wa.s invited to the reports that even in Summary Assessment Cases, 
lTD!;" were ·calling the assessees" to their offices for a hearing the 
Chainnan', stated that it is "not only'undesirable but also iUegal if 
whil'e'making a Summary Assessment under Section 143(1), the 
(ITO) calls an assessee to the Income-tax office". He however added 
that "out of summary assessments, a certain percentage of cases 
come up for sample scrutiny. If in a particular case of summary 
assessment an assessee has been called to the Income-tax office. if 
his accountboaks.bave been examined, it is because'it has been taken 
for a s:-mple scrutiny." 

Sample Scrutiiny CaSes under summary Assessment Scheme 

2.31. According to the MinistI~~7 of Finance; selective scrutiny of 
cases. completed under summary assessment. scheme· is to be done on 
random sampling basis and this selection is to be'made in the month 
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of August every year and these cases are required to be entered in 
the sample scrutiny register also for follow up action. 

2.32. The number of cases selected for sample scruting are as 
follows:-

2 per cent of the total cases of having assessment income upto 
B.s. 25,000. 

10 per cent of the cases having assessed income between 
B.s. 25,000 to 50,000. 

20 per cent of the cases having assessed income above 
B.s. 50,000. 

2.33. At the instance of the Committee, the Ministry have fur-
nished the following information regarding disposal of Summary 
Assessment cases taken up for sample scrutiny as at the end of 
JUly, 1980. 

(i) Number of cases of sample scrutiny brought forward as on Ist April, 
I~ 6~~ 

(ii) Number of cases selected for sample scrutiny during the year upto 
J ul, 1980 . 37,724 

(iii) Total number of cases available for sample scrutiny 99,g81 

(iv) Disposal out of Col. (iii) upto July Ig80 9.556 

2.34. During evidence the Committee pointed out that during the 
first 4 months of 1980-81, the De;;>tt. had disposecl. of 9556 cases, and 
at this rate their annual disposal (1980-81) would be approximately 
30,000 cases. Even assuming that no more cases for sample scrutiny 
would be taken up this year (which was not correct), at the present 
rate of disposal, it would t2ke the Department three years to dispose 
of the cases as pending at the end of July, 1980. 

2.35. The Chairman, CBDT, admitted during evidence that sample 
scrutiny of cases selected from out of the summary Assessment 
c.'ases "are not being scrutinised adequately and also expeditiously." 
He added that in order to expedite matters, it had been decided that 
during 1981-82, the ITOs should give the highest priority for the 
disposal of cases selected for sample scrutiny including the pending 
cases and these should be completed during that financial year itself. 
Previously these scrutiny cases were mixed up with other scru.tiny 
cases and they were disposed. of in normal manner. 
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The Chairman CBDT further stated that the mechanism of feed-
back had also been improved. Earlier in the monthly progress 
reports, there was no separate column to show the number of cases 
selected for random scrutiny and the number of cases disposed of. 
The monthly progress reports had been revised to get this informa~ 
tion to enable the supervisory authority to keep an eye on progress. 
In this manner the supervisory officers would be able. to keep a 
better watch than what they had been doing in the past. 

2.36. In reply to a question the Ministry had stated that informa-
tion as to the number of random scrutiny cases in which conceal-
ments were detected was not available with them. During the 
course of evidence, the Committee. enquired whether in the absence 
of this information, the Ministry could sa.y that the Summary 
Assessment Scheme did not give scope for tax evasion as had been 
alleged in some press reports. The Chairman, Centr21 Board rep-
lied (January, 1981) that "we have not prescribed instructions 
on this to show the number of concealment cases detected througa 
the sample scrutiny. We will consider the suggestion." The Finance 
Secretary also admitted that "'the point is well taken that he need 
for monitoring of the scrutiny assessment is absolutely essential. It 
can be done at tne level of the Commissioners with a second look 
also by the Central Board of Direct Taxes." 

2.37. Subsequently the Ministry informed the Committee (Janu-
ary, 1981) that "a study is currently being undertaken by the Inspec-
tion Division of the Board of Delhi charges regarding the number 
of scrutiny, the amount of addition made and the number of penal-
ties for concealment initiated." 

2.38. With a view to minimising inconvenience to the assessees 
and to expediting the disposal of assessment cases, the Income tax 
Department had introduced, with effect from 1971, a Summary 
Assessment Scheme under Section 143(1) of the Income Tax Act. 
Under the Summary Assessment Scheme, an Income-tax Officer is 
required to finaliSe the assessment without calling the assessee to 
his· office. The Income-tax assessments in respeet of non-eompany 
eases where the returned income in the relevant assessment year 
is u~ to one lakh, are iIloW covered by the summary assessment 
scheme. 
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, 2.39. The Committee note that the Department disposed of 82 per 
cent (29,87,927 caEes) of th'~ summary assessment cases during 1977-
78, 70 per cent (24,12,165 cases) during 1978-79 and 167 per cent 
(25,71,997 cases) during 1979-80 and left a backlog of 6·62 h'kh cases 
at the end of March, 1978, 10.16 lakhs at the end of March, 1979 and 
12.72 lakhs at the end of March, 1980. Seeing the declining rate of 
disposal of cases and growing arrears under the Summary Assess-
ment Sc:heme, the Committee cannot but conclude that the objective 
of expediting the asse.>sment has not been achieved so far. 

2.40. The Committee are informed that the Income-tax Depart-
ment have now taken certain steps like empowering the inspectors 
to finalise assessments !'It certain cases and giving powers to ITOs 
to finalise assessments under this scheme without making adjust-
ments and treating incomplete returns as invalid after a prescribed 
period of notice. But even then, the Department have stated that 
due to the constraints of man-power available, it is not possible to 
dispose of all the cases fallilng under the summary assessment 
scheme during the' year itself; The Department have drawn up a 
plan' for disposal of atleast 90 per cent of the summary assessment 
cases by the end of March, 1984 and reduce the pendency of such 
cases to 10 l»e'r 'cent of the' workload by that date. For carrying 
out this 'plan, the Department would need extra officers for which 
2 study is stated to be under way. 

2.41. While the Commiittee welcome the plan drawn up' by the 
Department to reduce the pendency of summary assessment cases to 
10 percent'by the end of March, 1984, the Committee feel that the" 
De'partment should be so geared as to dispose of all the summary' 
assessment cases pertaining to a year during the sam .. veal' and the-
Department should start d'rawing up plans, and taking necessary 
measures to achieve thi5 target at the earliest. Only then can the 
objective of Summary Assessment' Scheme be said to have been 
!'('ally fulfined. 

(Sl. No.7)" 

2.42. The Committee not-er that- it is illegal' fw'arrl'NYto can ad'" 
assessee to his office· for 'ilisp4JS1!ng of 11 'sulDmary'l1sseSsmenf"~'" 
From certain repQI't& reac:lting-.fhe-Committee it appeared that' even' i 

in summary assessment cases, assessees had been called by the'ROIf" 
to th~ir office for hearing. The Committee would like the Depart-
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Blent to keep an eye on the manner of functioning .of ITOs and see 
that except in sample scrutiny duly selected for the pUl'pose, 
assessees are not summoned to appear before the IT03 and the latter 
dispose of such cases on the basis of the returns alone in consonance 
with the purpose of the scheme. 

.. (Sl. No.8) 

.. 2.43. The Committee note that selective scrutiny of case., faIling 
under summary assessment scheme is done on random sampling 
basis according to a prescribed formula. The Committee find that 
there were 99,981 sample scrutiny cases pending with the Depart-
ment as at the end of July, 1980. The Department had disposed of 
9556 cases during the first four months of 1980-81. This obviously 
was a very slow rate of disposal of sample scrutiny cases and if the 
disposal proceeds at this rate, it would take the Department nearly 
three years to dispose of even those cases which were pending at 
;the end of July, 1980. The Chairman, CBDT admitted during evi-
dence that the sample scrutiny cases were not being disposed of 
expeditiously. The Committee note that the Department have 
decided that during 1981-82 the ITOs should give the highest priority 
for the disposal of cases selected for sample scrutiny including the 
pending cases and these should be completed during that financial 
year itself. The Committee feel that this should have been the 
approach right from the beginning. They would like the Depart-
.ment to ensure that Summary Assessment cases selected for sample 
scrutiny during a year are disposed of during the same year itself. 

2.44. In order to keep a watch over the rate of disposal of sample 
scrutiny cases, the Department is stated to have i1Jnproved the feed-
back system. The monthly progress reports which earlier did not 
show the number of cases seleded for sample scrutiny and the num-
ber of such cases disposed of, have now been revised to get this 

. information so as to enable the supervisory authorities to keep an 
eye on the progress of disposals. The CommJttee would like strict 
monitoring of the pace of disposal of sample scrutiny cases so that 
any slackening of pace of dIsposal is detected at the earliest and' 
l"emedial measures taken promptly to see that the target of disposal 
. of all such cases during the year itself is achieved. (Sl. NO.9). 
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2.45. The Committee regret to note that the Department are at 
present not collecting ilnformation abaut concealment of income 
detected in the course of scrutiny of sample cases fallng under the 
summary assessment scheme. In the absence of this information, it 
is not possible to judge whether and iif so, to what extent, tax 
evasion is being attempted under the summary assessment scheme. 
The Committee would like that, as assured by the Finance Secretary 
during evidence, information about concealment of income detected 
while disposing of sample scrutiny cases should be collected and 
collated regularly and analysed at the highest level to evaluate the 
success and loopholes of summary assessment scheme with a view 
to taking remedial measures in the light of the evaluation. 

(Sl. No. 10) 

(ii) Scrutiny Assessment: 

2.416. Scrutiny assessments are made under Section 143(2). For 
o the purpose of making an assessment under this provision, an 
Income-tax Officer may serve a notice on an assessee requiring him, 
on a date to be specified therein, to produce or cause to be produced, 
such accounts or documents as the Income-tax Officer may require. 

2.47. If as a result of additions proposed to be made there is a 
variation of Rs. 1 lakh or more in the returned income, the draft as-

o sessment order is referred to the assessee and the matter is referred to 
the lAC along with assessee's objections u/s 144B. The lAC after 
considering the matter issues directions to the ITO and the assessment 
is completed in accordance with lAC's directions. 

Scrutiny and Personal Hearitnss: 

2.48. With regard to scrutiny of returns and personal hearings 
fixed by ITO's a number of non-officials/organisations have brought 

-the following to the notice of the Committee:-

(i) The lTOs have a tendency to call assessees for personal 
hearing even when they have not scrutinised the returns 
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and are not ready for a hearing. Notices for hearing 
should be issued only after the ITOs have scrutinised the 
returns and listed the points on which they would like to 
have additional information from the assessees. 

(ii) As far as possible, there should be common hearing for 
income-tax and wealth-tax cases of the same assessee. 

2.49. Accepting suggestion at (i) above, the Ministry have stated 
that:- - , 

(i) "The Board have recently also issued instructions on 
18-11-1980 impressing upon the Income-tax Officers to 
avoid indiscriminate pnd mechanical issue of notices 
without acquainting themselves in advance as to the 
nature of their requirements. It has b£en stated in the 
instructions that where the case is to be fixerl for hearing 
it will be advisable to either issue notice under section 
142(1) which requires production of certain documents or 
books or notice under section 143(3) specifying the point 
on which the clarification is needed. Issue of notice under 
section 143(2) which requires the assessee to produce 
evidence in support his return, should not be done mecha-
nically, and the ITO should be well award of the points 
on which he desires the assessee to produce evidence 
before issue of such notice. The Commissioner(s) of 
Income-tax and Inspecting Assistant Commissioners have 
been asked to pull-up the Income-tax Officers who are in 
the habit of issuing notices mechanically." 

2..50. As regards the suggestion at (ii) above the Ministry' have 
:stated that: 

(ii) "the Board vide their Circular dt. 15th November, 1973 
have directed the Income-tax Officers that income tax and 
corresponding assessments in other Direct Taxes laws 
relating to the same assessee should, as far as possible, be 
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taken up and completed simultaneously. Where such simul-
taneous action is not possible assessment under one Direct 
Tax law should be completed only after perusing the as-
sessee's records Ilhintained under other Direct Tax laws,_ 
with a view to taking notes about the situations which may 
necessitate consequential action in the assessment under 
completion. " 

Adhering to dates 01 Hearings fixed by ITOs 

2.51. A large number of non-officials have represented to the-
Committee that very often hearings/appointments fixed by ITOs are-
not kept by them either because files are not available or because 
they have to go away on search work rear called away by their 
superiors etc. etc. 

2.52. Asked about their comments the Ministry have stated that:-

"So far as the sudden engagement of the ITO on duties in 
connection with the search is concerned and consequential 
dislocation of his daily schedule. is concerned very little-
can be done in the very nature of things as advance infor-
mation cannot be given. However, the Income-tax Officers. 
have been advised by Board in M:.rch, Ul73 that the as-
sessing Officer should, unless for compelling reasons, not 
adjourn cases on their own." 

2.53. During evidence the Committee questioned whether it was. 
proper for an ITO to summon an assessee and then to send him back 
unheard/unattended on one plea or the other. The representative of 
the Central Board replied that "it is certainly not correct. I quite 
agree that once the assessee comes to the officers he should be heard 
and should not be sent back unheard." He added that due to some' 
compelling reasons like the ITO having to given search work, he 
having been called by higher authoTities/appenat~ authorities, he 
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having to proceed on leave, the hearing may not be held. He, 
however, agreed that: 

"It is good if we are able to infoI'm the taxpayer in advance on 
telephone wherever possible. We thing that this informa-
tion should be displayed on the notice board outside the 
ITO's room. It should also be put up on the general notice 
board of the Income-tax office. By this the assessee will be 
able to !mow that his case would not be taken up." 

2.54. The witness also agreed to consider the suggestion made by 
the Committee that the ITO's engagement diary should be soon by 
his higher authorities for randum checks in this regard. 

_2.55. Some leadi,ng chambers have suggested to the Committee 
that ITOs should be asked to record the nates of personal hearings 
in the assessment orders. This, they felt, would have a salutory 
effect in as much as an ITO would apply his mind before calling 
and assessee for personal hearing. 

2.56. In this regard the Ministry have stated that the order sheet 
which is required to be maintained for eacl:l assessment record for 
each ye3r gives the chronological picture of the v<:.riolls dates of 
hearings and adjournments and the developments in a particular 
case. It is open to inspection by the higher authorities and if un-
necessary hearings and adjournments are allowed an adverse nota 
is to be taken of the same. 

2.57. During evidence when the Committee desired to know the 
difficulty in mentioning the dates of hearing in the assessment orders, 
the representative of Central Board stated that: 

"Even according to the existing practice the Income Tax 
Officers when they pass an order give the dates of hearing 
in the Assessment Order itself. But this practice is not 
uniform and we are accepting the suggestion of the hon'ble 
Committee and we would new change the format of the 
Assessment Order so that these dates are cle3.Tly indicat-
ed on the top in the Assessment Order, on the same lines 
as is being none in the case of the Appellate Assistant 
Commissioners who have to give the dates also." 

2.58. The Committee are glad to note that after the Ministry's 
attention was drawn to the reported tendency of ITOs to call as-
.sessees for personal hearing even before scrutinising their returns, 
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the Central Board of Direct Taxes have issued instructions impres-
sing upon the ITOs to avoid indiscriminate and mechanical issue 
of notices without acquainting themselves in advance as to the 
nature of their requirements and to specify in the notices the docu-
ments required to be produced and the points on which clarification 
is needed before fixing the case for hearing. The Committee feel that 
if harassment to assessees has to be avoided, Commissioners of 
Income-tax should keep a vigilant eye on the ITOs to ensure that 
these instructions are followed in a~tual practice and disregard 
shown by the ITO in this respect is viewed seriotlsly. (S1. No. ll) 

2.59. The Committee feel that it amounts to harassment of the 
assess~s and projects a bad. image of the Department if appoint-
ment's for hearings fixed by ITOs are not honoured and adhered 
to, no matter what the reasOns may be. The Committee are glad 
to note that the Central Board have appreciated the feelings of the 
assessees and have agreed that it should be possible for the ITOs 
to inform the assessees in advance over telephone, wherever possible, 
about the last minute cancellation of hearings. The Committee ex-
pect that the Central Board will issue suitable instructions to the 
Commissioners and ITOs asking them to hold the hearings fixed by 
them on schedule and if due to certain unavoidable circumstances a 
hearing cannot be held on the appointed day, the assessee should be 
informed in advance either through a letter or over telephone to a 
responsible person in the assessee's house wherever possible. The 
information about the cancelled or adjourned hearings should also 
be displayed in the notice board outside the office of the ITO con-
cerned and on the general notice board of the Department for the 
benefit of the assessees who may happen to come to the Department 
unaware of the cancellation of the hearing. (SI. No. 12) 

2.60. The Committee are glad that the Central Board of Direct 
Taxes have seen it fit to agree to amend the format of the assess-
ment order So as to provide that the dates of hearings held in con-
nection with an assessment are indicated in the Assessment order. 
This would have a salutory effect and restrain an ITO from calling 
an assassee unn~ly for personal hearing. (SI. No 13) 

Issue of Notices 

2.61. During their tour it was brought to the Committee's notice 
that assessees were having same difficulty in receiving notices and 
assessment orders. The non-officials suggested that the assessment 
orders and notices should be sent by registered post. They felt 
tpat the notices would then be received by the asses sees without 
any delay and that they would not have to depend on the mercy of 
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notice servers. The Ministry considered the system of registered 
post "very expensive" and they thought it was difficult to keep 
track of the return of acknowledgement slips. According to the 
Ministry serving of letters and notices through notice servers was 
the most economical and administratively feasible method. 

2.62. During eviden-::e the Committee pointed out that what the 
Ministry considered "most economical and administratively feasible 
method" was not serving the purpose so far as the assessees were 
concerned, wh:J experienced difficulties in receiving notices through 
the system of messengers. 

2.63. The rCQresentative of the Central Board replied that:-

(i) At present the department have 2910 notice servers. As 
per Staff Inspection Unit norms, another 3028 notice 
servers are required. 

(ii) The number of notices which have to be served during 
a year is of the order of 218 lakhs and if they are all to 
be sent by registered post ask due, on an average it would 
cost the Department about Rs. 6.5 crores. The tntal bill 
in respect of the notice servers numbering 2910 comes 
to about Rs. 145 lakhs considering that a notice-server is 
paid Rs. 500 on an average. Even if 3000 more notice 
servers are added the bill will come to about Rs. 3 crores. 
Even then it will be far less than the expenditure which 
will have to be incurred if all the notice were to be sent 
by Registered Post. 

(iii) Sending notice by post will cause administrative problems 
also. The Department may have to enter interlong, pre-
tracted correspondence with the Post Offices to find out 
when the notice was served. This will seriously hamper 
assessment work. 

(iv) Refund vouchers being a sensitive area, are being sent 
by registered post (from Oct., 1979). 

2.64. In this regard, the Finance Secretary stated that "in fact it 
was on the administrative grounds rather than on groun<\5 of rela-
tive economics of the two systems that the Depart~ent was inclined 
to favour the continuance of the existing system of notice servers. 
We do not mind otherwise spending a little more money if that would 
result in greater convenience to the assessees. We must also look at it 
from the point of view of the department namely whether the 
recourse to transmission of notices etc. by registered post will in-
creaSe the area of litigation of the department with what may be 



30 

called, somewhat non-cooperative asessees. Perhaps they are delay-
ing the consideration of their cases. Of course there are some 
genuine bonafide assessees complaining that we could not serve the 
notice in time because of the misbehaviour of the notice-server." 

2.65. The Finance Secretary however agreed to a suggestion by the 
Committee that before changing over completely, system of serving 
of notices by registered post might be tried on an experimental 
basis in selected areas. 

2.66. The Committee have been informed that the present system 
of serving Assessment orders and notices through notice servers 
caused difficutties to assessees who it is stated would prefer the 
notices and assessment orders to be sent by registered post. Accord-
ing to the Ministry, the present system is most economical and the 
service of noticils through registered post was likely to create admi-
nistrative problems and hamper assessment work. The Committee 
do not see any justification in continuing a system in which the 
assessees have no faith and which creates difficulties for them. The 
Committee would like that, as agreed to by Finance Secretary, the 
system of servoce of Income-tax notices and ord'ers by registered 
post should be tried in a judicious and economical manner on an 
experimental basis in selected areas and progressively extended tD 
other areas. 

(SI. No. 14) 

Assessment cases falling under Section 273A 

2.67. A leading Chamber of Commerce represented to the Com-
mittee that the Commissioners did not act independently in the 
petitions made by assessees under section 273A and that their 
actions and decisions were controlled by the Central Board of 
Direct Taxes even though the provisions in Section 273A did not 
contemplate any guidance or interference by the Central Board of 
Direct Taxes. 

2.68. Section 273A which came into force in October, 1975 'relates 
to powers of the Commissioners to reduce or waive penalty in cer-
tain cases. Commencing on this, the Ministry have stated that 
"the Central Board of Dire::t Taxes have not issued any ihstTnctions 
to the Commissioners which have the effect of not allowing them to. 
act independently in the petitions made by the assessees. The 
a::tions and decisions taken by the Commissioners uts 273A are not 
controlled by tbe Central Board of Direct Taxes as the Board is 
awaore that the powers waich are vested in the Commissioners uls 
273A are quasi-judicial powers and have to remain unfeterred". 
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2.69 .. The Ministry have however, admitted, that during the 
years 1975 to 1979 in 14 cases falling under Se::tion 273A, references 
were made by the Commissioners to the Central Board for "guid-
ance/clarifi-cation" and the Central Board gave advice to the Com-
missioners in these cases. 

2.70-71. During evidence, the Committee enquired how is the 
quasi-judic411 rule of Commissioners of Income-tax was consistant 
with their seeking guidan-.:e and the Central Board giving it. 

2.72. The representative of the Central Board stated that "there 
is no question of the C.B.D.T. interfering in any way with his basic 
powers, which are quasi-judicial in nature. We do not interfere 
with the discoretion of the Commissioner in any case. But if the 
Commissioner while exercising his powers, applying his mind and 
of his own feels and refers a case to the Board for his own enlight-
enment and information, and on facts or law, we, having received 
a reference give him the advice. Ii it is purely a reference on the 
question of facts, we tell the Commissioner that he should apply 
his mind to the facts and decide the case accordingly. If he has 
a point which covers the ground of law and he wants an inter- . 
pretation of the law, or of a particular expression used, we tTy to 
give him the clarification of the basic provision of the law in 
generality. Sometimes, we in turn consult the Ministry of Law 
and seek their advice. Based on that we also sometimes issue 
general instructions for all the Commissioners for their guidance." 

2.73. The Committee note that the powers of reduction or waiver 
of penalty in certain cases vested in Commissioners of Income-tax 
under section 273A are quasi-judicial powers and have to be exer-
cised by them unfattered. It has been represented to the COmmittee 
and admitted by the Ministry that cases falling under section 273A 
referred by the Commissioners to the Central Board of Direct 
Taxes for "guidance" and the Central Board give advice in these 
cases. It is seen that 14 such cases were so referred to and dealt 
with by the Central Board during the years 1975-79. The Minis-
try have stated that if a Commissioner makes a reference to the 
Board for advice on a matter or interpretation of law the advice 
is given by the Board but if a Commissioner makes a reference on 

. a question of fact, the Central Board advise the Commissioners to 
apply his mind to the facts and decide the case accordingly. The 
Central Board have denied any inteference with the powers of the 
Commissioners under section 273A, which are of quasi-judicial 
nature. 



32 

The Committee regret to say that they cannot accept the ex-
planation or denial of the Central B~rd. In the Committee's view 
such a reference to the Central Board for 'guidance' in cases falling 
under section 273A (affects the assessees ultimate right of appeal 
to the Board against the Commissioners' decisions) and also com .. 
promises the quasi-judicial role of the Commissioners. The Com-
mittee would like that instead of shifting the burden to the Central 
Board the Commissioners should apply their own mind and decide 
cases under section 273A independently in their quasi-judicial 
capacity without any 'guidance' or 'advice' from the Board and take 
the responsibility themselves. The Committee would expect the 
Central Board to issue clear instructions to all the Commissioners 
and desist from giving them any guidance or advice in such matters. 

(Serial No. 15) 

Acceptance of Valuation Certificates iSsued by Authorised Valuers: 

2.75. A leading Chamber of Commerce has stated that "the 
assessees are at present Tequired to furnish valuation certificate 
from authorised valuers. This is not accepted by the department 
and such cases along with the certificates of authorised valuers are 
refecred to the Valuation Cell, who generally gives high pitched 
valuation assessments. If the reports of registered valuers are not 
to be accepted, why have the system of registered valuers." 

2.76. In this Tegard, the Ministry have stated that it would not 
be correct to say that the Valuations made by the Registered 
Valuers are not accepted by the Department in every case. Refer-
ence to the Valuation Officer is made by the Assessing Officer under 
section 16A of the Wealth-tax Act (and corresponding sections of 
other Ads) if he is of the opinion that the value of the asset as 
estimated by the Registered Valuer is less than its fair market 
value. During evidence the Committee (in January, 1981) en-
quired in how many cases in Delhi Charge the valuation certificates 
given by authorised valuers were accepted and in how many cases 
referred to the Valuation Cell during the year 1979-80. The in-
formation is still awaited. (March, 1981) 

2.77. The Committee cannot but take note of the representations 
made by non-officials that Valuation certificates obtained by asses-
sees from Registered Valuers are not accepted by the Department 
though the latter have denied the charge. The Department, when 
asked too furnish data to enable the Committee to judge for them-
selves the correct position, could not do so. The Committee would 
like the Department to make a sample study of the fate of valuation 
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<ertificates in Delhi, Bombay, Calcutta and Madras charges and 
apprise them of the results within six months. (Serial No. 16)., 

2.78. The Committee feel that the present system of requiriag 
valuation certificate from Registered valuers .ould be reviewed 
if the Department find, in the light of the sample study referred to 
above, that by and large these certificates are not reliable. (Serial 
No. 17) 

C. Permanent Account Number 

2.79. The Ministry have informed the Committee that the sys-
tem of allotting Permanent Account Numbers (PAN) to all 
assessees was introduced in 1972, purely as an administrative 
measure and tax-payers directories showing PAN etc. were not 
prepared, with a view to enabling speedy location and identification 
of assessees assessed at other places ip connection with verification 
of the genuineness or otherwise of transactions. 

The system was put on a statutory footing when Section 139A 
was inserted by the Taxation Laws (Amendment) Act, 1975 w.e.f. 
1st April, 1976. Under the provisions of this section every person 
whose total income is assessable to tax, or who is carrying on any 
business and the total sales/turnover or gross receipts are in excess 
of, Or likely to exceed, Rs. 50,000 in any accounting year, shall apply 
to the Income-tax Officer for the allotment of a Permanent Account 
Number. 

2.80. The Ministry stated that the allotment of PAN was origin-
ally done to all assessees existing as on 1st April, 1976 on the 
register of the Department. Thereafter as and when applications 
were received, the permanent account numbers were allotted. The 
allotment of PAN is a continuous process and as on any given 
date there is always some backlog. The Ministry further stated, 
(Oct. 1980) that however, the Board had asked the Commissioners 
to allot the PAN an applications filed upto 15th November, 1979. 
This is a continuing process and the work will have to be updated 
from time to time. 

According to the representatives of Trade & Industry the per-
manent account numbers are not allotted when sought by the 
assessees and this had caused serious problems for them while 
dealing with the assessment cases. They have suggested that a 
time limit of 90 days should be provided in the Act for allotment 
~f Permanent Account Numbers by the Income-tax Department. 
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2.81. Commenting On this, the Ministry have stated (Dec. 1980) 
that "no useful purpose is likely to be served by fixing any time 
limit for allotment of PAN as it will only be rUrectory in nature. 
The enforcement of the provision has to be effected through ad-
ministrative instructions and close supervision. 

2.82. During evidence, (Jan. 1981) the Committee were informed 
that in all the Commissioners' charges throughout the country, 
PAN had been allotted to all those who had applied for 
it by 15 November, 1979. The 'l"epresentative of the Central Board 
also stated that "the maximum time limit for which these appli-
cations may now be pending would be about 13 months. As the 
department has a severe shortage of manpower, this area of work 
was, I must confess, neglected in the past, but we are trying to see 
that the Permanent Account Numbers are allotted to those who 
ask for them within a reasonable time." 

2.83. The system of Permanent Account Number (PAN) was 
introduced in 1972 and placed on statutory footing in 1976 with a 
view of enabling speedy location and identification of assesses. 
PAN is allotted by 'the Deptt. on receipt of applications from asses-
sees. It has been represented to the Committee that Permanent 
Account Numbers are not allotted by the department promptly. 
As in January, 1981 the Deptt. had allotted PAN to all those who 
had applied for it by 15 November, 1979 and there eould be a back-
log of 13 months in the issue of PANs to the applicants. The Cen-
tral Board admitted during evillence that "this area of work was 
neglected in the past" due to severe shortage of manpower. The 
Committee would like that Permanent Account Numbers should he 
allotted to those who apply for them within a specified period say, 
6 months, and the pendency beyond this period should be looked 
into by the Central Board. (Serial No. 18) 

2.84. At present PANs are allotted to those assessees only who 
apply for them. In the Committee's view it is very necessary that 
all assessees, whether they apply or not should have PANs as soon 
as they are enrolled on the registers of the Department. The Com-
mittee would like the Central Board to take necessary steps in this 
direction. (Serial No. 19) 

IS~1Le of Pass Books to Assessees: 

2.85. It has been suggested by a number of non-officials that pass 
books with Permanent Account Numbers should be supplied to all 
assessees. All payments of tax should be recorded in pass books 
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and authenticated by the authorities receiving payments either at. 
the end of the year or any time during the assessment year. The tax 
authorities might call for the pass books and attest the entries made 
there and match them against the tax liability of the assessees. 

2·86. The Ministry of Finance, however, did not agree to this-
suggestion stating that "under the proposed system of bank pass 
book, presumably as a substitute for the existing system, every time 
the Income-tax Officer has to find out whether the taxpayer has 
made the payment of tax within the prescribed time or not, he will-
have to call for the bank pass book or get that information from 
the concerned bank. This will cause several difficulties and prob-
lems to the Department and inconvenience to the taxpayers and 
would dilute the control of the Department over the timely recovery 
of tax dues." 

The Ministry have also stated (December, 1980) that "the Direct 
Taxes Enquiry Committee (1971) had considered the suggestion of 
introducing the bank pass book but it did not favour introduction 
of the same. The Choksi Committee (1978) had also made a similar 
recommendations not as an alternative to the system of maintaining 
the challans but in addition to the existing system as reproduced 
below. 

"Government may consider the introduction of a system of tax 
accounts in public sector banks, on a compulsory basis in the case-
of companies and other big taxpayers, and On a voluntary basis in·-
the case of other taxpayers." This recommendation is under con-
sideration of the Government· (January, 1981). 

2.87. During evidence, the representative of the Central Board 
of Direct Taxes explained that:-

(i) The Department maintain accounts on cash and challan 
basis. 

(ii) Introduction of ledgerised system of accounts for each-
payer (and for each tax) is necessary for issuing pass 
books to the asses sees. The ledgerised accounting system 
was tried in a limited area, but it failed. 

(iii) The pass book system would increase the work load con-
siderably. 

'(iv) Each assessee will have to be linked to a particular bank 
branch. 
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When the Committee pointed out that the present accounting 
:system was cumbersome and that on many occassions the assessees 
faced difficulties in getting credit for the payments made by them 
due to late receipt of scrolls from the banks, the representative of 
the Central Board stated that "because of the multifarious points 
-of receipt-advance tax, self assessment, etc., we have not been able 
to adopt ledger system. We are aware of the fact that we should 
move towards the system." 

2.88. Supplementing this, the Chairman CBDT stated that "the 
ledger system is very good in principle. I~troduction of this would 
need a large number of staff which we do not have and We ma.y not 
have in the forseable future. We tried the system in some of our 
-offices, but we found that the system cannot be worked without 
more staff." 

2.89. It has been suggested by non-official organisations. that 
pass books with permanent account numbers should be supplied to 
the asse'ssees and all payments of tax dues should be recorded there-
in. This system, it was stated, would help assessees to overcomel) 
the difficulty of getting credit for payments in the event of late 
receipt of challans from the Banks. The Committee find that a 
similar suggestion has also been made by Choksi Committee. Accor-
ding to the Ministry the introduction of ledgerd accounting system 
is necessary for Issuing pass books. This system was tried by the 
Department in a limited way but had failed. In any case, introduc-
tion of ledger system would require a large number of staff which 
the Department could not have in the forseable future. 

2.90. While the Committee appreciate the difficulties of the 
Department they feel that the difficulties of the assessees are also 
real and need a sympathetic consideration. The Committee would 
. suggest that the question of introduction of pass books should be 
studied by the Department with an open mind in conjunction with 
non-departmental experts with a view to finding out whether and 
if so, in what form the system of pass book could be adopted with-
out adding much to the administrative cost. 

(Sl. No. 20) 

-D-Points of Collection. 

2.91. At present only a few nationalised banks are authorised by 
-the Department to receive payments of Income Tax. It has been 
·suggested to the Committee tha,t all or more nationalised banks 
should be authorised to accept such payments to avoid inc()nveruence 
-to assessees. 
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2.92. The representatives of the Central Board informed the 
Committee during evidence that:-

(1) Prior to April, 1976, only Reserve Bank of India, a few 
Branches of State Bank of India and Treasuries were 
authorised to receive payments of tax amounts. 

(2) Subsequently the State Bank of India and all subsidiaries 
doing Government business and two or three public sector 
banks in selected places were authorised to receive such 
payments. 

(3) Starting with 8 Centres in 1976, today the scheme of 
public sector banki accepting payments is applicable to 
370 and odd places. At present payments towards income 
tax dues are accepted in about 5400 points all over 

country. 

(4) The number of points of collection has been increased 
manifold since 1-4-1976, for example in Bombay prior to 
1-4-1976 income tax dues were accepted only at four 
receiving points, but now, at 218 points income tax is 
accepted. Similarly, in Delhi earlier there were 22 points 
of collection. Now, at 199 points income-tax dues are 
accepted. 

2.93. During evidence the representatives of the Central Board 
also explained that increasing the number of authorised banks for 
receiving payments would increase documentation work in banks 
and cause delays in receipt of accounts from banks to focal points, 
from focal points to Reserve Bank of India and from Reserve Bank 
of India to the Department. When asked whether the number of 
public sector banks authorised to receive such payments cannot be 
-"increased from three at present to, say, six for the assessees' con-
venience, the Finance Secretary stated that "1 agree, we should 
move. towards authorising more banks to receive cheques. From the 
point of view of the Department, if the information (accounting 
data) is to be received from 10000 or 11000 points instead of 
5000 points, to that extent the task of reconciling the figures of col-
lection will become difficult. The difficulties are not insurmountable, 
but we have got to stabilise the operatiC'lls before proceeding 
further." 

2.94. The Committee note that at present payments towards 
income tax are accepted at Reserve Bank of India, State Bank of 

mdia, Treasuries and two or three designated pUblic sector banks. 
'There are about 5,400 such receiving points all over tbe country 
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public sector banks to receive tax payment had been felt in non-
officials cil'cles and brought to Committee's notice. The Department 
feel that increasing the number of banks authorised to receive-
paymenfs would cause certain accounting problems and delays but 
as admitted by the Finance Secretary, these difficulties are not 
insurmountable. The Conunilttee feel that for the convenience of 
assessees, th~ Department should not grudge increasing the number 
of public sector banks authorised to receive tax payments £'.tom three 
at preseDt to at least nine in the immediate future. 

(SI. No. 21) 

E. Revenue Audit 

2.95. Some representatives of industry have stated that re-
venue audit conducted by the Office of C&AG creates problems. 
A'Ccording to them the officers of C&AG take upon themselves the 
role of interpreting the law. The representatives pointed out that 
in one case (Eastern Union Newspapers Ltd., 1980), the Supreme 
Court is i'eported to have held that it was not the work of C&AG's 
office to interpret the Income-tax law. 

2.96. Dealing with the matter, the Finance Secretary stated 
during evidence that "Revenue audit is one of the important duties 
cast on the Comptroller and Auditor General and I would not 
subscribe to the view that revenue audit creates problems". 

The witness addd that "in the Supreme Court judgment cited, 
if I have understood it cOr!'ectly, what the Supreme Court has said 
is that law is what is interpreted by the courts. I,t is not for the 
Central Board of Direct Taxes to lay down law nor is it fair." 

The Finance Secretary also informed the Committee that an 
understanding has been reached with the C&AG that if the Minis-
trylCentral Board of Direct Taxes do not a'Ccept the interpretation 
of the law by the C&AG, the matter may be taken to the Law 
Offices. The C&AG has agreed that if the Law Ministry gives a 
ruling in the case he will not question it. The ruling given by 
the Law Offices is accepted by the Ministry and the Central Board 
also. 

2.97.Tbe Committee take note of the understanding reached 
among the C&AG, Ministry of Finance and the Central Board of 
Direct Taxes that if an interpretation of law given by C&AG is 
not acceptable to the Ministry ICentral Board and if the matter is 
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uken to the Law Officers of the Vovt. of India at appropriate level, 
the ruling given by the law Officers would be acceptable to all of 
,them. (8L No. 22) 

,F. Refunds , I 

2.98. Refund is due to an assessee if the amount of tax paid by 
him for any assessment year exceeds the amount with which he is 
properly chargeable under the Income Ta.x Act for that year. 

A claim for refund may arise if the tax deducted at source or 
otherwise paid is in excees of the tax payable as per the returned 
income. Refunds ariSing on account of excess tax deducted . at 
source on dividends or interest on securities to assessee who have 
no income from business are known as pure refund claims. Re-
funds also arise on account of giving effect to the appellate orders 
or revisionary orders under section 263 and rectification order under 
section 1541155. 

2.99. The assessees can also claim refund under section 141A 
where on furnishing the return under section 139 he claims that 
the tax paid or deemed to have been paid on his behalf exceeds the 
tax payable on the basis of the return. 

2.100. The Ministry have informed the Committee that the 
Board have issued instructions from time to time emphasising the 
need for prompt action in the matter of granting refunds. The 
Board in their letter dated the 6th April, 1978, requested the Com-
missioners to take disciplinary action in cases where refunds were 
not issued within 7 days. 

2.101. The Ministry have also stated that for vouchers upto the 
value of Rs. 999 the practice of issuing advice notes has been dis-
,continued w.e.f. 1st January, 1980. The vouchers in these cases 
are in the nature of a cheque. 

In respect of pure refunds, refund Circles have been set up in 
'metropolitan cities for expeditiously deciding the pure refund cases. 
Further, with a view to keeping proper watch on the disposal of 
the refund applications, the Board had issued instructions in April, 
1979 asking the officers to maintain sepa'l'ate register for this pur-
pose. 

2.102. Section 243 lays down the time-limit within which no 
Interest is payable by the Government if the claim of the refund 
IS settled within the said time. In respect of refund claims where 
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the total income consists solely of interest on securities or dividends,. 
interest is payble if the refund claim is not settled within three 
months from the end of the month in which the refund is made. 
In other cases, interest is payable if the refund is not paid within 
three months from the end of the month in which the total income 
is determined. Interest is payable at the rate of 12 per cent for 
the period of delay. 

2.103. Under Section 244 of the Income Tax Act where a re-
fund is due to the assessee in pursuance to any order passed in 
appeal Oi' other proceedings, interest is payable by the Government 
if the refund is not granted within a period of three months from 
the end of the month in which such order is passed. 

2.104. The Ministry have stated that "although no time has 
been prescribed in the Act foi" granting refunds, the provisions re-
garding payment of interest for the delay act as a safeguard against 
undue delays. Administrative instructions are also insued to 
minimise the delay." 

2. H)5. During the cOUi"se of evider..ce, the Committee were in-
formed that no interest uls 243 was paid during the last 3 years in 
Delhi and Bombay charges. However, interest uis 243 amounting 
to Rs. 77,000 in 787 cases was paid in other charges dUi"ing the 
financial year 1978-79. Further, interest of Rs. 23,06,000 was paid 
in 1528 cases throughout India during 1978-79 uis 244. The Minis-
try have also stated that at the instance of the Committee, the 
DirectOi"ate of O.&M.S. has been asked to conduct a study, of a 
few representative I~come-tax circles in the various Commis-
sioners' charges in Delhi for streamlining the position of isslle of 
refunds and for ensuring grant of interest on delayed refunds. 

2.106. With regard to the actual implementation of the provi-
sions regarding Refunds and payments of interest on delayed re-
funds by the Department, a number of representations to the fol-
lowing effect have been received by the Committee:-

(i) Refunds are not granted unless the assessees vigorously 
pursue the cases with the Department. 

(ii) Interests are neai"ly paid even if due. 

(iii) The assessees do not complain about the delay in, ar-
non-payment of interest on, refund to higher authorities 
for fear of annoying the ITOs and risk of i"eprisals. 
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(iv) Even though in certain cases refund vouchers are statecl. 

to be enclosed to the Assessment Orders passed by the 
ITO, the refund vouchers are not in fact so enclosed with 
the result that the assessees have to pay a number of 
visits to the Income-tax Department to get the refund 
vouchers. 

(v) Even where refund vouchers are sent alongwith the 
Assessment Order, advice to banks is not sent simulta"" 
neously with the result that the parties cannot get the re-
fund vouchers encashed. Sometimes in this process the 
last date expires and the party has to take up the matter 
again with the Department for 'l'evalidation of refund 
vouchers. 

2.10'7. Commenting on these, seriatim the Ministry have stated 
that:-

(i) Every effort is made to ensure that issue of refunds is not 
delayed. The contents of the representations are in the 
knowledge of the Department. With the deployment of 
more manpower and tightening of administrative machi-
neryJ the position is expected to improve for the better 
in the coming years. 

Commissioners of Income-tax and Inspecting Assistant Commis-
sioners are required to keep a close watch on issue of refund 
vouchers along-with the assessment orders during the course of 
their surprise as well as regular inspections. 

The Income-tax Officer is duty bound to sign the advice note 
alongwith the refund voucher. The advice note is sent to the Bank 
and an acknowledgement is required to be obtained from the bank 
regarding the date of receipt. If there is any undue delay between 
the date of preparation of the advice note and its receipt by the 
bank an adverse note is to be taken of during inspection. Advice 
notes are not to be issued now in cases of refunds upto Rs. 999!-
which take care of approximately 80 per cent of the total number 
of refunds issued. 

As already explained, it is the responsibility of the Income-tax 
Officer to ensure that refund orders and advice note are sent to 
the assessee and to the bank respectively simultaneously. Undue 
delay in this regard is to be viewed seriously. 

2.108. Some non-officials also suggested that "disciplinary action 
should be taken against the staff delaying despatch of refund orders: 
or advice." 



• Commenting on this sugestion the Ministry have stated that:-

"The Board had already issued instructions that refund orders 
should accompany the assessment order or the order 
giving rise to the refund. It has further been laid down 
that disciplinm'y action may be initiated in all the cases 
where refund voucher is not issued within 7 days of the 
passing of the order except under exceptional circumst-
ances warranting delay beyond seven days. Monthly 
certificates are also furnished by the Income-tax Officers 
to the Commissioner that no refund order has been delay-
ed beyond seven days and where refunds haVe been de-
layed, these delays are properly explained. The Board 
has also laid down that the issue of refund will be pri-
marily the responsiblility of the Income-tax Officer. 
However, sometimes due to difficulty in verification of 
outstanding arrears or taxes paid: there is delay. Every 
effort, however, is being made by the Department to 
ensure that refunds are issued expeditiously." 

2.109. Asked about the number of cases in which the Commls-
-sioners in Delhi and Bombay took disciplinary action against lTOs 
1n cases where refunds were not given within 7 days, as per the 
Boards instructions Of 6th April, 1978, the Ministry have stated 
that no disciplinary proceedings were initiated in Delhi and 
:Bombay charges for delay in issue of refunds beyond 7 days dur-
ing the last two years. 

2.110. During evidence, the Committee enquired as to hoW' 
was it that no interest under Section 243 was paid to any assessee 
,during the last 2 years in Delhi and Bombay charges. Thn Chair-
man, Central Board replied "we have issued instructions that, 
when interest is due to an assessee, it should be paid forthwith. 
The point has been raised that interest is not being paid. I can 
assure you that we will have it looked into and if we find that it 
is so, we will have a machinery to see to it that interest is paid." 

2.111. When the Committee pointed out that the Departmental 
instructions had not yielded the desired results, the Finance Secre-
1ary stated:-

"We take note of the legitimate apprehens:on of the Com-
mittee that, though section 243 is there on the Statute 
Book, it is virtually a dead letter because no· assessee 
claims, nor does any Income-tax Officer grant the interest 
on delayed payments. Now we would deal with this 
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problem. May be ITOs do not allow interest on delayed 
refunds because they will then get an audit objection. 
We should tell the ITO, pay interest on delayed refunds 
wherever it is due in terms of section 243; do not be 
under the apprehension that Government will take dis-
ciplinary action against you or will recover the interest 
from you as long as you have acted reasonably promptly 
in the large majority of cases. We will take action on 
this." 

ADJUSTMENT OF REFUNDS AGAINST FUTURE TAX 
LIABILITY 

2.112. It has also been suggested to the Committee that when-
ever refunds are due and are not paid within the prescribed per-
iod, the asses sees should be allowed to adjust the am<YllIlt against 
his future tax liability. 

In this regard, the Ministry have stated that "adjustment of 
refund is made now not by book adjustment but by actual issue 
of refund voucher in favour of the Department. Giving the dis-
·cretion to the assessee to adjust the amount Of refund due to him, 
may lead to much more complications and accounting difficulties 
and the suggestion, therefore, is not acceptable." 

2.113. During evidence, the representative of the Central Board 
-explained that "where there is an admitted liability and there is 
;a refund which has been determind, we issue a refund voucher 
and if the assessee requests that the refund should be adjusted 
against his existing liability, the Income-tax Officer who is to issue 
a re'fund voucher will issue the refund voucher in favO'Ur of the 
-other income-tax payer or in his own favour in case there is an 
-existing liability against the assessee in respect of any assessment 
year. To that extent, we make an adjustment already. But in 
the case of a future liability, it may not be quite possible." 

2.114. As a measure to curtail the delay that is being experien-
ced in getting refunds, under section 141A some representatives of 
industry ,have suggested that the cases invohing refunds should 
be separated by the department at the time of filing of the returns. 
For this purpose, the assessees whose cases involve refunds can be 
-asked to paste a slip in red colour indicating in bold letters "refund." 

Commenting on this suggestion, the Ministry have stated that 
"'instructions have been issued from time to time to the Income-
tax Officers to ensure completion of provisional assessment in time 
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and to issue the refund without payment of interest. The sugges-
tion made by the Committee has been noted. and would be examinr 
ed further." 

2·115. Reports have reached the Committee from various quarters 
that, generaly speaking, assessees neither get refunds promptly nor' 
receive interest on delayed refunds to which they are entitled under 
the law and they do not complain eiither for fear of reprisals. On 
making a sample study, the Committee learnt that, in Bombay and 
Delhi charges, no interest was paid under Section 243 during the 
last 3 years nor, durilng the last 2 years, any disciplinary action 
which is required to be taken in cases of delay was taken in any 
case. The Committee wish more data were available to enable them 
to find out whether Bombay and Delhi charges were so efficient as 
not to delay refund even in a single case during the last 3 years. 
or that these charges could manage to avoid paying due ilnterest on 
delayed refunds somehow or other. The Finance Secretary, who. 
was forthright took note of the Commi.ttee's apprehension "that, 
though Section 243 is there on the Statute book, it is virtually a' 
dead letter bec!ause no assessee claims, nor does any income-tax: 
officer grant the interest on delayed payments." He assured the 
Committee to take action in the matter. The Committee would like 
the Ministry to enquire into the phenomenon of Don-payment of 
interest under Section 243 and inform them within six months of 
the facts under all commissioners charges together with the steps 
the Ministry propose to take to set things right. (SI. No. 23). 

2.116. The Committee find that, during 1978-79, a sum of over 
Rs. 23 lakhs was paid as interest on delayed refunds under Section 
244 through out the country. What further evidence is needed to' 
establish that refund clailJns have infact been delayed by certain 
officers causing not only heavy loss to the exchequer but also haras-· 
sment to assessees· The Committee urge that a thorough enquiry 
into cases of delays in settlement of refunds be held with a view 
to analysing the reasons for delay and takilng effective measures to 
remedy the situation. They would also like to know whether the 
Deptt's instructions requiring disciplinary action being taken in 
eases of delay were followed in all cases of delay and, if not, why 
not? (SI. No. 24). 

2.117. The Committee feel that the root cause of the sad state 
of affairs in refund cases appears to be the lack of a proper informa-
tion system capable of bringing delays in settlement of refund claims 
to the notice of supervisory officers per!Odically as a matter of 
eourse. What is needed is a more methodical system of work 
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which may inter alia, provide for a separate account of receipt and 
disposal of refund cases with a built in procedure to enable the 
senior officials to monitor the progress at regular intervals. The Com-
mittee would like the Department to evolve a suitable system in 
this regard and apprise the Committee. (81. No. 25). 

2.118.- The system should provide for a distinctive colour or mak-
ing for refund claims to prevent the refund claims from getting 
mixed up with other papers. (81. No. 26) 

2.119. Even though instructions are stated to have been issued by 
the Board that refund orders should accompany the assessment 
orders or orders giving rise to refunds, from the complaints reaching 
the Committee, it appears that these instructions too are not being 
observed by all the ITOs. Similar complaints have been received 
about non issue of advice to banks simultaneously with the issue of 
refund vouchers in cases where bank advice is required to be issued. 
It is doubtful whether, even in these cases, disciplinary action has 
been taken against any officer for delays in issue of refund vouchers 
even though such an action is requilred to be taken under adminis-
trative instmctions. The Committee would like that case studies of 
this aspect of the worki\ng of a few charges on a selective basis be 
also made and the system of working made foolproof in the light of 
the results of the studies to avoid any complaints on this account. 
The Committee would like to be informed of the action taken in 
the matter. (SI. No. 27). 

2.120. According to the present procedure a determiBed refund 
can at the request of an assessee concerned, be adjusted against an 
admitted tax liability of the assessee. But the Department are not 
prepared to allow the assessee to adjust an unpaid but determined 
refund against a future liability as suggested by some non-ollicials. 
They would like the Department to examine the suggestion further 
to see if it can be accommodated in the scheme of things in any 
refined form. (SI. No. 28). 

G. Artistes Liability under Wealth Tax 

2.121. Regarding Annuity Insurance Policies and cine-artistes' 
wealth tax liability, an association has made the following 
representations: 

(i) The Government of India after considering the proper 
taxability of income of film artistes had evolverf. a scheme 
of deferred compensation through the Life Insurance 
Corporation of India Annuity Polices. However at later 



stage, the assessing Income Tax Officers, taking the lump-
sum insurance premium paid on Annuity Policies as 
'constructive receipts' in the hands of the artistes included 
such lumpsum premium amounts as their inco~e in the 
year in which the premium is paid. On representations 
made by the Association, the correctness of this view was 
re-examined by Government and, as a result, the Central 
Board of Direct Taxes issued instructions in February 
1980, advising the Assessing Officers that the correct 
position in law was to treat only the annUity instalments 
received by the artistes year to year as the receipt of 
income for that year. 

(ii) When the Annuity Policy Scheme for the Film Artistes 
was evolved, it was the definite assurance given by the 
Board that the annuity instalments that would be received 
by the artistes would be subjected to income-tax liability 
in the hands of the artistes in the respective particular 
year as and when the same is received and that the pre-
mium paid for such Annuity Policy would not be treated 
as "asset" for assessment for wealth-tax. Till recently 
such policies were not considered as "assets" for wealth-
tax. 

(iii) Annuity Policy is also an Insurance Policy and it should 
be treated and placed paripasu with that of other Life 
Insurance policies, etc. 

(iv)- In the case of Life Insurance Policy whatever premium 
is paid, relief is allowed to the extent of premium against 
the income for Income-tax Assessment purpose. When 
the insured amount is received at maturity, or otherwise, 
in any circumstances the same is not attracted for being 
subject to taxation. 

(v) When the Annuitant cannot have any hold or claim on 
the Annuity Insurance Policy except to claim the yearly 
instalments on the agreed yearly due dates, and when 
the Annuitant cannot have any USe of the Annuity Policy, 
it would be gross injustice to hold and treat the premium 
paid under Annuity Insurance Policy, as "wealth" in the 
hands of the Annuitant. The injustice becomes glaring 
when compared with Life-Endowment Insurance Policies, 
which have all the benefits for the use of the same by the 
Insured, yet have been given exemption in all these 
respects for wealth tax purposes. To subject the Annuity 



47 
policy itself to wealth tax, and then again subject the 
balance income out of the yearly instalments, also to 

wealth-tax, would mean "double taxation:' 

2.122. The Ministry have stated that "we are unable to locate 1iny 
assurance given by the Board that the premium paid for Annuity 
policy would not be treated as an asset at all for wealth-tax purposes. 
Actually Finance Act, 1974, made amendments in section 2(e) (ii) 
and section 5(1) (vi) of Wealth Tax Act, 1957 to bring to wealth· 
tax such policies under certain circumstances; prior to this amend-
ment, such policies were not liable to Wealth-tax. 

Income-tax and Wealth-tax are two difierent concepts. Wealth· 
tax is levied on net wealth of an assessee which, briefly speaking, 
means the amount by which the value of assets belonging to the 
assessee is in excess Of the value of debts owed by him. "Assets" as 
per definition uncler section 2 (e) "includes property of every des-
cription movable or immovable ...... " The term "assets" would 
also include the right of an assessee to get certain yearly instalments 
by virtue of an annuity policy. 

The fact that the annuity policy cannot be transferred, surren-
dered or assigned to anybody would not make any difference 
because what is contemplated under section 7 of the Wealth-tax 
Act, is a hypothetical market under which an asset can be sold with 
all its attenc1ant restrictions. 

The amount of yearly instalment received or the balance out of 
that after expenditure, if any, on the valuation date would un-
doubtedly form part of the total wealth. 

In short, value of the tax payers' right or interest in an annunity 
policy woulcl be taxable under the Wealth-tax Act unless there is a 
specific exemption therefor." 

2.124. During evidence, the representatives of the Association 
drew attention to the reasons given in Parliament while amending 
the Wealth Tax Act namely that some individuals had taken unclue 
advantage of the exemptions granted earlier. They pointed out 
that there might have been some excEliptions but it was not proper 
to harm the majority for the lapses on the part of a few. In fact, 
the misuse was from people outside the film industry and not by the 
cine artistes. 

2.125. The Committee enquired whether it was the misuse by 
film artistes or others that led to the withdrawal of this facility. The 



Ministry of Finance have stated in reply, that "prior to the amend-
ment mane by the Finance Act, 1974, the value of the right or in-
terest of the assessee in any policy of insurance before the maturity 
of the policy was exempt from wealth-tax. Besides, the right of a 
person to receive an annuity was not regarded as the asset of the 
taxpayer for reducing the incidence Of wealth-tax. With a view 
to circumventing tax avoidance through the device of single pre-
mium insurance policies or non-commutable annuity contracts, the 
Finance Act, 1974, made two modifications in the then existing pro-
viSiOns of the Wealth-tax Act in this regard. 

2.126. Under the first amendment, the value of the taxpRyers 
right or interest in a policy of insurance was exempted from tax 
only if the premia thereon were payable over a period of ten years 
or more. In cases where the premia were payable over a ?erion of 
less than ten years, only a proportionate amount of the value of 
the taxpayer's right or interest in the policy of insurance was 
exempted from wealth-tax. Under the second amendment, the 
value of the taxpayers right to receive an annuity purchased by 
him, or purchased by another person in !pursuance of a contract 
with the taxpayer, was to be regarded as his asset for the purposes 
of wealth-tax, irrespective of whether the annuity was commutable 
or not. The single premium policies are purchased by not only film 
artistes, but others. Although no specific evidence is available at 
present, it is difficult to say that it was the misuse by film artistes 
alone that led to the amendment of section 2(e) (2) (ii). of the 
Wealth-tax Act 1957." 

2.127. Asked whether the film artistes ann the like who have a 
very short I;)eriod of career needed some relief for their lean days 
and old days, the representative of the Ministry stated during 
evidence: 

"We do recognise that the film stars, who have a :;hort span 
of earning capacity, should get some relief. That is the 
reason why we have recognised this annuity policy for 
income-tax I;)urposes. As far as wealth':'tax is concerned, 
I think, the film stars can have a reasonable cause for 
complaint because when annuity scheme was accepted by 
the Department, at that time the wealth-tax position was 
different. Though we had not given an assurance that 
they would be exempted from wealth-tax, many of the 
film stars would have taken the annuity I;)olicies under 
the impression t~at they would be exempted from wealth-
taX. So, to that extent, they have a cause for com-
plaint." 
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During evidence, the representative of the Ministry fUrther 
.added: 

"1 understanrl that it is not only because of the film artistes 
but also other people that this change has been introduced 
in the wealth-tax. Quite a large number of people have 
been purchasing single premium insurance ~olicies, not 
only film stars but also others. That is why this has been 
done." 

2.128. A non-official organisation has brought to the notice of die 
Committee the hardship caused to cine artistes by the amendment 
made to Wealth Tax Act in 1974. It has been ~resented that the 
premia paid towards Annuity Insurance Polices should not be in-
cluded in the Wealth Tax for the purposes of Wealth Tax Act, as was 
the position before 1974. The premia should be treated like premia 
paid for life insuranCe policies for the purpose of relief under the 
Income Tax Act. The Ministry have stated that till 1974, the value 
-of the right or interest of the assessee in any policy of insurance before 
the maturity of the policy was exempted from. Wealth Tax. In 
1974 Wealth' Tax Act was amended to provide the value of the 
taxpayer's right to receive an annuity purchaseci by him or pur-
chased by another person in pursuance of a contract with the tax-
payer was to be regarded as his asset for the purpose of Wealth tax, 
.irrespective of whether the annuity was commutable or not. These 
provisions were inserted with a view to preventing tax aV'oidance 
through the device of single-premium non-commutable annuity con-
tracts. The Ministry have conceded that it was not only because of 
the film artists but also others that the changes bad been introduced 
in the Wealth Tax. They have further conceded that it is recog-
nized that the film stars who have short span of earning capacity 
1lhould get some relief. That is Why the annuity policy had been 
recognized for Income tax purpose. They have admitted that film 
stars can have a reasonable cause for complaint becaUse when the 
annuity scheme was accepted by Ithe Department at that time the 
wealth tax position was differenlt. Thereafter although the Depart-
ment had not given an assuralllce that the film artists would be 
exempted from wealith tax, many of the film stars would have taken 
the annuity policies under the impression that they would be 
exempted from weallth tax. 'So tc:; iliall: extent they have a cause for' 
oomplaint. Film artists and ,certain other professionals are, how-
ever, entitled to higher level of relief on long term savings under 
the Income-tax Act than others. 
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2.129. Th Committee have gone into matter. They are of the-

opinion that film artistes and otther categories of professionals such. 
as authors, playwrigh1ts, musicians, sportsmen (including athletes) 
who have a relatively short span of professional life need some-
relief for their lean and old days. The cases of once highly success-
ful film artistes, sporitsmen, authors, etlc. languishing in old days 
are too well known to require recounting here. The Comm.ittee feel 
that the general question of adequacy of existing tax concessions to-
such prof~sionals hiaving a short professional life and uncertain 
future, including the gains to revenue and loss to professionals as a 
result of withdrawal of concessions under Wealth-tax Act in 197~ 
should be dispassionately reviewed with a view to rationalising the-
tax provision. (SI. No. 29). 



A. Appellate Procedure: 

CHAPTER m 
APPEALS 

3.1. The Income-tax Act provides for a very elaborate heir achy 
of appellate and revisionary authorities. The Act provides for a two-
tier system of appeals. The main chann-el of appeal against the order 
of the Income-tax Officer, is to the Appellate Assistant Commis-
sioner/Commissioner of Income-tax (A). The second appeal against 
the order of the Appellate Assistant Commissioner /Commissibner of 
Income-tax (A) lies with the Income-tax Appellate Tribunal. The 
Income-tax Appellate Tribunal is the final fact finding authority 
uhder the I.T. act and its finding finally settles questions of fact that 
may be disputed. However, if questions of law are disputed then 
a reference against the Appellate Tribunal lies with the High Court. 
and a further appeal against the judgment of the High Court lies 
before the Supreme Court. 

3.2. Apart from this heirachy, the Commissioner of Incbme-tax 
has certain revisionary powers envisaged under section 263 and 
section 264, of the Income-tax Act. Under Sec. 264, the assessee 
may file a revision petition before the CIT against the order of the 
AAC and get relief depending on the merits of the case. 

The Ministry have informed the Committee that "Disposal tar-
gets have been fixed by the Board for disposal of pending appeals or 
revision petitions by the Commissioner of income-tax (A) /Commis-
sioner of Income-tax/ AACs and the Board maintains a close watch 
over the disposal of appeals and ensures that the targets fixed are 
met. Though the law does not fix any time limit for disposal of 
appeals, in practice appeals before the Departmental Appellate-
Authorities are disposed of within a certain time limit. 

Disposal of Appeals by AACs 

9.3. The Ministry have furnished the following statement indicat-
ing the number of appeals received and the number of appeal& 

-------------.------.------------------------------.-----------
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,<fisposed of by AACs during the last three years:-

Year No. 0; No. of Total No. of No. of 
appeals pen- appeals received appeals disposed appeals pend-
ding at the d.ring the of during the ing at the end 

beginning of yeal year of the ye:u 
the year 

(I) (2) 3) (4) (5) (6) -_._._ ..... _--
1977-78 2,35.849 2,26.386 4,62,235 2,39.336 2,22.899 

1978-79 2,22,899 1.98,410 4.21 ,309 1.69,559 2,51,750 

1979-80 2,5 1.750 2,08,763 6,60,513 1.55.312 3,05,201 

3.4. The Ministry also informed the Committee that out of the 
3,05,201 appeals pending as on 31-3-80, 80749 appeals were pending 
for one to two years, 27773 appeals for two to three years, and 18005 
for more than three years. Asked about the reasons for such a huge 

. accumulation of appeals before the AACs, the Ministry have stated 
that five years back pendency of appeals before AACs as on 1-4-1975 
was 2.20,478. The increase in pendency during the last five years was 
by 85,000 or so. Such increase was mainly attributable to last two 
years i.e. 1978-79 and 1979-80 in which years the yearly institutions 
were much more than the total disposals of appeals. Due to up-
graciation of certain posts the Department were left with 121 sanction-
ed posts of AACs in 1978-79 as against 201 in 1977-78. The same 

.. strength remained in 1979-80 also. This affected the total disposal of 
appeals in the two years which is less than the yearly institution. 

3_5. Asked whether any norms for disposal of cases by AACs had 
been prescribed. the Ministry stated that quota for AACs was fixed 
at 200 appeals per month in July 1978. On appraisal of the perform-
ance of AACs, this quota was found to be on the high side. There-
":ore. the Board \revised the quota, from October, 1979 to 150 per 
month for AACs working in the 4 metropolitan charges viz. Calcutta, 
Bombay. Madras and Delhi and 165 for AACs at other places. The 
following statement indicates the average working strength and also 

. the average disposal per AAC, during the last 5 years. 
------

Working Total Average PerAAO 
Financial year strength disposal disposal Per 

Yearly montb 

(I) (2) (3) (4) (5) 
---------

1975°76 164 245404' 14g6 125 

19'16-77 138 230129 1667 139 
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------- ---

(I) (2) (3) (4) (5) 

1977-78 181·5 239336 1322 110 
1978-79 120 16g559 1412 117 
1979-80 105 155312 I4Bo 123 

--------------
3.6. The Ministry have stated (Dec. 1980) that "the Government 

have recently sanctioned creation of 36 additional posts of AACs. 
This requirement was worked out on the basis that at the end of the 
next four years not more than six months workload of appeals should 
be pending with each AAC. It was assumed that the average current 
institution in the next four years would be around 2,25,000 per year 
and that the expected average disposal per AAC would be 1700 
appeals per annum. With this objective to be achieved, the strength 
of AACs required was worked out at 157 as against the existing 
strength of 121 AACs." 

3.7. During evidence the Committee pointed out that the average 
-disposal of cases by an AAC during the last 5 years had not been 
more than 1500 appeals in any year. On the Committee enquiring 
how the Ministry had assumed an average disposal per AAC as 1700 -
appeals per annum, while fixing their strength, the Chairman, 
Central Board replied that "the assumption of 1700 appeals with the 
Appellate Asstt. Commissioners is somewhat unrealistic on the 
basis of the actual output during the last few years." We fix a 
quota which is somewhat challenging. We know that we may not be 
able to achieve the quota. We try to do so. If we fall short of quota, 
I do not think we should be very much upset." 

3.8. Supplementing this, the Finance Secretary said that we fixed 
a larger quota because with the institution of Appellate Commis.. 
sioners, we felt that relatively mOre complex cases will go to the 
Commissioners (Appeals). Appellate Assistant Commissioners will 
have to handle easier cases. Therefore, they should strive and 
achieve better output of work. Whenever you fix a target for any 
organisation it must be something which they should strive for. If 
it has been found unrealistic, we will review it." 

Disposal of Appeals by eITs (Appeals) 

3.9. It is seen that as on 31st March, 1979, 27,444 al?peals were pend-
ing with the Commissioners Of Income-tax _ (Appeals) and this numbe~ 
went up to 46,950 appeals as on 31-3-1980. Out of 46,950 pending 
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appeals 11,356 appeals were pending for one to two years and the 
balance for less than a year. 

3.10. The University have also stated that quotas of disposal for' 
Commissioners (Appeals) was fixed at 75 per month from October. 
1978. In respect of the charges dealing with Central Circles appeals, 
monthly quota was fixed at 40 in absolute number. The Board after 
a review decided that the quotas fixed were slightly unrealistic and 
needed revision. Therefore, it was decided that from October. 197~ 
onwards the CsIT(A) dealing with Central Circle appeals should 
dispose of 30 appeals per month. The CsIT(A) working in four 
metropolitan income-tax charges, namely, Bombay, Calcutta, Madras 
and Delhi should dispose of 60 appeals per month. The other Com-
missioners (Appeals) should dispose of 70 appeals per month. 

3.11. At the instance of the Committee the Ministry have fur-
nished the following details regarding quotas fixed and actual dis-
posal of appeals by CITs (Appeals) in Delhi and Borpbay:-

Name of the Charge Year 

Delhi 

1979-t1o 

Bombay • 

Quota 
'fixed 
Total 

5720 

7500 

9750 

Sanctioned/ Actual/weighted 
actual disposal 
strength 

10/8 

II 4935/550 3 

From the above, it is seen that in 1979-80, even when the quota was 
reduced in the middle Of the year, the disposals of appeals in DeIhl 
and Bombay were much below the targets. 

3.12. During evidence; the Committee enquired about the reasons· 
for the shortfall in disposal of cases by the Commissioners of Income 
Tax at Delhi and Bombay, the Chairman Central Board stated that 
"the institution of CIT (Appeals) is a new one. It came into exist-
ence only f,rom July. 19'78. They were given specified types of 
appeals. So. we could not go by any past history in fixing the quota. 
We fixed a very high quota. When we found that the quota was 
very high. later on, we reduced it.'!. 
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Disposal of Revision Petitions by Commissioners of Income Tax 

3.13. The number of Revision Petitions received by the Commis.. 
'sioners of Income-tax and the number disposed of during the last 4 
years, according to the Ministry are given below:-

Year 

1976-77 

1977-78 

1978-79 

I 97g-80 

No. of Revi- No. of Revi- No. of Revi- No. of Revi-
sion Petitions sion Petitions sion Petitions sion Petitions 
pending received disposed of pending at 
at the beg- during the during the the end of 
inning of the year year the year. 
year 

7571 

7395 

1I137 

11433 

I II 77 

12950 

10580 

7395 

11137 

3.14. The Committee were also informed that out of the 13,386 
applications pending as on 31 March 1980. 2792 applications were 1 to 
2 years old, 1593 two to three years old and 1439 for more than 3 years 
old. 

Asked about the steps taken to expedite the disposal of revision 
applications, the Ministry have stated that in the Annual CIT's Action 
Plan for 1980-81 the targets have been fixed as follows:-

(i) Disposal of 80 per cent of petitions filed upto 31-3-1980 and 

(ii) Disposal of 50 per cent of the current workload. 

3.15. During evidence, the Committee pointed out that based on 
the calculations on the pendency at the end of the year 1979-80 (13386 
cases) and the average receipt of new revision petitions during a 
year at 13000, the CITs (Appeal) will have to dispose of a total of over 
17000 cases during 1980-81 according to the Action Plan. But in 
actual practice it is seen that during the last four years the total num-
ber of cases disposed by CITs had never been more than 13645_ 
Asked whether, in the light of the past experience, Action Plan could 
be considered realistic, the Chairman, Central Board replied that 
"here also we put the targets slightly higher to make it more chal-
lenging. During the current year, I think, OUl" performance would be 
better than that during the last four years. This year, we have been 
able to see that, as far as possible, no Commissioner's charge is kept 



vacant. As soon as the vacancy arises, we fill it up. Even leave 
vacancies are filled up." 

H ecm.ng of Appeals 

3.16. Referring to the delays in getting final orders in appeal cases, 
in which hearings had taken place some non-officials suggested to 
the Committee that if a hearing had taken place in an appeal case 
and no further information was required, but in the meantime the 
Appellate Commissioner or Assistant Appellate Commissioner was 
ordered to be transferred, he should be required to record the order 
before handing over charge. 

Asked about the procedure followed in this regard, the Chairman, 
Central Boa,rd explained during evidence that "our instructions are 
that when an order for transfer of an AAC is received, before he 
hands over the charge, he should pass orders in all those cases which 
have been fully heard by him." 

Independence of Departmental Appellate Authorities 

3.17. The Committee have received a number of representations 
that "th departmental appellate authorities do not work objectively 
and independently. ThE;y display a bias in favour of revenue." 
Some representatives also suggested that to ensure that the depart-
mental authorities worked objectively and independently, they should 
be placed under the Ministry of law. 

Commenting ,on these remarks, the Chairman, Central Board 
stated during evidence that "the suggestion that the departmental 
appellate authorities have got a bias against the assessee is not at all 
correct. We have given them full liberty to take decision on their 
own. Under Section 119 proviso, the Board is barred from issuing 
any instructions which are binding on the appellate authorities. In 
fact, we in the Board do want to scrupulously honour the indepen-
dence of the appellate authorities. This can be seen from the fact 
that 73 per cent of the orders are either accepted by the Department 
or by the assessee. Only 22 per cent orders were taken up for further 
appeals. There can be cross appeals also. In the same case, there 
may be an appeal by the Assessee and by the Department also. If 
such cases are eliminated, it can be found that the percentage of 
appeals against the orders of the appellate authorities will be less 
than 22 per cent. This is the position all over India. "The Witness 
denied the charge that AACs tried to please the Department by giving, 
favourable decisions. 
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Disposal of Cases by Income-tax AppeL~ate Tribunals 

3.18. The Ministry have informed the Committee that as on at 
March, 1980,47,774 cases were pending with the Income-Tax Appellate 
Tribunals. The details of the number of appeals instituted and 
disposed of by the tribunals during the years 1977-78 to 1979-80 are-
given below:-

Year Pendency; Institution Disposal Pendency 
appeals at for the for the at the end 
the be- year year of the year 
ginning of 
the year. 

(I) (2) (3) (4) (5) 

1977-78 50619 47410 44276 53753 

1978-79 53753 42 169 47260 48662 

1979-80 48662 42832 43720 47774 

Cases pending before various CouTts 

3.19. According to the Ministry as on 31-3-1980, 22,563 cases relat_-
ing to all direct taxes were pending before the Supreme Court, High 
Courts and other Courts (excluding Delhi). The period-wise break 
up of. these cases is given below:-
-----------------

Supreme High Other Total 
Court Court Courts 

Years 

2 3 4 5 

5 years 191 224:3 1530 3964 
3 years 418 4593 1381 6392 
1 year 492 6785 746 8022 

6 Months 156 3856 173 4185-

Setting up of a Central Tax CouTt 

3.20. The Direct Tax Law Committee (1978) (CIiokshi Committee)' 
had Tecommended the establishment of a Central Tax Court with all 
India jurisdiction to deal exclusively with litigation under the direct-
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-tax laws in the first instance, with provision for extending its func-
tions to cover all other Central tax laws, if considered necessary, in 
ihe future. Such a court should be constituted under a separate 
. statute. The Committee had also recommended that, in the mean-
while, the desirability of constituting special Tax Benches in the 
High Courts to deal with the large number of tax reference by conti-
nuous sitting throughout the year might be considered by Govern-
ment. While a number of representatives of the Industry have 
. supported the idea of a Central Tax Court as recommended by the 
Chokshi Committee, some non-officials have opined that the time is 
not ripe for setting up a Central Tax Court as the law in our country 
is still not stabilised and every year a number or amendments are 
heing made in the tax laws. They have suggested that instead of 
·constituting a Central Tax Court, more number of benches in the 
High Courts can be set up to clear the arrears. 

3.21. The Ministry have informed the Committee (December 1980), 
that this recommendation of the Chokshi Committee was under 
·consideration of the Government. 

3.22. During evidence the representative of toe Central Board 
Informed the Committee that there were divergence of opinion 
among the various Committees and Commissions which had gone 
into this subject. Excepting the Chokshi Committee, other Com-
mittees and Commissions (Wanchoo Committee, the Law Commission, 
and the J.C. Shah Committee) did not favour the setting up of a 
separate tax court. Even countries like Canada, U.K., U.S.A., are 
not having such a court. The Wanchoo Committee had recommended 
that to clear the arrears the number of benches in the High Courts 
~ould be increased. 

3.23. The Finance Secretary stated that "if the decisions of the 
-Central Tax Court are final and the writ jurisdiction of the Supreme 
-Court is owned, it will be extremely worthwhile to have such an 
institution. Otherwise, the asses sees after they have gone to Central 

'Tax Court will go the Supreme Court; some of the assessees adopt 
dilatory tactics," He added that "this is a serious matter involving 
a major policy issue which will have to be gone into carefully. 
because ultimately the Constitution will have to be amended." 

3.24. The Income Tax Act provides for an elaborate heirarchy of 
BlPpellate and revisionary authorities, namely Appellate Assistant 

-Commissioners, (AACs) Commissioners of Income Tax (Appeals) 
(CITs) (A) Income Tax Appellate Tribunal, High Court and Supreme 
<Court. 
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3.25. The Committee regret to note that departmental appellate 

Authorities viz., AACs and CITs(A) and CITs, have in no year been 
able to keep pace with the work load with the result that the num-
Iter of pendiug appeals have been increasing from year to year. For 
example, the number of pendilng appeals with AACs increased from 
2,22,899 at the end of 1977-78 to 3,05,201 at the end of 1979-80. 
Similarly the pendency of Appeals and revision petitions with CITs 
iDcreased from 27,444 and 11,433 at the end of 1978-79 to 46,950 and 
13,386 respectively at the end of 1979-80. Even reduced targets for 
disposal laid down by the Central Board for aU these authorities 
have not been adhered to in the past and in fact the achievement 
11ave been far below the target. The Ministry have admitted that 
targets were "somewhat unrealistic'" but, it is stated, "somewhat 
~hallenging" targets were laid down to stimulate the appellate 
authorities to dispose of maximum number of cases· While the 
Committee welcome the Central Board's approach to lay down 
"challenging" targets, it appears they have not succeeded in gean..g 
up the system to enable the appellate authorities to rise to the occa-
sion anywhere. The Committee would like the Central Board to 
review the position and devise a more practical approach whieh 
should be challenging as well as realistic and create a result oriented 
system to ensUre disposal of appellate work according to planned 
targets. (Sl No. 30). 

a.26. An analysis of the pending appeals/revision petitions shows 
that about 2 years work load is pending with AACs, 15 months 
work load (revision petitions only) is lying accumulated with CITs 
and over 1 year's work is pending with Income-tax Appellate Tri-
bunal. For disposing of arrears with AACs, the Central Board have 
evolved a norm that, at the end of the next four years, not more 
than six months work load should be pending with each AAC. The 
Committee feel that this norm should also apply to CITs, CITs(A) 
and Income-tax Appellate Tribunal. Their administrative sets-up 
and appellate procedures should be so re-organised that each one of 
these appellate authorities should be able to reduce the pendency 
to six months work load at the earliest. Needless to S'lY, this would 
require constant monitoring and periodical review of achievements, 
which the Committee hope, the Central Board would do conscieu-
tiously. (Sl. No. 31). 

3.27. The Central Board have informed the Committee that they 
scrupulously honour the independence of the Departmental appeUate 
authorities arid that it is not correct to say that these authorities 
ltave a bias against assessees. The Committee, however, cannot 
help taking not of a general feeling of distrust among certain non-

4'368--5. 
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official cil'cles in the objectivity and independence of these authori-
ties. The Committee would advise the Central Board to make every 
effort to dispel the suspicion of pro-revenue bias among assessees 
and restore their confidence in the fairness of departmental appellate 
procedures. (Sl. No. 32). 

3.28. According to Government instructions an appellate autho-
rity, AAC or CIT(A), under orders of transfer, is required to p8S8-
final orders in cases which have been heard by him fully, before h. 
hands over charge. From the representations made before the 
Committee, it appears that this is not being done by the appellate 
officers. The Committee would like the Central Board to ensure 
compliance of their very wholesome instructilons in this regard to 
ensure that final decisions are given in fully heard appeal cases by 
appellate officers under transfer orders before they lay down charge. 
(Sl. No. 33). 

3.29. The Committee note that 22,563 cases were pending in Sup .. 
reJDe Court, High Court and other courts as on 31st March, 1980. 
Out of this number, 3964 were pending for more than 5 years and 
6392 cases for 3-5 years. The Committee take note of the ste ... 
like special approaches to High Courts and Supreme Court takeD" 
hy the Central Board to have the hearings expedited. 

3.30. In the context of long delays in litigation under direct tax 
laws, the Chokshi Committee's proposal for establishment of a Cen-
tral Tax Court with all India jurisdictilon is worthy of serious consi-
deration. The establishment of more benches of High Court would 
not be able to provide a final solution to the problem in as much as 
parties cannot be barred from going to Supreme Court in appeal 
against the HIgh Courts nor can conflicting rulings be avoided. 

3.S1. In the Committee's opinion if time-consuming process of 
litigation in courts of various levels has to be avoided and Govern-
ment dues collected without avoidable delay, there is DO escape 
from setting up a Central Tax Court with exclusive jurisdiction and 
final say in tax matters. The Committee are aware of the constitu-
tional difficulties but these are not insurmountable. The Committee 
would like the Government to take an early decision in the matter. 
(SI. No. 34). 

B. Settlement Commission 

3.32. The Settlement Commission was set up w.e.f. 1-4-76. The 
Commission consists of a Chairman and two members and functions 
under the Department of Revenue. The Chairman and the other 
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members of the Commission are appointed by the Central Govern-
ment. The Commission has four regional officers situated at New 
Delhi, Bombay, Calcutta and Madras. 

Functions and Working of Commiss~ 

3.33. An assessee under certain conditions, may at any stage of 
any proceeding under the Income-tax Act, 1922/Income-tax Act, 
1961fWealth-tax Act for or in connection with assessment or reas-
sessment in respect of any year or years which may be pending 
before the Income-tax/Wealth tax author'ity make an application in 
the prescribed form to the Commission to have the case settled. 

On an application allowed by the Commission, the Commission 
requires the applicant to furnish a full and true statement of facts 
regarding the matters to be settled. On receipt of the statement of 
facts a copy is sent to the Commissioner calling for a report in the 
matter. The Commission after examining the statement of facts, 
report sent by the Commissioner and examination of the relevant 
records fixes up a hearing in which both the applicant as well as 
the Department are represented and thereafter passes such order 
in accordance with the provisions of Income-tax Wealth-tax Act, 
as it thinks fit on the matters covered by the application and any 
other matter relating to the case not covered by the application but 
referred to in the report of the Commissioner. 

3.34. The final order passed by the Settlement Commission is 
conclusive and no matter covered by such order shall be reopened 
except in certain cases covered under Section 245 D (6) of the Act. 

3.35. The details regarding the number of applications received 
and disposed of by the Settlement Commission during the last four 
years (viz. Financial Years 1976-77, 1977-78, 197~79 and 1979-80. 
are given below:-

---_._---- -
Financial Year Number of Number of Total Number of Number of 

applications applications of 2 and applications applications 
pending of rece1vt'd 3 ~at pending for 

the begin- during the dunng the disposal at 
ning of the financial financial the 
year year year by financial 

final order year 

19']6-77 44B .f48 75 373 
1977-78 373 550 923 245 678 
1978-79 678 8\!3 1501 257 1!244 
1979-80 I\!# 434 1678 271 1407 

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



3.36. According to some non-officials at the present pace of dis-
posal, the Commission may take a number of years to clear the 
pending cases as on date. They opined that if the number of benches 
of the Commission is increased the pace of disposal of cases by the 
Commission would im;;>rove. Commenting on this suggestion, the 
Ministry stated that "the opinion that if the number of benches of 
the Commission is increased, the pace of disposal of cases by Com-
mission would improve is correct. However, for the formation of the 
benches in the Settlement Commission the provisions of Section 
245B (2) have to be amended to the e~t that the Settlement Com-
mission shall consist of a Chairman and as many members as the 
Government may appoint from time to time. The consequential 
amendments will also be required in S ~tion 245D(5) to provide that 
the applications before the Settlement Commission m~.y be heard 
and disposed of by a bench of two members and in the case of diffe-
rence of opinion the matter may be referI'ed to one or more members 
and decided in accordance with the majority opinion." 

3.37. From the figures fu.rnished by the Ministry the Committee 
also noted that as on 31-3-1980, as many as 1407 applications were 
pending with the Settlement Commission out of which 98 were 
pending for more than 3 :years, 282 fllr more than 2 years and 610 
fol' more than a year. The Committee also noticed that while the 
rate of disposal of applications during the last 3 years (1977-78 to 
1979-80) hu.> been about 270 applications a year, the inflow has been 
ranging between 434 and 823. At this rate even if the fresh receipts 
are not taken into consideration the pending applications as on 31st 
March, 1980 above would take more than 5 years to clear. On the 
Committee enquiring about the steps taken to expedite the pace 
of disposal, the Chairman Central Board stated during evidence that 
"in 1976 this Settlement Comm;ssion came into existence. It is of 
recent origin. We are considering whether we can give more powers 
to Income-tax Commissioner under Section 273A, so that he can 
himself settle cases without reference to the Settlement Commission. 
These aspects are at present under our consideration." 

3.38. The Settlement Commission was set up by the Government 
with effect from 1st April, 1976 to settle certain matters falling under 
Income-tax Act and Wealth-tax Act in aceordance with the procedure 
prescribed therein. As on 31st March. 1980, 1407 applications were 
pending with the Commission, out of which 610 were pending for 
1-2 years and 282 for 2 to 3 years and 98 for 3 to 5 years. At 
the present pace of disposal of about 270 cases per year. the Com-
mission is likely to take over 5 years to clear the arrears alone. 



And if the fresh intake of 430 to 820 applications every year is alse 
taken into account the position would be worse. 

3.39. The Committee regret to note that even though it was appa-
rently right from the beginning (1976) that the Commission's capacity 
to dispose of cases was only a fraction of the intake, the Ministry 
took no tangible action to strengthen the Commission. The Com-
mittee would like that the consideration of various suggestion 1Je.. 
fore the Government like increasing the strength and benches of 
the CommissiiOn and investing Commissioners of Income-tax with. 
powers to settle eases without reference to Commission should be 
expedited and necessary steps taken without delay to strengthen 
the system to enable it to cope with the work. The Committee would 
recommend that in the case of the Settlement Commission also the 
norm of reducing the pendency to not more than six months work 
load by the end of the next four years should be adopted and stnlc-
tural and procedural rCH)rganisation of the Commission brought 
about with this aim in view. (SI. No. 38). 



CHAPTER IV 

TAX EVASION 

A. Magnitude of Tax Evasion 

The Ministry have informed the Committee that the Government 
have not made any assessment of the extent of tax evasion from time 
to time. Attempts were made by persons and authorities like Prof. 
Kaldor and the Wanchoo Committee to estimate the amount of 
unaccounted income and the tax lost through evasion in the Indian 
economy. Prof. Kaldor in his 'Indian Tax Reforms' estimated that 
as of 1952-53 the amount of Income-tax lost through tax evasion 
was probably of the order of Rs. 200---300 crores. Projecting these 
estimates to 1968-69 on the basis of the growth of national income 
from 1961-62 to 1968-69 the income on which tax was evaded for 
the year 1968-69 was estimated by the Wanchoo Committee at 
Rs. 1400 crores. 

4.2. According to the MiniStry "the estimates of both Prof. Kaldor 
and the Wanchoo Committee suffer from several serious limitations. 
They proceeded on the basis of national income statistics by industry 
of origin and estimated the amount of income liable to tax on the 
basis of certain assumptions which are open to question." The 
Ministry have added that "the Wanchoo Committee itself pointed 
out several limitations of the methodology adopted by it. In fact one 
of the Members of the Committee, Shri D. K. Rengnekar thought 
that the amount of unaccounted income for the year 1968-69 could 
be of the order of Rs. 2.800 crores, i.e., double the figure estimated 
by the Wanchoo Committee. It is thus extremely hazardous to 
attempt any estimate of bla~money." 

4.3. During evidence, the Committee enquired whether it was 
t.he contention of the Ministry that there was no expertise in the 
countI'y to make an assessment of the tax evasion. The Finance 
Secretary replied that ''we do not say that there is no expertise in 
the country to make an estimate of the kind which Dr. Kaldor 
attempted earlier or which the Wanf'hoo Committee attempted 
later. In fact followinp: the methodology which Dr. Kalder and 
Shri Wanchoo had followed it may be possible to work out or to 
arI'ive at an estimate of the income which has escaped taxation. 

64 
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" .... even if an estimate is arrived at it would be relevant only 

to the extent that it enables the Government to formulate appz:o-
priate policies and also initiate effective administrative action both 
in regard to curbing the generation gf black money as also getting 
at the black money already generated into our economy." 

"Nobody in this country disputes that evasion of tax is taking 
place to a very significant extent. It should be our constant endeav-
our to bring about the requisite changes in economic policies and 
also fiscal measures to see that this problem is countered effectively." 

"All that I was submitting is that it is not possible to arrive at 
an estimate of the extent of black money. It is very difficult how-
ever much one would like to make an estimate of what the blac~ 
money in the economy is. Whether we follow the Wanchoo Com-
mittee methodology or any other methodology whatever figure we 
may arrive at will still be questionable." The Economic Adviser to 
the Ministry explained that "there is no question that we have 
expertise in India to make estimates but the range of estimates that 
we get will be compara~vely large because there is no established 
methodology as to how to measure black-money." 

He added that:-

"From all the information we have we will n9t be able to 
get particularly precise or refined estimate and certainly 
the range of variation in different estimates made by 
reputable experts would be quite variable. In any case 
for the purpose of improving tax administration we should 
study the methods by which black-money is generated and 
the ways in which this generation can be reduced and 
brought under the tax system." 

4.4. In the context of the need to make an assessment of the 
extent of black-money, the Committee are informed that the esti-
mates of black-money made by Prof. Kaldor (1952-53) and the 
Wanchoo Committee (1971) suffered from serious limitations as the 
methodology adopted by them was open to question. In the Minis-
try's opinion it is very difficult to make a precise or refined estimate . 
. i)f the extent of black-money, however much one would like to make 
.an estimate of such money. 

4.5. The Committee wish it were possible to make a reasonable 
estimate of black-money, as such an estimate will no doubt enable 
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the Government to fonnulate more appropriate policies and tak., 
more eftective administrative measures to curb the generation an. 
Use of black-money to save the economy from its pernicious role 
and minimise inflation in the country. (Sl. No. 316) 

B. Steps taken to check Tax Evasion 

4.6. The Ministry have informed the Committee that the follow-
ing steps have been taken by the Department to check tax evasion. 

(i) The methods adopted for tax evasion by assessees in vari-
ous spheres of business/trading/commercial activity are 
intensively scrutinised and measures taken to counter 
such evasion. 

(ii) Officers and field forma.tions are kept informed of the 
modus operandi adopted for tax evasion by the tax payern 
from time to time which is circulated to all officers ot 
the Department. 

(iii) A book entitled 'Investigation of Accounts' covering th~ 
various 'techniques' used by assessees in different tradesl 
industries and how these techniques can be countered, 
has been published and supplied to officers for their use. 

(iv) A special Cell of Investigation has been set up to study 
in depth, problems of tax evasion thrown up by large 
industrial houses. The results of these studies are formu-
lated in papers which are forwarded to the concerned 
officers. Information is periodically exchanged between 
the various revenue enforcement agencies. There are co-
ordi!1ation Committees at Regional level, consisting of 
Senior Officers of agencies. Whenever necessary the sales 
tax authorities and CBl authorities are also associated 
with exchange of such information. 

47. The Ministry have informed the Committee that in the course 
of survey operations to identify new assessees information from a 
number of sources like Register of Companies, financial institutions, 
Municipal authorities, Imports and Export offices, luxury hotels, and 
Sales Tax and other departments of State Governments is being 
collected and collected by the Central Information Branch of the 
Department and passed on to assessing officers for taking further 
action. When asked whether it was mandatory foI' the aforesaid 
sources to furnish the desired information, the Ministry have stated 
that there are no statutory provisions which make it mandatory for 
,the authorities referred to, to furnish the listed infoI'mation to the 
Income-tax Department. 
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4.8. The infonnation is, however, collected from all such sources 
by the Income-tax Department through its Inspectors on an informal 
basis and their requests are generally complied with by othe~ 
Departments. 

During evidence the rEQresentative of the Central Board stated' 
that "there is a specific provision in the law, Section 136(6) of th~ 
Income-tax Act whereunder the ITO can require any person 
including a banking company to furnish infoI'mo..tion in respect of 
any proceedings )nitiated under the Income-tax Act. This is, nO' 
doubt, a specific provision, not a general provision. I submit that it 
would be helpful if there is a statutory provision requiring the-
variouoS authorities to furnish the desired information, to the Income-
tax Department". 

4.9. During evidence, the representative of the Central Board 
also informed the Committee that "we are having a review of the 
woTking of the Central Information Branch to see how and to what 
extent the information collected is utilised by the ITO in makin, 
the assessments. It is primarily lack of man-power that is responsi-
ble for not fully utilising the information." 

4.10. During Survey Operations to identify new assessees, th. 
Income-tax Department collect information frem a number ef sources 
like the Registrar of Companies, imports and exports offices, 11IX1D'Y 
hotels, Sales Tax Department Munidpal authorities etc., and pass it 
on to assessing ofIlcers for further action. The Committee find that 
there is no provision which makes it mandatory for the various 
authorities to furnish the desired information to the Income-talt 
Department. 'nle Central Board feel it would be helpful if such a 
statutory provision is made. Now when the need for a statuter,. 
provision in this regard has been accepted, the Committee weald 
expect the Government to initiate action to make a suitable provisioa 
in the Income-tax Act as early as possible. (SI. No. 37) 

4.11 The Ministry have admitted that the information collected 
by the Central Information Branch of Income-tax Department from 
various authorities is not being made foil use of due to shortage eI 
manpower. What else can the Committee conclude from tbls except 
that the manpower deployed and expenditure incurred on coUeetloa 
of this information have been a waste and that the Department have 
been remiss in discharging the statlitory obligation ef procesdar 
this information. The Committee would like the Central Board t. 
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review the working of the Central Information Branch and the 
assessing officers and take measures without any further delay to 
ensure that all relevant information is regularly and systematically 
collected and disseminated to assessing officers and made full use 
of by them. In this arrangement a specific responsibility should be 
cast on the supervisory officers to make sample checks and take 
eorrective measures. The Committee would like to be apprised of 
the action taken in the matter. (SI. No. 38) 

Collection of information--Reg. Lavish parties 

4.12 Section 133A of the Income-tax Act was amended w.e.f. 
1st October, 1975. The amended Section provides for surprised 
.checks of lavish expenditure on parties/marriageS etc., by the field 
staff of Income-tax Department. The object of this provision is to 
help collecting evidence about ostentatious expenditure immediately 
after the event to be used at the ·time of the assessment. 

4.13. The Ministry have stated that "this power has not been 
used extenSively mainly because of pre-occupation with other work 
and inadequate manpower. Moreover, since this is relatively a new 
prOvision, many officers might not have been aware of its usefulness. 
The Ministry no doubt, feel that this provision is an effective tool 
in the hands of the Income-tax Department to curb ostentatious ex-
penditure. The Board has, therefore, vide its Circular dated the 
26th September, 1980 directed the Commissioners of Income-tax that 
the field offic::ers should be asked to make increasing use of these 
powers." 

4.14. The Chairman, Central Board stated during evidence that 
"I must admit that our field staff have not been making proper use 
of this power given by the Parliament only recently. We have 
addressed letters to the Commissioners bringing to their notice the 
powers which have been given and asked them to make use of it. 
This work has been entrusted to the intelligence set-up for collec-
ting the information." 

4.15. Section 133A of Income-tax Act was amended in 1975 to pro-
vide for surprise checks of lavish expenditure on parties/marriages. 
l'he main objective of this provision was to collect evidence about 
ostentatious expenditure immedhtely after the event to be used at 
the time of assessment. The Ministry have admitted that this power 
has not been extensively used by field officers. The Committee are 
,surprised at the Ministry's eXl»lanation that "since this is a rela-
tively new provision, many officers might not have been aware of. its 

, .asefulness." 
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4.16. The Committee ~annot but hold the Department fully res-
ponsible for not bringing this "effective tool" for curbing ostenta-
tious expenditure to the notice of field staff and deplore the Depart-
ment's failure to discharge this elementary duty. The Committee 
would urge that full and judicious use of the powers under Section 
133A be made by field staff and monitored at appropriate levels and 
information collected during surprise checks of lavish expenditure 
OIl parties etc., be used at the time of assessment. 

Auditing of accounts: 

4.17. Section 142(2A) of the Income-tax Act provides that if, at 
any stage of the proceedings before him, the Income-tax officer, 
having regard to the nature and complexity of the accounts of the 
assessee and the interest of the revenue, is of the opinion that it is 
necessary so to do, he ma'y, with the previous approval of the Com-
missioner of Income-tax, direct the assessee to get the accounts 
audited by an accountant nominated by the Commissioner in this 
behalf and to furnish a report of such audit in the prescribed form. 

4.18. The representative of the Central Board, admitted during 
evidence that "this power has not been utilised to the extent to 
which it should have been utilised in the past. This provision was 
introduced with effect from 1-4-1976. We had asked the Commis-
Sioners to draw up a panel of accountants with known integtttv and 
having good practices and also we had given them guidelines of the 
eases which were to be referred under this section for compulsory 
audit. This was done in July 1977. They took some time in drawing 
up the panels." The witness added that during the last three years, 
only 16 cases were referred for compulsory audit in various Com-
missioners charges. 

4.19. The Committee regret to note that a wholesome provision 
made for referring certain accotmts fOt" compulsory audit by audi-
tors to be nominated by Commissioners, under Section 142(2A) of 
the Income Tax Act w.e.f. 1st April, 1976 'has Dot been utilised to 
the extent to which it should have been utilised. During the last 
3 years only 16 cases we""e referred for compulsory audit tmder 
this power. The Committee recommended that all preparatory 
work to ~ve effect to this provision should be completed without 
any further delay and the power of compulsory audit used in all 
cases where it is necessary to do so in the interest of revenue. 
(81. No. (0). '. 
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Mentioning pe'."manent ~count number in high value trans£ctions 

4.20. It was suggested to the Committee that it would be desir-
able to specify in the Income Tax Act that for high value transac-
tions, the Permanent Account Number, (PAN) is introduced. 

Permanent Account Number should be used for cross 'Checking 
important transactions like issue of import licences, various permits. 
major contracts, mining and other leases etc. Similarly persons 
making deposits with companies should be required to indi'Cate 
their PANs, if they have any. 

4.21. The Ministry have stated that "the Board agree that much 
more use can be made of Permanent Account Numbers for Cl"OSS 

checking a variety of transactions. But before introducing this, the 
administrative implications will have to be studied and the opinion 
of the public to be ascertained and studied. The Chairman Central 
Board, stated during evidence that "quoting the Permanent Account 
Number in transactions will be useful but at the same time we 
feel there are certain administrative implications ...... if the ad-
vantages outweigh the difficulties which we anticipate, definitely 
we will implement." 

4.22. After eviden<:e, the Ministry have informed the Committee 
(Feb. 81) that:-

The Central Board have examined the matter and they feei 
that while the suggestion is undoubtedly well conceived 
it may be difficult, for the reasons stated hereafter, to 
give an effect to the same. 

Clause (c) of sub-section (5) of section 139A makes it obli-
gatory for the person who has been allotted a Permanent 
Account Number to quote the said number in all docu-
ments pertaining to such transactions as may be pres-
cribed by the Board in the interest of revenue. Sub-
section (6) of Section 139A empowers the Board to make 
rules providing far, inter-alia, the categories of transac-
tions in relation to which PANs shall be quoted by the 
persons to whom such numbers have been allotted in the 
documents pertaining to such transactions. These sections 
came into force w.e.f. 1st April, 1972. 

The Boa'rd have not yet prescribed any transactions where 
PANs have to be quoted by the person who have been 
allotted such PAN. They have already taken up th~ 
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exercise and the entire issue is being examined in con-
sultation with the Commissioners. To begin with the 
Commissioners. To begin with the number of such 
transactions have to be commensurate with the machinery 
at the disposal of the Department for their proper scrutiny 
and utilisation at the time of assessment. 

More prescription u/s 139A(6) is not likely to serve any 
useful purpose unless there is coordination at three levels 
namely:-

(a) There is proper identification of the person to whom 
Permanent "'Account Numbers have been allotted i.e. he 
quotes the correct PAN in the documents evidencing 
the transaction. 

(b) There is proper machinery fO'l" transmission of those 
transactions to the Income-tax Department either 
voluntarily or through compulsion by law; and 

(c) The scrutiny of the information received by the depart-
mental officers. 

In the context of (a) above the Board may have to examine 
the feasibility of issuing identity cards while alloting 
PAN and making it obligatory on the parties to produce 
this identity card while entering into transactions. How 
far this will be acceptable to the a~:;essees will also have 
to be examined. Similaorly, the allotment of a Perma-
nent Ac:'ount Number may not deter an assessee to enter 
: : to transactions in the name of somebody else. 

Permanent Account Number system was introduced so that 
huge masses of information could be cross verified by 
computerisation for which purpose identifying numbers 
were necessary, Such computerisation has not taken 
place and in the meantime the manual handling of infor-
mation has not been very satisfactory. 

While these are some of the practical difficulties the question 
of utilising PAN in the interest of revenue as well as 
pres:ribing individual transactions u/s 139(5) (c) of the 
Income-tax Act are engaging the attention of the Board. 

4.23. The system of Permanent Account Number was introduced 
with a view to identibin~ the assessees and the transactions with 
which they are associated. Though this provision was introduced 
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as far back as 1972 and gave powers tt) the Central Board (Section 
139A(s) & (b) to specify the transactions in which PANs will be 
quoted by assessees, the Committee find that the Central Board 
have not so far specified the categories of transactions in relation 
to which PANs have to be quoted by them compulsorily. The 
Central Board and the Ministry acknowledge the usefulness of 
compulsory mentioning of PANs in high value transactions but, 
because of certain administrative implications, they are afraid of 
introducing the new procedure. The matter is stated to be still 
under the consideration of the Board. 

4.24. The Committee have gone into the administrative impli-
cations apprehended by the Central Board. They are constrained 
to observe that the Board are unnecessarily magnifying the diffi-
culties out of proportion. It is a wholesome provision which will 
go a long way in helping the Department to identify persons who 
enter into high value transactions but are not on the registers of 
the Income Tax Department. Persons giving wrong PANS will 
attract the presumption that they have done something wrong and 
they have something to hide, thus providing sufficient evidence to 
the Department to proceed fut"ther in the matter. 

4.25. The Committee strongly feel that the Central Board should 
aot vaccilate any longer, and invoke the powers vested in them 
under Section 139A(5) &(6) and specify the transactions in whick 
it will be compulsory for the persons to quote their Permanent 
Account Numbers. Simultaneously, the Board should make ade-
quate administrative arrangements, to collect information aoout 
and to lIlake random checking of such transactions with a view to 
detecting cases of tax evasion. Needless to say, the Board will have 
to make arrangements for allotment of PANs at short notice to 
aew parties, who may be entering into high value transactions for 
the first time before being registered as income tax assessees. 

(Serial No. 41) 

Selft-emp1.oyed ptrofessicm.a.ls 

4.26. According to the information furnished by the Ministry t, 
the number of professionals on the G.I.R. of the Income-tax Depart-
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ment in 10· Commissioners of Income-tax charges as on 31st March, 
1976 weTeas follows:-

Doctors {8,5i7 

Lowyers 34,596 

Chartered Accountants 8,61<4-

Engineers 5,039 

Architects I,i~7 

TOTAL 98553 

Information for the subsequent years is stated to be not avail-
able in the Ministry. But aecording to the All India Income-tax 
Statistics 1977-78, (published by the Diredorate of Inspection. 
Central Board of Direct Taxes) only 18,389 self-employed profes-
sionals were assessed for income-tax purposes in 1977-78 as per-
details given below:-

Pro' ClSionlu Cotegory-w:se 
indudings Companies and ::'{, n-compan'es) 

I. Education and teaching services 

2. Literature, art and journalism 

3. Medical & Health services 

4. Film production and allied service 

5. Music, drama and recreational services 

6. Legal services 

7. Architects, surveyors and engineers 

8. Accountants, auditors and actuatries 

9. Others 

TOTAL 

(Table 4- All India Income-tax Statistics 1977-78) 

--- ._---- .. 

No. Of 

A'lSessmeTlt~ 

381 

106 

·Bombay, West Bengal, Delhi, A.P., Kanpur, Lucknow, Tamil Nadu, Poona, Bihar, 
Kamataka. 
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4.27. A number of non-officials have o:~hed that the number of 
-self~mployed professionals with taxable income in the country 
would be much larger. Even a non-official while giving eviden<!e 
before the Committee stated that a number of self-employed pro-
fessionals are indulging in tax evasion. Following suggestions have 
been received from non-officials to bring all self-employed profes-
sionals (Doctors, Lawyers, Chartered Accountants real estate 
agents, brokers etc.) having income beyond the tax exemption 
limit, within the tax net:-

(1) The Department should obtain lists of professionals from 
the respective professional bodies like Bar COWl<!ils, 
Institute of Chartered Accountants etc. All localitiei 
should be visited by survey teams, and street by street 
list of professionals drawn up, for check against the list 
of Income-tax payers, to ascertain whether they are pay-
ing Income-tax or not. 

(2) If doctors, private clinics, Nursing Homes and medical 
shops in an area are assessed to tax by the same oftlcer, 
it should not be difficult for him to check the cas~ of 
the doctors with 'l'eferences to the books of the clinics, 
nursing homes and medical shops. 

(3) Each Income-tax Officer should have a complete and 
continually up-dated list of all professionals in his juris-
diction. The Department should send a polite and fxiend-
ly letter to all newcomers to the profession (newly regis-
tered or transferred from elsewhere) telling them of the 
importance of maintaining accounts from the beginning 
and explaining under what conditions they would become 
liable to submit returns and pay tax. They may be ad-
vised to keep a record of their annual incomes and 
savings, even if not liable to tax for the time being, so' 
that they might be in a position to explain their accumu-
lation if asked at a later date. 

(4) "Self-employed" _profeSSionals should be required to 
register themselves with the Income-tax Department 
when tbey start private practice. After an interval of 
some years, and thereafter periodically they should be 
asked to declare that their annual income does not exceed 
taxable limit. 

(5) Companies and institutions should be required to deduct 
tax from the fees paid by them to doctors, solicitors, 
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lawyers and otha- professionals w1J.en the fees exceed 
Rs, 2,000 or Rs. 3,000 in a year. 

'4.28. The comments of the Ministry on those suggestions (point-
\Wise) are:-

(i) The Department have intensified the survey operations 
and an organisation to undertake survey on a continued 
basis has been built up. This has been done with a view 
to ensure that all persons whose income is above the 
taxable limit should he brought within the tax net. This 
. will automatically cover the professionals like lawyers, 
doctors, etc. also. The Department have been from time 
to time obtaining lists of professionals from professional 
organisations, like, Regional Institutes of Chartered 
Accountants, Bar Council, Income-lax practitioners associa-
tions etc. and have been verifying whether the mem-

. hers belonging to these professions are assessed to tax. 
'·This can be made an integral part of the SU't'Vey opera-
tion. Similarly in many charges reported l!ases are 
scrutinised for the purpose of verifying whetha- the 
advocates who appeared in those cases are accounting for 
their receipts in respect of these cases. However, this 
can be made an integral part of our survey operations. 

~ii) In some of the metropolitan cities the Department have 
exclusive Income-tax Officers for particular categories of 
professionals, for example, the ITO (Doctor's Circles), the 
ITO (Lawyer's Circles) etc. The question of conferring 
jurisdiction over medical shops to such circles will be 
considered. 

'{iii) The suggestions appear to be useful, and will be imple-
mented. 

(iv) The suggestion will be considered. 

21:.29. As a measure to check tax evasion and as an incentive to 
"promote voluntary compliance, some non-officials suggested to the 
'Committee that there should be differential orates of income-tax. 
"The professionals, including salaried class, should have a lower rate 
of taxation than the businesc::men. The need for adopting such a 
differential rate structure was also felt in some official crrcles, 

Maintenance of Accounts by Professionals: 

4.30. Section 44AA of the Income-tax Act as inserted by the 
":Taxation Laws (Amendment) Act, 1975, provides for compulsory 



maintenance of accounts by certain categories of taxpayers. It has; 
been provided that all taxpayers carrying on the profession of law". 
medicine, engineering, architecture, accOuntancy, technical consul-
tancy or interior decoration or any other profession that may be-
notified by the Board shall maintain such books of accounts an4 
other documents as may enable the Income-tax Officer to compute· 
their total income under the Income-tax Act. The Board have· 
notified the professions of authorised representative and film artist: 
in pursuance of this provision. In the case of a person engaged in. 
business, lOr a profession other than those referred to above, the-
requirement of maintenance of accounts is applicable orily if the, 
income or turnover from such' business or profession exceeds cer-
tain limits prescribed in the Act: 

4.31. Under sub-section (3) df section 44AA, the Board have been' 
empowered to pr~cribe by rules the books of accounts and other' 
documents to be kept and maintained having regard to the nature-
of the business or professfo~' carried on by any class of persons~ 
and the form and the manner in which and the place at which, 
they shall be so kept and maintained. 

During evidence the Committee were informed that:-
, 

(i) The Board set up a committee of senior officers to go into-
the question of framing rules under this provision. In, 
pursuance of the report of this committee, draft rules 
were issued on 12 January, 1977 and comments frorD 
those assessees who were likely to be affected thereby 
were solicited. 

(ii) In the meantime there was change in the Government: 
and the new Government appointed the Direct Tax Laws: 
Committee (Chokshi Committee). 

(iii) The Choksh'i Committee said that the draft rules were ~ 
little too elaborate and they should be simple. 

(iv) This Committee in its Final Report (~ptember, 1978)', 
recommended as under:-

"Persons carrying on a profession should be required to· 
maintain orily certain basic records such as a profes--
sional case diary, a fee register, a c~sh book (which" 
may not !lecessarily be balanced daily), a journal, if~ 



77 

the accounts are maintained on mercantile basis, and 
a ledger. In conjunction with the bank pass book, etc .• 
these records should provide quite sufficient material 
for the computation of their income for purposes of 
assessment." 

(v) The scheme of this section is that the Central Board 
either prescribe by rules what books of account or docu-
ments are to be maintained by a professional or a busi-
nessman, or leave it to the businessman to maintain such 
books of account as will enable the Income-tax Officer to 
determine the businessman's income that he derives from 
his business. In case we have to make some rules, the list 
of the books of accounts and documents has got to be 
exhaustive as otherwise according to the law itself they 
have to maintain proper books of account. 

(vi) The recommendations of the Chokshi Committee are still 
under consideration of tb-e Government· 

4.32. The Ministry of Finance haVe furnished two sets of statis-
tics about the professionals (doctors, lawyers, accountants etc.) whc. 
are paying income tax according to their records. According to the 
figures publi$hed in All India Income-tax Statistics (1977-78), only 
18,389 self-employed professionals were assessed to income-tax in 
]977-78. But according to the figures separately furnished by the 
Ministry, the number of Doctors. Lawyers, Chartered Accountants~ 
Engineers and Architects on the Income-tax registers were 98,553 as 
on 31st March, 1976 (in 10 charges only). The Committee do not know 
which statistics to accept The Committee would like the Ministry 
to reconcile the two figures so as to have a clearer piciure of the 
magnitude of self-employed professionals without which it will be 
difficult for them as well as for the Committee to have any idea 
about the extent of tax evasion among this class. 

4.33. There iii a general feeling in various quarters that not all 
the self-employed professIonals pay income-tax Or pay full income-
tax on their entire income. In faet if the figures given in All India 
Income-tax Statistics are correct, that is if only 18,389 professionals 
were assessed to income tax in 1977-78, then it is obvious that a large 
section of self-employed professionals are outside the tax net. 

4.34. The Committee have considered many suggestions received 
from non-Officials to bring the self-employed professionals like dOc-
tors, lawyers, chartered accountants, real estate agents, brokers, 
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have weight and are practkaJ. aDd can go a long way in helping 
the Department bring the nDll-tax-paying self-employed profes-
~ionals within the tax net. 

4.35. The Income-tax Department should obtain lists of profes-
sionals from the respect.;Ve professional bocIies like Bar' Councils, 
l"egional Institutes of Chartered Aeeountants, etc. Lists may also be 
{'oUected by visits to various localities. All such lists should then be 
compared with the lists of income-tax payers available with the 
Department to ascertain whether all of them are paying income-tax 
or not. The Department it is stated, have made some efforts in this 
direction from time to ti:me. The Committee would, however, like 
that approach of this nature should become a regular and integral 
.. rt of the survey operations which are carried out from year to 
year.. (Sl. No. 4%) 

4.36. In some of the metropolitan cities, the Department have 
exclusive Income-tax Officers for particular categories of profes-
sionals like doctors, lawyers, etc. The Committee would suggest that 
this practice may be extended to all big cities and an ITO dealing 
with a certain category of professionals in a particular area should 
have the jurisdiction to deal with all these persons, institutions and 
~nterprises which might broadly be connected with that particular 
-category of professionals. For example, all the doctors, private 
-clinics, nursing homes and medical shops in an area, should be 
assessed by the same 'Income-tax Officer. (st. No. 43) 

4.37. The Committee feel that there is great merit in the sugges-
tion that all newcomers to the prOfession (newly registered Or trans-
ferred from elsewhere) should be required to notify their names 
and addresses to the Income tax Department when they start private 
practice. The Department should immediately advise them to main-
tain accounts of income and savings and other relevant records 
right from the beginning and explain to them under what condi--
tions they will become liable to pay income-tax. At periodical inter-
vals, the Department should ask them to declare that their annual 
income does not exceed limit. (81. No. 44) 

4.38. The Committee also feel that the companies and institutions 
which employ the services of professionals like doctors, lawyers, 
etc., should be required to deduct tax from the fees paid to these 
professionals when the fees payable in any year exceed a certain 
limit, say Rs. 23,000/-. 
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4.39. The Committee are surprised to find that even though. See-
tion 44-AA of the Ineome-tax Act, as inserted by the Taxation Laws 
(Amendment) Act, 1975 provides for eompuIsory maintenanee of 
accounts by certain categories of professionals and empowers the 
Board to specify the books of aceoant and other documents that 
should be maintained by them to enable the Income-tax Omcer to 
compute their annual income, the Income-tax Department have Dot 
exercised this power and have not laid down "the nature of books and 
records that they should maintain. The Department have tried to ex-
plain as to why this power has not been exercised so far b.t the 
Committee are not satisfied with the explanation. 

4.40. Now when the Chokshi Committee have also made certain 
recommendations as to the nature of records which the professronals 
should maintain, the Committee would like the Central Board not 
to lose any more time to exercise the powers under Section 44-AA 
and specify the books of account, etc., which should be maintained 
by self-employed professionals with suitable provision to guard 
against hardship to new entrants in the profession. (SI. No. ~) 

4.41. Need for prescribing differential rates of income-tax for 
businessmen, self-employed professionals and salaried class has been 
expressed before the Committee by officials and non-officials alike. 
This approach, it was stated, will curb the tendency among profes-
sionals and salaried class also having income from other sources to 
evade tax. The Committee feel that it is not quite rational to place 
the same level of tax burden on profes<;ional/salaried class with 
limited incomes and fixed span of active life as that pla"ed on busi-
ness class. The Committee would recommend a dispassionate exami-
nation of this matter. (SI. No. (1) 

Other Measures for Checking Tax Evasion 

4·42. During the course of the examination of the subject a num-
ber of other suggestions for checking tax evasion in general were 
received by the Committee. 

Suggestions 

I. Each acquisition of moftable property 
[e. g. Car, air-conditioner, diamond, 
golden jewellery, furnitures, carpets etc ) 
of the value of Rs. five thousand and above 
should be required to be included by the 
buyer in his income-tax return. 

MinistTY's Comments • 

I. Not necessary to statutorily enforce the 
inclusion of such details. ITO has 

powers to call such details in appropriat e 
cases. 
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Suggestion 

Where the sale/purchase requires to be 
registered with a publicity authority (like 
in the case of car) it should, like the 
immovable property, be communicat-
ed by the registering authority to the 
Income tax Deptt. 

Ministries' Comments 

2. Each transaction involving payment of 2. There are practical difficulties in imple-
amount above a certain level (say Rs. menting this suggestion. Persons not 
2-3,.000) should be through cheque and having bank account may face difficulties. 
not m cash. 

3· Possession of cash/currency notce s of a 3. The suggestion Cells for detailed exa-
value higher than a flexible limit to be mination. 
specified say, aTl1lUlll income of a person, or 
Rs. 10,000 (9 or so), whichever is a 
higher, should be deemed to be an ofi"!"nce 
except when it is intended for functions 
like marriage etc. in the immediate future. 

4. Companies and institutions should deduct 4. The suggestion will be considered. 
tax from rent payments exceeding Rs. 

10,000 a year. 

4.43. The Committee have received a number of other sugges-
tions for checking tax evasion in general of which the following 
merit and in-depth study:-

(1) Each acquisition of moveable property of the valUe of 
B.s. 5,000 and above should be required to be included in 
the Income-tax return. 

(2) Where the sale/purchase of movable property requires to 
be registered with public authority as in the case of motor-
cars, it should be communicated by the registering authority 
to the Income-tax Department like the immovable property. 

(3) Each transaction involving payment of a high amount say 
Rs. two to three thousand shOUld be through cheque. 

(4) Possession of such cash/currency notes of a value higher 
a flexible limit to be specified, say, annual income of a 
person or so, should be deemed to be an offence except in 
certain special circumstances. 

(5) Companies and institutions should deduct tax from rent 
payments exceeding Rs. 10,000 a year. 
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4.44. The Committee would not like these suggestions to be Iiptly 
"lbrushed aside just because they at first sight appear to be difficult 
.·to implement or are likely to pose some problems in implementa-
.lion. They. would like the Department to study them in depth and 
··see whether and to what extent they can in the present form or in a 
refined form be implemented with a view to curbing tax evasion. 

(Sl. No. 48) 

C. New Assessees-Survey operations 

4.45. Income-tax Department identify new assessees, through 
-~'Survey". Survey is an integrated operation involving tapping and 
·utilisation of information from external and internal sources. The 
objects of survey are (i) to bring into tax register 'all the persons 
liable to tax and (ii) to collect relavant information from various 
sources with a view to detecting evasion of tax. It is a continuous 
activity in pursuit of this object and includes door to door survey 
'of all premises in various localities and collection of information 
from various sources. 

4.46. The Survey operations have been intensified in the recent 
'Past and a permanent organisation to undertake surveys on a conti-
nuing bas·s has now been built up. In this connection 500 addi-
tional posts of Inspectors have been recently sanctioned for survey. 

-The Commissioners of Income-tax have been directed to utilise 
these Inspectors exclusively for survey so that the survey opera-

""lions can be conducted effectively. The internal survey work relating 
-to collection, collation and dissemination of Information is looked 
after by the Central Information Branch. 

4.47. The number of new assessees discovered through survey 
'Operations and or to whom notices for assessment/reassessment 
were issued during the last three years is as under:-

Year 

1977-78 

'1978-79 

1979-80 
_. -------- ----

Number 

63,656 

53,608 

8I.746 

4.48. At the jnstance of the Committee, the Ministry furnished 
-the following statement indicating the demands raised in cases 
·detected as a result of survey and the annual estimated expenditure 
incurred on the Inspectors deployed for survey work during the year 
1.977-78 to 1979-80. 



._-----_._------ ._--------
FillllllCild Year Dmland 

raised 
(income--

WI Rs. in 
thousands) 

Demand 
raised 
(Wealth 

Total Total 

1977-78 . 

1978-79 . 

1979-80 

tax: Rs. in 
thoUlll1lds ) 

----- -------

demand estiDuIted" 
raised ~eoditure eRa. in on Inspe-
~ds). ~. 

4,49,12 

6,18,34-

5,91,68 

(Rs.in 
thousands) . 

71,00 • 

78,00.' 

gi,oo. 

The amounts collected aga ~nst the above demands in the finaDr·-
cial year 1979-80 were:-

(Rs. in thousands) 

Income--tax 32,21L 

Wealth-tax 

The Ministry have also stated that no scientific cost benefit 
analysis of survey operations had been made. 

4.49. From the information furnished by the Min:stry the Com-
mittee noticed that the average output of In'3pectors per day in . 
respect of premises surveyed etc. was only 1.38 during the month 
of April, 1979. This performance was held to be "extremely poor'" 
by the Member (Investigation) of the Central Board of Direct 
Taxes, in a letter addressed to the Commissioners in August, 1979_ 

4.50. During evidence, the Committee enquired whether the 
Deptt. had laid down any norms in this regard. The representative 
of the Central Board informed the Committee that during 1979-80, 
the average number of premises surveyed per day per inspector had 
gone up to 2.3 per day. He added that the Central Board had 
recently fixed norms as follows:-

(i) In metropolitan cities and big towns, 15 bU'3iness pre--
mises per day and 5 new constructions in resident;al areas 
per day. 

(ii) In mofussil areas 10 major premises per day and 3n~ 
coDStructiona per day. 
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4.51. On an enqUiry when these norms were fixed and when the 
instructions to the Commissioners were issued, the Chairman Cen-
tralBoard informed the Committee that these norms were approved 
in March 1980, but instructions to the Director of Inspection (Income 
Tax & Audit) were issued by the Board only in January 1981. 

4.52. The Income-tax Department conduct survey operations to 
bring into tax register all the persons liable to tax and to collect, 
relevant information from various sources with a view fu detecting 
tax evasion. The survey operations, it is stated, have been intensified 
;receDtly and the set up was re-organised and put on a permanent 
footing. 

Seeing the work norms now fixed for survey Inspectors at 
15 'husiness premises a day and 5 new constructions in residential 
areas in big cities and 10 major premises and three new construc-
tions per day in mofussil areas, the Committee cannot but conclude 
that the Inspectors' output was woefully low in 1979-80 when they 
surveyed only 2.3 premises per day on an average. The Committee 
are surprised to note that though the new norms were approved in 
March, 1980, instructions to this effect were iSsued by the Depart-
ment only in January, 1981. The Committee feel that the survey 
operations have tremendous potential to bring new assessees within 
the income-tax net. Raising daily output from 2.3 premises in 
1979-80 to over 15 in big towns and 0 in mofussil areas in 1981 
is a big jump upwards. What is to be seen is whether these new 
norms are actually observed by the inspectors in day-to-day working 
and how seriously they go about their work. The Committee would 
like the Department to monitor the performance of Inspectors 
individually and survey organisation as a whole and ensure that 
the results expected of them are forthcoming. (81. No. 49) 

4.53. The demand raised in cases detected as a result of suryey 
operations in 1979-80 (when average output of an Inspector was 
2.3 premises per day) was Rs. 5.92 crores, out of which a sum of Rs. 
3.35 crores has been collected. The Committee hope that as a result 
of increase in work norms, the benefits accruing from sUl"vey 
operations would correspondingly go up. The Committee would like 
the Department to make a cost benefit study of the survey organisa-
tion from year to year to have a clear picture of the success of their 
operations vis-a-vis the expenditure incurred on them. (81. No. 50) 



D. Intelligence Wing 

4.54. The Intelligence Wing of the Department performs the 
following functions:-

(a) Collection of information regarding tax: evasion. 

(b) assisting the Commissioners of Income-tax in organising 
the search and seizure operations. 

(c) processing fraud cases for prosecution. 

4.55. According to the Ministry the "Intelligence Units have 
been successful in unearthing many rackets involving substantial tax 
evasion and in launching prosecution in a number of cases." The 
number of searches and the value of assets seized during the years 
1975-76 to 1979-80 by the Income-tax Department is as under:-

Year 

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

1979-80 

Evaluation Of the Intelligence Wing 

No. of Value of 
assets seized 
(Rs. in lacs 

---------
2,635 2,135 

3,511 2,044-

61 7 353 

1,34-5 5 12 

2, 109 1214,68 

4.56. When asked whether the decline in the -val~of -as-~t~""'~i;;d 
during the la!;lt five years did not indicate that the Intelligence 
Wings activities were becoming less fruitful or that information 
about the searches was leaking out in advance in more and more 
cases, the Ministry had stated that it would not be correct to come 
to this conclusion. 

4.57. In reply to another question as to whether any cost benefit 
analysis of the working of Intelligence Wing had been made, the 
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.Ministry stated that expenditure on the Intelligence Wing is a very 
small fraction of the total expenditure incurred by the Department 
and that no separate cost benefit analysis had been made. Such an 
analysis according to the M~nistry is also difficult since all the bene-
fits accruing from the expenditure of the Intelligence Wings cannot 
be measured. 

4.58. The Chairman, Central Board stated in evidence that "the 
expenditure on Intelligence Wing is approximately Rs. 1 crore every 
year. As against that, we will have to consi'der what are the bene-
fits. The value Of the assets seized is Rs. 21 crores in one year, 
Rlii. 20 crores in another year and in 1977-78 when the raids were 
reduced, it came to Rs. 3.53 crores and Rs. 5.12 crores next year, 
and Rs. 12.15 crores last year. We should not compare the expendi-
ture with only the value of the assets seiZed because we do got 
quite a lot of incriminating documents showing concealed income. 
That has also to be borne in mind and then the deterrent effect of 
the Intelligence Wing, the fact that we are having the Intelligence 
Wing in our Department and its effect will have to be borne in 
mind. One more aspect is that the Voluntary Disclosures Scheme 
was a success mainly because of the existence of the Inte1Hgence 
Wing. Many raids were conducted before the Voluntary Disclosure 
Scheme was announced. Taking all these aspects into considera-
tion, the Intelligence Wing will definately be found to be very use-
ful." 

Searc1ms and Seizures 

4.59. The Ministry have informed the Committee that the Statis-
tics relating to penalty for concealment levied in search and seizure 
cases, and the amount collected there from, are not separately main-
tained by the Department. In reply to a query by the Committee. 
the Ministry have, however, admitted that there is no denying 
however, that "a more meaningful analysis of the impact of search 
operations will be possible if such statistics are 'Separately maintain 
but in views of the fact that the officers have to maintain statistics 
to a large extent on several a'Spects of their work and in view of 
the very limited manpower available at their disposal, it has to be 
exami'ned whether the suggestion of the Honourable Estimates 
Comm;ttee can be implemented without any difficulty." 

4.60. During evidence, the Chairman, Central Board informed 
the Committee that "with effect from May. 1980 we have prescribed 
progress reports which will contain the statistics which the Estimates 
Committee wanted. We have got a monthly progress report of the 
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intelligence wing which shows the concealment detected in case 
of search. SimJ.arly another monthly progress report prescribed 
is M-e24. We have also got a quarterly control chart which gives 
information about particulars of individual searches." 

4.61. A number of non-officials represented to the Comtnittee that 
the Department resort to searches and seizures indiscri:minately 
resulting in harassment to the assessees. It was stated. by the Minis-
try that during 1977-78, 1978-79 and 1979-80, the number of searches 
and seizures conducted were 617, 1345 and 2109 respectively but "no 
separate statistics regarding the number of cases in which un-
accounted assets were found 'aIld the number of unsuccessful 
searches etc. are maintained." 

4.62. During evidence, the Committee enquired how in the 
absence of such data, the Ministry could contend that they did not 
resort to indiscriminate searches. The Chairman, Central Board 
replied that "we have recently prescribed (certain) forms and we 
would be able to find it out:' Subsequently (Feb. 1981), the Mini>;;-
try have informed the Committee that "authorisation of search by 
competent authority is issued after gfving a very careful considera-
tion to the facts and circumstances of each case, such as credibility 
and nature of the information receiVed, Departmental record>;;, the 
quantum Of concealment expected to be uncovered as a result of 
search etc. The competent authority in addWon to the above also 
direct, where they are not prima facie satisfied about the credibility 
of the information, discreet enquiries through the intelligence staff 
regarding the appropriateness for authorising a search." The 
Ministry have added that "it is in this background that the Depart-
ment is in a position to say that it does not resort to indiscriminate 
searches for unearthing tax evasion. However, this is not to say 
that every search operation results i'n success. In spite of the care 
taken before authorising a search, the hopes Of discovering con-
cealed income/wealth through such search may not fructify. The 
propriety of a search cannot be jur'!.ged with reference to the results 
achieved alone but should be judged with reference to the considera-
tion>;; given and care exercised before authorising a search." 

Prosecution 
4.63. The Ministry have furnished the following statement indi-

cating the number of prosecutions launched, number of cases de-



4.64. According to a press report (1-10-1000 in a Delhi paper) 
""there is an unusual delay in dealing with the cases of Income-tax 
default by the Intelligence Wing of Income-tax Department. There 
.are instances where the raids were conducted on commercial estab-
lishments for evading the payment of Income-tax several years ago 
and incriminating documents siezed but no action has yet been 
·.contemplated. " 

4.65. Commenting on this, the Ministry have stated that "the 
Intelligence Wings cover cases where normally big tax evasion is 
:suspected. During the course of searches a large volume of books 
and documents apart from cash, jewellery etc. a'l"e seized. Those 
-cases have very wide ramifications and, therefore, require thorough 
and time consuming investigation and detailed scrutiny. Besides, 
it is the experience of the Department that in sucfu cases there is 
a tendency among the affected persons to delay the expeditious 
disposal of the cases as much as possible by seeking adjournment 
on one ground or the other. Since these cases are complicated and 
it would be against the interest of the Revenue to dispose them on 
ex-parte basis, the officers have to put up with this attitude of 
non-co-operation displayed by the affected persons. The cumula-
tive effect of these factors coupled with manpower constraints tend 
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to delay the completion of assessments in search and seizure cases.'· 

4.66. As the instance of the Committee the Ministry have fur-
nished the following statements (December, 1980) indicating the 
number of searches conducted and the period wit~in which prose-
cutions launched in Delhi charge:-

(i) Number tif Searches conducted 

Financial year 1975- 1976- '977- 1978- '979- Total 
76 77 78 79 80 

Delhi 70 454 74 ,86 334- 1118 

(ii) No. oj Prosocu/ion laJlTu:hed in above c~s. 

Within Within Within 3 years Total 
six I to \I 2 &3 and 

months yrars years above 

Delhi . Nil. 9 4 14 

4 .. 67. The Intelligence Wing of the Income Tax Department is 
charged with the responsibility of collecting information regarding 
tax evasion, assisting the Commissioners in organising search and 
seizure operations and processing fraud cases for prosecution. 

4.68. It is a matter of regret that the Intelligence Wing of the 
Department have not been maintaining any statistics from which 
one could judge whether, and if so, in how many cases searches have 
resulted in unearthing unaccounted assets and prover successful. In 
the absence of sUich statistics, a meaningful analysis of the impact 
of search operations is not possible nor is it possible to judge 
whether searches and seizures are resorted to indiscriminately as 
alleged in certain circles or after a careful consideration. While 
denying the charge of indiscriminate searches, the Ministry have 
e~plained how carefully facts and circu:mstances are weighed by 
competent authority before authorising a search. The Committee-
take note of the procedural stePs now taken by the Ministry to 
maintain statistics which will show the number of successful" 
searches and concealment of income detected and gains to revenue' 
in such searches. They would like that these statistics showing 
results of searches and sei7ur~ should be critically analysed with· 
a view to making these operations more effective and efficient in· 
thie Iigt1t of past experience. These statistics will also help the 
Department dispel the impression, if it is wrong, that searches are 
launched indiscriminately. (81. No. 51) 
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4..69. The Committee note that at present no cost benefit analysis 
of the activities of Intelligence· Wing of the Department is made. 
The Committee appreciate that the expenditure incurred on the 
Intelligence Wing should not be compared merely with the value 
of assets seized or gains to revenue made as a result of searches 
conducted by the Wing. Their mere existence bas no doubt a saluta-
tory effect of its own. The Committee however feel that still it 
would be better for the Department to make a cost benefit analysis 
of the Intelligence Wings activities to be able to have a better ap-
preciation of the role played by this wing in detecting and curbing 
unaccounted aSsets in concrete terms. This would make these wing 
more serious and result-oriented in their activities. (SI. No. 52) 

4. 70. Out of 3437 prosecutions launched for otfences under the 
Income Tax Act during the five years 1975-76 to 1979-80 the courts 
have given judgement in 395 cases, of which only in 114 cases the 
defaulters were convicted. 

4.71. Referring to a press report of unusual delay in dealing with 
cases of income tax defaults, the Ministry have states that time 
consuming investigation and detailed scrutiny of . these cases. 
non-cooperation of affected parties, coupled with manpower 
constraints tend to delay the completion of assessments in search 
and seizure cases. 

4.72. Making a case study of searches conducted in Delhi alone 
the Committee are, surprised to note that out of the 1118 cases in 
which searches were conducted during the years 1975-76 to 1979·S0, 
prosecutions have been launched only in 14 cases till December, 1980. 
In 9 cases the time taken to launch prosecutions was to 2 years, 
in 1 case 2 to 3 years and in 4 cases over 3 years. The Ministry have 
not explained as to whether in other cases (1G04), investigations 
have not been completed even after a lapse of such a l()cng time or 
whether evidence of concealment of income has not been found: in 
either case, the perf()crm~ce of the Department ()cn this front is 
nothing to write home about. In fact this can give credence to the 
common impression that searches and seizures are generally on 
frirolous grounds. 

4.73. Such unconscionable delay in completing investigations. 
launching prosecutions and bringing the defaulters to book defeats 
the very purpose of searches and seizures and lowers the Depart-
ment' prestige in public eye. The Committee would like the Ministry 
to take a serious view of the Income Tax Department.. incapacity 
to complete investigations in search cases expeditiously and take 
concerte action to bring the Prosecution wing of the Department 
to a reasonable level of efficiency. The Committee would also like 
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ihe Department to draw up a time bound programme to liquidate the 
pending cases and ensure tbat in future investigations in search 
cases are completed within a specified time, failing which the matter 
should be examined by the Board for remedial action. (SI. No. 54) 

E. Acquisition of Immovable Properties-Launching of Proceedings 

4. 74. The Ministry have stated. that provision has been made in 
section 269 C of the Income Tax Act, for acquisition of immovable 
properties, where these have been undervalued at the time of trans-
fer, as such undervaluation leads to generation and circulation of 
black money. The Ministry have furnished the following informa-
tion regarding launching of acquisition proceedings. 

Year No. of No. of No. of Value in 
acquisi- orders proper- respect 
tion passed ties or C'l1. (5) 
procee- U/S vested 
d'ngs in- 26gF (6) in the 
itiated. Govt. 

UIS 
269-1 (4) --_ .. _---. -----

Rs ... 

19i7-78 26~7 51 4- 2,27,000 

1978-79 3404 51 

19i9-80 5400 32 36,000 

TOTAL 11,461 134 5 2,63,000 
._--

4. 75. During evidence the Committee enquired about the reasons 
for the huge variations between the number of cases in which ac-
quisition proceedings were lauched and the number of cases in 
which acquisition orders were issued and the t:)roperties actually 
vested in the Government. The representative of the Central Board 
replied that "it is rather paradoxical to say that it (the wide variation) 
is inherent in the nature of it. Under section 269C of the Income-
tax A<;.t., the competent authority has to take cognizance of the 
trcillsfers of properties that have taken place where the value is 
more than Rs. 25,000. After that, the competent authority has to 
apply his mind by making local enquiries through his insj>ecto!:" 
whether the consideration for which the property has been sold is 
fair market value or it is under-stated. If the difference between 
the actual consideration and the fair market value is more than 
15 per cent of the registered value in the document, then unde:o: 
the law he is more or less bound to initiate proceedings. There is 
a limitation prescribed within which he has to publish in the gazette 
that he is initiating such action. That is why in a large number 
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of cases, proceedings aTe initiated. After that, he makes enqUlnes 
and gets the property valued through the valuer. In the meanwhile, 
the assessee is also given an opportunity to explain it. In these 
proceedings both the transferer and transferee are hearrl. by the 
cOMpetent authority. After this hearing, many cases are eliminated 
because there is no evidence to show that the transaction has taken 
place with a view to evading tax. That is why the difference bet-
ween cases in which proceedings have been initiated and the actual 
number of cases finally decided is so much. There is a long drawn 
out hearing. Both parties produce their own valuation reports 
which have to be considered. There is also a provision in the law 
that he has to refer such cases to the Commissioner for his approval, 
so that there is no injustice, because this is a punitive measure. That 
j<; why so many checks are provided. After the order is p'assed, the 
party can go to the tribunal in appeal. There is a second appeal 
to the High Court and finally to the Supreme Court. In 1975-76 
proceedings were started in respect of properties in various places 
and 55 orders were passed. Ultimately today 32 cases are pending 
in the High Court and 3 in the Supreme Court. Cases which have 
been restored to the file of the competent authority is 1. Orders 
quashed by the High Court or Tr~unal 11." 

4. 76. The Committee then pointed out that the net result of all 
these efforts was that out of the 5400 acquisition proceedings launch-
ed in 1979-80 only in one case, property vested with the Government. 
The Chairman Central Board replied, that "we have also to take 
into consideration the deterrent effect of these provisions; we under-
stand that because of the existence of these provisions, the sale 
consideration is much more than what was in the past. I do agree 
that something has to be done to see that notices are not issued 
particularly in petty cases. We will have a look into it." 

4.77. On a suggestion of the Committee, the witnesses agreed to 
review the limit laid down for initiating acquisition proceedings (at 
present acquisition proceedings are launched if the difference bet-
ween the apparent consideration and the fair market value is more 
than 15 per cent of, the registered value of the document) so that 
no ha'rassment was caused in petty cases and only the major 
defaulters were punished. 

4.78. Under Section 269(C) of the Income-tax Act, the competent 
authority can take cognizance of under-valuation of immovable pro-
perty at the time of transfer and if the difference between the ap-o 
]Jarent consideration and fair market value is more than 15 per cent 
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of the apparent consideration) he can initiate proceedings for ac-
quisition of the property. This measure is aimed at curbing genera-
tiOd and circulation of black money. The 'Committee regret to note 
~hat adequate use has not been made of the powers vested in the 
Department under this section. In the three years 1977-78 to 1979-80 
out of acquisiHon proceedings initiated in 11)461 cases) only in 134 
cases the orders were passed for acquisition and only in 5 cases the 
properties actually vested in the Government. This is indeed a 
poor show. The Department have tried to expbin that the long 
drawn out procedure at the departmental level and the parties 
right to go in appeal to Appellate Tribunal) High Court and Supreme 
Court are the factors responsible for the poor results. In the Com-
mittee's opinion it is ~ter to take cognizance of cases of under-
valuation of a higher order and bring major, though fewer) defaul-
ters to book in the sh~--test possible time than to waste time and 
energy on large number of petty cases without achieving commen-
surate results. If this is not done, the purpose of having the provi~ 
sion on the statute book will be defeated and it would not have any 
deterrent effect as is claimed by the Department. The Committee 
would like the Government to review the position with a view to 
making the hw more pragmatic "and really deterrent. (Sl. No. 54) 



CHAPTER V 

ORGANISATIONAL SET-UP AND ALLIED MATTERS 

.A. Organisational Set-up 

The Central Board of Direct Taxes is a statutory authority consti-
tuted under the Central Board of Revenue Act, 1963. It functions 
.;as a Division of the Ministry of Finance in the Department of 
::Revenue and deals with matters relating to levy and collection of 
direct taxes. It is the apex body of the Income-tax Department. 

5.1. For administration of Direct Tax Laws, the Board has under 
'its control attached as well as subordinate offices located at various 
-places in the country. The attached offices are the Directorate of 
Inspection (Income-tax and Audit), (Investigation), (Research, Sta-
-tistics and Publi-::ations) and (Organisation and Management Ser-
'vices) located in Delhi and Directorate of Training located at Nag-
pur. The subordinate offices consist of Commissioner's Charges 
which are 81 in number located at 34 places throughout the country. 

5.2. Presentlv, Income-tax offices a~e located at 401 places in the 
·country. There is a separate Valuation Cell assisting the Department 
in valuation of properties for the purpose of wealth-tax, gift-tax and 
'income-tax including valuation for acquisition of properties. 

DirectOrate of Inspection (Income-tax and Audit) 

5.3. This Directorate was crea.ted in 1940 as part of the Board's 
~ffice with a view to "exercising efficient control and inspection of 
the work of the Income-tax Officers throughout the country. The 
'functions of the Directorate cover general su.pervision and inspec-
tion of tl:'le ITOs and ICs all over India. laying down policies, pro-
·grammes and guidelines so that the field organisation can work with 
'system, speed ana efficiency. 

'Officers and Staff Needs 

5.4. The Ministry have informed the Committee that at present 
about 45,000 officers and staff are worki"lg in the Income Tax Depart-
ment. 

93 
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~.!5. During the course of examination of the subject the Com-
mittee noticed that the Department have a large amount of arrears. 
of work in h:-.nd, particularly in regard b disposal of summary 
assessment cases, appeals, revision petitions, etc. The main reason,. 
according to the Department for' the accumulation of work, was 
shortage of manpower in various cadres. 

5.6. The Ministry have also stated (December, 1980) that a study-
rela.ting to staffing pattern for assessment and collection work was 
completed in 1978 and the recommendations made therein have 
been test checked by the Staff I,nspection Unit (Ministry of Finan-ce), 
and the final proposals were under considerat~on of the Government .. 

5.7. At the instance of the Committee the Ministry have fur-
nished a statement indicating the shortage of manpower in minis-
terial cadre and Income Tax Inspectors (Class III staff). Ac-cording-
to t~'lis, the Department have put up proposals for creation of 
3,1003 posts in Class III grades such as I;nspe:tors, Tax-Assistants,.. 
UDCs, LDCs and stenogrz.phers. The Department have also proposed 
creation of 76 Commissioner and 70 Assistant Commissioners of 
Income-tax. The proposals are under process. 

The Department have informl?d that some more work-studies; 
are under way. 

5.8. On being asked whether any study has been carried out by' 
the Department for reduction in paper work in tbe Income-tax 
Department, the Ministry ho.ve stated that though n::> dire:.:t study' 
as such for reduction in paper work in the Income-tax Department 
has been carried out by the Dire-ctorate of O&M service:;, certain 
studies carrieci. out have inter-alia resulted in substantial reductioTll 
in paper work. A study was made for rationalise.tion of statements/ 
reports in the Income-tax Department received from the field for-
mations by the Directorate and the Central Board of Direct Taxes. 
The Committee of Directors set up for t~e purp03e reviewed 139 
statements/reports and suggested in the:r place only 67 statements: 
by discontinuing some of the existing statements ~md consolidating 
a few others. The implementation of the report from June, 1980 has-
resulted in substantial saving of time, labour and paper work. 

5.9. The Committee have been informed that while the tax col-
lection by the Department has gone up from Rs. 869 crores to' 
Rs. 2790 crotes during the decade 197a-71 to 1979-80, the expendi-
ture incurred by the Department has risen from Rs. 19.43 crores' 
to Rs. 51.71 crores dU'l'ing this period. The cost of collection in per-
centage terms during this period has come down from 2.24 per cent. 
io 1.85 per cent. 
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5.10. During the course of examination of the subject the Com-
:mittee noticed that the Department have a large amount of arrears 
·of work in hand partieularly in regard to disposal of summary 
assessment cases, appeals, revision petitions etc. The Department 
attribute these arrears to the shortage of manpower in various 
cadres which is stated to be of the order of about 3,000 persons in 
-Class-III cadres alone. The Committee note that the Depart-
ment also require 76 more posts of Commissioners and 70 
more posts of Assistant Commissioners of Income.-tax for coping 
with the work. Proposals in this regard are being proce .. sed by the 
Ministry. The Ministry have informed the Committee that some 
more work studies are under way. 

5.11. The Ccmmittee feel that shortage of officers and staff 
:should not be held 011t as a justification for huge arrears or ineffi-
·ciency of the Depa>:<tment as the Department are expected to keep 
the staff strength abreast of the expanding workload. The Com-
mittee would like the Department to go into the manpower needs 
in the light of the studies already made and take conclusive 
measures early to provide adequate manpower at all levels to k~ep 
lJ'1ce wLh the work. The Committee hope that, in view of the Hkely 
Joeduction in the work luad of Income-tax Deptt. under the budget 
proposals for 1980-81, tne staff needs of the Deptt. will be tailored 
·to suit the new si:uation. 

5.12. The Committee find that nO direct study as such for reduc-
tiOll in paper work in the Income-tax Department bas been dOne so 
'fa •. This is an area in which there is great scope for improvement. 
.A thorough streamlining of the system and procedures call bring 
about a mu::h higher level of output and efficiency without any 
significant increase in manIWwer. The Committee would therefore 
like a comprehensive study of the organisation and methods to be 
undertaken with a view tl) achieving efficiency with economy. 

(Serial No. 56) 

ITOs-Different Grades 

5.13. At present the Department have two cadres of ITO~­
'Group 'A' (Class I) and ITOs Group 'B' (Class II). According to the 
Ministry the r::"tionale of more than one categox;r of ITOs is the 
-difference in the matter of importance of work assigned to them, 
although all grades of I.TOs derive their powers fTom the LT. Act 
~qually-Group 'A' officers are intended to be generally given more 
importa!1t ward, and cases except at the early probation and irain-
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ing stages of direct recruits, when they are required to hrndle work. 
of less importance to achieve proficiency for higher work. ITOs,. 
Group 'B' are intended to be generally given less important wards 
and cases· Different grades of ITOs, have been in existance even 
tince the LT. Service Group 'A' was reorganised in 1944. The posts' 
of ITOs, Group 'B' provide a channel of promotion to Group 'c' 
officers of the I.T. Department. Besides, there is a large volume of 
work which c~n be entrusted to group 'B' officers and on which it 
would be wasteful to employ ITOs, Group 'A'. Posts of Group 'A' 
and Group 'B' offir.ers doing similar type of work exist side by side 
in several Departments of the Government of India and this situa-
tion is not peculiar to the Income-tax Department. 

5.14. The Ministry have however admitted that there is a long 
history of dispute between direct recruits and promotees to the 
Indian Income-tax Service Group 'A'· 

5.15. During evidence, the Committee enquired whether the· 
Ministry had not felt that the work of the Income T2.x Department 
had suffered due to friction between the officers belonging to the 
two cadres. The Chair'man, Central Board replied that:-

"It is an unfortunate fact that there has been friction bet-
ween two groups of offiC'ers, directly recruited and pro-
moted officers after the reorganisation of the Income-tax 
Service. We in the Board rre seized of this matter. We 
have 'Certain proposals with us to remedy the situahon .. 
The grievance of the promoted officers is that they are 
not given proper promotional opportunities, I think, when 
these proposals are implemented, they will go a long way 
to heal the friction between the two· sets of officers." 

5.H:i. The Committee have also been informed during evidence 
that 50 per cent of tte posts in Group 'A' are filled by promotion 
but before the officers get promotion to group 'A' they have to wait 
for 14 to 15 years. 

5.17. The Department have two cadres of Income-tax Officers-
Group 'A' (Class I) Group 'B' (Class II) with provision for 50 per 
cent of the posts in Group 'A' being filled by promotion from among 
groUp 'B' officers. The Ministry have p.dmiUed that there is a long 
history of dispute between the direct recruits and promotees to tbe 
Indian Income-tax Service (Group 'A'). Certain proposals are now 
stated to be under consideration to ''heal the friction between the 
~o sets of officers". It is unfortunate that the friction between two 
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of the most important segments of officers of the Department has 
been continuing for a long time and the Department have not been 
able to do much in the matter. This is sure to have had an adverse 
effect on the departmental efficiency. The Committee would like the 
Department to spare no effort to find a solution to this knotty prob-
lem at the earliest and bring about cordial relations between the 
two sets gf officers. (Serial No. 57) 

5.18. The Committee are informed that Group 'B' officers have to 
wait fOr over 14 years before they can hope to get a chance to be 
promoted to Group 'A'. Stagnation for such a long time appears to 
be at the root of frustration among Group 'B' officers. The Com-
mittee feel that a system of promotion at an early stage of the 
c!freers of Group '8' officers through a fimited departmental compe-
titive examination preferably through UPSC or otherwise will not 
only be good for the officers but also conducive to efficiency and 
harmony in the Department. The Committee would . like the Depart-
ment to think in this direction. (Serial No. 58) 

Office Accommodation 

5.19. The Committee we're informed by the Ministry that at a 
number of places the Income Tax Deptt. do not have their own 
accommodation and that the Department hired private buildings 
for housing the offices. It is seen that during the last 5 years the 
Department have paid a rent amounting to Rs. 1.90 crares in Bom-
bay, Rs. 1.53 crores in Delhi, Rs. 1.37 crores in Calcutta, and 
Rs. 7~ lakhs in Madras alone for the office accommodation hi'red by 
the Department. 

5.20. During evidence, the Chairman, Central Board explained 
that:-

"The main problem is lack of accommodation and that the 
Central Board is tryiQ.g to do something about it. The 
Income-tax Department is a 'record oriented one and the 
space allotted for keeping records is absolutely inade-
quate; lack of SQace in income tax offices is one of the root 
causes of our inefficiency". 

The Directorate of Organisation and Methods have been asked 
to make a study of scales of accommodation required having regard 
to the special features of the Department. 
Residential accommodation for officers and Staff 

5.21. The Ministry also informed the Committee that a number 
of officeTS and the staff of the Income Tax Deptt. had not been pro-
vided with Government accommodation. During evidence the 



Finance Secretary stated that in 1975-76 a sum of Rs. 10 crores was 
provided for construction of staff quarters for income tax and excise 
officials and this provision has been repeated year after year since 
then. He added that "GOvernment have 'recognised that Indian 
Revenue Service officials belonging to both In~ome Tax and Excise 
should not place themselves under obligation to any individual for 
accommodation. Unfortunately, because of the non-availability of 
land, delay in the preparation of estimates and reviS'ion of the 
specifications and designs of residential accommodation for different 
categories of government offic:ers in 1977-78, the proviSion could not 
be fully utilised. We depend upon the CPWD for the construction 
of these quarters. 1n many cases, however, we purchase houses or 
flats outright from the State Housing Board, City Improvement 
Trust and other public bodies". 

5.23. Reacting to a suggestion made dU'ring evidence, that at 
places where adequate Government residential accommodation was 
not available, the Government might hire a~commodation from 
private parties and allot it to the staff of the Department, the 
Finance Secretary stated that "this is a very 'Commendable sugges-
tion, but we will have to examine carefully its financial implica-
tions. " 

Staff Ca.rs 

5.24. The Ministry have stated that the Department have 55 
vehicles (staff cars-37 plus service vehicles-18) in the various 
charges whose number is 81 and whi~h are situated at 34 places in 
the 'Country. No norms have been laid down for prOvision of staff 
ears etc. to the Commissioners of Income-tax. 

5.25. During evidence the Chairman, Central Board admhted 
that the number of cars available with the Department was inade-
quate. He stated that:-

"We should have sufficient number of cars in field foormations 
like Bombay and Delhi. If a pool of staff cars is main-
tained, such offices, the Income Tax Officers will be able 
to make use of the staff car of the pool. Take for ex-
ample Bombay. We have in Bombay more than 700 offi-
cers-Commissioners, Assistant Commissioners, and In-
come-tax Officers. The total number of staff cars pro-
vided is five. The buildings are situated in very far 
flung areas. To go from one office to another, it will 
take 45 minutes or probably one hom. The number, 
looking from that point of view is very inadequate." 
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5.25. The Committee note that at a number of places the Income 
tax Department, do not have their own accommodation and the 
Department have hired private buildings for housing the Income-
tax offices which has cost the Department Rs. 1.90 crores in Bom-
bay, Rs. 1.53 crores in Delhi, Rs. 1.37 crores in Calcutta and 
Rs. 72 lakhs in Madras alone during the last five years. 

5.26. Office accommodation is an acute problem faced by Income 
'Tax Department and has come in ,for adverse comments by assessees 
who too feel greatly inconvenienced on this account. According to 
the Chairman, Central Board "lack of space in Income Tax Offices 
is one of the root causes of inefficiency." Accommodation require~ 
ments of the Department are stated to be under study by Directo-
rate of O&M. The Committee would like to be informed of the out-
come of the study and the action contemplated to provide adequate 
office accommodation for the Income-tax Offices at various places. 

. (SI. No. 59) 

5.27. The Committee regret to note that two of the basic needs of 
staff and offices of Income tax Department have not been met even 
upto a reasonable level. The Department have not been able to 
provide residential accommodation to a large number of staff and 
officers at many places and the transport facilities provided to them 
for official work are also admittedly inadequate. It is unfortunate 
that a budgetary provision of Rs. 10 crores for construction of resi-
dential accommodation made from year to year since 1975-76 has 
remained unutilised all through. The Committee strongly feel that 
in these matters, it is not ,vise to expose the staff and officers of a 
sensitive Department like the Income-tax Dep.tment to tempta-
tions of accepting favours from outside parties. 

5.28. The Committee would like that either Government should 
themselves construct residential accommodation or they shoula 
themselves hire private accommodation and allot it to the employees 
of the Income-tax Department, especially at places where private 
accommodation is scarce or too costly for the employees to hire at 
reasonable rent. (Serial No. 60) 

.5.29. The Committee would also like the Department to meet the 
transport needs of the Income Tax Officials and provide adequate 
number of staff cars to field formations, by pooling arrangements or 
otherwise, to enable them to move about in the performance of their 
official functions without difficulty. The Department should clearly 
tell their officials not to use the assessees' caTS for official or per-
sonal work. fti(SI. No. 61) 
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B. Public Relations set up 

5.30 Public Relation Officers are appointed from among the-
!TOs in important centres. Where there are no Public Relation 
Offi~ers, the "charge" Income-tax Officer of the Circle performs the 
functions of the Public Relation Officer. The Ministry have added 
that:-

(i) There is no separate cadre of staff of Public Relations 
units in the Income-tax Department. The question of 
creating separate cadre of PROs within the DepaTtment 
has not been examined so far by the Ministry. 

(ii) The officers appointed as PROs are selected from out of 
the cadre of ITOs who are well versed with the pTovi-
sions of the In::ome Tax Act and are in a position to ad-
vise the assessees. 

(iii) The functions assigned to the PROs fall in 3 groups viz­

(i) Publicity and Tax-payers Education; (ii) Tax-payers" 
assistance; (iii) Grievances mitigation. 

5.31 Many non-officials represented to the Committee that:-

(i) PROs are not fully equipped to Tender the required' 
assistance to the tax payers. 

(ii) PROs do not help the assessees in filing returns, getting; 
refunds etc. 

(iii) PROs are not keeping abreast of the latest changes made· 
in the ActlRules. . 

(iv) Assessees visiting Income-tax Department are not 
afforded even the minimum fa~ilities like sitting accom--
modation, drinking water etc. 

5.32 Commenting on these, the Ministry have stated that:-

(i) Assisting the assessees in filing the forms and looking 
after the grievances regarding delay in the issue of re-
funds, etc., are covered by the functions of the PRO. The· 
Public Relations Officer, being a qualified Income-tax 
Officer, is also expected to keep himself abreast of the· 
latest changes in the LawjRules. The Study Group on 

I the functioning of Public Relations Organisation, which 
,was set· up by the Department, has already made several 
recommendations in .this behalf in its report. 
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(ii) It has been ascertained from the Commissioners of In-
come-tax that m~imum possible facilities like waiting. 
rooms, sufficient number of chairs and drinking water 
have been provided to the assessees in Income tax offi<:es 
located in Government buildings. However, it has not 
been possible to provide sufficient waiting rooms both in 
departmental owned as well as hired buildings because 
of shortage of accommodation. Efforts are beil1g made to 
improve the situation by constTucting additional office 
accommodation in various pla·::es. 

5.33 During evidence the representative of the Central Board 
stated that the Study Group on the working of the Public Relations 
had given its report and that most of the recommendations made 
by the group had been considered by the Board. The Chairman, 
Central Board, informed the Committee that:-

(i) The Central Boarrl are instructing Inspecting Assistant 
Commissioners to conduct periodical inspections regarding 
the working of the Public Relations Officers, 

(ii) The Board is considering the 
tiom, laying down standaTds 
for visitorslassessees etc. 

issue of detailed instruc-
regarding accommodation 

5.34. During evidence the Committee pointed out that, accOTd-
ing to the reports reaching them, at times the Public Relations Offi-
cers did not behave properly with the assessees. The Chairman, 
CentTal Board stated that he would look into these problems. To· 
a query, the Chairman, Central Board replied that "most of our 
officers would like to be assessing Officers ratheT than be PROs. 
because the PRO is at the receiving end from the assessees and the 
Department. Therefore, in the review committee's report it has' 
been suggested that mOTe experienced and senior officers should be· 
appointed as PRO's". 

5.35 To a suggestions that there should be a special cadre of 
PRO's (separately selected and trained for that cadre), the Chair-
man, Central Board replied that the BoaTd would examine it. 

5.36 There is a general feeling of dis-satisfaction amo.ng· 
assessees with the working of Public Relations set-up in Income-tax 
Offices who, it is reported, are not lully equipped to render, nor-
render, the required assistance to the tax-payers in filing returns, 
getting refunds etc. The non-officials have also represented that 
even the minimum facilities like sitting accommodation, drinking-
water, etc. are not afforded to the assessees when they visit the-
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income tax offices. Reports of lack of proper behaviour have also 
reached the Committee. The Ministry have stated that the PROs 
are qualified ITOs and are expected to keep themselves abreast of 
the latest changes in the laws/rules. A Study Group of the De-
partment has recently studied the functioning of the Public Relations 
set up and made seve~al recommendations for improving its effi-
ciency. Most of the study group's recommendations have been ac-
cepted by the Government and are in various stages of implemen-
tation. 

. 5.37 The Committee would like that detailed instructions on the 
nature and manner of rendering assistance to the asse3sees should 
be issued by the Department for the guidance of Publir Rchtions 
units and supervisory officers advised to conduct periodical inspec-
tion of the working of these units to ensure that these instructions 
are carried out by them. Complaints of imp:'oper behaviour or 
indifference to the assessees problems should be taken serious note 
-of. (Sl. No. 62) 

5.38 The Committee would expect the Department to provide 
adequate accomJDodation and seating arrangement and reasonable 
level of amenities for the asses sees in the Public Relations units and 
the Income-tax offices. These are the basic facilities which every 
assessee visiting an Income-tax office expects and deserves. The 
head of the office should be held personally accountable for any 
lapse on this front. Since the Chairman, Central Board, is himself 
aware of the unpopularity of the Public Relations work among 
Income Tax Officers, it is incumbent on the Department to see how 
they can make the Public Relations job more attractive and re-
warding so that efficient officers do not grudge a posting the:-e. It 
should be remembered that this is probably the first and the most 
frequently approached point of contact between the assessees and 
the Department and, as such, really, knowledgeable, public-spirited 
and alert officers should be posted to these units not only to project 
a good image of the Department but also to assist the assessees in 
their problems with the various wings of the organisaHon. Need-

"less to say, sets of latest laws, rules, forms etc. should be available 
in the Public Relations Units and made available to the asses-ees 

"On demand without hesitation. (Sl. No. 63) 

5.39. The Committee would suggest that feedback on the reactions 
oof assessees with the working of public relations unit at each place 
be collected by the Department with" a view to knowing and re-
moving its shortcomings. This should be done on a regula· and 
-systematic basis. . (S1. No. 64) 



C. Valuation Cell 

5.40. The Valuation Cell was created in the Income-tax Depart-
ment in 1968, on the recommendations of the Public Accounts 
Committee to aSEist the Income-tax Officers for determining the-
correct valuation of urban immovable properties. 

5.41. The' Ministry have informed that the number of references; 
decided by the cell and the value of under valuation detected by 
t~1e cell during the year 1977-78 to 1979-80 were:-

Year 

19i7-j 8 

1973-79 

1979-80 

---- ---------------
No. of 
references 

decided by 
the cell 

Under -
valuation 

detected by' 
the cell. 

Rs. in (TOTtS. 

1351' 33· 

A study of the impact of the valuation cell made by the Direc-
torate of Insp~ction (Research, Statistics) (April. 1980) has reveal-
ed that most of the valuations made by the Delhi Unit in 1977-78-
and 1978-79 are pending in appeals either before the CIT (Appeals) 
or the In::ome-tax Tribunal. Several important valuations also 
formed the subject of writ petitions before the High Court. "There-
fO're," it i<; stated in the Study, "it is not possible to determine with 
any degree of accuracy the amount of extra revenue which has 
been collected on account of the existence of the Valuation CelL 
Their (the cell's) own best estimate is that about 50 per cent of 
the valuations made are upheld at the final stage or accepted by 
the assessee. This can only be a matter of conjecture. However. 
since most of the valuations are for Wealth-tax and the extra wealth. 
determine:! by the Cell for 1978-79 is Rs. 763 crores, the extra 
revenue deriveS. therefrom, at an average rate of \Vealth-tax of' 
1 per cent would be about Rs. 57.5 crores at the most. In fact, it 
would be considerably less and would not exceed Rs. 4 crores even 
on the estimate made by the Cell itself. Actually, considering that 
most of the cases where large differences in value are assesied 0b-
tain substantial relief in appeals before the Tribunal and High 
Courts, the extra revenue' determined on account of the work of 
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the Valuation Cell is mu::h smaller and may not even exceed 
.Rs. 1 crore. On the other hand, the maintenance of the Valuation Cell 
now costs nearly Rs. 1 crore per year. Thus one thing that can be 
stated with certainty is that the Cell is not cost effective at the 
moment. On the basis of the figures given above, the cost of collec-
tion for each rupee of extra revenue is certainly not less than 25 
per cent and may even be as high as 100 per cent. This is exorbi-
tant. Even if it is admitted, as claimed by the Valuation Cell, that 
its main purpose is to provide the Income-tax Department with 
the expert knowledge for the proper valuation of assets, this 
-Exercise has proved very expensive." 

5.43. To sum up, the study has concluded with the observation 
that "there are two courses of action, which can be adopted in 
face of the above. Either the Valuation Cell shO'uld be abolished 
·or it should be made more eff2ctive by ensuring that tIie valuation 
-of all immovable property above a certain limit, say Rs. 10 lakhs, 
as declared by the assessee, is compulsorily referred to the Cell. 
'This would ensure that only worthwhile case!; are referred for 
valuatIOn and not large numbers of inconsequential ones, as at 
:present. Howev~r, for this a change in the law would be required." 

5.44. During evidence the Chairman, Central Board referring to 
this Study stated that "it is felt that the study was based mostly on 
:assumptions and conjectures, and it was also one sided. We feel 
that it needs a second look. So, we have sent it to the Chief En-
~ineer, Valuation Cell, for his comments. We will have to make 
a better and more thorough study of this matter. I would have 
expected the directorate to take up specific cases in one or two 
ranges and follow them up minutely, but that has not been dDne 
by them. Therefore, we cannot place much reliance on this study. 
Anyway, we will be undertaking another study." 

5.45. The Valuation Cell was created in the Income-!ax Depart-
ment in .1968 with a view to assisting the ITOs in determining the 
valuation of immovable properties. During the last 3 years, the 

'Cell processed about 85,000 cases referred to it and claims to have 
detected over Rs. 1,000 crores of under-valuation of immovable 
·properties. 

5.46. On an enquiry, the Committee learnt that the Directorate 
·of Inspection (Research and Statistics) had made a study of the 
'impact of tlte working of the valuation cell in April, 1980 which 
showed that in the final analysis the cell, which costs Rupees one 
crore per annum, was not. "cost effective at the moment." The 
"Study concluded with the observation that either the Cell should 
'be abolished altogether or that cases of all immovable properties 
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-above a certain limit, say Rs. 10 lakhs should be compulsorily re-
ferred to the Cell for valuation. The Chairman, Central Board 
nowever, stated that "we cannot place much reliance on the study'~ 
'as this study "was based mostly on assumptions and conjuctures 
,and it was also one sided." 

5.47. It is unfortunate that a study undertaken by a wing of 
"the Income-tax Department itself which must have cost the 
·exchequer a lot of money and time should be discarded as unreli-
able. Why the corrective was not applied wheD the parameters 
'of ihe study were determined or when the study was underway is 
not dear. The Committee hope that Department would learn a 
lesson from this for the future. (Serial No. 65) 

.. 5.48. Tbe Committee would like Jthe M~try to immed.iately 
undertake a detailed and objective study on the impact of the valu-
'8t10n cell to find out whether the cell is cost effective and is pro-
ducing results commensurate with 'the expenditure incurred on it. 
The outcome of the Study may be communicated to the Com-
mittee. .. .. .. .. (81. No. 66) 

D. Complaints by Assessees 

5.49. The Ministry have stated that during 1979, a grievance cell 
was set up under the personal supervision of the Chairman to deal 
with complaints from tax-payers addressed to the Chairman. In 
the Commissioners Conference, 1980, a decision was taken to have 
such grievance cells set up under each CITs direct supeI"VlSlon. 
The Ministry subsequently (Dec. '80) informed the Committee that 
in 63 charges the grievance cell had already been set up. 

5.500. In a memorand·i.lffi to the Committee, it has been stated 
that the assessee would not normally make complaints against the 
revenue authorities for fear of reprisal by the officers. Some other 
non-officials have suggested that at regular intervals the C-ommis-
sioner should meet the assessees, the representatives of the Cham-
bers and listen to the complaints and redress the grievances. Such 
meetings should take place without the Junior officers being in 
attendance as only then can the assessees open out without any 
fear. 

5.51. Commenting on this, the Ministry have stated that, rela-
tionship with tax payers is being watched and supervisen by Public 
Relations Officers appointed at headquarters of the Commissioners 
of Income-tax. I.nspecting Assistant Commissioners are regularly 
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looking into the problems and difficulties of the assessees who ac-
quaint them on specific isS'Ues. Commissioners of Income-tax are-
giving regular interviews to the assessees and their representatives 
as may seek redress on grievances relating to administrative or 
technical difficulties faced by them. Specific hours for interviews; 
with assessees have been allocated by Commissioners for hearing 
them and/or their representatives. 

5.52. During their periodical tOU'l'S in their jurisdiction, Com-
missioners have also been addressing trade bodies, bar associations. 
and chambers of commerce and also meeting tax-payers with a 
view to redressing grievances brought to their notice. Members of 
the Board likewise meet and address these bodies at the time of 
the inspection visits to the various CIT charges. 

5.53. The Department have been organising tax-payer education 
programmes with a view to !lroviding face to face meetings with 
the assessees who are at liberty to ventiIate their grievances or' 
difficulties without reservation. 

Regional Advisory Committees in each Commissioner's charge· 
also hold meetings bi-annually when grievances and difficulties of' 
tax-payers are freely discussed with a view to providing a healthy 
relationship between the Department and tax-payers. 

5.54. The Department received 2352 complaints du't'ing the years 
1977-78 to 1979-80. The break-up of disposal and pendency ;Jf' 
complaints received during this period is as under:-

(I) Complaints which were found ba~eless 

(2) Complaints which revealed minor irregularities 

(3) Complaints which resulted in disc;plinary proce~dings. 

(4) Complaints under investigation a~ on 31-3-80 

·Out of this, 353 ca:>c, pertain to 1977-78, 285 to 1978-79 and 383 to 1979-80. 

96 

52 

1021* 

The Ministry have admitted that "the pendency of complaints as· 
on 31-3-80 is rfo'.ther disconcerting. This is primarily because tr...ere-
is no independE.'nt and exclusive machinery for vigilance work in. 
the field." 



Disciplinary proceedings: 

5.55. The Ministry have informed the Committee that the total 
number of disciplinary proceedings startea during the year 1977-
"78 to 1979-80 was 278. However, disciplinary proceedings that were 
initiated on the basis of enquiries made into the complaints recei-
ved during the same period was only 52. The remaining 226 dis-
ciplinary proceedings (278-52) emanated from enquiries relating 
-to complaints received prior to the aforesaid period or arose in 
respect of violations which came to light independent of the com-
plaints. 

Only 110 of the 278 disciplinary proceedings were disposed of 
during the years 1977-78 to 1979-80 and their details are given 
'below'-

Dismias:li 
Otherwise pc:nished 
".cq'littai 

10 

50 
5c 

110 

5.56. Regarding the procedure followed for processing the peti-
rtions, \he Ministry have stated that:-

7 he petitions are aclmowledged by the Chairman within a 
week of their receipt and simultaneously forwarded to 
Commissioners of Income-tax 'Concerned for redressal of 
petitioners' grievances. As soon as the reports from 
Commissioners, indicating the full redressal/vindication 

. of petitioners' grievances are received, the petitioners 
are informed accordingly by Chairman. The field units 
are expected to make vigilance enquiries as part of their 
administrative duties. A certain meaS"lll"e of objectivity 
is ensured by entrusting investigation to officers senior 
to those complained against, and by a close scrutiny by 
officers of the Directorate of Vigilance, of the reports sent 
by field units. Such an arrangement, however, diet not 
ensure requisite degree of objectivity and independence 
and p!"omptitude in the conduct of vigilance enquiries. 

:Directorate of Vigilance 

5.57. The Ministry have informed the Committee that "the 
TIepartmental machinery, in charge of Vigilance is headed by a 
Member, Central Board of Direct Taxes, who is designated as the 
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Chief Vigilance Officer for the Department. He is assisted in vigil-
ance work by the Director (Vig.) who heads the Directorate of 
Vigilance. In the field, Commissioners of Income-tax looK after 
the vigilance matters in addition to their other duties. The Direc-
torate of Vigilance has not been equipped with an independent in-
vestigating machinery." 

5.58. The Committee enquired whether the Ministry did not 
feel that in the absence of an independent investigating machinery, 
it would be difficult for the Directorate of Vigilance to function 
objectively and independently of the officers belonging to tax col-
lecting wings. 

The Ministry replied that "the Commissioners of Income-tax 
who look after the vigilance matters in addition to their other 
duties generally do try to perform these functions objectively and 
independently but it cannot be denied that the ideal arrangement 
is to equip the Directorate of Vigilance with an inae1>endent in-
vestigating machinery. This arrangement has also the merit of 
ensuring expeditious disposal of vigilance cases. 

5.59. In May, 1980, the Board set up a committee of five Cs.I.T. 
to have a close look into the vigilance problems of the Income-tax 
Department-a sensitive and large organisation having a strength of 
over 45,003 gazetted and non-gazetted staff. The Committee have 
suggested setting up of an independent machinery for vigilance 
work under the functional control of Directorate of Vigilance. This 
committee have also recommended augmentation of the--existing 
strength of the Directorate of Vigilance which cannot effectively 
deal with the increasing work load of vigilance woNt· pamcularly 
in the field of preventive vigilance. This proposal is a1so being 
processed in consultation with CVC and IFU. 

5.60. During evidence the Committee were informed that the 
Chief Vigilance Commissioner had suggested certain modifications 
to the original proposals of the Ministry and that the revised pro-
posals were being pursued with the Financial Adviser to the 
Ministry. 

5.65. A Grievance Cell was set up in 1979 under the personal 
supervision of the Chairman, Central Board, to cIA;W ~ eomp1atnts 
from. _essees. Similar Grievance Cells h'ad also been .set Up In 
6.0 CauniSsioners charges upto December 1980. The Committee-
wow. expect similar cells to be set up in the remaining charges 
euly. .. . . .. .... (81. No. 67) 
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5.62. The Department received 2352 complaints during the years. 
1977-78 to 1979-80 out of which 1331 complaints were disposed of 
by February 1981. Of the remaining 1021 complaints still under-
investigation 353 are more than 3 years old, 258 two to three years 
old and 383 one to two years old. The heavy pendency of complaints 
is, as admitted by the Department, "disconcerting". The Committee, 
cannot over emphasise the importance of expeditious investigation 
of complaints and prompt follow-up action, failing which the as-
sessees are likely to lose faith in the grievance procedur~ and the 
pr()('edure would also lose the delterent effect it is otherwise ex-
pected to have. .. .. .. .. . ... (SI. No. 68)' 

5.63. The Directorate of VigiJan(:e do not have an independent 
investigating' maahinery. They depend on the Commissioners of 
Income-Tax Ito look into vigilance matters in addition to other work 
at the field level. This procedure as admitted by the Department~ 
does not ensure requisite degree of objectivity and independence 
and promptitude in the conduct of v~gilance enquiries. Needless to> 
say, vigilance enquiry if not conducted by an independent machi-
nery has no meaning. This !>erious drawback in the system should' 
have been rectified long ago. Now when the need for setting up 
an independent machinery for vigilance work has after all heeD 
realised the Committee would expect the Department of reinforce 
the Directorate of vigilance with an independent investigation· 
machinery to deal with vigilance work effectively and efficiently 
at the headquarters as well as field levels at the earliest. 

(Serial No. 69)' 
5.64. It has been brought to the notice of the Committee that in· 

many cases assessees do not make complaints against, Departmen-
tal authorities for fear of reprisa1s by the Officers concemed. The· 
Ministry have explained how PROs, Asstt. Commissioners and 
Commissioners make themselves accessible to assessees and redress 
their complaints. In addition 'to what is heing done at present, the-
Committee would like the Commissioners of Income-Tax to meet 
assessees and representative bodies individually or in grouPs with-
out having junior officers in attendance who may be direetly in-
volved with the assessment work against whom the assessees may 
be having complaints. Unless such exclusive meetings are hel«l 
in confidence, it is diffiJcult to expect the assessees to open out ancl' 
hring their complaints to the notice of Commissioners frankly. 

.. .... .. (SI. No. 70) 
E. Maintenance of Records 

5.65. There are different systems pre\'ailing in the Department 
recording maintenance or records with various offices viz. the office-
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cf the CIT (Appeals), Appellate Assistant Commissioner and In-
.come-tax Officer etc. However, the basic records are maintained 
with the Income-tax Officers. 

There is a procedure of annual physical verification of files to 
'be done by the concerned ITO who on completion of this exercise 
sends a statement of missing files to lAC & CIT. Necessary con-ec-
tive measures are undertaken locally to trace out the files and 
wherever this fails, to reconstruct them. 

5.66. Asked about the number of files found missing at the time 
of annual physical verification of files by ITOs, the Ministry have 
stated that "that information regarding the number of files found 
mis"ing at the time of annual verification of files in the various 
charges is not available. It is understood that this information 

,is not bei!!g called for from the Commissioners,''' 

5.67. Subsequently the Ministry informed that no file was found 
missing in the annual physical verification in Delhi change during 
the financial year 1979-80. The Department propose to obtain a feed 
back regarding the number of missing files found as a result of 
physical verification from the next year. 

5.68. A Non-official has represented to the Committee that "do-
-cuments disappear mysteriously, causing needless harassement to 
1:he assessees. How they reappear when the appropriate palm is 
greased through agents is another stom. Many of these documents 
'are irreplaceable and copies are hard to arrange when a few days 
before the deadline the assessee is informed that ex parte assess-
ment would be made unless they are produced." Similar views were 
-echoed by a number of other non-officials and representative of 
leading chambers of commerce and industry. 

5.69. Commenting on this, the Ministry have stated that-

(i) The Department, at times, do come across complaints 
about loss of documents filed by the tax payers which no 
doubt, p-uts them to hardship. The Department have 
however, already streamlined the procedure for the 
receipt and custody of tax returns so as to avoid their 
loss and to enable the fixing of responsibility in case of 
any such loss. To solve the problem of loss of original 
partnership deeds, the Board is considering the feasibility 
of amending the provision of section 185 of the Income-
tax Act so as to dispense with the need of filing of the 
original deeds. To overcome the problem of loss of 
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some other important documents, the study group on 
Public Relations as well as DOMS have recently made 
certain recommendations. These recommendations are 
under consideration of the Board. The DOMS is conduc-
ting further study to prevent loss of some other impor-· 
tant documents. Besides, comprehensive study on record 
management is also under way which will cover these-
aspects again. (This study was undertaken in July, 193:J). 

(ii) The loss of any document after its receipt in the 1.T. 
Department may be out of mischief or negligence or any 
other reason. During the study on record management 
the need for streamlining the procedure for receipt and 
custody of other important documents with a view to 

enabling the Department to fix responsibility squarely 
on the persons responsible for loss of such documents", 
will also be kept in view. 

5.70. Asked whether any other study of record management was 
made earlier, the Ministry have replied that:-

"no comprehensive study On recorn management, as such,. 
seems to have been made by the Department in the near 
past. However, certain areas of record management 
about which the Department felt more concerned- have 
been studied sometime in the past. For instance, the-
procedure regarding receipt and filing of tax returns was 
studied in early 1976. The study team recommended the-
streamlining of the procedure by introducing certain in-
novations with a view to avoiding the loss of returns and' 
enabling the Department to fix responsibility in case of 
any such loss. The revised procedure was introduced 
from June, 76 onwards." 

5.71. During evidence, the representative of the Central Boarel' 
explained that "so far as the ReturI\, Rectification Application and 
Dividend Warrant are concerned, we have evolved a new proce-
dure whereby al1 these are listed in the Acknowledgement Slip-
and that Slip is prepared by the Tax-payer himself. Then, on the-
basis of that ar.. entry is made in the Receipts Register and the 
transfer memos are pre;>ared and passed' on to the Head Clerk, the 
ITO and the Record-keeper. Under the new system we can cer-
tainly take action and fix responsibility against the person who is; 
supposed to have lost the document." 
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~.72. The witness added that based on the recommendation th~ 
'Study Group m Public Relations the following steps have been 
taken:-

(i) According to the law, Partnership firms have to file origi-
nal partnership deeds before the ITOs. It has now been 
decided that photostat copies of partnership deeds would 
be considered adequatll by the ITOs for finalising assess-
ments. 

(ii) Application for first registration of a firm is also a very 
important document. This document will pe kept in 
Central cell for safe custody. 

(iii) Title deeds of property submitted by the assessees in 
original should be kept under the personal custody of the 
ITO. 

5.73. During evidence, the Committee suggested that instead of 
~alling for original title deeds of property, registration application 
~tc. the assessees could be asked to furnish photostat copies duly 
authenticated by Notary Public. Whenever an ITO require to see 
..original documents, the assessees could be called upon to file the 
ooriginal. To this the Chairman, Central Board replied that "certi-
1ied copy is not sufficient. original title deed is necessary." 

.5.'14:. The Committee also suggested that in the case of dividend 
"WBlTallts also photostat copies could be accepted by the ITOs with 
:adequate safeguard. 

The Committee also felt that sometimes the assessee himself 
might get the documents misplaced "in the Department and try to 
take advantage of that. If photostat copies were accepted by the 
Department such problems might not arise. 

Space for keeping records 

5.75. The Ministry, on an enquiry by the Committee, have stated 
that "the space provided for storing is not considered adequate in 
Tespect of any office. Frequently complaints regarding space allot-
ment lor this purpose are received from various Commissioners. 
No study in particular has, however, been undertaken on this point 
so as to iaentify the exact areas or extent of inadequacy. 

The Ministry have informed the Committee (in January, 1981) 
'that the Directorate of Organisation & Management Services 
'('Income-tax) has alreany been directed by the Board to make a study 

an :this regard. . , '. ; ·1 
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Arranging files according to P.A.N. 

5.76. The Ministry have informed the Committee that assessment 
records are arranged eitlier alphabetically or in accordance with 
·GIR Nos. 

Asked about the reasons for not maintaining records Permanent 
Account Number~wise, the Ministry have stated that:-

(i) The Department are committed to the use of PAN as a 
unique code of identification of assessees in respect of all 
tax functions. The PAN scheme was introduced only in 
1971 and as such it is a comparably new system compared 
to GIR No. which has been prevalent in the Department 
for a long time and both the assessees and the field staff 
have been long accustomed to its use. The Department 
is making continuous efforts to popularise its use at all 
levels by the assess as well as the field staff of the De-
partment. However, it will take some time to fully 
establish the system of PAN and ensure its effective use." 

(ii) "The field formations of the Income-tax Department are 
using the old systems of GIR No. or the alphabetic system 
partly due to difficulty in maintaining the files Pe"1'ma-
nent Account Number-wise, because permanent account 
numbers of the assessees in a ward are not continuous, 
and also because many assessees are yet to cultivate the 
habit of showing permanent account numbers in their 
correspondence with the Department." 

5.77. During evidence, the Committee enquired whether the 
periOd of 10 years was not long enough for the Department to 
switch over from GIR system to PAN system. The representative of 
the Central Board admitted that "it has taken a long time to switch 
over from GIR to PAN. We are making every effort to complete 
'the process." 

He added that.-

"There is one reason why this switch over or the allotment of 
PAN was somewhat neglected. I must say, we are terri-
bly short of staff. There are other important areas of 
work like assessment, collection reduction of arrears and 
sO on and so forth, which are given some higher priority. 
But, we assure that We are doing our best to complete 
this switch over to PAN as early 2S possible." 



5.78. A number of non-officials have represented to the ·Com--
mittee that original documents field by assessees are often mis-
placed in the Income-tax Department. The loss of document which 
could be out of mischief or neg!igence puts the assessees 'to a great 
inconvenience. The Department claim to have Sitreamlined the 
procedure for receipt and custody of tax returns and fix responsi-
bility in caSe of loss of any document but this does not provide 
any consolation to the assessees whose valuable documents are lost 
in the process. What is required is a radical change in the 
approach which should elhninate the necessity for original docu-
nu'uts in as many as cases as is possible and accept certified photo--
stat {;opies in the maximum number of cases. . ..... 

5.79. The Committee are informed that after a study had into· 
the matter, the Department have decided to accept photostat 
copjes partnership deeds, but in the case of app!ications for first 
registeration, .t5tle deeds of properlty and dividend warrants, the 
Department would stiU like to have original documents and not 
the photostat copies. The Committee feel that the Department 
should not in the first instance insist on original title deeds of pro-
perty, first registration applications and such other documents 
where photositat copies duly authenticated by Notary Public could 
serve Ihe purpose. In such cases the Department can always re-
serve the right to not for original documents for their inspection 
before passing any orders in the matter. A suitable procedure in, 
resped of each document shoul'd be evolved depending on its im--
portance taking adequate safeguards against the misuse of the pro-
cedure. . . . . . . . . (S1. No. 71) 

5.80. In respect of those documents which the Department can--
not accept in photostat form in any circumstances-and such docu-
ments should be very few-the ~come-tax Officer should be _ re-
quired to sign the photostat copy thereof and give them back 'to. 
the assessee for this custody and use and as a proof of his having 
submitted the original to the Income-tax Officer. - (81. No. 72) 

5.81. A comprehensive study on record management is stated to 
have been .conducted by the Departlnent recently. The Committee-
feel that there is an imperative need to introduce the most modern 
methods of record keeping and retrieVal' in the Department which 
receive for inspection a region of valuable documents from asses-
sees all over the country and which is locally and moraDy bound 
to keep them in safe custody and produce them whlenever needed .. 
Instead of tinkering with the llroblem by taking isolated measures 
here and there, what is needed is a systems approach which should 
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make it possible for the Department to get at any file instantly 
from a central place to which it should go back after it is done with. 
The Committee strongly feel that unless the record system is moder-
nised and made fool proof, the efficiency in the Department would 
not improve and the malpractice which the assessees are complaining 
of would not be eradkaied. .. .. (SI. No. 73) 

5.82. The Committee are surptised to learn that though a pro-
cedure of annual physical verification, of files is in vogue in the 
Departmen't, the information about missing files is not received at 
the centre and the headquarters are not in a position to say how 
mallY files are found missing in the annual physical verifications 
in the various charges. In the Committee's opinion feed back re-
garding the number of missing files should be available with the 
headquarters after annual physical verificat!on to enable them to 
take remedial measures in the matter from time to time. (Sl. No. 74) 

.. 5.83. The Committee are also informed that the record space in 
the Income-tax Offices is 110t adequate. The Committee expect the 
Department to study the extent of inadequacy of space for records 
and see what can be done to remedy the situatioD. (Sl. No. 75) 

.. 5.84. The Committee regret to note that even though Permanent 
Account Number (PAN) system was introduced as far back as 
1971, the Department have.. even after a lapSe of ten y~rs, not 
been able to switch over from the old GIR system 'to the new PAN 
system in the matter of keeping records. Continuance of old and 
new systems side by side canndt but create confusion in day to day 
reference and tlhe sooner the switch-over to PAN system is made, 
the better it would be for 'the Department. (SI. No. 76) 

F. Direct Taxes Advisory Committees 

5.85. The Ministry have stated that the Central Direct Taxes 
Advisory Committee at the Centre with headquarters at New Delhi 
and Regional Direct Taxes Advisory Committees at the headquarters 
of various Commissioners of Income-tax are consituted by the De-
partment. The functions of the Committees broadly are as under:-

(i) to advise on measures for development and encouraging 
mutual understanding and cooperation between the asses-
sees and the tax administration. 

(ii) to advise on measures for removing administrative and" 
procedural diffi~ulties of a general nature. 
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Members of these committees include, inter alia, Members of Par-
liament of the region concerned, professional expert\; such as, char-
tered accountants, lawyers and representative of trade, commerce, 

industry and professions. 

5.86. The Central Advisory Committee consists of 19 members and 
is headed by the Minister of Finance. The Regional Advisory 

..committees consists of 7 members and is chaired by the Commissioner 
of Income-tax. 

5.87. During evidence, the representative of the Central Board 
informed the Committee that: 

The Central Advisory Committee was formerl. in 1962., and till 
1978 it held 20 meetings. In seven of these years the 
committee met twice as they are expected to do. In six 
years there was onI y one meeting and in the remaining . 
six years including 1971, 1977, 1979 & 1980 there was no 
meeting at all. It is very necessary for Central Advi!jory 
Committee to meet twice a year. 

F. Regional Direct Taxes Advisory Committee 

5 . 88. The Committee observed from the information furnished 
by Ministry that out of 18 Regional Direct Taxes Advisory Com~ 
mittees, 6 committees (at Hyderbad, JaipuJ', Madras, Pa.tiala, Rohtak 
and West Bengal) did not meet even once during the last three 
years (1977 to 1979), 3 committees (at Bhubaneswar, Bhopal and 
Shillong) met only once (at Bhubaneswar meeting only one member 
out of 7 was present); four committees at Amritsar, Ahmedahad, 
Bangalore and Bombay, did not hold any meeting in 1977 or 1978 

. but held 2 meetings in 1979. Poona was the only place where the 
Advisory Committee met once in each year. 

5.89. During evidence, the Committee observed whether this 
-1rend did not show lack of interest on the part of the Commissioners 
of Income-tax in the Regional Committees. The representative of 
-the Central Board stated that they had tried to analyse the reasons 
why these committees could not meet twice a year and they had 

"taken remedial measures as follows:-

(i) A lot of time was taken in the constitution of the Regional 
Direct Taxes Advisory Committees. Government have 
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taken a decision last year that it will not be necessary 
to end the term after two years of its constitution. In 
case it is not reconstitutes shortly ther'eafter, it will con-
tinue till it is reconstituted. 

(ii) There was some delay in nominating the Members of Par-
liament to the Committee. When the Committee is newly 
constituted and even if there is delay in nominating the 
Members of Parliament, it has been proposed that the 
meeting of the Committee ma'y not be delayed on this 
account. 

(iii) Another reason for delay was the appointment of one of 
the representatives of the State Government to the Com-
mittee as its Members. Earlier' he used to be appointed 
on the basis of the name recommended by the State Gov-
ernment. Now he will be appointed by designation. This 
will eliminate the delay. 

The representative of the Board added that: 

"Some of the Commissioners have been able to hold these 
meetings even during the last three years. This does 
show that some of them have taken greater interest than 
others." 

5.90. The Committee regret to note that the Central Direct 
Taxes Advisory Committee at the centre and Regional Direct Taxes 
Advisory Committees at the headquarters of various Commissioners 
of Income Tax which were constituted to provide an important 
forum for mutual exchange of ideas and experiences on tax ad-
ministration between the assessees and the Department, have not 
been meeting regularly in the recent past. During the last -I years 
(1977 to 1980) the Cen'tral committee met only once. 

.. 5.91. Regional Advisory committee at six places (Hyderabad, 
Jaipur, Madras, PatiaJa, Rohtak and West Bengal) did not meet 
even once during Iflle last 3 years (1977-1979), at three places 
(Bhubaneshwar, Bhopal and Shillong), these met only once during 
this period, (at Bhubaneshwar only one OUt of seven members was 
present). From this, the Committee cannOt but conclude that the 
Department and the Commissioners of Income-tax do not have 
. adeq~te appreciation of the usefulness of this forum and have not 
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taken adequate interest in holding their meetings. The Committee 
take not of the measures now contemplated by the Department to 
activise these committee and' hope that the meeting of the Central 
and Regional committees would hereafter be held twice a year to 
discuss administrative of procedural and policy matters concerning 
direct taxes and follow-up action taken in 1he light of their dis-
cussions. (Sl. No. 77) 

NEW DELHI; 

April 6, 1981 
Chaitra He 1903 (Safa) 

S. B. P. PATTABHI RAMA RAO 
Chairman 

Estimates Committee. 
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Summary of Recommendations/Observations 

Para No. 
S1. No. of the 

Report 
Recommendation/Observation 
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lA 1.22 

2 1.23 
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The Committee feel that if their recommen-
dations and conclusions are taken seriously and 
implemented in letter and spirit, the tax adminis-
tration would be streamlinen, difficulties of 
assessees would be considerably removed, tax 
evasion curbed and the tax revenues would go up. 

The Committee cannot help viewing with con-
cern the heavy shortfalls in actual collections 
vis-a-vis targets during the three years 1977-
1980. The continuing arrears of nearly Rs. 600 
crores despite numerous measures to reduce them 
also a matter of serious concern. The fact that 
nearly Rs. 22 crores had to be written off in 1978-
79 and over Rs. 10 crores in 1979-80 is a reflection 
on the Department's efficiency. These statistics 
which are innexes of the Department's perform-
ance lead to the conclusion that measures taken 
by the Department to realise tax dues have not 
been effective enough and must be intensified. 
The Committee would urge the Department to 
maintain relentless pressure on all fronts to show 
better results in collecting current demands and 
reducing arrears. (Sl. No. lA) 

While the Committee do not wish to wholly 
deny credit to the Income tax machinery for the 
85 per cent of the collections which come in auto-
matically, they wish to t;>oint out that the area 
requiring the special attention of the LT. machi-
nery is not so large that they cannot manage it 
effectively. The Committee would like the De-
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partment to remember that their efficiency woulrl.-
be judged more by collections made on their own 
efforts than by <!ollections flowing in anyway from 
year to year under the salutary effect of the penal 
provisions of Income tax laws. 

2.10 ,/ The actual size of the new returns is expected 

4 

5 

6 

2_11 

2.14 

2.17 
& 

to be considerably shortened and according to 
the Ministry "any person with an average in-
telligence should be able to fill it without any 
expert help." The Committee hope that this 
expectation in resoUsed. The Committee would 
like the forms of returns to be periodically re-
viewen and whatever modifications are required 
to simplify them, should be made periodically. , 

," 

Since non-official opinion was not invited 
before finalising the new forms the Committee-
trust that, as assured during evidence, the Minis-
try will seek the opinion of non-official organisa-
tions on these forms and examine the possibility 
of simplifying the forms still further in the light 
of non-official views, In fa<!t this should be a 
continuous process. 

The Committee would like the Ministry to 
ensure that return forms are easily available in· 
all towns and supplied to all those who ask for 
them_ In order to avoid misuse ann wastage, the-
forms may be priced and sold through post offices, 
banks and other such organisations SO as to bring 
them within the easy reach of assessees in cities 
or mofussil towns. 

The Committee would like that the lncome-
tax Department should devise ways and means 
of oveI'coming the constraints of staff at least for 
that period arranging temporary staff and IQace 
towards the closing dates so as to open adequate-
number of counters to receive returns and thus-
enable the assessees to file their returns conev-
niently without long wait. 

-------- ------------ ---.-----
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The Committee note that the Department dis-
posed of 82 !?er cent (29,87,927 cases) of the 
summary assessment cases during 1977-78, 7()· 
per cent (24,12,165 cases) ci.uring 1978-79 and 67 
per cent (25,71,997 cases) during 1979-80 and left 
a backlog of 6.62 lakh cases at the end of March,. 
1978, 10.16 lakhs at the end of March, 1979 and 
12.72 lakhs at the end of March, 1980. Seeing the 
declining rate of disposal of cases and growing' 
arrears under the Summary Assessment Scheme, 
the Committee cannot but conclude that the ob-
jective of expediting the assessment has not been 
achieveci. so far. 

While the Committee welcome the plan 
drawn up by the Department to reduce the pen-
dency of summary assessment cases to 10 per cent 
by the end of March, 1984, the Committee feel 
that the Department should be so geared as to 
dispose of all the summary assessment cases per-
taining to a year during the same year and the 
Department should start drawing up plans, and 
taking necessary measures to achieve this target 
at the earliest. Only then can the objective of 
Summary Assessment Scheme be said to have 
been really fulfilled. 

The Committee would like the Department to 
keep an eye on the manner of functioning of 
ITOs and see that except in saIllQle scrutiny 
cases duly selected for the purpose, assessees are-
not summoned to appear before the ITOs and the 
latter dispose of such cases on the basis of the 
returns' alone in consonence with the purpose of" 
the scheme. 

The Committee note that the Department have 
decided that during 1981-82 the ITOs should give 
the highest priority for the disposal of cases 
selected for sample scrutiny including the pend-
ing cases ad these should be completet\ during' 
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that financial year itself. The Committee feel 
that this should have been the approach right 
from the beginning. They would like the De-
partment to ensure that summary assessment 
cases selected for sample scrutiny during a year 
are disposed of during the same year itself. The 
Committee would like strict monitoring of the 
pace of disposal of sample scrutiny cases so that 
any slackening of pace of disposal is detected at 
the earliest and remedial measures taken prgm-
ptly to see that the target of disposal of all such 
cases during the year itself is achieved. 

"10 2.45 / The Committee would like that, as assured by 
the Finance Secretary during evidence, informa-
tion about concealment of income detecteci. while 
disposing of sample scrutiny cases should be col-
lected and collated regularly and analysed at the 
highest level t'J evaluate the success and loopholes 
of summary assessment scheme with a view to 
taking remedial measures in the light of the eva-
luation/ 

11 2.58 The Committee are glad to note that after the 
Ministry's attention was drawn to the reported 
tendency of ITOs to call assessees for personal 
hearing even before scrutinising their returns, the 
Central Board of Direct Taxes have issued ins-
tructions impressing upon the lTOs to avoid in-
discriminate and mechanical issue of notices 
without acquainting themselves in advance as to 
the nature of their requirements and to specify 
in the notices the documents required to be !?ro-
duced and the points in which clarification is 
neecled before fixing. the case for hearing. The 
Committee feel that if harassment to assessees 
has to be avoided Commissioners of Income-tax 
should keep a vigilant eye on the ITOs to ensure 
that these instructions are followed in actual 
practice and disregard shown by the ITOs in this 
respect is viewed seriously. 

"1.2 2.59 \r The Committee feel that it amounts to harass-
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ment of the assessees and projects a bad image 
of the Department if appointments for hearings 
fixed by ITOs are not honoured ann adhered to, 
no matter what the reasons lllay be. The Com-
mittee are glad to note that the Central Board 
have al?preciated the feelings of the assessees and 
have agreed that it should be possible for the 
ITOs to inform the assessees in advance over 
telephone, wherever possible, about the last 
minute cancellation of hearings. The Committee 
expect that the Central Board will issue suitable 
instructions to the Commissioners arid ITOs ask-
ing them to hold the hearings fixed by them on 
schedule and if due to certain unavoidable cir-
cumstances a hear'ng cannot be held on the 
appointed day, the assessee should be informed 
in advance either through a letter or over tele-
phone to a responsible person in the assessee's 
house wherever possible. The information about 
the cancelled or arljourned hearings should also 
be displayed on the notice board outside the office 
of the ITO concerned and on the general notice 
board of the Da?artment for the benefit of the 
assessees who may happen to come to the Depart-
ment unaware of the cancellation of the hearing. 

The Committee are glad that the Central 
Board of Direct Taxes have seen it fit to agree 
to amend the format of the assessment order so 
as to provide that the nates of hearings held in 
connection with an assessment, are indicated in 
the Assessment order. This would have a salu-
tary effect and restrain an ITO from calling an 
assessee unnecessarily for personal hearing. 

.. The Committee would like that, as agreed to 
by Finance Secretary the system of service of 
Income-tax notices and orders by registered post 
should be tried in a judiciary and economical 
manner on an experimental basis in selected areas 
and progressively extended to other area's. 
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In the Committee's view a reference to the 
Central Board for 'guidance' in cases falling under 
section 273A (affects the assessee.s ultimate right 
of appeal to the Board against the Commissioners' 
decisions) and also compromises the quasi-judi-
cial role of the Commissioners. The Committee 
would like that instead of shifting the burden to 
the Central Board, the Commissioners should 
l:Qply their own mind and decide cases under 
section 273A indepennently in their quasi-judicial 
capacity without any 'guidance' or 'advice' from 
the Board and take the responsibility themselves. 
The Committee would expect the Central Board 
to issue clear instructions to all the Commission-
ers and desist from giving them any guidance or 
advice in such matters. 

The Committee cannot but take note of the 
representations mane by non-officials that Valua-
tion certificates obtained by assessees from 
Registered Valuers are not accepted by the De-
partment though the latter have denied the 
charge. The Department, when asked to furnish 
data to enable the Committee to judge for them-
selves the correct position, could not do so. The 
Committee would like the Department to mak-e 
a sam;>le study of the fate of valuation certifi-
cates in Delhi, Bombay, Calcutta ann Madras 
charges and apprise them of the results within 
six months. 

The Committee feel that the present system of 
requiring valuation certificate from Registered 
valuers should be reviewed if the Department 
find, in the light of the sample study referred to 
above, that by and large these certificates are not 
reliable. 

The Committee would like that Permanent 
Account Numbers should be allotted to those who 
apply for them within a specified period say, 6 

--- ---- ---------
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months, amI the pendency beyond this period 
should be looked into by the Central Board 

At present PANs are allotted to those assessees 
only who awly for them. In the Committee's 
view it is very necessary that all assessees, 
whether they apply or not should have PANs as 
soon as they are enrolled on the registers of the 
Department. The Committee would like the Cen-
tral Board to take necessary steps in this direc-
tion. 

The Committee appreciate the rtifficulties of 
the Deptt. but feel that the difficulties of the 
assessees are also real and need a sYm.?athetic 
consideration. The Committee would suggest 
that the question of introduction of pass books 
should be sturtied by the Deptt. with an open 
mind in conjunction with non-departmental ex-
perts with a view to finding out whether and if 
so, in what form the system of pass book could 
be adopted without adding much to the adminis-
trative cost. 

/ The Committee feel that for the convenience 
of assessees, the Department should not grunge 
increasing the number of public sector banks 
authorised to receive tax payments from three 
at present to at least nine in the immediate future .. 

".#'1' 

The Committee take note of the understand-
ing reached among the C&AG, Ministry of Fin-
ance and the Central Board of Direct Taxes that 
if an interpretation of law given by C&AG is not 
acceptable to the Ministry/Central Board and if 
the matter is taken to the Law Officers of the 
Govt. of India at appropriate level, the ruling 
given by the Law Officers would be acceptable 
to all of them. 

The Committee would like the Ministry to 
enquire into the phenomenon of non-payment of 
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interest under Section 243 and inform them with-
in six months of the fact8 under all commiss:oners 
charges together with the steps the Ministry pro-
pose to take to set things right. 

The Committee urge that a thorough enquiry 
into cases of delays in settlement of refunds be 
held with a view to analysing the reasons for 
delay and taking effective measures to remedy 
the situation. They would also like to know 
whether the Deptt's instructions requ'ring dis-
ciplinary action being taken in cases of delay 
were followed in aU cases of delay and, if not, 
why not? 

The Committee feel that the root cause of 
the sad state of affairs in refund cases appears 
to be the lack Of a proper information system 
capable of bringing delays in settlement of re-
fund claims to the notice of supervisory officers 
periodically as a matter of course. What is needed 
is a more methodical system of work which 
may inter alia, provide for a 13eparate account of 
receipt and disp05,01.1 of refund cases with a built 
in procedure to enable the senior officers to 
monitor the progress at regular intervals. The 
Committee would like the Department to evolve 
a suitable system in this regard and apprise the 
Committee. 

The system should provide for a distinctive 
colour or marking for refund claims to prevent 
the refund claims from getting mixed up with 
other papers. 

Even though instructions are stated to have 
been issued by the Board that refund orders 
should accompany the assessment orders, or 
orders giving rise to refunds, from the complaints 
reaching the Committee, it appears that these 
instructions too are not being observed by an 



127 

------ ------- -----------------
1 

28 

29 

2 

2.120 

2.128 
& 

2.129 

3 
--- ,---------

the ITOs. Similar complaints have been received 
about non issue of advice to banks simultaneous-
ly with the issue of refund vouchers in cases 
where bank advice is required to be issued. It is 
doubtful whether, even in these cases, discipli-
nary action has been taken against any officer 
for delays in issue of refund vouchers even 
though such an action is required to be taken 
under administrative instructions. The Com-
mittee would like that case studies of this as-
pect of the working of a few charges on a selec-
tive basis be also made and the system of work-
ing made foolproof in the light of the results 
of the studies to avoid any complaints on this 
aCCO'UIlt. The Committee would like to be in-
'formed of the action taken in the matter. 

According to the present procedure a deter-
mined refund can at the request of an assessee 
concerned, be adjusted against an admitted. tax 
liability of the assessee. But the Department 
are not prepared to allow the assessee to adjust 
an unpaid but determined refund against a 
future liability as suggested by some non-
officiale;. They would like the Department to 
examine the suggestion further to see if it can 
~ accommodated in the scheme of things in 
any refined form. 

/ The Committee have gOlle into matter. They 
are of the opinion that film artistes and other 
categories of professionals such .as authors, 
playwLiights, musicians, sportsmen (incLuding 
athletes) who have a relatively short span of 
professional life need some relief for their lean 
and old days. The cases of once highly S'Uccess-
fulfilm artistes, sportsmen, authors, etc. 
languishing in old days are too well-known to 
require recounting here. The Committee feel 
that the general question of adequacy of exist-
ing tax concessions to such professionals having 
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a short professional life and uncertain future, 
including the gains to revenue and loss to pro-
fessionals as a result of withdrawal of conces-
sions under Wealth-tax Act in 1974, should be 
dispassionately reviewed with a view to rationa-
lising the tax provision/ 

The Committee regret to note that depart-
mental appellate authorities, viz. AACs and 

CITs(A) and CITs, have in no year been able to 
keep pace with the work load with the reS"..ut 
that the number of pending appeals have been 
increasing from year to year. The Ministry 
have admitted that targets were "somewhat un-
realistic" but, it is stated, "somewhat challeng-
ing" targets were laid down to stimulate the 
appellate authorities to dispose of maximum 
number of cases· While the Committee wel-
come the Central Board's approach to lay down 
"challenging" targets, it appears they have not 
succeeded in gearing up the system to enablE' 
the appellate authorities to rise to the occasion 
anywhere. The Committee would like the Cen-
tral Board to review the position and devise a 
more practical approach which should be chal-
lenging as well as realistic and create a result 
oriented system to ensure disposal of appellate 
work according to planned targets. 

An analysis of the pending appeals/revision 
petitions shows that about 2 years work load is 
pending with AACs, 15 months work load (re-
vision petitions only) is lying accumulated with 
CITs and over 1 year's work is pending with 
Income-tax Appellate Tribunal. For disposing 
of arrears with AACs, the Central Board have 
evolved a norm that, at the end of the next four 
years, not more than six months work load 
should be pending with each AAC. The Com-
mittee feel that this norm should also apply to 
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CITs, CITs (A) and Income-tax Appellate Tribu-
nal. Their administrative sets-up ana appellate 
procedures should be so re-organisea -that each 
one df these appellate authorities should be able 
to reduce the pendency to six months work 
load at the earliest. Needless to say this would 
require constant monitoring and periodical re-
view of achievements, which, the Committee 
hope, the Central Board would do conscientious-
ly. 

The Central Board have informed the Com-
mittee that they scrupulously honour the inde-
pendence of the Departmental appellate autho-
rities and that it is not correct to say that -these 
authorities have a bias against assessees. The 
Committee however, cannot help taking note of 
a general feeling of distrust among certain non-
official circles in the objectivity and the inde-
pendence of these authorities. The Committee 
would advise the Central Board to make every 
effort to dispel the suspicion of pro-revenue bias 
among assessees and restore their confidence in 
the fairness of departmental appellate proce-
dures. 

The Committee would like the Central Board 
to ensure compliance of their very wholesome 
instructions in this regard to ensure that final 
decisions are given in tully heard appeal cases 
by appellate officers under transfer orders be-
fore they lay down charge. 

/ In the context of long delays in litigation 
under direct tax laws, the Chokshi Committee's 

proposal for establishment of a Central Tax 
Court with all India jurisdiction is worthy of 
serious consideration. The establishment of 
more benches of High Courts would not be able 
to provide a final solution to the problem in as 

--- ------------------- ----
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much as parties cannot be barred from going 
to Supreme Court in appeal against the High. 
Courts nor can conflicting rulings be avoided. 

In the Committee's opinion if time-consum-
ing process of litigation in courts of various 
levels has to be avoided and Government dues 
collected withorut avoidable delay, there is no 
escape from setting up a Central Tax Court 
with exclusive jurisdiction and final say in tax 
matters. The Committee are aware of the consti-
tutional difficulties but these are not insur-
mountable. The Committee would like the Gov-
ernment to take an early decision in the mat~ 

The Committee regret to note that even 
though it was apparent right from the beginning 
(1976) that the Settlement Commi9.3ion's 
capacity to dispose of cases was only a fraction 
of the intake, the Ministry took no tengible 
action to strengthen the Commission. The Com-
mittee would like that the consideration of 
various suggestions before the Government like 
increasing the strength and benches of the 
Commission and investing Commissioners of 
Income-tax with powers to settle cases without 
reference to Commission should be expedited 
and necessary steps taken without delay to 
strengthen the system to enable it to cope with 
the work. The Committee wmlid recommend 
that in the case of the Settlement Commission 
also the norms of reducing the pendency to not 
more than six months work load by the end of 
the next four years should be adopted and 
structural and procedural re-organisation of the 
Commission brought about with this aim in 
view. 

/ The Committee wish it were possible to make 
a reasonable estimate of blackmoney as such an 
estimate will no doubt enable the Government 
to formulate more appropriate policies and take 
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more effective administrative measures t. curb 
the generation and use of blackmoney to save 
the eeonomy from its pernicious role and mini-
mise inflation in the country. 

",,/ 

37 4.10 /J During Survey Operation-.; to identify new 
assessees, the Income Tax Department collect 
information from a rrumber of sources like the 
Registrar of Companies, imports and exports 
offices, luxury hotels, Sales Tax Department, 
Municipal authorities etc., and pass it on to 
assessing officers for further action. The Com-
mittee find that there is no provision which 
makes it mandatory for the various authorities 
to furnish tne desired information to the 
Income-tax Department. The Central Board 
feel it would be helpful if such a statutory pro-
vision is made. Now when the need for a 
statutory provision in this regard has been ac-
cepted, the Committee would expect the Gov-
ernment to initiate action to make a suitable 
provision in the Income-tax Act as early as 
possible. / 

,.,/ 

38, 4;11 The Committee would like the Central Board 

39 4.15 
& 
4.16 

to review the working of the Central Informa-
tion Branch and the assessing officers and take 
measures withcrot any further delay to ensure 
that all relevant information is regularly and 
systematically collected and disseminated to 
assesa;ing officers and made full use of by them. 
In this arrangement a specific responsibility 
should be cost on the supervisory officers to 
make sample checks and take corrective mea-
sures. The Committee would l!ke to be ap-
prised of the action taken in the matter. 

The Committee cannot btlt hold the Depart-
ment fully responsible for not bringing this 

"effective tool" for curbing. ostentatious expen-
diture to the notice effield. staff and deplore the 

---------_ .... __ . - . ------ ---
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Department's failure to discharge this elemen-
tary duty. The Committee would urge that 
full and judicious 'Use of the powers under Sec-
tion 133A be made by field staff and monitored 
at appropriate levels and information collected 
during surprise checks 0'£ lavish expenCftture . on 
parties etc. be used at the time of assessment. 

The Committee regret to note that a whole-
some provision made for referring certain ac-
counts for compulsory audit by auditors to be 
nominated by COmmissioners, under Section 
142 (2A) of the Income Tax Act w.e.f. 1-4-1976 
has not been utilised to the extent to which it 
should have been utilised. During the 1aS'I; 3 
years only 16 cases were referred_ .for comp".ll-
sory audit under this power. The Committee 
recommended that all preparatory work to give 
effect to this provision should be completed 
without any further delay and the power of 
compUlsory audit used in all cases where it is 
necessary to do so in the interest of revenue. 

The Committee strongly feel that the Central 
Board should not vaccilate any longer, and in-
voke the powers vested in them under Section 
139 (A) (5-) & (6) and specify the transections in 
which it will be compulsory for the persons to 
quote their Permanent Acc0unt Numbers. 
Simultaneously, the Board should make aae-
quate administrative arrangements to collect 
information about and to make random checking 
of such transactions with a view to detecting 
cases of tax evasion. Needless to say, the Board 
will have to make arrangements for allotment 
of PANs at Short notice to new parties, who 
may be entering into high value transactions for 
the first time before being registered as income 
tax assessees. 

The Committee would like the Ministry to 
reconcile the two figures of the self employed 
profeSSionals given to them so as to have a 

-----~---
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clearer picture of the magnitude of self-employed 
professionals without which it will be difficult for 
them as well as for the Committee to have any 
idea about the extent of tax evasion among this 
class. 

The Income-tax Department should obtain 
lists of professionals from the respective pro-
fessional bodies like Bar Councils, regional 
Institutes of Chartered Accountants, etc. Lists 
may also be collected by visits to various locali-
ties. All such lists should then be compared 
with the lists of Income-tax payers available 
with the Department to ascertain whether all 
of them are paying Income-tax or not. The 
Department it is stated, have made some efforts 
in this direction from time to time. -r'he Com-
mittee would, however, like that approach of 
this nat'ure should become a regular and inte-
gral part of the survey operations which are 
carri.ed out from year to year. 

In some of the metropolitan cities, the 
Department have exclusive Inc-orne-tax Officers 
for particular categories of professionals like 
doctors, lawyers, etc. The Committee would 
suggest that this practice may be extended to 
all big cities and an ITO dealing with a certain 
category of professionals in a particular area 
should have the jurisdiction to deal with all 
those persons, institutions and enterprises 
which might broadly be connected with that 
particular category of professionals. For exam-
ple, all the doctors, private clinics, nursing 
homes and medical shops in an area, should be 
assessed by the same Income-tax Officer. 

The Committee feel that there is great merit 
in the suggestion that ali newcomers to the pro-
fession (newly registered or transferred from 
elsewhere) should be required to noli-fy their 
names and addresses to the Income-tax Depart-



1 

46 

2 

4.38 

4.39 
to 

4.40 

3 
---------- --- ---

ment when they start private practice. The 
Departtnent should immediately advise them to 
maintain- aeeounts cJf income and savings and 
other relevant records right from the beginning 
and explain to them under what conditions they 
will become liable to pay Income-tax. At 
periodical intervals, the Department should ask 
them to declare that their annual income does 
not exceed taxable limit. 

/,. The Committee also feel that the companies 
and institutions which employ the services of 
professionals like doctol'S, lawyers, etc. should 
be- required to deduct tax from the fees paid to 
these professionals when the fees payable in any 
year exceed a certain limit, say Rs. 2-3,000/-. _ 

... /The Committee are surprised to find that even 
though Section 44A.A of the Income-tax Act, as 
inserted by the Taxation Laws (Amendment) 
Act, 1975 provides for compulsory maintenance 
of accounts by certam categories of professionals 
and empowers the Board to specify the books 
of aceount and other doeuments that should be 
maintained by them to enable the Income-tax 
Officer to compute their total income, the 10-
COIne'-tax Department have not exercised this 
power and have not laid daWn the nature of 
books and. r:ecords tha:t they should maintain. 
The Deptt._ have tried to explain as to why this 
power has not been exercised so far but the 
Committee are not satisfied with the explanation. 

Now when the Chokshi Committee have also 
made certain recommendations as to the nature 
of records which the professionals should main-
tain, the Committee would like the Central 
Board not to lose any more time to exercise the 
powers under iection 44AA and specify the 
books of account, etc. which should be maintain-
ed by self-employed professionals with suitable 
prQvision to and agaiI!st hardship to new entrants 
in the profession. /'/ 
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Need for prescr:bing -differential rates of 
inc~tax for businessmen, self-employei pro-
fessionals and . salaried class has been expressed 
before the Cotnmittee by officials and non-
officials alike. This approach, it was stated, will 
curb the tendency among PIl'fessionals and 
salaried class also having income from other 
sources to evade tax. T..l'le Committee feel that 
it is not quite rational to place the same level 
of tax burden on prof~ssionalsiSalaried class 
with limited incomes and fixed span of active 
life as that placed on business class. The Com-
mittee would recommend a dispassionale exami-
nation .of this matter. 

The Committee have received a number of 
other suggestions for checking tax evasion in 
general of which the following merit an in-
depth study:-

(1) Each acquisition of moveable property of 
the value of Rs. 5,000 and above shQuld 
be required to be includerl in the Income-
tax return. 

(2) Where the sale/purchase of moveable 
pra;>erty requires to be registered with 
public authority as in the case of motor-
cars, it should be communicated by the 
registering authority to the Income-tax 
Department like the immovable property. 

(3) Each transaction involving payment of a 
high amount say Rs. two to three thou-
sand should be through cheque. 

(4) P08Session of cash currency notes of a 
value higher than a flexible limit to be 
specified, say, annual income -of a persnn 
or so, should rbe deemed to be an offence 
except in certain special circumstances. 

(5) Companies and institutions shouIrl deduct 
tax from rent .;:>ayments exceeding 
Rs. 10,000 a year. 
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The Committee would not like these sugges· 
tions to be lightly brushed aside just because 
they at first sight appear to be difficult to imple-
ment or are likely to pose some problems in 
implementation. They would like the Depart-
ment to study them in depth and see whether 
and to what extent they can in the present form 
or in a refined form be implementen with a view 
to curbing tax evasion. 

Seeing the work norms now fixed for Survey 
Inspectors at 15 business Qremises a day and 5 
new constructions in residential areas in big cities 
and 10 major premises and three new construc-
tions per day in mofussil areas, the Committee 
cannot but conclude that the Inspectors' output 
was woefully low in 1979-80 when they surveyed 
only 2-3 premises per day on an average. The 
Committee are surprised to note that though the 
new norms were approved in March, 1980, ins-
tructions to this effect were issuen by the Depart-
ment only in January, 1981. The Committee feel 
that the survey a;:>erations have tremendous 
potential to bring new assessees within the in-
come-tax net. Raising daily output from 2-3 pre-
mises in 1979-80 to over 15 in big towns and 10 
in mofussil areas in 1981 is a big jump upwards. 
What is to be seen is whether these new norms 
are actually observed by the inspectors in day-
to-day working and how seriously they go about 
their work. The Committee would like the De-
partment to monitor the performance of Inspec-
tors individually and survey organisation as a 
whole ann ensure that the results expected of 
them are forthcoming. 

The Committee wouln like the Department to 
make a cost benefit study of the survey organisa-
tion from year to year to have a clear Qicture of 
the succes~ of their operations vis-a-vis the ex-
penditure incurred on them. 
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The Committee take note of the procedural 
steps now taken by the Ministry to maintain 
statistics which will show the number of 
successful searches and concealment of income 
detected and gains to revenue in such searches. 
They would like that these statistics showing 
results of searches and seizures should be criti-
cally analysed with a view to making these ope-
rations more effective and efficient in the light 
of past experience. These statistics will also help 
the Departmental dispel the impression, if it is 
wrong, that searches are launched indiscrimi-
nately. 

The Committee however feel that still it 
would be better for the Department to make a cost 
benefit analysis of the Intelligence Wing's activi-
ties to be able to have a better aQpreciation of the 
role played by this wing in detecting and curbing 
unaccounted assets in concrete terms. This would 
make these wing more serious and result-oriented 
in their activities. 

Making a case study of searches conducted in 
Delhi alone the Committee are, surpr'sed to note 

that out of the 1118 cases in which searches 
were conducted eluring the years 1975-76 to 1979-
80, in prosecutions have been launched only in 
14 cases till December, 1980. In 9 cases the time 
taken to launch prosecutions was 1 to 2 years, 
in 1 case 2 to 3 years and in 4 cases over 3 years. 
The Ministry have not explained as to whether 
in other cases (1004). investigations have not 
been completed even after a lapse of stlch a long 
time or whether evidence of concealment of in- -
come has not been found; in either case. the per-
formance of the Department on this front is 
nothing to write home about. In fact this can 
give credence to the common impression that 
searches and seizures are generally on frivolous 
grounds. 

--- - ----------------- -----------



1 2 

54 4.78 

55 5.10 
&: 

5.11 

3 

Such unconscienable -delay jn completing 
investigatIons, launching prosecutions ann bring-
ing the defaulters to book defeats the very ~ur­
pose of searches and seizures and lowers the De-
partment's ptestige in public eye. The Committee 
would like the Ministry to take a serious view of 
the Income Tax Departments incapacity to com-
plete investigations in search cases expeditiously 
and take concrete action to bring the Prosecution 
wing of the Department to a reasonable level of 
efficiency. The Committee would also like the 
Department to draw upa time bound Qrogramme 
to liquidate the pending cases ann ensure that in 
future investigations in search cases are com-
pleted within a 'Specified time failing which the 
matter should be examined by the Board for 
remedial action. 

In the Committee's opinion it is better to take 
cognizance of cases of undervaluation of a higher 
order and bring major, though fewer, defaulters 
to book in the shortest possible time than to waste 
time and energy on large number of petty cases 
without achieving commensurate results. If this 
is not done, the purpose of having the provision 
on tie statute book will be defeated and it would 
not hav-e any.deterrent effect as it claimed by the 
Department. The Committee would like the Gov-
ernmeR.t to review the Qosition with a view to 
making the law more pragmatic and really 
deterrent. 

The Committee feel that shortage of officer and 
staff should not be held .out as a justification for 
huge arrears or inefticiency of the Department 
as the Department ar-e spected to keep the staff 
strength abreast of the expanding workload. The 
Committee would like the Department to go into 
the manpower neeas in the light of the studies 
already made and take conclusive measures early 

------ ----------------- -- -------------~-
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to provine adequate manpower at all levels to 
kea;;> pace with the work. The Committee hope 
that in view of the likely reduction in the work 
of the Income tax Deptt., under the budget pro-
posals for 1981-82, the staff needs of the Deptt. 
will be ta.lored to sent the new situations. 

5.12 The Committee find ,that no ciirect s~udy as 

5.1'7 

5.18 

such for red1,J.ction in paper work in the Income-
tax Department has been done so far. This is an 
area in which there is great scope for improve-
ment. A thorough streamlining of the system' and 
procedures can bring about a much higher level 
of output and efficiency without any significant 
increase in m~ower. The Committee would 
therefore like a comprehensive study of the orga-
nisation ann methods to be undertaken with a 
view to achieving efficiency with economy. 

It is unfortunate that the friction between 
two of the most important segments of officers 
(Group A & B) of the Department has been 
continuing for a long time and the Department 
have not been able to do much in the matter. 
This is sure to have had an adverse affect on the 
departmental efficiency. The Committee would 
like the Department to spare no effort to find a 
solution to this knotty problem at the earliest 
and bring about cordial relations between the 
two sets of officers. 

The Committee leel that a system of promo-
tion at an early stage of the careers of Group B 
officers through a limited departmental cOmQeti-
tiv~ examination preferably through UPSC or 
otherwise will not only be good for the officers 
but also conclucive to efficiency and harmony in 
the Department. The Committee would like the 
Department to think in this direction. 

--_._-------- --
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Office accommodation is an acute problem 
faced by Income Tax Department and has come 
in for adverse comments by assessees who too 
feel greatly inconvenienced on this account. 
Accordmg to the Chairman, Central Board "lack 
of space in Income Tax Offices is one of the root 
causes of inefficiency." Accommodation require-
ments of the Department are staterl to be under 
study by Directorate of O&M. The Committee 
would like to be informed of the outcome of the 
study and the action contemplated to provide 
adequate office accommodation for the Income-tax 
Offices at various places. 

The Committee regret to note that two of the 
basic needs of staff and offices of Income tax 
Department have not been met even upto a 
reasonable level. The Department have not been 
able to provide residential accommodation to a 
large number of staff ami. officers at many places 
and the transport facilities Qrovided to them for 
offic'ial work are also admittedly inadequate. It 
is unfortunate that a budgetry provision of Rs. 10 
crores for construction of residential accommoda-
tion made from year to year since 1975-76 has 
remained unutilised all through. The Committee 
strongly feel that in these matters, it 'is not wise 
to expose the staff anrl officers of a sensitive De-
partment like the Income-tax Department to temp-
tations of accepting favours from outside parties. 

The Committee would like that either Govern-
ment should themselves construct residential 
accommodation or they should themselves hire 
private accommodation and allot it to the em-
ployees of the Income-tax Department, especially 
at I;>laces where private accommodation is scarce 
or too costly for the employees to hire at reason-
able rent. 

The Committee would also like the Depart-
ment to meet the transport needs of the Income 
Tax Officials and provide adequate number of staff 
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cars to help formations, by peeling arrangements 
or otherwise, to enable them to move about in 
the performance of their official functions with-
out difficulty. The Department should clearly 
tell their officials not to use the assessees' cars 
for official or personal work. 

The Committee would like that detailed ins-
tructions on the nature anri manner of rendering 
assistance to the assessees should be issued by 
the Department for the guidance of Public Rela-
tions units and supervisory officers advised to 
conduct periodical inspection of the working of 
these units to ensure that these instructions are 
carried out by fhem. Complaints of improper be-
haviour or inctifference to the assessees problems 
should be taken serious note of. 

The Committee would expect the Department 
to provide adequate accommodation and seating 
arrangement and reasonable level of amenities 
for. the assessees in the Public Relations units and 
the Income-tax offices. These are the basic facili-
ties which every assessee visiting an Income-tax 
office expects and deserves. The head of the office 
should be held personally accountable for any 
lapse on this front. Since Hie Chairman. Central 
Board, is himself aware of the unpopularitv of 
the Public Relations work among Income Tax 
Officers, it is incumbent on the Denartment to 
see how thev can make the Pu·blic Relations iob 
more attractive and rewarding so that efficient 
officers do not grudge on posting there. It should 
be remembered that this is probably the first and 
the most frequently a,proached point of contact 
between the assessees and the Department and, 
as such, really, knowledgeable, public-spirited and 
alert officers should be posted to these units not 
only· to project a good image of the Department 
but also to assist the asse~sees in their problems 
with the various wings of the organisation. Need-
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less to say, sets of latest laws, rules, forms etc. 
should 'be available in the Public Relations Units 
and made available to the assessees On demand 
without hesitation. 

The Committee would suggest that feedback 
on the reactions of assessees with the working of 
public relations units at each place be collected 
by the Department with a view to knowing and 
removing its shortcomings. This should be none 
on a regular and systematic basis. 

-
It is unfortunate that a stUdy of the ims;>act 

of the working of the valuation cell undertaken 
by a wing of the Income-tax Department itself 
which must have cost the exchequer a lot of 
money and time should be discarded as unreli-
able. Why the corrective was not ap:llied when 
the parameters of the study were determined or 
when the study was unr1.erway is not clear. The 
Committee hope that Department would learn a 
lesson from this for the future. 

The Committee would like the Ministry to 
immediately undertake a detailed and objective 
study on the impact of the valuation cell to find 
out whether the cell is cost effective and is pro-
ducing results commensurate with the expendi-
ture incurred on;t. The outcome of the Study 
may be communicated to the Committee. 

A Grievance Cell was set up in 1979 under 
the personal supervision of the Chairman, Cen-
tral Board, to deal with complaints from assessees. 
Similar Grievance Cells had also been set up in 
60 Commissioners charges upto December 1980. 
The Committee would expect similar cells to be 
set up in the remaining charges early. 

The Committee cannot over emphasise the 
importance of expeditious investigation of com-

---- ~~-~-~ -~---~~--.~-
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plaints and prompt follow-up action, failing 
which the asses sees are likely to lose faith in 
the grievance procedure and the procedure 
would also lose the deterrent effect it is otherwise 
expected to have. 

Now when the need for setting up an inde-
pendent machinery for vigilance work has after 
all been realised, the Committee wQuld expect 
the Department to reinforce the Directorate of 
vigilance with an independent investigation 
machinery to deal with vigilance work effec-
tively and efficiently at the headquarters at the 
earliest as well as field levels at the earliest. 

/ The Committee would like the Commissioners 
of Income Tax to meet assessees and represen-
tative bodies indiv'dually or in groups without 
having junior officers in attendance who may 
be directly involved with the assessment work 
against whom the assessees may be having 
complaints. Unless such exclusive meetings are 
held in confidence, it is difficult to expect the 
assessees to open out and bring their complaints 
to the notice of Commissioners frankly, 

The Committee are informed that after a 
stUdy made into the matter, the Department 
have decided to accept photostat copies of part-

nership deeds, but in the case of applications 
for first registration title deeds of property and 
dividend warrants, the Department would still 
like to have original documents and not the 
photostat copies. The Committee feel that the 
Department should not in the first ins1ance in-
sist on original title deeds of property, first re-
gistration applications and such other docu-
ments where phctostat copies duly ?uthenticat-
ed by Notary Public could serve 'the purpose. 
In such cases the Department can always re-
serve the right to- call for original documents 

._---_._------ -
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for their inspection before passing any .orders 
in the matter. A suitable procedure in respect 
of each document should be evolved depending 
on its importance taking adequate safeguards 
against the misuse of the procedure. 

72 5.80 In respect of those documents which the 
Department cannot accept in photostat form in 
any circumstances-and such documents sIiould 
be very few-fhe In"ome-tax Officer should be 
required to sign the phot()03tat copy thereof and 
give them back to the assessee for his custody 
and 'Use and as a proof of his having submitted 
the original to the Income-tax Officer. 

73 5.81 The Committee feel that there is an imperat:ve 
need to introduce the most modern methods of 
record keeping and retrieval in the Department 
which receives for inspect'on a legion of valuable 
documents from assessees all over the country 
and which is legally and morally bound to 
keep them in safe custody and produce them 
whenever needed. Instead of tinkering with 
the problem by taking isolated measures here 
and there, what is needed is a systems approach 
which should make it possible for the Depart-
ment to get at any file instently from a central 
place to which it should go back after it is done 
with. The Committee strongly feel that unless 
the record system is modernised and made 
fool-proof, the efficfency in the Department 
would not improve and the malpractices which 
the assessees are complaining OT would not be 
eradicated. 

74 50.82 /- The Committee are surprised to learn that 
though a procedure of annual physical verifica-
tion of files is in vogue in the Department, the 
information about missing files is not received 
at the centre and the headquarters are not in 
a position to say how many files are found 
missing in the- annual physical verifications in 
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the various charges. In the Committee's opinion 
feedback regarding the number of missing files 
should be available witp the heaCfqttarters after ' 
annual physical verification to enable them to 
take remedial measures in the maHer from time 
to time/ 

The Committee are also informed that the 
record space in the Income-tax Offices is not 
adequate. The Committee expect the Depart-
ment to study the extent of inadequacy of space 
for records and see what cart be done to remedy 
the situation. 

The Committee regret to note that even 
though Permanent Account Number (PAN) 
system was introduced as far back as 1971, the 
Department have, even after a lapse of ten 
years, not been able to switch over from the old 
GIR system to the new PAN systeIfl iIi the 
matter of keeping records. Continuance -OI old 
and new systems side b'y side carulot but create 
confusion in day to day reference and the sooner 
the switch-over to PAN system is made, the 
better it would be for the Department. 

/' The Committee cannot but conclude that the 
Department and the Commissioners Of Income-
tax do not have adequate appreciation of the 

usefulness of forum of the Central Direct Taxes 
Advisory Committee and Regional Advisory 
Committees and have not taken adequate inter-
est in holding their meetings, The Committee 
take note of the measures now contemplated by 
the Department to activise these committees 
and hope that the meeting of the Central and 
Regional committees would hereafter be held 
twice a year to discuss administrative, proce-
dural and policy matters concerning direct taxes 
and follow-up action taken in the light of their 
discussions. /' 
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